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PREFACE 
 
 

Dear Colleagues, 
 
With all the challenges we have been facing this year, we 

are grateful that we were able to organize the 5th 
International Conference on Management in Emerging 
Markets (ICMEM) 2020 virtually. The success of the 
conference was largely dependent on the papers (i.e. 
extended abstracts) submitted to ICMEM 2020. More than 
200 papers have been accepted! This number is more or 
less consistent with what we had in the past ICMEM 
conferences. Other than Indonesia, based on university 
affiliations, we also received paper submissions from 
Malaysia, the Philippines, and Japan. 
 

The theme of the conference is “Sustainable Development: Orchestrating Business to Respond 
to Society’s Latest Challenges.” To our surprise, other than the regular business and 
management-related papers, we receive quite a number of papers that were thematically 
suitable for ICMEM 2020. While the conference was only a brief avenue for discussions, we hope 
that it could expose the participants to issues relevant to sustainable development and how 
business can deal with such issues. Of course, other papers are also as valuable as they 

collectively contribute to the conference. 
 
Overall, we thank you for contributing your academic work to ICMEM 2020! 
 
Sincerely, 
Andika Putra Pratama, Ph.D. 
ICMEM 2020, Chairperson 
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Greetings from Bandung, 

 

On behalf of the School of Business and Management, 

Institut Teknologi Bandung, it is my great pleasure to 

present to you the 5th International Conference on 

Management in Emerging Markets (ICMEM) 2020 

Conference Proceedings. 

 

The papers included in the proceedings of this conference 

seeks to highlight the practical and theoretical advances in 

the areas of business and management for both industries 

and academic applications. 

 

ICMEM 2020 received manuscripts from various fields and topics in management, ranging from 

finance to human resources, marketing to operations management, and decision-making to 

entrepreneurship, as well as other related fields. Papers were submitted in the Research 

Format and Case Format from scholars, graduate and undergraduate students. The conference 

serves as an ideal platform for students, academics, and professionals from Indonesia and other 

countries to share their ideas and experiences in the field of business and management. 

 

This year’s conference theme raised the issue on “Sustainable Development: Orchestrating 

Business to Respond to Society's Latest Challenges". This theme serves as a response to 

recent challenges in emerging markets as issues relating to the welfare of society at various 

levels, and environmental protection became more central to decision making in business 

activities. Therefore, the issue of sustainable development is significant to emerging markets. 

In line with the need to address sustainability in various aspects where business activities are 

embedded, the 5th International Conference on Management in Emerging Markets (ICMEM) 2020 

addresses the notion of sustainable development, particularly the way businesses can respond 

to society's latest challenge. 

 

I want to express my gratitude for the support of Prof. Reini D. Wirahadikusumah, PhD as the 

Rector of ITB and for the contribution of the chairperson, organizing committee, university 

partners, scientific committee, authors and general participants, as well as others involved in 

the organization of the conference, including the finalization of the Conference Proceedings. 

We hope that the conference proceedings will prove to be useful. 

 

 

 

Prof. Dr. Utomo Sarjono Putro 

Dean, School of Business and Management Institut Teknologi Bandung 
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Abstract  

The 4.0 industrial revolution brought the digitalization era to Indonesia. Rapid change of technology and the development of internet 

connection, which becomes fast and better bolster the digitalization era. Digitalization impacts all of the aspects; one of them is financial 

services. Digitalization pushed the emergence of financial technology; one of the financial technology products is mobile wallets. A mobile 

wallet is an electronic wallet that we can use via smartphones. With the emergence of mobile wallet applications, people tend to switch their 

payment behavior from using cash to digital payments because of the convenience offered by the form. But, in Indonesia, the mobile wallet 
user is still not highly used as expected, making the user penetration low compared to developing countries. From this phenomenon, this paper 

presents research to determine the factors that influence people to use mobile wallets in Indonesia. The main goal was to determine the drivers 

of people's intention to use a mobile wallet. This research adopted a model called the Technology Acceptance Model (TAM) developed by 

Davis (1989). This study considers seven variables (i.e., performance expectancy, effort expectancy, social influence, relative advantage, 
compatibility, facilitating condition, and traditional barriers) that influence the intention to use mobile wallet payments. Data Analysis 

technique used in this research is Multiple Linear Regression (MLR) analysis. This study resulted that compatibility, facilitating condition, 

performance expectancy, and effort expectancy have significant positive relationships toward intention to use mobile wallets in Indonesia. 

While social influence, relative advantage, and traditional barriers have no considerable effect on the intention to use mobile wallets in 
Indonesia. 

 
Keywords: Financial Technology, Intention to Use, Mobile Wallet, Technology Acceptance Model, Indonesia.  

 

BACKGROUND 

The growth of mobile payment has become incredibly adopted by many countries. The development of mobile payment service 

application brings new value to the customers. Some companies build a mobile wallet that can be used anytime and anywhere. These 

applications make it easier to make a payment, like riding online transportation, buying food, buying mobile data without having to come to the 

counter. But, in Indonesia, the mobile wallet user is still not highly used as expected. In Fact, in Indonesia, many people still use cash as their 
primary tool in the transaction process (Irman Putera, 2019), making the user penetration low compared to developing countries. Even the use 

of mobile or electronic wallets is still forced by an institution, such as TransJakarta, which must use electronic money to pay (CNN, 2019). 

Although mobile wallet users increase each year and the application benefits by giving simplicity and flexibility, mobile wallets still lag in 

contrast to the use of cash, which makes the user penetration yet far behind another developed country (McNair, 2017). It is unclear why people 
still can’t use mobile wallets as their primary purchasing tools in Indonesia, given the significant advantage of mobile wallets. The research 

question of this research is: 

How is the relationship between income distribution of mobile wallet users toward the intention to use in Indonesia? 

What is the relationship of performance expectancy, effort expectancy, social influence, relative advantage, compatibility, facilitating 

condition, and traditional barrier toward intention to use mobile wallet payment applications in Indonesia? 

Which variable that most influences users' intention to use mobile wallet payment applications in Indonesia? 

The study objective is to identify the income distribution of mobile wallet users in Indonesia, to know which variable between 

performance expectancy, effort expectancy, social influence, relative advantage, compatibility, traditional barriers, and facilitating condition 
that impact toward intention to use a mobile wallet in Indonesia alongside with the variable that most influence users intend to use as a standard 

to determine strategic planning and decision making, both for academically and marketing managers, so the adoption rate to use mobile wallet 

can be increased. 
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LITERATURE REVIEW 

Technology Acceptance Model (TAM) 

TAM or Technology Acceptance Model is one of the theoretical models that focus on Perceived Ease of Use (PEOU) and Perceived 

usefulness (PU) (Davis,1989; Fathema et al.,2015). The model was based on the theory of reasoned action, which has emerged as  a powerful 

model in inquiring the acceptance of information technology (Davis, 1989; Cheung & Vogel, 2013). Based on Fathema et al. (2015), this 

framework's primary focus is to know the factors that make people accept or reject mobile payments. Perceived Ease of Use is the individual's 
feelings about how much effort the technology will be to use. Perceived Usefulness is the individual's level to which the individual believes the 

technology will help them do their job (Venkatesh & Davis, 2000).  In this research, the researcher would modify the model of TAM by adding 

some independent variables which have a significant effect on Intention to use (See Appendix 1). 

Performance Expectancy 

According to Pynoo et al. (2011), Performance Expectancy is the mixture of Perceived Usefulness from TechnologyAcceptance Model 

(TAM) and other constructs to the Usefulness of technology in different models. When people or customers find that the system is easy to use 

or learn, the acceptability of an order will increase (Pikkarainen et al., 2004). The previous research conducted by Chong (2013) proves that 

Performance Expectancy has a positive relationship with the Intention to use in mobile internet and mobile services, respectively. The more 

useful the mobile app is then the user's Intention would be higher too. Hence, the hypothesis is: 

H1. Performance Expectancy has a significant positive influence on the Intention to Use. 

Effort Expectancy 

According to Venkatesh et al. (2012), Effort Expectancy is one of the essential determinants of Intention to Use. According to Pynoo et al. 
(2011), Performance Expectancy and Effort Expectancy are also commonly known as Perceived Usefulness and Perceived Ease of Use. Based 

on Leong et al. (2013), When the application is easy to use, the consumer may feel more direct control besides the ease of use of technology or 

form will increase the rate of adoption. The user-friendly use of technology often assisted by-product creation widescreen (Chang et al., 2012). 

Therefore, this study hypothesized that the higher the application is easy to use, the higher the adoption rate : 

H2. Effort Expectancy has a significant positive influence on the Intention to Use. 

Social Influence 

Social Influence is only significant under mandatory settings based on the observation by Venkatesh et al. (2003). The studies of m-

commerce prove that social influence has a positive relationship with technology adoption (Chong, 2013).  There is a possibility that family, 
peers, and media affect the consumers of e-commerce behavioral intention. Indeed, due to the mobile application not being used by specific 

groups and the use of mobile phones is not forced by some groups, Leong et al. (2013b) supported the conclusion. Hence, the hypothesis is: 

H3. Social Influence has a significant positive influence on the Intention to Use. 

Relative Advantage 

The other factor relevant to the Intention to use is Relative Advantage (Rogers, 2003). Relative Advantage refers to the innovation that 

exists today is the result of the renewal of changes that existed before (Moore and Beenbasat, 1991). Al-Gahtani (2003) indicates that relative 

Advantage has a significant positive relationship with Behavioral Intention to use mobile payments. Hence, the hypothesis is: 

H4. Relative Advantage has a significant positive influence on the Intention to Use 

Compatibility 

Since mobile payment service can be used via a mobile device, compatibility has a strong influence aspect toward Intention to use mobile 

payments (Mallat and Tuunainen, 2008; Schierz et al., 2010). For example, Chen (2008) suggested that mobile payments are more likely to be 

adopted when using new technology compatible with their lifestyle. Accordingly, the hypothesis for the study is: 

H5. Compatibility has a significant positive effect on the Intention to Use. 

Facilitating Condition 

Facilitating Condition is significantly affecting the Intention to use mobile payment (Chong, 2013). The more accessible for consumers to 

get help from others when facing problems related to using mobile payment is a kind of facilitating conditions that influence the Intention to 
use in China. The research resulted in the same result that mobile devices are the facilitating Condition that affects mobile internet adoption 

(Venkatesh et al., 2012). thereby, the hypothesis is: 

H6. Facilitating Condition has a significant positive influence on the Intention to Use. 

Traditional Barrier 

Based on Ram and Sheth (1989), traditional barriers are defined as "Incompatibility with existing values and standards as well as past 

experience." When people feel the lack of technology benefits and the added value of a technology, it can also have a significant impact on 

behavioral Intention (Laukkanen et al., 2009). When a new technology is developed, it would feel uncomfortable: frustration with technology-

based systems (Parasuraman, 2000) "some degree of technophobia" or fear with the development of technology (Meuter et al., 2003, p. 900). 
People prefer to do the transaction offline rather than online (Laukkanen et al., 2007d). They consider the interaction and socialization with that 

person more critical (Srijumpa et al., 2007). 

H7. Traditional Barriers have a significant positive influence on the Intention to Use. 

Intention to Use 
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Intention used is defined as "the strength of one's Intention to perform a specified "behavior (Fishbein and Ajzen, 1975; p. 288). Customer 

interest and volition to look for further information about the services are the dimensions of Intention to use. Intention use has the same 

meaning as behavioral Intention. 

 

METHODS 

The research is a kind of applied research because it gathers data or information about factors influencing customers to use mobile wallet 

applications. This research would be used as a quantitative method. Based on Earl Babbie (2010), quantitative methods emphasize objective 

measurements and the statistical, mathematical, or numerical data collected through questionnaires using computational techniques. This 
research is using non-probability sampling. The criteria of the samples are people aged above 15 years old who are highly interested in using 

mobile wallet applications. When students are part of the population, the study could be formed based on Compeau et al. (2012). Based on the 

previous research conducted, Bowen and Pistilli (2012) discovered that in daily tasks, students are most likely to rely on mobile applications. 

Based on Joseph F. Hair (2013), the minimum sample size shall be at least five times the number of variables, but the sample size 10:1 is the 

most appropriate. 

Additionally, some researchers also suggest at least 20 cases for each vector. Therefore, in this research, the author will use a minimum of 

160 respondents. This research will use primary data by spreading the questionnaire. The development of the survey is based on the variable 

construct mentioned before. The inquiry is made up of two parts. The first part is to know the necessary information about gender, age, 
occupation, income, a mobile wallet used, and daily expenses. The researcher will focus on the question of the variable mentioned in chapter 2 

in the second part. The item will be distributed using Likert five-point scales where scale 1 means strongly disagree while range 5 means 

strongly agree. 

The data were analyzed using Multi Linear Regression to get the result after passing the validity and reliability test. Microsoft Excel and 
SPSS were used as a tool of programming data and multilinear regression used as a technique measurement. To verify the questionnaire 

indicators of the chosen variable used for this study, confirmatory factor analysis was used. The result of the confirmatory factor used to 

determine whether each indicator of a variable can represent the independent variable. The linear regression was conducted to test the 

significant relationship between dependent and independent variables. If the sig's Deviation < 0.05 is a linear model, but if sig. Deviation 
>0.05, then it can be said there is no significant difference or direct relationship between dependent and independent variables. ANOVA is used 

as an analytical tool to test research hypotheses that assess whether there are substantial differences between independent and dependent 

variables. The final result of ANOVA analysis is the F test's value and determines whether any of those values are significantly different from 

each other. The value of the F test will be compared with the values in table f. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Respondent Demographics 

Based on the questionnaire that had been distributed, the researcher got 310 samples. There is no specific requirement for gender. From 

this research, most of the respondents are female, which accounts for 56% (173 out of 310) and man, which accounts for 44% (137 out of 310). 

From a total of 310 respondents, most of the respondents are 18-25 years old, and only 1% of people aged < 18 years old. Moreover, it's 
suitable for our research, which included students as part of the sample due to student dependence on mobile applications and easier adaptation 

to new applications. From 310 of total respondents, the most occupation that our respondents have are university students. The result is 

according to the age, that is mostly in their 18 – 25 years old. It's also considering that university students are a part of students, which includes 

our targeted population. Besides, as university students, they tend to be more unified with mobile apps. From the research scope, the chosen 
domicile is Bandung, Jabodetabek, and Semarang. Most of the respondents' domicile is in Bandung since the research using snowball sampling 

and was conducted in Bandung. The respondents of Bandung domicile account for 87%. Besides,  To know the relationship between income 

distribution of mobile wallet users, the researcher asked the respondents about their income and categorized it into four groups. Based on the 

pie above, most of the mobile wallet users (34%) have income Rp 1.000.000 – Rp 2.000.000 followed by Rp 2.000.000 – Rp 3.000.000 (32%),  

> Rp 3.000.000 (22%), and < Rp 1.000.000 (12%). 

Factor Analysis and Reliability Test 

To test the hypothesis, the researcher used eight variables. Several indicators represent each variable. To prove whether or not several 

indicators represent the independent variable, validity and reliability were checked. To test reliability, Cronbach's alpha was used. To verify the 
validity, Kaiser-Mayer-Olkin (KMO) or Bartlett's test and Variance Extracted of Sum Loading was used. Form the reliability test; the variable 

is reliable when the Cronbach Alpha ≥ 0.6. When the Cronbach alpha is higher than 0.6, it indicates  the data or variables are right. The test 

shows that all of the variables are reliable due to higher than 0.6 (See Appendix 2).  Based on the data, all of the variables have Bartlett's value 

higher than 0.5; it indicates that the data can be grouped for each indicator. Based on the extracted sums of squared loadings, only 1 factor 
created for each variable (see Appendix 2). It's also supported by the components matrix, which produces only one factor where each indicator 

has a value higher than 0.5 (see Appendix 2). This implies that there are similarities between the indicators of the variable which reinforce the 

variable or in another world the data is valid. 

Relationship Between Income Distribution and Intention to Use 

ANOVA test analysis was used to know the significant relationship between income distribution and intention to use. The dependent 

variable in this test result is the Intention to Use. The fixed factor in this section was income. Based on this result, the Tukey and Bonferroni 

test can be continued. The result on the table above indicates that the data is homogeny due to the Levente’s sig. Above 0.05 (0,435 > 0,05). 
The ANOVA shows < 0.05, which indicates there is significantly different between each income categorical, which will be explained in the 

Post Hoc Test (See Appendix 3). Appendix 3 (Table 3) shows that people with an income of around > 3.000.000 has significantly below 0.05. 

This means that only people in that category (Income > 3 million) have a significant influence on the intention to use it. 
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Regression Analysis 

Appendix 4 representing the test result of independent toward dependent variable. The researcher used the Stepwise method to test 

whether the independent variable has a significant effect on the intention to use or not. The “Stepwise” approach puts the variable one by one, 

starting with the variable, which has a higher significant value until the variable, which has the lowest value. Moreover, other variables that 
don’t have significant influence toward dependent variables will be removed. Based on this test, four variables (Performance Expectancy, 

Effort Expectancy, Compatibility, and Facilitating Condition) have a significant influence on intention to use supported by the sig, which is 

lower than 0.05 (p=.002, .046, 0, 0 respectively). The higher the Beta, the higher intention to use a mobile wallet application. The value of B 

represents the increment of intention to use every for each unit increased in each independent variable (Appendix 3). 

Appendix 4 shows how good the model of Appendix 3 is. Based on the test analysis above, it shows that model 4, which consists of 4 

independent variables, has a suitable mode due to the increase of multiple R values. The result indicates that the model’s  multiple R is 85,6%, 

which reflects the intention to use a mobile wallet is considered highly associated with the independent variables. Moreover, the hotel has R 

Squared and adjusted R square value 73,4% and 73%, which means that 73,4% and 73% of the total variation of intention to use a mobile 

wallet explained by the regression model consisting of 4 independent variables. Besides, the model dispersion is about 0,35807. 

 

Model Summary 

 

 

 

 

 

 

 

 

 

0,01 < p ≤ 0,05 = *, p ≤ 0,01 = **, p = 0 = *** 

Figure 1 Multiple Linear Regression (MLR) Result 

 

Figure 1 shows the result of Multi Regression Analysis. It indicates that Compatibility (Beta= 0,484, p=0) is the variable which has 
significant relationship toward intention to use followed by Facilitating Condition (Beta = 0,208, p=0), Performance Expectancy (Beta= 0,147, 

p= 0,002), and the variable which has the lowest effect is Effort Expectancy (Beta = 0,108, p=0,046). 

H1. Performance Expectancy has a significant positive influence on the Intention to Use. 

Based on this, it can be concluded that H1 is accepted, meaning there is a positive relationship between this variable. Moreover, it is also 
in line with the statement that the more useful the application is, the higher the acceptance rate (Venkatesh, 2003). People found that payment 

on the go is helpful in this situation. It also can help busy people doing their work due to the benefit that mobile wallets give. In the mobile 

wallet application, they often offer the users ease of convenience (i.e., order food, buy internet packages, pay bills, etc.), and it is also following 

the people's lifestyle, which wants simplicity. 

H2. Effort Expectancy has a significant positive influence on the Intention to Use. 

It can be concluded that H2 is accepted, indicating a relationship between Effort Expectancy and Intention to use mobile wallet 

applications in Indonesia. Thus, it is also in line with Leong's (2013a) statement that the users also feel that mobile wallets are easy to use and 

operate; therefore, this makes the intention to use higher. Besides, the application is also easy to learn, which impacts the ease of use. When the 
users feel the app is easy to use or master, they will contact more direct control toward the application, which makes the user adoption higher. 

So, they tend to use the mobile wallet application due to its ease. 

H5. Compatibility has a significant positive effect on the Intention to Use. 

This indicates that H5 is accepted, which means there is a positive relationship between compatibility toward intention to use a mobile 
wallet in Indonesia. Therefore, based on Chen (2008), the adoption of mobile wallet applications is high when there is a compatibility between 

people's lifestyles toward their purchasing behaviors, furthermore, this also can increase the viewpoint of others toward himself. The users 

believe that their daily lifestyle using mobile wallet payments as their primary transaction is very common. The users feel comfort and 

simplicity; considering using a mobile wallet, they don't need to go to an ATM to take cash, which requires effort and energy. They also feel 

that using mobile wallet payments is in line with the situation that happens in Indonesia in which everything becomes digital. 

H6. Facilitating Condition has a significant positive influence on the Intention to Use. 

This also means that H6 is accepted, which means there is a significant positive influence between facilitating conditions toward the 

intention to use mobile wallets in Indonesia. Based on Crabe (2009), this variable affected the adoption rate consisting of online service 
support, internet condition, and the device itself. The users use mobile wallet applications because of the easiness and responsive online service 

of the mobile wallet itself. They can get help from the mobile wallet operator quickly and easily; therefore, they keep using it. Not only that, 

but the users also have the resource to operate the mobile wallet application. Based on the research conducted by the World Bank, the mobile 

penetration in Indonesia reaches 91%, which means the mobile users in Indonesia are considered high. It also means that almost everyone in 
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Indonesia uses mobile in their activity because of the reasonable price from the mobile itself. In Indonesia, there are too many internet 

providers that are spread evenly in urban and rural areas to support people to use mobile wallets payments applications. 

 

CONCLUSION 

This research has examined the relationship between Performance Expectancy, Effort Expectancy, Social Influence, Relative Advantage, 

Compatibility, Facilitating Condition, and Traditional Barriers toward Intention to Use mobile wallet application in Indonesia. It resulted that 
the factors most influential toward intention to use were Performance Expectancy, Effort Expectancy, Compatibility, and Facilitating condition. 

Thus, based on our questionnaire on compatibility, respondents feel that the technology offered by mobile wallet providers is in line with the 

user's situation, method, and lifestyle in conducting the transaction. Therefore, the thing that can be improved by mobile wallet providers is to 

make sure the product (mobile wallet) can be used in a lot of merchants (expand the merchant partnership), so the users can do the transaction 
in as many merchants as possible. In the point of view of facilitating conditions, respondents also feel that the technology offered by mobile 

wallet providers is in line with the user's technology, resources, and knowledge. Therefore the providers also have to maintain the development 

of the application. The development has to be following the user's smartphone features. Besides, mobile wallet providers have to provide 

reachable customer service. On Performance Expectancy, respondents also feel that the technology offered by mobile wallet providers is useful, 
quicker task accomplishment, and increases productivity and effectiveness. This also means that providers have to build an application that has 

value-added. By doing innovation such as adding mobile wallet payment to Go-ride, etc. it will make the customers feel that the mobile wallet 

is useful, quicker task accomplishment, and increases productivity and effectiveness. Lastly, Based on our questionnaire on Effort Expectancy, 

respondents also feel that the technology offered by mobile wallet providers are easy to use, easy to master, and easy to learn. This means that 
the providers have to build an application that is user friendly because when the user feels that the app is easy to use, it will increase the 

intention to use it. 

Future research can further evaluate the factor's influence on the use of the mobile wallet from external factors. This research only 

considers the internal and external factors from the application and environment, not the benefit from the transaction itself, which is promotion. 
Besides, the analysis of other product and services categories from the provider itself can be conducted by extending the variables of the 

Technology Acceptance Model. 
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Abstract  

The trend of public life today increasingly leads to “back to nature”. This pushed the total demand for natural-based products to increase 

sharply and this causes an increasing competition in the herbal medicine industry. The intense competition in the herbal medicine industry is 

marked by numerous herbal medicine brand choices on the market. The fierce competition in the herbal industry today is particularly true for 

herbal medicine for common cold products. The increasingly fierce competition in the herbal medicine for the common cold industry forces 

companies to create marketing strategies that are more creative and innovative. One of the many ways that the companies can do is to study the 
behavior of consumers first, particularly their attitude towards herbal medicine for the common cold. This research aims to measure the 

cognitive, affective, and conative (attitude) of consumers in Bandung towards herbal medicine for the common cold. Also, it aims to know the 

relationship between the components of attitude. The type of research design used in this study is descriptive design. The research is conducted 

from January 2020 to April 2020 in Bandung, West Java, Indonesia. The subjects used in this research are the people of Bandung. The total 
number of respondents is 314 respondents. The sampling technique used is a non-probability sampling technique. Data was collected using a 

survey. The survey instrument used in this study is a questionnaire. Data analysis is performed with SPSS 21 using descriptive statistics 

(frequency, percentage, median) and correlation. From the data processed, herbal medicine for the common cold is perceived to be derived 

from plants and then it also perceived to be able to take the form of a tablet, liquid in the bottle/sachet, or capsule. Through the feelings and 
emotions aspect, it is derived that most people think that using herbal medicine for the common cold is very helpful and its quality is good. 

More than half of the respondents intended to use herbal medicine for common cold when they suffer. The cognitive is related to the affective 

and conative in this research. Also, the affective is related to the conative in this research. Thus, it can be concluded that: some respondents 

know roughly what herbal medicine for the common cold is, not detail; some respondents like herbal medicine for the common cold; and some 
respondents would like to use herbal medicine for common cold when they suffer. In this study, cognitive is positively related to affective and 

conative; and affective is positively related to conative. 

 
Keywords: Attitude, Bandung, Common Cold, Consumers, Herbal Medicine.  

 

BACKGROUND 

The trend of public life today increasingly leads to “back to nature”. This condition is due to the high cost of pharmaceutical drugs and the 

emergence of public awareness of the privilege of taking the herbal medication. This pushed the total demand for natural-based products to 

increase sharply. Also, Indonesia is famous as the Mega Biodiversity, mega center of the greatest biodiversity in the world (Sidomuncul, 2014). 

Aware of the abundant potential of Indonesian natural plants, this causes an increasing competition in the herbal medicine industry.  

The Ministry of Industry noted that the herbal medicine industry in Indonesia continued to show positive growth in recent years. This is 

evident from the turnover which continues to increase from year to year. In 2018, sales of herbal medicine reached Rp 15 trillion and by 2019, 

it reached Rp 20 trillion. Currently, there are 1,160 herbal industry which consists of 16 large-scale industry and 1,144 small and medium scale 

industries that are scattered in various regions in Indonesia, especially in Java (Triwijanarko, 2015). 

The intense competition in the herbal medicine industry is marked by numerous herbal medicine brand choices on the market. Various 

manufacturers of herbal medicine, both from traditional and modern herbal medicine industry, are trying to maximize all their resources so that 

their product can be accepted by consumers.  

The fierce competition in the herbal industry today is particularly true for herbal medicine for common cold products. This happens 

because the common cold is a ‘disease’ that is often experienced by people of all ages, both from lower and upper economic classes. 

Meanwhile, the medical world does not know common cold, and the drug references destined for eliminating common cold as well not exist. 

Considerable business opportunities in the common cold drug industry, causing many companies to undergo herbal medicine for common 
cold industry, so now many different brands of herbal medicine for common cold circulates in the market. This resulted in very strong 

competition in the herbal medicine for the common cold industry.  
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However, according to the Top Brand Index, there are only two big players in herbal medicine for the common cold industry in Indonesia. 

They are Tolak Angin Sido Muncul and Antangin.  

Table 1. Top Brand Index of Herbal Medicine for Common Cold (2018-2020) 

Brand 2018 2019 2020 

Tolak Angin Sido Muncul  43.8% 54.4% 60.0% 

Antangin 46.4% 42.3% 37.4% 

Air Mancur 2.5% 0.9% - 

Sri Angin 1.9% - - 

Bintangin - 0.9% - 

Source: http://www.topbrand-award.com/ 

Based on Table 1 above, it can be argued that the TBI of Tolak Angin Sido Muncul increased by 10.6%. In 2018 the TBI achieved was 

43.8% and in 2019 became 54.4%. Antangin which previously became the market leader suffered a declining TBI by 4.1%. In 2018 the TBI 

achieved was 46.4%. However, in 2019 it became 42.3%. Tolak Angin Sido Muncul managed to shift the position of Antangin, which for so 

long always been at the top position.  

Table 2 below shows the market share of herbal medicine for the common cold in the last few years.  

Table 2. Market Share of Herbal Medicine for Common Cold (2018-2020) 

Brand 2018 2019 2020 

Tolak Angin Sido Muncul 50.4% 50.7% 52.9% 

Antangin 35.7% 41.4% 32.1% 

Source: Frontier Consulting Group 2020 (Majalah Marketing edisi khusus/I/2020) 

According to Table 2, it can be seen that overall, the two brands, namely Tolak Angin Sido Muncul and Antangin, had taken control of 

around 80-90% market share of herbal medicine for the common cold. The percentage is an amalgamation of the brands owned by Tolak Angin 
Sido Muncul (including Tolak Angin Komplit) and Antangin (including Antangin JRG). Over the last three years, Tolak Angin Sido Muncul is 

still stable to become a market leader in the field of herbal medicine for the common cold. Meanwhile, Antangin is always in the second 

position of not being able to reach beyond the Tolak Angin Sido Muncul first position.  

Based on Table 2 above, it also can be seen that the number of consumers who use Antangin products in 2020 decreased by 9.3%, from 
41.4% in 2019 to 32.1% in 2020. This is, of course, be a problem for the company because when compared with the number of users in 2018, 

the number of Antangin product users in 2019 has increased by 5.7%.  

The increasingly fierce competition in the herbal medicine for the common cold industry forces companies to create marketing strategies 

that are more creative and innovative. One of the many ways that the companies can do is to study the behavior of consumers first, particularly 

their attitude towards herbal medicine for the common cold. 

Based on the background above, the author felt the need to research with the title “Attitude of Consumers towards Herbal Medicine for 

Common Cold (Case Study in Bandung)”. 

Research Issue 

Based on the background described above, then the problem raised in this research is: how is the attitude of consumers in Bandung 

towards herbal medicine for the common cold? 

Research Purposes and Objectives 

1. To measure the cognitive of consumers in Bandung towards herbal medicine for the common cold. 

2. To measure the affective of consumers in Bandung towards herbal medicine for the common cold. 

3. To measure the conative of consumers in Bandung towards herbal medicine for the common cold. 

4. To know the relationship between cognitive and affective. 

5. To know the relationship between affective and conative. 

6. To know the relationship between cognitive and conative. 

 

LITERATURE REVIEW 

Attitude  

There are some definitions of attitude. Ajzen and Fishbein (1977) submit that attitudes are held concerning some aspect of the world of the 
individual, such as a policy, a behavior, a physical object, or another person. A person’s attitude is the way he reacts to his surroundings. 
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Allport (1935) suggests that an attitude is a neural or mental state of readiness, organized through experience, exerting a dynamic or directive 

influence on the response of individuals to all situations and objects to which it is related. Attitude is a tendency to respond to some situation or 

object. Bem (1970) expresses that attitudes are dislikes and likes. Further, Walley (2009) states that attitude may be neutral, negative, or 

positive.  

Hence, after reviewing many attitude definitions, it is generally accepted that attitude represents the negative or positive neural and mental 

readiness towards an event, thing, place, or person.  

Different scholars have proposed various attitude models. Some of the well-recognized and relevant models are presented below. 

- Tripartite Model 

As shown graphically below (Figure 1), Spooncer's (1992) attitude model better known as the Tripartite Model. This model consists of 

three attitude components: Behaviour, Beliefs, and Feelings. The first component includes an overt act of individual which represents verbal 

statements about intended behavior against environmental stimuli, where the second component includes a cognitive response of individual 

which represents verbal statements of belief, and finally, the third component includes an emotion of individual which represents verbal 

statements of feeling. 

 

Figure 1. Tripartite Model 

Source: http://www.garph.co.uk/IJARMSS/Mar2014/1.pdf 

- ABC Model 

One of the most cited attitude models is the ABC model (Van den Berg, 2006; Eagly & Chaiken, 1998). ABC model suggests that attitude 
has three elements i.e. Cognition, Behaviour, and Affect. Cognition denotes the beliefs an individual has about an attitude object. Behavior 

denotes the intention of an individual towards an attitude object. Affect denotes the feelings of an individual about an attitude object.  

- Cognitive-Affective-Conative Model 

In CAC Model (Figure 2), Schiffman and Kanuk (2004) suggest that attitudes are constructed around three components: 

1) A cognitive component (beliefs); 

2) An affective component (feelings); and 

3) A conative component (behavior). 

 

Figure 2. CAC Model 

Source: http://www.garph.co.uk/IJARMSS/Mar2014/1.pdf 

Now, after reviewing various models of attitude, it can be seen that attitude consists of three components: 

• Affective Component  (Neural)   (Feeling/Emotion) 

• Behavioral Component  (Readiness)  (Response/Action) 

• Cognitive Component  (Mental)   (Belief/Evaluation) 

To sum up, the affective component is the emotional response (liking/disliking) towards an attitude object. The behavioral component is 

an overt (nonverbal) or verbal behavioral tendency by an individual and it consists of observable responses or actions that are the result of an 

attitude object. The cognitive component is an evaluation of the entity that constitutes the opinion of an individual (belief/disbelief) about the 

object.  

Researchers have undertaken several studies to establish how these different characteristics of attitude fit together. Some attitude theorists 

assume that the distinction between the response categories in which attitude is expressed represent different theoretical attitude components 

(Breckler, 1984; Bagozzi, Tybout, Craig, & Sternthal, 1979; Bagozzi, 1978; Kothandapani, 1971; Ostrom, 1969; Katz & Stotland, 1959; Smith, 
1947). Therefore, instead of a one-dimensional construct expressed in behavioral intentions, emotions, and beliefs, attitude is conceived as 

being a multidimensional construct. While these less or more distinct components may vary along an evaluative continuum, it is assumed that 

the evaluations expressed in each domain can potentially differ substantially for certain attitude objects. For example, a person may like herbal 

medicine for the common cold, but consider it unsuitable to their identity and may cause certain behaviors.  
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Other attitude conceptions suggest a single dimension that is fundamentally evaluative (Fishbein & Ajzen, 1975; Eagly & Chaiken, 1993). 

This evaluative factor can be expressed in conative, affective, and cognitive responses, but these three classes are not regarded as separate 

attitude components. Rather, the conative, cognitive, and affective realms are regarded as classes of observed responses or domains of attitude 

expression to attitude objects. A central assumption of the concept of attitude in this respect is that a common evaluative continuum is reflected 

in the three classes of observed responses suggested in the tripartite model.  

Herbal Medicine 

Act No. 36 the Year 2009 about Health mentions that herbal medicine is “an ingredient or ingredients in the form of galenic preparation, 

mineral material, animal material, plant material or mixtures of these materials, which for generations has been used for treatment based on 
experience and can be applied as a norm in society.” The use of herbal medicine in Indonesia is part of the culture of the nation and has been 

widely used by people since centuries ago. However, in general, the effectiveness and safety of herbal medicine have not been fully supported 

by adequate research (Sulasmono & Hartini, 2010). 

Based on how to manufacture, type of use claim, and the level of proof of efficacy, according to the Decree of the Food and Drug 
Supervisory Agency Republic of Indonesia No. HK.00.05.4.2411 about Basic Provisions for Grouping and Marking Indonesian Natural Drugs, 

herbal medicine is grouped into three categories. They are Jamu, Standardized Herbal Medicine (OHT), and Phytomedicine. Each category has 

a specific logo on the packaging.  

Common Cold 

‘Common cold’ which is referred to in this research is ‘masuk angin’ in Bahasa Indonesia. The term ‘common cold’ is used because there 

is no equivalent word for ‘masuk angin’ in English.  

People in Indonesia often complain they have masuk angin. Masuk angin is not a medical terminology, but that is what people name it 

when they experience symptoms like upset stomach, fever, headache, and cold sweat. The problems normally result from lack of sleep, 

exhaustive work, eating disorder, cold fever, and often occurring during the season transition period (Deltomed, 2016). 

Feel dizzy and feverish are often being masuk angin symptoms, and those will slightly go off by putting oil onto the body then rubbing it a 

few times until the skin color turns into a red and the body feels warm. That indicates improper blood circulation. The lacking of blood supply 

will cause an improper distribution of oxygen nutrition so that the body feels cold and fever. The fever and cold body condition are often 
followed by indigestion problem, which is a condition when one has gastric indigestion, or in medical term is called dyspepsia functional. 

Research shows that cold body temperature will cause a certain movement in the digestive system, and this will make the air resulted from food 

gas cannot be discharged through excretion and thus make the stomach filled with gas (Deltomed, 2016). 

Some of the herbal plants are effective in healing the masuk angin symptoms. One of them is ginger, which contains Gingerol – an 
effective natural substance that is obtainable through the modern extraction processing method. Consuming Gingerol can give body warmth 

and alleviate the blood circulation, which can eventually heal dizzy and fever. The resulting warmth can also reduce the feeling of sick caused 

by the motility effect. The indication is shown when people consume gingerol-contained ginger that will cause flatus, and then will relieve the 

stomachache and reduce the sick feeling (Deltomed, 2016). 

Research Model 

The research model is a conceptual model of how theory related to factors that have been identified as an important problem. It is defined 

by Cooper and Schindler in the book Marketing Research Method (Suhartanto, 2014) as a representation of a system built to understand some 

aspects of the system as a whole. From the above explanation, therefore a conceptual framework on “Attitude of Consumers in Bandung 

towards Herbal Medicine for Common Cold” can be made. 

 

Figure 6. Research Model 

Research Hypothesis 

According to Arikunto (2006), the hypothesis is defined as the temporary correct answer to the research problem, until proven through the 

temporary correct data to the research problem, until proven through the data collected. Meanwhile, Sugiyono (2006) put forward the notion of 

the hypothesis as follows: a hypothesis is a temporary answer to the formulation of the research problem. It is said to be temporary because the 

answer obtained will then be based on facts obtained through data collection.  

Based on the opinion of experts, it can be concluded that the hypothesis is a temporary answer that the answer is not final because it must 

be substantiated through research.  

The hypotheses proposed in this study are:  

H0 1  = Cognitive has no relationship with affective. 

HA 1  = Cognitive has a positive relationship with affective.  

H0 2  = Affective has no relationship with conative. 

HA 2  = Affective has a positive relationship with conative. 

H0 3  = Cognitive has no relationship with conative. 

HA 3  = Cognitive has a positive relationship with conative. 
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METHODS 

Research Design 

The type of research design used by the author in this study is descriptive design. This research is carried out one time and in less than one 

semester, so the method used is cross-sectional.  

Time and Place 

The research is conducted from January 2020 to April 2020 in Bandung, West Java, Indonesia.  

Research Subject and Criteria 

The subjects used in this research are the people of Bandung, West Java, Indonesia. The criteria for inclusion in this study are the people 

of Bandung aged more than or equal to 17 years, whether male or female, who are willing to participate in filling and returning the 

questionnaire. 

Type and Source of Data 

The data collected is the data that is primary and quantitative. The information gathered is directly inferred from the respondents. The 

respondents were given the questionnaires to fill, then the data were processed and being input to the computer using the SPSS application.  

Data Collection Method 

Data was collected using a survey. To get that data, specific questions integrated into a questionnaire is being used in this research. All 

respondents required to judge several statements on the scale of 1 to 5 from strongly disagree to strongly agree.  

Population and Sample 

In this study, the population is all people of Bandung, West Java, Indonesia, which are older than or equal to 17 years; with a total 
population of 2,378,627 people (Disdukcapil Bandung, 2015). Meanwhile, the sample in this study is some of the people of Bandung 

mentioned.  

Sample Size 

In this research, the author refers to Malhotra approach as follows: 

Table 3. Malhotra Approach 

No Type of Study Minimum Sample Size Range of 

Sample Size 

1 Focus Group  6 groups 6-12 groups 

2 Market Auditing  10 stores 10-20 stores 

3 TV, Radio, or Print Media Advertisement  150 200-300 

4 Marketing Test 200 300-500 

5 Product Testing 200 300-500 

6 Problem Solving Research 200 300-500 

7 Problem Identification 500 1000-2500 

Source: Malhotra in (Suhartanto, 2014) 

Based on the Malhotra approach, the minimum number of respondents that become sample is 200 people. The total number of respondents 

that is obtained by the author is 314 respondents.  

Sampling Technique 

The sampling technique used is a non-probability sampling technique. In conducting this research, samples are obtained from the most 

accessible people (convenience sampling).  

Data Analysis Procedures 

 Data analysis is performed with SPSS 21 using descriptive statistics (frequency, percentage, median) and correlation. Descriptive 
statistics analysis is performed to describe the socio-demographic and economic characteristics of the respondents and the research variables. 

Correlation analysis is conducted to prove the relationship between the independent and dependent variables. To determine the degree of 

correlation, the author will use the Pearson correlation coefficient.  

 

Figure 5. The flow of Data Analysis Procedures to Follow 
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ANALYSIS OF FINDINGS AND DISCUSSION 

Correlation Test 

The correlation test method used is bivariate, because the three variables are not made in a permanent state of one of them. The hypotheses 

can be formulated as follows: 

H0 1  = Cognitive has no relationship with affective. 

HA 1  = Cognitive has a positive relationship with affective.  

H0 2  = Affective has no relationship with conative. 

HA 2  = Affective has a positive relationship with conative. 

H0 3  = Cognitive has no relationship with conative. 

HA 3  = Cognitive has a positive relationship with conative. 

Table 9. Pearson Correlation Test 

Correlations 

 Cognition 

(Knowledge) towards 

Herbal Medicine for 

Common Cold 

Affection (Feeling or 

Emotion) towards 

Herbal Medicine for 

Common Cold 

Conation 

(Behaviour) towards 

Herbal Medicine for 

Common Cold 

Cognition (Knowledge) 

towards  

Herbal Medicine for 

Common Cold 

 

Pearson 

Correlation 

1 0.402** 0.399** 

Sig. (2-tailed)  0.000 0.000 

N 314 313 311 

Affection (Feeling or 

Emotion) towards 
Herbal Medicine for 

Common Cold 

 

Pearson 

Correlation 

0.402** 1 0.583** 

Sig. (2-tailed) 0.000  0.000 

N 313 313 310 

Conation (Behaviour) 

towards  

Herbal Medicine for 

Common Cold 

 

Pearson 

Correlation 
0.399** 0.583** 1 

Sig. (2-tailed) 0.000 0.000  

N 311 310 311 

**. Correlation is significant at the 0.01 level (2-tailed). 

From the table above, it is found that the significance value for all three variables is under 0.05 (cut-off value of 5%), so H0 1, H0 2, and 

H0 3 are rejected. Thus, it is concluded that the three variables have a significant relationship with each other. The correlation between 
cognition and affection is 0.402, which means any activity that affects the cognition will increase the affection by 0.402 positively significant. 

The correlation between affection and conation is 0.583, which means any activity that affects the affection will increase the conation by 0.583 

positively significant. The correlation between cognition and conation is 0.399, which means any activity that affects the cognition will 

increase the conation by 0.399 positively significant.  

 In this case, every variable is correlated with each other, as they are positively correlated. The strongest correlation is between 

affection and conation aspects (|r| = 0.583). The affection and conation relationship toward cognition are categorized as moderate correlation (|r| 

= 0.402, |r| = 0.399).  

Discussion 

The hypotheses that assumed that cognitive, affective, and conative are related to each other are proven to be true. The cognitive and 

affective, cognitive, and conative variables are clarified to have moderate correlation; and the affective and conative variables are justified to be 

strongly correlated with a significant number of two-tailed correlation. Thus, the affective and conative have the highest role in determining the 

attitude of respondents towards herbal medicine for the common cold.  

Some explanations about the results of the correlation test are as follow. It makes sense that the respondents who know about herbal 

medicine for common cold do not automatically like it. It also makes sense that the respondents who know about herbal medicine for the 

common cold are not automatically willing to use it. However, respondents who like herbal medicine for common cold usually want to use it. 

1. Cognitive 
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From the data processed, herbal medicine for the common cold is perceived to be derived from plants and then it also perceived to be able 

to take the form of a tablet, liquid in the bottle/sachet, or capsule. Where not many people who think herbal medicine for the common cold is 

bad for consumption by patients with kidney disorders.  The cognitive is related to the affective and conative in this research. Thus, the people 

who know herbal medicine for common cold tend to like and use it when they suffer. 

Cognitive is proven to be an important factor in determining attitude. For the implication of it, a herbal medicine company must advertise 

and educate its target markets. Especially, to keep it up as derived from plants, and to strengthen the perceptions that herbal medicine for the 

common cold can take the form of a tablet, liquid in the bottle/sachet, or capsule. Thus, it can stimulate them to show an attitude of interest.  

2. Affective 

Through the feelings and emotions aspect, it is derived that most people think that using herbal medicine for the common cold is very 

helpful and its quality is good. It points out that herbal medicine for the common cold is very popular. The affective is related to the cognitive 

and conative in this research. Thus, the people who have a good feeling about herbal medicine for common cold usually know and use it when 

they suffer. 

Affective is proven to be an important factor in determining attitude. To make the marketing strategy effective, a herbal medicine 

company might need to conduct some campaigns, trials, some promotions in its product so that the target markets can experience the quality 

and feel the benefit of the product.  

3. Conative 

More than half of the respondents intended to use herbal medicine for common cold when they suffer. Some of them even think to suggest 

others to use herbal medicine for common cold when they suffer. The correlation is strong between the intended behavior and the feeling. So, it 

shows a positive relationship between the two factors.  

Conative is proven to be an important factor in determining attitude. To do an effective marketing strategy, a herbal medicine company 
can do many things. From the promotional activity, expo, campaigns, free trials, discounts. Also, to change its advertisement by modifying the 

content, so it stimulates more conation aspect from the target markets.  

 

CONCLUSION 

Based on data analysis and discussion in the previous chapter, it can be concluded that: 

1. Some respondents know roughly what herbal medicine for the common cold is, not detail. They think that it is derived from plants 

and they perceive it can take the form of a tablet, liquid in the bottle/sachet, or capsule.  

2. Some respondents like herbal medicine for the common cold. They feel that using herbal medicine for the common cold is very 

helpful and its quality is good.  

3. Some respondents would like to use herbal medicine for common cold when they suffer.  

4. In this study, cognitive is positively related to affective. 

5. In this study, affective is positively related with conative. 

6. In this study, cognitive is positively related with conative. 

Research Limitations 

This study has some limitations, among others: 

1. The sampling technique is done in a non-random because the researcher only recruited people of Bandung which are incidentally 

encountered and met the criteria for being respondents so that every member of the population does not have the same opportunity to 

become research subjects.  

2. The research results cannot be generalized, limited to the study of attitude towards herbal medicine for common cold among 

respondents.  

3. Extracting information using a questionnaire in which the whole statements are closed statements so that the results obtained are 

limited to the statements in the questionnaire.  
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Abstract  

Infrastructures development is one of the keys priorities for President Joko Widodo’s second mandate from 2019 until 2024. This represents an 

opportunity for growth for all companies involved in infrastructure businesses such as construction companies, civil engineering consultants, 

project management consultants, suppliers, manufacturers, etc. The object of this research is a local private company operating in the field of 
civil engineering applications and particularly manufacturing products used in civil infrastructures and environmental engineering. The revenue 

growth expectations and financial targets for the Company are challenging for the next five years ahead. This study aims to propose a business 

strategy that will increase the chances of achieving the targeted growth and gain a sustainable competitive advantage of the Company. 

Following the AFI strategic framework, the author combined the external environment analysis and the internal analysis of the firm to 
formulate a proposed business strategy tailored for the Company. The business strategy is visualized with the aid of the Diamond Strategy 

model developed by Hambrick and Fredrickson. The Company may use the findings of this work to formulate specific and detailed strategies at 

functional levels (marketing, finance, operations, etc.). 

 
Keywords: business strategy, engineering, growth, Indonesia, revenue.  

 

BACKGROUND 

Indonesian economic and social development has not yet expressed its full potential because the country's growth has been hampered by 

the lack of quality and quantity of infrastructures such as roads, airports, railways, and electricity supply. Indonesian Government realized the 
importance of this and during the first mandate of Joko Widodo, the Indonesian government increased infrastructure spending from 379.7 

trillion IDR in 2017 to 394 trillion IDR in 2018 and 399.7 trillion IDR in 2019, according to the 2019 state budget. The civil infrastructure 

development plan started in 2014, is expected to continue throughout the next five years. The Government planned to increase the investments 

to finance infrastructures compared to 2014-2019. The budget for 2020 will be 423.3 trillion IDR compared to 399.7 trillion IDR in 2019. The 
minister which got the second-highest budget for 2020 is Ministry PUPR with an annual budget of 120.2 trillion IDR. This represents a 

significant increase if compared to the 109.6 trillion IDR allocated in 2019.  

 Given the above background, businesses operating in the construction of civil infrastructures industry must be ready with properly 

designed strategies to leverage on this opportunity coming from government investment and outperform the competition. 

 The Company object of this research requested to stay anonymous, therefore it will be referred to as “the Company” throughout the paper.  

 The Company is the Indonesian subsidiary of a larger privately held company operating in the manufacturing and civil engineering 

business. The Company manufactures products and thus, revenues are generated by sales of goods only, and not by sales of services such as 

construction services and engineering consultancy. The customers of the Company are private and state-owned contractors, mining companies, 
and the government directly. The Company has three core products that find application in geotechnical, hydraulic, and environmental 

engineering works. The three core product categories are: 

Wire Mesh (WM) products 

Wire mesh products are made from steel wires as raw material. These products are all manufactured in Indonesia. The main applications 
of WM products are for retaining structures in geotechnical works, slope stabilization, landslide prevention, landslide rehabilitation. They are 

also suitable for infrastructure development in rural areas.  

Geosynthetics (GSN) products 

Geosynthetics are engineered materials, which are designed to improve the mechanical and physical properties of soil and they are mainly 
made from polymeric raw materials. The Company imports GNS as finished goods and then sell them in the domestic market. GSN products 

are suitable for any kind of road, railway, airport construction, so they find applications in a large number of projects. 
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Rockfall Protection (RFP) products 

RFP products are specifically developed to protect assets such as infrastructures, people, houses, facilities from the impact of rocks which 

may fall from slopes located in the proximity of valuable assets. Rockfall events may be triggered by heavy rainfalls, earthquakes, and human 

activities. RFP products are specific for risk mitigation and protection of properties and human lives from rockfall events. RFP products are 

made from similar raw materials of WM products. The Company manufactures Rockfall products locally. 

 The Company targeted to achieve a turnover growth equal to 7% CAGR from 2020 to 2024. The expected revenue growth is challenging, 

and it is higher than the expected growth of the local construction industry and the manufacturing sector as well. 

The scope of this research is to analyze the environment external to the firm, the key resources, and capabilities of the firm, and then 

formulate a strategy suitable for the Company to support the achievements of its sales goals. Following the AFI strategic process (Rothaermel, 

2019) this paper covers only the first two steps of the framework, namely Analyze (A) and Formulate (F). The detailed implementation plan (I) 

can be considered an extension of this research to be carried out by the Company.  

 This research is conducted at the very beginning of the Covid-19 outbreak, and due to the lack of data available, the research does not 
take into account the potential short and long-term effects of the pandemic on the Company business. The quality of findings of this research 

may be influenced by the assumptions made on the product portfolio expected growth which may be inaccurate due to the scarcity of data 

available. 

 

LITERATURE REVIEW 

Growth ambition and Business Strategy  

According to Rothaermel (2019), several reasons explain why firms need to grow. The main drivers for growth are: 

•       Increase profits: profitable business growth provides higher returns for the shareholder or owners. Also, for public listed companies 

their valuation is determined by the future expected growth and future revenues. 

•       Lower costs: this is related to the concept of economies of scale. A firm that grows typically increases its output and therefore it can 

reduce average costs by spreading fixed costs on a larger output.  

•       Increase market power: a motivation for a firm to grow may be related to increasing its market share and thus its market power. 

Having a higher market power may, for instance, increase bargaining power with suppliers and buyers.  

•       Reduce risk: firms might want to grow to diversify their portfolio by competing in many unrelated industries. 

•       Motivate management: firms that are growing typically can offer challenging career development opportunities for their employees. 

Firms that achieve profitable growth can also pay higher wages and spend more on the benefits of its human resources.  

 There are several definitions or ways to visualize and explain strategy in literature. According to Rothaermel (2019), “strategy is a set of 

goal-oriented actions a firm takes to gain and sustain superior performance relative to competition”. According to Hambrick & Fredrickson 
(2005) “without a strategy, time and resources are easily wasted on piecemeal, disparate activities; mid-level managers will fill the void with 

their own, often parochial, interpretation of what the business should be doing; and the result will be a potpourri of disjointed, feeble 

initiatives”.  

Strategy is not static, and it is not a final product, but rather a concept that is continuously shaped and adapted during a journey, with many 
feedbacks coming from customers, experience, and insights from strategy collaborators (Ungerer, 2019). Furthermore, it is well accepted that 

strategy represents a system of value creation with mutually reinforcing parts (Magretta, 2012; Ungerer, 2019).  

Rothaermel (2019), recommends managers to follow the following three broad tasks in order to effectively managing the strategy process: 

1.      Analyze (A) 

2.      Formulate (F) 

3.      Implement (I) 

The strategy framework above is also known as the AFI framework. In the AFI framework, the first step (Analyze) consists of the analysis 
of the firm's external environment as well as the internal analysis of the firm itself. The external environment is “the industry in which the firm 

operates, and the competitive forces that surround the firm from the outside” (Rothaermel, 2019). Whereas, internal analysis is the exploration 

of the company’s competencies, resources, and capabilities, and competitive position in the marketplace. The second step (Formulate) consists 

of the formulation of the strategy itself, whether it is corporate strategy, business strategy, or functional strategy, or all of them. The final step 

(Implement) is related to the organization design, corporate governance, implementation plan, monitoring plan. 

 It is worth to note that in a series of empirical studies, academic researchers have found that about 20% of a firm’s profitability depends 

on the industry it’s in (Rothaermel, 2017: 11), while 55% is related to the firm itself (strategy, organizational design, business model, etc.).  

A firm ability to gain and sustain competitive advantage is partly driven by core competencies, which are unique strengths embedded 
within a firm. Core competencies allow a firm to differentiate its products and services from those of its rivals, creating higher value for the 

customer or offering products and services of comparable value at a lower cost (Rothaermel, 2017). In competitive terms, value is the amount 

in which buyers are willing to pay for a product offered by the firm. The ultimate goal of the firm is to create value which is large enough to 

exceed the costs that the firm incurs to create that value. 

 According to Michael Porter “there are two basic types of competitive advantage a firm can possess: low cost or differentiation” (Porter, 

1985). “The two basic types of competitive advantage combined with the scope of activities for which a firm seeks to achieve them lead to three 

generic strategies for achieving above-average performance in an industry: cost leadership, differentiation, and focus. The focus strategy has 

two variants, cost focus, and differentiation focus (Porter, 1985). 
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A firm pursuing a cost leadership strategy sets out to become the low-cost producer in its industry. The sources of cost advantage may 

include the pursuit of economies of scale, proprietary technology, preferential access to raw materials, and other factors. If a firm can achieve 

and sustain overall cost leadership, then it will be an above-average performer in its industry. (Porter, 1985). 

Whereas, in a differentiation strategy, a firm seeks to be unique in its industry along some dimensions that are widely valued by buyers. It 
selects one or more attributes that many buyers in an industry perceive as important and uniquely positions itself to meet those needs. It is 

rewarded for its uniqueness at a premium price (Porter, 1985). 

The strategy of focus rests on the choice of a narrow competitive scope within an industry. The focuser selects a segment or group of 

segments in the industry and tailors its strategy to serving them to the exclusion of others (Porter, 1985: 15). 

 According to Hambrick and Fredrickson (2005), a strategy is not a sentence, a motto, or a statement. Instead, it is made from several 

pieces, or elements, which are supporting and reinforcing each other, forming a coherent whole. In essence, the strategy is the orchestration of 

many activities to achieve a goal (Hambrick & Fredrickson, 2005). The Diamond Strategy model is an effective tool to visualize all the key 

elements of a business strategy and show and how they fit together and reinforce each other. In the Diamond Strategy model developed by 

Hambrick and Fredrickson, a strategy has five main elements, which are Arenas, Vehicles, Differentiator, Staging, Economic Logic. 

Product portfolio growth 

WM products were developed and utilized for the first time more than one hundred years ago, and based on the author’s knowledge, they 

are in their mature stage, in terms of the product lifecycle. Instead, according to a market research report available on the Internet, the GSN 
global market is expected to grow at a CAGR of at least 7.5 % from 2020 to 2025. According to sources found on the Internet, the worldwide 

RFP market is growing rapidly at 17% YoY “due to the new consciousness of safety, not only for existing infrastructures, but also for future 

ones for whom safety is considered at conception stage” (cordis.europa.ue, n.d.). Even though the RFP market is smaller compared to WM and 

GSN, it represents a substantial opportunity for growth as it is expanding at a very fast pace.  

There is a specific product, namely Product A, belonging to the WM products line, which is a very common choice among state-owned 

contractors, and it can be considered highly commoditized. Every year, several public tenders for the supply of Product A are opened and 

generally awarded based on pricing criteria. Usually, no additional services are required to be provided for the supply of Product A to the 

government. Despite being the first mover for WM products in Indonesia, the Company has been able to capture a minor share of the typical 

annual public tenders volumes. 

 

METHODS 

The research is conducted by using a qualitative method. The information collected is both primary and secondary data. Primary data are 
collected using observation and in-depth interviews with selected internal stakeholders of the Company, while secondary data are collected 

from previous studies, books, journals, articles, and research on the Internet. Interviews had to scope, among others, to assess whether the goal 

of the Company is considered achievable given the Company's current resources, capabilities, and competencies or not. Interviews are 

conducted using the Ansoff growth matrix as a guideline for the respondents. 

 The methodology used in this work to develop a business strategy is the AFI framework developed by Rothaermel.   

 The external analysis is carried out starting from a macro perspective with the aid of PESTEL framework, then the author used Porter’s 

five forces model to explore the industry profit potential and the intensity of the forces acting on the industry. The author also identified the 

potential sources of revenues coming from the external environment (industry growth, product portfolio growth trends)  

With respect to the firm internal analysis, the author identified the competencies of the Company and utilized the VRIO framework to 

conclude whether the current competencies and capabilities possessed by the Company can lead to a sustainable competitive advantage and 

above-average returns. Lastly, for a comprehensive and a holistic view of the proposed business strategy, the author utilized the Hambrick and 

Fredrickson Diamond Strategy model. 

  

ANALYSIS OF FINDINGS AND DISCUSSION 

All of the four respondents asserted that the Company can achieve the target growth without drastically changing the overall company 

strategy. According to responded W: 

“We can achieve the targeted growth. But we need to have a better business strategy. We can increase the market size by promoting our 

products and capture new clients that were not aware of our products (need to increase awareness and appeal in our target market).” 

Based on the interviews conducted with the internal company stakeholder, it resulted that the firm corporate strategy is valid and still 

relevant for the Indonesian subsidiary and is not an obstacle in achieving the target growth.  

 Based on the information collected on the potential product portfolio growth, based on the current contribution of each product line to the 

Company revenue, and based on the current and forecasted Company market share, the main sources of additional revenue for the Company 

are: 

Sales of Product A: a 2% (YoY) increase in market share for sales of Product A is expected to yield to a revenue growth up to 4% (YoY); 

RFP market growth: the forecasted growth of the RFP market, equal to or higher than 17% (YoY), with the Company keeping its current 

market share is expected to lead to a revenue growth up to 6% (YoY); 

GSN market growth: a forecasted growth of the GSN market of 7.5% (YoY), without the Company losing any market share is expected to 

lead to revenue growth of up to 2.5% (YoY). If the Company could increase its market share, this would represent an even higher revenue 

growth.  
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The sources of revenue growth identified within the Company current market and within the current portfolio is more than enough to 

achieve the target 7% CAGR growth from 2020 to 2024. 

  

 

 

External Environment Analysis 

The summary of the PESTEL framework is illustrated in Table 1. 

Following Porter’s five forces model (Porter, 1980), the threat of entry for players in the industry of sales of construction materials in 
Indonesia can be considered high since there is not any restrictive government regulation that limits the entrance of new companies, either local 

or foreign. Even though capital investment to set up a manufacturing facility may represent a strong entry barrier, new firms can enter the 

market with a different model. 

The power of supplier is considered low because there is a large number of suppliers of raw materials (steel wires, steel ropes, polymeric 
compounds, etc.) as well as semi-finished goods both in Indonesia and abroad (mainly in China, South Korea, and India) and the costs for 

buyers to switch from one supplier to another is virtually zero.  

Suppliers have high bargaining power towards suppliers of standardized and commoditized products, while their power drastically drops 

when dealing with differentiated products.  

The threat of substitutes in this industry is high because the whole idea behind the products offered by the firms is that they were 

developed and designed to be environmentally friendly, cost-effective, substitute for traditional construction materials such as concrete.  

The rivalry among existing competitors is considered medium. There are not many competitors already present in the industry and most of 

the firms are competing on just one product line. Construction industry growth is also quite significant, at around 6-7% per year. Moreover, the 
market is not saturated and there is a large room to increase the size of the market and increase the demand by substituting the traditional 

concrete structures. 

 

Table 1: PESTEL analysis 

Political Economic Social Technological Ecological Legal 

• Stability for the 

next five years 

• Infrastructure 

projects as a 

government 

priority 

• Priorities may 

shift in 2024 

(threat) 

 

• Positive outlook 

of economic 
growth for the 

next five years 

• Large investment 
in infrastructure 

sector 

• Mining to sustain 
its strong 

contribution to 

GDP 

• Weakening of 

IDR against USD 

(threat) 

• Increasing 

awareness of 
the risk related 

to natural 

hazards 

• Increasing 

awareness of 

the value of 

human losses 

• Innovation is 

driven by 

manufacturers 

• No other 

manufacturer 
other than the 

Company is 

leading the 

innovation process 

• Slow adoption of 

innovative 

materials and 

processes (threat) 

• Demand of 

environmentally 
friendly 

construction 

material to 

increase 

• Lobbying of 

large cement 

producers 

(threat) 

• Substitutes such 

as concrete are 
very popular 

and widely 

accepted 

(threat) 

• More stringent regulations 

on the use of locally 

available materials 

• Stricter anti-corruption laws 

• Limitation of import permits 

 

Internal Analysis 

The VRIO framework, originally developed by Jay Barney, is used to evaluate which resources can become a source of competitive 

advantage. According to the model, for a resource to be the basis of competitive advantage, it must be Valuable, Rare, Costly to Imitate, and 

(the firm must be) Organized to capture the value created. Following the model, firms can gain and sustain a competitive advantage only when 

it has resources in a broad sense (tangible, intangible, capabilities, competencies) that satisfy all of the VRIO criteria (Rothaermel, 2019). The 

summary of VRIO analysis of some selected resources of the Company is represented in Table 2. 

  

Table 2: VRIO analysis 

Resources Valuable Rare 
Costly to 

Imitate 

Organized to 

capture value 

Competitive 

consequence 

Performance 

consequence 

Full product range (WM 

+ GSN + RFP) 
Yes Yes Yes Yes 

Sustainable 

Competitive 

Advantage 

Above-average 

returns 

Local production facility  Yes Yes Yes Yes Sustainable Above-average 
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Competitive 

Advantage 

returns 

Global presence + 

Domestic knowledge 
Yes Yes Yes Yes 

Sustainable 

Competitive 
Advantage 

Above-average 

returns 

 

Generic business strategies 

The Company has been applying a generic strategy of “broad differentiation” for all three core product lines. Generally, the Company has 

been adding unique, or hard to imitate, features to its products to increase their perceived value in the mind of costumers. The differentiation 
strategy is carried out in two ways. Firstly, by adding innovative technological features to the products such as advanced steel coatings that can 

substantially increase the product lifetime and durability. For instance, the Company had recently developed a new coating able to protect steel 

wire against corrosion even in the marine environment. Secondly, by providing high quality additional supporting services, to customers when 

promoting any type of product. For instance, to differentiate from the other players, the Company provides not just a quote for a product, but 
also design assistance, preliminary engineering proposals, application recommendations, bill of quantities, construction schedules, cost 

comparison with other solutions, and unlimited post-sales assistance. However, a differentiation strategy would not probably be suitable for 

highly “commoditized” products such as Product A. It has been proven very difficult to increase the value perceived of these products, as they 

are too much standardized and customers are very experienced with their use. For instance, customers do not need the expertise of the 

manufacturer for correct implementation of Product A in construction work.  

Being a manufacturer of Product A, the Company does have potential sources of cost advantage. In fact, the Company could leverage 

economies of scale, linkages with suppliers, and interrelationships with other business units (shared purchasing of raw materials with other 

business units). In case the Company wants to compete in the direct supply of Product A to government and state-owned contractors, a “cost 
leadership” strategy could be applied with a specific focus on the target segment of government projects where large quantities and very 

competitive prices are required. Usually, a firm must make a clear choice among one generic strategy or the firm will become “stuck in the 

middle”. A firm gets stuck in the middle when attempts to purse more than one generic strategy, but fails to achieve any of them and ultimately 

ends up with no competitive advantage at all (Porter, 1985). However, some firms may be able to create two separate business units or brands 
within the same firm, each with a different generic strategy. It is important for the firm to strictly separate the units pursuing different strategies 

or it may compromise the ability of any of them to achieve competitive advantage (Porter, 1985). Examples of companies that successfully 

implemented two conflicting business strategies (i.e. cost leadership and differentiation) are Garuda Indonesia with the establishment if the 

low-cost carrier Citilink, and Ibis Hotel with its brand extension Ibis Budget Hotel line targeting customers looking for essential comforts at a 

budget price.  

 

Growth Modes 

Respondent Z, when asked if the Company needs to explore new markets to achieve the growth, concluded that: 

“We don’t need to look for a new market, where we are is already good, we just need to be more focused and do things better and in a 

more effective way”. 

Respondent X, when asked if he would add new products to the current portfolio to achieve target growth, stated: 

“In my opinion we don’t need any additional product, our portfolio is already very wide and appreciated by our clients, we should stick to 
what we have…. At the same time, we should increase our presence to events, conferences, exhibitions to strengthen our network and let the 

potential customers know about our products and solutions.” 

Based on the results of the interviews, and based on the sources of revenue growth, it can be inferred that the Company should keep 

focusing on the existing market, with the existing products, while increasing its presence on the vast Indonesian territory and substantially 

strengthen promotion and marketing efforts. 

 

Diamond Strategy 

The visualization of the elements of the business strategy proposed is illustrated in Figure 2. 
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Figure 2: Proposed business strategy for the Company using Diamond Strategy model 

 
 

CONCLUSION 

The research aims to propose a business strategy for a manufacturing business related to civil engineering works operating in Indonesia. 

The Company targeted a 7% CARG of revenues from 2020 to 2024. Based on the interviews conducted with the internal company stakeholder, 

it resulted that the firm corporate strategy is valid and still relevant for the Indonesian subsidiary and is not an obstacle in achieving the target 

growth. As a result of the external environment analysis, the Company is still in a very attractive industry with significant room for growth. The 
sources of revenue growth identified within the Company's current market and within the current portfolio are more than sufficient to achieve 

the target 7% CAGR growth from 2020 to 2024. Therefore, the growth strategy proposed for the Company is “market penetration”. 

Based on the firm’s internal analysis, the Company has resources and core competencies that allow to have a sustainable competitive 

advantage on some important dimensions and potentially achieve above-average returns. The main weakness of the Company is not having any 
production facilities to manufacture GSN products locally. Based on market research data, it resulted that the market of the three main product 

lines of the Company have very different growth expectations. In fact, the RFP market is expected to grow 17% YoY, GSN market at 7.5%, 

while WM products market growth is expected to be between 0% and 2% YoY. One potential source of revenue growth for the Company is the 

increase in sales of the commoditized Product A, which can yield an increase up to 4% YoY in revenues if the Company increases its current 
market share by 2% YoY. The second-largest source of revenue growth is represented by the growth of the RFP and GSN markets. The 

combined market growth of GSN and RFP could yield an additional 7-13% revenue growth (YoY), assuming no reduction of the Company's 

current market share.  

Based on the analysis of the internal weaknesses and strengths identified, along with the main external threats and opportunities, the 

recommended strategic steps for the Company to successfully achieve its revenue growth target are: 

▪ Target sales of large volumes of Product A supplied to government and state-owned contractors by implementing a focus cost leadership 

strategy. This is expected to yield an increase in market share of 7-8% by the end of 2024. Assuming a zero-growth of Product A market, 

the market share increase is expected to be converted into a 2-4% total revenue growth (YoY). 

▪ Keep implementing a differentiation strategy for the rest of the portfolio. This is expected to allow the Company not to lose the current 

market share for all the other product lines.  

▪ Increase marketing and promotion efforts on the entire Indonesian territory, with a focus on locally produced products and their 

environmental benefits. This is expected to contribute to the market growth of both GSN and RFP lines every year.  

▪ Find local business partners with GSN products manufacturing capabilities. This is expected to minimize the threats coming from the 

limitation of the import permits on finished goods and to keep, or even to increase, the current market share for the GSN product line. 

To implement the cost leadership strategy for Product A, the Company must become first a low-cost producer in the market, and to do so, 

the author proposes to create a dedicated business unit for Product A. The business unit will be having a very lean structure, with few resources 
dedicated to following the public tenders and focusing on key accounts management. No pre-sale nor post-sales services will be provided for 

Product A. At an industrial level, Product A should be manufactured with the very minimum technical specifications required by the public 

tenders, without any additional enhanced feature. Besides, since the Company brand is associated with premium prices and differentiation, the 

author recommends creating a separate brand for Product A, in order not to have conflicting messages delivered to the target markets. As an 

extension of this research, the Company management should also formulate and implement strategies for each functional area. 
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Abstract  

Bank BTPN is one of the banks that focus on serving the consumer segment since it was founded, especially pensioner customers. In the last 

decade, this business has an essential role in Bank BTPN to achieve significant portfolio growth. However, changes in external factors pose a 

big challenge for the sustainability of business growth. At the same time, new opportunities have emerged in digital banking developments that 
have been carried out in recent years, along with the merger with a bank that focuses on corporate banking. 

The bank needs to develop strategies that can adapt to changes and challenges in the future. The scenario planning approach is carried out by 

identifying the most impactful and the highest uncertainties factors in the retail lending business for the next five years. Based on in-depth 

interviews and analysis, the two main change factors identified were economic growth and people adoption to the technology. The scenario was 
developed by creating a four-scenario matrix consisting of Rejuvenated Island, Niche Market, Old Town, and Eroded Market. The implications, 

strategy options, and early warning signals for each scenario were identified as a guide in anticipating challenges in the future. Furthermore, the 

strategy recommendations were developed for each situation. 

 
Keywords: bank strategy, business strategy, consumer loans, retail lending, scenario planning  

 

BACKGROUND 

PT Bank BTPN Tbk was established in Bandung West Jawa in 1958 under the name of Bank Pegawai Pensiunan Militer (Bapemil), 
serving military veterans. The bank obtained the license of commercial bank in 1960 and changed its name as Bank Tabungan Pensiunan 

Nasional in 1986. In this period, the bank only focused on serving pensioners from civil servants and state-owned enterprises. Pension loans 

had significant performance in the last decade. Pension loan has grown 13 times from IDR 3.1 trillion in 2005 to 40.2 trillion in 2016. 

However, in the 2016-2018 period, the portfolio declined due to the market’s condition and government policy. From 2005 to 2016, BTPN was 
playing in an unserved market, where there was a low competition. However, since 2016, some new entrants have served the pension loan 

market, and the pension fund institution also starts to distribute their customer to be served by the state-owned bank or its subsidiaries. 

Since the merger with SMBCI in 2019, some new opportunities can be acquired with the synergy among Retail Lending Business and 

Corporate Banking, Jenius, or another line of businesses. For example, Retail Lending Business can provide and cross-sell housing loans, 
emergency loans, or credit cards as new products or services to another line of business. However, in this era, digital technology continuously 

affects the banking landscape in Indonesia. New players have started to disrupt the banking industry. In consequence, Retail Lending Business 

needs to develop a strategy that can quickly adapt to the changing in the future. 

Based on the situation described above, this research was conducted with the following objectives: 1) to assess the current condition of 
retail lending business in Bank BTPN; 2) to examine what are the opportunities, challenges, and uncertainty lay in the future; 3) to explore the 

current strategy and how the bank should react and adapt any changing in the market; 4) to create the scenario that plausible in the next five 

years and propose a strategic recommendation for each scenario. 

 

LITERATURE REVIEW 

In this research, an analysis was carried out based on the scenario planning approach. This method was taken because there was high 
uncertainty in the retail lending business at BTPN. Scenarios are particularly valuable when product categories are reaching a level of 'over-

maturity' and need to be replaced with something new (Lindgren & Bandhold, 2003). It is a participative approach to strategy that features 

diverse thinking and conversation (Chermack, 2011). Scenario planning has the advantage of being able to capture a variety of possibilities in 

detail in the future. By identifying basic trends and uncertainties, a series of scenarios can be built that will help to avoid the usual mistakes in 
decision making (Schoemaker, 1991). Unlike traditional strategic planning, which assumes that there is usually one best answer to a strategic 

question, scenario planning entertains multiple possibilities. Unlike contingency planning, which normally focuses on a single uncertainty, 
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scenario planning investigates several uncertainties simultaneously. And unlike simulation modeling, which is heavily numbers-driven, 

scenario planning involves subjective interpretation as well as objective analysis. (Garvin & Levesque, 2006).  

Scenario planning includes several elements or components that together yield a composite, multifaceted view of the future. Garvin and 

Levesque in the journal A Note on Scenario Planning develop the process that consists of the following element: 

▪ Key focal issue, the scope, and timeframe for choices and concerns that should be clearly identified. 

▪ Driving forces, themes, and trends that are likely to affect, influence, and shape the key focal issue in fundamental ways. 

▪ Critical uncertainties, the top two driving forces that are most influential and uncertain. 

▪ Scenario framework, the two most critical uncertainties consider as the two axes of uncertainty and then combined to create a 2x2 matrix 

with four different quadrants of futures to be analyzed. 

▪ Scenarios, the different futures that come from the interaction of the selected critical uncertainties in which the interaction produces a 

contrasting environment. 

▪ Narratives, a story with persuasive and surprising plots that can develop imaginations and disrupt the status quo. 

▪ Implications, identification of the strength and vulnerabilities, alternative strategies, and options to overcome gaps in the capabilities. 

▪ Early warning signals, the leading indicator that shows the current condition is moving toward one scenario or another. 

 

METHODS 

The methodology used in this research is a qualitative methodology. The author collects data from primary and secondary data resources. 

Primary data was obtained by in-depth interviews with several subject matter experts from Bank BTPN representatives, fin-tech company, and 

other banks. The data is also supported by the annual report, company website, articles, books, and other resources.  

In this research, scenario planning is developed based on external and internal analysis to determine the current business conditions. The 

external analysis is conducted through PEST, while the Five Forces Porter’s framework is used to determine the industry conditions of retail 

lending business in banking. Internal analysis is performed by analyzing the VRIO Model and Business Model Canvas. Based on the external 
analysis, internal analysis, and current business strategy, the root cause analysis is carried out to find out the focal issue in the development of 

scenario planning in the future. Figure 1 shows the conceptual framework used in this research. 

 

 

Figure 1. Conceptual Framework 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1. External Environment Analysis 

Politics and law are external factors that can influence the sustainability of a company in the future. Banking is one of the industries that is 
heavily influenced by the policies and regulations. Bank Indonesia (BI), the Financial Services Authority (OJK), and the Ministry of Finance 

are three institutions that have the policy and can directly affect the operation of a bank. In addition, as a bank that has much cooperation with 

SOE, Bank BTPN can also be affected by the policy issued by the Ministry of SOE. 
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The Indonesian economy is still mainly affected by the household consumption component, which covers more than half of Indonesia's 

GDP, which is 56.52%. On average, there is an increase in household consumption by 5.01% (y-on-y), which shows that households in 

Indonesia have spent more money in the past year (BPS, 2019). Based on the credit growth data, the retail lending business is still experiencing 

growth in 2019, especially for mortgage products that are still growing in double digits, despite a decline in pace. Multipurpose loans also have 

excellent growth prospects to sustain the retail lending business with a growth of around 9.8%. (Suheriadi, 2019) 

Refer to the study of McKinsey in 2013, Indonesia’s population is young, growing, and rapidly urbanizing. This condition makes 

Indonesia become one of the fastest-growing consumer markets in the world. The research of urban and rural populations found groups of 70 

million middle-class consumers who are becoming financially-savvy in their spending behavior and product choices. Refer to a study from 
Credit Suisse in 2018, the segment 18-29 years old is more connected to the digital world, is more physically active, adopts a healthy lifestyle, 

and prefers traveling and vacationing than the older segment. With the largest population and large consumption patterns, this has become a 

separate opportunity for banks to turn their services into digital and provide financing products that are in line with the lifestyle of young 

people. 

In this Industrial Revolution 4.0 era, new technologies emerge with shorter periods. The use of technology can increase productivity and 

reduce operational costs. On the other hand, technology can also change people's habits in doing daily tasks. If it is not anticipated and adapted 

appropriately, banks in Indonesia can be left behind the rapid changes and so its products and services will become irrelevant in the future. In 

addition to opening opportunities for e-commerce companies and online companies such as GoJek and Tokopedia, this change also opens up 
opportunities for banks to serve customers digitally, primarily by increasing transaction security to increase the trustworthiness and reducing 

transaction costs. 

According to Porter’s Five Forces Analysis (Rothaermel, 2017), the author also reviews the condition of the retail lending business in 

Indonesia. The industry has good growth, and the threat from new banks is almost non-existent. However, competition between banks and the 

threat of substitution products from fintech and other technological developments is high. 

 

4.2. Internal Analysis using the VRIO framework and business model 

Table 1 shows the VRIO analysis that has been conducted by the author. Refer to the table, BTPN has the primary tangible resources in 
the form of products, IT infrastructure, and branch locations that will only bring BTPN to have competitive parity. The uniqueness is only 

owned by the BTPN branch design, which is specifically intended for retirement customers. However, branch design will only bring BTPN to 

temporary competitive advantage because competitors will easily emulate it. 

On the other hand, BTPN has several intangible resources, which can be a factor that leads to sustainable competitive advantage. The 
resource is mainly network and relationship, brand value, drive for innovation, and people & organization culture. With the network from 

SMBC as the largest shareholder of BTPN that has a network in various countries in the world, relationships with large corporate customers 

from Japan, combined with relationships owned by dozens of Indonesian SOEs and government institutions, BTPN has a uniqueness that is not 

owned by other banks. After the merger, Bank BTPN has the combined strength of SMBCI, which focuses on serving corporate customers and 
the old Bank BTPN, which focuses on serving the mass market or the lower middle segment. This resource is valuable, rare, and difficult for 

competitors to copy. 

In the last three years, Bank BTPN has built a digital service and became one of the pioneers in banking in Indonesia by introducing Jenius 

products. This product has good brand value, especially for young people in big cities in Indonesia. Thus, this intangible resource can meet the 

VRIO criteria to obtain a sustainable competitive advantage for BTPN. 

Since 2008, Bank BTPN has built a culture of being an innovative company by issuing various new services in the banking industry in 

Indonesia, for example, BTPN Wow! as saving account for the rural community,  BTPN Syariah which specializes in serving pre-prosperous 

female customers, Daya Program as empowerment services for retirees, and digital banking services.  The success of these products and 

services is a result of the spirit of innovation and organizational culture to collaborate, focus on customers, be creative, and dare to take risks. 

The current business model is identified according to the nine building blocks developed by Osterwalder in 2010. It can be seen in Figure 

2. The primary customer segments of the retail lending business are retirees and civil servants. This customer segment is expanded further to 

SOE employees and private employees. Channels that are used to deliver products and services are branch offices and sales officers who are 
equipped with mobile sales applications, whereas relationships with customers are built primarily through the relationship manager and direct 

sales models. The main value proposition of Bank BTPN is the existence of the Daya Program that conducts entrepreneurship training and 

assistance, helps build customer communities, and counseling about healthy lifestyles. Another value proposition is one-hour loan approval and 

disbursement that can be done at the customer's home. To support marketing and mitigate loan risk, BTPN Bank maintains relationships with 
employer partners. B2B relations are carried out with pension institutions, government agencies, and state-owned enterprises. With this 

business model, retail banking still records sizeable profitability that is mainly obtained from interest income and fee-based revenue. On the 

other hand, cost structure can still be managed by allocating branch costs to IT infrastructure and keep the cost of credit relatively low. 

 

Tabel 1. VRIO Analysis Result 

Resources and Capabilities Valuable Rare Inimitable Organized Competitive Implication* 

Tangible           

Products, IT Infrastructure, Branch Location     Competitive Parity 

Branch Design     Temporary Competitive Advantage 

Intangible       

Network and relationship, Brand value, 

Propensity for innovation, People and 
    Sustainable Competitive Advantage 
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organization culture 
 

Figure 2. Current Business Model of Retail Lending 

 

4.3. Scenario Planning 

The key focal issue in this research, according to the interview and analysis, is: “How is the condition of Bank BTPN’s retail lending 

business in the next five years in Indonesia?”. The driving forces are identified according to the external conditions of the retail lending 
business. Furthermore, critical uncertainties as the most impactful and uncertain driving force are identified, i.e., economic growth and 

adoption of new technology. 

The scenario framework for this research is developed using the 2x2 matrix based on the two critical uncertainties that are identified in the 

previous stages. The first scenario, called Rejuvenated Island, represents a situation when Indonesia has high economic growth and technology 
adoption. The second scenario, called Niche Market, represent an economic recession, but with high technology adoption. The third scenario is 

called Old Town. In this situation, the adoption of technology is low, but economic growth is good. And the last scenario, called Eroded 

Market, has the situation when there is an economic recession while the adoption of technology is low. Furthermore, the author has identified 

the implications, options, and early warning signals for each scenario that can be seen in the following table: 

 

Table 2. Implications, Options, and Early Warning Signals 

Implications Options Early Warning Signals 

Scenario 1: Rejuvenated Island 

• High competition market 

(bank and fintech) 

• High volume but low margin 

condition 

• Demand-driven 
 

• Leverage system and collaboration with fintech 

• Leverage Jenius platform in retail banking 

products 

• Create a feature-rich digital product  

• Operational efficiency through technology 

adoption 

• Aggressive promotion program 

• GDP growth rate more than 5% 

• The increasing number of smartphone usage 

• A high number of BTPN digital banking app downloaded 

(more than 100k per month) 

• A high number of the new and top-up loan (more than 20k 

per month) 

 

Scenario 2: Niche Market 

• Product variation demand for 

each specific market 

• Only small customer number 

can be acquired 

 

• Join financing with state-owned bank 

• Longer tenure of mortgage products 

• Value-chain: focus on distribution, optimize 

branch function  

• Community-based marketing 

• Create customized digital product and services 

• Negative GDP growth in two successive quarters 

• Increasing of non-performing loan (above 5%) 

• The increasing number of smartphone usage 

• A high number of BTPN digital banking app downloaded 

(more than 100k per month) 

Scenario 3: Old Town  

• High operational and fixed 

cost  

• Only a few big fintech will 
survive 

 

• Re-launch Daya Program (empowerment 

program) 

• Leverage Japanese corporate clients 

• Create premium – high margin product/services 

• Loyalty program and cross-selling 

• Focus on the middle-class segment 

• GDP grew more than 5% 

• A higher number of transaction in-branch compare to the 

transaction in the digital platform 

• Low digital banking app downloaded (below 25k per 

month) 

• Start-up bubble (many fintech companies went bankrupt) 

Scenario 4: Eroded Market 

• Negative/low profitability 

• High operational and fixed 

cost 

 

• Involvement in the government program 

• Charge penalty for early repayment loan (anti-

attrition program) 

• Conduct an operational excellence program 

• Negative GDP growth in two quarters 

• Increasing of non-performing loan (above 5%) 

• A higher number of transaction in-branch compare to the 

transaction in the digital platform 
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• Restructure program for bad debt 

• Optimize collection infrastructure 

 

• Low digital banking app downloaded (below 25k per 

month) 

• Start-up bubble (many companies went bankrupt) 

 

 

CONCLUSION 

Based on interviews and research, the key focal issue from management is basically "How is the condition of BTPN's retail lending 

business in the next five years in Indonesia?". The answer to this will affect the business strategy that needs to be made in anticipating the 

challenges that occur. The driving forces that significantly affect the BTPN business identified in this research are mainly in the economic, 
technological, and regulatory areas. Several factors in those areas are the emergence of fintech companies, the synergy of State-Owned 

Enterprises, the state budget for civil servants and pensioner salaries, and regulation of minimum down payments for housing and car loans. 

However, driving forces with the highest impact and uncertainty are economic growth and adoption of new technology. There are four 

plausible scenarios that can occur, Rejuvenated Island, Niche Market, Old Town, and Eroded Market. Below are some recommendations to 

management, especially in anticipating changes and challenges in the retail lending business: 

▪ To put all the plausible scenarios into consideration and benchmarks in determining various initiatives proposed by all units in the retail 

lending business. 

▪ Implement strategic imperatives that can be used in any situation, i.e., develop the initiative for collaboration, stress-test, onmi-channel, 

and cross-selling.  

▪ Regularly monitor the early warning signal to anticipate the challenge and promptly adopt the options strategy that has been identified for 

each scenario. The implementation can utilize the intangible resources of BTPN, which can be a factor that leads to sustainable 

competitive advantage. The resource is mainly network and relationship, brand value, drive for innovation, and people & organization 

culture. 
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Abstract  

There is a significant increase in the volume of electronic transactions in 2018. Gopay is an E-Wallet provider with the most active users and 

promotion is the most active marketing strategy of Gopay.  There are ways to access the data in social media, namely by using API 

(Application Programming Interface). The purpose of this study is to discover sales promotions and the results of social network analysis of 

Gopay in the form of key roles in spreading information about sales promotions. This research used quantitative methods, descriptive research, 

and sampling quotas. Social network analysis was used for data analysis that will visualize the network and determine the Key Roles. Based on 

the results of network properties, Gopay has nodes and Edges of 4,021 and 2,358, meaning that not all nodes (users) are connected. This means 
that users discussing sales promotions of Gopay are less active. Gopay has a diameter of 14, in which the smaller the diameter means the faster 

the information is disseminated. The Average degree is 1,175, meaning that one node connects to another node in the network. In addition, the 

Average Path Length is 5.07, indicating that the distance of information to reach another node is 5 hop. 

 
Keywords: Cashback, Discount, Social Network Analysis, Sales promotion, Twitter 

 

BACKGROUND 

Current technological developments provide opportunities for all people from various backgrounds to do something that might have been 
difficult to do in the past. For example, the ease of transactions. Nowadays, people can send a certain amount of money with a certain limit via 

mobile phones, though a stable internet connection is necessary. They do not need to join a long queue at the bank. Furthermore, there is a great 

number of other conveniences to find in daily life. This causes a shift in consumer behavior. Time-consuming activities in the past can be 

carried out quicker and more flexible.  

 

 

Figure 1 Total Internet Users 

Similar to data accessing, people can publicly post everything on their social media, such as their daily activities, the events they attended, 

or celebrating friends’ birthdays. In addition to people, companies currently use social media to inform things related to attracting consumers. 

All of the data can be seen and accessed by people with certain conditions. Internet connection is a requirement to access social media, hence 

the gradual increase of internet users.  

The current phenomenon proves that all elements need internet to facilitate a job because the internet is a tool enabling people to quickly 

obtain information (Zainuri, Astuti, & Dewantara, 2015). As technology develops, payment systems also evolve. Payment mechanisms are 

demanded to always accommodate the needs of the public in terms of transferring funds quickly, safely, and efficiently. Thus, payment 

technology innovations emerge quite rapidly to provide answers with a variety of convenient facilities. Payment is an important component in 
every trade transaction, both for goods and services. The success of the payment system can support the economic growth of a country. 

Referring to the socialization of National Non-Cash Movement (GNNT) by Bank Indonesia, electronic payment transactions have several 

advantages, namely: people do not need to carry large amounts of cash, suppressing the management of rupiah and cash handling, economic 

planning will be more accurate, and increasing the circulation of money in the economy. 

The realm of digital storage, known as Electronic Wallet or E-Wallet, has been gaining popularity in Indonesia since 2017. Since then, 

until now, digital storage service providers have reached 38 official companies, all of which are licensed by Bank Indonesia. The increasing 
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competition can be seen from posters, billboards, banners, and flyers, related to discounts and cashback from electronic payment platform 

providers for food, beverage, clothing, etc (Anggraeni , 2019).  

 

Figure 1 Volume of Payment Transactions 

Based on the aforementioned data, it is known that the public is aware of the existence of e-wallets in 2018 because the volume of 

electronic transactions increases dramatically compared to the two other types of payments, in which the growth remains standard. E-wallet is a 

place for storing electronic money commonly used to pay online transport services, online loans, and buy products on digital marketing 

platform. 

According to a research by iPrice, a private site that compares prices, vouchers, coupons, and promos, Gopay feature of Gojek is an e-

wallet with the most active users among all e-wallets present in Indonesia. It means Gopay is the best E-Wallet provider in Indonesia. In this 

study, iPrice collaborated with data company analytics of App Annie. By the indicator of the number of active users, it can indicate that Gopay 
does more marketing communication activities, or commonly called promotions, attracting a great number of people to use Gopay. Gopay was 

launched in mid-2016 by Gojek, acquiring the E-Money Ponselpay platform. At that time, Bank Indonesia had not issued e-money permit for 

new providers. It was originally used only as an additional feature for the payment of various other features by Gojek. In 2017, Gopay officially 

became an electronic money (E-money) platform by adding the features of Transfer (send money), Receive (receive money), and Withdraw 

(withdraw money to the Bank account). The process was carried out gradually and only available for several users. 

There is a variety of promotional objectives made by the company, one of which has gained strong consumer engagement, signifying that 

consumers are loyal to the company. Loyal customers will voluntarily recommend the company's products to the surrounding environment.  
Social media is a medium with wider reach of consumers than other media. Therefore, the company has high opportunity to have strong 

engagement with consumers.   

Promotion strategy is performed to communicate the value offered by the company. It needs quite a great amount of budget. Social Media 

is a low-cost way of communication with a high level of interactivity. It can help companies carry out marketing activities more efficiently than 
traditional marketing tools such as television, radio, newspapers (Alawan, Rana, Dwivedi, & Algharabat, 2017). There are 4 social media used 

by Gopay, namely: You tube, Twitter, Instagram, and Facebook. However, only Twitter is used in this research, because based on the Data 

Analysis Techniques used, Twitter is a social media with an uncomplicated permission process. It only needs API (Application Programming 

Interface), a condition to enable this research to be conducted. API is a set of protocols allowed to publicly access published twitter data, thus 
private tweets will not be accessible. Therefore, collecting data for the research is not really difficult, enabling this research to analyze the sales 

promotion of Gopay on Twitter.  

Gopay uses #GoPaypromo to disseminate information regarding their promotion. There are 8 promotion mixes, namely: advertising, sales 

promotion, events and experiences, public relations and publicity, direct marketing, interactive marketing, word of mouth marketing, and 
personal selling. In general, companies usually do one or several promotional strategies for various marketing purposes. Based on the 

observations by conducting initial crawling activities using #GoPaypromo on a Gopay account to discover the type of promotion conducted by 

Gopay, the most frequent two words tweeted from the data obtained are Cashback and Discount. Thus, the most active promotion strategy of 

Gopay is sales promotion in the form of cashback and discount. 

There is a significant increase in the volume of Electronic Payment Transactions and Gopay is an e-wallet with most active users among 

other E-wallets in Indonesia. Gopay uses internet to disseminate their promotion, one of the platform is Twitter and the active promotion of 

Gopay is Sales Promotion. By an API, we can crawl public tweet regarding Sales Promotion of Gopay using some hashtags. Based on the 

aforementioned background, the problems in this research are how is the sales promotion of e-wallet Gopay on social network on twitter and 
how are the results of the social network analysis of e-wallet Gopay. Based on the identification of problems, the purposes of this research are 

knowing the sales promotion of e-wallet Gopay on social network on twitter and discovering the results of the social network analysis of e-

wallet Gopay. The finding of the research is obtained in the form of key actor disseminating the sales promotion of Gopay. The originality 

report of this journal is 25% similarity index. 

 

LITERATURE REVIEW 

Sales promotions for service firms may take a variety of forms such as samples, coupons and other discounts, gifts, sign-up rebates, and 

prize promotions (Lovelock & Wirtz, 2011). Samples are products provided freely by the company. Coupons are sales promotions contained in 

newspapers, magazines and advertisements to encourage the purchase of a product. Coupons are used to encourage consumers to repeat 

purchases of the same product. Discounts are price reductions by the manufacturer listed on the label or package. Discounts offer a cheaper 
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price of a product to consumers. Gifts are offers in the form of merchandise that can be obtained by consumers when buying a premium product 

offered by a company. Rebates are the potential to obtain payment back from the producer (Lovelock & Wirtz, 2011).  

 

Social media marketing is a process that encourages individuals to promote through their websites, products, or services through online 
social channels and to communicate them by utilizing a much larger community that is more likely to do marketing than traditional advertising 

channels (Mileva & Fauzi, 2018). UGC is data or content that can generally be seen by other users, where the content contains a number of 

creativity and is made by people who are not professionals in the matter (Moens, Juanzi, & Chua, 2014).  

Data mining is defined as a business process for exploring large amounts of data to find meaningful patterns and rules (Ishikawa, 2015). A 
Network consists of points and lines. In social network analysis, this point is a human or sometimes a group of people, while the line is the 

relationship formed between them, such as friendship. The SNA method presents insights gained from basic analysis techniques, such as 

community analysis used to draw conclusions and knowledge discovery activities. 

SNA has several network properties to map relationships, notably helpful for improving the creation of management knowledge in 

organizations (Newman, 2018). Several network properties in SNA are: nodes, edges, average degree, diameter, and average path length.  

1. Nodes. A representation of actors in the network (Hanneman & Riddle, 2005). In Figure 1, there are four actors carrying out 

interactions denoted by nodes 1,2,3,4. 

 

Figure 3 Nodes in SNA 

2. Edges. A representation of the relationship between actors or entities that occur in the network (Hanneman & Riddle, 2005). In 

Figure 2, there are five edges (lines) on the social network that symbolize five relationships between 4 actors (nodes).  

 

Figure 4 Edges on SNA 

 

3. Diameter is the maximum distance between nodes. In Figure 3, the dotted line shows how long it will take to reach any node in the 

network (Cheliotis, 2010). 

 

Figure 5 Diameter on SNA 

4. Average Degree. Degree itself is defined as the number of relationships that a node has (Newman, 2018). Thus, the average degree 

can be competed with the average number of relationships a node has. 

5. Average Path Length. Path has the meaning that the sequence of nodes lined up is connected to edges to form a path. Length indicates 

the number of edges traversed along the path. Thus, the average path length is the average length of the path traversed by information 

in a network. The unit used is "hop" (Newman, 2018). 
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There are a great number of studies interpreting centrality. Centrality has a function to determine "which node plays the most important or 

central role in a network"(Campbell, Weinstein, & Dagli, 2013). There are four types of centrality calculations frequently used, including: 

1) Degree Centrality is the number of connected edges that a node has. There are two degrees of centrality, namely in-degree and out-

degree. In-degree is the number of bonds or relationships leading to a node (actor), and out-degree is the number of relationships 

directed to another node (Newman, 2018).  

2) Betweeness Centrality is a way to measure how often a node is located in the path between two different nodes. The node is usually 

considered as a "bridge", meaning that removing someone (a node) will interfere with the relationship between other people in the 

network (Newman, 2018). 

3) Closeness Centrality is a measurement of the average number of steps required by an actor to reach others in the network. An actor 

with a high closeness of centrality is the most efficient actor to establish contact with others in the network. In other words, the higher 

the closeness centrality of an actor, the better the position of the actor in disseminating information to other actors (Newman, 2018). 

4) Eigenvector Centrality is a degree calculation providing a relative value to a network based on the principle that connections with 
high-scoring nodes contribute more to the score of the node that we want to measure than connections to nodes with small scores 

(Newman, 2018). 

 

METHODS 

This study is a quantitative research because the analysis of data is statistical, using descriptive methods where researchers will analyze the 

results of social networks. The data obtained on Twitter are secondary data, called User Generated Content (UGC). UGC is data that can 

generally be seen by other users, where the content contains a number of creativity and is made by people who are not professionals in this 

field. 

The framework for this research is as follows: 

 

Figure 5 Research Framework 

 

The data analysis techniques used in this study are as follows: 

1) Data Collection: it was conducted by crawling using an R language-based application, namely R Studio, connected to Twitter API. 

Tweets taken contain the keywords "Cashback Gopay and Discount Gopay" that will then be preprocessed. 

2) Data Preprocessing: tweets, mentions, replies and retweets that have been collected were then preprocessed to eliminate irrelevant 

tweets to conduct the analysis process more easily. Afterwards, the actors who interact on each tweet to be used as nodes in the social 

network were determined. 

3) Network Model Making: data will be processed again using Gephi application to visualize the network model. 

4) Identification of Network Properties: each network model that has been processed with the Gephi application has several properties 

whose values will be calculated.  

5) Analysis of centrality on each of the key role as well as the determination of the key role of the information dissemination. 
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ANALYSIS OF FINDINGS AND DISCUSSION 

The results of sales promotion of Gopay on social networks on Twitter are presented in the following figure.  

 

Figure 6 Visualization of the Gopay Network 

The visualization above is the network model of sales promotion of Gopay on Twitter. It represents the users of twitter tweeting about 

Sales Promotion of Gopay. User interaction in the study was taken in the range of November 12, 2019 - December 3, 2019 using the keyword 

"Cashback Gopay and Discount Gopay”. A white dot shows each actor or node discussing sales promotion of Gopay with the keyword 
"CashbackGopay and DiscountGopay". The thin line connecting each node shows the relationship between nodes in the network. The purple 

line is the diameter of the network. The blue line is the path through which information arrives at the last node. The green line represents the 

degree that belongs to the yellow node that has several relationships.  The following table shows the particular score of each network property.  

Table 1. Calculation Results of Gopay Network Properties 
 

 

 

 
 

 

 

Nodes are the representations of actors (users) in social networks. Figure 5 shows that there are 4,021 actors who interact on Gopay social 
network. The number of edges (relationships) on the social network is 2,358. This figure, smaller than that of nodes, means that not all nodes in 

a network are connected with each other, yet still form a network. Average degree shows the average number of connectedness of a node with 

another. The average connectedness of a node in Gopay social network with other nodes is 1.175 degrees, indicating that 1 actor is only 

connected to 1 another actor in the network. Diameter is the farthest distance between 2 nodes. In Gopay social network, diameter of the 
network is 14. The smaller the diameter of a network, the faster the circulation of information between actors. [4] Another measure in addition 

to diameter to measure the speed of information circulation on social networks is the Average Path Length, namely the average distance 

between nodes on the network. The unit of distance on a network is commonly referred to as "Hop". The Average Path Length on Gopay social 

network is 5.07, indicating that information passes 5 hops to reach another user. 

The Results of Social Network Analysis are the key roles of information dissemination. Network analysis will ultimately inform the key 

players in the dissemination of information regarding sales promotion of Gopay on the social media. The following are five users with the 

highest value of centrality, namely: 

 Table 2. Key Player’s Centrality Score  

@Princkess @Gojekindonesia @PamerDiskon @FOODFESS2 @holtmeat_id 

Degree 

Centrality  
68 55 49 46 59 

Betweeness 

Centrality  
14,75 19,1 4,51 3,5 9,78 

Closeness 

Centrality  
0,42 0,35 0,31 0,26 0,23 

Eigenvector 

Centrality  
1 0,71 0,62 0,49 0,42 

 

The Social Network Analysis leads us to the key roles spreading the information regarding sales promotion of Gopay. @Princkess has the 

highest number of connections among other users, namely 68, thus the spread of information through this user will be faster. @Gojekindonesia 

has the highest role of being the bridge of information among other users, namely 19.1. Supposing this user disappears, then the dissemination 
of information will be disrupted. @princkess has the closest distance to other users, thus information dissemination will also be faster. 

No Network Properties Score 

1 Nodes 4.021 

2 Edges 2.358 

3 Average Degree 1,175 

4 Diameter 14 

5 Average Path Length 5,07 
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@princkess also has the closest distance to the most important users, therefore, this user can be the key to disseminate information. Based on 

the results of centrality, @prinkess has 3 highest centralities among others. Since Gopay is the E-Wallet with the most active users, the results 

are expected to be better. The less-than-expectation results may be caused by the limitation of this research in using only secondary data source 

of UGC (User Generated Content) or the conversation between users (tweet, reply, and retweet) that is only related to Cashback and Discounts. 

The data were collected from 12 November 2019 to 3 December 2019. The limitation occurred due to the limit of energy, cost, and time. 

Future researches are recommended to use not only one object of research in similar period of research with similar industries to allow the 

results of social networks obtained to be easier to analyze. Social network analysis can be used to view social networks other than sales 

promotions of Gopay. Researchers can use other variables to observe other Gopay social networks. One of the challenge of the future industry 
in order to be sustainable is adjusting measurement patterns with the lifestyle of the society. Social network analysis will help the company to 

measure the suitability of several strategies, particularly marketing, with the company since current society is using social media in their daily 

life.   

 

CONCLUSION 

Social Network Analysis can assist us in learning sales promotions of Gopay on Twitter. Referring to the results of Gopay social network, 

this research can be an evaluation that the network property analysis with less number of relationships than the number of existing nodes 

indicates that the users discussing sales promotions of Gopay are less active on social networks. The result of centrality analysis of Gopay 

social network shows that an account with username @princkess is a key actors in disseminating information regarding sales promotions. 
Having 3 highest values of centralities indicates that information is delivered faster through @prinkess than through other accounts. In addition, 

this journal has 25% similarity index for the originality report. 
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Abstract  

The aim of this study was to determine the effect of quality consisting of (system quality, information quality and service quality) websites on 

the satisfaction of e-commerce website users as a means of marketing product distribution. This type of research is causally associated with a 

targeted sampling method, while techniques for collecting data using field surveys using questionnaire tools, where the number of respondents 

was 50 people. The results of this research data were analyzed with SmartPLS. The results showed that only saw the quality of the information 

that is of great value to the satisfaction of users of e-commerce websites. Although the quality of the website system and the quality of the 

website service has no significant value for the satisfaction of the users of the e-commerce website. 

 
Keywords: Website Quality, Satisfaction, Product Marketing 

 

INTRODUCTION 

Today, business competition is becoming increasingly fierce in both national and international markets. Every entrepreneur tries to 

imagine himself as well as possible in order to survive in the current era of globalization. For business people who are good at seeing 

opportunities and able to work together, they will have more opportunities to gain greater market share. 

The use of internet technology is an innovative way to conduct business activities in a virtual market called electronic business and 
commerce (e-business and e-commerce) (Tamimi, et al., 2005). By using internet technology, companies can perform various electronic 

business activities, such as; business transactions, operating company functions, sharing information with consumers and suppliers to maintain 

relationships before, during and after the purchasing process (Zwass, 2003).  

The development of the Internet has also affected economic development. The information technology industry sees e-commerce activities 
as applications and applications of e-business (e-business) related to commercial transactions, such as: electronic funds transfer, SCM (supply 

chain management), e-marketing (e-marketing) or online marketing (online marketing), online transaction processing, electronic data exchange 

and others. Of the transaction type, e-commerce is grouped into 2 segments, namely business to business e-commerce and (B2C) business to 

customer.  

The growth of internet users in Indonesia is increasing along with the rapid growth of information technology. Emerging e-commerce 

offers a smart opportunity to solve problems, especially for business activities with different place destinations. Using the Internet can eliminate 

distance, time problems and make business activities cheaper and easier (Liu & Arnett, 2002).  The user's attitude towards the computer can 

also be demonstrated by the user's optimistic attitude that the computer is very useful and helpful in overcoming problems or work. 

Quality are the factors in an item or result that cause the goods or results in accordance with the purpose of what the goods or results are 

intended. three factors quality, quality of the system, the quality of the information and the quality of the service (Delon & McLen 2003). 

Tjiptono (2004) states: "Customer satisfaction is a post-purchase evaluation where the chosen alternative yields at least the same result or 

exceeds customer expectations, while dissatisfaction arises if the results obtained do not meet customer expectations. 

 
ISSUE EXPLORATION 

This type of research is descriptive research because it is based on the nature, criteria and problems faced, namely providing an overview 
of the quality of e-commerce websites consisting of system quality, information quality, service quality to the satisfaction of users of e- 

commerce websites. This research was conducted among students from the Management Department, Faculty of Economics, University of 

Mataram, Indonesia. The data collection method used in this study was carried out using the sampling method, which identifies and identifies 

problems and justifies the circumstances and practices that arise. The study population consisted of students majoring in management at the 

economics faculty of the University of Mataram. 
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The sampling/respondent method is done using a targeted sampling technique, a sampling determination technique with certain 

considerations (Sugiono, 2005). Criteria for respondents in this study were students who had taken Management Management Systems (SIM) 

courses and completed transactions in the form of online shopping. Based on these criteria, a sample of 50 people was obtained, the number of 

respondents exceeded the minimum sample size. The techniques for data collection of this research are field research and literature study. The 
data collection tool is a questionnaire that contains questions written in writing to someone or a group of people to get answers or answers and 

information researchers need. 

This type of research data is qualitative data and quantitative data. The sources of this research data are 1) Primary data that is a source of 

research data directly from the original source (not through an intermediary). These data were obtained by researchers by means of a 
questionnaire in the form of data questions that must be completed to respondents. The nature of the question is the question to which the 

answer is given. 2) Secondary data, i.e. data obtained from books or literature related to the problem investigated and already in the completed 

form or in the form of processed data. In this study, researchers obtained secondary data from the Internet, research into libraries, textbooks, 

previous dissertations, and papers related to the author's research. 

The identification variables in this study are (X.1) System quality, (X.2) Information quality, (X.3) Service quality, (Y) Satisfaction of 

users of e-commerce websites. Measuring responses from website users is done to assess the quality variable of the website in the form of 

intervals in which each variable has a value. This method is used to give an overview of the percentage of influence of each of these quality 

variables that are assessed based on the average number and each quality variable of the website examined.  

 

EXISTING OR PROPOSED PRACTICES 
1. Frequency Table Analysis 

This frequency table analysis is used to determine the response of respondents to the variables system quality, information quality and 

service quality. The frequency table and the respondent's answer show the criteria and categories of each variable.  

 

Table 1. Respondents' Responses to Quality Systems 

Service Elements 

Distribution of Respondents' 
Answers 

Total 

Score 

Average 

score 
SB B CB KB TB 

X1.1 (Ease of ordering products online) 35 12 3 0 0 232 4.64 

X1.2 (Ease of making payments online) 24 16 5 4 0 207 4.14 

X1.3 (Ease of browsing into website pages) 30 14 2 3 1 219 4.38 

X1.4 (Provides a system for selecting products that are tailored to 
the wishes of users (such as: color selection, model, size, capacity) 

32 10 5 2 1 220 4.40 

X1.5 (Provides access to personal pages in the websi system 
Provides a system for selecting products that are tailored to the 

wishes of users (such as: color selection, model, size, capacity, etc.) 

te (such as: my account, web pages with names, consumer 

databases on the website) 

21 18 6 2 1 200 4.00 

X1.6 (Websites have quick access to search engines) 38 7 3 0 0 229 4.58 

X1.7 (The website provides cartoon or multimedia online games) 20 18 8 2 2 202 4.04 

X1.8 (Has a complete navigation feature to get information) 44 5 0 1 0 242 4.84 

X1.9 (Store consumer data safely) 34 15 1 0 0 233 4.66 

X1.10 (Provide a replacement (refund)/free transaction against 

errors/errors in the operating system website) 
29 14 7 0 0 222 4.44 

Total score 2206 44.12 

Average score 220.6 4.412 

 

Table 1 shows that of the 50 respondents who shop online, they are influenced by elements of website services that have full navigation 

functions to obtain information. Service elements have full navigation features to get this information has an average score of 4.84, service 

elements that securely store consumer data with an average score of 4.66, service elements to order products online with an average score of 4 , 
64, website service elements have fast access in search engines have an average score of 4.58, service elements provide a replacement 

(refund)/free transactions for errors/operating system errors website has an average score of 4.44, Service Elements provides a system for 

selecting products that are tailored to your users' needs (such as: color selection, model, size, capacity, etc.) with an average score of 4.40, 

Service Elements has ease of browsing on website pages an average score of 4.38, service elements Convenience of online payment has an 
average average score of 4.14, website service elements provide cartoon onlin e games or multimedia with an average sko r 4.04, then the 

service element Provides access to personal pages in the website system (such as: my account, web pages with names, consumer databases on 

the website) with an average score of 4.00.  

Overall, the service element (X1.8) on the quality of the system has the highest average score of 4.84, which means that the service 
element has a full navigation function to get information (X1.8) on the system quality variable, e-commerce is considered very good by website 

users. 

Table 2. Respondents' responses to information quality 

Service Elements 

Distribution of 

Respondents' Answers 
Total 

Score 

Average 

score 
SB B CB KB TB 
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X2.1 (Provides complete/detailed information) 50 0 0 0 0 250 5.00 

X2.2 (Provides up-to-date information) 46 2 1 0 0 241 4.82 

X2.3 (Provides reliable information) 46 3 1 0 0 245 4.90 

X2.4 (Provide web pages based on specific specific information.) 42 6 1 0 0 237 4.74 

X2.5 (Provides useful information for consumers) 40 8 1 1 0 237 4.74 

X2.6 (Providing accurate information) 25 16 6 0 1 208 4.16 

Total score 1418 23.63 

Average score 236.3 3.938 

 

Table 2 shows that the service element provides complete/detailed information with an average score of 5.00, the service element provides 
reliable information with an average score of 4.90, the service element provides up-to- date information with an average score of 4.82, service 

elements provide web pages based on specific specific information with an average score of 4.74, service elements provide useful information 

for consumers with an average score of 4.74, service elements provide accurate information with an average score of 4.16. 

Overall, the service element (X2.1) has the highest average score of 5.00, which means that the service element provides full/detailed 

information about the variable quality of information that is highly rated by users of e -commerce websites.   

Table 3. Responses from responders about service quality 

Service Elements 

Distribution of Respondents' 

Answers 
Total 
Score 

Average 
score 

SB B CB KB TB 

X3.1 (Providing 24-hour/day service facilities) 34 14 1 1 0 231 4.62 

X3.2 (Anticipate and respond to consumers' needs and requests 

appropriately) 
42 5 1 2 0 237 4.74 

X3.3 (Providing an interactive service mechanism between 

consumers and companies) 
32 13 3 1 0 223 4.46 

X3.4 (Providing post sales services through the website) 22 20 6 0 0 208 4.16 

X3.5 (Provides several service options for shipping goods) 28 16 5 0 1 220 4.40 

X3.6 (Provide control/confirmation in the process of shipping goods) 31 15 3 0 1 225 4.50 

X3.7 (Provides control/confirmation of financial transactions that 
have occurre.) 

33 12 3 1 1 225 4.50 

X3.8 (Provides insurance in the process of shipping goods) 33 11 4 1 1 224 4.48 

X3.9 (Tell the shipping time after order) 28 15 6 0 1 219 4.38 

X3.10 (Give users confidence to reduce uncertainty) 30 12 4 3 1 217 4.34 

Total score 2229 44.58 

Average score 222.9 4.458 

  

Table 3 shows that the service element with an average score of 4.74 anticipates and responds to the needs and requirements of consumers 
with an average score of 4.74, the service element provides 24-hour service with an average score of 4.62, the service element provides 

verification/confirmation while shipping goods with an average score of 4.50, the service element Provides verification/confirmation of 

financial transactions that have taken place with an average score of 4 , 50, the service element provides insurance while shipping goods with 

an average score of 4.48, the service element offers an interactive service mechanism between consumers and companies with an average score 
of 4.46, the service element reports the length of delivery after order with an average score of 4.38, the service element gives users confidence 

to reduce matters of uncertainty with an average score of 4.34, the service element provides after sales service by website with an average score 

of 4.16.  

Overall, the service element (X3.2) has the highest average score of 4.74, which means that the service element properly anticipates and 

responds to consumer needs and requirements (X3.2), which is highly rated by users of e-commerce websites.   

Table 4. Respondents' Responses about Satisfaction in using E-commerce websites 

Service Elements 

Distribution of Respondents' 

Answers Total 

Score 

Average 

score 

Service 

Elements 
SP P CP KP TP 

Y.1.1 (The service element of the system quality is satisfactory) 27 17 6 0 0 221 4.42  

Y.1.2 (The service element of information quality is satisfactory) 25 17 4 2 2 210 4.20  

Y.1.3 (The service element of service quality is satisfactory) 20 23 4 2 1 209 4.18  

Total score 640 12.8  

Average score 213.3 4.27 Satisfied 

Table 4 shows that the system quality service element has an average score of 4.42, the information quality service element has an average 

score of 4.20, and the service quality service element has an average score of 4 , 18. 

When the respondent was seen as an overall satisfaction variable for the service element, he expressed satisfaction with the service 

elements owned by the quality variable of the website. This can be seen from the size of the average satisfaction score with the quality of the 

website equal to 4.27, which gives the respondent a satisfied answer to these variables. To give an interpretation of the quality of the website, 
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consisting of system quality, information quality and service quality to the satisfaction of users of e-commerce websites, the following table 

shows: 

Table 5. Average Respondents' Responses to System Quality, Information Quality, and Service Quality. 

No Service Elements Total score Average score Variable Category 

1. System Quality 2206 4.412 Good 

2. Information Quality 1418 3.938 Good 

3. Service quality 2229 4.458 Good 

 

Table 5 shows the overall score and average of responses from e-commerce website users on system quality, information quality and 

service quality as an explanation that: 1) For the variable system quality as a whole, the responses respondents satisfied. This means that the 
quality of the system owned by e-commerce websites is considered good by website users. 2) Considering the variable information quality as a 

whole, respondents answered with satisfaction. This means that the quality of information on e-commerce websites is considered good by 

website users. 3) Considering the variables of the quality of service as a whole, respondents answered with satisfaction. This means that the 

quality of the service owned by e-commerce websites is considered good by website users.   

 

2. Analysis of Validity Test 

For this validity test, the reflexive indicator can be seen from the correlation between the item / indicator score and the construct score. 

Individual indicators are considered valid if they have a correlation value above 0.70. However, loading from 0.50 to 0.60 can still be accepted 

by looking at the output correlation results between the indicator and its construction. A correlation value of 0.50 was used in this study. On 

initial validity testing, there are some invalid data, which means that the load value is less than 0.50. This variable has been removed from the 

analysis because it has a low convergent validity value. Then the model is re-estimated by dropping the indicator, the SmartPLS output results 

look like this: 

 
Figure 2. Model between SmartPLS Output Constructions after revision 

 

After falling, the results meet convergent validity because all loading factors are higher than 0.50. It can be concluded from Figure 2 that 

the indicators of each construct yield high convergent validity values above 0.50. Likewise, the cross-loading value shows good discriminant 

validity. 

 

3. Inner model analysis 

Iner model is to see the relationship between latent constructs by looking at the estimated results of the path parameter coefficient and its 

level of significance.  

Table 7. Estimated coefficients and T Statistics 

  
Original 
Sample (O) 

Sample 
Mean (M) 

Standard Deviation 
(STDEV) 

Standard Error 
(STERR) 

T Statistics 
(O/STERR) 

Information Quality -> User satisfaction 0.346036 0.334446 0.112893 0.112893 3.065.161 

Service Quality -> User satisfaction -0.039000 -0.015107 0.130557 0.130557 0.298723 

System Quality -> User satisfaction 0.109352 0.151846 0.111941 0.111941 0.976871 

In table 7 shows that only the construct of information quality has a significant value on user satisfaction with a value of 3.368091, which 

means significant at 0.05 (tvalue> ttable 1.96). While there is no significant relationship between other constructs because the calculated tvalue <t 

table 1.96.  

 

ANALYSIS OF PRACTICES 

The results of the assessment based on the frequency table show the responses of respondents to the variables system quality, information 

quality and service quality. As for the quality of the service element system that has the greatest value (X1.8), which has a full navigation 

function to get information, this service element is considered very good by website users. Overall, however, the quality of the system has a 
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satisfied interval value, which means that the quality of the system is well answered by users of e-commerce websites. While the information 

quality of the service element with the largest value is (X2.1), which provides full / detailed information, this service element is considered very 

good by website users. Overall, the quality of information has a satisfied interval value, which means that the quality of information is well 

answered by website users. In service quality, the service element with the greatest value (X3.2), that is to anticipate and respond adequately to 
the needs and demands of consumers, this service element is considered very good by website users. Overall, the quality of the service has a 

satisfied interval value, which means that the quality of the service is well answered by users of e-commerce websites.       

The results of the analysis with Smartpls show that only the quality of the information has a significant value for user satisfaction. While 

the quality of the website system and the quality of website services have a value that does not significantly affect the satisfaction of users of e-
commerce websites. This is due to the slow development of e-commerce in Indonesia, where respondents only use the internet for 1 to 2 hours, 

which means that the use of e-commerce is still not optimal. Most internet users only use the internet to search for information, not to make 

buying and selling transactions. 

 

CONCLUSION 

Based on the results of the analysis, it can be concluded that the responses of respondents to the quality of the website looked from three 
sides, namely the quality of the system, the quality of the information and the quality of the service, all three with good called categories. While 

ecommerce website users satisfaction is expressed in the satisfied category. The results of calculations with smartpls show that only the quality 

of website information is significant to the satisfaction of e-commerce website users. Although the quality of the system and the quality of the 

website services have no significant effect on the satisfaction of users of e-commerce websites. This is due to the slow development of the use 

of e-commerce in Indonesia in general and among students of the University of Mataram economics in particular. 
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Abstract  

Has been upgraded into various features, Twitter is now becoming a popular microblogging platform. Twitter is also perceived as a platform 

for users to share their thoughts and feelings toward something they experience. Twitter helps everyone to interact without borders; even other 

people can see someone's content which has not interacted with them before. On the other side, there is a phenomenon for small-medium sized 
enterprises in the Greater Jakarta Area where some small, medium-sized enterprises in the food and beverages industry got exposure because of 

Twitter users' content. Most of the sellers are not using social media to attract customers. They only focus on how to produce an excellent 

product quality to sell it and strive to make the customers feel satisfied with the product. It turned out that the satisfied customers are now 

voluntarily generating content on their Twitter to attract other Twitter users also to buy the product. Through @drhaltekehalte Twitter account, 
they share the information of excellent small-medium sized enterprises that work in the food and beverage industry. As an impact, the 

awareness of the enterprises has been increasing without developing any marketing strategy. This research aims to explore this phenomenon 

through three dimensions: what motivates the content maker to share their experience on Twitter, what motivates the buyer to do purchase, and 

what consequences the buyer feel due to this phenomenon. The writer will collect the data directly through semi-structured interviews with the 
buyers, sellers, and the content maker. The result shows that there is a motivation for consuming and motivation of sharing that will lead them 

to some consequences, which are purchase intention, customer loyalty, user-generated content, and sales revenue. 

 
Keywords: Marketing, Motivation, Small-Medium Sized Enterprises, Twitter, User-Generated Content 

 

INTRODUCTION 

As an effect of the ability to express oneself in the way of replying to someone's tweets or being addressed by someone, Twitter has 

become a convenient microblogging for holding a public discussion because other people can quickly follow it and anyone who has not entered 

the debate can also see it happen (Stange, Brown, Hilbruner & Hawkins, 2011). Twitter has moved its role from social media to daily news 

based on research by Haewoon Kwak (2010). Each consumer can express themselves openly from their own experiences by sharing their 

thoughts, information, or even suggestions (Liu, Zhe, Weber & Ingmar, 2014). 

From a consumer perspective, based on the research conducted by Zainal (2017), using Twitter as social media to distribute electronic 
mouth words is something the customer uses as part of the decision-making process. Twitter can help consumers make informed decisions by 

feedback from peers, which is continuously updated before, during, and after purchase. This phenomenon gives fresh hope for small, medium-

sized enterprises (small, medium-sized businesses) to tap into the market using electronic word of mouth (Harto, 2019) and good public 

relations (Thrassou & Vrontis, 2006) because the marketing strategy that costs much money by sponsorship and mass ads is not successful 

enough to be introduced. 

The aim of the study is therefore to examine the relationship between the impact of trusting peer advice on Twitter using @drhaltekehalte 

as marketing intermediaries for small, medium-sized enterprises, its attitude towards it and its intention to pursue it among customers in the 

Greater Jakarta Area while also taking into account the attitude towards eWOM as mediator. This research will also discuss the three-

dimensional results after using Twitter that can lead them to connect them to new product details.  

 

LITERATURE REVIEW 

Twitter.com is an online social network that millions of people have already used to interact with their friends and family. For several 

reasons, Twitter also allows us to interact with people we know from the Internet: having a similar interest, thoughts, or passion through their 

computer or mobile phone. Using Twitter is simple because we need to post tweets with a limit of 280 characters. Twitter users use this 
limitation to share their argument or their thoughts toward specific topics. It can be very personal, and to the point, due to limited characters, 
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they have to utilize. After that,  any other Twitter users can read and also reply (even if they have not previously interacted or followed one 

another). Unlike other countries that use Twitter as the fastest daily news, In Indonesia, Twitter has been utilized to create communities to show 

their enthusiasm toward specific topics. Through this community, they can share their arguments, thoughts, or experiences from what they have 

been through. 

Marketing for small, medium-sized businesses in Indonesia has not become the owner's principal concern when operating a company. 

According to Purwanto's (2018) research, small, medium-sized enterprises focus only on three pillars of strategy: customer, competitor, and 

enterprise. The business owners are convinced that what they have to do when running a business is creating a product to attract customers, 

making the company's financial and operational condition healthy, and winning the market among the competitors through excellent product 
quality. Although the owners of small, medium-sized enterprises already know continuous innovation to keep their customers from the 

competitors, they still see a product as the only aspect of the enterprise to improve the company's competitive efficiency and value in the eyes 

of its customers (Bestari, 2003). 

Electronic word of mouth (eWOM) is described as exchanging knowledge and information among users who use the same variety of 
items. In non-commercial eWOM advertising carried out by consumers who have extensive knowledge of the individual product and its impact 

on the purchasing decisions of other customers (Park, Lee & Han, 2007). Mouth-to-mouth communication plays a vital role in defining and 

making customer etiquette and standards of actions (Xia & Bechwati 2008). 

According to Chrismardani (2014) research, Indonesia's small and medium-sized enterprises face a new problem in which access to 
expand their market is minimal (Kadin, 2008). One aspect that needs to be looked at very carefully is how each company will get an 

opportunity to share their product knowledge with a broader audience. Additionally, research from Indra & Lestari (2009) indicates that 

Indonesia's small, medium-sized businesses depend only on the strong relationship between their business location and target market. Small, 

medium-sized enterprises believe the location plays the most crucial role in attracting targeted customers (e.g., perceiving Sudirman as the most 

potential location because it is considered the central business district of Jakarta). 

Research by Gurmilang (2015) also added that small and medium-sized companies are spontaneous, unplanned operations that rely on the 

owner's instincts and excitement to realize such businesses. It is no longer a surprise that owners of small, medium-sized enterprises often see 

marketing strategy as not a priority over other functions. Indeed, as industry pressure is getting higher, consumers are now able to make an 
extra effort to select something because of commodity price exposure (Chrismardani, 2014). Through this phenomenon, every small-medium-

sized enterprise has become an excellent opportunity to increase awareness of its business. 

Knowledge and recommendations used to be discussed only by the influencers or the expert ones. The marketer maximizes this trend to be 

their marketing strategy by providing persuasive messages through the right channel. (Key, Czaplewski, 2017). At the beginning of the online 
shopping trend, several brands utilized celebrities or public figures on social media to promote their brand as an endorsement. (Barker, 2018). 

As an impact, the result showed an increasing number in 2016. However, the number keeps decreasing in 2018 until now; the public does not 

rely on the advertising and endorsement during their decision-making process (Barker, 2018). In 2018, only 3% of consumers were influenced 

by celebrity endorsements. The survey which has been conducted by Barker in 2018 reveals that the marketing strategy which is now not 
powerful enough to be implemented are advertising through television and digital. It turned out the electronic word of mouth is now perceived 

to be an objective judgment that leads to a more satisfying post-purchase experience. Twitter is one of the social media platforms that let us 

share our experiences since it is known to be a microblogging for each user. Through this study, the writer wants to analyze the effectiveness of 

using Twitter as a platform to generate content that is based on each user's thought, based on their own experience, which will lead them to 

increase awareness of some small, medium-sized enterprises. 

Adapted by Sotiriadis & Van Zyl (2013), the conceptual framework will be based on three dimensions by seeing the content maker's 

motivation, exploring what influences readers to make purchases, and the consequences for the small-medium sized enterprises. Through this 

research, the writer decided to analyze it from 3 perspectives in order to shape the further steps better. The writer asks the buyer to define their 
motivation for consuming. This result will be brought to the content-maker to create content that will attract more users to do purchase. This 

research will also be brought to small, medium-sized enterprises in order to shape a business design better to increase consumers' satisfaction. 

The user-generated content on Twitter can work more effectively by maximizing each dimension's potential.   
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Figure 1 Conceptual Framework 

 

METHODOLOGY 

The writer opted for a qualitative approach using Constructivist Grounded Theory as this research will attempt to explore what influences 

them and what consequences this phenomenon has had. In a 'grounded theory' approach, researchers aim to highlight and analyze perceptions 
of such phenomena (Khan, 2014; Tepper, 2000), qualitative data obtained via face-to-face, focus group, telephone interviews, and many more. 

Furthermore, in order to refine the structure and answer research questions, researchers must collect and analyze data and repeat it again and 

again until and until new data or data saturation has been stopped (Glaser & Strauss, 1967). The grounded theory approach is a suitable way to 

study human behavior on a sensitive subject, even in a different cultural context.  

The chosen participants in this study are based on some criteria. From the buyer's perspective, the writer needs males or females who are 

domiciled in Greater Jakarta Area and using Twitter regularly, and participants have experienced a food and beverage purchase that the 

decision comes from gathering some information through Twitter. From enterprises' perspective, small, medium-sized enterprise owners that 

focus on the food and beverage industry in Greater Jakarta Area Participants' enterprise have experienced getting promoted by @drhaltekehalte 

Twitter account. Moreover, lastly, from a content maker's perspective, is the owner of @drhaltekehalte Twitter account. 

SENDER’S MOTIVATION 
Emotions and Self-interest 

SOURCES OF REVIEW 
Experiences 

MEDIATING FACTORS 
Consumer involvement, Right sharing platform, 

Satisfaction/Dissatisfaction 

VARIABLES INFLUENCING READER 
Source credibility, Opportunity, Brand familiarity, Cue 

Based Trust 

OUTCOME OF USER-GENERATED 
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Purchase intention, customer loyalty, user-generated 

content 

USER-GENERATED 

CONTENT 
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This research will require a different person who has experience in the context they have had to face. Intention sampling is, by its 

nature, a source of more useful knowledge (Tongco, 2007). Structured and open-ended interviews would also be used by the writer to enhance 

standardization and objectivity. The data presented will be extracted from the original coding, oriented coding, and categorization. This 

analysis is obtained from an open-ended 3-dimensional interview with 18 participants: the seller, the consumer, and the content producer. 

 

FINDINGS AND ARGUMENT 

 In this research, it is found that customers have a motivation to consume through personalized content, credible information, and cue-

based trust. This result is mentioned based on its sequence and the participants' statement that the reason they consume it is that they saw 

information that is perceived to be credible since it is posted on Twitter. The participants stated that they believe that Twitter users will give an 
objective judgment since they pay for what they consume. The participants have behavior to write what they feel or think on Twitter according 

to the real experience. That is why it will give a  credible information perception whenever they see recommendations on Twitter. Twitter users 

may rely on their real purchase experience, but that does not mean they will have an impulsive buying behavior toward any information. They 

will try to search for further information to make sure that they have a suitable product fit they look at. 

In this research, it is found that post-purchase experience, right sharing platform, and consumer involvement have become the factors of 

motivation for sharing. The motivation of sharing has become a crucial part since it will come as a cycle. The satisfied consumer will lead them 

to share what they experience. Some other users will be interested in searching for information, making purchases, and continuing the process 
to share. On the other hand, the right sharing platform is also known to be vital since they perceive that Twitter is a comfortable microblogging 

to share what they think. Consumer involvement also plays an essential role since they contribute a lot to the consequences that are felt by the 

seller. 

As an outcome, three dimensions will feel the consequences from 3 different perspectives. Other Twitter users who have never 
experienced the product will have a purchase intention after seeing someone sharing the content, the former buyer will have purchase retention, 

and the new buyer will lead it to another user-generated content to create a more significant impact. This phenomenon will become a cyclical 

process for a user-generated process on Twitter from seeing someone's content until creating content.  Lastly, the most significant impact that 

can be felt directly is the increasing amount of sales revenue. 

 

Figure 2. Theory Building 

From this graph above, it can be seen that the motivation of consuming is based on personalized content, credible information, and cue-

based trust that comes in sequence. Consumers will be attracted to content that comes from real experience to make the information 

trustworthy. This will be a recommendation for content creators to create content as personal as possible to make it look reliable. To complete 
each other's factors, the motivation of sharing is post-purchase experience, right sharing platform, and consumer involvement because they will 

tend to share in a platform where they feel comfortable most. This will be a recommendation for small, medium-sized enterprises to create a 

valuable product so that it can be worth sharing on Twitter by the content maker. Lastly, the consequences of sharing and consumption are a 

cycle from user-generated content until customer loyalty comes from an increasing number of consumers. It will directly affect enterprises' 

revenue as well. 

 

CONCLUSIONS 
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Nowadays, social media plays a different role for each user. Even one person can use Instagram and Twitter at the same time for different 

objectives. It is almost impossible to separate ourselves from the dependency on social media. In this research, Twitter is perceived to connect 

people without borders and provides information based on the users' thoughts and experiences. The writer analyzed that Twitter can be utilized 

by its users to help small, medium-sized enterprises introduce their business since most of them have limited budgets regarding promotional 
strategy. Twitter can be a platform for customers to generate content that is related to their post-purchase experience. Not only will it make 

them feel relieved for telling an objective judgment as a part of microblogging's function, but also it will help other customers to decide their 

purchase intention. The motivation of consuming and motivation of sharing are completing each other to build some consequences. Results that 

have already been analyzed also show recommendations for small, medium-sized enterprises to make sure that they sell a good product quality 
and provide a suitable channel for their customers to communicate because through this phenomenon, many people will find a way to access 

the product as long as it is perceived well by other users. For further research, since the writer has finally found the factors in this research, the 

writer suggests using this model for further empirical testing. The empirical survey would cover a higher sample, which consists of Twitter 

users who have experienced this type of Twitter utilization to better validate this proposed model. 
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Abstract  

The development of technology has rapidly evolved and has covered a lot of sectors, including financial sectors, which can be seen by the 

evolution in payment methods such as e-payment. As people’s needs keeps on developing, the technology that is available now might not be 

relevant to fulfil people’s needs in the future. This study aims to explore the factors influencing people’s intention to adopt electronic payment 

by examining the correlations of the electronic payment adoption with Perceived Ease of Use, Perceived Usefulness, Perceived Risk, Perceived 

Trust, Compatibility, and Perceived Cost. Extended Technology Acceptance Model (TAM) by Davis (1985) is used for this study to develop 
the variables. The data was obtained by distributing online questionnaires using Likert Scale to 100 respondents in Bandung with purposive 

sampling method. To explain the relationship between the dependent variable and independent variables, Path Analysis is used to measure the 

questionnaires. The result of this study finds that perceived cost and compatibility are significantly related to the consumers adoption of 

electronic payment, with compatibility as the strongest factors that influence consumers adoption of electronic payment. This research aims to 
be useful for the electronic payment service providers to develop their services for their consumers. 
 
Keywords: Consumers Adoption, Electronic Payment, Path Analysis, Technology Acceptance Model, Technology Development 

 

BACKGROUND 

The purpose of technology development is to make people’s lives more convenient (Osratf, 2014) and solve problems caused by the 

inefficiency of the previous system. The benefits and advantages that are brought in every new development encourages people to adopt the 
newer technology. This is also accounts to the adoption of electronic payment as a new method of payment as it answers the problems of the 

previous conventional payment method. This is supported by several surveys that stated that the number of people that adopt e-payment kept on 

increasing significantly each year. TheAsianBanker (2018) survey stated that the e-payment transaction in Indonesia in 2018 increased by 

380% compared to the previous year.  

However, as the technology and people’s needs keeps on developing, the technology that is being used right now might not be relevant to 

fulfil the consumers’ needs in the future. Thus, it is necessary to elaborate the relevant factors that influence consumers’ intentions to adopt 

electronic payment system so that the e-payment service providers can know the needs of their consumers to continue developing more 

personalized products and services for their consumers.  

The objective of this research is to identify factors that influence consumers adoption towards electronic payment based on extended 

Technology Acceptance Model (TAM). The result of this research can be a consideration for the electronic payment service providers to 

develop their services for their consumers and to reach a broader market. 

 

LITERATURE REVIEW 

[Please provide your Literature Review] The topic about electronic payment has been discussed quite a lot these past few years as the 
technology is evolving in a fast pace. Although it is undeniable that it made transactions easier, there is still a limit regarding consumer’s 

adoption rate towards the acceptance of electronic payment (Lai, 2017). Along with the emergence and broadening use of online transactions, 

and there’s a limit of traditional methods of payments, new methods of online payment have been introduced these past few years to fulfill the 

needs of people (Hackney, 2010). Electronic payment refers to the use of electronic instruments to transfer funds from one party to another, 
directly or indirectly Zhang & Dodgson (2007) and there are various types of electronic payments according Morgan (2013), which are mobile 

wallet, mobile commerce, and mobile acceptance.  

To develop and to assess the theoretical model of the factors that influence consumers adoption towards e-payment for this research, 

Extended TAM is used. Technology Acceptance Model is based on behavioural intention to use and adopt a system as a dependent factor, 
while perceived ease of use and perceived usefulness are the independent variable constructs (Khan & Woosley, 2011). In this study, TAM that 

is developed by Davis (1985) is modified and combined with additional constructions that is derived from other theory of innovation adoption 
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that has been validated by previous adoption of e-payment research as a relevant construction that increase the predictive power of TAM. The 

additional construct variables include compatibility, perceived trust, perceived risk, and cost.  

Perceived Ease of Use is defined as the degree to which potential users expect that using the target system would be free of effort (Davis, 

1989). In other words, the users do not expect any difficulties in learning and adopting that particular technology or system (Chuttur, 2009), 
while Perceived Usefulness is defined as a belief that using a particular technology is expected to increase the users productivity (Venkatesh & 

Davis, 1989). Perceived Risk refers to the amount of risk that is perceived by consumers in determining their purchasing decisions and is also a 

determinant factor of an individual’s behavior to adopt a new technology (Cox and Rich, 1964). Next, according to Chiou (2004), perceived 

trust has an important role in increasing values that customers’ get, as well as customers’ satisfaction and loyalty. The  definition of 
compatibility according to Hoffman (2011) is the degree to which an innovation is perceived as consistent with existing values, past 

experiences, and consumers’ needs. Arensberg & Niehoff (1964) stated that the previous innovation of technology strongly impacts 

compatibility. As for perceived cost, Chiou (2004) defines it as consumers’ willingness to pay for the cost that incurred when they choose to 

adopt a particular system. Lastly, Surendran (2012) explained that behavioural intention refers to the measurement of a possibility that an 

individual would adopt and use a particular technology.  

Below is the theoretical framework for this research:  

 

 

 

 
 

 

 
 

 

 

 

 

 

 

 

 

Perceived  

Usefulness 

Perceived  

Ease of Use 

Perceived 

Risk 

Perceived 

Trust 

Behavioral 

Intention to 

Use (ITU) 

Actual 

System 

Use 

Compatibili

ty 

Perceived 

Cost 
 

 

According to the theoretical framework above, the hypothesis development for this research are as follow: 

H1: Perceived usefulness (PU) positively influences people behavioural intention to use (ITU)  E-payment 

H2a: Perceived ease of use positively influences people behavioural intention to use (ITU) electronic payment (E-payment)  

H2b: Perceived ease of use (PEOU) positively influences perceived usefulness (PU)  

H3: Perceived risk positively influences people behavioural intention to use (ITU)  electronic payment (E-payment) 

H4: Perceived trust positively influences people behavioural intention to use (ITU) electronic payment (E-payment) 

H5: Compatibility positively influences people behavioural intention to use (ITU) electronic payment (E-payment) 

H6: Perceived cost positively influences people behavioural intention to use electronic payment (E-payment) 

H7: Behavioral intention to use positively influences actual system use of electronic payment (E-payment) 

 

METHODS 

The targeted respondents for this research are Generation Z who are currently resided in Bandung with the age ranges between 15 years 

old until 29 years old who have made transactions using electronic payment method, while the number of sample for this research is determined 

using Slovin Formula with 10% margin of error. The total of the respondents for this research are 100 respondents. The data for are obtained by 

distributing online questionnaires to 100 respondents that fulfil the requirements. Likert Scale (Likert, 1932) is used for the questionnaires with 
the scale from one to five. The data that have been gathered are calculated with SmartPLS 3.0 application and is assessed with Partial Least 

Square Structual Equation Model (PLS-SEM) method. This research also conducted a two-stage analysis which consists of outer model or 

measurement model analysis and inner model or structural model analysis.  

The outer model analysis aims to measure the validity and reliability of each of the items in the research questionnaires to identify the 
validity of the measurement model to ensure that the data are appropriate and can be used for further analysis. To examine whether the data is 

reliable or not, first, indicator reliability test is conducted by analyzing the values of the outer loadings and to be consider accepted, the value 
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should be above 0.4. Then, internal consistency reliability test is done by evaluating the value of the composite reliability that should be above 

0.6 to be considered as acceptable. The validity of the data is measured by conducting the convergent validity test and discriminant validity test. 

Convergent validity test evaluates the value of the AVE. The value of AVE should be above 0.5 to be considered as valid, while the 

discriminant validity test is conducted through two types of cross loadings examinations, which consist of Fornell-Larcker Criterion Analysis 

and cross loadings examination among indicators.  

The structural model analysis needs to be done to evaluate the hypothesized relationship between the latent variables. There are three 

stages of testing for the inner model analysis, which consists of the measurement of the coefficient of determination, T-test, and path 

coefficients. The three stages of testing is conducted through a bootstrapping process, which evaluates the significance of the statistical result of 
the model. The coefficient of determination test aims to measure the predictive accuracy for the research framework model. The rule of thumb 

regarding the acceptable   value are as follow: a value of 0.67 or higher is considered as strong, 0.33 or higher is considered as moderate, and 

the value lower than 0.19 is considered as weak. T-Test is conducted to test the hypothesis relationship, to be considered acceptable, the T-

value should be above 1.984. Lastly, the path coefficient test is conducted to identify how much influences that the independent variables have 

on the dependent variable. 

 
ANALYSIS OF FINDINGS AND DISCUSSION 

The results of the indicator reliability test and internal consistency reliability test shows that the outer loadings and the composite 
reliability of the variables are all above 0.7, which indicates that the indicators are reliable and can be used for further testing. Furthermore, the 

convergent validity test and discriminant validity test results also shows that the AVE value are above 0.6, and the square root value of each 

AVE are higher compared to the correlations of the other constructs. Therefore, it can be assumed that the validity tests are well-established 

and further testing can be proceeded.  

Continuing to the inner model analysis, the coefficient of determination test result shows that the R square values are above 0.4, which 

means that all of the independent variable’s ability to explain the correlations within the inner models are considered as moderate. While the T-

test results indicates that four hypotheses out of eight hypothesis are accepted. Lastly, the result of the path coefficient test shows that the 

compatibility’s path coefficient value is the highest among the other variables that affect the behavioral intention to use variable with a value of 

0.597, followed by perceived cost variable with the path coefficient value of 0.070.  

The hypothesis testing results are as follow:  

H1: Perceived usefulness does not significantly influences people behavioural intention to use electronic payment 

Surprisingly, in contrast with the results from the majority of previous studies, this research found no correlations between the two 
variables. Although this results warrants a further research, it can be assumed that this findings are expected due to the limited sample size and 

the demographic characteristics of the respondents that are aged between 15 to 29 years old and are living in Bandung. This is possible because 

the young generation are more exposed towards new technologies and innovations, they might find the electronic payment method does not 

bring significant beneficial impacts for them and they are not satisfied with the technology. In addition, the usage of electronic payment method 
requires external factors like internet connection, in which the limited connection in the area might be a possible factor that resulted in this 

findings. As the perceived usefulness variable indicates that this technology simplifies and bring conveniences to the users in their payment 

process, so due to the external factors that are mentioned above, it is possible that the respondents faced more drawbacks than the advantages in 

using the technology. Further research with greater sample size and area is suggested to further confirms this findings. 

H2a: Perceived ease of use does not significantly influences people behavioural intention to use electronic payment 

Unlike the previous studies, this research found no evidence of a statistical correlation between the perceived ease of use variable and 

people behavioural intention to use the electronic payment. Though, according to previous research by Shatskikh (2013) about consumer 

acceptance of electronic payment, this result is expected if we consider the demographic characteristics of the respondents in which the 
majority are young generation aged between 15 years old to 29 years old. The young generation generally are more familiar with new 

technology so the ease of use of this new technology is not a drawback. It is also possible that the recent electronic payment technology has 

been adapted to the level of average users. Therefore, the perceived ease of use variable is not considered as an obstacle according to the 

respondents’ perspectives.  

H2b: Perceived Ease of Use positively influences Perceived Usefulness  

The perceived ease of use variable in this research refers to the difficulties level in adopting or learning to use the electronic payment 

method. The findings in this research indicates that the perceived ease of use variable significantly influences the perceived usefulness variable. 

This result is consistent to the majority of previous research by Lee (2009) and Chin et al. (2015), in which it is stated in the research that the 

lower the difficulties in using the electronic payment system, the more useful they feel electronic payment is.  

H3: Perceived Risk does not significantly influences people behavioural intention to use electronic payment 

The result of this research found no statistical significance correlation between perceived risk and people behavioural intention to use 

electronic payment. This findings is consistent with the previous studies by Pavlou (2003), in which it is stated that since the younger 
generation, which is the subject of this research, are more technology-literate and are comfortable with internet-based and online transaction, 

thus this characteristic is likely to reduce the perceived risk level. Another possibility is that since the users are now more accustomed of using 

online payment method and that it has become a habit for them that the feelings of insecurity and uncertainty of a possible harm that might be 

caused when they use the electronic payment method are no longer being a concern for them in adopting the payment method.  

H4: Perceived Trust does not significantly influences people behavioural intention to use electronic payment 

This result is in line with the previous research by Yousafzai et al. (2003). In the research, it is explained that this is due to the result of the 

past experiences of the users in which they are familiar with giving out their information and saw it as a customary when using a payment 
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method. Moreover, the research also stated that it is also possible that the users have passed the early stage of the adoption process and are no 

longer phased by a basic online data gathering. 

H5: Compatibility positively influences people behavioural intention to use electronic payment 

Compatibility is the factor that significantly influences people behavioural intention to use electronic payment method the most. This 
findings is in line with the result of  the previous study by Lu et al. (2010), in which they stated in their research that the compatibility variable 

has a significance importance in the young generation, which is the demographic characteristics of this research’s respondents, as the young 

generation tend to adopt the technology that resonates with their existing lifestyle or behavioural patterns.   

H6: Perceived Cost positively influences people behavioural intention to use electronic payment 

This result is consistent with previous studies about electronic payment by Li et al. (2007) and Anil et al. (2003). Taking this findings into 

account, this result is expected due to the several fees that are charged to the customers when they are using electronic payment method. Like in 

most countries, internet connection are required in order to use the electronic payment method, in which the cost of it are not considerably 

cheap. In addition, there is service fees that are charged to the users during every top-ups. Moreover, this findings also supports the H1 
hypothesis that are rejected as one of the item questionnaires for the perceived cost variable is whether the cost that the users pay to use this 

technology does not worth the value that it gives for them. Thus, this indicates that the cost they pay are not worth the benefits that this 

payment method gives to them. 

H7: Behavioral intention to use positively influences actual system use of electronic payment 

Behavioral intention to use represents the users’ willingness to use the electronic payment method, while actual system use indicates the 

actual adoption of the electronic payment method by the users. Taking this result into account, the users’ willingness to use the electronic 

payment method should have a significant positive relationship with the actual usage of the payment method, in which when the users are 

willing to use the system because they sense a positive experiences, it will increase their actual adoption rate of the electronic payment method. 
This findings is in line with the previous research by Li et al. (2007), in which  it is explained that the users’ intention to use the electronic 

payment method that are influenced by the several precedents variables that are mentioned above leads to the actual adoption or usage of the 

electronic payment method.   

 

CONCLUSION 

This research is expected to be beneficial for the electronic payment service providers as it identifies the factors that are relevant and has 

influences on consumers adoption of e-payment as it is important for the service providers to clearly understand the preferences of their 
consumers to be considered in the decision-making process. The results indicates that the electronic payment providers should pay more 

attention to two factors, which are compatibility and perceived cost as they have the most influence on the consumers’ adoption of e-payment. 

This result can be regarded as a guideline to increase the market penetration of e-payment adoption. As the result indicates a strong influence of 

compatibility, this can be a consideration for the marketing team to advertise e-payment so that the consumers found the technology to be 
suitable to their lifestyles and behavioural patterns. Moreover, the findings of this research also shows a significant correlations between 

perceived cost and the adoption e-payment. This result suggested the e-payment providers to pay close attention to the additional value that 

they provide to their users as the perceived cost in this research represent the worth of the value of this technology with the cost they must pay 

to be able to use the payment method. The service providers should enhance the value of the payment method to convince consumers to shift 
towards the electronic payment method because as an alternative payment method, consumers will not consider shifting if they find that the 

values are not significant enough. As the results of this research implies, the contextual factors like compatibility of the technology with the 

consumers’ current lifestyles and the cost of using the technology have more influences on the consumers adoption of the payment method 

rather than the technical factors like perceived trust and perceived risk. 
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Abstract  

Japanese animation, or well-known as “anime”, nowadays become a trend all over the world. Knowing this promising situation from an 

overseas country, there are many anime licensors sell the animations to the global market. As the marketing tool, the animation licensor then 
released the anime trailer in a subbed or dubbed version. Furthermore, there is some dilemma in its effectiveness. Many viewers reported that 

the English subbed version distracts the visual attention to the details of the animation. On the other hand, many counter-arguments believe the 

dubbed version could not convey the emotion of the characters. Hence, this research wants to test which one is more effective for the viewers 

by analyzing the difference and correlation of the viewer’s visual attention and engagement level between subbed and dubbed Japanese 
animation trailer by fanaticism factor. The study employed the neuromarketing study by using EEG (electroencephalograph) and eye-tracking 

tools to assess the engagement level and visual attention. The results show that there is significant visual attention difference between the 

subbed and dubbed trailer, while it is not significant for its engagement level. Furthermore, the fanaticism factor of Japanese animation did not 

influence its visual attention and engagement level. On the other hand, there is a significant correlation between visual attention and 
engagement level in the dubbed trailer. This study could be a benefit for the practitioners, to understand viewers' preferences towards subbed 

and dubbed method. In the end, it would be beneficial for anime licensors whether should they release subbed or dubbed versions. 

 

 
Keywords: EEG, Engagement, Eye-Tracking, Trailer, Visual Attention 

 

BACKGROUND 

Japan animation, or well-known as “anime”, is now in its way to become a trend all over the world. Knowing this promising situation from 

an overseas country, many animation producers make a contract with the licensor to sell the animations to the overseas market . As the 
marketing tool, the animation licensor then released the anime trailer in a subbed or dubbed version. The debate comes when customers asked 

to choose their preferences between them. Some arguments said that the English subbed version distracts the visual attention to the details of 

the animation. On the other hand, many counter-arguments believe the dubbed version could not convey the emotion of the characters that 

shown well by the Japanese voice actor (Zuleika, 2019). In the end, the anime itself did don't satisfy viewers. The debate is quite vital for the 
anime licensor as the dubbing and subbing are tough choices for them. Looking from the licensor perspective, it’s said that the producer and 

studios desire on having their works “speak” in English as international credibility for their companies forces the licensor to create an English 

dubbed version of an anime (Sevakis, 2016). On the other hand, indeed, using voice actors needs a bigger budget and longer production time to 

complete compared to the subtitled version. Dubbing version is said to be comparatively more expensive as voice-over actors have to be hired 

in the making process (Clark, 2012). 

Hence, from the problems, the researcher made it into 4 Research Questions: 

1. Is there any significant difference in viewers’ visual attention and engagement level difference between the subbed version and 

dubbed version of the Japanese animation trailer? 

2. Is there any significant difference in engagement level between fans and non-fans of Japanese-animation and culture? 

3. How is the relationship between visual attention and engagement level in subbed and dubbed versions of Japanese animation trailer? 

4. What is the recommendation to be implemented in the Japanese animation trailer to become more effective? 

To answer the research questions, the researcher employed a neuromarketing study. Specifically, EEG and Eye-tracking tool is used to 
measure visual attention and engagement level from participants. Both tools are used because its effectiveness and accuracy to assess 
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experiment subject’s emotion level and track eye movement and used by many researchers to analyze media or advertisement effectiveness 

(Calder & Malthouse, 2008; Carrasco, 2011; Harris et al., 2019; Simola et al., 2014; Sinharay, 2010; Wang, 2019). Besides, using both tools 

can give convincing results scientific as the approach is based on a biological response that cannot be manipulated. 

 

LITERATURE REVIEW 

Trailer or movie preview is a commercial advertisement for a feature film that will be exhibited in the future at a cinema. A film trailer is 
providing a one to three-minute cinematic experience that usually displays images from a specific feature film while emphasizing its quality; it 

is created to screen in theatres to promote a film’s theatrical release (Finsterwalder et al., 2012; Pratt, 2007). As the movie is to be promoted all 

around the world, then “subtitling” and “dubbing” terms emerged. Subtitling and dubbing are the two most popular methods to make foreign-

language movies available for the domestic market (Koolstra et al., 2002). The subtitle is caption displayed at the bottom of a cinema or 
television screen that translates or transcribe the dialogue or narrative (Lexico, n.d.). On the other hand, dubbing is an art of replacing original 

dialogue in a movie with localized recordings (Migas, 2017). 

In the context of Japanese animation, whether the subtitling or dubbing method is more appealing for the viewers is quite a hot topic in 

Japanese animation forums. some people said that subtitles could lead to visual attention distraction from the animation itself. The argument 
itself is aligned with findings by d’Ydewalle & De Bruycker (2007). hey found that viewers shift visual attention between different sources of 

information (subtitles and images) while watching a subtitled program. Besides, when human processing information, it is attenuated rather 

than eliminated. Attention operates by using an attenuator that recognizes a physical or meaning-based stimulus. Thus, the subtitle might 

distract the visual attention to the animation. On the other hand, there are a lot of opinions that said that dubbing could ruin the hype of the 
animation as they cannot express the originality of the character emotion as shown by the Japanese voice actor. The argument could be 

explained by Vitelli (2015) statement that said becoming a fan often means developing a sense of belonging to a larger fan and ended shaping 

the sense of identity of the person. However, a study by Hendricks (2014) finds that fewer people are proficient in a particular language, 

resulting in even greater emotional distancing. Thus, the study by Vitelli shows that the previous argument about ruining hype might only be 
applied only for the fans of Japanese animation and. Therefore, the engagement in the subbed and dubbed version will be different based on the 

fanaticism factor. 

The possibility that visual attention in Japanese animation might be correlated to the engagement level could be explained by many studies 

in the neuroscience field. Results from behavioral and neuroimaging approaches show that while emotional processing is given priority, it relies 
on cognitive resources in many ways (Pessoa et al., 2010). Furthermore, other studies show that attention is needed for the processing of 

emotional stimuli (Fox et al., 2002; Pessoa et al., 2002). Given these findings, it could be assumed that visual attention somehow correlated to 

the engagement level in the Japanese animation. 

Compiling all of the literature reviews found by the researcher, the study constructs 4 hypotheses: 

• H1: There is a significant difference in the viewer’s visual attention between subbed and dubbed trailer. 

• H2: There is a significant difference in the viewer’s engagement between subbed and dubbed trailer. 

• H3: There is a significant difference in the viewer’s engagement of subbed and dubbed trailer between fans and non-fans of Japanese 

animation and culture. 

• H4a: There is a significant correlation between visual attention and engagement in a subbed animation trailer.   

• H4b: There is a significant correlation between visual attention and engagement in a dubbed animation trailer.   

 

METHODS 

The study employed the neuromarketing method to assess the visual attention and engagement level. Specifically, the researcher used an 
eye-tracking tool to assess the visual attention of the participants and EEG (electroencephalograph) to measure the engagement level . As for 

visual attention, the eye-tracking method was employed to measure it while watching the trailer. The video area was divided into 3 areas: 

subtitle area, the main area of interest, and background area. The researcher then assessed and compared the number of the fixation point and 

fixation duration of viewers between these 3 areas from subbed and dubbed trailer. Meanwhile, for EEG, the brainwaves of participants were 
measured using Emotiv INSIGHT to assess the engagement while watching the subbed and dubbed version of the trailer. The experiment was 

conducted to 60 subjects, 30 of them are fans of Japanese animation and culture, and 30 of them are not. The subjects were limited from 17 – 

25 years old. 

The data then were analyzed using Two-way ANOVA, Two-way MANOVA, and Multiple Linear Regression. The Two-way ANOVA 
was employed to see engagement level difference between subbed and dubbed trailer towards the fanatic factors. The Two-way MANOVA was 

employed considering its ability to compare 2 dependent variables (number of the fixation point and fixation duration) by taking into 

consideration 3 independent variables (subtitle area, the main area of interest, and background area). Multiple Linear Regression was conducted 

to examine the correlation between visual attention (number of the fixation point and fixation duration) to engagement level. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
 

H1: There is a significant difference in the viewer’s visual attention between subbed and dubbed trailer 

Hypothesis 1 is accepted because F (4, 706) = 8.436, p < 0.0005; Wilks' Λ = 0.911, n2p = 0.046. This indicates that there is a statistically 

significant difference in the viewer’s visual attention between the subbed and dubbed trailer. Furthermore, the post-hoc shows that visual 

attention was different in every area of interest with the INT was the most viewed area, then BG, and the last was SUB. 
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Furthermore, the main area of interest (INT) section is the most viewed compared to the background (BG) and subtitle (SUB) area. This 

finding aligns with Borell's (2000) study about the effects of subtitling on understanding audiovisual material that stated reading ability is a 

highly automated process of humans. He added that reading requires very little of the capacity available of consciousness so. This result is also 

in line with existing eye-tracking and subtitle reading literature, which shows that substitutes can be read without any effort or almost 
automatically irrespective of the language used (Kruger et al., 2014). Thus, both of the works of literature can explain why most of the visual 

attention are attended toward the main area of interest (INT). 

But to be noted, there will be different results for children as the children have not enough information processing capacities (Bruycker & 

d’Ydewalle, 2003). Therefore, there is a probability that children will attend their attention longer in the subtitle area to comprehend the context 
of the trailer or they will only look to the main area of interest as they could not keep up with the speed of the subtitle transition. As a result, the 

children will not understand the context of the trailer. However, further research should be conducted to confirm this assumption. 

There is also a probability that the difference of the result will be found when the subtitle requires a high level of information processing 

capacity. According to Kruger et al. (2014) about his study on visual attention and cognitive load on L1 and L2 in subtitled online courses 
found that there is a different visual attention distribution in the subtitle and the lecturer area between the participants. Thus, it can be assumed 

that the more complex the context is, requires longer visual attention to the subtitle area. Nevertheless, follow up study must be conducted to 

confirm this assumption. 

 

H2: There is a significant difference in the viewer’s engagement between subbed and dubbed trailer. 

Hypothesis 2 is rejected as the F (1, 116) = 0.359, p = 0.55 > 0.05. This indicates that there is no statistically significant difference in the 

viewer’s engagement between subbed and dubbed trailer.  

This finding contradicts with Caldwell-Harris (2019) study that said advertising in a native language is generally helpful and is the best 

option when no other information is known about the consumers being targeted. In this research results, both subbed and dubbed trailers have 
quite a similar amount of engagement level response. This is aligned with Leroy and Kauchak (2019) research results that audio and text 

context have similar comprehension. Also, the text context’s emotional performance response was slightly lower with audio when given a piece 

of information. 

 
H3: There is a significant difference in the viewer’s engagement of subbed and dubbed trailer between fans and non-fans of Japanese 

animation and culture. 

Hypothesis 3 is rejected because F (1, 116) = 0.058, p = 0.811 > 0.05, n2p = 0.009. This indicates that there is not any statistically 

significant difference in viewer’s engagement between subbed trailer on viewers who are fans of Japanese animation and culture and those who 

are not. 

The finding contradicts from (2015) statement that said becoming a fan often means developing a sense of belonging to a larger fan and 

ended shaping the sense of identity of the person. Also, it is contrary to Debs (2019) research findings that said English-speakers who want to 

explore Japanese culture should give priority to authenticity above all else. Considering this logic, English dubs will always be inferior because 
they are less authentic compared to the Japanese original voice. However, this argument can be explained by an article written by Romano 

(2020) and Wilber (2018) many things to be considered that can affect the engagement level of subbed and dubbed. How the animation was 

first introduced, personal preferences, and many more. Besides, although the fanatic factors play a role, it could collide with the age of 

language acquisition theory in the literature review before (HARRIS & Berko Gleason, 2006). Hence, the researcher assumes that other than 

fanatic factors, there are more than just that. Further research must be conducted to confirm this assumption. 

 

H4a: There is a significant correlation between visual attention and engagement in a subbed animation trailer.   

H4b: There is a significant correlation between visual attention and engagement in a dubbed animation trailer.   

Hypothesis 4a is rejected as both Visual attention indicators (Fixation duration and  Fixation Number) in subbed trailer did not add 

statistically significantly to the prediction, p Fix Dur = 0.205 > 0.05 and p Fix Num = 0.121 >  0.05. Moreover, it shows a weak relationship as 

the R = 0.235, R2 = 0.055. On the other hand, Hypothesis 4b is accepted as both visual attention indicators (Fixation duration and  Fixation 

Number) in dubbed trailer partially add statistically significantly to the prediction, p Fix Dur = 0.028 < 0.05 and p Fix Num = 0.035 < 0.05. 
Even though the R = 0.286, R2 = 0.082 shows a moderate relationship between visual attention and engagement, it still indicates that is a 

statistically significant correlation between visual attention and engagement level in a dubbed trailer. 

The correlation in the dubbed version can be explained by several findings that found a correlation between attention and emotional 

stimuli. Research done by Pessoa (2002) and Fox (2002) found that attention is required for the processing of emotional stimuli. The different 
perspectives whether emotional perception is an automatic process or the dependence on attention is accounted for by the concept of the 

attentional load is explained by Pessoa. Taken together, the behavioral and neuroimaging findings show that while emotional processing is 

prioritized, in the end, it relies on processing resources in many ways (Pessoa et al., 2010). However, the result in the subbed version shows a 

contradiction in the previous findings. This result can be explained by 2 explanations: works of literature in neuroscience area and researcher 

assumptions based on the visual attention result. 

Several studies in the neuroscience field told that the attention is not required for emotional perception. Research about perceptual load for 

selective attention suggests that emotional perception is an automatic process. It relies on attention can be reconciled by using the attention load 

principle (Lavie, 1995). Also, findings by Adam K. Anderson (2003) found that responses came by fearful faces were equal to whether 

attention was directed to the face or not. Thus, these works of literature show that attention is not correlated with emotion. 

In addition, based on the visual attention result of the participants, the mean of fixation duration and fixation number in the interest area 

dropped quite large when comparing the dubbed and subbed version. The fixation duration and fixation number in the dubbed version is 
11.7815 sec and 39.0577. While in the subbed version both measurements dropped to 7.3493 sec and 33.4147. As explained before, the visual 
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attention in the subbed version was distributed to the subtitle area. Thus, it can be assumed that the existence of subtitles  in the trailer could 

make the visual attention not correlated anymore to the engagement as the visual attention is distributed to the subtitle area. However, further 

research should be conducted to check whether this explanation is acceptable or not. 

 
What is the recommendation to be implemented in Japanese animation trailer to become more effective?  

Based on the findings and analysis from the study above, there are some recommendations that can be implemented in Japanese animation 

trailer to become more effective: 

1. It is proven that there is significant different visual attention between subbed and dubbed trailer. If one looks deeper into the data, it 
can be seen that viewers tend to shift some of their visual attention from the main area of interest to the subtitle area in the subbed 

trailer. There is a possibility that viewers miss some of the important points in the main area of interest. Hence, the researcher 

suggests if the trailer adds many details that must be highly paid attention, considering dubbing as the method for the global trailer is 

a wise choice. 

2. Even though there is a significant difference in visual attention between subbed and dubbed trailer, the main area of interest is still the 

most viewed area in both subbed and dubbed trailer. It can be assumed that even though the subtitle exists, viewers still tend to look 

more on the main area of interest. Considering the licensor perspective about dubbing high-cost compared to subtitling, the latter 

method would be a wise choice if the licensor doesn’t want to allocate a lot of money for the translating method and the animation 

dialogue is not too complicated and complex to be read. 

3. The engagement difference between the subbed and dubbed trailer was not found in this research. Moreover, the fanatic factor had 

been proven doesn’t make a significant difference between these methods of translating. There is a lot of factors to be considered 

such as how the animation was introduced, personal preferences, the quality of subtitling and dubbing, and many more. In the 
previous section, it has been discussed that people tend to stick with how the animation was introduced. The researcher suggests for 

the serial animation, if a particular animation was introduced to the targeted viewers since they were a little, and plan to release a new 

season, then use the method for the trailer like how the animation was introduced to the targeted viewers before. 

4. The study found a correlation between visual attention and engagement in the dubbed version but not found in the subbed version. 
Thus, the researcher suggests increasing the level of visual attention in the main area of interest (the area where viewers supposed to 

look at) by any means. It can be done by eliminating distractions in the screen area. For instance, the subtitle. Although, there are 

several considerations that must be accounted for as explained in the previous recommendation.  

5. Looking from many factors mentioned before, the dubbing and subtitling method can be a sensible choice from the perspective of 
viewers' engagement. A wrong selection of translating methods could cause people not interested in the animation. This research lays 

out that factors affecting the engagement for subbed and dubbed trailer are not limited to fanatic factor only. There are many things 

that should be considered. Thus, the researcher suggests for the animations that have a very little amount of information regarding the 

targeted viewers, subtitling is the wise choice to be used in the trailer. Not only does it cost less, failing to meet the dubbing 

expectation from the viewers could lead to low engagement of the animation. 

 

CONCLUSION 

The objective of this research is to understand different of visual attention and engagement between subbed and dubbed version of 

Japanese animation trailer, engagement difference between subbed and dubbed version of Japanese animation trailer on viewers who are fans 

of Japanese animation and culture to those who are not, and recommendation to be implemented in Japanese animation trailer to become more 

effective. The researcher has analyzed the required data that was collected through eye-tracking and EEG tool. The visual attention data is 
examined by Two-way MANOVA, the EEG data is analyzed through Two-way ANOVA, while the correlation is investigated by Multiple 

Linear Regression 

From the study, the researcher is able to answer the research questions: 

1. There is a significant visual attention difference between the subbed and dubbed versions of the Japanese animation trailer. Even 

though, the main area of interest is still the most viewed area in subbed and dubbed trailer.  

2. There is not any significant engagement level difference between the subbed and dubbed versions of the Japanese animation trailer. 

3. There is not any significant engagement level difference towards subbed and dubbed versions of Japanese animation trailer between 

viewers who are fans of Japanese animation and culture to those who are not. 

4. There is not any significant correlation between visual attention and engagement in subbed and dubbed versions of the trailer. 

5. After doing the study regarding visual attention and engagement, the researcher suggests that both of the methods can be a choice 

considering the animation needs from the licensor perspective and the viewer’s needs. 

Recommendation for Anime Industry 

This study is beneficial for the practitioners, especially for the Japanese animation licensor. The research gives a comprehensive 

understanding of the different engagement and visual attention on subbed and dubbed trailer. Moreover, it shows a clear image of how fanatic 

factor affect the engagement level of subbed and dubbed trailer and its relation to visual attention. 

Considering the advantage and disadvantages of subtitling or dubbing a trailer from the licensor perspective, with this research, 
practitioners could also consider the superiority and inferiority using subtitles or voice over from the consumer’s point of view. The dubbing 

method indeed takes a lot of time, energy, and money to be invested compared to subtitling. On the other hand, by the study, the subtitle is 

proven to make a significant difference in visual attention although the main area of interest is still the most viewed area. In addition, it’s not 
proven that the dubbing method makes a trade-off to the engagement level. Thus, the researcher suggested for the animation licensor to use 



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 52  

both methods based on the animation itself. It’s recommended to use the subtitling method if the animation dialogue is not too complex, 

doesn’t require people to pay attention to every detail of the animation, and intended for the children as the target market. The dubbing method 

is recommended if the dialogue of the animation is quite complex and demand the viewers to pay close to every detail of the picture, for 

instance, easter eggs, hidden sponsor, the scenery, and many more. However, in the end, the decision of using either method is back to the 
Japanese animation licensor itself. Accompany the findings found by the researcher, the licensors should understand their target market needs 

and budget allocation for the trailer and animation. 

Recommendation for Further Research 

In this research, there are two measurements used in this study: engagement level and visual attention. The researcher has found that the 

hypothesis of the engagement level is rejected. It is important as from the findings, the researcher assumed that beside fans and not fans of 

Japanese animation and culture factor, there is a lot of factors that affect the engagement level on subbed and dubbed Japanese animation 

trailer. Thus, the researcher suggests further research to find the factors that affect the engagement level of viewers regarding subbed and 

dubbed Japanese animation trailer.  

Perhaps in the future, this neuroscience approach that based on a consumer’s biological response, which cannot be manipulated , will 

become the future of marketing research. It can give information to improve the way Japanese animation licensor companies create their trailer, 

to be more interesting, attractive, and valuable for their viewers also effective and efficient for the company. 

In the end, this research topic offers a big opportunity for exploration, especially in terms of research location. As the research was only 
conducted in Indonesia, specifically in Bandung, there is a possibility that different location of conduction could give different results as the 

subbed and dubbed preferences is quite different in many countries. 
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Abstract  

Because of emerging technologies, the rising trend of smart technology usage has driven the industries to adapt for a sustainable business. As a 

foodservice industry, Warunk Upnormal is the first local coffee shop in Indonesia to adopt a technology system. The application enables 

customers to order and have their payment done with the 'Pay at Table' feature. However, the right technological development has become 
essential to achieve the customer's intention to use. As the development of the application is expected to offer positive and prevent adverse 

outcomes, this research explores the technology acceptance by integrating customer's expectancy with an extension of perceived risk in TAM. 

The regulatory focus is added to evaluate the moderating impact of promotion and prevention focus in order to increase the model's ability to 

predict the key drivers. By adopting a different goal orientation, individuals are expected to respond differently to technology usage. The 
primary data is gathered through an online questionnaire. SEM-PLS analysis is applied to test the proposed hypothesis. The result is expected 

to provide an understanding of valuable determinants for businesses to identify which outcomes should be highly considered to influence 

customer's behavioral intention and which effective marketing methods best match with specific self-regulation. 

 
Keywords: Behavioral Intention, Customer Expectancy, Mobile Application, Regulatory Focus, Technology Acceptance  

 

BACKGROUND 

This digital era, which termed as the fourth industrial revolution, could be seen as the convergence of several emerging concepts and new 

technologies. Its capability to enable efficiency in the business process has made a significant arise in technology adoption in several industries. 

The rising trend of technology usage has resulted in consumers experience efficient services provided by organizations and therefore develop 

an expectation for more responsive and equally efficient services (Foroudi, Gupta, Sivarajah, & Broderick, 2018). 

Responding towards the digitalization, Warunk Upnormal has officially been the first local coffee shop in Indonesia to adopt a 

technological system (Anggita, 2019) by launching the mobile application with 'Pay at Table' feature. The app enables the customer to order 

and have their payment done without having to leave their table. The employees would then deliver the orders to the customer. As the 

application is expected to offer positive and prevent negative outcomes, it is essential to have the right technological development as it linked 
with customer psychology by the way it drives the intention of buying or using products or services (Solomon, 2004). Consequently, businesses 

need to identify the critical determinants for customer's technology usage. 

To provide a conceptualization of an individual's adoption of new technology, the Technology Acceptance Model (TAM) is employed. 

The development of TAM emphasized on perception as the main determinant of new technology adoption. Perceived risk is also added as the 
extension of the model. Nevertheless, supporting studies (Sánchez-Prieto, J. C. Olmos-Migueláñez, S. García-Peñalvo, 2016) stated that this 

model has limitation by providing inadequate information into individual's perspectives of the new system adoption. Consequently, this study 

adopted performance expectancy from the Unified Theory of Acceptance and Use of Technology (UTAUT) model, which is expected to 

provide a more comprehensive explanation of an individual's perspectives. 

Furthermore, Regulatory Focus Theory (RFT) is applied in the model as the moderating variable that might strengthen or weaken the 

influence towards consumer's behavioral intention. RFT is defined as the relationship between motivation and behavior, distinguishing two 

motivational systems that manage individuals' approaches to attain their desire (Rucker & Galinsky, 2016). In the context of Warunk 

Upnormal, the regulatory focus is recognized as an individual's psychological state to use the mobile application—termed as promotion and 

prevention focus. Accordingly, this research aimed to identify the problems as follows: 

1. What is the customer’s expectancy of promoted (and prevented) positive (and negative) outcomes of warunk upnormal application? 

2. How does customer’s expectancy, perceived risk, and moderating regulatory focus influence the technology acceptance of warunk 

upnormal application? 

3. What is the recommendation for promoting warunk upnormal application to gain customer’s behavioral intention? 
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In the context of the foodservice industry, there is no previous research that emphasized the relationship of customers. In the context of the 

foodservice industry, there is no previous research that emphasized the relationship of customer's expectancy and self-regulation towards 

technology acceptance. For the Upnormal background, since the application has recently launched on the prior year of this research started and 

the development has not covered all Upnormal's branches, none of the earlier studies have investigated related topics. The current research has 
commonly focused on examining the customer experience and customer satisfaction from the service offered. Some of them study the 

Influence of Service Quality towards Customer Satisfaction Warunk Upnormal Bandung (Aryani & Martini, 2018) and Harga dan Physical 

Evidence Terhadap Kepuasan Pelanggan Warunk Upnormal (Sari & Medyani, 2018). 

 

LITERATURE REVIEW 

While technology has become more vital than ever (Hloušková & Šilhánková, 2014), everyone currently possesses a mobile device; 

smartphones and tablets. The growing usage of smartphones is followed by the innovative development of a mobile application. Companies 

have started to utilize mobile applications to leverage brand awareness and enhance the brand experience, expecting a higher sale as a result 

(Zhou, 2011). 

As one of the companies that adopt new technology, Warunk Upnormal develop a Mobile Food Ordering Application (MFOA) to view 

menus, place orders, and make payments with less physical interaction with the restaurant employees (Wang, Tseng, Wang, Shih, & Chan, 

2019). The establishment of an upnormal application promotes positive benefits and prevents disadvantages throughout the business operation 

that integrated with customer's ordering activities. The access to the restaurant menu and order using virtual payment could be done with the aid 

of Quick Response (QR) code. 

Although MFOAs have been attracting to give potential market impact (Alalwan, 2020), there is a critical task to identify the drivers of 

mobile application acceptance. The framework of technology acceptance (Davis, Bagozzi, & Warshaw, 1989) is applied in this research to 

clarify and predict the determinants of user acceptance for new technology (Goh,2011). Studies have indicated that TAM is a suitable 
psychometric tool (Kim & Woo, 2016to explore technology acceptance based on the cognitive beliefs towards attitude, which then influence 

customer's behavioral intention. However, the proposed model only adapted attitude and behavioral usage intention as TAM is not capable of 

emphasizing perceived usefulness as the key driver in the context of upnormal application. As the application offered positive outcomes and 

prevented negative outcomes (occurred in the manual ordering), it is expected that the development of an upnormal application would drive a 

different level of expectancy among customers. 

In the UTAUT model, performance expectancy is identified to which the prospective user believes using the technology will increase their 

job performance (Venkatesh, Morris, Davis, & Davis, 2003). Related studies about technology usage by Sair & Danish (2018) and Khayati & 

Zouaoui (2013) stated that underlying definition had supported the identification of performance expectancy to be consistent with perceived 
usefulness in TAM. Consequently, this research adopted performance expectancy from the UTAUT model. In the context of Warunk 

Upnormal, performance expectancy signifies customer beliefs about the use of the application would enhance their ordering performance 

through the positive-promotion and negative-prevention outcomes. Consistent with perceived usefulness in TAM that has positively influenced 

customer’s attitude (Davis, 1989), this research proposed the identical relationship between performance expectancy and attitude. Furthermore, 
performance expectancy is identified to be the direct determinants of behavioral intention on UTAUT (V. Venkatesh et al., 2003; Khalilzadeh 

et al., 2017) whereas perceived usefulness on TAM also categorized for the critical predictor of customer’s intention to use technology (Davis, 

1989). 

To increase the mode’s ability for predicting the mobile application acceptance, the regulatory focus is applied in the model as the 
moderating variable. It is supported that regulatory focus is known to be one of the most relevant theory which commonly (Jin, 2011). An 

Individual’s self-regulation is developed through the “pleasure approaching” and “pain avoiding” concept in psychology (E. Tory Higgins, 

1998) which termed as promotion focus and prevention focus, consecutively. As promotion focus is more sensitive towards the attainment of 

positive outcomes, this self-regulation would lead individuals to gain maximization. This focus orientation is indicated to be the key predictor 
of attitude (Cesario, Grant, & Higgins, 2004; Cunningham, Raye, & Johnson, 2005; Lee & Aaker, 2004). Therefore, it is predicted that 

consumers with positive expectancy and regulated with promotion focus would establish a higher correlation towards a positive attitude—as 

the moderating role of promotion focus strengthens the relationship. The underlying statement is supported as individuals with promotion-

oriented are more receptive to a positively framed message rather than the prevention-oriented. 

On the contrary, prevention focus is inclined with obligation concerns, security needs, and avoidance as the goal strategy (Lee & Aaker, 

2004). This orientation is more sensitive towards the presence and absence of negative outcomes (E. Tory Higgins, 1998). As individuals with 

prevention focus tend to avoid the possibility of negative occurrence, actions that contribute to minimizing losses would be undertaken (E. T. 

Higgins, 1997). Compared to the promotion-oriented approach, the different approaches to pursuing a goal resulting in the prediction of 
individuals with the expectancy of negative outcome-omission would have a more positive attitude towards new technology if they are 

regulated with a prevention focus. The relationship is proposed as prevention focus would strengthen the influence of negative outcome-

omission expectancy towards attitude where prevention-oriented is more susceptible to a negatively framed message. As mentioned by Wang 

and Lee (2006), one’s attitude would be more positive when the information they reviewed fits their regulatory focus. This relationship is also 
proven by Lee and Aaker (2004) that regulatory focus leads to a favorable attitude. The underlying characteristics of prevention focus have led 

to an increased perceived risk (Herzeinstein, M., Posavac, S.S. and Brakus, 2007) as it upholds a considerable ambiguity level. As perceived 

risk is defined to be the subjective potential loss perception among consumers (Forsythe, Liu, Shannon, & Gardner, 2006) n achieving their 
goals, the perceived risk could not be eliminated (Tan, 1999). Accordingly, it is important to acknowledge how the consumers will respond to 

their perceived degree of overall technology performance by estimating their perceived risk level. Therefore, the proposed hypothesis in this 

research are as follows: 

H1. Attitude positively affects consumer intention to use warunk upnormal application. 

H2. The expectancy of positive outcomes positively affects consumer’s attitudes towards warunk upnormal application. 

H3. The expectancy of negative outcome-omission positively affects consumer’s attitudes towards warunk upnormal application. 
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H4. The expectancy of positive outcomes positively affects consumer’s intention to use warunk upnormal application. 

H5. The expectancy of negative outcome-omission positively affects consumer’s intention to use warunk upnormal application. H6. 

Perceived risk negatively affects consumer’s attitudes on using warunk upnormal application. 

M1. The relationship between positive outcome-expectancy and attitude is higher when moderated by promotion focus. 

M2. The relationship between expectancy of negative outcome-omission and attitude is higher when moderated by prevention focus. 

M3. The negative effect of perceived risk towards attitude would be higher when moderated by prevention focus. 

 

Figure 1. Theoretical Framework 

 

METHODS 

This study identified the correlation between variables that have not been clearly defined to determine the nature of the problem, which 
then categorized as exploratory research (Saunders, Lewis, & Thornhill, 2012). A quantitative approach is used to gather data through online 

questionnaires. The questionnaire is designed for the population of Warunk Upnormal’s visitors in Bandung, as Warunk Upnormal in Bandung 

is selected to launch the application on the earlier development phase. 

As there is no absolute parameter given for an appropriate sample size of SEM (Muthén & Muthén, 2002), a ratio where for least five 
cases of each variable in the model are adequate when latent variables have multiple indicators (Bentler & Chou, 1987). Accordingly, this 

research determined a sample size of 175 warunk upnormal application users. Supported by Hair, LE., Anderson, R.E., Tatham, R.L., Black 

(2014), a minimum sample size of 150 is considered for models with seven or fewer constructs. For the questionnaire design, a preliminary 

interview is conducted to identify the positive (and negative-omission) outcome expectancy driving the customer to use warunk upnormal 

application. 

For the data analysis, this research uses PLS-SEM to overcome the perceived limitation of the regression method. It has the ability to 

predict multiple dependent variables from a set of one or more independent variables (Garson, 2016). PLS-SEM is identified as the most 

suitable method when the research objective is theory development and prediction (Hair, Ringle, & Sarstedt, 2011). This analysis capability 

would contribute to generating more reliable predictions. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The obtained result through PLS-SEM analysis is expected to provide which key determinants that have a more substantial influence on 

upnormal application acceptance. It is expected that customer’s expectancy posits a positive relationship towards attitude and behavioral 

intention, which strengthened by the role of regulatory focus (when an individual is exposed to the corresponding framing message with self-
regulation) along with the influence of perceived risk towards the technology acceptance. The capability of PLS-SEM to optimize the explained 

variance of dependent latent constructs would contribute to this research on identifying the predictions. The percentage of the explained 

variance would indicate the strength within associated variables. 

By incorporating the model with regulatory focus moderation, it is expected to provide valuable findings for businesses to improve its 
services (in regard to meet the performance expectancy which mostly upholds by the customers) and marketers to acknowledge the marketing 

approach that best match (with the role of self-regulation) in the context of technology utilization in a food service industry. This research 

findings would aid the food service industry to be sustainable in this competitive digital era. 

 

CONCLUSION 

As technology has been embedded in human’s daily life, industries are competing to develop innovative products and services with 

technology utilization. The right technology development has been recognized to be notable in providing the desired outcomes to both 

customers and companies. Most of the current research has mainly focused on using the UTAUT model to address the key determinants of 

customer’s behavioral intention for using technology in a food service context. However, this research emphasized on the delivered outcomes 
by the upnormal application: the positive outcomes and negative outcomes omission (which previously occurred in the manual ordering). With 

the different types of outcomes, it is expected that the underlying condition would drive a different performance expectancy among customers. 

Consequently, this research would address the relationship of customer’s expectancy towards upnormal application acceptance with the 
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moderating role of self- regulation. The findings would be essential for businesses and marketers to improve the current services and marketing 

method with technology utilization to be sustainable in this competitive digital era. This research would provide particular key determinants 

that have a strong influence on technology acceptance. Accordingly, businesses and marketers could discover which factors should be taken 

into greater consideration for developing the technology to achieve a desirable customer’s behavioral intention—which measures the 

technology acceptance. 
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Abstract  

TRAC Astra is a rental car provider company under Astra International that is currently developing its digital platform named TRAC To Go. 

This company has been targeting business travelers as its main segment because of its promising market share and relatively inelastic demand. 

However, after it is launched, the TRAC To Go platform has not received positive customer feedback. Hence, further development needs to be 
done. Both qualitative and quantitative research methodology is used in this research. To gain insights into customers' needs and expected 

values and identify alternatives for improvement of actions, this research use Value Proposition Canvas framework. The primary data gathered 

from interviewing and spread questionnaires to business travelers. To meet with business traveler's needs, TRAC To Go should improve its 

booking process of the platform, developing leisure packages, and improve its social media content. 

 
Keywords: Business Traveler, Digital, Platform, TRAC Astra, Value Proposition Canvas 

 

BACKGROUND 

Business travel is considered the backbone of the tourism industry because business people are often required to travel as part of their day-

to-day activities. Worldwide, direct spending on business travel, including expenditures on meetings, events, and incentive programs, reached 

$1.12 trillion in 2013 and should grow by over 7% a year through 2020 (Statista, 2020). 

Because travel is a part of their jobs, the amount of money they spend on tourism services tends to be relatively constant and are not as 
price-sensitive as vacation and leisure travelers. Therefore, the demand for business travel services is fairly inelastic (Cook, Hsu, & Taylor, 

2018). 

These characteristics drawn TRAC Astra, as an integrated rental car solution company, to target business travelers as their main segment. 

In May 2019, TRAC Astra launched its own digital platform named TRAC To Go. This platform dedicated to the retail customer that includes 

service of self-drive, rent with driver, airport transfer, and bus booking. 

However, Since it was launched, TRAC To Go has not reached the numbers targetted by the company. While it started well and increasing 

in the graphic until October, the latter months seem to have a drastic drop. The marketing team research shows that this drop caused by the low 

satisfaction rate from the customers. 

 

 

Figure 1.1 Costumer’s Compliance on Trac To Go 

Therefore, TRAC Astra needs to develop a new version of the platform and conduct research to gain insights into what business travelers 

need. 

To achieve this research objective, the authors use the Value Proposition Canvas framework. The Value Proposition Canvas is a tool that 

can help ensure that the new version of TRAC To Go is positioned around what the customer values and needs. 
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Both Qualitative and Quantitative methodology is conducted to gain insights that are needed to formulate suggestions. The research data 

collection was gathered by interview, questionnaire survey, and observation. The result of this research suggests that to overcome the problem 

at hand, the authors propose TRAC To Go to build a better version, periodically evaluate customer satisfaction scores, develop tour packages, 

and improve their social media content. 

 

LITERATURE REVIEW 

2.1 Business Traveler 

Roy A. Cook, Cathy H. C. Hsu, and Lorraine L. Taylor in their book, Tourism, The Business of Hospitality and Travel (2018) stated that 

characteristic that posessed by business traveler segment are: 

- Not as price sensitive as vacation and leisure travelers. 

- Because business people typically travel in short-notice, they usually will reserve their transportation and accomodation in relatively 

close to their travel date. 

- The company controls their expenses 

However, other research suggests that understanding deeper on business traveler is needed since there is more than one type of business 

traveler. Nielsen (2016) stated that Business travelers view travel differently, have different expectations and priorities when they travel, and 

hold different attitudes about business travel.  

2.2 Value Proposition Canvas 

Once the target segment has decided, understanding customer experience and pain points will be more precise. By understanding pain 

points, creating products that could fill customer needs will be easier (Cooper, Reimann, Cronin, & Noessel, 2014). Value proposition canvas 
would be used to define the pain and gain of customers. Value proposition describes the benefits that can be expected from the product or 

service (Osterwalder, Pigneur, Bernanda, & Smith, 2014). 

 

2.3 Elements of Value Proposition Canvas 

Osterwalder, Pigneur, Bernanda, & Smith (2014) described Value Proposition Canvas in two sides, customer profile and value map. 

Customer profile describes a specific target market. It divided into three parts; customer jobs, pains, and gains. The value map describes 

the product/service features that could be pain relievers or gain creators for customer. Fit is achieved when a value map meets the customer 

profile. 

 

METHODS 

To gain insights that are needed to formulate suggestions, the autor used both qualitative and quantitative methodology. 

a) Quantitative Methodology 

Quantitative research is a descriptive research method and uses more analysis. Quantitative aims to find relationships that explain the 
cause – the facts in measurable social facts, show the relationship of variables and analyze. Quantitative research is carried out by collecting 

data and results of analysis to obtain that must be concluded. In this research, quantitative research was done to rank the business traveler's 

essential job, pain, and gain. 

b) Qualitative Methodology 

Qualitative research aims to understand and interpret existing social interactions as a focus in research. In contrast, quantitative research 

aims to test hypotheses, refer to causes and consequences, and make predictions from a study. In this research, the qualitative respondents are 

10 Male and Female that has been familiar with the digital car renting platform, using face-to-face interviews. In this research, qualitative 

research done see variables of business traveler's job, pain, and gain. 

 
ANALYSIS OF FINDINGS AND DISCUSSION 

3.1 Customer Profile 

Based on the interview, the authors find the components of jobs, pains, and gains of the business traveler and use quantitative surveys to 

rank them from the most to the least significant. 
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Figure 3.1 Business Traveler’s Jobs, Pains, and Gains 

 

In making business trips, there are three functional jobs that all these business travelers need to do: pre-trip process, traveling, and post-
traveling. If all those jobs were sorted by the most painful experience, booking the trip will be the most painful job, To arrive on time is the 

second most painful job, and staying connected with family is the least painful job. The most extreme pain that business travelers expect is any 

form of transportation delay, and the least extreme is the language barrier. For the last components, the business traveler's most essential gain is 

to have their manager's approval, and the gain that they think is nice to have is the fulfillment of their passion for traveling. 

3.2 Value Map 

To match the customers' profile map with the product offered, the researcher did observation and interview with the Business 

Development Head and The Product Manager of TRAC Astra to gain these insights: 

 

 
Figure 3.2 Value Map of TRAC To Go 

 

The graphic above illustrates the Value Map from the Trac Astra internal perspective. The purpose of the Value Proposition Canvas is to 

see how the value proposition matches the customer's job, pain, and gain. To find which features of the platform that are fit and which are not, 

the value proposition design should be designed. 

 

 

 

 

 

 

 

 

Most Painful Job 

 

• Booking Trip 

• Arrive on time 

• Meeting Clients 

• File expenses 

• Combine personal and 

business trip 

• Save Time 

• Achieve company 

target 

• Report to the office 

• Staying connected with 

the family 

 

Less Painful Job 

 

Extreme Pain 

 

• Flight/Train/Car delay 

• Beurocracy 

• Late to the appointment 

• Traffic Jam 

• Unfamiliarity of the 

 direction/map 

• Unexpected Costs 

• Language barrier 

 

Moderate Pain 

 

Essential Gain 

 

• Manager/Superior 

Appraisal 

• Job promotion 

• Work-life balance 

• Bonus 

• New business partner 

• Social Media Presence 

• Passion for traveling 

 

Gain that nice to have 
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3.3 Value Proposition Design 

 
Figure 3.3 Value Proposition Design of TRAC To Go 

Based on the previous proposition design, we can see that are few elements customer's expectations that do not answered by TRAC To Go 

value map. Vice versa, there are features of TRAC To Go that is not necessary for the business traveler. 

Starting with customer's jobs and TRAC To Go product, what is unfit is that business travelers expect to combine their business trip to 

their personal pleasure. TRAC To Go does not yet to offer any leisure package for their customer at the moment. 

On the comparison between customer's pain and TRAC To Go pain reliever, it is found in this research that TRAC To Go has not 

successfully minimize the bureaucracy of their booking process. One of the things that frustrates the customers in using the platform is that it 

takes a long and painful process from booking to make the payment. 

Lastly, on the comparison between business traveler's gain and gain creator, the customers expect their work-life balance and passion for 

traveling can be fulfilled by doing leisure time on their business trip. The feature to create this gain has not been available in TRAC To Go. The 

other expectation of the customer is to be able to post their trip to social media and to share their experiences with TRAC To GO. However, the 

current social media of TRAC To Go has been the main focus of the TRAC Astra team. The next thing that is found in this comparison is that 

the promo and discount that TRAC To Go offers are not relevant because none this mentioned in customer's expectations. 

 

CONCLUSION 

Value proposition canvas is a useful tool for enhancing the performance of the product and service. Based on the value proposition 

analysis of TRAC To Go and their business traveler segment, this research finds as a product, the idea of Trac To Go is match with their 

primary target segment jobs. However, in the operational reality of their platform, the booking process is not as smooth as expected because it 
requires impractical bureaucracy that their mobile application and website failed to solve. For TRAC Astra to get more insights about this 

impractical features, the authors suggest to use Customer Journey frameworks to see which exact features of this platform that could be 

optimized to simplify the bureaucracy. 

The product of TRAC To Go has not answered the customer's needs in terms of leisure activity, which answers their job as to combine 
business and leisure, their expected gain to have a work-life balance, and their passion for traveling. The authors suggest TRAC Astra to have 

further research on creating leisure package. This package can be designed by working with local tour guides and insights from tourism-related 

parties. 

TRAC To Go value offering that is promotion and discount does not match the concern of customers' job, pain, and gain. On the other 
hand, TRAC To Go suggested working on their social media presence to show how TRAC To Go could cater to what is expected by their 

customers. 
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Abstract  

Lately, the coffee industry has being a huge trend and opportunity in Indonesia. It is due to the rapid growth of the coffee community, as well 

as the increasing number of local coffee tenants in Indonesia. Bank Mandiri, as a leading bank in Indonesia, sees this opportunity then tries to 

increase the number of its consumers, as well as the usage of fiestapoin features in the coffee industry through several programs, offerings, and 

events. In its effort to seize this opportunity, Bank Mandiri tried a new marketing strategy called white labelling. Bank Mandiri applied this 
strategy through subliminal advertising in Instagram called Bicara Kopi. Through this research, the author has an objective to find out the 

effectiveness of Bank Mandiri's white-labeling strategy in the Bicara Kopi Instagram Account. This research will be conducted through a 

qualitative approach by interview and quantitative approach by the survey. The analysis has been analyzed using the open-coding and PLS-

SEM method. The results of the study demonstrated a brand community that was formed in the Bicara Kopi Instagram account has a significant 
influence on customers' behavioral intention to become Bank Mandiri customers and use fiestapoin feature. At the same time, the advertising 

credibility components of white-labeling were not significant. The results suggested that Bank Mandiri should focused on doing community 

marketing. This research can give insight for Bank Mandiri in maximizing its strategies to generate useful outputs which in line with the 

company goals. 

 
Keywords: Bank Mandiri, Bicara Kopi, Instagram, Subliminal Advertising, White Labeling 

 

BACKGROUNDS  

Advertising is a certain thing in our life. It involves very much in the rapidly changing of the world we live in. Once established, 

advertising is beneficial in a wide variety of roles, especially in business and marketing (Note, 2003). According to MLH Marketing (2015), 

there are mainly two types of advertising — directional advertising and creative advertising. Currently, in the situation where the business 

climate is rapidly changing, creative advertising has considered as the superior advertising due to its characteristic, which can drive the 

customer to be engaged, share, argue, recognize, recall, and buy something.  

There are many types of strategy in creative advertising; one of them is Subliminal Advertising. By definition, subliminal advertising is 

advertising that operates through an automatic process in which people are not aware that they are being manipulated and persuaded by the 

advertising (Verwijmeren et al., 2013). Adopted from Subliminal Advertising concept, came up a new method of subliminal advertising called 

white-labelling.  

According to Richo Pramono, the CEO of an ad agency called INFIA, white-labeling is a media created by the company for their specific 

target market, by hiding the brand elements of the company so that it is possible to prevent reduction from customers towards the company. 

Based on its function, white-labeling has been used by many companies in Indonesia, one of them is Bank Mandiri. Since 2017, Bank Mandiri 
has created a white-label-media called Bicara Kopi. Bicara Kopi is designed as a supporting channel to achieve Bank Mandiri's objectives, 

which are increasing the number of Bank Mandiri's customers and increasing the awareness of fiestapoin usage among the Bank Mandiri 

customers, especially in the coffee market.  

However, the effectiveness of the white-labeling strategy to develop behavioral intention for being a new customer and using fiestapoin 
can be assessed by measure its advertising credibility and customer attitude toward the brand, since many researchers evaluate the advertising 

and media effectiveness by using this indicator. According to the study conducted by MacKenzie et al. (1986) and Ling et al. (2010), 

advertising credibility, which determined by Message Credibility and Source (advertiser) credibility, considered as critical factor that affects 

the market attitude and behavior. Furthermore, Hatammimi & Marhaeni (2013) find out that the brand community is a factor that also can 

significantly influence customer brand attitude. 

Hence, this research will be conducted with the primary purpose to find out the influence of advertising credibility components and brand 

community towards Bank Mandiri's white-label media in creating their target market attitude and behavioral intention. Concerning its 

objectives, which are increasing the number of Bank Mandiri's customers and raising the awareness of fiestapoin usage among the Bank 
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Mandiri customers. Also, the results will give insights to develop recommendations about the suitable marketing strategy that Bank Mandiri 

could use in its white-label media. 

 

LITERATURE REVIEW 
2.1. Subliminal Advertising 

Subliminal advertising is a technique of advertising conducted to expose product pictures, brand names, or other marketing stimuli to the 

customers under their conscious awareness. This type of advertising uses subliminal stimuli and message for their persuasion that varies in 

many forms, such as visual (pictures, and shapes) or auditory (masked sound) and being presented at so low or so fast intensity. It makes people 

can't detect the persuasion, and then make them perceived it at a subconscious level, rather than at a conscious level (Wilfong, 2002).  

2.2. Advertising Credibility 

The information on it could influence a customer's perceived value and judgment about a product or brand in the advertisement. That is 

why the advertising credibility, either it is the message, or the advertiser is something that must be considered in the advertising. MacKenzie & 
Lutz (1989), in their research, defined advertising credibility as the degree to which the customers perceived the value made about the brand in 

advertising is reliable and believable. Advertising credibility can be determined by two factors, which are Message Credibility and Source 

(Advertiser) credibility. 

2.2.1. Message Credibility  

According to Li & Suh (2015), message credibility is the perceived credibility in terms of quality, accuracy, and reliability of the message. 

Message credibility explores how a message characteristic can influence the customers' perception of believability that can be assessed by the 

content of information on the media. Metzger et al. (2003) divided the dimension of message credibility into three elements, which are the 

message structure, message content, and message delivery, or presentation style. 

2.2.2. Source (Advertiser) Credibility  

Source credibility is defined as a judgment made by customers about the reliability of a communicator (Metzger et al., 2003). Hovland 

(1953), in his research, defined the source credibility in two elements, which are expertise and truth worthiness.  Expertise referred the degree 

to which an advertiser is felt like a capable person in making correct affirmation while trustworthiness refers to the extent to which customers 
can perceive the assertion delivered by the advertiser is the valid (Metzger et al., 2003) Source credibility can be seen from the endorser 

credibility or company's credibility (Lafferty et al., 2002) 

2.3. Brand Community 

Brand Community defined as a group of consumers who embraced a particular brand enthusiastically, and the member is engaged in 
several acts to accomplish a common objective and to express a shared commitment. (Hatammimi et al., 2013) The definition of Brand 

Community could be different depending on the platform it is set. However, according to Muniz & O'Guinn (2001) and Habibi et al. (2016), 

there is the same consensus on the three indicators of the brand community, which are shared consciousness, shared rituals and traditions, and a 

sense of loyalty among its members to the culture. 

2.4. Brand Attitude 

Brand attitude is a favorable or unfavorable personal evaluation, emotional feeling, and behavior tendency that an individual keeps on a 

product that has a brand. A customer's brand attitude constructed by two components: 1) The strength of positive or negative association; and 2) 

The conviction that the positive or negative association is accurate (The Balance Small Business, 2018). 

2.5. Behavioral Intention 

The concept of behavioral intention is derived from the theory of reasoned action (TRA) by Fishbein and Ajzen (1975). In its 

development, TRA characterizes human behavior as intention and rational. From then, the term of Behavioural Intention rise. Behavioral 

intention itself is defined as the degree to which a person has formulated conscious plans to perform such defined behavior or not (Narteh, B, 
2016). It also supported by Yi et al. (2006), who further viewed Behavioral Intention as the subjective likelihood of a person performing a 

specified behavior. 

2.6. Conceptual Framework 
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Figure 1 

H1a: Message credibility has a significant influence on customers' brand attitude (Esmaeilpour & Aram, 2016)                                        

H1b: Source (advertiser) credibility has significant influence on customers' brand attitude (Goldsmith, Lafferty, 2000) 

H2: Brand Community has a significant influence on customers' brand attitude (Hatammimi, Jurry & Marhaeni, Gusti, 2013) 

H3: Brand attitudes has significant positive influence toward behavioural Intention (Yeo et al., 2017) 

 

METHODS 

In collecting and examining the data, the author will make both qualitative and quantitative approaches. A qualitative approach is used to 

have a more in-depth insight into the problem, objective of the company, and also to support the findings from quantitative analysis. 
Quantitative analysis used to generate objective measurement and the numerical data collected through the survey method. The survey targeted 

to be distributed to 300 followers of Bicara Kopi Instagram. The author will use purposive sampling and will analyze it using the PLS-SEM.  

 
3.1. Measurement 

The questionnaire used for the survey consists of several specific questions regarding the topic of advertising credibility, brand attitude, 

and behavioral intention.  

Table 1 

 

 
 

Besides the operational variable questions, the author will also ask the demographic-behavioral information, including age, domicile, and 

respondents' behavior related to the Bicara Kopi Instagram account.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1. Qualitative Approach 

Interview 

 The interview was conducted with two specific informants, the creative team of PT. Infia Media Pratama who is in charge of creating 

the media, and the followers of Bicara Kopi Instagram account as the target market. 

a. Bicara Kopi (white-label-media) Main objectives and Target Market 

According to the result of the interview, derived a conclusion that Bicara Kopi is created for the Bank Mandiri’s main objectives: the 

increasing the number of customers, raising the awareness of fiestapoin among the Bank mandiri customer, and also as an event 

buzzer in the yearly event of Bank Mandiri (Jakarta Coffee Week). However, it has been found that Bank Mandiri create this media also with a 

competition objective. With those objectives, Bank Mandiri create this media and decide to choose Coffee Industry as their market.  

b. Bicara Kopi as Community 
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In the interview, INFIA representatives have stated that Bicara Kopi is a media that act as a coffee community. They made it work as the 

community to overcome the resistance of society toward the brand while creating the market, which ready to be funnelled into Bank Mandiri's 

traffic and lead to intention. Since Bicara Kopi acts as a community, the followers can also perceive the community point from Bicara Kopi. 

However, some of them said they did not get any valuable value from the media. 

c. Factor Influence People to Follow and Involved in Bicara Kopi 

From the interview, the author gets a conclusion that the factor influenced to follow and involved in Bicara Kopi is because of its content 

and the exciting visualization (design), supported by their interest toward coffee. This category will also be analyzed further in using 

quantitative approaches. 

 

4.2. Partial Least Square (PLS) – SEM 

 
Figure 2 

The bootstrapping procedure was conducted using 305 cases on 5000 sub-samples.  
 

Structural Path Significant 

The model consists of 5 constructs measured by four indicators. Data generated were analyzed using a bootstrapping procedure in Smart 

PLS to identify the significance of the variable. The measurement used in the analysis is t-values. The calculated t-values should be higher than 

1.96 (95% Confidence Interval) so that it will be considered as significant.  

 
Hypothesis Structural Path T-Values P-Values Result 

H1a Message Credibility->  Brand Attitude 0,082 0,934 Rejected 

H1b Source (Advertiser) Credibility-> Brand Attitude 1,700 0,090 Rejected 

H2 Brand Community -> Brand Attitude 13,085 0,000 Accepted 

H3 Brand Attitude->        Behavioral Intention 30,154 0,000 Accepted 

Result and Discussion 

a. Message credibility has no significant influence on customers' brand attitude 

According to Metzger (2003), message credibility can be identified from 3 elements, which are message structure, message content, and 

message delivery. The quantitative result shows that the message in Bicara Kopi is competent and credible. However, because non-brand 
information is most likely the information processed by the followers in its content, so the only attitude shaped from the follower is the attitude 

towards advertising not the brand (Najmi et al., 2012) 

 

b. Source credibility has no significant influence on customers' brand attitude 

Source credibility refers to the judgment made by customers about the credibility of a communicator (Metzger, 2003), which in this 

context is Bicara Kopi (the media) and other communicators used by Bicara Kopi. Similar to the message, the quantitative analysis shows that 

the communicator is also credible, supported by the interview result that shows the same result. However, the communicator in Bicara Kopi's 

only success to appeals the people in following the account, and not giving further action on the customer’s brand attitude towards Bank 
Mandiri. It is allegedly because the followers who acknowledged that Bicara Kopi and the influencers are lack of credibility towards the 

product and brand they tried to advertise which is financing product, causing the customers have impair images toward the brand and the 

advertiser 

 

c. Brand Community has a significant influence on customers' brand attitude 

According to the research conducted, it can be concluded that the brand community has a significant influence on brand attitude. This 

result is relevant to the study conducted by Hatamini (2013) and Alonso dos Santos (2016), which find out that the brand community has a 
positive influence on brand attitude. As Bank Mandiri create the media to act as a community, the author can say that the strategy is useful 
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because the community is indicated to give reasonable action and attitude from the target market, especially for the people who share the same 

interest, passion, and occupation. The interview result supports this analysis.  

 

d. Brand Attitude has a significant influence on customer's behavioral intention 

The hypothesis related to brand attitude and behavioral intention has accepted. From the data analysis, the brand attitude known has a 

significant influence on behavioral intention. The result corresponds to Yeo (2017), which said that behavioral intention is highly predictable 

by mentality as it has a significant positive effect. It is also supported by Lee (2017), which found that there is a positive relationship between 

brand attitude and behavioral intention.  

 

Recommendation 

The author suggests a recommendation for marketing strategy called community marketing, which can be done by several integrated steps. 

First, Bank Mandiri could create new engaging pillar content with the theme of financing in Bicara Kopi. In this content, Bank Mandiri can 
explain and discuss Mandiri’s financing program to support the coffee community in Indonesia. Bank Mandiri can also utilize User Generated 

Content strategy by involving the followers to give some review. On the other hand, Bank Mandiri can also inform the advantages and easiness 

of using and purchasing Bank Mandiri's products. Second, Bank Mandiri should create a particular community group in Facebook or 

WhatsApp group for the followers, so that the followers have a platform which they can use to share their thought and interest. On the other 
hand, Bank Mandiri can advertise its program or product through this group. Through this strategy, the author believes that Bank Mandiri can 

give active presence without being seen as forcing people to know and involve the Brand. 

 

CONCLUSION  

According to the survey and interview result, it has been found that advertising credibility (message credibility and source credibility) has 

no significant influence on the increasing number of Bank Mandiri's customers and the growing usage of Mandiri fiestapoin in the coffee 
market. Advertising credibility identified as one of the factors that make people want to follow the media but did not generate any further 

action, especially the intention to use the fiestapoin and signing up to be new customers. In contrary to the advertising credibility, the brand 

community found out to has a significant influence on the brand attitude and behavioral intention, which lead to the increasing usage of 

fiestapoin and the number of customers. However, Bicara Kopi is believed to has credible content and communicator.  

Then, after evaluated the influence of the advertising credibility and brand community, the author comes up with marketing strategy 

recommendations that could be used by Bank Mandiri for Bicara Kopi. Highlighting in Brand Community which found to has a significant 

influence to the brand attitude and behavioral intention, the author recommends community marketing strategy that followed by two steps of 
strategies — creating new engaging pillar content with financing theme in Bicara Kopi, and creating a community group with the base of 

Bicara Kopi Followers in WhatsApp group and Facebook. 
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Abstract  

Women who have small kids or toddlers are likely to have unstable emotions and also clueless about the right way to do parenting or the way 

she can be a good mother. However, there are various channels for them to ask fellow mothers about parenting and motherhood topics, one of it 

is online group discussions, and the interaction can create collaborative value for the discussion. On the other side, the interaction can have a 
negative impact and destroying the purpose of the discussion, or value co-destruction, which leads the members to act collaboratively negative. 

Even though research about value co-destruction has increased, none of the studies have measure the concept of value co-destruction, 

especially that happens in the online mother's discussion. Therefore, this study aimed to find items measurement and dimensions of value co-

destruction on the mothers’ discussion forum. The researcher has collected data from 331 mothers who join the parenting closed-group online 
discussion. The researcher adapted Churchill (1979) method of scale development and used factor analysis to analyze the items generated of 

value co-destruction for the mother's discussion forum. The results indicate there are two new dimensions of value co-destruction: the failed 

user's interaction and the failed external input. This study provides new light in value co-destruction scale development which can be used for 

future research of the concept. 

 
Keywords: Mother’s Group Discussion, Item Generation, Scale Development, Online Forum, Value Co-Destruction 

 

BACKGROUND 

Mothers often have a symptoms of mood swing, anxiety, fatigue, and loss of interest in the first week of birth (Białkowska & Idźkowska, 

2007) but also could lasted years and caused a significance consequence to the baby and the mother (Vliegen et al., 2014). During the time of 

mother is feeling negative emotion or even any mental issue symptoms, mothers can look for advice for themselves from many channels, 

including online forums in which they believe the opinion of experienced mothers can relate with their problem (O’Connor & Madge, 2010). 

Mothers feel supported in their female kinships network (Oakley, 1979; O’Connor & Madge, 2010). Internet discussion forums and social 

media are used by mothers to create and disseminate their views of motherhood (Pedersen, 2016). To gain acknowledgment and sympathy, 

mothers use this forum to encourage each other and portray their ideology of how an ideal mother should be (Pedersen, 2016). 

Mothers have started taking interest in joining discussion forums because they feel like their mom or health advisors are out  to date 
(O’Connor & Madge, 2010). In their opinion, the online forum is much more convenient since they can access the information whenever they 

need it, also, they do not need to feel scared of being judged as “stupid” for asking trivial questions they do not know (O’Connor & Madge, 

2010).  Mother is offered the opportunity to get advice, support, and information from their fellow female kinship network in the forum in 

which resulting in they empower and encourage each other (Pedersen, 2016; O’Connor & Madge, 2010). This interaction which includes 
collaboration between the actors creating the value intended can be called value co-creation. The terms of value co-creation itself can be 

defined as a moment of joint integration interaction between the provider of value and its consumer (Aarikka-Stenroos & Jaakkola, 2012). 

Despite the potential of value co-creation in the discussion of sharing motherhood experience in mothers’ forum between the members and 

the forum provider, the value backfires to the audience because of multiple actors' behavior and destroying the initial objective from the forum 
and leads to value co-destructing behavior.  Studies have found that not all interactions and relationships imply a positive outcome and value-

creating results, sometimes also in negative outcomes (Echeverri & Skålén, 2011; Plé & Cáceres, 2010). Instead of spreading encouragement 

among mothers, the discussion attacks the people who need advice. A good mother, supportive, and ever-loving of her child, but also employed 

outside of the house, ever loses her temper, needs support from others, and wants to develop other interests can be judged as selfish (Pedersen, 
2016). It is suggested that mothers tend to follow contemporary ideologies unconsciously, perceiving the expectation of motherhood is 

necessary (Hays, 1998).  

Studies have shown that there are factors that lead to online interaction to become negative to its actors rather than offline interaction and 

thus giving more impact compared to traditional offline interaction (i.e bullying) (Gillespie, 2006). When people go online, there is inhibition 

 
 
 Corresponding Author: aulia_fadlillah@sbm-itb.ac.id 



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 70  

that goes missing which causes unrestricted behavior such as reduced self-awareness and the feeling of the judgment of others; it can be called 

‘disinhibition’ (Joison, 1998). The feeling unrestricted of behaving could lead to dysfunctional or problematic interaction between the actors 

(Frau et al., 2018). That phenomenon could lead to value co-destruction which has a definition of “an interaction process between service 

systems that results in a decline in at least one of the system’s wellbeing (which given the nature of the service system can be individual or 
organizational)” (Plé & Cáceres, 2010, p.321). Thus, value co-destruct can be described as “a failed interaction process that has a negative 

outcome” (Järvi et al., 2018, p.66).  Reasons and precedents that can cause value co-destruction are incomplete information and insufficient 

communication (Vafeas et al., 2016) and disintegrate of resources the actors have (Plé & Cáceres, 2010; Robertson, Polonsky, & McQuilken, 

2014). 

The research about value co-creation and value co-destruction has increased in the past decades (Järvi et al., 2018). The increase because 

the growth of internet as online makes connectivity between people easier. However, none of the studies has investigates the factors in 

interaction that involve vulnerable actors which is mother with small kids in this case and how the resource sharing happened. No prior studies 

also develop the exact measurement items of the concept. Therefore, this study also aimed to explore the factors on value co-destruction in 
mothers’ discussion forum, develop the scale for value co-destruction, and test the scale for generalizability. This study focused on the closed-

forum discussion in which requires administrator to regulate and the members are selected. 

 

LITERATURE REVIEW 

An internet discussion offers the chances of people to explore things, including mothers and their parenthood topics in this case (Pedersen, 

2016). Parents who joined the ‘online’ community on a parenting website are offered the opportunity to get information, support, and advice 
(O’Connor & Madge, 2010). In the community, emotional support from their female kinship network is important for a new mother which is 

supported also by the fact that they feel like they can get advice or information from other experienced mothers in the forum (O’Connor & 

Madge, 2010). Also, mothers feel that the online forum is a safe space since they can utilize anonymity when interacts, reducing the fear being 

judged or viewed as “stupid for asking questions” in the forum (O’Connor & Madge, 2010). 

Mothers interaction in online world could cause problematic interaction which similar with value co-destruction (VCD) in semantic 

context. Value co-destruction (VCD) can be referred to as an interactive process that has a negative impact because of its failed integration of 

resources (Plé & Cáceres, 2010; Vafeas et al., 2016). Value co-destruction differs from value destruction in which value co-destruction focuses 

on a two-way relationship, a collaboration among the actors, instead of value destruction one-way approach of delivery of the provider’s 
product to the customer (Prior & Marcos-Cuevas, 2016). Therefore, the concept value co-destruction entails the process and the outcome (Järvi 

et al., 2018). Since VCD has not yet measured, the researcher compares several proxies of VCD such as the customer engagement studies of 

VCD (Zhang et al., 2018), the reasons of why VCD emerges(Järvi et al., 2018), and VCD theory conceptualization (Lintula et al., 2017) to find 

domains that could be related to VCD’s component for this particular research circumstances.  

Domains mentioned by Järvi et al. (2018) are more focused on the antecedent of why VCD might happen in providers and customer 

interaction. The first one is the absence of information which explains that misinformation could cause wrong perceptions of customer 

expectations. For example, wrong instruction will lead to a wrong collaboration that defects the providers’ value. The next reason proposed by 

Järvi et al. (2018) is an insufficient level of trust that will lead the interaction to become unfulfilling for both sides. It happens when the 
customer is unwilling to provide information, when both actors unable to trust each other, and when the customer acts selfishly. Mistakes that 

occur in the interaction process are due to the wrong assumption or when the incorrect product is purchased. Inability to serve is happening 

when there is inadequate customer relationship management when the customer does not receive what was promised, or even when a provider’s 

processes are slow. For inability to change itself is happening when the provider fails to respond contingencies and if the customer is unable to 
adopt new ways of behaving, Absence of clear expectations will lead to VCD when the absence of clear needs exists and when customers can 

have inaccurate expectations of the services they will get. Customer misbehavior would happen when a customer misuse a product, when 

customers incorrectly store product, or when customer acts disruptively. The final one, blaming, can happen through harmful complaining and 

groundless blaming for the provider. 

The research of Lintula et al. (2017) is the first VCD research that proposed the theory conceptualization which consists of orientation, 

resources, and perception. The orientation which includes goals and intention. It talks about dynamic behaviors that people could intentionally 

or unintentionally misuse of resources during the interaction. The second one is resources that include lack of resources, misuse and non-

integration of resources, loss of resources, and attempt to restore the resource. Since VCC is a resource integration process, insufficient 
resources such as information, time, or skills could lead to failing the integration process or leads to VCD. It also happens if the input that is 

given by the actors is misused or disintegrated, the result could be wrong and nothing like both of the provider and the customer expected. Loss 

of resources is affecting VCD since the different conditions before they lost their resources will affect the way they do the integration. After the 

integration is failed, the actors might attempt to restore the resources. However, this move will lead to destructive behavior if the attempt is not 

the right resolve, it only makes the uproar bigger. Insufficient perceived value is linked  

The last one that Lintula et al. (2017)  suggest is perceptions that include expectations, insufficient perceived value, the incongruence of 

practice, and value contradiction. The expectation is what people think they will get and related to the actors’ perceived value. If expectations 

of both parties are not fulfilled or in other words the perceived value is insufficient, it could lead to misbehavior and co-destructive behavior. 
The incongruence of practice is when procedure, understanding, and engagement (Schau et al., 2009) are quality instable and the value is co-

destroyed. The contradiction of value is about the different values of the actors have during the interaction that could lead to backlashed 

integration. 

Since this research topic is focused on the interaction of mothers in online group discussions, the researcher will connect the gap among 

the prior research to find the most suitable dimension to be used. The connection will be addressed from the similarities of the characteristics 

for each dimension proposed. Table 1 below shows the result of the new dimension proposed. 

 
Table 1  VCD New Dimensions Matrix 
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Zhang et al. (2018) Järvi et al. (2018) Lintula et al. (2017) Newly Developed by 

Researcher Actor Dimension Dimension Dimension General Dimension 

P
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: 

C
u
st

o
m

er
 Customer retaliation and revenge  

Customer misbehavior 

Goals and intention Orientation 

Customer misbehavior during 

interaction 

Blaming 

Blaming that cause hesitancy 

Blaming that cause low self-

esteem 

Lack of soft skills (rude, lack of 

empathy) 
Inability to serve 

Insufficient 

perceived values 

Perceptions 

Inability to serve because lack 

of soft skill 

P
e
o

p
le

: 

F
ro

n
tl

in
e
 

e
m

p
lo

y
e

e
s 

Employees who speak negatively 

about companies in front of 

customers  

Insufficient level of 

trust 

Incongruence of 

practice 
Insufficient level of trust toward 

admin and members (other 

users) 

O
rg

a

n
iz

at

io
n
 

Negative company attitude 

(deceptive, avoidance, 

confrontational)  

Inability to change 
Contradictions of 

value 
Inability to change during 

interaction, lack of empathy 

C
o
m

p
an

y
 

co
m

p
et

en
cy

 Long delays resulting from 

incompetency  

Absence of clear 

expectation 
Expectations Perceptions Absence of clear expectation of 

the discussion 

Mistakes 

Attempt to restore 

resources 

Resources 

Mistakes during discussion 

Not covered 
Absence of information Loss of resources 

Absence of Information in a 

group 

T
ec

h
n
o

lo
g
y
 

Technology failure  

Lack of communication prohibits 

customer engagement, resulting in 

value co-destruction: 

Inability to serve 

Lack of resources, 

Incongruence of 

practice 

Resources, 

Perceptions 

Technology failure during 

interaction 

 

METHODS 

This study has a objective to develop scale of VCD. The methodology for developing VCD scale is adopted from Churchill (1979) multi-
item procedure. The first step is to generate domain from literature review and confirm it with the audience, in this case, mothers since there is 

lack of research about the context of this topic. Researcher interviewed 5 mothers who actively join parenting group discussion to gain insights 

about the domain and item generation of VCD in the nature of mothers’ discussion forum. The knowledge is utilized to improve the framework 

and create the questionnaire design that suitable for mothers. Before the preliminary questionnaire is launched, researcher interviews 5 mothers 
to choose the best item that presents them the most. Then, preliminary research of 43 mothers is used for correcting the questionnaire before 

given to the bigger respondents. Then, the researcher continued to collect data from 331 mothers who joins a closed-discussion group with 

child in the range of 0-10 years old through online questionnaire. The data is analysed with factor analysis with SPSS to  the develops the scale. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The factor analysis result shows there are two dimensions of VCD in mothers’ discussion forum. Table below shows the categorization of 

the items and the new proposed dimensions based on the findings.  

Table 2 Dimension of VCD 

Component Items Former Dimensions 
New Proposed 

Dimensions 

VCD 1 

V10 
I feel annoyed when my word or complain does not responded directly 

in the group 

Technology failure to directly 

respond 

Failed user’s 

interaction VCD 

V5 
It makes me disappointed if my suggestion to change a rule or a topic 

was neglected 

Inability to change during 

interaction, lack of soft skill (lack 

of empathy) 

V9 Blaming or mocking from other members makes my self-esteem low 
Blaming that cause low self-

esteem 

V7 Member who misbehave makes me hesitant to interact in the group 
Customer misbehavior during 

interaction 

V8 
Blaming or mocking from other members makes me hesitant to express 

my opinion 
Blaming that cause hesitancy 

VCD 2 

V3 Rude administrator makes me hesitant to join the group discussion 

Inability to serve for the 

discussion, lack of soft skill 

(rude) 

Failed external input 

VCD 

V4 
Member or administrator sometimes cannot be trusted for discussing a 

certain topic making me feel restricted to express my opinion 

Insufficient level of trust toward 

admin and members 

V6 Different expectation leads to misperception when interacting 
Absence of clear expectation of 

the discussion 

V1 
Lack of information in the forum confuse me how interact during 

discussion 

Absence of Information in a 

group 

From 10 items generated, only 9 of them are showing significance result. V2 with statement of “Discussion outside the motherhood topic 

is not something I am looking for when I join a parenting group/forum discussion” from mistakes during discussion domain did not shows 

significant result thus it eliminated. It is possible that this statement does not belong to any of the dimensions created. 



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 72  

Based on the table above, in terms of group discussion, these underlying dimension from former research explains that Component 1 is 

about value co-destruction due to its failed user interaction, whether it is between members or members with administrator, or even members 

with organization as an entity. It is because the dimensions rely on the interaction of the members, such as blaming, misbehavior, direct 

response, and lack of empathy. On the other side, Component 2 is about value co-destruction due to its failed external input before the 
interaction takes place. It is because the dimensions rely on indirect interaction or interaction that happens before the members do something, 

such as the example of rude administrators, lack of trust, absence of clear expectation, and lack of information. Thus, even though value co-

destruction theory is interaction based, the new dimensions will address it based on the time-based of the interaction happened: during 

interaction and before the interaction happened. 

This result indicates the supports of sustainable development goals of good health and well being as this measurement can be the first step 

of being awareness of the impact in the supportive environment of the mothers. The study aware of the mental health of mothers when interacts 

in a supportive platform for the better condition of the mother and the children. 

 

CONCLUSION 

The purpose of this study is to find the measurement of value co-destruction concept since no prior research has develop it yet. Thus, this 
research founds two new dimensions of value co-destruction that happened during sharing opinions, experiences, and complaints in the 

motherhood online closed-forum. Even though value co-destruction is interaction-based, the new dimensions will address it based on the time 

of interaction happened. The first new dimension is about value co-destruction due to its failed user interaction which happened during the 

interaction, whether it is between members or members with the administrator, or even members with the organization as an entity. While for 
the second new dimension is about value co-destruction due to its failed external input which happened before the interaction takes place. The 

findings would be essential for parenting group discussion owners or administrators to maintain a harmonious atmosphere and collaborative 

action among the members in the group as way to keep user’s well-being. Furthermore, this research provides the newly developed items for 

possible future research of all discussion forum since the context of the item is general and applicable for information resource exchange type 

between users. 
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Abstract  

In recent years, the makeup industry has shown an increasing amount of business growth. The rapid growth of the cosmetics industry and the 

rising demand upon makeup products are a golden opportunity for makeup businesses to develop their business. Of the many considerations 

that influence women in choosing makeup products, the overall look of a makeup product is one of the most important determinants. The 

physical appearance of a product, also known as packaging, can be one of the marketing tools to attract consumers to buy a particular product. 

One of the packaging design styles that are widely being used in makeup products is minimalist design. Minimalists in packaging design are 

known to use the most straightforward and fewest elements and ornamentations on a product's packaging. Since minimalist designs are 

currently one of the popular packaging styles used by many makeup brands, it is essential to know the influence of minimalist packaging design 

on makeup products towards consumer purchase intention.  

 
Keywords: Brand Image, Customer Purchase Intention, Makeup Packaging, Makeup Products, Minimalist Packaging 

 

BACKGROUND  

Makeup has become an inherent part of a woman's life, as it shows from the increasing number of business growth in the makeup industry. 

The practice of applying makeup has already been done for centuries, and it continues until today. With the advancement of technology and 

human ideas, makeup products have developed into various product lines adjusted with the market demands. As reported by Statista (2019), the 

annual growth of the global cosmetics market increased from 4.9% in 2017 to 5.5% in 2018 (Statista, 2019) and is predicted to grow 
continuously. In running a makeup business, several factors must be considered to attract customers to buy makeup products. Of the 

considerations that influence women in their choice of makeup, the overall appearance of a makeup product is among the most important 

determinants. While the packaging is most widely seen as a way of preserving the product, the frequently underestimated packaging aspect is 

its capability of better representing the context of the product qualities to customers who may determine these attributes valuable (Topoyan & 
Bulut, 2008). The physical presentation of a product, or also known as packaging, can be one of the marketing tools for enticing customers to 

purchase a particular item. In makeup products, the packaging is anything that wraps or contains the content of the makeup. Besides 

functioning as a container, makeup packaging also serves another role, which is security and marketing purposes.  

In the local makeup industry today, one of the packaging design styles that is popularly used is minimalist design. The word minimalist is 
often used derogatorily to denote or suggest anything that is spared or stripped of its absolute essentials (Vaneenoo, 2011). Minimalists in 

packaging design are known to use the simplest and fewest elements to a particular packaging. Realizing the importance of packaging design in 

makeup products alerted business firms in the beauty sector to choose and select the right packaging design. Because minimalist designs are 

currently one of the popular packaging styles used by many makeup brands, it is important to understand the influence of minimalist packaging 

design on consumer's purchase intention in a particular makeup product. 

Research Questions 

1. Is there influence of minimalist packaging design on makeup products towards consumer purchase intention? 

2. Are minimalist packaging designs on makeup products influence customers' liking for the package, buyer attraction, and products brand 

image?  

3. Are liking for package, buyer attraction, and brand image of minimalist packaging design influence consumer purchase intention towards 

makeup products? 
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Research Objectives 

1. To examine or verify if there are any significant influence that minimalist packaging design bring on makeup products towards consumer 

purchase intention 

2. To identify if minimalist packaging design on makeup products influence customers liking for package, buyer attraction, and products 

brand image 

3. To identify if liking for package, buyer attraction, and brand image of minimalist packaging design influence consumer purchase intention 

towards makeup products 

 

LITERATURE REVIEW  

Makeup 

The existence of makeup and women has become something that can’t be separated. Women across the globe are now continuously 

exposed by the presence of makeup products. Lintner (2009) describes cosmetics as a product or combination of substances, made, marketed, 

or portrayed for use in cleansing, enhancing, or modifying the body, face, hair, or teeth, which includes deodorants and perfumes. According to 

this definition, makeup can also be classified as a part of cosmetics. Makeup, also known as decorative cosmetics, is commonly used to conceal 
subtle or visible imperfections (Štěchová, 2017). As human beings, we tend to feel certain parts of ourselves need to be perfected or beautified. 

Even more so, we should always follow all the social demands to look presentable and wholesome. From these conditions, the presence of 

makeup has become a valuable commodity, especially for women. Either it's to brighten the under-eye or to add more color to the lips, women 

tend to rely on makeup to the sense that by applying a particular makeup product would help them become the better version of themselves. 

Makeup Packaging  

Kotler (2005) describes packaging as all practices relating to the creation and development of containers for a product. Besides, Quail 

(2005) states that packaging is a cover or container for a consumer product that serves a variety of functions, including protection and 

explanation of the products, theft prevention, and promotion. From these interpretations, makeup packaging can be defined as the container or 
wrapper that wraps a particular makeup product. In the cosmetics industry, Liu (2011) stated packaging is indeed one of the main approaches to 

advertise a product as it has an intuitive effect. Consumers will look at makeup products at a very brief period when looking for a broad range 

of product choices. Therefore, packaging designs of makeup products have to be able to attract and communicate a particular message to the 

consumers so that it can perform the right marketing purposes to deliver the desired effect to the consumers. Consumers evaluate one specific 
makeup product through the cue signals communicated in the form of packaging design elements. A packaging can form a certain product 

image based on the choices of shapes, colors, and textures attached to it. Adjusting a package design to attract a particular market is a common 

activity in the makeup industry where makeup brands select packaging components that are suitable for the image they want to deliver to the 

market. The usage of packaging as a communication platform can be intended to achieve a particular outcome, such as indicating a quality of 

makeup or enhancing a target market that wants to be achieved. 

Minimalist Packaging Design 

Businesses today have become more aware of the importance of packaging towards consumer interest in purchasing a product. They are 

starting to compete in developing attractive packaging designs that are suited to their targeted market that they are aiming for. Silayoi & Speece 
(2007) reported that four major packaging components might theoretically influence consumer buying decisions. They can be divided into two 

categories, which are visual and informational. The visual elements are the graphics and the size/shape of the packaging. While informative or 

verbal components are linked to product and technology information used in the package. Minimalist packaging design can be defined as a 

packaging design that applies minimalist attributes or elements. In a recent study, Chou (2011) describes minimalism as a design style that can 
also be generalized to product design that embraces simplicity, decreased amount of geometric forms, and minimal ornamentation. It is also 

most likely to be in neutral color combinations. Minimalism tends to focus on distilling the essence and preserving pure, visual information. In 

today's makeup industry, minimalist packaging styles are widely used by plenty of makeup brands. Packaging that enhances minimalist 

attributes resulting in a product looking modern, with no many touches of ornamentation and less writing, is still much-loved (FemaleDaily, 
2019). Neutral colors like black, white, gray, and nude are also inseparable with this so-called minimalist packaging design. The simple 

packaging claims to give the consumer a visual therapy between the numerous amounts of makeup products that they have. It also provides a 

sense of simplicity and tranquility by the absence of unimportant ornaments. Having that kind of nuance is a luxury considering how people 

today are living in a world full of fast-paced activities and noises. Besides that, makeup products with minimalist packaging design tend to look 

timeless and less tacky compared to other packaging designs. 

Consumer Purchase Intention 

Consumer purchase intention can be described as the customer's propensity to buy a product or service. The buying cycle for a particular 

brand or product is influenced by different considerations such as retail price, design, packaging, product awareness, quality, celebrity 
advertising, fashion, and often family relationships (Shafiq et al., 2011). Packaging can’t be denied as one of the reasons that drive the customer 

to buy a product. In the makeup industry itself, makeup brands are trying to present an attractive packaging design that is in line with the beauty 

enthusiast's interests. Makeup packaging is usually designed in some way to look beautiful and interesting. Especially since the makeup 

industry enhances a sense of aesthetics and beauty, thus their packaging ought to be able to communicate these subjects. Makeup packaging 
that can convey a sense of beauty and aesthetics that matches with the customer preferences are consequently able to attract customer intention 

to buy a makeup product. By adjusting the makeup packaging design to the preferences of the consumers, it will be easier to attract their 

attention and eventually develop into a consumer purchase intention.  

Research Framework 

 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 75  

After evaluating the related study and topics, this research decided to adapt the conceptual framework proposed by Kumar Agariya et al. 

(2012) as it considered able to cover the relationship between packaging design and consumer purchase intention. The research framework 

consists of elements of package as independent variables and consumer purchase intention as dependent variables. In between those two, there 

is a liking for the package, buyer attraction, and brand image as mediating variables.   

 

 

Figure 1. Research Framework 

Then, the following hypotheses are proposed:  

H1a: Elements of Package influence Liking for Package 

H1b: Elements of package influence Buyer Attraction 

H1c: Elements of Package influence Brand Image 

H2a: Elements of Package influence Consumer Purchase Intention through Liking for Package 

H2b: Elements of Package influence Consumer Purchase Intention through Buyer Attraction 

H2c: Elements of Package influence Consumer Purchase Intention through brand image  

 

METHODS  

This research focuses on female respondents since, up until today, female users still dominate makeup consumption. It is also decided that 

the respondents are those who are currently living in Indonesia. According to a study done by Manikandan K (2014), consumers who like 

cosmetics the highest falls in the age range of 19-23 years old, next to it are those who belong to the age range of 24-28 years old. Due to that, 

the population age range for this study is decided to be within 19- 28 years old. Furthermore, this research can be considered as a problem-
solving study since it has a purpose to examine the influence of minimalist packaging design on makeup products towards consumer 

purchasing intention. According to Malhotra (2015), problem-solving research needs a minimum of 200 respondents with a typical range of 

300 to 500 respondents. 

Questionnaires that are used in the data collection process are adapted from a previous study of Riaz et al. (2015) and Rusfian (2012) with 
additional or reducing variables adjusted to the research needs. Likert scales are used in the questionnaire to measure the degree of respondents' 

agreement towards each question. The researcher decided to apply the five rate Likert scale in which one indicates strongly disagree and five 

indicates strongly agree. The data collected are then analyzed in the data analysis process consisting of several constructive steps. SmartPLS 

applications are used to perform the analysis process with calculation techniques using Partial Least Square Structural Equation Modeling 
(PLS-SEM). Structural Equation Modeling (SEM) is a second-generation multivariate data analysis method often used in marketing research 

because it can test theoretically supported linear and additive causal models (Chin, 1996; Haenlein & Kaplan, 2004; Statsoft, 2013). 

 

ANALYSIS OF FINDINGS AND DISCUSSION  

The online survey is distributed on May 11 until May 14, 2020, through social media platforms such as Instagram, Line, and Whatsapp. 
There are a total of 204 respondents that have participated in the online survey. After some evaluation, 200 responses are considered valid and 

able to be used for further analysis. Since the research scope is aimed at women who have experience in makeup purchases, the surveys are full 

of female respondents. In performing the analysis process using SmartPLS, several procedures are taken, including indicator reliability test, 

internal consistency reliability, validity test, collinearity test, and structural path significance using the bootstrapping method. 

From the analysis done, H1a ( Elements of Package to Liking for Package), H1b (Elements of package to Buyer Attraction), and H1c 

(Elements of Package to Brand Image) are all accepted. This result indicates that minimalist and simple elements of package that consist of 

visual (graphic, colour, size, material, and form) and verbal (product information, producer information, country of origin information, and 
brand) elements does influence customers liking for makeup package, attraction to makeup product, and perception of the product's brand 

image. The second hypothesis signifies the relationship between customer liking for package, buyer attraction, and brand image with consumer 

purchase intention on makeup products. From the analysis done, H2a (Liking for Package to Purchase Intention) and H2b (Buyer Attraction to 

Purchase Intention) is rejected. However, H2c (Brand Image to Purchase Intention) is accepted. This result indicates that even though 
customers have generated liking and attraction towards minimalist packaging design on makeup products, it is still not enough for the 

customers to drive their purchase intention towards makeup products. On the other hand, the brand image that is communicated through 

minimalist packaging elements of makeup products is considered able to drive purchase intention. As a result, makeup packaging can be said to 

affect consumer purchase intention if they can communicate a message or a feeling that triggers the consumers to feel connected by their self-

concept and the brand image of the makeup itself. 
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CONCLUSION  

The rising trend of minimalist packaging design on makeup products is undoubtedly a fascinating phenomenon to observe. As an industry 

that is continuously growing, businesses in the beauty sector are trying different kinds of ways and techniques to enhance their product in the 

market. One of the possibilities is by designing attractive product packaging. It is prevalent for makeup brands from high-end names to local 
indie brands to implement a simple and minimalistic packaging approach to their makeup products. The limitations of unnecessary elements 

and the use of neutral colors are widely applied to makeup packaging, thus resulting in the product looking more clean and simple.   

Answering the first research question, the PLS analysis findings show a significant relationship between minimalist packaging design on 

makeup products and consumer purchase intention through brand image.  Elements of the package that implement a minimalist approach are 
proven able to portray an image that matches with the preferences of the customer. For the second research question, It shows that minimalist 

packaging design on makeup products influences customers liking for package, buyer attraction, and a product brand image. It shows that 

packaging elements with minimalist design influence customer likingness towards a particular product's overall appearance. This might be why 

people prefer and are attracted by minimalist packaging designs on makeup products. Moreover, the influence of elements of a package on a 
product's brand image also shows that minimalist packaging is able to portray an image or communicate a message that matches customer 

preferences. Consumers who feel connected with the brand image then evoke emotions towards a particular makeup product. The emotions 

evoke triggers them to build certain feelings such as loyalty, recognition, and interest. 

For the last research question, it shows that customer liking for package and buyer attraction does not influence consumer purchase 
intention towards makeup products with minimalist packaging design. Even though there are significant relationships between minimalist 

packaging design with customers liking for package and buyer attraction, it is shown that it is not enough to drive customers to purchase a 

makeup product. On the other hand, it is a brand image that is proven to influence customer purchase intention on makeup products. The 

analysis results show that minimalist packaging design has a significant relationship on brand image and thus influences consumer purchase 

intention.  
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Abstract  

Bali is one of the well-known tourist destination islands in Indonesia and the luxury hotel business has been rapidly growing in Bali. In the 

luxury hotel industry, digital advertising currently becomes the latest trend of its communication tools, and the most frequently used digital ads 

are video advertising on YouTube. Many Bali luxury hotel made their official promotional video and published it on their YouTube channel. 
The effectiveness of this advertising has not been proven yet. To assess the effectiveness of this new approach of advertising, many types of 

research stated to assess viewers' emotions towards the ads. There are two important components in the viewer's emotion, the viewer's interest, 

and engagement, which can lead further into viewers' visit intention. This research intends to know-how is the viewer's interest, engagement, 

and visit intention towards the object after watching the video advertising. Moreover, this paper intends to give recommendations to Bali's 
luxury hotels to make more effective video advertising on YouTube. The study was conducted using quantitative research where the data was 

collected through surveys and analyzed using SEM PLS. The results show there is a positive significant relationship between viewers' interest 

and engagement. Furthermore, the engagement has a significant relationship with viewers visit intention to Bali's Luxury Hotel. This research 

also finds a new finding where there is a positive significant relationship between interest and visit intention. The result of this research 
hopefully can be used for marketers to develop a more effective video advertising on YouTube. 

 
Keywords: Engagement, Interest, Luxury Hotel, Video Advertising, Visit Intention, YouTube 

 

BACKGROUND 

Bali is one of the best-known tourist destination islands in Indonesia. Based on Colliers International Indonesia 2018 report, there were 6.5 

million foreign visitors came to Bali every year, this number had increased by 18% from 2017 (Colliers Indonesia, 2018). Seeing this 

opportunity, there are many luxury hotel properties built in Bali (Davies, 2017) and has been rapid growth. The development of luxury hotels is 

likely to keep rising as hotel developers are keen to develop more hotels in Bali following the visitor's growth. A luxury hotel is a building with 

a lot of rooms that provides an expensive and beautiful accommodation experience for the guests (Dictionary, 1995). Occasionally, the 5-star in 

rating scheme denote luxury in the hotel's amenities and services, though, in fact, the definition of a luxury hotel is losing its meaning because 

it is very subjective (CEDRO, 2015). Usually, a luxury hotel is defined as expensive, high quality, and unessential products or services with 
unique, exclusive, outstanding, prestigious, and trustworthy features. The competition among luxury hotels in Bali is quite fierce nowadays, all 

luxury hotels in Bali are working hard to make their customers interest by developing promotion programs in form of advertising, a common 

promotion tool that can effectively deliver a message to large audiences (Suttle, 2019). Effective advertising is advertising that could get the 

viewer's interest and engagement. This is because interest and engagement are considered important components to determine another behavior 
which is visit intention. Seeing a growing trend on YouTube, there are rising opportunities for businesses to gain customer engagement from 

this multi-giant billionaire platform (Zaitceva, 2018). As a result, businesses create their video advertising and publishing it on their YouTube 

channel. It believed can target specific audiences and inform them about the latest updates of their products or services with a low budget 

broadcasting cost. Many Luxury Hotel in Bali makes its Official hotel promotional video on YouTube. The official hotel promotional video 
describes and represents the hotel's amenities and services in moving pictures. This promotional strategy is quite become a trend nowadays 

among Bali's Luxury Hotels; however, the effectiveness of this advertising has not been proven yet and there is still a lack of research about 

this topic. To assess the effectiveness of advertising, emotion such as interest and engagement become impactful factors that needed to be 

measured. Based on former researches, interest and engagement are related one and another, when viewers are interested in the video, the 
engagement level will also be high. An engaging customer with the object in the video will force and generate an intention to visit the object 

(Şahin, 2017). The objective of this research is to identify the relationship between the viewer's interest and engagement, and visit intention and 

develop a recommendation to create more effective advertising of Bali's luxury hotels in their YouTube channel. 
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LITERATURE REVIEW 
 

Luxury Hotel: The term “luxury” is subjective because it depends on the social class and lifestyle of different people. For example, a 

millionaire staying in a 4-star hotel as a standard and normality while a regular employee would consider it as luxurious (Jahn et al., 2013). The 
word luxury has a meaning that presents characters of the goods of services that required the consumers to pay a high amount of money ((Yang 

& Mattila, 2016). Former research proposed the definition of luxury brands as expensive, glamourous, high quality, and unessential products or 

services with unique, exclusive, outstanding, prestigious, and trustworthy features. For marketers, the term luxury is more attractive for 

customers in general and as differentiation in the brand category (Dubois & Duquesne, 1993). In the hospitality and tourism industry, there are 
different types of luxury accommodations that can be found in Bali such as boutique luxury hotels, five-star hotel and resort, and private luxury 

villa (Roullier, 2014). This paper will discuss more detailed about five-star hotels and resorts, or most people call as luxury hotels, whereas 

hotel is defined as a commercial foundation that provides lodging, meals, and other services to the guests. In the general luxury hotel is 

presumed as a combination of tangible and intangible goods and services that are not normally obtained anywhere else ((Hospitality Directions, 
2007). It offers superior tangible features such as outstanding and luxurious room layout, exclusive interior designed with unique furniture, 

lighting, and facilities; intangible features such as pleasurable atmosphere, exquisite location, and good environment. Moreover, the hotel has to 

provide a high quality of food and drink to the guests (Al-hajla et al., 2002). 

 

Digital Advertising: Advertising is a promotional tool that consists of information about products or services or ideas, that can be 

published through various media, usually persuasive by nature and paid by identified instance (Bovée & Arens, 1992). The most common type 

of digital advertising is video ads. Video ads have a wide array of purposes, mostly it is used to engage the audience emotionally. Video ads 

have two different durations; the long video duration (longer than 10 minutes) and the short video duration (fewer than 5 minutes) (Krishnan & 
Sitaraman, 2013). Seeing the trend of video and social media, there is a video sharing platform named YouTube which is used from any corners 

of this Earth (Lee & Watkins, 2016). Users can watch and share videos for free on YouTube, five billion people are watching YouTube videos 

every day. Hence, most companies selected YouTube as their advertising media. A promotional video is an advertising video that is intended to 

promote products and services to the customers. The content of the video attempts to sell the brand and get the audience’s attention. 
Promotional video doesn’t mean a blatant sales pitch; companies are delivering information about the brand to the audience without outright 

asking to buy the products or services. 

Human Emotion: Emotion is a communication tool describing our feelings that can be seen through the physical form of body languages 

such as facial expressions and body movement. In social interactions, emotions and expressions are key elements as mechanisms for signaling, 
formatting expectation, situation assessment, directing attention, constructing the self and other's image, motivating and controlling 

interactions, subjectivity assessment, and many others. Emotion plays a central role in many aspects of human lives, including perception, 

adapting, decision marking, rational thinking, learning, and communicating (Al Mejrad, 2010). Individual emotional states can be affected by 

various situations, more than that, different people have different subjective emotional experiences even in responding to the same stimulus. 

The stimulus that can evoke emotions is implying visual or auditory or both at the same time.  

Viewer’s Interest: Interest is a source of intrinsic motivation and contributes to beneficial decisions (Silvia, 2001). If the video couldn’t 

get the viewer’s interest, they are not going to engage further because the videos are stale and boring. A high level of interest is an expression 

that the viewers enjoy watching the video. People often perceived interest as enjoyment or preference. Some researches indeed show that 

interest affects the common positive emotions including happiness (Watson et al., 1988). 

Viewer’s Engagement: Engagement is a psychological process that can build loyalty amongst the viewers, a behavioral manifestation, and 

a psychological state characterized by a degree of enthusiasm, absorption, interaction, and dedication (Zheng et al., 2015). A high engagement 

level means that viewers are immersed and try to understand what the content is about. Engagement in emotions will occur when people 
identify and indulge in their activities and surroundings. There are 4 dimensions of psychological state that construct engagement, one of them 

is enthusiasm. Enthusiasm shows the viewer’s interest level to be attached immediately with a brand. Former study says that the viewer’s 

interest remarks the focus of engagement and differentiate the construct of engagement (Rather & Sharma, 2019). 

H1: There is a positive relationship between the viewer’s interest and engagement as part of human emotions 

Viewer’s Visit Intention: Behavioral intention is a subjective probability of a customer to perform a specific intention and action. 

Intention and action are the most prominent factor to define behavior (Davis, 1986). According to (Hsu & Tsou, 2011), visit intention is the 

viewer’s intention to visit the place in the future after watching related advertising that mentions about the place. (Brida et al., 2014) explored 

some motivational factors which influence the customer to visit. They classified the motivational factor into two groups push and pull factor.  
Satisfy, curiosity, rest or relax, interest, leisure time, accompany a friend and family members, learn something new are motivational attributes 

that lead visitors to visit a place. A study (Cham et al., 2018) stated that the customer’s interest is positively related to their purchase intention. 

Dual Mediation Hypothesis (DMH) says that the viewer’s engagement has a direct impact on the viewer’s visit intention (Homer & Yoon, 

1992). Viewer’s engagement is a process involving the cognitive, emotional, and behavioral of an individual. Engagement is helpful to generate 
the customer’s positive emotions towards the place destination. The generation of positive emotions has a significant and direct impact on the 

customer’s visit intention (Jeong et al., 2019). 

H2: There is a significant positive relationship between the viewer’s interest and visit intentions 

H3: There is a positive relationship between the viewer’s engagement and visit intentions 
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Figure 1 

This paper is using a framework above as the guideline to conduct further research about the impact of advertising through customer 
behavior. The framework consists of three variables; the viewer’s interest, the viewer’s engagement, the viewer’s visit intention which is 

correlated to be measured.   

 

METHODS 
 

This research using a quantitative approach, this approach aims to quantify and analyzing the variables to test the hypotheses, look at the 

cause and effect of an issue or phenomenon, and make predictions. This approach is explaining an issue or phenomenon through gathering data 

in numerical form so the information can be quantified. Then the numeral data is going to be analyzed with the support of mathematical 
methods, in particular statistics. The statistical analysis will be implemented to inform the data (Apuke, 2017). The sampling technique will be 

using non-probability judgmental sampling because the procedures to select a unit for inclusion in a sample are much easier, quicker, and 

cheaper compared to probability sampling since there is no exact number of Bali Luxury Hotel YouTube viewers. The sample size for this 

research is 500 people who have watched the Bali's Luxury Hotel YouTube video. The questionnaire instrument to gather data and information 

that will be used is the survey method. After conducting the survey, the survey data will be analyzed by PLS (Partial Least Square). PLS is a 

technique of multivariate statistics that can be used to solve various explanatory and response variables simultaneously. PLS-SEM intended for 

research that has the context of simultaneously data-rich and theory-skeletal. This tool has become the dominant analytical tool to test cause-

effect relationship models with latent variables (Hair et al., 2014). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Survey Findings 

Table 1 

Hypothesis  Structural Path T-Values P-Value Result 

H1 Interest → 

Engagement  

27.625 0.000 Accepted 

H2 Engagement → 

Visit Intention 

46.416 0.000 Accepted 

Interest has a positive significant relationship towards the viewer’s engagement as part of human emotions 

As part of human emotion, interest has a positive significant relationship towards the viewer's engagement on official Bali's luxury hotel 

promotional video, this is because both of the emotions are positive emotion. Other than that, as (Rather & Sharma, 2019) said, the viewer's 

interest remarks the focus of engagement and differentiates the construct of engagement. This result aligned with the result finding by (O’Keefe 

& Harackiewicz, 2017), it is stated that interest is the first step that formed a human's engagement. Other than that, this result also indicates that 

if someone has a high-level interest in official Bali's luxury hotel promotional video, the engagement level must be high too. 

Engagement has a positive significant relationship towards the viewer’s visit intention  

Viewer's engagement on official Bali's luxury hotel promotional video has a positive significant relationship with the viewer's visit 
intention. This result shows that viewer's that engage with the video advertising, will have a high visit intention to the object in the video. This 

finding aligned with (Zhou et al., 2020) which states that engagement will create a positive emotion towards a destination that generates 

viewer's visit intention. For the viewers of official Bali's luxury hotel promotional video who have an intention to visit the object in the video, 

they must have a high level of interest and engagement. 

Interest has a positive significant relationship towards the viewer’s visit intention 

Based on the result, the viewer’s interest in official Bali’s luxury hotel promotional video also has a positive significant relationship with 

the viewer’s visit intention. These findings align with (Cham et al., 2018; Kumar et al., 2009) that stated interest positively related to visiting 

intention. This means when the viewers have an interest in the video, it will appear their visit intention on the object in the video.  
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Recommendation for Bali’s Luxury Hotel YouTube Ads to be More Effective 

Most of the viewers of official Bali’s luxury hotel promotional video have ever visited Bali for more than three times and they are visiting 

Bali for vacation. It can be seen from the questionnaire result where vacation has the highest percentage. As they visited Bali for vacation, this 

can be used for Bali’s hotel marketers in making the video to promote their hotel. Bali’s hotel marketers could emphasize the luxurious hotel’s 
facilities and comfortable atmosphere that is suitable for recreation, either it is for a family, group of people, couples, and others. Before 

making the video, marketers need to determine their target market first so the video will be more suitable and can get the target market’s 

interest.  

Based on the research result, interest plays an important role in determining the next level of customer behavior towards the object in the 

video. Create an interesting video advertising is needed so the video will be effective to gain customers. There are several aspects that needed 

to be considered in making video advertising to get customer interest such as hotel information, visual attractiveness, and video content. Based 

on the questionnaire, customers will be more interested in the video that have detail information about the hotel. The highlight of the luxury 

hotel’s offer such as a more detailed room, other facilities, and services are important to be put in the video besides natural beauty. From the 
visual attractiveness aspect, angle, color, and message play an important role to get customer’s interest. Putting a message such as room rate in 

the video also might be helpful to get visual attractiveness. In video content, the video must be well designed and have a good concept. Putting 

the hotel’s ambiance in the video is important to give a realistic depiction of the hotel. The music that is chosen as the back sound is better in 

which can liven up the atmosphere. 

From the questionnaire result, the most likable official Bali’s luxury hotel promotional video is Kempinski Bali. Viewer’s like this video 

because this video put uniqueness of the hotel and put Bali’s culture as well. Other than that, the video has a well-planned concept and giving a 

detailed depiction of the hotel’s facilities and atmosphere which makes people interested in watching the video and wanted to feel the real 

experience. The least likable official Bali’s luxury hotel promotional video is The Anvaya because the angle that this hotel is using long-range 

and wide-angle. Other than that, the color selection is too monotone and not eye-catching. 

 

CONCLUSION 

The objective of this research is to identify the relationship between the viewer’s interest and engagement, and the viewer’s engagement 

and visit intention as well. The object of this research is the Official Hotel Promotional Video of Bali’s Luxury Hotels on YouTube. Based on 

the analyzed data, there is a significant positive relationship between the viewer’s interest and engagement. The T-value between interest and 
engagement is 27.993 which is higher than 1.96 at the significance level of 0.05 (5%). This value shows that the relationship between these two 

variables is significantly positive. There is also a significant positive relationship between the viewer’s interest and visit intention. The T-value 

between interest and visit intention is 5.106 which is higher than 1.96 at the significance level of 0.05 (5%). This value shows that the 

relationship between these two variables is significantly positive. Other than that, engagement and visit intention has a significant positive 
relationship. The T-value between engagement and visit intention is 14.393 which is higher than 1.96 at the significance level of 0.05 (5%). 

This value shows that engagement has a significant positive relationship with visit intention. In percentage, interest affects engagement by 

73.6%, interest affects visit intention by 71.2%, and engagement affects visit intention by 63.8%. Since the relationship is significantly positive, 

the official hotel promotional video could be said as effective.  

After evaluating the relationship between each variable and according to the questionnaire result, there are several recommendations for 

hotel marketers in making video advertising on YouTube. Three aspects need to be considered that crucial to get the viewer’s interest before 

making video advertising; hotel information, visual attractiveness, and video content. The video should be packed in a good and structured 
concept which makes it looks professional made. Highlighting the hotel’s service such as a more detailed room and other amenities is important 

to be put in the video, not only focusing on natural beauty. Besides that, putting the hotel’s ambiance in the video is also important to give a 

realistic depiction of the hotel. The last but not least, it is better to choose a back sound that can liven up the atmosphere and put a message in 

the video. To get the viewer’s visual attractiveness, the color and angle must be chosen in which not boring and sharp color. 
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Abstract  

Digital startups are a company that is in the first stage of its operations and primary assets.At a certain point, some startups find struggle when 

they want to scale up their service to the next level. Considering the situation, they most likely decide to pivot, changing their features or even 

their business model to fit well with its customer perceived value. For this research, Anakost and Gojek will be the research object to analyze 
whether their new value proposition influence the customer perceived value through brand awareness. The new value proposition created from 

the customer-need value capture done by Anakost and Gojek. The research will explore (1) startup new value proposition affecting its brand 

awareness (2)Brand awareness of a result from a new value proposition influences the potential customer's perceived value in the market.  This 

research will use smartPLS as the leading software to conduct an in-depth analysis based on the SEM PLS . As a result, it has been seen that the 
component proposed by Christian Comberg and Joseph Schumpeter stated as a new value proposition positively affects the the brand 

awareness, and brand awareness positively influence the customer perceived value of Anakost and Gojek. 

 
Keywords: Business Model , Digital Start-up, Innovation, New Value Proposition, Partial Linear Regression.  

 

INTRODUCTION 

Startups are human institutions that create innovative products or services and search for sustainable business models under extreme 

uncertainty (Blank 2005; Ries 2011). Businesses categorized as a startup, not because of the size. It is because of the digital technology 

breakthrough they bring toward the market.  The value of a startup itself is not the product. Their primary focus is on the people and the 

organization. Indonesia is one of the developed countries that have high growth of startups. 

Along with India and China, Indonesia has 604 startups, according to a report released from the ministry of information and 

communication technology, kemenkominfo in 2013-2018.  The rate of growth keeps increasing throughout this decade. Mostly are in e-

commerce, services, and finances.The last statistical data from The Creative Economy Agency (Bekraf) projected the rate of startup growth up 
to 30% in 2019. While the growth increases, on the other hand, many startups have failed to compete in the market of Indonesia. This 

phenomenon happens because most of them are run out of liquidity, and they do not fit well with the market. Hence, startups often pivot to 

adapt to the market. Pivot itself has the meaning of making adjustments with its business process or model to achieve higher value (Ries, 

E.2011) of impact within the customer and business environment. Startups only got one shot to pivot their feature or business process in the 
lean canvas due to the lack of financial resources (Vivek, K.2014). Ries (2011, p. 178) defines a pivot as a significant change, a structured 

course correction "designed to test a new fundamental hypothesis about the product, business model, and engine of growth."  As pivot referring 

to "Structured correction of Business Model Innovation (BMI)" (Ries, E. 2011, p.149). Anakost is one of 5 IBE SBM ITB startups that are still 

running to generate revenue in the free market across Bandung. Anakost basically is an application that provides needs for anak kost who have 
several problems towards fulfilling their monthly needs. One of the feature called monthly groceries. Unfortunately, the monthly groceries did 

not work out as planned by the team and suddenly the board of Anakost tried to develop a pivot strategy to counter the failure service. The team 

then decided to create a printing service with the principle of a marketplace like the existing application called Goprint. After succeeding to 

generate an idea, Anakost finally did its market test with this new feature in late 2019. 

Gojek is a decacorn startup, one of the biggest in Indonesia. Founded in 2012 and officially known across the country in 2015. Nowadays, 

Gojek already expands its market in SEA and Bangalore, India. This startup mainly focuses on transportation services such as Goride and 

Gocar at the beginning then begin to develop the all-in-one app concept after they successfully capture the value needed by the market in 

Indonesia. The spear-head feature on Gojek was Goride, this feature became the solution claimed by the Gojek founders to get rid of the traffic 
jam that often occurred in Jakarta. In early 2018, Gojek began to realize that the competitor already implemented an on-demand ride feature 

where the customer does not need to wait for the app finding one instead just go to see the rider whenever the customer needs, there they can 

both execute the ride service without waiting for the application to find them. The existing users often complained to the Gojek service center 

about the slow application to find nearby drivers where users saw many of them surrounding their location. To stay competitive in the market 
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and answer the complaint, Gojek introduced Goride instant as the solution. This feature enables users to interact directly with the driver nearby 

and make a contract for goride right away without waiting any longer and depends on the system to find a nearby driver.  

The research objective of this study is to identify new value proposition influence toward brand awareness, the Influence of brand 

awareness to customer perceived value in Anakost and Gojek, and to determine what business factors that can be improved in Gojek and 

Anakost to maximize the business performance.  

 

LITERATURE REVIEW  

New Value Proposition 

Based on Oswald and Pigneur, there are four main factors influencing pivot in business. First factors called product elements. This 

element contains information regarding the company's values proposition to be perceived by the consumers. The next factors are called 

Customer relationship elements, which include the way a company stays in touch and connected toward its consumers, such as its 

communication and brand equity. The third one is infrastructure management elements, which consist of several activities conducted by its 
business in order to manage resources and partnerships with several channels. The last one is the financial aspect, as it stated these elements 

contain the funds of the company. Mainly pivot factors measured how well the company potential to be burst in terms of sales and market 

share. In order to  reach a specific target, those factors will mainly influence the step taken by the business to be better in shape to fit the 

market.  

Brand Awareness 

The whole brand which makes the company has its own sign called brand equity.  Brand equity has been defined by many researchers 

according to the viewpoints of their studies. However, the brand is a valuable asset for a business's organization (Ahmed & Mort,2016). From 

the customer’s perspectives marketing effects can be attitudes, awareness, image, and knowledge (Aaker 1991; Keller 1993; Park & Srinivasan 
1994; Agarwal & Rao 1996). While from the firms’ perspectives, outcomes can be price, revenue and cash flow (Simon & Sullivan 1993). 

From brand equity, the thing that will be increasing the recognition from the customer is brand awareness. Scammell (2007) and Smith and 

French (2009) stated that brands offer sociological, psychological, and rational advantages for customers. Brands in the commercial sector are 

spending large amounts of money to increase the market share (Parker, 2012) as well as influencing customers' decisions and loyalty (Yan & 
Cruces, 2012). In brief, in the modern media environment, the brand is one of the most important modes of communication (Woodward & 

Denton, 20 13).The research coming further in the future conducted by Fathi Alshare et al (2017)  uses brand recall and recognition toward 

brand awareness as a dependent variable with a slight modification for indicator measurement.  

Customer Perceived Value 

Customer's perceived value is "the judgment about the goodness or badness of experience, a perceptual state of being." Customers could 

judge the product's value according to the product offering (Yannacopoulos, 2014). In a product, the components of quality are essential to 

customers' perceived value (Lapierre, Filiatrault, & Chebat, 1999). The use of the customer perceived value has been regarded as an imperative 

prerequisite for business sustainability, especially in fierce market competition. It has been considered as the key to success in many companies 

(Huber et al., 2001), including the digital startup. 

 

METHODS 

This research will be applied research where the main objective is to analyze the influence of pivot decision made by the digital business 

toward the customer perceived value. To conduct this research, the researcher will use primary and secondary data, for primary data will be 

gathered through a questionnaire of 110 respondents based in Bandung, who already using Anakost and Gojek while secondary data will be 
collected from journals, articles, books, and credible internet sources. To conduct data analysis, the researcher uses Structural Equation Method 

Partial Least Square (SEM PLS). To address the problem, consist of R square, Q square analysis, and T-Test.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

From the questionnaire filled by 110 respondents, The respondents are aged between 18-25 years old. 81,8% (n=90) of respondents aged 

between 18-20 years old, 10% (n=11) aged between 21-23 years old and the remaining 8,2% (n=9) aged between 24-25 years old. The 56% 

(n=62) of respondents are male and the rest 44% (n=48) are female. For the occupation, the respondents divided into several categories: 78% 

(n=86) are students, followed by 14% (n=15) are workers in the private sectors, and 6% (n=7) are BUMN workers. Lastly, only 2% are 
considered entrepreneurs. The respondents' locations are limited to only Kota Bandung. So this research gained 100% (n=110) of sample living 

currently in Kota Bandung. Interesting findings in this research are 100% (n=110) samples were already using Goride in their daily activities, 

and 100%(n=110) aware of Gojek service. For the usage of Gojek, 2,7%(n=3) using Gojek less than one year, 33%(n=36) 1-3 years, and the 

rest 64,3%(n=69) already using Gojek for more than three years. Though Anakost is still growing its market, 100% (n=110) samples are 
already aware of the Anakost brand, and 51% (n=56) samples are already using the Anakost application. For Anakost usage, 49%(n=54) of 

respondents never using Anakost, 11%(n=12) of respondents already using Anakost less than three months, 24%(n=26) already using Anakost 

ranged between 3-6 months and 16%(n=18) already using Anakost for 6-12 months. Regarding the innovation, 86%(n=95) were already using 

printing services to fulfill their needs. 



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 84  

 
Figure 1.1 Anakost's Printing Service R square 

 

Figure 1. Gojek's Goride Instant R square 

 

R square is used to know how close the data analyzed to the fitted regression. The adjusted R will be used to compare if there is any 

additional data added to the model, will it significantly be valuable data or not. We can summarize that first , the Influence of new value 

proposition toward brand awareness in Gojek and Anakost.  

The Influence of new value proposition variables toward brand awareness is equal to 0,440 or 44% for Anakost's printing service, while 

the other factors might influence brand awareness by 56%. In other words, brand awareness as a variable can be seen 44% by the new value 

proposition. The rest 56% might be explained by the other variables that are not researched in this research. On the other side, the Influence of 

the new value proposition variable toward brand awareness in Gojek's goride instant is equal to 0,281 or 28,1%. The other factors might 
influence brand awareness by 71,9%. In other words, brand awareness as a variable can be seen 28,1% by the new value proposition. The rest 

71,9% might be explained by the other variables that are not researched in this research. 

Secondly, the Influence of brand awareness toward the customer perceived value in Gojek and Anakost. The Influence of brand awareness 

variable toward the customer perceived value is equal to 0,314 or 31,4% for Anakost's printing service, while the other factors might influence 
brand awareness by 68,6%. In other words, customer perceived value as a variable can be seen as 31,4% by brand awareness. The rest 68,6% 

might be explained by the other variables that are not researched in this research. On the other side, The Influence of Gojek's goride instant is 

equal to 0,365 or 36,5%. The other factors might influence brand awareness by 63,5%. In other words, customer perceived value as a variable 

can be seen 36,5% by brand awareness. The rest 63,5% might be explained by the other variables that are not researched in this research.  

 

Table 1. Q Square Anakost and Gojek 
 

SSO SSE Q² (=1-SSE/SSO) 

Customer Perceived Value (A) 440.000 343.601 0.219 

Brand Awareness (A)  330.000 234.420 0.290 

Customer Perceived Value (G) 440.000 340.930 0.225 

Brand Awareness (G)  330.000 266.059 0.194 

 

Q square is used to evaluate and measure the prediction quality and accuracy of the expected results. It measures the adjusted model in 

terms of precision and accuracy—the data considered as essential data if the value of Q equal to or greater than 0. We can see at the table 

above, whereas both companies, Anakost and Gojek, resulted in amounts greater than 0 as the final q square finding. Both company's brand 
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awareness, customer perceived value, and new value proposition have a value greater than zero. Therefore, it means that the model is already 

approaching the expected results in the right situation. 

 

T-test conducted in both companies, Anakost and Gojek. The first hypothesis is to find if there is a significant influence of a new value 
proposition toward brand awareness. Anakost scored 7,687, and Gojek scored 6,938, both more than 1,96 as a critical point. This means that 

there is significant Influence in both companies related to new value proposition influence the brand awareness. The second hypothesis is to 

find if there is a significant influence of brand awareness toward customer perceived value of Gojek and Anakost. Gojek scored 7,975 and 

Anakost score 4,958, which are more than 1,96 as the critical point. This means that there is a significant influence of brand awareness toward 

the customer perceived value in both Anakost and Gojek as digital startups.  

 

CONCLUSION 

Based on the findings and discussion part, we can conclude several things based on the R square test, Q square test, and T-test. First for 

Anakost. From the R square, showing that there is a significant correlation between new value proposition to brand awareness and brand 

awareness to customer perceived value. Q square showing that Anakost's printing service already approach the result expected for this study. 
The T-test is used to test two hypotheses related to the Anakost printing service. The results are showing there is significant Influence between 

the new value proposition to brand awareness and brand awareness to customer perceived value.  

Gojek, based on the R square, showing that there is a significant correlation between new value proposition to brand awareness and brand 

awareness to customer perceived value. Q square showing that Gojek's goride instant already approach the result expected for this study. The 
T-test is used to test two hypotheses related to Gojek's goride instant. The results are showing there is significant Influence between the new 

value proposition to brand awareness and brand awareness to customer perceived value.  

Since there is a significant correlation on each variable observed by the researcher, therefore, the researcher concludes that a new value 

proposition will positively influence brand awareness. As a result, brand awareness affects the customer perceived value of Gojek and Anakost. 
With this condition, the pivot decision made by Anakost and Gojek accepted by the users represents by 110 respondents filling the 

questionnaire given. Gojek scored more than 20% influence in each variable, and Anakost scored more than 30% influence in each variable. 

Considering that all the hypotheses are accepted and interpret having a significant impact on each variable proposed.  
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Abstract  

Native advertising is a type of online advertisement designed to blend with the digital medium's content. Digital comics are also known to be 

one of the native advertising methods. While native advertising in digital comics has a high engagement rate on social media, it is important to 

know exactly how it was achieved, since it is generally marketers' goal in making advertising on social media. Knowing how it was achieved 
could help future marketers to engage more with the audiences on social media. The theory of narrative structure is used to find the influence of 

native advertising in digital comics towards the engagement rate. Two narrative structures that could be analyzed are the characters and the 

mood of the scenes in the story. The characters are then coded into several archetypes that could be used in every story, and the interactions 

between them could form moods that could be analyzed. The data regarding the number of character appearances, story mood, and engagement 
rate were cross-tabulated and showed that characters and story moods affect the engagement rate. Different character archetypes could affect 

the engagement rate positively/negatively. The same goes for the story mood. Not only that, but both of the variables also have a joint effect on 

the engagement rate. The results of the research showed that when story mood and characters are being put together ideally/badly, the joint 

effect towards the engagement rate is significantly greater, compared to the effect of each variable individually. 

 
Keywords: Characters, Engagement Rate, Narrative Structure, Native Advertising, Moods 

 

BACKGROUND 

Along with the advancements of technology, marketing has spread its wings into the digital platform. At first, the approaches to digital 

marketing only projected the tools and strategies of conventional marketing on the Internet (Piñeiro-Otero, & Martínez-Rolán, 2016). As time 

goes by, the approaches to digital marketing kept on evolving and being even more distant with the ones that were practiced in conventional 

marketing. One of the new approaches is native advertising; it is a type of online advertisement designed to blend with the medium's content 

(Manic, 2015).  

Storytelling through native advertising has a high potential to be utilized by companies and marketers alike since it has projected growth in 

revenue. A recent report made by eMarketer (2019) states that US marketers' spending on native advertising was approximately $43.90 billion 

in 2019, showing an increase of 24.6% from the past years, and is expected to rise over 20% in 2020 to $52.75 billion. Not only it has 
forecasted growth in revenue, but marketers could also explore the many possible formats, such as one-off videos, social media posts, articles, 

and many others to optimize their marketing coverage. Interestingly, 1% Studio, a growing creative startup company based in Bandung, has 

utilized an unorthodox approach by using digital comics as their means of storytelling as the medium for their client companies' native 

advertising. The comics are then posted on platforms of the client's choice, such as social media accounts that 1% Studio has, the client 
companies' social media business accounts, or even big online-reading platforms for digital comics such as LINE WEBTOON. Just like all 

native advertisements, every advertisement made by 1% Studio with digital comics as the medium never directly sells or advertises the 

products.  

Through using digital comics as its method of native advertising, the storytelling technique can also have more depths. This is because it 
has the elements that create a Grand Argument Story, which is one complete story that has only one appropriate meaning and outcome that 

could be concluded by the audience. To achieve that Grand Argument Story, the story needs to have defined story points, character archetypes, 

and narrative structure also referred to as story forms (Phillips, & Huntley, 2001). The narrative structure itself resembles formulaic archetypes 

of stories, albeit leaving space for changes so that the content is different and fresh. Narrative structures could be used to avoid repetitive works 
and differentiate a company's advertisements with others. The characters and dynamics they have amongst them could create a mood of the 

story and engineer it so that marketers could have a desired outcome.  
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The method of native advertising via digital comics that 1% Studio use, engagement rate-wise, has been well-received by the audience in 

several different media. Engagement rate is the percentage of the followers or subscribers that would engage with the advertisement, in this 

case, a digital comic, through giving "likes'', comments, or even sharing the post. More than 80% of companies consider the engagement rate as 

the most important Key Performance Indicator (KPI) metric for an online marketing approach (Chacon, 2018). Through utilizing the digital 
comics as the medium of native advertising, 1% Studio has reached its best-recorded engagement rate of 14.17% on one of its comic episodes, 

and an average of 10.78%, which were posted on @shinzuiume_id Instagram account; it is way above the 2019's average business accounts 

engagement rate of 1.60% (Feehan, 2019). All of the other advertising projects that 1% Studio has that utilize native advertising methods on 

digital comics also have an engagement rate above that of 2019's average. However, 1% Studio did not know why all those digital comics 

perform well in terms of engagement rate. 

Reflecting on 1% Studio's case,  there is still no research done regarding how exactly the narrative structure of native advertising on digital 

comics could influence the engagement of the audience towards the advertisement. Knowing how the aforementioned narrative structure could 

impact the engagement rate of the audience would help other marketers to emulate the same strategy since this strategy is beneficial for both 
the clients and audiences. The clients could get a higher engagement rate, while the audiences could enjoy the content without intrusive pop up 

advertisements. 

Based on the background, the objective of this research is to measure the influence of a narrative structure within native advertising on 

digital comics towards the engagement rate of the content. Therefore, the research questions that need to be answered are: 

1. Do character appearances affect the engagement rate? 

2. Does the story mood affect the engagement rate? 

3. Do character appearances and story mood jointly affect the engagement rate? 

The research will observe and analyze the engagement rate and sales of one of 1% Studio's advertising clients, PT. Bina Karya Prima with 
its Shinzui Ume body mist products requested the production of native advertisements on digital comics on @shinzuiume_id. The comic series 

is called "Ume's Story". Since the comic has 3 seasons so far, the newest one (3rd season) would be analyzed. The analyzed native 

advertisement contents will have the time-frame of Q4 of 2019 to Q1 of 2020. The data used will mostly be secondary from the Instagram 

engagement data & content analysis and primary data from an interview. 

 

LITERATURE REVIEW 

2.1. Digital Native Advertising 

Native advertising, also commonly known as sponsored content, is a term used for a paid advertising that takes a specific form that adapts 

with the medium's (publisher) contents (Benton, 2014). Starting from 2015, marked by the amount of $3.2 billion spent on it, digital 

advertisements, in general, are experiencing a focused shift into native advertising, because audiences are shifting to a more interactive online 

world (Sebastian, 2014, 2015). 

2.2. Engagement Rate 

Engagement rate is used to determine the percentage of the audience of a medium that is actively engaging with the contents (Kozielski et 

al., 2017). The agreed basic formula to calculate an engagement rate is as follows:  

 
Figure 1. Engagement Rate Calculation Formula 

(Feehan, 2019) 

The value of an engagement rate is mostly used to check whether or not the contents match with the audiences of the medium, and also see 

the digital presence of the product. (Kozielski et al., 2017) 

2.3. Story Telling 

In literature, story writers use what they call "story theories" to help organize their story. Story theory is the study of the possibil ities 

regarding story elements that a story has (Weyland, 2017). There are three prominent story theories used by story writers: Aristotle's Three 
Acts, Monomyth, and Dramatica. Aristotle's Three Acts only focused on dividing the story into three acts, which are set up, confrontation, and 

resolution (Aristotle, trans. 1998). Monomyth, on the other hand, focused on the archetypes of the story and the characters (Campbell, 1949). 

Meanwhile, Dramatica: A New Theory of Story (Phillips, & Huntley, 2001) is the newest and the most holistic one, combining both the aspects 

of Aristotle's Three Acts and Monomyth. Therefore, by combining those aspects from the two other most used theories, Dramatica is the story 
theory that could be used to break down all of the relevant elements regarding the story so story writers could engineer the story. Dramatica 

uses the "Grand Argument Story Telling" framework to connect with the audience both emotionally and logically. 

2.3.1.1. Storytelling Elements of a Grand Argument Story 

1. Story points 

Story Points refer to the plot progression, divided into several segmentations; Acts, sequences, scenes, and events. To explain further: 

• Acts resemble the whole day. It is generally the whole time-frame in which a single main plot point of a story happens. All acts 

would lead to a single Grand Argument Story. 
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• Sequences resemble the hours in a day. It is generally all the things that could happen within a single act, that has an outcome that 

would affect the whole act. 

• Scenes resemble the minutes in an hour. Within a single sequence, there could be many scenes that would directly impact/not the 

preceding subsegments. 

• Events resemble the seconds in an hour. Within a single scene, there could be many filler events that are done just to enrich the 

audience with the story. Although, some of the events need to impact the grand argument story. 

2. Character Archetypes 

Similar to the character archetypes that Jung (1916/1959) stated, the story writing theory of Dramatica also has archetypes that the 

character could fit in so that they could build a Grand Argument Story. These archetypes are imprinted in our subconscious to always appear 

within a story. The archetypes fall into two quads; Driver quad and passenger quad. The interaction between archetypes within the driver quad 

is necessary to progress/halt the story. Meanwhile, the passenger quads are just supporting characters that could strengthen or weaken the 

protagonist's resolve. The brief explanation of each archetypes are as follows: 

• Protagonist; The main character component of a story that would be the instrument of pursuing the story's goal within the Grand 

Argument. 

• Antagonist; A character that opposes the protagonist, they mean to prevent the protagonist from reaching the goal. 

• Reason; A character that would give logical inputs and organize the protagonists' thoughts. They are stiff thinkers. 

• Emotion; A character that would give emotional inputs based on personal feelings and beliefs. They are very fast, energetic, and 

unorganized. 

• Sidekick; A character that is meant to be the faithful supporter of the protagonist. 

• Skeptic; A character that always questions and disbelieves the protagonists' actions and decisions. They do not directly oppose the 

protagonist, but they delay the progress by making them question themselves. 

• Guardian; A character that is a teacher/helper figure of the protagonist. They provide conscience for the protagonist. 

• Contagonist; A character that is a bad influence for the protagonist. They hinder the protagonist and tempt them to stop making 

progress. 

3. Storyforms 

Storyforms talk about the archetype of the story itself. It includes the dynamics within a story. Mood (Story Dynamics) revolves around 
the interaction between characters that cause a mood to show up within a story point. However, since the author of Dramatica classified moods 

without any basis but their personal opinion regarding the atmosphere, the theory of mood used here is the eight basic mood types (Desmet et 

al., 2012) in four mood categories (Watson and Tellegen, 1985). The visualization is as follows; 

 
Figure 2. The eight basic mood types (Desmet et al., 2012) in four mood categories (Watson, & Tellegen, 1985) 

 

2.4. Identification with Media Characters 

When reading a written media or watching a movie, audiences commonly become so captivated in the plot and later identify themselves 
with the characters portrayed. Identification is a process by which the audiences undergo internal interpretation of the text as if the things were 

happening to them (Cohen, 2001). When identifying, the audience member ceases to be conscious of his or her social position as an audience 

member and takes the viewpoint of the character he or she identifies with. Oatley (1994) concluded that happiness will come from activities 

encouraging the aims of the character and fear of things that hinder the achievement of these goals. 

 

RESEARCH METHODOLOGY 

In this research, primary and secondary data were used to reach the stated research objectives. The primary data are used to identify the 

narrative structure from the story writer's perspective. More specifically, the archetypes of the characters in the story. Meanwhile, the secondary 
data are used to assess the relationship between native advertising on digital comics and its engagement rate, and how utilizing the narrative 

structure (characters and moods) could influence it. The engagement rate will be calculated with a formula much like the one in Figure 2.1 

(Kozielski et al., 2017). The appearance of the characters, coded by archetypes, in each of the slides will be counted. This method is used since 
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a linguist called Fabian Tomaschek (2019) has done similar research regarding how appearances of female characters in each episode have 

affected the viewer ratings for TV shows. The moods will later be defined into mood variation, general mood, and also last mood. This method 

was benchmarked from research regarding color-mood analysis on movies (Cheng-Yu Wei, et al., 2004) which dissected the movies and 

analyzed the shots which would later build scenes, and then the whole movie, resonating with the scene-sequence-act framework in Dramatica 
(Phillips, & Huntley, 2001). The last mood was added because a similar study regarding episodic television drama demonstrates that the ending 

scene's events and moods have an impact on sustaining the engagement of the audience towards the drama series (Adachi et al., 2018). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1. Character Archetypes 
1. Iseiya: Antagonist & Skeptic 

2. Hatsune: Reason 

3. Ayumi: Protagonist 1 

4. Nichi: Emotion & Sidekick 
5. Yozora: Guardian 

6. Keiko: Protagonist 2 

7. Arif: Contagionist 

 
4.2. Engagement Rate 

The growth of the engagement rate is visualized  into a graphic chart: 

 
Figure 3. Engagement Rate Growth of Ume’s Story Season 3 

 
The engagement rate has a growing positive trend throughout the season. It peaked at 14.17% in episode 9 and the lowest 

engagement rate was 8.71% on episode 3. The average throughout the season was 10.78%. 

 
4.3. The Effect of Characters Appearances Towards The Engagement Rate 

The results showed that the two highest engagement rates of 14.17% in episode 9 and 13.04% in episode 4 have three recurring 

dominant characters within it; Contagionist, Protagonist 1, and Protagonist 2.  
 

Meanwhile, two out of the three lowest engagement rates of 8.71% in episode 3 and 9.01% in episode 1 have one commonality in 
which the Antagonist & Skeptic character appeared in both episodes. In episode 3, even when the contagionist appeared, it still has a low 

engagement rate when the Antagonist & Skeptic is also present. This is further confirmed because that the two episodes with the highest 

engagement do not have the Antagonist & Skeptic character at all within them. 

 
4.4. The Effect of Mood Towards The Engagement Rate 

The dominant mood of the episodes need to be calm-serene and cheerful-happy to have a high engagement rate. However, episodes 

that have more than 1 mood type coming from the unpleasant mood category have a lower engagement rate than the others. For example, the 

two worst episodes’ engagement rate of 8.71% in episode 3 and 8.91% in episode 10 have at least 3 unpleasant mood types showing up in its 
episode. The outlier of the data is when the gloomy-sad mood reached 50% of the episode’s mood in episode 4, the engagement was very high 

(13.04%). Another finding was that the first two scenes/slides of the episodes are dominated with calm-serene, cheerful-happy, excited-lively, 

and tense-nervous moods. Up until the 7th scenes/slides, the moods are scattered throughout all the mood types. However, scenes/slides 8-10 

have a trend to have calm-serene, cheerful-happy, excited-lively, and gloomy-sad. Comparing the effect of mood variation, general moods, and 
last mood towards the engagement rate, the one that has the greatest positive effect is the general moods. Meanwhile, the one that has the 

greatest negative effect is mood variation. Endings do not have direct correlation with the engagement rate, but it affects the starting mood type 

of the next episode.  

 
4.5. The Joint Effect of Character Appearance and Mood Towards The Engagement Rate 

When the mood and characters are being put together ideally, the joint effect towards the engagement rate is significantly greater. 

One of the clear examples could be seen in the difference between the post with the highest engagement of 14.17% with the post that has 

9.89%. They both have a mood dominantly positioned in calm-serene and cheerful-happy, but the post that only has 9.89% do not have a 
contagionist character in it. Thus, the hypothesis of H3 which shows the joint relation between characters and story mood to engagement rate 

was accepted. 
 
 

CONCLUSION 

1. The research could be concluded into several points: 

2. If contagionist appear when there are no guardian and reason archetypes, the engagement rate raises 
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3. If antagonist appears, the engagement rate lowers 

4. If the general mood is calm-serene, cheerful-happy, or gloomy sad, Engagement Rate raises 

5. Engagement Rate = f (General Mood) 

6. If Unpleasant Mood >1, Engagement Rate Decrease 

7. Last Mood >< Engagement Rate. 

8. Starting Mood = f (Last Mood), drastic change = lower engagement rate. 

9. The mood could be varied in scenes 3 up until 7, but the general mood needs to be maintained. 

10. General Mood = f (Ending Scenes) 

11. Favorite Last Mood is calm-serene, cheerful-happy, and excited-lively.  

12. Higher Engagement Rate = f (cheerful-happy and calm-serene general moods, protagonist, and contagionist) 

13. Lower Engagement Rate = f (negative moods, and antagonist) 

14. There is no specific relation between specific moods with specific characters 

The results of this research have also shown that a native advertising's success could be measured and/or controlled by whether or not the 

native advertising's narrative structure follows a certain formula. 
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Abstract  

Teman Lama coffee shop located in Bandung and with the changing of lifestyle preferences causes the rapid development of coffee shops in 

Bandung. Therefore, to build a sustainable business some factors affect customer satisfaction in Teman Lama, and one of the factors is known 

as the service quality, it plays an important role to be the key influences of forming customer satisfaction. This research attempts to investigate 
the relationship between five dimensions of service quality and customer satisfaction and to analyze the relationship between customer 

satisfaction and customer loyalty in Teman Lama. An online questionnaire using a Likert scale with a judgmental sampling method had been 

used. Path analysis was employed to measure the relationship between five dimensions; Reliability, Assurance, Tangible, Empathy, and 

Responsive with customer satisfaction and to measure the relationship between customer satisfaction and customer loyalty. The result shows 
that four dimensions have a significant impact while reliability has an insignificant impact on customer satisfaction. Customer satisfaction has a 

significant impact on customer loyalty. This research expected to provide a valuable result regarding the relationship between service quality 

and customer satisfaction in Teman Lama, it aimed to help Teman Lama to form a suitable strategy to be applied. 

 
Keywords: Customer Loyalty, Customer Satisfaction, DINESERV, Service Marketing, Service Quality 

 

BACKGROUND 

Coffee has become a popular beverage in the world, and Indonesia as the fourth producing country (Indonesia Investments, 2017) has 
become a new lifestyle. There are various ways to enjoy coffee in Indonesia for example by going to the coffee shop. Coffee shops provide a 

better atmosphere that makes the customer feel more comfortable in concentration, especially the environment of steady noise conversations 

and clicking cups of coffee (McPherson, 2015). For a long-termed business, customer satisfaction is needed to influence the repurchase 

decision of a customer which can lead to customer loyalty. When it comes to choosing a coffee shop, customers consider various elements and 

attributes, therefore instead of focusing on the food and beverages customers also consider other aspects for instance the atmosphere and the 

interiors decorations (Malik, Jaswal, Malik, & Awan, 2013).  

Parasuraman (1985) proposed that service is one of the important factors for business, then he proposed a concept on how to measure the 

service quality systems in a simplified model measurement called SERVQUAL that consisted of Reliability, Assurance, Tangible, Empathy, 
and Responsive. For the coffee shop industry, there is a new definition of SERVQUAL that has been developed by Marković, Raspor, & 

Šegarić (2010) called DINESERV with the same five dimensions. 

Teman Lama is a coffee shop in Bandung that offers a variety of food and beverages. In the context of the Teman Lama coffee shop that is 

retail-based business, they need to maintain their service quality which leads to maintaining customer satisfaction. But in the last two months, 
they have undergone a decreasing revenue. They have set a standard target which is RP. 350 million and in July Teman Lama already reached 

more than that, meanwhile in August to October Teman Lama has been declining to RP. 312 million. In this case, customer loyalty has a 

significant benefit for service businesses like Teman Lama, therefore it's important to investigate how customer satisfaction can be maintained 

for the loyalty of the customer (Cakici, Akgunduz, & Yildirim, 2019). 

For fixing decreasing revenue from September to October and to maintain the strategy to compete with others, Teman Lama can evaluate 

their performance regarding the service quality since it's one of many ways to determine whether the customer is satisfied or not which can lead 

to increasing the revenue. To conduct an improvement of service, Teman Lama should know and understand how the customer perceived their 

coffee shop. After that it can provide the recommendations, hence Teman Lama can perform the service that meets the customer's satisfaction 
expectation that will support their revenue and sustainability. The research of this study is to investigate how is the relationship between service 

quality towards customer satisfaction and the relationship between customer satisfaction and customer loyalty in Teman Lama. 
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LITERATURE REVIEW 

Service Quality 

Parasuraman et al., (1988) define service quality as the discrepancy between the customer’s perception of service offered by the firms and 

their expectation about the service. If the expectations are higher than the performance, therefore it’s perceived quality is  lower than the 

satisfactory and customer dissatisfaction can happen. In specific terms of restaurant and café, whenever a personal exchange occurs between 

the customer and service employees, it can be considered as the service encounter (Bitner, Booms, & Tetreault, 1990). Measuring the service 
quality is difficult since the evaluation of service quality is not only based on the outcome but it also measures the process, therefore to measure 

service quality Parasuraman (1988) proposed SERVQUAL model which it developed into DINESERV model by Marković, Raspor, & Šegarić 

(2010) that focus on restaurant and café industry with five dimensions; Reliability, Assurance, Tangible, Empathy, and Responsive. 

Reliability means the involvement of freshness and temperature of the food and product, the accuracy of billing, and receiving the ordered 
food (Stevens, 1995). Besides, reliability refers to providing a quick and accurate service to the customer and also the ability to serve customers 

on time. Assurance means the employee of the firm can make the customer be able to trust them in recommending food and beverages 

(Stevens, 1995) and it is including the quality of food and its hygiene and safety of the customer. Tangible refers to the physical design, 

including the cleanliness of the building, the appearance of the employee to make the customer feel comfortable (Stevens, 1995). Tangible also 
means the availability of supporting facilities, for instance, the toilet, Wi-Fi, trash bin, and parking area, while for café industry should provide 

an accessible location, good lighting, and air ventilation (Arinta, 2012). 

Empathy referred to the individualized attention to the customers by employees to anticipate special requirements or being sympathetic 

towards the customer's problem and the politeness of employees (Stevens, 1995). Responsive means the willingness to help the customer and 
provide a prompt service that relates to employee assistance or prompt response to customer's needs and requests (Stevens, 1995). In the café 

industry, responsive also indicates the immediate response of mistakes with a helpful and polite employee (Arinta, 2012). 

Customer Satisfaction 

Customer satisfaction is defined as the complete evaluation of accumulated purchases and the consumption experience (Pedraja & Jesus, 
2004). A satisfied customer is emphasized as the potential loyal customer of the restaurant or café while the unsatisfied customer emphasizes 

the opposite (Kuo, Chen, & Cheng, 2018). To measure customer satisfaction is not easy, because measuring human feelings is very difficult at 

times. It is important to think that measuring customer satisfaction indicates how the café industry performs its service (Murambi & Bwisa, 

2014). 

There are two concepts of customer satisfaction; transaction-specific and cumulative customer satisfaction. Transaction specific is a post 

choice evaluation judgment of specific service customer satisfaction and cumulative is seen as the overall evaluation that depends on the total 

purchase and experience with the service customer satisfaction (Fornell, 1992). For this study uses the cumulative customer satisfaction. 

Customer Loyalty 

Customer loyalty is defined as the strength of the relationship between relative attitude and repeat patronage which both of them have 

attitudinal and behavioral elements (Rowley, 2005). The behavioral elements refer to the customer behavior on repeated purchase and indicate 

the preference for service, while the attitudinal elements refer to customer intention to repurchase and/or revisit and recommend which is good 

for the indicator of a loyal customer. 

Loyalty is important for maintaining a long-term relationship with the customer, and from the previous research, it maintains that loyal 

customers are cheaper to serve and loyal customers help in reducing the company marketing cost (Arnott & Bridgewater, 2002). Loyal 

customers are less likely to switch to the other competitors and they are an important source of positive word-of-mouth communications about 

the company. Therefore, in conclusion, loyal customers can create a substantial entry barrier to the other competitors (Page & Lepkowska-
White, 2002). Customer loyalty can lead to a repeat investment and also leading to loyal behavior and ultimately to more profits for the 

company. 

Hypothesis Development 

The hypothesis development is divided into two parts, the first one is the relationship between DINESERV and customer satisfaction, and 

the second is the relationship between customer satisfaction and customer loyalty. The graphical representation is shown in Figure 1. 

The relationship between DINESERV and customer satisfaction is divided into five dimensions. First the relationship between reliability 

and customer satisfaction (H1a), reliability is providing a quick and accurate service and it's have been identified before that reliability has a 

positive relationship with customer satisfaction (Yilmaz, Ari, & Gürbüz, 2018) and since the customer demands the restaurant to be accurate 
and consistent in delivering their service. Second, the relationship between assurance and customer satisfaction (H1b), where assurance is when 

the customer can trust the employee without fear (Stevens, 1995) therefore assurance of the restaurant determines customer satisfaction (Naik, 

Gantasala, & Prabhakar, 2010). Third, the relationship between tangible and customer satisfaction (H1c) which tangible refers to the physical 

appearances of building and employee, which it's important to the customer and can lead to customer satisfaction (Naik, Gantasala, & 
Prabhakar, 2010). Fourth is the relationship between empathy and customer satisfaction (H1d) where empathy refers to the politeness of the 

employee and the individualized attention to the customer, where the interactions of customers and employees can lead to their satisfaction 

(Naik, Gantasala, & Prabhakar, 2010). The last is between responsive and customer satisfaction (H1e), where responsive refers to the 

willingness of employees to help the customers' needs which can lead to customer satisfaction (Yilmaz, Ari, & Gürbüz, 2018).   

The relationship between customer satisfaction and customer loyalty (H2) where customer satisfaction is the key for business and being 

able to satisfy customers can make them loyal to the restaurants (Nguyen, Nisar, Knox, & Prabhakar, 2018). Customer loyalty has a positive 

influence on the restaurant since it can improve their profitability, a better service quality means the customer will be satisfied thereby leading 

them to be loyal. 
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Figure 1. Hypothesis of DINESERV to Customer Satisfaction and Customer Loyalty 

 

METHODS 

This section describes the collection method of the data and how it was analyzed. The purpose of this research is to investigate the service 
quality, customer satisfaction, and customer loyalty in Teman Lama, therefore the criteria for this research are someone that has visited Teman 

Lama before. A total of 150 sample sizes is the most inspected sample size for this case (Chen, Pan, & Yang, 2008) and conducted using 

judgemental sampling methods on targeted people. The data collection for this study needs primary data from the target market of Teman Lama 

by using online data gathering. The online data was collected through Google Form Platform and distributed through online chat and social 
media. After gathering the data, continue the data analysis step to find the relationship between service quality and customer satisfaction and 

customer satisfaction with customer loyalty using Smart PLS which the result is displayed in Path Analysis. 

The data analysis explains how to analyze the collected data, and to sum up Teman Lama service quality, customer satisfaction, and 

customer loyalty. To analyze the data, it consists of testing validity and reliability. The objective is to ensure the performance of the 

questionnaire should be right and consistent with the study. 

Validation tests measure the result of respondents that may reflect the research or research image. This study uses the convergent validity 

of the Average Variance Extracted (AVE). The value of AVE should be greater or equal to 0.5 to achieve validity. Reliability tests measure the 

random error of the respondents in the response status of the questionnaire. The reliability test can be tested using Cronbach Alpha Coefficient. 
This technique measures the consistency of the response. The reliability coefficient is usually in ranges between 0 and 1 and the greater the 

value to 1 the greater the internal consistency of the items (George & Mallery, 2016). 

The descriptive statistics use Microsoft excel and Smart PLS as the platform. Microsoft Excel manages all data collected from the 

respondents and Smart PLS advanced model to run a multilinear regression from the respondents. The multilinear regression conducted by Path 
Analysis, where a simple bivariate correlation to predict the relationship in a system of a structural equation. The path analysis used to 

investigate the relationship between the dimensions of DINESERV and customer satisfaction and the relationship between customer 

satisfaction with customer loyalty. For this study, the five dimensions of DINESERV are taken to see the effect of customer satisfaction. The 

variable of customer satisfaction is measuring the customer overall satisfaction towards the service quality. This study also sees the effect of 

customer satisfaction on customer loyalty through path analysis. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Demography of Respondents 

The gender composition result of the questionnaire is 38% male and 62% female, it indicates that the questionnaire is dominated by female 

respondents with a total number of 93 people. For the age, most of the respondents are 20 to 21 years old with a total of 120 respondents, and 
the rest are below 20 and above 21. The occupation is dominated by college students with 140 respondents indicates that most of the customers 

that visit Teman Lama are college students. The spending of customers when visiting Teman Lama resulted in a maximum of RP. 75.000 which 

is suitable for the price of Teman Lama food and beverages. Most of the respondents visit Teman Lama less than one time per month, therefore 

to increase the visit of customers they can do a different promotion to attract more customers each day. Last but not least the most purchased 

product in Teman Lama is coffee followed by food. 

Descriptive Analysis 

The current condition of Service quality in Teman Lama; for the reliability resulted in a total average of 6.252 indicates that Teman Lama 

already has good serviceability to perform their service accurately for the customer. The highest score is the accurate billing and receiving food 

while the lowest score is Teman Lama not providing enough promised service to the customer. The assurance total average is 5.752 indicates 

that Teman Lama's employee knowledge and politeness were already good enough for the customer's preference. The highest score occupied 

by the respondent's feeling of safety when visiting while the lowest score occupied by the respondent's uncomfortableness with the employees. 
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Tangible total average is 5.631 meaning that Teman Lama already provides some good facilities for the customer use, the highest score is 

occupied by the diversity type of food in Teman Lama's menu while the lowest score is Teman Lama has a small parking area.  

For the empathy resulted in a total average of 5.215 indicates that Teman Lama already gives small, individualized attention to the 

customer, but since empathy score shows it's lower than the other dimension, meaning that Teman Lama should improve and educate their 
employees to be more giving individualized attention to each customer. The highest score shows that Teman Lama provides a good taste of 

music for their customer, while the lowest score shows that Teman Lama's employees did not fully pay attention to their customers. Last is the 

responsiveness, it resulted in a total average of 5.353 it means that Teman Lama's employees are already willing to help the customer. The 

highest score shows that Teman Lama is good at maintaining their quality of service while the lowest score shows that Teman Lama should 

educate their employees to be quicker at responding to customer needs. 

For the current customer satisfaction in Teman Lama, it shows that the total average score is 5.686 it indicates that most of the customers 

are satisfied with the service that Teman Lama provided. The highest score occupied by the respondents satisfied the Teman Lama service 

quality that delivered a good output for the customer. While the lowest score occupied by the service quality of Teman Lama that did not meet 
the customer expectations, meaning that Teman Lama's condition on the outside makes the customer have a high expectation meanwhile in 

inside Teman Lama cannot fulfill their expectations. 

The current customer loyalty resulted in the total average is 5.315 it means that the customer is quite loyal to Teman Lama, but since that's 

the score is not high enough as the other meaning that Teman Lama doesn't have that many loyal customers. The highest score is occupied by 
the respondent's positive feedback to Teman Lama, while the lowest score is occupied by the respondent's interest to the other competitors of 

the coffee shop by giving the best promotion. 

Path Analysis Result 

The data are processed using Smart PLS 3.3.2 application. Several items need to be calculated in terms to confirm the fitness of 
measurement which are the indicator reliability, internal consistency reliability, convergent reliability, discriminant validity, and coefficient 

determination. Figure 2 shows the path analysis result of the calculation. 

 

 
Figure 2 Path Analysis Result 

The indicator reliability test aims to check the consistency of the variable. The outer loading should be significant and the larger the 

loading means the stronger and more reliable the measurement model with the number higher than 0.7 is desired. The calculation result shows 

that all values of indicators are higher than 0.7, it means that all of the indicators are reliable and further analysis can be processed. The internal 

consistency reliability aims to review the Cronbach Alpha and composite reliability values. The value should be 0.7 or higher to be accepted as 
reliable. The calculation result shows that all variables' value is higher than 0.7 on Cronbach Alpha and composite reliability therefore, it is 

acceptable. 

Using the average variance extracted is examined to measure the convergent validity of each variable. The value of the average variance 

extracted should be above 0.5 to be considered as acceptable. The calculation result shows that all of the average variances extracted values are 
higher than 0.5, meaning that it is acceptable and all the variables are valid. The discriminant validity test can be measured by squaring the 

average variance extracted, and it is acceptable if the square root in each variable is larger than the other correlation value among the variables. 

The calculation result shows that the discriminant variable in this study is acceptable since the value of the square root is bigger than the 

correlation in each variable. Then, it can be concluded that the variable is valid. Therefore, based on the indicator reliability test, internal 

consistency reliability, convergent validity, and discriminant validity it can be concluded that the data is reliable and valid. 
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Coefficient testing is used to analyze further, bootstrapping in Smart PLS is operated to produce the T-statistics for significance testing for 

inner and outer models. The result of this calculation is used to determine whether this hypothesis is accepted or rejected. Table 4.1 presents the 

result of the coefficient validity test. From the result below, it shows the value of R2 of the customer satisfaction variable is 0.798, it means that 

the service quality of reliability, assurance, tangibles, empathy, and responsiveness explains 79.8% of the variance in customer satisfaction. The 

R2 value of customer loyalty variable is 0.514, meaning that the customer satisfaction explains 51.4% of the variance in customer loyalty. 

Table 4.1 Coefficient Validity Test Result 

 R

2 

Customer 

Satisfaction 

0

.798 

Customer 

Loyalty 

0

.514 

 

Hypothesis Testing and Discussion 

To conclude the Smart PLS calculation and to explain the hypothesis test result is shown in Table 4.2.  

Table 4.2 Hypothesis Result 

Hypothesis Structural Path Path 

Coefficient 

T-Value 

(bootstrap) 

P-Value Information 

H1a Reliability  

Customer 
Satisfaction 

0.064 0.818 0.414 Rejected 

H1b Assurance  
Customer 

Satisfaction 

0.135 2.274 0.023 Accepted 

H1c Tangible  

Customer 

Satisfaction 

0.247 3.688 0.000 Accepted 

H1d Empathy  

Customer 

Satisfaction 

0.179 2.489 0.013 Accepted 

H1e Responsive  

Customer 
Satisfaction 

0.385 4.091 0.000 Accepted 

H2 Customer 
Satisfaction  

Customer Loyalty 

0.717 16.480 0.000 Accepted 

 

Hypothesis 1a stated that the reliability is positively related to customer satisfaction, however, from the result, it shows that the T0value is 

lower than 1.96 at the significance level of 0.05 and the P-value is larger than 0.05 with the score of 0.414. meaning that hypothesis 1a is 

rejected and reliability is not positively related to customer satisfaction in Teman Lama. It contradicted the previous research by Yilmaz, Ari, & 
Gürbüz (2018). It can be concluded that reliability can be considered as a natural thing to do in a service quality therefore, good reliability is the 

minimum requirement of service quality. 

Hypothesis 1b stated that assurance is positively related to customer satisfaction. Based on the result the T-value is higher than 1.96 and 

the P-value is lower than 0.05 meaning that hypothesis 1b is accepted and supported the previous research by Naik, Gantasala, & Prabhakar 

(2010). It indicates that Teman Lama employee's performance itself will affect the perceived customer satisfaction toward the coffee shop. 

Hypothesis 1c stated that the tangible is positively related to customer satisfaction. Based on the result the T-value and the P-value are 

acceptable, meaning that hypothesis 1c is supported the previous research by Naik, Gantasala, & Prabhakar (2010). It also indicates that the 

physical facilities that Teman Lama provided such as the table, bar, lighting, and others will affect the perceived customer satisfaction in 

Teman Lama. 

Hypothesis 1d stated that empathy is positively related to customer satisfaction. Based on the result the T-value and the P-value are 

acceptable, meaning that hypothesis 1d is supported the previous research by Naik, Gantasala, & Prabhakar (2010). It indicates that the 

individualized attention of employees to the customer is influencing customer satisfaction in Teman Lama. 

Hypothesis 1e stated that responsiveness is positively related to customer satisfaction. Based on the result the T-value is higher than 1.96 

and the P-value is lower than 0.05 meaning that hypothesis 1e is acceptable and supported the previous research by Yilmaz, Ari, & Gürbüz 

(2018). It also indicates that the willingness of an employee to help the customer and provide a prompt service will influence the customer 

satisfaction.  

Hypothesis 2 stated that customer satisfaction is positively related to customer loyalty. Based on the result the T-value is higher than 1.96 

with a score of 16.480 and the P-value is lower than 0.5 with a score of 0.000. Meaning that hypothesis 2 is acceptable and positively related to 
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customer loyalty in Teman Lama. It is supported the previous research by Nguyen, Nisar, Knox, & Prabhakar (2018) indicates that customer 

satisfaction in Teman Lama will influence their loyalty. If the customer is satisfied with the current service quality, it will affect their intentions 

to repeat orders and revisit the coffee shop. 

 

CONCLUSION 

According to the calculation result, it can be concluded that the current service quality of Teman Lama is a high level on reliability, where 

the customer gets their beverages according to what they have paid before while the tangible dimensions have the lowest level  because 
customer having trouble with the parking area that is too small for their vehicle. For the current satisfaction, Teman Lama customers satisfied 

to the service since it delivers good output for them and the loyalty most of the customer gives positive feedback to their service, but 

unfortunately the customer still interested with others competitors that provide and gives a better promotion. 

The relationship between customer satisfaction and customer loyalty can be concluded that customer satisfaction supported. It  indicates 

that customer satisfaction influencing loyalty in Teman Lama.  
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Abstract  

Small-to-medium-sized hotels (SMSHs) have been growing rapidly through the years due to the rise of Indonesia's tourism industry. This 
phenomenon attracted a startup, Veesit Technology, to partake in developing budget hotels in Indonesia by providing products and services that 

are beneficial for bettering their hotel management. In distributing the product, the company considers using its e-commerce website to provide 

information and easy-to-use transaction tools for its customers. Nowadays, more business-to-business (B2B) companies realize that e-

commerce websites are a fundamental factor in the business process. Websites as one of the most important medium play roles as the main 
interface between companies and their customers. The purpose of this study is to analyze the influence of The B2B e-commerce website's 

information quality on customer purchase intention. The researcher uses a quantitative method, multiple regression, and descriptive analysis to 

analyze the data. There are two independent variables, information' relevance and accuracy, and one dependent variable that is purchase 

intention. The expected outcome from this study is information quality, consisting of information relevance and accuracy, has a positive effect 
on purchase intention in the SMHS sector. 

 
Keywords: B2B E-commerce Website, Information Quality, Relevance, Accuracy, Purchase Intention 

 

INTRODUCTION 

As a part of the hotel industry, small to medium-sized hotels (SMSHs) have expanded globally due to an increased demand for affordable 

accommodation. Luciani (2016) describes SMSHs as enterprises with fewer than 60 rooms with a three-star rating. SMSHs hotels are expected 

to increase at the highest rate in the future, due to the growing number of millennial travelers. Most millennial travelers search for a budget 
place to stay on low or no amenities. Small hotels provide the most basic amenities, such as a single or double room for overnight occupancy 

options. Indonesia's small to medium-sized hotel sector now experiences accelerated growth. The rapid growth in the SMSHs sector 

demonstrates the intense rivalry hotels have in their fight for greater market share (Ahmad, 2014). For hotels to remain competitive, they must 

distinguish themselves by offering value-added items. 

Talking about technology, in the business field, Indonesians are already getting used to using technology, but have not used it optimally. 

Especially in productivity matters that could grow Indonesia's digital economy. Whereas the 4.0 Industrial Revolution will be more profitable 

for businesses, especially in terms of operational cost-efficiency. That can all happen if there is a collaboration between industry players 

(Richard, 2018).  

From some of the references above, it is evident that the growth of the SMSHs sector needs to be balanced with the adjustment of this 

globally developing technology. As part of the tourism industry which is one of the pillars of the Indonesian economy, the step to modify 

services in hotel management is a step that is worth doing. In addition to improving the overall quality of lodging and adding to positive 

customer experience, non-star Indonesian hotels are also expected to compete with the global hospitality market share in terms of quality of 

comfort. Especially because Indonesia is one of the most considered tourist destinations. 

Founded in 2019, Veesit Technology was born to help the small to medium hotels in generating their profit and minimizing operational 

cost by developing an integrated guest management platform that provides check-in automation systems, guest management, high-quality 

services, and comfort guarantees for the hotel guests. Despite its astonishing level of budget hotel growth and great business opportunity in the 
hotel industry, selling technology that is new to the market, especially in business to business (B2B) context, involves tricky trade-offs around 

prospect targeting, channels, and tactics.  

While hotel technology plays an important role and its presence is only expected to increase in the years ahead (Revfine, 2019), some 

SMSHs decision-makers are reluctant to buy new technology products for their hotel management. Consumers who assume that information is 
reliable are likely to follow it. Owing to the immense volume of information, users process information using various parameters, such as price. 

This applies to the explanatory force of the assertions of information. As anyone can post information online, the quality of certain information 
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has decreased (Cheung et al, 2008). To create a reasonable purchase decision, customers need to determine information based on the quality of 

the information. 

For business-to-business (B2B) companies like Veesit Technology, having an advanced e-commerce website is very fundamental. Besides 

providing the company's brand information, in B2B e-commerce sites, the company is also expected to provide all product and services 
information, the product demo, and all transactions that can take place online. According to Aioma (2019), There are several reasons why the 

sales sector is incredibly rapidly digitized. The increased availability of 5G and the increased bandwidth of mobile networks are a very current 

reason. Approximately in 2019. 8 billion connected devices have been registered and are projected to increase to 20 billion by 2025. This is 

absolutely a great thing for the future to get used to learning about eCommerce whenever the topic of B2B comes up. Recent research shows 
that consumers evaluate the quality of information on websites while searching for information online (Hughes, Wareham, & Joshi, 2010). The 

quality of the information presented on the website is crucial to the effectiveness of the website (Liua & Arnett, 2000) and has been described 

as a critical factor in the interpretation of the website (Lepkowska-White & Eifler, 2008). 

As stated by Gao, Zhang, Wang, and Ba (2012), "Information quality can be defined as how much the information available about the 
attributes of a product, brand or business is useful for customers, which helps them evaluate such objects". When consumers see information 

quality as meeting their requirements and expectations, they are more likely to purchase products. According to Fanoberova & Kuczkowska, 

(2016), in their findings, it shows that there is a relation between the information quality and its impact on purchase intention. Often supplier or 

vendor companies don't pay much attention to the quality of their online sales center because they think customers only consider buying 
directly or via telephone, even though the website as a landing page or product sales is one of the most important touchpoints. According to 

SmartInsights, the vendor's website is ranked as the third most used source of information for users, whose quality and function must be kept in 

mind and developed to suit the needs of prospective buyers.  

There have been many previous studies that have analyzed the purchase intention of B2C or C2C. In this case, the researcher is interested 
in analyzing B2B purchase intention which is represented by the scope of the SMSHs sector. The SMSH sector has a small number of decision-

makers and uncomplicated decision-making processes. Considering the constraints of the SMSHs sector's growth, it is important to investigate 

the impact of sources of information on purchase intentions. This research is expected to be useful as a reference for practitioners, B2B owners, 

or other researchers interested in exploring the issue of digital marketing among B2B marketers.  

 

 

LITERATURE REVIEW 
2.1 B2B E-Commerce Website 

Internet websites are beneficial to firms because they are globally accessible and universal without restricting their geographical location 

and costs. Many corporations thus understand the benefits of the Internet and move or extend their businesses from conventional retail stores to 
online retailers to offer goods and services or to support their consumers via an automated network. Business-to-business e-commerce is 

evolving and growing rapidly but is not so much studied as B2C sales. The impact on B2B marketing strategies is immense and every firm that 

wants to remain proficient must consider e-commerce as the main site. Customers in B2B use e-commerce platforms for a range of reasons that 

are mostly close to the B2C commodity-price comparison, information search, and purchasing. E-commerce can be described as "the use of 
web-based applications, decision support tools and related resources to streamline and optimize strategic procurement processes and 

information management." Hutt & Speh (2008) then stated: "E-procurement systems provide purchasing managers with a rich information 

environment and a sophisticated set of analytical tools they can use to evaluate the performance of suppliers." Moreover, Gartner (2019) 

research found that customers who perceived the information they received from suppliers to help move forward across their purchase jobs 
were 2.8 times more likely to experience a high degree of ease of purchase, and three times more likely to purchase a larger deal with less 

regret. 

2.2 Small to Medium-sized Hotel Market 

As mentioned in the previous section, this study focuses on the Small and Medium-sized Hotel (SMSH) as the main subject, which is 
included in the SMEs (Small and Medium Enterprises) category. So, taken from internal management and the parties involved in SME 

decision-making are more autonomous in one or two decision-makers. According to Payam & San (2014), The decision-making process in 

small and medium-sized enterprises generally takes place in a centralized manner. Since SMEs are mostly entrepreneurial companies, the 

decision-making process is highly centralized and generally taken by one person who is usually the CEO and/or the chairperson, and the 

decision is then communicated throughout the company. 

2.3 Information Quality 

In the current manufacturing environment, where products and services are highly diverse and the markets are global, the firms must 

process high volume and diversity of information. Quality can be defined as a continual advancement because of a continuous change in 
consumer satisfaction and product performance. As stated by Gao, Zhang, Wang, and Ba (2012), "Information quality can be defined as how 

much the information available about the attributes of a product, brand or business is useful for customers, which helps them evaluate such 

objects". According to Miller (1996), information quality is how the information is felt and used by its customers. The dimensions used by 

researchers to determine the quality of information can vary. This study adopts dimensions used by Cheung et al. (2008) that include 
dimensions of relevance, accuracy, timeliness, and comprehensiveness. Two components that are excluded are timeliness because it was found 

insignificant by Cheung et al. (2008) and comprehensiveness that was found insignificant by Fanoberova & Kuczkowska (2016). The other two 

components of the information quality were found to have a positive influence on attitude toward using retailer sources are relevance and 
accuracy. In this context, the accuracy and relevance of the knowledge material found on the B2B website both play a crucial role in shaping 

perceptions of overall satisfaction. 

Relevance 
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According to Lyon (2008), Relevance is the degree to which statistics meet the needs of current and potential users. It refers to whether all 

the required statistics are produced and the extent to which the concepts used (definitions, classifications, etc.) reflect the needs of the user. 

Information relevance is considered to be an important key to the decision-making process (Dunk, 2004) because it allows the decision-maker 

to use the information directly to solve a given problem, in this case, to solve a problem of confusion and uncertainty when it comes to buying a 

product online (Citrin, 2001). The table below shows a summary of the dimensions of relevance. 

 

Accuracy 

Accuracy is the degree to which an information object correctly represents another information object, process, or phenomenon in the 

context of a particular activity or culture (Stvilia et al., 2007). Loshin (2001) defines data accuracy is the degree with which data values agree 

with an identified source of correct information. There are different sources of correct information: the database of record, a similar, 

corroborative set of data values from another table, dynamically computed values, the result of a manual workflow, or irate customers. 

2.3 Purchase Intention 

Purchase intention according to Ghosh (1990) is an effective tool to predict the buying process. It may be changed under the influence of 

price or perceived quality and value. The intentions capture the motivational factors that influence behavior and, the greater the intention to 

engage in a behavior, the greater is the probability it occurs (Ajzen, 1991). As stated, The intention to purchase an online transaction takes 

place when the activities include the collection of information, the transmission of messages, and the purchasing of the product. Therefore, 
purchase intention can predict or direct a real future behavior, that is, predict purchase performance from the customer. Online purchase 

intention has gained a great deal of interest in the field of e-commerce. Hsu et al. (2012) described the online purchasing intention as the 

strength of the consumer's intention to execute the particular buying activity through the Internet. The intention to purchase an online 

transaction takes place when the activities include the collection of information, the transmission of messages, and the purchasing of the object. 
The intention to purchase online from a particular website or portal can be decided by several factors. As stated, information quality is one of 

the most vital things that should be considered in the development of a vendor's website. 

2.4 Conceptual Framework 

Based on the literature review, conceptual framework that will be used in this research is: 
 

 

H1: The e-commerce website information' relevance will significantly influence customer purchase intention in small-to-medium-

sized hotels (SMSHs) in Java, Indonesia.  

H2: The e-commerce website information's accuracy will significantly influence customer purchase intention in small-to-medium-

sized hotels (SMSHs) in Java, Indonesia.  

 

METHODS 

This study uses a quantitative approach to analyze the data and chooses the questionnaire as a tool to collect the data. When designing the 

questions, the researcher uses questions in a closed format so that the respondent can respond quickly to the questionnaire. For the range of the 
answer given, the researcher uses a metric scale which is the Likert scale from range 1 to 5, with 1 as strongly disagree and 5 as highly agree to 

ask the respondent for a level agreement. The range of answers between 1 and 5 was based on the original Likert scale with five alternative 

responses, created by Likert in 1932. The questionnaire itself described how the B2B e-commerce website's information quality influences 

purchase intention.  

There are independent and dependent variables. The independent ones are information's relevance and accuracy, and the dependent 

variable is customer purchase intention. The questionnaire contains 5 questions to know overall information regarding the owner's activity 

related to an e-commerce website, 6 questions of respondent's demographic topic, and 16 questions that state independent, dependent, and the 
dimensions of variables. The questions show the influence of information' relevance and accuracy. Relevance has two dimensions which are 

applicable and easy information scanning journeys. On the other hand, accuracy has three dimensions which are conciseness verifiability and 

completeness. 

The researcher applied a pilot test used in this research to know the validity and reliability of the data. This questionnaire was filled in by 
the first 10 respondents of SMSHs owners to measure it. In this analysis, we tested the validity by making a pre-test survey to see if the 

concepts and guidelines were clear and understandable to the respondents. By acknowledging their statements, we have made some changes to 

our questionnaire to reduce the likelihood of confusion and thereby bias. In this study, considering the time constraints that we were unable to 

perform a re-test, we based our study on the first test results. However, the models used in our study have been derived from previous research 

so that the stability of the study is compelling.  The researcher got qualified data from at least 75 respondents.  
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DATA ANALYSIS 

In this section, the researcher will further analyze and describe the findings based on the results of the survey, discussing the influence of 
B2B e-commerce website’ information quality on the purchase intention on the basis of the results of the questionnaire. The survey data 

analyzed by SPSS using the "Multiple Regression" method. This chapter discusses the influence of e-commerce website’ information quality 

toward purchase intention in the context of business-to-business (B2B) based on questionnaire results. The data from the survey was analyzed 

by SPSS using the “Multiple Regression” method. Using T-test and F-test, the data will be analyzed first using a classical assumption test 

which is a multicollinearity test. For the analysis of quantitative data, the researcher will use descriptive statistics. 

 

CONCLUSION AND RESEARCH LIMITATIONS 

The researcher will conclude and elaborate on the result of the data analysis in this section. The role of information' relevance and 

accuracy on customer purchase intention in the SMSHs sector will further be defined. The expected outcome from this study information 

quality, consisting of information relevance and accuracy, has a positive effect on purchase intention in the SMHS sector. To fulfill the 

research, the researcher has to gain at least 75 respondents who are the owners or decision-makers of SMSHS. 
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Abstract  

Indonesia migrant workers has long been named with the work title of Tenaga Kerja Indonesia (TKI). However, due to many negative stigmas 

related to the term TKI, in 2017 the Government has changed the term into Pekerja Migran Indonesia (PMI). This study examines the 

dimensions of work title attractiveness and how they influence the intention to apply. Furthermore, this study also comparing the perception of 

potential workers on the work title Tenaga Kerja Indonesia (TKI) with Pekerja Migran Indonesia (PMI). We used a quantitative study by 
distributing a questionnaire survey to investigate the perceptions of future workers, and the data is analyzed using Structural Equation 

Modelling. The results from all 221 respondents who participated in the study support all dimensions of Work Title Attractiveness (WTA) has 

a significant impact on Intention to Submit Job Application (IS), with Economic Value (EV) deliver negative relation. More specifically on 

PMI, the Development Value (DV), Value of Interest (VI), and Value of Cooperation (VC) give a positive impact in that particular order. This 
study contributes to evaluate the effectiveness on renaming Pekerja Migran Indonesia (brand attractiveness) and give suggestion to Indonesia’s 

government on messages need to be conveyed to attract more applicants (employer brand building). 

 
Keywords: Brand Attractiveness, Intention To Apply, Pekerja Migran Indonesia, Rebranding, Work Title Attractiveness 

 

BACKGROUND 

Indonesia’s large population, as the 4th largest in the world, has contributed to the surplus of labor in Indonesia. According to Ford (2005), 

those involved in labor market conditions, which are marked with high rates of open and hidden unemployment and low wages, act as 
reinforcing factors for international labor migration. Indonesia’s large official and unofficial migrant worker flows are a direct result of poor 

economic opportunities for working-class Indonesians within the country itself. Indonesia has a labor surplus economy, which is unable to 

accommodate a large percentage of its working-age population. As a result, overseas labor migration has become an important avenue for the 

employment of Indonesian citizens.  

According to World Bank research, three-quarters of these Indonesian workers are low-skilled and work in the domestic sector (World 

Bank Group & Australian Government, 2017). Indonesian migrant workers; occupational placement is divided into two categories:  the formal 

sector and the informal sector. The formal sector in Indonesian statistical terms denotes the labor category that is employed by organizations 

such as a company, restaurant, factory, and hospital. In contrast, the informal sector denotes the labor category that is employed in individual 
homes. For example, although a migrant driver is categorized in the formal sector if he is employed by a company, he is also considered part of 

the informal sector if he is hired by an individual household (Hirano, Keiko: 2015) 

The emergence of several large cases of migrant workers in Malaysia and Singapore as well as in several Middle Eastern countries, 

especially Saudi Arabia, made all the nation’s components flinch. Many people argue that the problem occurs because of the low level of 
education of migrant workers. Some say that this problem occurs because employers of Indonesian labor services companies (Perusahaan 

Penyalur Tenaga Kerja Indonesia Swasta, PPTKIS) only pursue profit (profit-oriented). Some argues that the cases of migrant workers 

occurred due to the inactivity of regulative and punitive functions of the Government of the Republic of Indonesia (Widyawati, Anis: 2018) 

As mandated by Law no. 18 of 2017 concerning the protection of Indonesian migrant workers, the term for Indonesian workers abroad is 
now changed to Pekerja Migran Indonesia. According to katadata.co.id (2019), the change in name is expected to have a positive impact on 

Indonesian migrant workers, who were once synonymous with incompetent workers, most of whom are domestic workers. The new paradigm 

of labor protections in the Act is the presence of migrant worker’s protection. The paradigm changes that occur include: the state does not 

mobilize, but facilitates migrant workers; prospective migrant workers are not recruited by sponsors, but register themselves; protection; and 

migrant workers are not burdened with placement fees.  

Data from the Ministry of Labor showed that the number of Indonesia’s migrant domestic workers continues to shrink from year to year. 

PMI placement in 2019 was 276,553 people consisting of 133,993 formal PMI (48.45%) and 142,560 informal PMI (51.55%). Compared to the 

2018 total of 283,640 people, where 133,640 of them are formal PMI (47.12%), and 150,000 are informal PMI (52.88%). The Ministry of 
Manpower has regretted that there has been a stigma that all migrant workers have always been associated with low-level, unskilled workers. 
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There are also Indonesia migrant workers from the middle level equivalent to technicians or nurses. Some even reach a high level equivalent to 

the chief executive officer (CEO) in world-class banking. 

The progress of migrant workers’ expertise in overseas populations is in line with their educational background data, which shows a 

decrease in secondary school graduates (SMP) and lower. PMI placement in 2019 consisted of 101,440 SMP graduates (a decrease of 0.38%) 
and 88,881 SD graduates (a decrease of 8.57%). Compared to 2018 of 101,824 SMP graduates, and 97,209 SD graduates. Based on the above 

data development, it is no longer appropriate to stigmatize migrant workers as unskilled workers, low-class workers, and low-paid workers, 

because current conditions are very different.  

Being a first-choice employee brand is a valuable advantage for an organization (Rampl, 2014). In her study, for the first time in the 
literature, Rampl (2014) investigated the drivers of employer first-choice brand and identifies employee’s brand emotions as being essential for 

establishing a strong EB. According to Berthon et al. (2005), the benefits that a prospective employee expects to achieve while working for a 

specific organization reveal the attractiveness of the employer’s brand. The author considered the following categories of principles: values of 

interest, social value, economic value, development value, and value of cooperation. There are indications of a relationship between the value 

of interest and the intention of submitting a job application to the organization.  

This study analyzes whether government efforts to rebrand the work title from TKI to PMI have so far giving an impact on eliminating the 

stigma. Our research aims to contribute to the government by proposing dimensions to highlight in communicating the Pekerja Migran 

Indonesia (PMI) term. Such an investigation has not been conducted in Indonesia. The Manpower Ministry has held a large-scale program of 
Desa Migran Produktif that supports the government intention to their rebranding efforts. Therefore, their program will be considered on composing 

managerial implications. The objective of this research is to suggest to Indonesia’s government on messages need to be conveyed to attract more 

skilled applicants (employer brand building) for PMI positions. This study extends the existing literature by putting the proposed model to the 

Work Title context. 

 

LITERATURE REVIEW 

Brand image 

The “brand” is often regarded as a separate from functional product, with the brand being grafted on by advertising, thereby completing 

the transformation process from functional product to immortal brand. A product is a physical thing, while a brand has no tangible, physical, or 

functional properties. Yet it is just as real as the product. Disembodied, abstract, ephemeral. It exists like a myth in the imagination of 
consumer. The product is seen as providing core functional benefits while the brand is responsible for creating the magnetic human-like aura 

around the actual product. While the term “brand” was originally associated with product-level of marketing imagery, and later extended to 

include both services and industrial products, the skills/techniques which brand management implies have been extended to all levels of 

marketing imagery. 

Employee brand attractiveness 

The ability of employee brand (EB) to attract future employees expresses an organization’s position in the minds of candidates. The 

stronger the attractiveness of an EB, the more robust is the perceived EB value in the candidates’ perception. Jiang and Iles (2011) also saw EB 

as “a power” that draws the candidate’s attention to the organization and encourages current employees to stay loyal to a company. In Santiago, 
J. (2018), employer branding is considered by applying a progressive human resource development approach based on general branding theory, 

which uses some branding principles and tools (e.g. target audience identification, segmentation and promotion) to improve the efficiency of 

the process of people management. 

In their paper, Kucherov and Zavyalova (2012) defined EB as a quintessence of those qualitative features of the employer that are 

attractive to a target audience. Berthon et al. (2005) developed and validated a multi-item scale to identify and operationalize the dimensions of 

employer attractiveness. According to these authors, the attractiveness of an employer’s brand can be equated by the interest, social value, 

economic value, and the development and cooperation that it can hold, according to the perspective of potential employees. As this concerns 

the social value, it is associated with a pleasant and relaxed work environment. Concerning economic value, the monetary question of above-
average salary, contractual stability, and career progression are core factors. Finally, the development offers a strong valuation of the employee, 

providing security and appreciation of their contribution, which in the perspective of a future employee is considered to be an added value for 

career progression. EB is thus affected by the employer’s notion of attractiveness, in the sense that a brand can be considered to be a key, 

strong, and advantageous factor, which influences the value judgments of potential employees. EB is essentially the reflection of the identity 

and culture of an organization, and its employees are the main messengers of brand awareness. 

In this study, we examine Indonesia students and graduates of nursery and fisheries’ perception of EB attractiveness. This is in line with 

the implementation of the placement of candidates for PMI Nurse (Kangoshi) and candidate PMI for careworkers (Kaigofukushishi) to Japan 

Government to Government (G to G) program within the framework of the 13th Indonesia Japan Economic Partnership Agreement (IJEPA) for 
placement in 2020. While starting from 2006, the government of Indonesia conducted this Government to Government (G to G) program for 

Indonesian migrant workers to South Korea through Direktorat Penempatan dan Perlindungan Tenaga Kerja Luar Negeri (PPTKLN) which is a 

directorate under the department of Manpower and Transmigration. 

Rebranding 

Rebranding refers to repositioning or revitalizing a brand. Stern (2006) defines rebranding as name changing exercise of its targeting and 

positioning, in an attempt to attach new connotation to the brand and communicate the same to the stakeholders.  

We may, therefore, define rebranding as the creation of a new name, term, design, or a combination of them for a recognized brand to 
develop a new, distinguished position in the mind of stakeholders (Muzellec and Lambkin, 2006). Rebranding is a route of an organization’s 

strategy to suggest the need for a fundamental redefinition of its identity.  
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In a study of small and medium-sized French organizations, Delattre (2002) presented a typology of the reasons for name changes which 

were: an alteration of corporate image, a change of management, a change of activity, and a revision of legal status and technical scenario. 

When a name gets associated with a negative event or a tragedy and so rebranding will enhance the name to have a new image and customers 

will have new perceptions of the name (Johnson, 2002). In addition to the already cited situations, few external factors might also be 
responsible for an organization to rebrand (Boyle, 2002). Rebranding can be considered as an instrument to counter competition and earn a 

competitive advantage. There can be a dual purpose to rebranding – one, to ascribe a new name to a product or service, and two, it can mean to 

reposition and revitalize a current brand. 

Rebranding involves transferring the brand towards a more attractive and relevant position (Tybout and Stephen, 2005). Far from just a 
change of visual identity, rebranding is also a part of the overall branding strategy on a product/service. This may involve radical changes to the 

brand’s logo, name, image, the strategy of marketing, and even the advertising theme. Daly and Moloney (2004) suggest rebranding can be 

viewed as a continuum that refers to three change categories with respective change formats – Minor Changes (Aesthetics), Intermediate 

Changes (Reposition), and Complete Change (Rebranding).  

Stuart and Muzellac (2004) endorsed that rebranding can be accomplished when one of the following changes are introduced (i) name and 

logo, (ii) name, logo and slogan, (iii) only logo, (iv) logo along with slogan (v) only slogan. It is further reiterated that there are two degrees of 

rebranding-revolutionary and evolutionary rebranding. The former fully put an end to the earlier perception of the brand and shapes a fresh 

entity, by changing name, logo, and slogan. Evolutionary rebranding is not much severe and changes one or two of the three features while 

retaining the key issues of the positioning. 

Dimensions of Work Title Attractiveness (WTA) and Intention to Submit a Job Application (IS) 

The purpose of this study is to determine which dimension that can help change the stigma of TKI and strengthen the name of PMI. This 

study’s conceptual model focused on WTA attractiveness and IS. This study proposes to test the following hypothesis: 

H1. The more positive the Value of Interest, the more positive the Intention to Submit a Job Application 

H2. The more positive the Social Value, the more positive the Intention to Submit a Job Application 

H3. The more positive the Economic Value, the more positive the Intention to Submit a Job Application 

H4. The more positive the Development Value, the more positive the Intention to Submit a Job Application 

H5. The more positive the Value of Cooperation, the more positive the Intention to Submit a Job Application 

Figure 1 presents the conceptual framework adapted from a recent study by Santiago (2018), which applied both concepts in Portugal 

context and confirm a positive relationship between employer attractiveness and prospective employees’ intention to apply to that organization 

for a job. The model links the dimensions of WTA based on a comprehensive 250 item EmpAT scale proposed by Berthon, P., Ewing, M. and 
Hah, L.L (2005) and the three dimensions of IS proposed by Highhouse, S., Lievens, F. and Sinar, E.F. (2003). Both scales have been 

previously been validated in past research. In this paper, we examine this relationship through the perspective of Indonesian citizens with a 

fishery/nursery background and base our research on the premise that the attractiveness of the WTA created by the government influences IS. 

 

 

 

Figure 1: Conceptual Model 

METHODS 

In general, the unit of analysis used in this study was an individual aged 20–50 years in 2020 and was registered legally as students/alumni 
of fishery or nursery school. Respondents were selected because limitation of study to zoom on a minimum of high school (or equivalent) 

graduates, and in line with 2019’s Ministry of Manpower Government to Government program with South Korea (fishery graduates) and Japan 

(nursery graduates). Subsequently, the number of samples used in the processing and data analysis totaled 221 individuals. Respondents for the 

questionnaire’s survey were gathered by a convenient sampling technique. We perform data analysis using Confirmatory Factor Analysis with 

AMOS 24. 

 
RESULTS 
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The researcher took data from a sample of 221 respondents, where they were divided into 2 groups: Tenaga Kerja Indonesia (TKI) 

questionnaire recipient group of 109 respondents, and the Pekerja Migran Indonesia (PMI) questionnaire recipient group of 112 respondents. 

The question items are the same, only the TKI questionnaire receives all TKI naming on the question, while the PMI questionnaire has PMI 

naming on the question. This respondent consisted 78.73% of women (174 respondents). The first group had 69.72% female respondents out of 

109 respondents (76 respondents), while the second group had 87.5% female respondents out of 112 respondents (98 respondents). 

The validity and reliability of all variables and indicators are checked. All CR values are above 0.7 and AVE values are all above 0.5, all 

indicators can be considered reliable. Additionally, all the study constructs were found to show strong reliability with the Cronbach’s α values 

greater than 0.70. After ensuring all the indicators are valid and reliable, measurement model test was done to check the Goodness of Fit of 
model. Out of the four model fit indices used, all of them were showing a good fit result. The model is concluded to have a good fit, as shown 

in Table 2 below. 

Table 1: Model Fit Measures 

Measure Estimate Threshold Interpretation 

CMIN/DF 2.368 Between 1 and 3 Excellent 

CFI 0.914 > 0.95 Acceptable 

SRMR 0.053 <0.08 Excellent 

RMSEA 0.079 < 0.08 Acceptable 

 

Next, we conduct the structural model test to test the hypotheses and find relationship or the effects of the independent variables on the 

dependent variable. The evaluation results are summarized in Table 2. 

Table 2: Results of Evaluation of Structural Models with Research Hypotheses 

Hypothesis Predictor Outcome Std 

Beta 

CR P 

value 

Conclusion 

H1. The more positive the Value of Interest, the 
more positive the Intention to Submit a Job 
Application 

VI IS 0.331 4.358 *** Data supports 

hypothesis 

H2. The more positive the Social Value, the 
more positive the Intention to Submit a Job 
Application 

SV IS 0.194 2.119 * Data supports 

hypothesis 

H3. The more positive the Economic Value, the 
more positive the Intention to Submit a Job 
Application 

EV IS -0.537 -3.638 *** Data is not 

supporting 

hypothesis 
H4. The more positive the Development Value, 
the more positive the Intention to Submit a Job 
Application 

DV IS 0.833 6.128 *** Data supports 
hypothesis 

H5. The more positive the Value of 
Cooperation, the more positive the Intention to 
Submit a Job Application 

VC IS 0.197 2.461 * Data supports 
hypothesis 

For P value: *** p <0.001, * p <0.05 

 

The effect of the dimension of VI on IS is significant (p<0.001). The basic evidence for this is Std Beta = 0.331, confirming H1. The effect 
of the dimension of SC on IS is significant (p<0.050). The basic evidence for this is Std Beta = 0.194, confirming H2. The effect of the 

dimension of EV on IS is significant (p<0.001). The basic evidence for this is Std Beta = -0.537, rejecting H3. The effect of the dimension of 

DV on IS is significant (p<0.001). The basic evidence for this is Std Beta = 0.833, confirming H3. The effect of the dimension of VC on IS is 

significant (p<0.050). The basic evidence for this is Std Beta = 0.197, confirming H5.  

 

To see the difference between the new naming (PMI) and the old naming (TKI), researcher conducted a multi-group analysis as follows: 

Table 3: Standard Regression Weight TKI-PMI 

 Estimate TKI Estimate PMI 

VI -> IS  0.255 0.406 

SV -> IS 0.238 0.133 

EV -> IS -0.499 -0.624 

DV -> IS 0.896 0.815 
VC -> IS 0.124 0.270 

 

DISCUSSION 

From a practical standpoint, the results of this study provide direction for improving work title attractiveness. The Ministry of Manpower 
must realize that, when advertising job opportunities prospective applicants will give importance to the Development Value, Value of Interest, 

and Value of Cooperation. For communicating Development Value. For Development Value dimension, it is advisable to expand 

communication about the Desa Migran Produktif, and add another pillar to their programs, for those who still wish to continue their work 
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abroad, for example, access to further study scholarships. For Value of Interest dimension, it is advisable to expand communication about the 

real working condition of PMI as challenging, demands creativity, high quality, and innovative capabilities. These real-life examples can be 

gathered from PMI working under formal sectors. For the Value of Cooperation dimension, it is advisable to recruit former PMI who have not 

departed again yet to join the preparatory training efforts for those who want to depart. 

We suggest replicating this study to another professional profile, to verify whether these results maintain stability among samples with 

different characteristics. Additional research focusing on clarifying the stability of these results is very welcome, especially if it is carried out 

on a diverse profile of prospective applicants. We also think that replicating this research using various types of education groups is valuable 

because it is important to determine whether these results maintain their stability. We consider these results to be relatively stable because we 
have controlled for the influence of the type of education group. Future replication of this research is needed and is very welcome because this 

is an important clarification to be addressed. 

Based on the interview with Special Staff of the Minister of Manpower of Indonesia 2014 – 2019, Maria Magdalena, finding of negative 

relation of Economic Value is in line with her technical finding in Taiwan, where Manpower is valued with their diplomas. Therefore, higher 
economic value leads to a perception of the higher requirement of diploma, where most of the PMI has none. This will strengthen the reason to 

give scholarships for further education access/information to existing and ex PMIs. 

 

CONCLUSION 

We believe this research progressed existing research because this research has the nature of confirmation that communication for the 

Economic Value dimension must be improved to provide a better image of the new work title of PMI, and communication for the dimensions 
of Development Value, Value of Interest and Value of Cooperation has more significant influence for the better brand of PMI. From an 

empirical point of view, this research provides an important step towards validating a theoretical process model that explains how IS is 

generated. It also shows how the role of JAT in this process, proves how branding can hinder the process or strengthen it. From a theoretical 

point of view, job choice and interest literature can add information to existing models in this field of research. By validating our theoretical 
model, future research opportunities can be opened. This study extends the existing literature with the result of the negative relation of 

Economic Value, which the researcher believe is a specific characteristic of this field. 
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Abstract  

The advancement of technology has created a transformation from traditional market behavior into a collaborative consumption model. The 

concept of collaborative consumption has gained widespread in the past few years as several well-known companies, such as Airbnb, Grab, and 

eBay used this kind of business to remain profitable and sustainable amidst the fast-changing digital era. However, in Indonesia, the presence 
of Airbnb as one of the collaborative consumption platforms is a strong competitor for the hotel industry, leading to a decrease in hotel 

occupancy rate since people prefer to use Airbnb rather than a hotel. Their decision to shift from hotel to Airbnb is undoubtedly based on 

several motivations and limitations that inspire them to choose Airbnb. This research will explore several motivation and constraint factors, 

such as price value, authenticity, novelty, enjoyment, social interaction, home benefits, perceived risk, distrust, and insecurity, adapted from 
related journals, and combined with the theory of planned behavior (TPB). The PLS-SEM method is used to analyze the relationship between 

factors, consumer's attitudes on repurchasing Airbnb, subjective norms, perceived behavioral control, and repurchase intention. The findings of 

this research are expected to give new understanding about factors that motivate and limit consumer's intention to repurchase collaborative 

consumption platform and help hotel marketer to identify which factors that can be a consideration for their future marketing program. 
 
Keywords: Airbnb, Collaborative Consumption Platform, Motivation, Constraint, Repurchase Intention 

 

BACKGROUND 

The shift from machine automation era in Industrial 3.0 to digital transformation and technologies in Industrial 4.0 which also known as 
'industrial internet' or 'internet of everything' (Kluchert & Koinzer, 2009) has created a transformation from traditional market behavior into 

collaborative consumption platform (Barbu et al., 2018). Rachel Botsman first introduced the idea of collaborative consumption and Roo 

Rogers in their famous book, What's Mine is Yours, where they stated that this change embraces the use of distributed and accessible assets 

across various platforms to generate or receive value. Researchers have described collaborative consumption as people who handle the 

purchase and selling of an item for a fee or other incentive. 

The concept of collaborative consumption has been applied by several well-known companies such as Grab, Airbnb, and eBay. Those 

companies evolved into a vast business network that spread around the globe, including Indonesia. In Indonesia, Airbnb, as one of the 

collaborative consumption platforms, penetrated the tourism industry, and cause millennial to switch from hotels to Airbnb (Mufti, 2018). Their 

decision to shift from hotel to Airbnb is undoubtedly based on particular motivations that inspire them to use Airbnb rather than a hotel. 

In recent years, research on motivation to use or participate in a collaborative consumption platform has arisen as an essential field of 

collaborative consumption studies. Insights regarding motivations would be influential in gaining a deeper understanding of consumer decision-

making mechanisms that have so far been underexplored (Piscicelli et al., 2014; Tussyadiah, 2015) and may also promote the broader 
discussions on the collaborative consumption platform (Grassmuck, 2012; Martin, 2016). There is also relatively little understanding about how 

consumer motivations and constraints can influence consumer repurchase intention of a collaborative consumption platform (Kim & Lee, 

2019). 

The presence of Airbnb does provide a new experience for Indonesian travelers, but it also acts as a new strong competitor for the long-
present hotel industry in Indonesia. By knowing what factors motivate and limit consumers to use Airbnb again, this research will contribute to 

giving new findings for collaborative consumption literature and the traditional hotel industry to help them compete with Airbnb. 

 

LITERATURE REVIEW 

Previous literature about collaborative consumption began to widely known after Botsman & Rogers described it in their well-known 

book, What's Mine is Yours. They divided collaborative consumption into three categories: Redistribution Market, Product or Service System, 
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and Collaborative Lifestyle. Redistribution market is a market for second-hand goods which can be sold for free or in return with other goods; 

product or service system is a system where people pay to receive the benefit of a product without the need to own it; and collaborative lifestyle 

is a P2P market where individuals can share non-tangible assets such as knowledge, skills, and time with others. Collaborative consumption 

includes a range of activities in nearly every business sector, such as traffic, food, and entertainment (Hartl et al., 2015). 

Airbnb (Air Bed and Breakfast), as the object in this research, is a marketplace that connects hosts renting out spaces in their home or 

apartment to travelers who seek accommodation. It was first introduced to the public in August 2008 (Smith, 2018) by its founder, Brian 

Chesky, Joe Gebbia, and Nathan Blecharczyk. Airbnb has various types of space that can be rent, such as apartments, houses, castle, igloos, 

treehouses, etc. All spaces are divided into three room types: entire place, which allows consumers to own the whole home for their self; 
private room, where consumers are being provided with the private sleeping room but still need to share certain spaces with others; and shared 

room, which required consumers to sleep and share the facility with other guests.  

Researcher adds the theory of planned behavior (TPB) by Ajzen (1991) in this research to analyze how consumer motivations and 

constraints influence attitude and behavior in repurchasing Airbnb. Ajzen mentioned that behavioral intention could be predicted from 
subjective norms, attitudes, and perceived behavioral control. This theory has been used in various research, such as choosing travel destination 

(Lam & Hsu, 2006), predict tourist intention in seeking medical tourism (Seow et al., 2017), and influence of uncertainty and risk towards 

intention visit (Quintal et al., 2010). Previous studies have shown that there is a favorable relationship between subjective norms and attitudes 

to repurchase intention (Han & Kim, 2010; Mao & Lyu, 2017) and perceived behavioral control to repurchase intention (So et al., 2018).. 

The study by So et al., (2018) provides several motivations and constraints variables that will be used in this study, such as price value, 

authenticity, novelty, enjoyment, social interaction, home benefits, perceived risk, distrust, and insecurity. Price value or economic value in this 

research is defined as the proportion between the benefit gained and the amount of money paid to stay in Airbnb. The price values discover a 

positive influence on consumers’ attitudes and repurchase intentions from previous literature by Tussyadiah (2015). Authenticity is defined as 
genuine experience gained by the consumer when they stay in Airbnb; for example, learning about local culture. It was found to have positive 

influences on consumer's attitudes and intentions to repurchase Airbnb in the study by Guttentag (2016). Novelty is defined as the influence of 

new experience gained by consumers during their previous stay in Airbnb. Existing literature by Guttentag (2016) and Mao & Lyu (2017) 

stated that novelty has positive influences on consumer's attitudes and intention to repurchase Airbnb.  Enjoyment is defined as a pleasant and 
comfortable experience felt by consumers when staying in Airbnb. It was stated to have positive influences on consumers' attitudes and 

repurchase intentions from previous literature by So et al. (2018). Social interaction in this research is defined as an interaction between guests 

and hosts or other guests. It was discovered to give positive influences to consumer's attitudes and intentions to repurchase Airbnb in a previous 

study by Tussyadiah (2015), which described social interaction as one of the critical motivation that influences consumer intention to 
repurchase Airbnb. The last factor in motivations is home benefits, which refer to household facilities that can be utilized by guests when they 

are staying in Airbnb, such as kitchen, dryer, and washing machine. The importance of home benefits as one of the motivation factors is 

mentioned in the existing literature by Tussyadiah (2015) and So et al. (2018). 

On the contrary, constraint variables consist of perceived risk, distrust, and insecurity that were mentioned to have negative influences on 
consumer attitude and intention to repurchase Airbnb. First, perceived risk in this research is associated with an unfavorable situation that 

might happen when consumers stay in Airbnb. It was discovered to have a negative relationship with attitude and consumer's intention to 

repurchase Airbnb in the study by Gong & Zheng (2018). The second variable, distrust, is defined as consumers feeling that Airbnb isn't honest 

and can't be trusted. The importance of distrust as one of the significant barrier factors was mentioned by Tussyadiah & Pesonen (2018). Last, 
insecurity is described as Airbnb consumer's doubts about the security of Airbnb's services and transaction. It was found to be critical to Airbnb 

adoption by Gong & Zheng (2018) and So et al. (2018) 

Repurchase intention was necessary to be explored further because of their long-term consequences (Bojei & Hoo, 2012; Ritti & Silver, 

2014). Repurchase intention is close to purchase intention except with the factor of experience. Therefore, repurchase intention in this research 
is described as the consumer's propensity to repurchase Airbnb (Bojei & Hoo, 2012). According to Kim & Lee (2019), repurchase intention can 

be influenced by attitude, perceived behavioral control, and perceived value but negatively affected by subject norm. 

From the literature mentioned above, the proposed hypotheses in this research are: 

 

H1: Attitude positively influences consumers intention to repurchase Airbnb 

H2: Subjective norms positively influence consumers intention to repurchase Airbnb 

H3: Perceived behavioral control positively influences consumers intention to repurchase Airbnb 

H4: Subjective norms positively influence consumers attitude on repurchasing Airbnb 

H5: Price Values positively influences consumers attitude on repurchasing Airbnb 

H6: Price Values positively influences consumers intention to repurchase Airbnb 

H7: Authenticity positively influences consumers attitude on repurchasing Airbnb  

H8: Authenticity positively influences consumers intention to repurchase Airbnb 

H9: Novelty positively influences consumers attitude on repurchasing Airbnb 

H10: Novelty positively influences consumers intention to repurchase Airbnb 

H11: Enjoyment positively influences consumers attitude on repurchasing Airbnb  

H12: Enjoyment positively influences consumers intention to repurchase Airbnb  

H13: Social interaction positively influences consumers attitude on repurchasing Airbnb 

H14: Social interaction positively influences consumers intention to repurchase Airbnb 
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H15: Home benefits positively influence consumers attitude on repurchasing Airbnb 

H16: Home benefits positively influence consumers intention to repurchase Airbnb 

H17: Perceived risk negatively influences consumers attitude on repurchasing Airbnb  

H18: Perceived Risk negatively influences consumers intention to repurchase Airbnb 

H19: Distrust negatively influences consumers attitude on repurchasing Airbnb 

H20: Distrust negatively influences consumers intention to repurchase Airbnb 

H21: Insecurity negatively influences consumers attitude on repurchasing Airbnb  

H22: Insecurity negatively influences consumers intention to repurchase Airbnb 

 

 

Figure 1: Proposed Research Model 

METHODS 
3.1 Data Population and Sampling Technique 

The population targeted in this research is people categorized as millennials (20-39 years old), according to Stafford & Griffis (2008) who 

already stay in Airbnb, and live in Bandung, Jakarta, Surabaya, and Yogyakarta. To determine the sample, a purposive sampling technique was 

conducted since some requirements need to be fulfilled by the respondents. 

3.2 Sample Size 

Since it is impossible to study the entire population, the researcher determined the sample size using guidelines by Marcoulides & 

Saunders (2006) in Wong (2013). This suggestion is focused on the number of arrows pointing at a latent variable in this research. 

 
Table 3: Minimum Sample Size Required 

Provided in the previous chapter, more than ten arrows are pointing at the latent variable in this research. Thus, the minimum sample 

required is 91. However, Wong (2013) indicates that the amount of sample from 100 until 200 is sufficient to be used in PLS-SEM, although 

this method can give a result using a small amount of sample. Besides, Malhotra et al., (2007) stated that the minimum amount of sample for 

marketing study is 200. Therefore, researchers set 200 respondents as the minimum number of samples. 

3.3 Data Analysis 

 The analysis for this research was conducted using descriptive analysis and PLS-SEM. Descriptive analysis has the purpose of 

presenting the demographic data such as age, gender, domicile, travel frequency, job, and type of Airbnb property they used gathered from 
online questionnaires in a brief explanation. Those data then processed by Microsoft Excel. The second method, Partial Least Square-Structural 

Equation Modeling or (PLS-SEM), was used to find out whether the research framework in this research can accurately represent the data from 

the sample and also see the relationship between an endogenous variable and exogenous variable. Another consideration, PLS-SEM offers 

several advantages such as required small size samples, less rigid with non-normal data, and formatively measured the constructs (Hair et al., 

2014). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The result gathered from PLS-SEM is expected to provide which factors in motivation and constraint that have a significant and positive 

effect on repurchase intention. There are different findings in previous literature regarding which factors that could motivate and limits people 
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to repurchase Airbnb. Therefore, this research aims to unite all those findings to provide a new perspective of people's motivations and 

constraints in repurchasing Airbnb as one of the collaborative consumption platforms. It is expected that price value, authenticity, novelty, 

enjoyment, social interaction, and home benefits have a positive relationship and significant influence towards attitude and repurchase intention 

meanwhile, perceived risk, distrust, and insecurity have a negative relationship and significant influence towards attitude and repurchase 
intention. The variable attitude, subjective norms, and perceived behavioral control variables gathered from the Theory of Planned Behavior 

(TPB) also expected to have a positive relationship and significant influence towards repurchase intention. 

PLS-SEM was chosen to analyze the data in this research because it accurately represents the data from the sample and the amount of 

explained variance of dependent latent construct. The combination of motivation and constraint factors from So et al., (2018) and the theory of 
planned behavior by Ajzen (1991) expected to gives new findings for collaborative consumption literature and hotel industry to be sustainable 

amidst the rapid growth of digital era. 

 

CONCLUSION 

The advancement of technology and the rapid growth of several industries worldwide which used the collaborative consumption model, 
have supported this research to give a new perspective regarding people's motivations and constraints in repurchasing a collaborative 

consumption platform. The insight regarding motivations and constraints would be influential in gaining a deeper understanding of consumer 

decision-making mechanisms that have so far been underexplored. Most of the current research was analyzing about factors that influence 

people to participate in collaborative consumption rather than specifically refers to one of collaborative consumption platform. However, this 
study will focus on Airbnb as one of the collaborative consumption platforms and factors that cause consumers to repurchase Airbnb rather 

than a hotel. 

The finding in this research is expected to give a beneficial understanding regarding consumer's motivation and constraints in repurchasing 

Airbnb for businesses and marketers. By choosing which factors that have a strong and positive influence towards consumers intention to 

repurchase Airbnb, marketers can develop a marketing program to compete with Airbnb and attract more traveler to use hotel. 
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Abstract  

The cosmetic industry in South Korea has been really famous in the world nowadays. However, as the industry gained its  fame, it has been 
struggling with building brand loyalty among customers since there are numerous cosmetic brands in South Korea. Brand loyalty is essential in 

brand management in regard to the marketing aspect. By implementing brand loyalty, the brand can enlarge their customer range and improve 

its competitive advantages depending on how loyal the customers are to the brand. According to a survey conducted by Google, 68 percent of 

marketers responded that brand loyalty is helpful in making the brand more profitable. However, building strong brand loyalty is not an easy 
task. This essay will suggest the appropriate ways to implement brand loyalty in the cosmetic industry of South Korea. The first step in creating 

brand loyalty is to understand which factors are the most effective in the customers’ buying decision. To collect accurate data, a survey was 

conducted in order to find out how the South Korean’s cosmetic industry was perceived by the consumers. This will help determine ways for 

the brands to deliver their values to the customers, which will then lead to acquiring brand loyalty. 
 
Keywords: Brand, brand loyalty, brand management, cosmetic industry, South Korea 

 

BACKGROUND 

In the past few years, France and Japan were considered as leading cosmetic industries in the world. However, South Korea has recently 
started gaining its fame as leading figures in the cosmetic industry as it developed its own products with unique styles, also known as K- beauty 

products. Appearance was and is a crucial part of living life in South Korea. Because of that, many Korean people crave for high-end skin care 

products and surgeries. This led to a boost of a variety of cosmetic industries within South Korea, leading to significant advancements in the 

competition among other countries. 

As individual customers have high standards and are knowledgeable of the product that they use and want to use, the brands are pressured 

to develop high quality products to stay in competition. Through that, the Korean beauty industry is now described as a trend leader globally. 

For instance, BB cream has been so popular in western culture while Koreans are already familiar with CC cream, which is an upgraded 

version of BB cream. Most of the products produced by the Korean cosmetic industry are highly functional in addition to making one’s 
appearance more flattering. Some of the main functions are sun protection, skin whitening, ease of wrinkles, and many more. Since these 

products are classified as cosmeceutical products, many of them are made of snail oils, slime, and Korean herbs that follow strict regulations of 

the Korean government. Such standards lead to better quality of products, which makes many Korean products popular and widely utilized 

beyond Korea. 

Another factor that makes Korean cosmetics globally popular is the Korean wave. Since K-pop and K-drama became popular and attracted 

numerous international audiences, they began to crave for the products that the idols and actors/actresses used that make them look flawless 

and beautiful. Celebrity endorsement became the most common marketing strategy in the cosmetic industry. Moreover, Korean men started 

using cosmetics recently, which led to the development of various kinds of men’s makeup products other than toners and essences. This made it 

much easier for men to find cosmetic products than other countries.  

With all of this information considered, the cosmetic brands in South Korea are currently struggling with increasing brand loyalty among 

their customers as there are too many kinds of brands. Brand loyalty can be one of the social factors according to PESTLE analysis on this 

industry. If a customer finds out that they like the lipstick from Company A, then that person will go and buy eyebrow pencils from the same 
company as well because they were satisfied with lipstick from the company. This is why many marketers try to retain as many customers as 

they can. This paper will further describe how brand loyalty will help the industry become more successful and demonstrate a suitable way to 

implement brand loyalty 

 

BRAND LOYALTY 

Brand loyalty is the customers’ behaviors of having positive feelings only to products or services from specific brands over time even in 

the midst of changes in the environment or the competitors’ promotion towards customers. Within the group of customers  with a high rate of 
brand loyalty, they have different purposes while looking through multiple brands for their products. For those with high brand loyalty, they do 
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research in order to filter the products from their one, specific brand while average customers do research in order to choose products from 

multiple brands. This means that brands want to be cautious of their competitors in order to keep their customers. 

Moreover, this brand loyalty can also be defined as a positive word of mouth advocacy. According to the characteristics of customers, they 

are likely to share the information if there are recommendable products or services to their closest people. They tend to have a mindset that 
their favorite brand would be impressive to other people as well because they are satisfied with the brand. However, this behavior should not be 

confused with habit. Loyalty is mostly built through emotional engagement rather than just a simple lifestyle. 

Brand loyalty is a good measurement for marketers. It indicates the outcome of the brand performance in the market. Moreover, it helps 

marketers to identify the problem if there are certain products that are not popular among the customers. This information will lead to an 

accurate way to be successful in building brand loyalty by regulating and improving such products. Therefore, the main purpose of brand 

loyalty is to show how well the brand has performed so far to attract loyal customers. 

There are countless advantages that the brand can gain from improving and managing brand loyalty among customers. Here are the main 5 

advantages: high rate of customer acceptance toward the brand, strong competitive power, easier way to brand extension, customer loyalty, and 

strong trustworthiness between the brand and the customers. 

With a high rate of customer acceptance, the customers are always aware of the brand that they like. For instance, if they want to get a 

product or a service, their priority will be to check out their favorite brand. With a high rate of customer acceptance, the customers are always 

aware of the brand that they like. For instance, if they want to get a product or a service, then their priority to check will be their favorite brand. 
The customers will intentionally seek out for the brand they regularly shop at. Second advantage that the brand can gain is strong competitive 

power. As much as the brand has strong customer bases, these customers will be very faithful to the brand. Thus, it will be easier for the brand 

to introduce products to the customer if they are a strong brand with loyal customers. Even though certain products can seem like a brand 

extension, loyal customers will be more excited about it rather than being confused. The next advantage for brand loyalty is customer loyalty. 
Since building brand loyalty needs emotional connection by sharing values with customers, its power toward the customers will be very 

impactful. The final advantage is having strong trustworthiness between the brand and the customers. Through this faithfulness between them, 

it will be easier for the customer to make a purchase. Furthermore, loyal customers will be ready to pay a high price for the brand’s product. 

Through such ways, the brand can be very profitable. Moreover, in the perspective of a marketer, managing existing customers is more 

affordable than dealing with new potential customers. 

  

BRAND MANAGEMENT 

According to the marketing perspectives, brand management is analyzing how the brand is perceived by the customers. If the brand wasn't 

perceived in a way that they had planned, then the brand needs to develop their brand objectives and values in order to reach their customers in 
the right way. In order to achieve brand management well in this industry, implementing brand loyalty to the customers is the most appropriate 

way of doing it. 

To recommend most effective plans for implementing the brand loyalty in the cosmetic industry of South Korea, a survey was conducted 

through Google form in order to understand how the cosmetic brands in South Korea were perceived by international and local consumers. 

Majority of the respondents in this survey are college students. 

  

What is your gender? 

Male Female 

31.8% 68.2% 

Table 1 : Genders of the respondents 

Source : Google Form 

According to Table 1, the total number of respondents is 22 people. Within that, 68.2 percent of them are female while 31.8 percent of 

them are male. Through this, it also roughly indicates the percentage of genders who are interested in South Korean’s cosmetic products.  

 

What nationality are you? 

International Korean 

36.4% 63.6% 

Table 2 : Nationality of the respondents 

Source : Google Form 

Through Table 2, it makes sure that this survey was answered by both international and Korean people. This indicates that the brand 

awareness exists among local and international. With this, Korean cosmetics brands are still more recognizable to local people than 

international people.    

 

Do you buy Korean cosmetic products? 

Yes No 

77.3% 22.7% 

Table 3 : Percentages  

Source : Google Form 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 115  

However, according to Table 3, not every respondent is using Korean cosmetic brand products. This means that all the Koreans are using 

Korean cosmetics brands while only 1/3 of international respondents are using Korean products. It shows that cosmetic brands should aim for 

international consumers as well by building a strong brand loyalty system.   

 
Why do you think Korean cosmetic brands become famous around the world? 

Korean culture High standards Functions K wave Men products 

45.5% 54.5% 54.5% 68.2% 0% 

Table 4 : Perceived reason  

Source : Google Form 

For Table 4, these are the answers from respondents on why they think Korean cosmetics brands are the best in the world. In these 
questions, the respondents were able to choose more than one factor if they think there are more than one factor. Interestingly, it shows cultural 

differences that the men in other countries don’t really do makeup like Korean men.  

 

What factors are most affecting your buying decision? 

Celebrity 

Endorsement 

Loyalty 

Program 

Brand Price Quality Design SNS 

advertising 

Free 

trials 

Friends 

recommendation 

13.6% 9.1% 40.9% 68.2% 86.4% 31.8% 4.5% 13.6% 4.5% 

Table 5 : Factors of buying decision among consumers 

Source : Google Form 

Table 5 shows the factors that affect the customers on making their buying decision. The point that the brand should focus on in this 
survey is the low ranked factors such as celebrity endorsement, loyalty program, and SNS advertising. This is because the majority of cosmetic 

brands in South Korea are focused on the high percentage factors when they are thinking of the way of advertisement. The reason why some 

factors were low ranked is because the brands have not implemented these factors effectively which did not make a big impact upon the 

customers’ impressions.  

Actually, promoting celebrity marketing is also one of the good strategies in building brand loyalty effectively. By doing celebrity 

marketing, there are various advantages such as obtaining easy achievement of high turnover from the sales as the brand choses appropriate 

idols or actors who are very popular and have good images toward the fan base group.   

A successful case of using celebrity marketing in the cosmetic industry is from a brand called Think Nature. This brand has launched their 
new products for hair and body products in 2017 September. For their advertisement, they chose Kang Daniel as their chosen celebrity for the 

brand. Kang Daniel was known as the leader of an idol group called Wanna One. At the time, he was immensely popular because of a popular 

survival audition program called Produce 101 season 2. This survival program was about making an idol group with 11 members out of 101 

trainees. Selecting 11 members was totally based on the viewers’ opinion, and this chosen celebrity got 1st place. Through accurately utilizing 
the trend, Think nature achieved 728% of increased sales. The main reason for this success was that this brand chose the right celebrity to 

stimulate emotional connection of the customers. 

Another way to build brand loyalty is to implement a loyalty program in the brand in order to stimulate customers’ curiosity.  There are 

various types of loyalty programs that can be implemented to gather customers. First is the point system. The basic principles for the point 
system are giving some points depending on the amount of money that the customers have spent for the brand. Second is the paid program. 

This program is basically about engaging the customers to become their member by making them pay a certain amount of money annually or 

monthly. Next system is a bit unique: a charity program. This program does not offer discounts as the benefit unlike other programs. It is 

mainly about maintaining relationships with customers through delivering their value. For this, the brand can conduct charity events by having 
partnership with other businesses which are really related to the brand values. Within that, the brand can encourage customers to donate their 

rewards to the charity through the brand. 

However, in order to see the progress of brand performances, the brand also needs to understand how to measure brand loyalty so that the 

brand can recognize what kind of activity is effective to customers and what activity needs to be revised while the brand loyalty is building 
among customers. There are two ways to measure brand loyalty, which is by using a loyalty program and by using other various kinds of 

metrics. There are some metrics such as customer lifetime value, repeat purchase rate, net promoter score, and more.  

 

Customer Lifetime Value (CLV) = Customer Value (cv) x Store Average Lifespan (t) 

Formula 1 : Customer Lifetime Value 

Source : smile.io  

Customer lifetime value is one of the most important metrics to measure the retention rate in commerce to improve brand loyalty. It shows 

the value that each customer brings to the store whenever they visit. Therefore, it is a significant way to analyze the health of the brand.  

Repeat Purchase Rate (RPR)  

Number of customer who bought more than once in 365 days / Total number of customers in 365 days 

Formula 2 : Repeat Purchase Rate 

Source : smile.io 

Repeat purchase rate is a great metric to check the current situation of whether the product and services are well perceived by the 

customers. This metric measures the number of customers who made the purchase more than once. Moreover, the marketers are able to 

understand what kind of factors affect the customer to make repeated purchases according to the result.  
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Net Promoter Score = Percentages of Promoters - Percentages of Detractors 

Formula 3 : Net Promoter Score 

Source : smile.io 

The most simple way to measure brand loyalty is Net promoter score, which is also known as a survey. To measure net promoter score, 
the marketer creates a survey sheet with questions such as ‘do you want to recommend this brand to your people from the scale of 0 to 10?’. On 

this scale, for those who gave 9-10 are considered as promoters while people who gave 0-6 are considered as detractors. Other than that, others 

are considered passive. Within this survey, it helps marketers to identify how strong a customer base their brand has. 

 

DISCUSSION 

As a matter of fact, the future of the South Koreans cosmetic industry globally is extremely bright. As time passes, the K wave is getting 
more popular in the world. Also, cosmetic industries from western countries are also starting to pay attention to Korean’s cosmetic products to 

get inspiration since Korean industries are good at making innovation in marketing with sensorial factors, fun packaging, and high quality of 

the products. Also, in the media, there are many reviews of Korean cosmetic products from bloggers and influencers. This is one of the factors 

that makes customers curious about the products. Within this, if the Korean cosmetic brands successfully gain brand loyalty from their 

international and local consumers, this forecasting will be matched with their future. 

However, it would be much better if the respondents of the survey were more varied such as their job and age group. Since 

every respondents of this survey are all based on college students, it can be the limit of the research. 

 

CONCLUSION 

Unlike the past, the cosmetic industry in South Korea is widely known in the world as much as their 10th place ranking in the global 

beauty market. There are various kinds of factors that influence the cosmetic industry which leads to their fame. According to the survey that 
was conducted through Google form, it shows how the people perceive the Korean beauty market. In that, it indicates that the most used 

advertising tools were not effective to customers due to the lack of influence to the customers. 

In conclusion, to implement brand loyalty in the cosmetic industry in South Korea, this paper demonstrates that this industry should be 

more focused on celebrity marketing, loyalty programs, and the measurement of brand performance. Of which, a loyalty program is the system 
that provides value and experience to the customers depending on how the customers are loyal to the brand. However, with this loyal system, 

the brand can also measure the brand loyalty effectively other than using metrics such as Customer Lifetime Value, Repeat Purchase Rate, 

and Net Promoter Score. 
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Abstract  

The Covid-19 pandemic era affecting people's lifestyles which considering the health protocol of physical distancing. This phenomenon creates 

a great impact on the business, especially for customer behavior. The shifting buying pattern that changes to online-based results in growth 

momentum in the online grocery sector. According to McKinsey Company, there is a significant increase between the prediction and the 
current grocery users which reach 17% during the Covid-19 pandemic. therefore, it is important to analyze how the online grocery customer 

experience influences the customer behavioral response. This research expected to find the deep analysis towards online grocery customer 

experience during Covid-19 which intended to determine how is the online grocery customer experience perceived by the customer,  key 

attribute of online grocery customer experiences and find out whether the shifting buying behavior to online grocery shop become permanent 
after Covid-19 pandemic. This study applied the quantitative approach to gain data that give insights to the research. The research will add the 

knowledge to further research and provide insights for a managerial point of view on the online retail industry. 
 
Keywords: Behavioral response, Covid-19 pandemic, Growth momentum, Online grocery shopping customer experience, Online grocery retailer. 

 

BACKGROUND 

In 2018, there is a new trend in Indonesian online shopping which is in the consumer goods sector, sated on Hootsuite and We Are Social 

Report. According to research from Statista, the growth of purchasing grocery items online reached 30% proven by the emergence of 

newcomer online grocery shops in Indonesia. However, along with the development of online grocery shopping trends in Indonesia, it is 
predicted by the Institute of Grocery Distribution that, through its report, will only reach 2% of the total grocery spend until 2022. One factor 

that supports the slow growth of online grocery shopping in Indonesia is the nature of the grocery product itself which is perishable and high-

touch items (Mike and Mark, 2002) and also the experience of grocery shopping in brick-to-mortar stores which benefits the customer with 

shopping experience provided that comes from personal satisfaction and social (Darian,1987). Besides, the grocery sectors have the smallest 

share of online shopping in Indonesia. 

However, the force majeure that emerged in Indonesia in early 2020 changed people's lifestyles. The Covid-19 pandemic period forced 

people to do a new lifestyle that put forward the health protocol from WHO such as social distancing that bans people from gathering to avoid 

the Covid-19 spreading (Wang et al., 2020). This Covid-19 pandemic is also affecting the global business (Haleem et al., 2020), including the 
online grocery sector due to the changing lifestyle that forced people to stay at home, leading to a change in consumer behavior to online-based. 

Based on research conducted by McKinsey, there is growing momentum in online grocery shopping in many countries in the world. In 

Indonesia, according to the Indonesian Consumer Sentiment During the Coronavirus Crisis Survey by Mc Kinsey, there was a 17% growth in 

online grocery users. This percentage figure is very far compared to predictions from IGD reports in the previous year. This phenomenon is 

such an opportunity for online grocery retailer’s long-term growth in Indonesia.  

The unfamiliar experience of online grocery shopping and the shifting consumer behavior pattern online (Wisnyu and Anggya, 2017) is 

feared to result in growth in this sector does not last long. Previous studies found that online consumer experience can assess cognitive and 

affective aspects of online grocery stores that are connected to purchase behavior, influence significant marketing outcomes, and become a 
predictor of potential customer activity in the future (Klaus and Maklan, 2013). Therefore, this study aims to find out whether the growth 

momentum will form a permanent trend in online grocery shopping after the COVID-19 pandemic period through examining online grocery 

customer experience during Covid-19 pandemic era, driven by the following research questions: 

RQ 1: To what extent is the online grocery shopping experience perceived by online grocery shoppers during the Covid-19 

pandemic? 

RQ2: How is the shifting behavior of online grocery shoppers in Indonesia after the Covid-19 pandemic? 
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RQ3: Which attribute of online grocery customer experience more driving the shoppers’ behavioral response to repurchase? 

Although some research has been conducted into the advent of online grocery shopping and items that support its growth, the study about 

the relationship between holistic customer experience and behavioral response is rarely discussed (Petermans et al., 2014; Singh, R., 2019). 

Moreover, realizing the great impact of the Covid-19 pandemic era of the retail business, it is important to further examine the changes in this 
sector. Nevertheless, there is no previous research on the impact of the COVID-19 pandemic on the development of online grocery shopping. 

This study is expected to address the online grocery retailers will face, whether the growth momentum of online grocery users during the 

Covid-19 pandemic will sustain loyal buyers or require further analysis of the customer experience that the online grocery retailer has. 

 

LITERATURE REVIEW 

Nowadays, the advancement of technology creates a different way to purchase products that are more beneficial online, therefore the 
reshaped customer experience (online customer experience) is needed to deliver the digital services that meet customers’ expectations 

(Gammeri et al, 2017). Klaus (2013) defined OCE as the whole customer's mental perception of the interaction between customers and the 

online service provider which has a positive impact on customer behavior (McLean, 2016). Reema Singh (2019) summarizes the important 

aspects of OCE which include online platform websites, e-retailer preferences, customer satisfaction, attitude toward an online retailer, also 
customers' purchase intention. The ease of customers to get a lot of information on the internet can make customers sensitive to OCE features 

and will leave a company that offers the usual customer experience by switching to the desired business (Antón et al., 2007). Therefore the 

OCE is really needed to be concerned as the key success attribute. 

As the high growth of the grocery sector in e-commerce reported by Statista and We Are Social is such an opportunity for the online 
grocery shop to win the sector by enhancing their online grocery customer experiences. Online grocery shopping (OGS) is the purchasing of 

grocery products through online media provided by online grocery retailers (Sherah et al, 2014; Mintel, 2012), meanwhile online grocery 

customer experience is A psychological condition achieved through the interaction of the customer with the retailer's website or application 

while shopping (Rose et al, 2012; Singh R., 2019). In line with the OCE context, online grocery customer experience should provide a holistic 
experience, aims to make the online grocery customer experience have a different value that mixed both extrinsic value which related with the 

utilitarian and intrinsic value which related with hedonic aspects (Mathwick et al, 2001; Sigh R., 2019). Based on the previous study, online 

grocery customer experience is a crucial factor that affects the customer's future behavior. Therefore, it is important to examine holistic online 

grocery customer experience during the COVID-19 pandemic. This research will capture the utilitarian and hedonic aspects using frictionless 
customer experience and pleasurable experience framework proposed by Reema Singh (2019) from her exploratory research which also needed 

to be theoretically and empirically tested by Integrating the values and attributes with other related theoretical insights into the framework for 

online grocery customer experience. 

Frictionless customer experience is a utilitarian customer experience linked to customers’ cognitive experiential state (Singh R., 2019). 
This utilitarian context is more concerned about goal-directed variables and customers usually focus on evaluating the product information, in 

this case, customers seek for efficient and timely purchasing products with minimum pain points. (Childres et al, 2001). In addition, Lemon et 

al (2016) stated that creating a frictionless customer experience will create a stronger customer experience which related to the positive future 

customers’ behavior that might occur. Frictionless customer experience has two major extrinsic sources, that are service excellence and 
customer return on investment (CROI) (Mathwick et al, 2001; Sigh R., 2019). The first source is service excellence. It is the value of service 

provided by the business which operates an ideal and standard quality which is moderated by the outcome performance and it will be reflected 

by the customer appreciation of the promised service quality that was delivered from the retailer (Oliver, 1999; Mathwick 2001). This sources 

can be delivered through task-related performance including delivery, return and refund policy, and order cancellation management also 
through demonstrated expertise which illustrates the cognitive factors associated with the experience of online grocery retailers, it can be done 

by providing reliable and responsive customer service (Singh R.,2019). The second source is customer return on investment (CROI) which 

requires the active investment of economic, temporary, behavioral, and emotional assets that could produce a return. CROI perceived by the 

customer is formed as service efficiency, the easy and convenient use of online retailers, and economic benefit which is related to the economic 

values that the customer gets.  

It is not sufficient for the online grocery shop if only providing the frictionless customer experience, it needs to combine with pleasurable 

customer experience (Bilgihan et al., 2014; Kahn, 2018). Pleasurable customer experience described as the hedonic attribute which focuses on 

the enjoyment and pleasing shopping experience (Childres et al, 2001). These hedonic aspects consist of the aesthetics of its design and product 
presentation also the enjoyment of its shopping experience. Those are important to make a long-term relationship with the customer by 

increasing repeat purchase intention (Marriott International, 2013; Szymanski, 2000). This intrinsic value is one of the experiences that 

customers are looking for to avoid negative behavior responses such as switching to another retailer.  

The following hypothesis that supports this research to examine the relationship between online grocery customer experience and 

customer behavioral response: 

H1: Frictionless customer experience has a positive influence on the behavioral response towards online grocery shops. 

H2: Service excellence has a positive influence on the behavioral response towards online grocery shops. 

H2a: Task-related performance has a positive influence on the behavioral response towards online grocery shops. 

H2b: Demonstrated expertise has a positive influence on the behavioral response towards online grocery shops. 

H3: Customer return on investment has a positive influence on the behavioral response towards online grocery shops. 

H3a: Service efficiency has a positive influence on the behavioral response towards online grocery shops. 

H3b: Economic benefit has a positive influence on the behavioral response towards online grocery shops. 

H4: Pleasurable customer experience have a positive influence on the behavioral response towards Indonesian grocery shop 
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H4a: Aesthetics have a positive influence on the behavioral response towards Indonesian grocery shop. 

H4b: Positive have a positive influence on the behavioral response towards Indonesian grocery shop 

H5: Both frictionless and pleasurable customer experience has a positive influence on the behavioral response towards Indonesian grocery 

shop. 

 

 

METHODS 

This research aims to examine the influence of online grocery shopping experience on customer behavioral response during the Covid-19 

pandemic which classified as the exploratory research, stated by Saundres et al. (2012). The approach used to gain information and generalize 

the findings is a quantitative approach. The method used for quantitative research is the survey method as a tool to question the respondent 

which is frequently used to get the answer about what, where, who, and how much (Malhotra, 2010). The survey will be done through an online 
questionnaire by google form, which is accessible for the respondents distributed with online media such as social media and email. The 

questionnaire developed using literature review and forum group discussion to create complete measurements. To get the deep information this 

study formed demographic, behavioral, and variable item measurements. The population of this research is online grocery shoppers in 

Jabodetabek and Bandung which shops through online grocery shops during the Covid-19 pandemic. This research is using a non-probability 
purposive sampling technique which only collects the information needed from the specific target groups that meet the researcher’s 

requirements (Sekaran & Bougie, 2016) and use a minimum 200 sample for the marketing category research proposed by Malhotra (2010).  

The data of this research is processed using Partial Least Squares Structural Equation Modeling (PLS-SEM). PLS-SEM estimates the 

parameter of a set equation in a structural equation model by combining principal components analysis with regression-based path analysis 
(Mateos and Aparicio, 2011). PLS-SEM is suitable for this research due to the need for maximizing explained variance in the dependent 

constructs as well as evaluating the quality of data based on the characteristics of the measurement model. This model is appropriate for theory 

development and prediction research (Hair et al., 2011). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The result from PLS-SEM data analysis is expected to generate the information that the holistic customer experience significantly 

influences the customer behavioral response to repurchase grocery through online platforms both frictionless and pleasurable customer 

experience. Using the competence of PLS-SEM this study is also expected to identify the key attribute which makes the customer more 

intended to repurchase online grocery shops. The findings related to online grocery customer experience during the Covid-19 pandemic can 

give insight for the retailer to improve the online customer experience of the grocery shop and for adding new information for further research. 

 By the analysis obtained from PLS-SEM and other information gathered from the data that already analyzed through the descriptive 

analysis, it is expected that it can answer the question of online grocery retailer and researcher about “whether this growth momentum becomes 

permanent after Covid-19 pandemic?”. This research is expected to contribute giving the perspective toward the impact of Covid-19 pandemic 

to business especially in the online retail industry, which is important to their business sustainability. 

 

CONCLUSION 

The growth momentum of online grocery shopping in Indonesia, which affected by the new lifestyle due to Covid-19 health protocol, is 

the opportunity for the online grocery retailer to create strong growth for the business. The outcome of this study aims to find out the significant 

relationship between online grocery customer experience and customer behavioral outcomes to repurchase in online grocery. Moreover, there 

are several key attributes of online grocery customer experiences which more influence the intention to repurchase from the customer. The 
descriptive analysis expected to find out whether online grocery shoppers will change their online shopping behavior permanently to buy the 

grocery through online retailers after the Covid-19 pandemic.  As the lifestyle changes, the research will add knowledge about the impact of the 

Covid-19 pandemic on business research, especially in the online retail sector. the findings of this study also aim to give a deep analysis of 

online grocery customer experience perceived by the customer during the Covid-19 pandemic which beneficial for online grocery business 

improvement. 
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Abstract  

In the digital era, luxury brands are facing new growth challenges. The development of technology and communication platforms such as social 

media, has brought significant changes in consumer behavior, market situation, and trend. Contradictory characteristics of social media have 

caused reluctance and a disconnection for luxury fashion brands. Nonetheless, social media has proven its benefits as a platform for marketing. 

As a result, going digital and the use of social media has become inevitable for luxury fashion brands. One of the most prominent social media 
used by luxury fashion brands is Instagram. Thus, the objective of this research is to find out how luxury fashion brands should benefit 

Instagram as a platform of social media marketing, and its influence on the creation of brand equity and stimulating consumers’ purchase 

intention. Specifically, we identify luxury fashion brands’ social media marketing attributes (entertainment, customization, interaction, trend, 

and word of mouth) and values (functional, hedonic, symbolic, relational, and financial). This research will adopt a mixed-method approach. 
Online questionnaire analyzed through PLS-SEM will be conducted to test the proposed hypothesis. In addition, content analysis of five luxury 

fashion brands’ Instagram account (Gucci, Chanel, Louis Vuitton, Dior, and Dolce and Gabbana) will be used as base insights to develop 

content strategy recommendation for luxury fashion brands. The findings of this research are expected to give an understanding on the effects 

of Instagram, on luxury fashion brands’ purchase intention which provides recommendations for future research and luxury fashion marketers 
in maximizing the use of Instagram. 

 
Keywords: Brand Equity, Instagram, Luxury Fashion Brands, Purchase Intention, Social Media Marketing 

 

BACKGROUND 

The global luxury industry is experiencing new growth challenges due to the rise of digital technologies and communication (Kim & Ko, 

2010). Strategies implemented by luxury brands in the past years are slowly becoming ineffective because consumers tend to rely on 

technology for a much better purchase experience. Digital technologies offer customers an efficient, enjoyable, responsive, and personalized 

shopping experience they never had before (Kavya & Nagabhushanam, 2018). Consumers are expecting effective e-commerce, instant 

communications, and the use of multiple channels to interact with brands. This fact has made going digital inevitable for luxury brands 

worldwide (Kim & Ko, 2010) 

Luxury brands are becoming aware of this shift and learning quickly to develop a digital strategy on how they could increase customer’s 

experience and perceptions of their brands (Phan, Thomas, & Heine, 2011). Digital marketing has benefited luxury brands in terms of 
performing an integrated marketing activity with much less effort and cost than before (Kim & Ko, 2010). Nevertheless, many luxury brands 

are still hesitating to engage in social media (Kim & Ko, 2012). Soliday’s (2017) reports in the Huffington Post showed a disconnection 

between social media and luxury brands. Luxury brands are posting content that is deemed to be irrelevant compared to how other brands are 

making use of social media. According to Larraufie and Kourdoughli (2014), there are contradictory characteristics between luxury brands and 
social media. The perceived exclusivity and scarcity of luxury brands are not in harmony with the perceived inclusivity and diversity of social 

media. As a result, luxury brands are generally taking a claim of place on social media without taking full advantage of the media’s capabilities 

(Athwal, Istanbulluoglu, & McCormack, 2018). 

Several studies on the effect of social media marketing on purchase intention toward luxury brands have started to emerge. Kim and Ko 
(2010), for example, reported the effectiveness of social media marketing for influencing purchase intention toward luxury brands and building 

customer relationships. Another study by Kim and Ko (2012) reported that social media can help luxury brands attain current and future 

customers and enhance their image and value. According to Khan (2018), luxury brands have chosen Instagram as their main communication 

platform due to the high popularity of Instagram as a photo-sharing platform. Not only does Instagram allows brands to share short videos and 
photos, but luxury brands are also turning to the use of this specific media because of their high organic engagement level (Sarah, 2015). 

Nevertheless, luxury brands require more studies to prove the benefits of using social media (Ng, 2014). According to Mandler, Johnen, and 

Grave (2019), as most studies focus more on luxury brand’s social media presence, details on the specific branded content to which consumers 

are exposed remain lacking. Limited studies regarding this issue are what have been thought of as a reason for the disconnection between 
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luxury brands and social media. This research is intended to fill this gap. This research is going to focus on the effect of Instagram use by 

luxury brands and identify the most suitable content recommendation for luxury fashion brands. To accomplish the research objective, there are 

three research questions that this research aimed to identify as follows: 

1. How is the relationship between luxury brands’ social media attributes, brand equity, and purchase intention of luxury fashion brands 

through Instagram?  

2. Which values of luxury fashion brands are most suitable to be delivered to consumers through its Instagram account? 

3. What are the recommended Instagram content strategies would be most suitable to the consumers the most?   

 

LITERATURE REVIEW 

A luxury brand is defined as a branded service or product which leads a consumer perception of having high quality products, providing 
authentic value and desired benefits, having a prestigious image with impeccable artisanship, craftsmanship, or service quality, and able to have 

a deep and meaningful relationship or connection with the consumers (Ko, Costello, & Taylor, 2017). According to a study conducted by 

Tynan, McKechnie, and Chhuon (2010), the main difference between luxury and ordinary is seen through its superior value proposition and 

emphasis on how luxury brands owners interact with their customers, members, and respective networks. Completing the previous definitions, 
Smith and Colgate (2007); Tynan, McKechnie, and Chhuon (2010) have developed five kinds of values that could be taken from luxury brands 

as follows: 

1. Functional: Emphasizes the products’ superior quality and life span. 

2. Hedonic: Materialistic value and satisfaction in consumption. 

3. Financial: Price promotions and discounts. 

4. Symbolic: Authenticity and exclusivity. 

5. Relational: Prestige in the community and focuses on brand relationships.  

The development of technology and communicating platforms such as social media have caused luxury brands to face new problems and 
challenges in communicating their products and luxury values. Luxury brands are showing hesitation as they doubt the use of social media (Ng, 

2014). The presume main reason for this attitude is the different characteristics between luxury and social media (Larraufie & Kourdoughli, 

2014). Gradually within the years, the development of social media and e-tailers has made luxury brands recognized the importance of adapting 

to digitalization and make use of social media as a marketing platform (Ng, 2014). This decision was supported by the increasing demands 

from millennials and generation Z which uses social media as their main platform of communication (Bazi, Filieri, & Gorton, 2020).  

Instagram is considered to be the most suitable social media for luxury brands as the platform can emphasize visual storytelling and 

characteristics which benefits the aesthetic standard of many top brands, this leads to a high engagement of luxury consumers (Romão, Moro, 

Rita, & Ramos, 2018). Compared to other similar social media platforms, Instagram is experiencing a significant amount of rise of 
engagements among its users specifically in the luxury category (Krepapa, Regkoukou, & Beratis, 2016). A recent study conducted by BI 

Intelligence reveals that Instagram is leading out both Facebook and Twitter within prestigious young users, to which 83% of U.S. teens 

coming from a well-off household are active users on Instagram (Guimares, 2014).  

According to Kim and Ko (2010), there are five attributes which measured social media as a platform of marketing for luxury brands. 
Those attributes include entertainment, customization, interaction, word of mouth, and trend. In a study conducted by Kim and Ko (2012), it is 

found that all attributes of social media marketing positively influence the creation of brand equity. According to Phan, Thomas, and Heine 

(2011), luxury brands are considered to have high brand equity, which is why it is considered important for them to have a thorough 

understanding of the benefits of social media in order to create a clear strategy to increase and better customers’ experience and perception of 
their brand. Among the many research done, one of the most prominent concepts of brand equity is proposed by Keller (1993) which consists 

of brand awareness and brand image. Netemeyer, et al. (2004) defined brand awareness as the ability to remember a certain brand at a 

reasonable length when defining a specific product that they want to own. It is considered a crucial aspect by Macdonald and Sharp (2003) in a 

communication process to create a top-of-mind awareness. On the other hand, Keller (1993) described brand image as the perceptions of a 
brand as reflected in a customer’s memory through brand association. Pars and Gulsel (2011) added, factors such as associations, experience, 

reputation, and promotional activities give influenced towards the brand image. Furthermore, according to Netemeyer, et al. (2004), when a 

consumer feel that the brand has a rich heritage and history, it can prove that the brand has a consistent and positive brand image. Godey et al. 

(2016) revealed that social media marketing has a positive relationship on brand equity and its two dimensions, brand awareness, and brand 

image. 

H1a: Entertainment will have positive influence on brand awareness 

H1b: Entertainment will have positive influence on brand image 

H1c: Interaction will have positive influence on brand awareness 

H1d: Interaction will have positive influence on brand image 

H1e: Trend will have positive influence on brand awareness 

H1f: Trend will have positive influence on brand image 

H1g: Word of Mouth will have positive influence on brand awareness 

H1h: Word of Mouth will have positive influence on brand image 

A study conducted by Karman (2015), highlighted brand equity’s role as a mediator of social media marketing and purchase intention. 

Purchase intention can be described as the probability of how much the consumer will purchase the product (Sam & Tahir, 2009). According to 
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Kim and Ko (2010), purchasing intention has been used to predict a brand’s future sales and profit, making it important for brands to 

understand it to retain and attract customers. According to Chi, Yeh, and Yang (2009), when purchasing a product, if a brand name comes to a 

consumer’s mind at once, it showed a higher brand awareness of the product. Furthermore, Gulzar, Yaseen, Tahira, and Anwar (2011) stated, 

purchasing intention of a product is influenced if a consumer is more aware of its brand. Moreover, Chao and Liao (2016) which conducted a 

study on outlet malls also showed findings that brand image does directly influences purchase intention.   

H2a: Brand awareness will have positive influence on purchase intention 

H2b: Brand image will have positive influence on purchase intention 

Previous studies have acknowledged social media marketing’s benefits in increasing consumers’ purchase intention. According to Kim 

and Ko (2010), the five social media marketing attributes have a direct positive influence on purchase intention. Furthermore, Laksamana 

(2018) stated, as the internet is overflowed with information, communication efforts in social media must be entertaining, customized, and 

interactive to stimulate purchase intention. Furthermore, Husnain, Toor, and Hussain (2017) found that social media marketing does positively 

influence purchase intention, especially in the word of mouth attribute. 

H1a: Entertainment will have positive influence on purchase intention 

H1b: Customization will have positive influence on purchase intention 

H1c: Interaction will have positive influence on purchase intention 

H1d: Trend will have positive influence on purchase intention 

H1e: Word of Mouth will have positive influence on purchase intention 

 

 

Figure 2. Conceptual Framework 

 

METHODS 

This study will adopt a mixed-methods research approach. Quantitative research will be done through a survey using an online 

questionnaire. As millennials are considered the future consumers of luxury fashion brands and are the major users of social media, especially 

Instagram, the population of this study comprised of people within the age range of 16 – 38 years old who are currently following any luxury 
fashion brands’ social media and have purchased a product from any fashion luxury brands in the past two years. As it is considered difficult to 

determine and study the exact population, the researcher decided to achieve a qualified number of samples through an efficient sampling 

technique. According to Malhotra (2010), for a study on advertisement behaviour, the suggested minimum sample size should be 150, with an 

average range between 200-300.  

This research is deemed to have a structured and complex model; thus, PLS-SEM is chosen in the research to process the data. According 

to Hair et al. (2011), PLS-SEM is a method that has a lot of similarities with multiple regression. However, multiple regression can be 

inefficient when factors are highly collinear and have developed a well-understood relationship (Tobias, 1997). Furthermore, PLS has been 

considered as a method that is suitable to confirm a theory, investigate the existence of a relationship, and proposition for later testing (Chin, 
1998). Therefore, this method is beneficial, as it will decrease the bias of multiple regression and show the relationship between social media 

marketing, brand equity, and purchase intention. 

Also, because quantitative research would not be able to answer all of the research questions, qualitative research will be conducted to 

understand deeper into the hypothesis results and evaluate the Instagram performance of five of the most followed luxury brands account on 
Instagram for the past six months (1st November 2019 – 1st April 2020) and whether their social media marketing efforts, which reflected on 

their posts, have successfully delivered values of a luxury brand to their followers. Results of the analysis will be used as base insights on 

suggesting recommendation to manage luxury fashion brands’ Instagram account. 

 
ANALYSIS OF FINDINGS AND DISCUSSION 

Results gathered from the PLS-SEM analysis is expected to provide an understanding of the relationship between social media marketing, 

brand equity, and purchase intention. All attributes of social media marketing are expected to have a positive influence on the creation of brand 
equity and the stimulation of purchase intention. Furthermore, this study is expected to identify which attributes of social media marketing give 
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the most impact on brand equity and purchase intention. Meanwhile, the role of brand equity as a mediating variable is expected to have a 

positive influence on purchase intention. 

Moreover, by conducting a content analysis of luxury fashion brands’ Instagram account, this study is expected to give guidance to luxury 

fashion brands marketers on maximizing the use of Instagram as a platform of marketing. This research would provide insights on which 
aspects of social media marketing should luxury brands focus on. Additionally, this study is expected to provide insights into which values of 

luxury should be delivered to its consumers through their Instagram. Finally, this research is expected to provide valuable findings for luxury 

fashion brands to acknowledge the importance of adopting social media marketing, to be a sustainable business in this competitive digital era. 

 

CONCLUSION  

As conventional marketing strategies are considered to be ineffective in the digital era, adopting social media marketing has become 

inevitable for luxury fashion brands. Instagram has become one of the most rapid-growing photos and video sharing social network which uses 

digital platforms such as mobile and image-based content, rather than using traditional online advertising. Its ability to emphasize visual 
storytelling and characteristics which benefit the aesthetic standard of many top brands is making it to be one of the most prominent social 

media platforms among luxury fashion brands and its consumers. As previous studies mostly discussed social media’s presence as a whole, 

very limited research offers advice on how to design effective brand communication in social media. Thus, the objective of this research is to 

investigate the relationship between social media marketing, brand equity, and purchase intention and identify how luxury fashion brands 
should maximize the use of Instagram as a platform of social media marketing, especially in the deliverance of their luxury values. PLS-SEM 

and content analysis were conducted to provide answers to the research objectives. This study is expected to provide an understanding of the 

influence of social media marketing which would benefit luxury fashion marketers in developing a content and communication strategy on 

Instagram. Consequently, luxury fashion marketers would be able to identify which attributes and value of luxury should be taken into greater 
consideration to be delivered to their consumers. Findings will aid luxury fashion brands to tackle new growth challenges and be sustainable in 

the digital era. 
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Abstract  

A well-known coffee shop in Indonesia, Warunk Upnormal, is striving to manage their customers' loyalty in one of their branches, Sumur 

Bandung. In establishing customer loyalty programs, companies should among others, create a comfortable environment. There are four main 

elements to construct comfort: thermal comfort, visual comfort, auditory comfort, and olfactory comfort (from Standard of Human Comfort). 

The standard used the terms of “discomfort” to find out the tolerance. Therefore, this study adopted the method for using discomfort conditions 
(referring to situations outside the range of Standard of Human Comfort) to measure the extent of customer tolerance that can affect loyalty, 

taking Warunk Upnormal Sumur Bandung as the main study object. This research used a qualitative approach using semi-structured interviews 

for improving better questionnaire design and a quantitative approach by using an online questionnaire. The discomfort tolerance is measured 

by a 4 point Likert scale that displays some uncomfortable conditions while individual studying, group studying, and hanging out. 231 
respondents participated and the data is analyzed with binary logistic regression. It was found that only tolerance to 2 elements of comfort 

affect loyalty. When customers could tolerate the visual discomfort while studying individually and in groups, it affects their loyalty positively; 

but when customers could tolerate olfactory discomfort when group studying, it affects the probability or tendency for them to not be loyal. 

Nevertheless, the most significant factor affecting the positive loyalty is actually because the price Warunk Upnormal Sumur Bandung offered. 
 
Keywords: Coffeeshop, Customer Loyalty, Physical Comfort, Standard of Human Comfort, Tolerance 

 

BACKGROUND 

The number of coffee shops in Bandung has been growing rapidly since 2015, thus increasing competition. One of the most important 
intangible assets for a company is customers’ loyalty because loyal customers could generate more profits for the business and excuse more 

infrequent service failures that enter the realm of advocacy. Managing customer loyalty is one of the concerns for Warunk Upnormal Sumur 

Bandung, a member of Citra Rasa Prima (CRP) Group which has developed other various brands and has more than 70 branches all over 

Indonesia. The management metric for determining loyal customers is at least customers visit or purchase 4 times in a month. 

For creating customer loyalty, companies should be aware of the needs of customers and one of them is by creating a comfortable 

environment. There are four elements that should be paid attention to; which are thermal comfort, visual comfort, auditory comfort, olfactory 

comfort as suggested by Fincher and Boduch (2009) in The Standard of Human Comfort. This study aims to measure the extent customers 

could tolerate situations outside the range of Standard of Human Comfort (or discomfort), that can affect loyalty. Customers who leave the 
place because they can’t tolerate the discomfort situations are assumed to be eliminating their loyalty.  This study took Warunk Upnormal 

Sumur Bandung as the case sample because the indoor physical comfort could still be improved and this branch is the newest branch in 

Bandung.  The objectives of this study are: 

1. To identify the influence of human discomfort (thermal, visual, auditory, olfactory) tolerance to the customers’ loyalty. 

2. To estimate the tolerance in the human comfort elements that most significantly influences the customers’ loyalty. 

Therefore, research questions which should be answered in respect of the research objectives are: 

1. How does human discomfort (thermal, visual, auditory, olfactory) tolerance influence customer loyalty? 

2. Which of the tolerance in human comfort element(s) is the most significant to influence customer loyalty? 

 

LITERATURE REVIEW 

Indoor human comfort is commonly assessed from four aspects namely thermal, visual, acoustic, and olfactory comfort as the parameter 

(Song et al., 2019). This is related to our interface to the world through our senses: touch, sight, hearing, smell, and taste. Each of these senses 

 
 
 Corresponding Author: jessica_kimaru@sbm-itb.ac.id 



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 128  

can result in more or less comfort and act independently or together (Fincher & Boduch, 2009). The element of comfort has been proved in 

some studies to have the most positive significant effect on customer satisfaction, and satisfied customers will be an investment to loyalty. 

Thermal comfort can be defined as a condition in which people prefer neither warmer nor cooler (Fanger, 1973). Air temperature is the 

most commonly used as a thermal comfort indicator as suggested by the Health and Safety Executive (HSE) since it is easy to use and the 
majority of individuals can be linked with it. The comforting effect of air temperature is widely accepted as the most important parameter 

(ANSI/ASHRAE Standard, 2013). Fincher & Boduch (2009) also suggested adding the role of color (of walls) to measure thermal comfort 

because different colors of walls might increase or decrease the room temperature. 

Visual comfort is ‘‘the state of mind that expresses satisfaction with the visual environment’’ (Steemers, 1994). The definition and the 

quantification of visual comfort are less standardized than thermal comfort (Sicurella et al., 2012); also none of the literature analyses reports 

the indices dealing with all factors in parameters involved in visual comfort altogether. However, over the last two decades research has been 

focused mainly on glare and light for the identification of reliable metrics to measure visual convenience (Carlucci et al., 2015). Visual comfort 

is indeed very important for the productivity of the occupants in buildings (Leech et al., 2002; Serghides et al., 2015).  

Acoustic or auditory comfort means the ability to protect the occupants from noise and to provide them appropriate acoustic atmosphere 

(Rocca, 2017; Arif et al., 2016). It is accomplished primarily by reducing and controlling noise inputs from external sources (e.g. traffic) and 

internal sources (e.g chatting) (Puglisi et al., 2015; Jeon et al., 2011). Environmental noise can induce mental stress and concentration loss that 

can adversely affect the overall performance of the occupant (Martellotta, Crociata & Simone, 2011). In conclusion, acoustic comfort is a key 

element in ensuring the wellbeing and improved performance of building occupants (Al horr Yousef et al., 2016). 

Regarding the Cambridge dictionary, olfactory means “connected with the ability to smell”. Olfactory room experiences in discussions of 

human comfort are generally not recognized (Fincher & Boduch, 2009). But the term comfort in olfactory is mainly linked with lack of 

discomfort due to odor and sensory irritation (Frontczak, 2012) because the odor can also cause a range of unwanted reactions from annoyance 
to documented health problems (Nicell, 2009). This is why the presence of smell is a vital part as well due to great human sensitivity to odor 

(Knudsen, Clausen, Wilkins, et al., 2007) and it could deeply affect our experiences in one location or another (Fincher & Boduch, 2009). 

It was proposed that consumers have a set of service performance expectations, known as the tolerance zone or zone of tolerance (ZOT) 

(Berry and Parasuraman, 1991; Johnston, 1995; Parasuraman et al., 1991; Zeithaml et al., 1993) which is usually defined as the range of 
customer perception of service between desired and minimum acceptable standards (Zeithaml, Berry, & Parasuraman, 1993). The stretch 

between the desired and sufficient level of service was called the "zone of tolerance" (ZOT), and that is the service performance range that 

customers would tolerate (Baksi, 2017). The ZOT is also embedded in perceived value theory explaining net benefits obtained by consumers to 

optimize these benefits in return for costs incurred (Chen & Dubinsky, 2003; Monroe, 1990). It is because the zone of tolerance might expand 
or contract as Spreng, Andrea & Richard (1993) spoke of a cognitive tradeoff in which consumers accept a transaction depending on their 

potential advantages or outcomes. It depends on reasons such as price, competition, or specific service attributes (Zeithaml et al., 2006). 

Compared to other indicators, price tolerance has received scant research attention of attitudinal loyalty (Homburg et al, 2005a; Martin et al, 

2007). Thus, the author is interested to choose price as the trade-off of loyalty. 

Kincaid (2003) defines customer loyalty as a consumer behavior that leads to buying products, even when that may not appear to be the 

most rational decision. Dick and Basu (1994) categorized loyalty into 4 types, which are spurious, latent, absent, and true; connecting the 

frequency of purchase and the attitude. According to Warunk Upnormal management, they use the metrics based on the visit frequency which 

is similar to Dick and Basu proposed: purchase frequency. The types of loyalty Warunk Upnormal concerning as the metrics are spurious 
loyalty and true loyalty because they only focus on the frequency of purchase or visit. One loyalty type, which is spurious loyalty (low positive 

attitude towards the service provider but with high purchase frequency) is a primary component of inertia (Dick and Basu, 1994). Inertia is 

described as a state of passive and thoughtless repurchasing activity (White and Yanamandram, 2004). Inertia is also characterized as a habitual 

attachment that is largely unemotional, indifferent, and convenience-driven (Gounaris and Stathakopoulos, 2004; Lee and Cunningham, 2001; 

White and Yanamandram, 2004). In this context, convenience is related to thermal, visual, audio, and olfactory comfort. 

Egan (2004) defined ZOT as an inertia zone, where customers are indifferent to minor changes in the quality of service (Teas and 

DeCarlo, 2004; Zeithaml et al., 1996). Mittal and Kamakura (2001) indicated that customers could have different ZOT widths about 

repurchasing, which enables customers to have different levels of customer loyalty even with equal levels of satisfaction. Inertia does occur and 
grow within ZOT because consumers are indifferent about minor rises or decrease the performance of service, and do not make significant 

changes to their behaviors (Egan, 2004; Liljander and Strandvik, 1993; Yap and Sweeney, 2007). The underlying rationale is that routine and 

habitual behaviors strengthen the loyalty of customers (Wu, 2011). In conclusion, either strong or weak inertia towards customer loyalty can be 

caused by the zone of tolerance (ZOT) (Wu, 2011) and this concept is appropriate for businesses to inspect and fulfill customer expectations 
(Zeithaml et al., 1996). Thus, this study attempts to address the Warunk Upnormal Sumur Bandung’s customers loyalty using the oft-quoted 

model of loyalty as proposed by Dick and Basu (1994), with the adjustment from the management (which is focusing on the frequency of 

purchases only) and using the zone of tolerance (ZOT) to inconvenience as the predictor. In the end, the results of this study could provide 

some support and insights for the Dick and Basu customer loyalty typology. 

 

METHODS 

The research begins with problem identification as the first step. The author conducted small research by conducting a semi-structured 

interview to identify broadly the reasons why customers being loyal to Warunk Upnormal Sumur Bandung and whether they feel comfortable 

when visiting and staying there. The interviews are saturated at 10 people, thus the interview process stops (Strauss and Corbin 1990). The 
results are then used to design for the questionnaire. Additionally, an interview with Market Research and Insights Manager in Citra Rasa 

Prima Group also held to get better insights regarding how the company measures customers' loyalty and retains them. 

The design of the questionnaires aims to measure discomfort tolerance. All physical discomfort variables were measured using 1-4 Likert 

Scales (strongly disagree to strongly agree) to determine whether and how far they could tolerate physical discomfort events. Types of activities 

https://dictionary.cambridge.org/dictionary/english/connected
https://dictionary.cambridge.org/dictionary/english/ability
https://dictionary.cambridge.org/dictionary/english/smell


 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 129  

are also considered in every element of comfort, because tolerance to discomfort might be different when it comes to different activities, i.e. 

studying individually (coded “bljrsendiri”), studying with friends (coded “belbar”), and hanging out (coded “nong”). Also, the loyalty  variable 

is measured by binary questions since Warunk Upnormal management has priorly determined the metrics. Other than that, the trade-off 

between discomfort tolerance and price should be considered as well, because almost all of the interviewees admitted that one of the reasons 
they are willing to always choose Warunk Upnormal Sumur Bandung is the price they offer. The trade-off variable is also measured using a 

binary question. In total, there are 23 estimated parameters (questions), thus the recommended minimum sample is 230 respondents based on 

the rule of 1:10 (10 observations per predicted parameter). Finally, data is gathered through online questionnaires to customers who regularly 

visit Warunk Upnormal Sumur Bandung. 

Before spreading the questionnaire, a pilot test is done to check the validity and reliability of the measurement. Unreliable and invalid 

variables are eliminated. The collected data then is analyzed using binary logistic regression with Statistical Package for the Social Sciences 20 

(SPSS) as the tool with a 90% confidence level. The overall model (the relationship between all independent and dependent variables) is 

evaluated through the Hosmer and Lemeshow Test and Omnibus Test, second, the importance of each independent variable is evaluated 

through the Wald Test. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The variables assessed are depicted in the table below. 

Table 1 Variables Definition 

No. Variables Name Situations of Discomfort Tolerance Measured Question 

number 

Elements of 

Comfort 

1 Thermal_nong Tolerance to hot air/temperature when hanging out  1 Thermal Comfort 
(Temperature) 

2 Thermal_bljrsendiri Tolerance to hot air/temperature when individual 
studying 

2 

3 Thermal_belbar Tolerance to hot air/temperature when group 

studying 

3 

4 Thermal_Color_Role Tolerance to temperature changes (too cold or hot) 
stimulated by wall colors  

4a, 4b, 4c, 
4d 

Thermal Comfort 
(Role of Color) 

5 Visual_nong Tolerance to too bright / too dim lightings when 

hanging out 

5a, 5b, 5c Visual Comfort 

(Lightings) 

6 Visual_bljr Tolerance to too bright / too dim lightings when 
studying 

6a, 6b, 6c 

7 Auditory_nong Tolerance to too loud of crowd noises when hanging 

out 

7 Auditory Comfort 

(Noises) 

8 Auditory_bljrsendiri Tolerance to too loud of crowd noises when  
individual studying 

8 

9 Auditory _belbar Tolerance to too loud of crowd noises when group 

studying 

9 

10 Olfactory_nong Tolerance to frequent smelling smoke in the non-
smoking area and unfavorable smells when hanging 

out 

10a, 10b Olfactory 
Comfort 

(Hazardous 

Smell), 

 
Olfactory 

Comfort 

(Unfavorable 

Smell) 

11 Olfactory_bljrsendiri Tolerance to frequent smelling smoke in the non-

smoking area and unfavorable smells when 
individual studying 

11a, 11b 

12 Olfactory_belbar Tolerance to frequent smelling smoke in the non-

smoking area and unfavorable smells when group 

studying 

12a, 12b 

13 Tradeoff Tolerance to any discomfort conditions just because 

the price offered 

13 N/A 
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Reliability and validity tests are performed for variables number 1 – 12 because the type of data for the Tradeoff variable is not in a form 

of scale. All of the variables are reliable and the resulting acceptable Cronbach Alpha value 0,652, means that the questionnaire is reliable and 

consistent to measure the same concept. However, only 10 variables show their validity. All of the variables have the p-value below 0.1 except 
“Visual_nong” (#5) and “Auditory_belbar” (#9). Thus these variables are eliminated since they can’t show their suitability to the measurement 

instrument.  

The survey succeeded to collect 231 respondents from the minimum sample of 230 respondents. The binary logistic regression is 

calculated using the “Enter” method. The variables performed for the binary logistic regression are 11 variables which are Thermal_nong (#1), 

Thermal_bljrsendiri (#2), Thermal_belbar (#3), Thermal_Color_Role (#4), Visual_bljr (#6), Auditory_nong (#7), Auditory_bljrsendiri (#8), 

Olfactory_nong (#10), Olfactory_bljrsendiri (#11), Olfactory_belbar (#12), and Tradeoff (#13). The goodness of fit test using the Hosmer and 

Lemeshow Test resulting in the value of Sig. or p (0.263) is greater than the significance level (ɑ> 0.1). So, it can be concluded that this model 

is fit to be used to predict the probability magnitude of customers' loyalty when tolerating discomfort. Other than that, The Omnibus Test is 
also performed and resulting in the value of Sig or p = 0,000, which is lower than the significance level (ɑ<0.1). This result concludes that there 

is at least one independent variable that has a significant effect on the customers' loyalty. 

Table 2 Hosmer and Lemeshow Test 

Step Chi-square df Sig. 

1 10,030 8 ,263 

 

Table 3 Omnibus Tests of Model Coefficients 

 Chi-square df Sig. 

Step 1 Step 206,937 10 ,000 

Block 206,937 10 ,000 

Model 206,937 10 ,000 

 

 

Finally, A Wald test is done to evaluate the importance of each variable. The variables that have a p-value which denotes in “Sig.” less 
than significance level (ɑ<0,1) are Visual_bljr (0,033), Olfactory_belbar (0,033), and Tradeoff(1) (0,000). This means that those variables 

contributed to affect Warunk Upnormal Sumur Bandung customers’ loyalty. The rest of the variables in which p-values are above the 

significance level are considered to not be able to represent the population. 

Table 4 Variables in the Equation 

 B S.E. Wald df Sig. 

Exp 

(B) 

90% C.I.for EXP(B) 

Lower Upper 

Step 1a Thermal_nong -,436 ,456 ,912 1 ,340 ,647 ,306 1,370 

Thermal_bljrsendiri -,707 ,533 1,762 1 ,184 ,493 ,205 1,184 

Thermal_Color_Role ,128 ,184 ,488 1 ,485 1,137 ,840 1,538 

Visual_bljr ,124 ,058 4,570 1 ,033 1,133 1,029 1,246 

Auditory_nong ,396 ,419 ,893 1 ,345 1,486 ,746 2,960 

Auditory_bljrsendiri ,434 ,483 ,809 1 ,368 1,544 ,698 3,416 

Olfactory_nong -,186 ,306 ,368 1 ,544 ,830 ,502 1,374 

Olfactory_bljrsendiri ,203 ,289 ,491 1 ,483 1,225 ,761 1,971 

Olfactory_belbar -,623 ,292 4,532 1 ,033 ,537 ,332 ,868 

Tradeoff(1) 7,860 1,239 40,22
6 

1 ,000 2590,
269 

337,384 19886,83
3 

Constant -4,771 2,471 3,729 1 ,053 ,008   

a. Variable(s) entered on step 1: Thermal_nong, Thermal_bljrsendiri, Thermal_Color_Role, Visual_bljr, 

Auditory_nong, Auditory_bljrsendiri, Olfactory_nong, Olfactory_bljrsendiri, Olfactory_belbar, Tradeoff. 
  

From those 3 significant variables, the most influential to the least influential variables can be seen from the B value. B value estimates the 

relationship between the independent variables and the dependent variable, where the dependent variable is on the logit scale. These estimates 

tell the amount of increase (or decrease, if the sign of the coefficient is negative) in the predicted log-odds (in this case is “loyal” since it is 
encoded as “1”), holding all other predictors constant. Thus, the most influential to the least influential variables are Tradeoff, Visual_bljr, and 

Olfactory_belbar consecutively. Only the Tradeoff and Visual_bljr variables show a positive B value. 

The most influential variable amongst all is the tradeoff which has the biggest B value (7,860). Tradeoff variable measures whether the 

customers are willing to stay still just because of the price Warunk Upnormal offered, even if they feel uncomfortable. Thus, it can be 
concluded that when customers are willing to stay in uncomfortable conditions just because of the price, it significantly affects them to be 

loyal. Moreover, the exp(B) of Tradeoff  (2590,269), which indicates how much the value of a particular independent variable correlates with 

the odds (probability-like) of a person tends to be loyal to Warunk Upnormal Sumur Bandung, is the highest among other variables. This 
indicates that customers who are willing to stay in uncomfortable conditions just because of the price are 2590,269 times more loyal than those 

who aren’t willing to stay. 

The result also points out that the activities affecting loyalty derive from the activity of studying, either studying on their own or group 

study. None of the variables from the activity of hanging out is significant. This implies that although customers could tolerate the discomforts 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 131  

in thermal, visual, auditory, and even olfactory when hanging out, it doesn’t influence their comfort; so it didn’t directly reduce their loyalty to 

Warunk Upnormal Sumur Bandung. 

After the Tradeoff variable, the most influential variable is Visual_bljr. It shows a positive but little B value. Visual_bljr measures the 

customers' tolerance to too bright or too dim lightings when studying, either studying individually or group study. This means that when 
consumers study on their own or in groups and could accept unfavorable lumination, this influences them to be loyal. On the other hand, the 

variable Olfactory_belbar shows a great B value but is negative. This indicates that when customers come to Warunk Upnormal to study with 

their friends and they can tolerate the uncomfortable smell (smoke and body odors) by choosing to stay still there, it contributes to affect their 

loyalty. But, since the value of B for the Olfactory_belbar variable is negative, it means that the more customers tolerate, the more it will 

influence them not to be loyal (negative to code “1” = loyal).   

 
CONCLUSION 

In conclusion, with the consideration of the human comfort elements (thermal comfort, visual comfort, auditory comfort, and olfactory 

comfort) and also activities, not all of the physical discomfort tolerance elements contributed to affect the customers' loyalty; yet the most 

significant factor is because the price Warunk Upnormal Sumur Bandung offered regardless the discomforts. This result is indeed aligned with 

the findings from interviewing 10 customers before developing the questionnaire design. Most of them admitted that the top reasons why they 

still choose Warunk Upnormal Sumur Bandung as their main preference are because the price Warunk Upnormal offered).  

The customers’ loyalty to Warunk Upnormal Sumur Bandung is influenced by their tolerance to visual (when studying) and olfactory 

discomfort (when group studying). The visual discomfort tolerance affects loyalty positively or the more they tolerate the discomfort in visual, 

the higher the probability or tendency for them to be loyal; whereas the olfactory discomfort is the vice versa since the B value is negative, or 
the more customers tolerate, the more it will influence them not to be loyal.         The visual variable in studying activity is the only influential 

in the visual element. These findings are actually supported by Leech et al., (2002) and Serghides et al. (2015) who stated that visual comfort is 

very important for the well-being and productivity of the occupants in buildings, thus the result of the visual variable for studying activity is 

significant and affected the loyalty positively. On the other hand, the tolerance to olfactory discomfort when studying in a group doesn’t show a 
positive influence on loyalty. It implies that the more customers tolerate the unfavorable smell when studying in a group, the more it affects 

them to not be loyal. This finding is aligned with Nicell (2009) which stated that unfavorable smell can also cause a variety of undesirable 

reactions. In this case, the undesirable reactions could be the unloyalty. As far as we know, studying requires a higher intensity of 

concentration; tolerating unfavorable smell might not be easy when we perform such a high intensity of focus due to the human sensitivity of 

odor (Knudsen et al., 2007).  

Finally, it should be noted that each one of the human senses can act independently or in concert (Fincher & Boduch, 2009), thus when all 

of the variables measured togetherly, some senses might not show their significance of influence. Separating the elements of comfort maybe 

could be done in the future, as past researches are also mostly separating the elements. Since this research is limited to the physical comfort 
(thermal, visual, auditory, olfactory), other factors that aren’t examined in this study might also have their influence as well to the customers' 

loyalty simultaneously or respectively with human discomfort tolerance. Thus, for the future research variables of human comfort could also be 

assessed separately, for example assessing the influence of the visual comfort only (particularly about lightings) to the loyalty; or assessing the 

influence of thermal comfort only to the loyalty with addition to more detail degree of temperature (how the increment or decrement of certain 
Celsius degrees may influence); etc. Adding some other variables (customer satisfaction, motivation, etc) could also be considered to gain the 

overall result and better prediction for loyalty. Comparing the extent of the service quality with discomfort tolerance are more influential to the 

customers' loyalty could also be considered. Multilinear regression could be performed to analyze the data. 
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Abstract  

The innovation of artificial intelligence, such as chatbot, becomes a valuable alternative for customer service. Chatbot is a novel tool that 

expected to be the future of customer service. Despite its rising popularity, the studies on the acceptance of this technology from the 

perspective of the perceived social presence are still lacking. Social presence on chatbot is crucial to be discussed since chatbot is typically an 

automated program, where social interaction and human warmth are usually minimal compared to the traditional customer service. Hence, this 
study aims to explore the role of social presence on the acceptance of customer service chatbot, specifically on the text-based chatbot. This 

study uses the technology acceptance model as the theoretical lens, extended with the perceived social presence. Social presence is expected to 

become an important determinant in the acceptance of customer service chatbot in addition to perceived ease of use and perceived usefulness. 

The finding of this study expected to contributes to the study area of human-chatbot interaction as well as provide the understanding associated 
with the impact of social presence on the technology acceptance model (TAM). Furthermore, the findings can be used by companies that want 

to develop customer service chatbots as consideration for developing an impactful strategy to increase the consumer adoption level in the usage 

of customer service chatbot. 

 
Keywords: Chatbot, customer service, social presence, technology acceptance model (TAM) 

 

BACKGROUND 

Nowadays, customer service is considered to be the key success factor in a business (Vishnoi, 2020). Customer service has a major 

influence on forming the relationship between the customer and the company (Fontanella, 2020). Most consumers assume customer service is 
an important factor affecting their loyalty to a brand (Microsoft, 2019). Hence, it also has a positive impact on the company, as stated by Rosen 

(2020), 84% of organizations report an increase in revenue when they are working to improve customer service. 

Fortunately, in this digital era, the innovation of artificial intelligence has created a beneficial tool, such as chatbot (Duijst, 2017).  Chatbot 

is a useful tool as a customer service since it can handle more tasks and save time to answer a basic question about product or service and no 
customers have to wait (Voroneckis, 2019). Because of this rationale, chatbot is estimated to be the future of online customer service (Vaish, 

2019). 

However, the consumer adoption of chatbot is growing much slower than expected (Simonite, 2017). Given the fact that chatbot has 

replaced the previous form of customer service and the role of human as customer service operators (Murgia, 2016), it seems relevant that the 
key reason of slow adoption on customer service chatbot most likely due to the changing of the way consumers and companies interact (Vaish, 

2019). Since the message is being automated set up by the system,  the human to human interaction on its application has replaced by human to 

machine (chatbot) interaction (Adam, Wessel, & Benlian, 2020). 

The decrease of human social interaction posits to the diminishing of social presence (Lowenthal, 2014). Social presence is the extent to 
which a communication medium is considered to reveal the presence, sociability, and human contact of the communicating participants 

(Hassanein & Head, 2007). It is the determinant of engagement amongst people in communication (Pongpaew, Tiangsoongnern, & Speece, 

2014), thus highly vital in the context of customer service (Hrženjak, 2019). 

Previous studies suggest several factors that can enhance social presence levels in mediated communication, such as identity cues 
(Schumann, Klein, Douglas, & Hewstone, 2017) and social cues (Gefen & Straub, 2003). Chatbot has been innovated recently to exhibit those 

cues. The extension of the anthropomorphic feature in chatbot, for example, is intended to generate a sense of social presence (Adam, et al., 

2020). Several companies have also infused identity cues, such as bot name and bot display picture, or social cues such as greeting from bot as 

an attempt to create a human-like chatbot (Katz, 2019). According to Gefen and Straub (1997) this effect of social presence can directly 

influence customer acceptance toward the technology of mediated communication, as in the case of chatbot. 

The technology acceptance model (TAM) by Davis (1989)—which has two dimensions; perceived ease of use and perceived usefulness—

has been widely applied for describing an individual's acceptance of information systems including chatbot (Vivensius, Kaburuan, & 
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Sfenrianto, 2019). Some variables have been added to improve the explanatory power of the model in the context of acceptance toward chatbot, 

such as pleasure, arousal, and dominance (Zarouali, Broeck, Walrave, & Poels, 2018) and compatibility and internet privacy concern (Eeuwen, 

2017). However, there is rarely any study, which assesses whether social presence influences the acceptance of consumers toward chatbot as a 

tool for customer service. 

Prior studies stressed that perceived social presence influence how consumers perceived usefulness in using mediated communication 

(Cyr, Hassanein, Head, & Ivanov, 2007; Hassanein & Head, 2007). However, another perspective emerged posits that perceived social 

presence affect consumers’ attitude while using mediated communication (Daliri, Ismail, & Rezaei, 2014), also as a variable which moderates 

the two dimensions of technology acceptance of model and attitudes Aslanzadeh & Keating (2014). Consequently, the role of perceived social 
presence in chatbot acceptance remains vaguely comprehended. Hence, this study aims to unify those perspectives. The ultimate objective is to 

know comprehensively how the social presence of chatbot regulates the influence of perceived usefulness and perceived ease of use of chatbot 

on consumer attitude toward the chatbot. 

 

LITERATURE REVIEW 

Chatbot is basically described as a mechanical system that replicates and handles human conversation, either audible or textual, and then 

can communicate with people across digital devices as if they were interacting with a real human (Duijst, 2017). As the attempts to establish a 

communication similar to the real human, generally, chatbots are designed to have a personality intended to mimic humans and imitate human 
conversation (Adam, et al., 2020). According to Adam, et al., (2020) infusing the personality to chatbot is implemented by giving; (1) identity 

cues such as the bot name, character, and display picture to make it easier for the user to visualize the bot appearance and (2) social cues such 

as the ability of chatbot to greet consumer and behave sociably in the conversation. 

Chatbot is recently being developed to replace the former customer service (Følstad, Bjørkli, & Nordheim, 2018). Since an attempt to be 
successfully adopted requires sufficient acceptance by the user, thus, it is essential to discuss further the customer acceptance of this 

technology. Therefore, the Technology Acceptance Model (TAM) is employed here to get an understanding of customer service chatbot 

acceptance. TAM is a framework that widely applied in various domains for describing an individual's acceptance of information systems, such 

as chatbot (Euwen, 2017). In accordance with TAM theory (Davis, 1989), an individual’s attitude or intention to accept new technology is 
determined by the consumers’ perceived usefulness and perceived ease of use of a particular technology. Additionally, perceived ease of use 

also considered as a factor that can influence consumers’ perceived usefulness. Particularly, in the context of customer service chatbot, a prior 

study has found that both perceived usefulness and perceived ease of use has a positive correlation toward customer attitude on the acceptance 

of chatbot (Vivensius et al., 2019). Consistently, we propose several hypotheses as follow: 

H1: Consumers’ perceived ease of use positively correlated with consumers’ attitude in using customer service chatbots. 

H2: Consumers’ perceived usefulness positively correlated with consumers’ attitude in using customer service chatbots. 

H3: Consumers’ perceived ease of use positively correlated with consumers’ perceived usefulness in using customer service chatbots. 

Since chatbot is classified into mediated communication, social presence may play a significant effect on the acceptance of this technology 

(Oh, Bailenson, & Welch, 2018). Moreover, consumers still prefer to serve by the real human agent of customer service (Press, 2019), thus it is 

assumed that chatbots which resemble human are more preferable. This is the reason that makes social presence become crucial in the 

acceptance of this technology. Hence, through this study, we consider that social presence becomes one variable that also influences chatbot 

acceptance in addition to perceived usefulness and perceived ease of use. 

Social presence refers to the psychological aspect which can create a medium of communication to be human-like by creating a sense of 

human warmth and sociability (Hassanein & Head, 2007). Hassanein and Head (2007) added that creating a sense of human warmth can be 

achieved by stimulating the imagination of communicating with real humans. Previous studies have found several cues that can enhance the 
sense of social presence such as identity cues (e.g. bot name and bot display picture) (Schumann et al., 2017) and social cues (e.g. bot greeting) 

(Gefen & Straub, 2003).   

Previous study have been examined the influence of perceived social presence on the technology acceptance model. Daliri et al. (2014) 

posit the higher social presence will directly influence the consumers’ attitude in the context of online shopping. This finding relevant with Aral 
and Walker (2011) that pointed out how the impression is constructed through a simple inspection of “surface attributes” can influence users 

attitude directly, for instance, friendly service can create positive emotion of customer. 

H4: Consumers’ perceived social presence positively correlated with consumers’ attitude in using customer service chatbots. 

On the other hand, prior studies argue that there is a link between perceived social presence and perceived usefulness in the context of the 
website of online shopping or e-Service (Cyr et al., 2007; Hassanein & Head, 2007). It seems relevant since there is a psychological relation 

between perceiving that a medium is warm and its usefulness in various communication contexts (Rice & Case, 1983). It is assumed that in the 

context of chatbot, those variables have an important impact since chatbot also considered as computer-mediated communication, as well as 

lack of social interaction and human warmth, similar to e-Service, website, and online shopping characteristic. Correspondingly, we define the 

following hypotheses: 

H5: Consumers’ perceived social presence positively correlated with consumers’ perceived usefulness in using customer service chatbots. 

Meanwhile, a study by Aslanzadeh and Keating (2014) has found that social presence has a positive role in improving customers' attitudes 

especially for those who have a high need for human interaction. Jin (2009) argues that perceived social presence able to influence the message 
evaluation. It indicates relevance when associated with the aspect of social presence with the context of customer service chatbot, given the fact 

that people will more willing to repair misunderstanding with chatbots if they are perceived more human-like rather than being automated 

(Corti & Gillespie, 2016). Since message evaluation occurs at the end of a communication, thus perceived social presence is considered in a 

position to strengthen the consumers’ attitude on its correlation with perceived usefulness and perceived ease of use, we propose hypotheses as 

follow: 
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H6a: Perceived social presence positively moderates the correlation between consumers’ perceived ease of use and consumers’ attitude in 

using customer service chatbots. 

H6b: Perceived social presence positively moderates the correlation between consumers’ perceived usefulness and the consumers’ attitude 

in using customer service chatbots. 

In addition, Chung, Han, and Koo (2015) stressed that a medium with a high social presence is considered to be more effective for the user 

to understand the message in the communication since it enables the user to access and process the message quickly. In other words, it does not 

need to take a long time for the user to elaborate messages on the medium with a stronger social presence since the message delivered is clear 

and understandable. In contrast, the user needs to process the information more elaborately in a medium with a low social presence. Since 
perceived ease of use can be measured by the extent of a medium can give clear and understandable information, thus we proposed hypothesis 

as follow: 

H7: Consumers’ perceived social presence positively correlated with consumers’ perceived ease of use in using customer service chatbots. 

The following is a research model in this study based on the hypotheses that have been developed: 

 

 

Figure 3. Research Model 

 

METHODS 

A quantitative approach will be used to collect the primary data through the distribution of the online questionnaire. The number of 

Millennial and Z generation in Bandung and Jakarta, Indonesia who have already used customer service chatbot will be targeted as the 
population in this study since they are considered as potential users of customer service chatbot (Brown, 2019). Regarding the sample size, 

Malhotra (2010) suggests that 200 samples are ideal for the minimum sample in marketing research. Since this study will use PLS-SEM to 

analyze the data, according to Hassanein and Head (2007) the minimum sample size for PLS analysis should be the greater than; (1) 10 times 

the number of items for the most complex construct, or (2) 10 times the largest number of independent variables impacting a dependent 
variable. Reflecting on this study model, the most complex construct has 3 items, while the largest number of independent variables estimated 

for a dependent variable is 5. Thus, the samples of 200 are ample for the PLS estimation procedures in this study. Furthermore, judgment 

sampling will be used in this study which comprises the respondent who is in the most convenient place to provide the information needed 

based on the researcher’s judgment (Malhotra, 2010). The respondents who can participate in this questionnaire must be eligible in two ways 

which are have already experienced in using chatbot that have characters that look like humans and has a minimum age of 17 years old. 

Finally, PLS-SEM analysis will be performed in SmartPLS to analyse the hypotheses produced from the relation between variables in the 

research model. Since this study is built upon a relatively not yet well defined theoretical foundation and intended for exploring and 

determining the most appropriate position of perceived social presence which can explain the consumers’ attitude in TAM, thus, PLS-SEM is 
appropriate used in this study. PLS-SEM has higher statistical strength for an exploratory analysis in which the theory is not yet well defined 

and has the purpose of revealing the effect of constructs (Sarstedt, Ringle, and Hair, 2017). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The result obtains from the PLS-SEM analysis is expected to contribute to the understanding of the role of perceived social presence on 
the acceptance toward customer service chatbot. There are contradictive perspectives on the previous study in this area. Thus, in this study, all 

of the different perspectives are unified to get a better understanding of the influence of perceived social presence in the acceptance of mediated 

communication, particularly customer service chatbot. Perceived social presence is expected to become a crucial determinant that affects the 

dimensions of TAM; perceived ease of use and perceived usefulness, as well as attitude. Moreover, currently, scholars are encouraged to enrich 
the knowledge of human-chatbot interactions in terms of marketing (Zarouali et al., 2018). Thus, it is expected that this study contributes to the 

area study of human-chatbot communication with the emphasis of marketing viewpoint to filled that gap. 

In addition, currently, Indonesia is the country that has the highest percentage of artificial intelligent adoption in Southeast Asia (Hasnan, 

2019). Millah (2018) stated that 51% of Indonesian companies plan to adopt artificial intelligence into their business in the next three years, 
thus allowing chatbots to grow even more in the future. Thus, the findings of this study can be used by companies who want to develop 

customer service chatbot as consideration for developing an impactful strategy to increase the customer adoption level in the usage of customer 

service chatbot, in order to establish strategic advantage. 
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The role of technology, as in this case chatbot, basically redefines the business environment and impacts sustainability on the business 

through the creation of new values that can benefit the business (Toader, et al., 2020). Although there is a lack of human interaction in the use 

of chatbots as customer service, social presence is expected can have an impact on positive consumer responses and consumer willingness to 

adopt this technology. 

 

CONCLUSION 

As the impact of digitalization, currently, the human to human interaction in the context of customer service has begun to be replaced by 

human to machine (chatbot) interaction. The lack of human interaction on customer service chatbot application is considered to be the barrier 

of its consumer acceptance. To overcome this barrier, the increase of social presence—which can be generated by chatbot through infusing the 

identity cues and the social cues—is expected to be an important determinant that can positively influence the consumers’ attitude, in addition 
to consumer’s perceived ease of use and consumer’s perceived usefulness, in the acceptance of this technology. To the best of the researcher’s 

knowledge, this is the first study that combines all of the different perspectives on defining social presence in TAM and that raises the question 

of social presence in the use of customer service chatbots in Indonesia.  
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Abstract  

The advancement of technology facilitates social media users to generate beauty related content such as review videos. These users are 

commonly called beauty vloggers. This study aims to understand how Indonesian beauty vlogger's reviews affect women's intention to buy the 

products being reviewed in their videos. This quantitative research data collection comprises 260 respondents from various locations in 

Indonesia. PLS-SEM statistical method is involved in analyzing the data. It is found out that the Source of Credibility Model developed by 
Ohanian (1990) which consists of attractiveness, trustworthiness, and expertise as independent variables are positively related to brand attitude 

as a mediating variable. Meanwhile, the other latent variable, brand-influencers personality congruence, positive relationship with brand 

attitude is rejected. Moreover, it is also accepted that brand attitude, as a mediator of independent variables, is proven to have a mediating effect 

and a significant positive relationship to purchase intention. Therefore, this research comes up with insight for beauty brands in doing the 
partnership with beauty vloggers in reviewing their products and targeting an increase in purchase intention. It is important to consider the 

variables involved in this study to ensure the communication effectiveness, thus influence the purchase intention. 

 
Keywords: Beauty Brand, Beauty Vlogger, Online Product-Review, Purchase Intention, Social Media Influencers 

 

BACKGROUND 

Social media plays a huge role in not only social networking and content sharing, but also performs an important role in the economic 

interests of businesses (Habibi et al., 2014). Also, social media tools have resolved geographical boundaries that once restricted communication 

and have led to an explosion of e-participation, virtual presence, and online communities (Dwivedi et al., 2018). The appearance of online 
social media networks has continuously benefitted from marketing strategies such as product promotions via business accounts and advertising 

on social networking platforms (De Vries & Carlson, 2014; Gensler et al., 2013).  

Electronic word mouth (EWOM) has enabled us to do the oral form of communication interpersonally in various settings through 

electronic media such as social networking sites and online forums. (Cheung & Lee, 2012). One of the industries that apparently aware of the 
merits of EWOM is the beauty industry. The advancement and affordability of audio-visual technology have now enabled consumers able to 

post photos or videos to create product reviews. Consequently, there is an increase in user-generated content which results in a stronger 

influence than market-generated commercials (Bae & Lee, 2011; Goh et al., 2013).  

Recommendations from reference groups play a huge role in shaping consumer's decisions. A study demonstrated that vlog is one of the 
well-known and highly credible eWOM forms among all sources in different media based on online consumers.(Hsu et al., 2014). These 

phenomena are great examples that can illustrate that people tend to seek opinions or recommendations, especially from credible sources. 

Besides, it is also found that congruence between the celebrity and brand allows communicating the intended or suitable brand image to the 

consumer (Pradhan et al., 2016), thus becoming the key determinants of the effectiveness of advertising in terms of leading customers to 

purchase intention (Pradhan et al., 2016; Till & Busler, 2000) 

Hence, drawing from previous studies and the current condition, the study aims to determine how social media influencer's characteristics 

could influence a positive purchase intention of beauty products through online products review. Specifically, the path how variables of source 

credibility and brand-influencers influence the women’s purchase intention of beauty products. 

1.2 Research Question 

• How do social media influencer's reviews affect the purchase intention of beauty products? 

• Does the social media influencers’ source credibility affect the purchase intention of beauty products?  

• Does the brand-influencers personality congruence affect the purchase intention of beauty products? 
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LITERATURE REVIEW 

2.1 Social Media Marketing 

Social Media Marketing (SMM) could be defined as a social and managerial process to promote products through Internet-based platforms 

and networks which allow two-way communication (Dwivedi et al., 2015; Weinberg, 2011). SMM facilitates the audience to do various 

interaction including exchange any information and content (Chan & Guillet, 2011). SMM has enabled a wider customer engagement which is 

indicated by higher participation compared to conventional marketing (Ashley & Tuten, 2015; Hutton & Fosdick, 2011). In the digitalization 
era, it is a wise step for companies to be aware of the social media marketing strategies in order to communicate their brands. As a form of 

communication, SMM has to guarantee its effectiveness in influencing people.  

2.1.1 Online Product Review 

This study defines online product-review as a review that appears in different formats such as description, audio, or audio-visual, uploaded 
in online platforms and contains the personal experience of product usage (Chen & Xie, 2005). As one of the most popular form electronic 

word of mouth (EWOM), online product-reviews, especially vlog by beauty vloggers, is considered as a dependable source of information 

2.2 The Ohanian Model 

A previous study by (Ohanian, 1990) suggested a model that illustrates favorable influence made by a credible source of information 
towards the audience. The model, which is called the Source Credibility Model, examines the factors that contribute to measuring the 

credibility of a spokesperson. 

2.2.1 Attractiveness  

In a simple definition, attractiveness refers to the likability of the spokesperson (Sokolova & Kefi, 2020). According to (Ohanian, 1990), 
there are several dimensions of attractiveness which include similarity, likability, familiarity. Past finding stated that attractive sources of 

information have a bigger tendency to influence the positive attitude of customers toward the brand (Goldsmith et al., 2000; Lafferty et al., 

2002) 

2.2.2 Trustworthy 

Trustworthiness has quite a wide meaning. In this study, trustworthiness is defined as honesty, integrity, and believability of the 

spokesperson (Van der Waldt et al., 2009). According to (Lee & Koo, 2015; Xiao et al., 2018), trustworthiness, one of source credibility 

dimension, is positively correlated with brand attitude 

2.2.3 Expertise 

Expertise, according to (Ohanian, 1990), is how experienced, knowledgeable, and skilled a source of information. Based on a study by 

(Till & Busler, 2000), expertise has a positive influence on the attitude of the audience 

 2.3 Social Media Influencers 

Social media influencers refer to online personality with considerable followers who create content in social media platforms regularly and 

give influence to their followers about specific areas of expertise such as health, beauty, fashion, and travel (Lou & Yuan, 2019).  

This study focuses on social media influencers who actively contribute by providing content related to the beauty industry in the form of a 

video blog (vlog). These influencers are commonly called beauty vloggers. This term has become famous since the increasing amount of social 

media influencers who share video-based content, which usually posted in YouTube, to promote and share their thoughts of a product (Febriani 

& Yulianto, 2018; Francisca et al., 2019) 

2.4 Brand-Influencers Personality Congruence 

Brand personality could be defined as the set of human characteristics that are related to a brand (Aaker, 2013), while influencers 

personality may be defined as qualities of human behavior owned by the influencers (Pradhan et al., 2016). Therefore, brand-influencers 
personality could be stated as the congruence and compatibility of brand personality and influencers. Previous studies show that congruency of 

influencers/brand perceived by customers resulted in the favorable evaluation and positive attitude of customers (Kahle & Homer, 1985; Till & 

Busler, 2000)(Choi & Rifon, 2012) 

2.5 Brand Attitude 

According to (Ajzen & Fishbein, 1980), brand attitude is the continuous preference of customers towards a brand. Meanwhile, (Wu & 

Wang, 2011) defined brand attitude as an overall evaluation of a brand. Past studies found that a favorable attitude towards a brand is more 

likely to lead customers to purchase intention (Lim et al., 2017). Also, brand attitude is claimed to be a mediator between credibility and 

purchase intention (Lafferty & Goldsmith, 1999; Lou & Yuan, 2019; Rebelo, 2017) 

2.6 Purchase Intention 

Purchase intention is a planned behavior of customers who have a desire or willingness to buy goods or services(Madden et al., 1992). 

Purchase intention arguably arises as a result of a positive attitude towards a brand (Pradhan et al., 2016). Furthermore, it is also said that brand 

attitude has a significant impact on purchase intention since it is one of the important determinants of purchase intention (Abzari et al., 2014) 

2.7 Conceptual Framework 
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H1a.  Attractiveness of social media influencers in online product-review is positively related to brand attitude 

H1b. Trustworthiness of social media influencers in online product-review is positively related to brand attitude  

H1c. Expertise of social media influencers is positively related to consumers attitude towards the brand 

H2. Personality congruence between beauty brand and social media influencers in online product-review is positively related to brand attitude  

H3. Brand attitude towards beauty brand is positively related to purchase intention  

H4. Brand attitude is a mediator of source credibility and brand-influencers personality congruence that leads to purchase intention. 

 

 

METHODOLOGY 

This research utilizes a quantitative approach which focuses on Indonesian women as the main target market of beauty brands and 

Indonesian beauty vloggers. The primary data is collected by distributing a questionnaire to the eligible respondents who fulfill the criteria of 

women who live in Indonesia, are included in the age range of 17-34 years old, and have ever watched any review video of Indonesian beauty 

vloggers. This research has 262 respondents as a sample, which is considered valid since the most appropriate sample size is between 200-500 

respondents (Malhotra, 2012).  

The questionnaire evaluated how respondents’ thoughts on beauty vloggers influenced their purchase intention through brand attitude as a 

mediating variable. The independent variables are Source Credibility which consists of attractiveness, trustworthiness, and expertise; and 

Brand-Influencers Personality Congruence. Meanwhile, the dependent variable is purchase intention. The questions for Source Credibility were 
adopted from previous research of (Ohanian, 1990). The questionnaire used a five-point Likert Scale ranging from (1) Strongly disagree to (5) 

Strongly agree.  

        The statistical method to analyze the data is PLS-SEM which is performed in SmartPLS. The analysis consists of internal consistency 

reliability, convergent validity, discriminant validity, convergent validity, structural path coefficient, and significance, f square root size result, 

total indirect effect, and total effect, also mediating result. (Wong, 2013) 

 

DATA ANALYSIS 

 4. 2 PLS-SEM Result 

4.2.1 Validity and Reliability  

Internal consistency reliability which is shown by Cronbach Alpha and Composite Reliability is performed. Meanwhile, to test the 

validity, the convergent validity result is shown by the Average Variance Extracted (AVE).  

From the table below, it is seen that all variables are valid and reliable.  

Variable Cronbach 

Alpha (α) 

Composite 

Reliability 

Average  

Variance 

Extracted 

Validity Reliability 

Attractiveness  0.703 0.815 0.526 Valid Reliable 

Trustworthiness  0.894 0.922 0.704 Valid Reliable 

Expertise  0.822 0.881 0.651 Valid Reliable 

Brand-Influencers 

Personality 

Congruence  

0.898 0.935 0.827 Valid Reliable 

Brand Attitude  0.835 0.884 0.605 Valid Reliable 

Purchase Intention  0.812 0.870 0.576 Valid Reliable 
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4.2.2 Hypothesis Testing 

Hypothesis Structural Path T-values Result 

H1a Attractiveness  → Brand Attitude 2.960 Accepted 

H1b Trustworthiness → Brand Attitude 4.090 Accepted 

H1c Expertise → Brand Attitude 3.465 Accepted 

H2 Brand-Influencers Personality Congruence → Brand Attitude 1.255 Rejected 

H3 Brand Attitude → Purchase Intention 13.697 Accepted 

H4  - - - 

From the table, it could be seen that all hypotheses, except H2, show T-value scores above 1.96. It means that the hypothesis testing result 

for H1a, H1b, H1c, and H3 are all accepted. However, H2 is not accepted since the T-value score is only 1.255 or lower than 1.96. 

Since hypothesis 4 is explaining the mediating effect done by brand attitude as a mediating variable of source credibility, the result is 

discussed in the mediating section below 

4.2.3 Mediating Result 

Mediating test is carried out to determine the effect of the mediating variable which is brand attitude. It aims to determine the relationship 

between independent variables which are attractiveness, trustworthiness, expertise, brand-influencers personality congruence, and the 

dependent variable which is purchase intention.  

Variable T Statistics P Values 

Attractiveness → Brand Attitude 2.827 0.005 

Attractiveness → Purchase Intention 2.675 0.008 

Trustworthiness → Brand Attitude 4.246 0.000 

Trustworthiness → Purchase Intention 4.211 0.000 

Expertise → Brand Attitude 3.593 0.000 

Expertise → Purchase Intention 0.904 0.367 

Brand-Influencers Personality 
Congruence Brand Attitude 

1.310 0.191 

Brand-Influencers Personality 

Congruence → Purchase Intention 

0.292 0.771 

Brand Attitude → Purchase Intention 7.143 0.000 

The table above explains the total effect result of independent and dependent variables on the mediating variable. From the table, it is 

shown that the direct relationship of attractiveness and purchase intention is found to be significant, attractiveness, and brand attitude as a 

mediator is also significant, and brand attitude relationship with purchase intention is also significant. Therefore, it is a quasi-mediating effect 
created by brand attitude between attractiveness and purchase intention since attractiveness could directly influence purchase intention, without 

having to involve the brand attitude (mediating variable).  

These phenomena also occur in trustworthiness. Trustworthiness and purchase intention direct relationship indicates a significant t-

statistics value. Trustworthiness and brand attitude also show a significant relationship. Also, brand attitude as a mediating variable has a 

significant relationship with the dependent variable (purchase intention). Therefore, there is a quasi-mediating effect since the independent 

variable could directly influence dependent variable, without going through mediating variable.  

For the expertise variable, the direct relationship between expertise and purchase intention as the dependent variable is not significant. 

However, it is followed by a significant relationship between expertise and brand attitude. Brand attitude and purchase intention relationship is 
significant too. Thus, it is confirmed that there is a full mediating effect since expertise could not directly influence dependent variable without 

having to involve brand attitude.  

On the other hand, brand-influencers personality congruence and purchase intention shows no significant direct relationship. It is also 

followed by an insignificant relationship between brand-influencers personality congruence and brand attitude. In other words, there is no 

mediation effect of brand attitude for this variable.  

4.3 Discussion 

According to the analysed data, Hypothesis 1a which suggest the positive relationship between attractiveness of beauty vlogger and brand 

attitude is confirmed. The audience see the appearance of the beauty vlogger as an important variable that leads them to have an attitude 
towards brand. This result supports the previous finding by (Ohanian, 1990; Till & Busler, 2000) which came up with the study that similarity, 

familiarity, and likability of source information with the audience tend to lead the audience to be more attracted to the brand. 

Hypothesis 1b which suggests that trustworthiness of beauty vlogger is positively related to brand attitude is also accepted. This finding 

supports the previous research of (Lee & Koo, 2015; Xiao et al., 2018) which also found that trustworthiness of a spokesperson leads to a 
positive influence towards brand attitude. As stated by (Ohanian, 1990), trustworthiness means that the spokesperson is dependable, honest, and 

reliable in the audience’s eye especially in giving information. Therefore, beauty vlogger needs to own the characteristics of trustworthiness to 

be able to lead consumers to preferable brand attitude.  

Hypothesis 1c suggests that expertise of beauty vlogger is positively related to brand attitude. This hypothesis is accepted as also 
supported by the past findings by (Till & Busler, 2000) which also stated that expertise of information source influences attitude towards brand. 
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From this finding, it is could be said that the beauty vloggers in the review video should be viewed as knowledgeable, experienced, and 

qualified source of information about beauty as they were mentioned in (Ohanian, 1990) as the indicators of expertise.  

As for the hypothesis 2, brand-influencers personality congruence has proven to have no significant positive relationship with brand 

attitude. This result is actually not consistent with a previous study by (Pradhan et al., 2016) which found out that there is a positive influence 
by brand-influencers personality congruence towards brand attitude. Researcher assume that there are 2 things that may cause failure to prove 

this hypothesis is because there is no empirical data about this suggestion, thus it is a new finding that beauty vlogger and brand congruence in 

personality does not have a direct impact in shaping brand attitude. Another reason may be about the personality of beauty vlogger chosen by 

the respondent who apparently does not sync well with the personality of the brand reviewed in the video since some of video reviews are not 
endorsement or paid content. There are online product-reviews that are intentionally made by the beauty vlogger by their own initiatives, so the 

beauty brands do not always get to ensure the beauty vloggers match the personality of the brand. As it is also stated by (Kahle & Homer, 

1985) that a greater fit between influencers and brand may result in an effective communication, thus positively influence consumers attitude 

towards brand and their purchase intention as well. 

Lastly, the hypothesis 3 which suggests a significant positive relationship with purchase intention, is accepted. This hypothesis supports 

several previous studies by (Lafferty et al., 2002; Li et al., 2013; Lou & Yuan, 2019; MacKenzie & Lutz, 1989; Mitchell & Olson, 1981) which 

also came up with the suggestion that favourable brand attitude of the consumers is likely to influence the consumer’s purchase intention. This 

finding implies that attitude towards brand which is owned by the audience who watch the online product-review video will determine their 
purchase intention of beauty products reviewed. Therefore, it is beneficial for the beauty brands to maintain a favourable brand attitude of 

consumers so they would likely to purchase beauty brand products. The mediating result shows that hypothesis 4 is partially accepted (it is 

accepted in one case and rejected in another case) since the mediating effect created by brand attitude only occurs in the indirect relationship of 

source credibility and purchase intention. Meanwhile, there is no mediating effect on brand-influencers personality congruence indirect 

relationship with purchase intention. 

 

CONCLUSION 

5.1 Conclusion 

RQ1 : How do social media influencers reviews affect the purchase intention of beauty products? 

The online product-reviews created by social media influencers, or in this study beauty vloggers, influence the purchase intention through 
the characteristics owned by the beauty vloggers whose videos they watched. Beauty vlogger acts as the spokesperson or source of the 

information. The audience apparently evaluates the source credibility which consists of attractiveness, trustworthiness, and expertise. When the 

audience sees the beauty vloggers as attractive, trustworthy, and expert source, they are more likely to have a positive brand attitude and harbor 

to purchase intention of the products being reviewed. 

RQ2: Does the social media influencers' source credibility affect the purchase intention of beauty products? 

The research found a significant direct relationship of source credibility which consists of attractiveness and trustworthiness to purchase 

intention. Expertise is found to have an insignificant relationship with purchase intention. However, the existence of a brand attitude as a 

mediator actually creates an indirect relationship of all variables in source credibility and purchase intention. In hypothesis testing, it is found 
that all variables in source credibility are related to brand attitude. It is also confirmed that brand attitude is positively related to purchase 

intention. In other words, source credibility affects the purchase intention through brand attitude as a mediating variable. 

RQ3: Does the brand-influencers personality congruence affect the purchase intention of beauty products? 

The research found that brand-influencers personality congruence has an insignificant direct relationship with purchase intention. It is also 

shown that the mediating effect by brand attitude is not proven between brand-influencers personality congruence and purchase intention. The 

hypothesis testing indicates that this variable is not positively related to brand attitude too. So, it is proven that brand-influencers personality 

congruence does not affect the purchase intention of beauty products reviewed. 

5.2 Recommendation 

The findings in this research are very advantageous for beauty brands especially in doing a partnership with beauty vloggers to create 

online product-reviews. Furthermore, the result of this research is also open for further improvement in the future 

5.2.1 Beauty Brands 

Nowadays, beauty brands have several marketing strategies to promote their products. One of them is sending free samples or full-sized 
products (PR Packages) to beauty vlogger. In return, beauty vloggers will update their personal opinion and experience in using beauty 

products. To be able to communicate effectively, especially in leading the audience to purchase the products, beauty brands should take into 

account the attractiveness, trustworthiness, and expertise of the beauty vloggers they want to ask for partnership with. Beauty brands are 

recommended to look for the most attractive, trustworthy, and expert beauty vloggers. By doing so, beauty brands are more likely to build 

favorable brand attitude of the audience and lead them to purchase intention.   

5.2.2 Future Research 

There are limitations faced in conducting the research. In future research, it is suggested to perform a more detailed investigation related to 

beauty vloggers' characteristics such as speaking style, accent, type of humor to gain information about how the audience is engaged to their 
content. It is also recommended to examine the economic class implication (through monthly spending data) with the product price. Then, it is 

also important to understand the respondent's thoughts about beauty brands regardless of the beauty vloggers. It is interesting too to discuss the 

men's perspective compared to women. Finally, it is recommended to analyze other forms of product review besides the video format. 
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Abstract  

Internet of Things (IoT) is a word used for physical devices like Internetworking vehicles, houses, home appliances, and other Internet physical 

objects. In this research, the main focus is on intelligent home technology as a specific field in the wide IoT sector. This can simply be defined 

as a system made up of hardware such as sensors and switches that can be automatically or remotely managed and controlled through devices 

and devices via websites or mobile apps. Various advantages can be obtained by adopting smart homes. Not only can smart home technology 
help homeowners control electronic furniture remotely by using movement sensors so that the energy use is more effective. As far as profit is 

concerned, electrical efficiency obviously has a direct effect on the numbers printed on the monthly electricity bill. The cost advantage gained 

by smart home systems and the issue of energy waste, in general, is approximately 80 percent by human factors. A key issue for researchers 

and practitioners is how potential smart home technology consumers in the office sector, a part of IoT, perceive this innovation. To answer this 
question, this paper seeks to explore empirically the relations between dependent variables of behavioral intention, with independent variables 

are the performance expectation, effort expectations, social influence, perceived value, and facilitating condition. By using survey data from 

100 participants of office workers and partial least square analysis. Following all data collected and analyzed, the results of attitudes towards 

using smart home technology in the office sector will be further discussed once the data has been gathered and the analysis has been conducted. 

 
Keywords: Internet of Things, Smart Home Technology, Acceptance, Offices, Industry 

 

BACKGROUND 

Currently, about three and a half billion people in the world have access to the Internet for a number of purposes, such as browsing 
websites, posting, sending and receiving messages, purchasing, and selling things online, just to name a few (ITU, 2016). When the number of 

Internet users is growing, even more, it is no wonder that a lot of creative and inventive internet creation appears. The Internet of Things is one 

of them, it is essentially a wide array of concepts belonging to two or more different network types connecting physical devices such as 

vehicles, buildings, home equipment, and other devices to the Internet. IoT technology makes it possible to connect different devices or 

appliances to the network, transforming devices from dumb to smart. 

In this research, the main focus is on smart home technology as a specific field in the wide IoT sector. Smart home refers to the use of 

computational information, the communication mechanism involving the connection of electronic devices, including embedded 

microprocessors for communication of information. (Weiser, 1993, p. 76.) This can simply be defined as a system made up of hardware such as 
sensors and switches that can be automatically or remotely managed and controlled through devices and devices via websites or mobile apps. 

(Allen et al. , 2001). 2001. On the other hand, there are various benefits consumers can get through adapting smart homes. Not only the ease of 

managing electronic furniture from a distance, but the use of smart home technology can also help homeowners to turn off or turn on the lights 

automatically by using motion sensors or sound so that electricity consumption is more efficient. (Lokadata.id 2019). Seeing the cost-benefit 
that acquire through smart home technology adaptation, this research mainly focuses on smart home technology acceptance in the context of 

offices.  

Electricity Use in Indonesia Offices 

Reported by the founder of the Green Building Council Indonesia said the over amount of energy consumption occurs due to misuse of 
electricity buildings in big cities, including Jakarta, these over consumption electricity occurs in offices, malls, and apartments. 

(sains.kompas.com). According to a study conducted by PT Energy Management Indonesia (EMI), the average electricity waste in office 

buildings in Indonesia reaches 20%. (finance.detik.com, 2016). To keep in mind that the problem of energy waste, in general, is about 80 

percent by human factors and 20 percent is caused by technical factors.  

Energy efficiency emphasizes more on demand-side management (DSM), in the community sometimes energy efficiency is also 

interpreted as energy savings. In general, buildings in tropical countries like Indonesia use the most energy for air conditioning systems (45-70 

percent), lighting systems (10-20 percent), elevators and escalators (2-7 percent), and office equipment and electronics ( 2-10 percent). 

(esdm.go.id, 2011). For example, even slight changes in behavior can reduce electricity consumption by up to 20%. The Director of EMI, Aris 
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Yunanto, revealed that electricity consumption in offices is very inefficient due to various bad habits. Starting from not turning off the lights 

when the room is not used, leaving electronic equipment on standby even if not in use, to the use of central air conditioning that is not 

appropriate. (finance.detik.com, 2016). Seeing these phenomena of electricity waste in offices, this research mainly focuses on smart home 

technology acceptance in the context of offices.  

Research Question 

The aim of this research is to propose and test a theoretical model that explains the intention to use smart home technologies in the context 

of offices. Therefore, the keys question guiding this research are 

1. What are the needs related to electricity use in the context of the office sector? 

2. What are the factors influencing office acceptance towards smart home technology? 

Research Objectives 

The main conceptual focus regarding this research is to identify the key driving (antecedent) factors affecting individuals’ intention to use 

smart home technology. In the circumstances of IoT technology. The empirical objectives are, 

1. To identify the factors influencing office acceptance towards smart home technology. 

 

LITERATURE REVIEW 

Performance Expectancy 

According to Brown et al. (2016), performance expectancy is the degree to which technology can support customers and lead to efficiency 

gains. Venkatesh et al. (2003) implemented and described the performance expectancy to the degree that the program would enable a person to 

achieve job performance gains.  

Effort Expectancy 

Effort Expectancy (EE) is a significant predictor of embracing technology. It is known as the "facility associated with the system's 

application." The effort expectancy is described as the degree of ease associated with the system's use. (Venkatesh et al., 2003) . Especially 

when using technology initially, such as accepting an invention, the degree of ease associated with using this technology has a strong impact on 

the actions of acceptance. (Kijsanayotin et al. 2009, Kim and Park, 2012, Arning and Ziefle, 2009, Karsh et al. 2011). 

 Social Influence 

Social influence (SI) is described as the degree to which an individual believes important others should use the system (Venkatesh et al., 

2003). The social background of the decision-maker should not be overlooked when evaluating the acceptance of technological innovation. In 

the decision-making process, the social context plays an important role (Hsu and Lu 2004).  

Facilitating Condition 

The degree to which a person believes that there is a technological and organizational infrastructure to support system use is specified as 

the Facilitating Conditions (FC). (Venkatesh et al., 2003).  In the UTAUT model, if there are more requirements to encourage the use of 

technology, people will take the technology more likely. 

Perceived Value 

Sheth, Newman, and Gross (1991a, 1991b) considered consumer choice as a result of multiple dimensions of 'consumption value' and 

these dimensions allow different contributions in different choice situations. Five dimensions were suggested (social, mental, functional, 

epistemic and conditional value) directly linked to the perceived utility of an option, whether at the transaction level (transaction or not) or 

product level (type A or product type B) or in the market (Market A or brand B).  

Conceptual Framework 

This section summarizes the theories that are intended to decide how Behavioral Intention is linked to Performance Expectancy, Perceived 

Urgency, Effort Expectancy, Social Influence, Perceived Value, and Facilitating Condition. 

 

METHODOLOGY 

Interview 

This research started with a short interview with several office owners regarding their plan to use electricity. The researchers' focus in the 
discussion is to examine and make hypotheses in constructing the analysis on the relationship between purpose and the intended factors of a 

decision-making officer. 

Problem Identification  

Problems derived from the hypothesis in the interview results. 

Literature Review  

At this point, the researcher draws an earlier knowledge from the journal and international studies. 

Questionnaire Construct  

Using an online questionnaire survey method to collect primary data information, the investigator has chosen 385 office workers in the 

distribution area of Bandung and Jabodetabek. 
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Survey Conduct  

In this study, an online survey was performed by distributing questionnaires online to 385 office workers. This questionnaire was 

constructed using Google form the list of questions that are adapted to languages in Bahasa Indonesia. 

Research Approach 

In this research, the researcher uses a quantitative approach by examining the relationship between the dependent variable that is 

Behavioral Intention, with independent variables are Performance Expectancy, Effort Expectancy, Social Influence, Perceived Value, and 

Facilitating Condition. 

Research Measurement 

The researcher uses a Likert scale in the research measurement. In this analysis, Likert's larger scale is 5 points to ensure more variation is 

given as a benefit, one of them strongly disagreeing before five agree strongly. 

 

DISCUSSION 

With regard to benefits, electricity efficiency will clearly have a direct impact on the numbers printed on the monthly electricity bill. 

Seeing the cost-benefit that is acquired through smart home technology adaptation and the problem of energy waste, Based on the data of 

ESDM Ministry, is about 80 percent by human factors. This research mainly focuses on smart home technology acceptance/adaptation as the 

proposed solution of electrical waste in the context of offices. 

Scope and Limitation 

There are several limited for this research, 

1. This study is limited for a specific geographical area which is Bandung and Jakarta, Bogor, Depok, Tangerang, and Bekasi area, 

different geographical areas might result in different findings. 

2. This study is conducted for a certain type of office only. 

 

CONCLUSION 

By knowing the factor of users’ acceptance toward smart home technology, business in the field of smart homes could maximize the 

business and know what to improve in order to make more suitable services and products to the users. One of the smart home company is 

Forbetric. Forbetric is a smart home company that focuses on providing access and connectivity that allows customers to control electricity 

usage through an application. Acceptance of smart home technology might lead to continuance usage of the users too, it is essential to know the 
factors influencing office acceptance towards smart home technology. Hence, the business could increase the company’s profit by maximizing 

a suitable service and product. 
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Abstract  

Mind Blowon Studio is one of the Animation products in Indonesia that has carried out cross-selling strategies since 2016. Successful cross-

selling requires customer intimacy and detailed information on customer demographics and preferences. (Ansari, Mela, & Kamakura 2003). 

Jurgen & Josephine's statement in 2012, describes Customer intimacy is a state of mutual understanding, closeness, and perception of value. 

So, in this study, customer intimacy is measured based on the answers between Mind Blowon Studio and respondents whether there is the same 
mutual understanding or not. Researchers used descriptive statistics, coding analysis, and cross-tabulation to analyze the online response of 200 

Tahilalats Instagram followers. In this study, several indicators of customer intimacy can be measured, consisting of the frequency of 

respondents visit Tahilalats Instagram, the motivation of respondents to follow Instagram Tahilalats and read their comics, the willingness of 

respondents to do word of mouth activity. Also, awareness, purchasing, and use of Mind Blowon Studio products, and last is the reason for 
respondents to use Tahilalats LINE sticker. The results of the data show that the customer can be said intimate, but the desire to cross-sell is 

still small because the percentage of awareness of the product is quite small. This research helps Mind Blowon Studio as a company to 

determine the recommendations through customer intimacy information to increase cross-selling success.  

 
Keywords: Mind Blowon Studio, Cross-selling, Customer Intimacy, Motivation, Descriptive Statistics 

 

BACKGROUND 

Mind Blowon Studio is one of the animations company in Indonesia. The first product, Tahilalats comics, was launched on Instagram in 

2014. Tahilalats comics contribute 85% of total revenue. Tahilalats's comics is a place to promote business brands, for example, Lazada in 
March 2020. One of the principles of the company owned by Mind Blowon Studio is not wanting to eliminate the Tahilalats character in each 

of its production activities, including in making endorse advertisements for other brands. For example, making Lazada comic stories using the 

character Tahilalats. This condition becomes a challenge for them because they cannot guarantee that the brand, they want in endorsement will 

always agree if the character shown in the advertisement is always Tahilalats. That is why Mind Blowon Studio released other products that 

consist of Tahilalats Comics (2014), Tahilalats LINE Sticker (2016), Taahilalats Mind Blowon.co (Clothing line) (2018), Mind Blowon TV 

(Animated Series) (2018), Mind Blowon Creative (Promotion) (2019), and Tahilalats Toys (2019). Hruschka et al., (1999); Kamakura, (2007), 

and Värlander and Yakhlef (2008) said that a practice known as cross-selling is a condition when salespeople make additional product 

recommendations to customers in certain sales circumstances, beyond their initial order. Thus, by providing other products besides Tahilalats 
comics, Mind Blowon Studio conducts cross-selling. One way to see a cross-selling opportunity is created by producing complementary 

products to Tahilalats Comics. (Phibb, 2015). If they want to increase revenue from cross-selling, Mind Blowon Studio will have to do it 

successfully. Successful cross-selling requires customer intimacy and detailed information about customer demographics and preferences. Once 

such information is available, companies could identify cross-selling (Ansari and Mela 2003, Kamakura et al. 2003). However, customer 

intimacy towards the Animation product is not as detailed yet. 

 

LITERATURE REVIEW 

Comic 

Comics are becoming increasingly common to illustrate complex processes (M Tatalovic, 2009; Matteo Farinella. 2018).  Comics are 

deemed a possible means of conveying information; this can happen because of humor, the specific feature of comics may attract people's 
attention, interest, and enjoyment (Roesky & Kennepohl, 2008; Tatalovic, 2009). It can be a reason or motivation for why people want to read 

comics.     

LINE Sticker  

Prager (1997) said that emoticons/stickers are nonverbal communication signals and important intimate components because, according to 
Floyd & Burgoon (1999), it can provide warmth and affection. It is because nonverbal behaviors could reduce the ambiguity of the intended 
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emotional expression and intensify or decrease the face-to-face (FtF) emotional expression, emoticons, or a sticker that could help clarify, 

accentuate or emphasize text messages during conversational CMC interactions (Derks, Fischer, & Bos, 2008). Lo in 2008; Rezabek & 

Cochenour in 1998 said that in text-based CMC, emoticons act as nonverbal signals, complementing the meaning of text messages when 

indicators of social context are absent. Emoticons also function to symbolize one's emotions and to express humor (Derks et al., 2008). 

Cross-selling 

Regarding Hruschka et al., 1999; Kamakura, in 2007, and Värlander and Yakhlef in 2008, a practice known as cross-selling is a condition 

when salespeople make additional product recommendations to customers in certain sales circumstances, beyond their initial order. In this 

study, one way to see a cross-selling opportunity is created by producing a complementary product to Tahilalats Comics. (Phibb, 2015). 

Customer Intimacy 

Regarding Jurgen & Josephine in 2012, make an explanation that customer intimacy is a state of mutual understanding, closeness, and 

perception of value. Their research shows that customer intimacy is an indicator of related relationships, distinct from the confidence and 

commitment measures of core relationships. The condition may affect the degree of commitment to relationships, word-of-mouth caused by the 
customer, intentions to repurchase, disclosure of details, availability of the customer, and lead to a status of advisor with the customer. Also, 

customer intimacy mediates the core trust-engagement connection for relationships in marketing.  

Word of Mouth in Social Media 

Word of mouth can be seen from research conducted by Walsh et al. (2009) by asking the question, "I would recommend this company to 
friends and acquaintances" or in social media can be said as sharing information activity (Ruggles, 1998). It is essential to know the reason for 

information-sharing activities because it can be abused by certain social media owners to determine the right answer to users, whether in terms 

of content or view. (Putri, and Afira, 2017). 

 

METHODS 
Interview with Mind Blowon Studio      

The data gathering process began with the interview with the creator and the business team of Mind Blowon Studio. After that, a 

questionnaire will be made to get the respondent's profile that will be used in this research. The interview is to be carried out in the semi-

structured form. When conducting the interview, the researcher must prepare a set list of questions and topics to guide the interview, but when 

the researcher feels necessary, the answer may be stray from the guide (Foundation, 2008).  

Table List of Interview Topic and Question 

Topic Question 

The Motivation of the creator. This 
topic will be asked to the creator 

 

The strategy of content. This topic will 

be asked to  the creator  
 

Company sales strategy (cross-selling) 

This topic will be asked to fFA the 

business team  

- What is the motivation for making Tahilalats comics? 
- What is the motivation for providing Tahilalats Line Sticker and 

other products? 

- What strategies are used in making content for comics and stickers? 

- What are the rules in the content creation process?  
 

- What is the list of Mind Blowon Studio products and their year of 

production and commercialization? 

- What is the strategy used in selling products?  

 

Questionnaire Making  

To gather responses from the respondents, the questionnaire will be used as a medium distributed to respondents. The questionnaire will 
consist of seven main questions. The first question will ask the respondents' profiles, including gender and age, as data for demographic 

questions. The second question will ask the frequency of respondents to visit Tahilalats Instagram Account. This question is intended to see 

whether respondents are intense enough to read Tahilalats comics or not. The third question will ask the motivation of respondents to read 

Tahilalat's comic. This question is intended to see whether the existing theories and expectations of the creator are in accordance with those felt 
by respondents or not. The fourth question will ask about the willingness of respondents to do word of mouth activity. In this case, that is by 

sharing Tahilalat's Instagram accounts to others and their reasons for doing this activity. This question is intended to see the customer intimacy 

of Mind Blowon Studio based on word-of-mouth theory. The fifth question will ask about the awareness of respondents toward Mind Blowon 

Studio's product. The sixth question will ask about the products purchased and used by respondents. The last question will ask about the 
Tahilalats Line Sticker that consists of reasons to use or not to use that kind of sticker. This question is intended to see whether the theory and 

expectations of the creator are in line with what is felt by the user or not. Also, because Tahilalats Line Sticker is the cheapest product among 

other products as well as the first paid product sold, asking this question becomes important. 

The researcher uses descriptive statistics, coding analysis, and cross-tabulation analysis, to analyze the data collected from online 

questionnaires given to respondents who followers of Tahilalats Instagram Account. Slovin formula determined that among 3.800.000 

population, the appropriate sample size should be taken is 100 people and above with standard error is 10%. 

Coding Analysis 
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In this analysis, researchers used coding analysis and jumped at the focused and categorizing stages because respondents 'answers were 

only one sentence. Hence, researchers analyzed respondents' answers based only on one keyword. At this stage, the researcher constantly 

compares the respondents' answers to prevent missing codes or information from occurring. The final process is the categorization. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Customer Intimacy Based on Frequency of Respondents Visit Tahilalats Instagram Account 

The first indicator of customer intimacy is based on the frequency of respondents' visit Tahilalats Instagram account. Mind Blowon Studio 

carries out a company strategy of uploading Tahilalats comics at least one comic every day with the aim that their followers visit every day. 

The results of the data show that the desire of Mind Blowon Studio by respondents is achieved so that it can be said that the customer is 

intimate. Data shows that the dominance of intimate customers (Today (37%) and Last Weeks (49%) 

Customer Intimacy Based on Motivation of Respondents to Follow Instagram Tahilalats Account and Read Their Comic 

The second indicator of customer intimacy is the motivation of respondents to read the Tahilalats comic. The data shows that the goals and 

expectations of creators in making comics with respondents' motivation are in line. Creator wants comic readers to be entertained because he 

provides a kind of everyday humor intending to make readers feel relate to the story's contents. Based on data, the highest percentage of 
motivation is that respondents feel entertained (enjoy) because the uploaded comics on the Tahilalats Instagram account contains 

understandable humor (97%). So, it can be said that most customers are quite intimate. 

Customer Intimacy Based on Willingness of Respondents to do Word of Mouth Activity  

In terms of customer intimacy by referring to the word of mouth theory, respondents can be said to be intimate because most respondents 
(76%) want to share Tahilalats Instagram accounts. Then, the researchers also asked the reason why they wanted to do this. Based on the results 

of the data showing respondents' reasons, the highest percentage (68%) said that respondents felt that the Instagram account has something 

interesting that can be an impression for followers that can be shared for others. 

Customer Intimacy Based on Awareness, Purchasing, and Use of Mind Blowon Studio products. 

The results of the analysis show that the products most respondents know are Tahilalats Comics, followed by Tahilalats LINE Sticker, 

Mind Blowon TV (Animated Series), Tahilalats Toys, Mind Blowon.co (Clothing line) and Mind Blowon Creative (Promotion). This sequence 

of products is appropriate when related to the year of production and commercialization. It can be said that the longer the product is sold, the 

more respondents are aware of the product. Whereas in terms of purchase and usage, respondents who only read Tahilalats comics (free) 
became the highest percentage (71.5%) compared to those who bought products and also read comics (28.5%). If we look at the products that 

have been purchased the most, there is a relation between respondents' awareness and the purchase and use of the product. It is because the 

Tahilalats LINE Sticker is the product most known by respondents and also as the product most widely bought and used with a percentage 

(25%). Then other products purchased and used are Tahilalats Toys (4.3%) and Mind Blowon Clothing (1%). Based on this data, it can be said 
that the more intimate respondents know the product, the higher the chance of cross-selling. In addition to relations, this data is also in line with 

the business team that says that the target market will buy products that can be owned directly. That is true because what is purchased is 

Tahilalats LINE Sticker, Toys, and Clothes. Thus, it can be said that customer intimacy is said to be intimate. 

Customer Intimacy Based on Reason of Respondents to Use Tahilalats LINE Sticker.  

Based on interviews with creators, said that he provides Tahilalats LINE Sticker with the aim they want to provide products that can be 

owned directly by Tahilalats comic fans. Also, they designed the Tahilalats LINE Sticker to be used as a medium to respond to conversations in 

the form of funny Tahilalats comic character expressions. Also, they provided sounds and words on the stickers. Thus, he hopes, Tahilalats 

LINE Sticker can help users who are lazy to type because the stickers are enough to represent the words to be conveyed or users who want to 
bring an atmosphere of humor in conversation by using this sticker. The results of the data show that the reasons for respondents who use the 

Tahilalast LINE Sticker are in line the expectations of the creators, namely respondents feel that the Tahilalats Line Sticker depicts humorous 

expressions (humor) (88%), Line Sticker clarifies their intentions and objectives in the conversation (70%), and they like the Tahilalats comics 

uploaded in their Instagram account, it makes the respondents want to use their Line Sticker. (28%). Although researchers provide the "other 

reason" option for respondents, none of the respondents fill out this option. Thus, customer intimacy can be said to be intimate. 

Reason of Respondents to Not Use Tahilalats LINE Sticker  

This question is essential because by knowing the reasons why respondents do not use stickers, Mind Blowon Studio can make a strategy 

to increase sticker sales. Based on the data shows the reason of not using Tahilalats LINE Sticker is because respondents do not know 
Tahilalats LINE Sticker (26%), do not use the LINE  application (16%), the expression is shown on the LINE Tahilalats sticker does not 

describe their expression (14.7%), and the last is respondents do not like the characters on the Tahilalats LINE sticker because it is ugly and 

weird (6%). Besides these four reasons, there are other reasons given by respondents with a total percentage (32%). Through coding analysis, 

another reason is the price of the Tahilalats LINE Sticker, which is considered expensive. The second reason is a Self preference, which 
consists of the availability of default LINE stickers, rarely uses LINE application, does not like Tahilalats LINE Sticker, rarely or not using a 

LINE Sticker, not sticker collector, and lazy sense of buying a sticker. The third reason is time; namely, respondents feel they have no time to 

buy even though they want to use Tahillats LINE Sticker. 

Demographic Profile consist of Gender and Age.  

Gender 

The results of the analysis showed that most respondents were Male gender (69%) and Female (31%). Meanwhile, based on interviews 

with Mind Blowon Studio, said that their followers were dominated by men with a percentage (60%) and females with a rate (40%). By looking 
at the data above, there is a synchronization between the reality of Instagram followers of Tahilalats and the process of taking data. Thus, it can 

be said that Tahilalat's Instagram is more popular with the male gender compared to females. 
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Age 

According to interviews conducted with Mind Blowon Studio, the business team said they have a target market at the age of 18-25. 

However, if we compare with the results of data found in Chapter IV, the categories mentioned have weaknesses because the survey results 

show that there are several age categories with the percentage from highest to lowest. Data shows that most respondents were 19-22 years old 
(74%) or could be said to be undergraduate age. Then, the second percentage shows at age> 22 years with a percentage (25%), and the rest is at 

the age of 16-18 years old with a percentage (3%). Thus, Mind Blowon Studio can find out the type of age of the new target market, and it can 

be concluded that the type of Mind Blowon Studio animation is preferred by the age category of 19-22 years or undergraduate age. 

Cross Tabulation Analysis     

The results of the first cross-tabulation analysis show that the more frequent respondents visited the Tahilalats Instagram Account, the 

higher the percentage of their desire to do word of mouth activity by recommending Tahilalats Instagram Accounts. The second cross-

tabulation results show that the age category of 19-22 years old is the majority category of respondents as well as the highest percentage who 

know Mind Blowon Studio products. The third cross-tabulation shows that the frequency of visits "Last Weeks" is the highest percentage in 
terms of visits and as the highest frequency knowing Mind Blowon Studio products. The fourth cross-tabulation shows that Mind Blowon 

Studio products purchased and used are dominated by Male, both free and paid products. The fifth cross-tabulation shows that both gender 

motivation does not affect the frequency of visits, but age categories. The sixth and seventh cross-tabulation shows a relationship between 

motivation to read comics and the use of Tahilalats LINE Sticker. By looking at this data, it can be said that customer intimacy in the first 

product (reading comics) will affect the desirability of cross-selling for other products (using Tahilalats LINE stickers) for the same reason.   

 

CONCLUSION 

Based on the results of the analysis above, customer intimacy can be intimate because the motivations and objectives of Mind Blowon 

Studio are in accordance with the respondents' feelings. Therefore, Mind Blowon Studio can continue their kind of humor, may consider 

reducing Tahilalats LINE stickers' price, and can make promotions about its other products through Instagram Tahilalats accounts. For 
example, they are making comic stories while introducing their products. The target market, which reads comics, especially those who 

frequently visit the Instagram Account Tahilalats, will be more aware, and the possibility of making purchases will increase. Also, by looking 

at the data that Tahilalats Instagram account followers are predominantly dominated by the age category 19-22 years old (undergraduate age), 

both Male and Female, Mind Blowon Studio can research the price of clothes that are tolerated by college students. By doing this, one of their 
products, Mind Blowon.co (Clothing Line), can be sold because clothes are primary items that are needed by college students. Thus, cross-

selling revenue through selling clothes can increase. 

There are some limitations to this research. First, the population of this research is only the account or people that follow @Tahilalats 

Instagram account, where then resulted that the output of the study will not be quite strong for a generalization use. Second, because this only 
discusses Mind Blowon Studio Animation, it might not be suitable if used in other animation industries. There is an opportunity for future 

research to research other animations besides the Mind Blowon Studio animation, for example, comparing customer intimacy on two types of 

animation. Also, researchers recommend using qualitative methods to get more in-depth data about motivations and reasoning of respondents 

related to animation products.       
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Abstract  

Over the past few years, the global market for organic foods including organic vegetables has expanded significantly. This development is 

partly driven by consumers concerns about environmental and health issues, particularly in the context of the food that they consume. Organic 

vegetables are considered safer than the conventional ones for both health and environment as organic vegetables are processed without the use 
of pesticides, chemical fertilizers, Genetically Modified Food (GMO) and additives. The increasing consumption and organic market in 

Indonesia have attracted researchers’ interests to determine the factors that influence the purchase intention of organic vegetables. The purpose 

of this research is to form a research model based on the influence of multidimensional perceived value consisting of functional value, 

economic value, social value, and emotional value towards consumers’ trust and purchase intention of organic vegetables. The results indicate 
that emotional value has a positive effect on trust and purchase intention of organic vegetables, where functional value affects the trust of 

organic vegetables as well. The originality of this study is the multidimensional effect of perceived value on trust and purchase intention of 

organic vegetables in Indonesia. 

 
Keywords: Vegetables, Perceived Value, Purchase Intention, Sustainability, Trust 

 

BACKGROUND 

Changes that lead to a healthier lifestyle or commonly heard with the slogan "back to nature" has become a trend for people all over the 

world that everything coming from nature is good and beneficial (Chan, 2001). This human awareness of nature, coupled with the issue of food 

security have driven consumers demand for more environmentally-friendly food or organic food.  

The perceived value sensed by consumers of organic food is very important to recognize consumers expectations (Lim, Yong, & Suryadi, 

2014). On the other hand, trust in organic foods in producers, distributors, traders and certification bodies also influence the purchase of organic 

food (Nuttavuthisit & Thøgersen, 2017; Pivato, Misani, & Tencati, 2007).(Watanabe, Alfinito, Curvelo, & Hamza, 2020) also examined the 
multidimensional relationship of perceived value to trust and purchase intention of organic food in Brazil. This study aims to analyse the 

relationship between multidimensional perceived value of trust and purchase intention of organic vegetables.  

 

LITERATURE REVIEW 

Organic Food in Indonesia 

According to (Lim et al., 2014) organic food means food that is produced without using synthetic fertilizers, pesticides, 

genetic engineering, growth hormones, radiation or antibiotics. Organic food itself began to be recognized by the people of 

Indonesia since 1997. (Suprapto & Wijaya, 2012). The involvement of the Indonesian government in the organic agriculture 

sector has existed since 2001, with the start of the program “Go Organic 2010” (Program Go Organik 2010) which had a vision 

to make Indonesia as a major producer of organic food in 2010 (Mayrowani, 2012). 

Multidimensional Perceived Value 

There are two approaches to perceived value, the first is unidimensional perceived value where consumers get value or benefits of a 
product or service generally and comprehensively. Whereas multidimensional perceived value focuses on price, quality, profit and sacrifice as 

well as consumer motivation (Zeithaml, 1988). (Nguyen, Lobo, & Greenland, 2016; Sweeney & Soutar, 2001; Watanabe et al., 2020) divide 

perceived value into functional value, economic value, social value and emotional value.  

H1a: Functional value has a positive effect towards trust. 
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H1b: Functional value has a positive effect towards purchase intention. 

H2a: Economic value has a positive effect towards trust. 

H2b: Economic value has a positive effect towards purchase intention. 

H3a: Social value has a positive effect towards trust. 

H3b: Social value has a positive effect towards purchase intention. 

H4a: Emotional value has a positive effect towards trust. 

H4b: Emotional value has a positive effect towards purchase intention. 

Trust 

    Trust is also a factor that influences the purpose or purchase intention of organic vegetables, where the information 

contained in the vegetable packaging labelled organic and also the certificate could guarantee that the vegetables are indeed the 

organic vegetables (Watanabe et al., 2020).  

    H5: Trust has a positive effect towards purchase intention.  

Purchase Intention 

According to (Arifani & Haryanto, 2018) operationally, purchase intention is the moment when a consumer has the desire to buy a 

product. 

Associated with organic products, purchase intention is influenced by other elements that are usually associated with concern for health 

and environmental welfare (Paul & Rana, 2012). 

 

METHODS 

 

 

 

        H1a 

 

 H2b 

 H2a 

 

 

H3a 

 H2b 

 

 H4a H5 

 

 H3b 

 

 

 

 

 H4b 

 

 

 

Functional 
Value5 

Economic 

Value 

Social 
Value 

Emotional 
Value 

Purchase 
Intention 

Trust 

 

Figure 4. Research Framework 

This research model was tested by distributing questionnaires to people who are fond of vegetables yet have never bought organic 

vegetables.  

The researchers analyses the incoming data using Structural Equation Modeling (SEM). SEM is divided into two parts such as 

measurement and structural model analyses. The measurement model analysis measures how well the questions item represent a construct 

(Hair, Black, Babin, & Anderson, 2010). The analysis consists of the validity of the measurement model, reliability and compatibility tests. 

Lastly, a structural model analysis was conducted to determine the suitability of data with a measured model (Wijanto, 2008). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The test results in table 1 show the validity and reliability test of each statement item in the questionnaire in which all are valid and 

reliable with a t-value above 1.96 with RMSEA 0,078 and GFI 0,94. For the path analysis or structural testing, it is found that emotional value 

influences trust and purchase intention with t-value of 2.19 and 20.44, so that it is called H4a and H4b accepted, while functional value 

influences trust with t-value of 6.88. However, it does not affect the purchase intention. Therefore, only the H1a hypothesis is accepted. 
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Tabel 2. Structural Model Analysis for Research Model 

Independent Variables           Trust         Purchase Intention 

  t- value Hypothesis t-value Hypothesis 

Functional Value  6,88 *H1a -0,32 H1b 

Economic Value 1,42 H2a -0.08 H2b 

Social Value 1.40 H3a -1,21 H3b 

Emotional Value 2,19 *H4a 10,44 *H4b 

     Trust   0,90     H5 

*Notes: Significant supported hypotheses are in bold for clarity. 

DISCUSSION 

Perceived Value on Trust and Purchase Intention 

The strength of the relationship in this model is found in emotional value where emotional value affects trust and purchase intention. The 
results show that aspects related to pleasure and wellbeing are significant in the purchase intention of organic vegetables. This result is also 

strengthened by several previous studies that identified the importance of a well-being perception related to the consumption of organic food 

(Apaolaza, Hartmann, D’Souza, & López, 2018; Loebnitz & Aschemann-Witzel, 2016; Roitner-Schobesberger, Darnhofer, Somsook, & Vogl, 

2008; Watanabe et al., 2020; Woo & Kim, 2019). 

In the matter of functional values that affect trust, a study conducted by (Nuttavuthisit & Thøgersen, 2017). (Krischke and Tomiello, 2009) 

found that consumers of organic food pay a great attention to health and believe that organic food has better quality and nutrition for health and 

the environment.  

 

CONCLUSION 

The results obtained from functional value certainly have an influence on trust where functional values contain the importance of food 

security and the quality of organic vegetables themselves. Emotional value has an influence on trust and purchase intention.  
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Abstract  

This research aims to obtain empirical evidence and build customer churn prediction modelling from various independent factors that possibly 

affect the decision making of customer to churn or retain at certain telecommunication provider in Indonesia. The research data are mainly 

focus in utilizing secondary data of real customer’s usage, behaviour, and demographic data from a telecommunication company. The samples 

were tested using logistic regression analysis to train and produce final churn prediction model which relevant to current customer’s 
characteristic at telecommunication industry. 
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BACKGROUND 

At the end of 2018, Indonesia is estimated to have a population of 264,161,000 people with internet penetration figures of 64.8%. This 

figure suggest if the number of internet users has reached 176,176,716 people (Afidah and Doom, 2019, p. 52). These data indicate the growth 

of internet users by 10.12% compared to the previous year. This trend of growth and penetration rates of internet user have ranked Indonesia at 

the top 10 in terms of the mobile connectivity index since 2014 (GSMA, 2018). 

Furthermore, in-depth data analysis shows that the gap of market expansion is no longer relevant. It mainly caused by the unequal 

distribution of the Indonesia’s population. 3G and 4G networks have covered 90% and 80% of the Indonesia’s population respectively (GMSA, 

2018). The challenges of this narrow market expansion gap is generally caused by the slowing growth rate of mobile internet penetration which 

has become the backbone of this industry down to the the level of 1% only (Frost and Sullivan, 2018). 

This situation pushes telecommunications market to move towards the saturation point and contribute to the declining growth of 

telecommunication customer in Indonesia such as Telkomsel, XL Axiata, Indosat, and others. The reality is perfectly shown by figure 1.1 

below:  

 

Figure 1.1 Subscriber Growth by Operatior Trend 

The growth of the telecommunications service market has been stagnant and force the operator to maximize the potential of the existing 

market through acquisition and retention activities. Each telecommunications operator competes in offering attractive packages through 

bundling programs with the latest smartphone units to acquire new postpaid customer. Increasing competition among telecommunications 

operators has made them elevate each other's competitive advantages to become the top choice inside the mind of customers.  

 

STATEMENT OF THE PROBLEM 

One of the competitive advantage factor which always been exploited by operators in Indonesia in acquiring new customers is pricing. The 

price war strategy is a practice often used by telecommunications operators in managing their customer portfolios. This phenomena can be seen 

from the decline in prices per 1GB of internet data from 1.1% GDP per capita in 2016, down by more than 50% to the level of 0.5% GDP per 

capita in 2018 (GMSA, 2018). 
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Figure 1.2. Revenue per MB Trend 

Figure 1.2 above shows the consistent decline in revenue per MB (megabytes) of internet data from Q4-2016 to Q1-2018 for all 

telecommunications operators. The trend is expected to continue considering more and more frequent event of lower-class price contraction by 

10% -15% and 20-25% price contraction for medium-class during 1st quarter of 2018 and 2nd quarter of 2018. Despite the decline of operating 

margin due to price war strategy, this strategy is continuously carried out in order to maintain the level of competitive advantage with other 

competitors. 

The saturated growth of the telecommunications market in Indonesia and relatively similar strategy between telecommunication operators 

in attracting new customers, we need a churn prediction model that can accurately map high potential customers to terminate current contract 

and move to competitors. This type of prediction modelling is urgently needed given the smaller profit margins obtained from mobile internet 
data (GMSA, 2019) which lead to the reduced operating cost. Thus, the retention program need to be as effective and efficient as possible by 

targeting the right customer segments. 

 

RESEARCH OBJECTIVES 

Based on the previous explanation, the objectives of this research are: 

1. Determine the predictor variables that are relevant to the current state of consumer behavior in the Indonesian telecommunication 

market 

2. Develop a churn prediction modeling which deliver accurate prediction outcome 

3. Provide recommendation of actions to be merged with a customer retention management strategy and align it with the overall 

business strategy of the company 

 

SIGNIFICANCE OF THE STUDY 

This research will provide a comprehensive perspective which cover the demographic, behavioral, attitude, and geographical aspects of 

customer in its churn prediction modeling. The application of new perspectives combined with classical model modeling churn prediction and 

the process of big data classification can provide different alternatives while providing an updated knowledge into existing paradigm. This 

research can also be utilized and implemented directly by company professionals engaged in telecommunications.  

 

LITERATURE REVIEW 

Factor Affecting Customer Churn 

Customer churn is a term commonly used to describe the state of a person or group of customers who previously bought a product or 

subscribed to a service and then decided to stop after some time due to various factors.  literatures have described 3 types of churner into active, 

passive, and silent churner (Lazarov and Capota, 2007). Previous studies have focused on determinants or indicators that contribute to decision 
of customers to churn. These indicators include: service quality and the level of consumption of products or services (Quach, 2015), the 

behavior of using products or services (Geetha and Kumari, 2011), as well as customer satisfaction and switching costs (Svensen and 

Prebensen, 2011).  

Relationship between Service Quality and Customer Churn 

Service quality is described as the result of a comprehensive evaluation on a service company by comparing the actual service 

performance produced by the company and the customer's expected level of service performance that should be delivered by company 

(Parasuraman et al., 1988). Maintaining the ideal level of perceived service quality is crucial to achieve customer satisfaction and customer 

retention (Taylor and Baker, 1994). Parasuraman et al. (1988) developed the concept of service quality into SERVQUAL instruments which 

consists of 22 items which measure tangible, reliability, responsiveness, assurance, and empathy. 

Relationship between Customer Satisfaction and Customer Churn 

Customer satisfaction arises from the customer's subjective perception of the received performance of the product or service compared to 
initial expectations before its usage (Kim et al., 2015). Customer satisfaction is created in a situation where customer expectations are reached 

or even exceeded (Oliver, 1981). Taken into the scope of the discussion of the telecommunications services industry, customer satisfaction 

symbolizes the customer's overall assessment of telecommunications service providers to date (Keiningham et al., 2014). 

Relationship between Switching Cost and Customer Churn 

Switching costs play a role in reducing the flexibility of customer movement and reducing pressure on the possibility of customers to 

move to competitors (Xavier and Ypslianti, 2008). This pattern is also seen in a study conducted by Ram and Wu (2015) where partial 

switching barriers were associated with predictors that made customers decide to stop using services. Then, Shafei and Tabaa (2015) further 

state the 3 main switching barriers that are most felt by customers, namely adaptation costs, loss costs, and attractiveness of alternatives. 
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Relationship between Customer Loyalty and Customer Churn 

Shafei and Tabaa (2015) proposed a research model to measure the relationship between customer satisfaction and switching barriers to 

customer loyalty. The customer satisfaction is constructed by service quality while switching barrier is constructed by switching cost and 

attractiveness of alternatives. This study concludes that customer satisfaction is the main predictor in explaining customer loyalty and followed 
by a switching barrier. In another study, Ram and Wu (2015) reinforce the findings previous study and add a new perspective that customer 

satisfaction and brand image have a direct relationship and positively influence customer loyalty. Switching costs are also concluded not to 

have a direct effect on customer loyalty.  

Relationship between Customer Demographics and Customer Churn 

A study conducted on telecommunication customers in Thailand exhibits if several customer’s characteristics such as age, job, iteration of 

internet usage, and neighborhood area significantly explained switching behavior (Srinuan et al., 2011). However, not all customer 

characteristics have an effect on customer's decision to churn or stay. A study conducted by Svendsen and Prebensen (2011) conclude that the 

sex of the customer has no significant effect on churn.  

Relationship between Behavior and Attitude towards Customer Churn 

The most efficient way to retain customers and prevent churn is by finding the pattern of customers who are about to churn, identify their 

reasons, and redesign existing customer retention strategies based on the previously acquired knowledge. A customer can be said to be 

vulnerable to churn if there is a deviation of changes in purchase pattern than usual (Buckinx and Poel, 2005). Research conducted by Geetha 
and Kumari (2011) on telecommunications service customers in India concluded that the pattern of network usage outside the operator's 

network could indicate the tendency of customer churn. In contrast to customers in India, telecommunications service customers in Australia 

who are vulnerable to churn can be seen by the frequency of subscribed main plan switching (Zorn et al., 2010).  

Type of Data in Predicting Customer Churn 

One of the most commonly used types of data is secondary data in the form of historical, demographic, and customer usage data owned by 

the operator. Research conducted by Li et al. (2015) uses subscriber information that already exists to predict customers who churn which by 

computing basic profile information, billing information, and behavioral information 

In addition to customer secondary data that represents behavior, customer secondary data that represents attitude is also commonly used in 
computing data churn prediction modeling. The study conducted by Bellman et al. (2010) concluded that the commitment indicator became a 

significant customer churn predictor.  

 

METHODS 

Research Data 

This research will use and analyze various secondary data which consists of demographic data, transaction history data, and customer 

consumption data of a telecommunications service provider that can indicate the unique behavior and true nature of the customer. 

The secondary data is collected from a telecommunications provider’s database which is  adjusted to the needs of this study by: 

1. Calibrating the data used in customer prediction modeling research that has been done previously in the telecommunications services 
industry or similar industry as conducted by Geetha et a. (2011), Svensen and Prebensen (2011), Li et al. (2015), and Kim et al. 

(2017). 

2. Considering in adopt the data that represents factors related to and influencing the customer churn described in chapter 2 such as 

service quality, customer satisfaction, customer loyalty, switching costs, demographic aspects, and behavioral aspects.  

3. Compromising with the limitations of data that canonly  be crawled and authorized by one of the telecommunications service 

providers which become object of this research. 

4. Adjusting to the situation and the latest trends of consumption patterns and preferences for certain product or service category as one 

of the step to renew the existing studies that have been done before. 

 

Data Sampling 

The research will use one of the probability sampling techniques, namely cluster sampling. This technique is adopted since the data is 

divided into 2 groups which consists of the group of customers who decide to churn and the group of customers who decide not to churn. 

Cluster sampling selects and filter population data using random sampling technique from two or more subgroups. 

Data Categorization 

In this study, the independent variables are consisting of demographic data, historical transaction data, and consumption data from a 

telecommunications service provider. This variable consists of numerical and ordinal data. The chosen secondary customer data have been 
adjusted to fully representing each of the independent variables which are contributing to the outcome of customer to churn or not. Meanwhile, 

the dependent variable in this study is a binary output or categorical variable. The customer group that did churn was coded by 0 and the group 

of customers who did not churn was coded by 1. 

Variable Data Type Description Information 

DEMOGRAPHY 

age Ratio age of the customer - 

city_category Nominal city of customer domicile Use unique coding for each city 

device_type Nominal type of device used 1 = smartphone 2 = tablet 3 = feature 
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phone 

BEHAVIOR 

trx_revenue Ratio frequency of purchase transactions - 

dur_voice_onnet Ratio duration of call to the network itself - 

dur_voice_offnet Ratio duration of call to other provider networks - 

QUALITY SERVICE 

vol_broadband Ratio total quota consumed - 

vol_broadband_growth Ratio % broadband growth in the last 3 months - 

rev_growth Ratio % of revenue growth in the last 3 months - 

num_of_complain Ratio the frequency of customer complain - 

CUSTOMER SATISFACTION 

ces_score Interval service satisfaction score 1 = very dissatisfied 5 = very satisfied 

tnps_score Interval Will score to recommend 
1 = strongly not recommend 10 = highly 

recommend 

SWITCING COST 

points Ratio the number of loyalty points the customer has - 

redeemer_type Nominal loyalty point users or not 1 = redeem points 0 = no redeem points 

simcard_type Nominal single-sim or multi-sim customer categories 1 = single-sim 2 = multi-sim 

CUSTOMER LOYALTY 

los Ratio the number of days to become a customer - 

customer_segment Ordinal customer class or customer segmentation 
1 = non priority  2 = priority 3 3 = priority 

2  4 = priority 1 

Table 2.1. Secondary data which is used in the study 

Adopted Statistics and Analytical Tools 

The study is mainly apply binomial regression techniques called logistic regression to predict the outcome of customer churn. The basic 

equation to accommodate research models that involve multiple independent variables or predictors are: 

 
where: 

Logiti or p / 1-p = the possibility of customers churning or not 
ß0 = constant coefficient 

ßk = regression coefficient of the independent variable or k-predictor 

Xk = value of the dependent variable –k 

After the final model is completed, then various process of evaluating overall model fits, statistics test for individual predictors, 

assessment of goodness-of-fits statistics, and validation of predicted probabilities are conducted to verify the final model. 

 
ANALYSIS OF FINDINGS AND DISCUSSION 

Model Significance Test 

 

Based on omnibus test of model coefficients result which show <0.05 significance, it can be identified that the null hypothesis is rejected. 

The rejected null hypothesis exhibits if all independent variables or predictors simultaneously affect the decision of customer to churn or retain 

in a service or product of telecommunication company.  

 Percentage of Classification Accuracy 

 

The classification table above suggest if in overall this model  has accurately classified the observed data by 78.6% where the predicted 

customer is churning by 79.2% and the predicted customer is retaining by 78.0%. The model is relatively having power balance of accurately 

predicting churned and retained customer.  
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Odds Ratio Interpretation 

 

If we look at the p-value of each independent variables or predictor on the column Sig. above, we can determine only amount of loyalty 

points, length of stay or subscribed period, customer segments, the growth of total revenue, and the growth of call volume are significantly 

predicts the decision of customer to churn or retain. 

Overall Model Summary 

 

The Nagelkerke R square which exhibits determination coefficient on model summary’s table above shows the value of 0.456. The 

number suggest if all dependent variables or predictors have affected the outcome of dependent variable by 45.6%. 

 

CONCLUSION 

Based on the analysis explained at the previous section of this research paper, the final customer prediction model which can be deployed 

to determine the likelihood of customer at telecommunication industry to churn is: 

 

Differs from original design thing in the beginning of this research, apparently the data parameter which is supposed to mimic customer 
satisfaction has failed to play significant role in determine the decision making made by customer to leave or retain as customer in certain 

telecommunication providers. Furthermore, the pattern usage of telecommunication customers is still best represented by the growth of call 

volume rather than new service such as broadband (internet) usage.  

This study can be further refined by establishing new data parameter which represent better of the predictor, separation or categorization 
of observed data into several segments to increase the prediction accuracy, and complement the result with qualitative data from focus group 

discussion or in-depth interview to give wider perspective of why the customer decide to churn in the first place.  
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Abstract  

In Indonesia, micro, small and medium enterprises (MSMEs) are one of the drivers of the economy. The important role of the existence of 

MSMEs in Indonesia is increasingly felt in the process of national economic development in Indonesia. This study conducted by a series of 

structured interviews and observations with the owners of Mochibo SMEs, an MSMEs that engaged in the business of souvenirs typical of the 
city of Bogor. This study also conducted through the business coaching process, where the coach helps coachee (SME owner) to find and 

implement strategies to solve its current problems. The finding shows the problem that Mochibo SMEs currently faced is a high product return 

from its resellers. This problem can be corrected by implementing several solutions which are associated with the application of in-store 

advertising, and the forming of marketing Standard Operating Procedures for in-store sampling. This research uses the Business Model Canvas 
Analysis methodology, SWOT Analysis, TOWS Analysis, and Gap Analysis. 

 

Keywords: Business Coaching, In-store Advertising, In-store Sampling, Micro Small and Medium Enterprises, Standard Operating Procedures  

 

BACKGROUND 

MSMEs play an important role in the economy of various countries, including Indonesia. This important role is increasingly felt in the 

process of national economic development. In rural areas, MSMEs play a role in creating job opportunities and the main driving force of 
regional economic development. In the era of globalization, the existence of MSMEs in Indonesia is increasingly important, namely as one of 

the sources of non-oil and gas export income (Tambunan, 2002 in Prasetyo, 2008). 

Many people are interested in starting a business as an MSME. Because, to build MSMEs can start with capital by the budget, by focusing 

on the simplicity of the products produced. However, several issues are often experienced by MSMEs, namely limited capital and investment, 

difficulties in marketing, distribution, and obtaining raw materials, access to information about limited market opportunities, and so on 

(Tambunan, 2012). 

We do business coaching at an MSME, namely Mochibo which is one of the typical souvenir products of the City of Bogor, which is 

produced by one of the MSMEs in Bogor-Indonesia. The products marketed by Mochibo are mochi which has various flavors. Starting from 
beans, chocolate, strawberries, cheese, pineapple, nutmeg, and taro. Just like MSMEs in general, Mochibo also faces the issue of limited capital 

and investment, difficulties in marketing, and several other issues. 

Mochibo, a business engaged in the food industry. Like most other MSMEs, Mochibo also experiences various big challenges. The biggest 

challenge faced by Mochibo is the high sales returns from several reseller shops, where Mochibo markets its products. This is because 
Mochibo's products have a limited expiration date, and the products are not sold out until they reach their expiry date. The high problem of 

sales returns is due to the large number of substitute products targeting the same market share. So, Mochibo needs to do marketing activities to 

increase brand awareness from its customers. 

This paper is the result of the implementation of business coaching that we have done intending to implement offline promotion through 

in-store advertising and develop Standard Operating Procedures for in-store sampling at Mochibo MSME. 

 

LITERATURE REVIEW 

In this paper we use several analyzes such as Business Model Canvas (BMC), Mochibo's strengths and weaknesses analysis with Porter's 

Five Forces approach, SWOT and TOWS analysis, and Gap analysis. The final stage in this research is a business coaching process carried out 

by providing proposed solutions to the problems currently faced by Mochibo. 

1. Business Model Canvas (BMC) 
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The business model canvas (BMC) analysis aims to illustrate the rationale for how organizations create, deliver, and capture the 

value or principles of the company (Osterwalder & Pigneur, 2010). The business model canvas can be illustrated through nine 

basic blocks that can show a rational view of how companies make money. The nine blocks comprise key business areas such as 

customers/consumers, supply, infrastructure, and financial feasibility. The business model is used as a blueprint for strategies 

that will later be applied and realized through organizational structures, organizational processes, and organizational systems. 

Key Partner 

 

- Raw material’s 

suppliers 

- Souvenir shop 
typical of the City 

of Bogor 

Key Activities 

 

- Purchase of raw 

materials 

- Product 
manufacturing 

process 

- Product sale 

 

Value Propositions 

 

- Mochi with various 

flavors 

- The quality of raw 
materials used to 

make products 

Customer 

Relationships 

 

Contact 

- Whatsapp 
- Instagram 

Customer 

Retention 

- Promotion 
price 

Customer Segments 

 

B2C: 

Behavioral 

- Bogor City Residents 
and Tourists who visit 

Bogor City and like to 

buy souvenirs typical of 

the City of Bogor 
- Like to eat mochi 

 

Psychographic 

Bogor City Residents 
and Tourists looking for 

souvenirs typical of the 

City of Bogor 

 
Demographic 

- All ages 

- All genders 

- Middle-low economic 

 

Geographic 

Bogor - Indonesia 

Key Resources 

 

Physical: 

Equipment for 

making mochi 
manually 

Human 

Resource: 

Employees 
Mochibo’s 

recipe 

Channels 

 

• Whatsapp 

• Physical store 

 

Cost Structure 

 

Fixed cost: Employee’s salary 
Variable cost: Raw material costs, Factory overhead 

costs 

Revenue Stream 

 

Revenue derived from product sales. 

Figure 1. Business Canvas Model 

2. SWOT Analysis 

SWOT analysis is part of the company's strategic management process that aims to identify the company's main strengths and 

weaknesses (Pearce and Robinson, 2013). 

Strength 

- Products processed with good quality of raw 
materials and without preservatives. 

- Products that have a variety of flavors. 

- Mochibo's house which is the center of 

Mochibo's store has a strategic location. 

Weakness 

- High sales returns in some reseller’s store. 
- Marketing both online and offline has not done 

optimally. 

Opportunity 

- The number of souvenir shops typical of the City 
of Bogor that can be invited to work together to 

become a reseller, so that Mochibo is able to 

cover a wider market. 

Threats 

- Although the products were different, many 
competitors are targeting the same consumer 

segmentation. 

 

Figure 2. SWOT Analysis 

 

3. TOWS Analysis 

To complete the previous analysis, we also conducted a TOWS analysis. This analysis can be used to develop the strategies 

needed by MSMEs. There are four types of strategies namely SO (Strengths-Opportunities) strategy, ST (Strengths-Threats) 

strategy, WO (Weakness-Opportunities) strategy, WT (Weakness-Threats) strategy. 

 Strength Weakness 

 - Products processed with good 

quality of raw materials and 

without preservatives (S1) 

- Products that have a variety 

of flavors (S2) 

- Mochibo's house which is the 

- High sales returns in some 

reseller’s store (W1) 

- Marketing both online and 

offline has not done optimally 

(W2) 
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center of Mochibo's store has 

a strategic location (S3) 

Opportunity Strength-Opportunity Weakness-Opportunity 

- The number of souvenir shops 

typical of the City of Bogor 

that can be invited to work 
together to become a reseller, 

so that Mochibo is able to 

cover a wider market (O1) 

- Mochibo can reach 

consumers widely (S1, S2, 

S3, O1) 
 

- Using social media as a 

promotional media so that it 

can cover consumers more 
broadly (W1, W2, O1, O2) 

Threat Strength-Threat Weakness-Threat 

- Although the products were 

different, many competitors are 

targeting the same consumer 

segmentation (T1) 
 

- Provide products that have 

differentiation so that the 

product is difficult to be 

replaced by substitute 
products (S1, S2, T1) 

- Having a product sales 

center called the Mochibo 

House can be one of the 
icons of Mochibo (S3, T1) 

- Increase marketing channels to 

increase brand awareness and 

cover wider consumers (W1, 

W2, T1) 

Figure 3. TOWS Matrix 

 

4. Gap Analysis 

Gap analysis can be used to evaluate employee performance (Muchsam et al., 2011). In the planning and work evaluation stages, 
gap analysis can also be a very important step. This method is most commonly used in the management of an institution’s 

internal management. 

To facilitate the problem-solving process from the results of the GAP analysis that has been done, it is necessary to set priorities 

for each problem. This analysis is used by sorting the problem that you want to solve first, by using the Pareto analysis the 
higher calculation gives priority value to each problem. Grading uses a scale of 1 which is the most difficult to implement up to 

10 that are the easiest to do. Similarly, for some components that use a scale of 1 to 10 based on the level of significance. 

Table 1. Weighted Pareto Gap 

No. Indicator Score Quality Contribution Distribution Accumulation 

1 
Marketing channel (In-store 
advertising) 

9 10 90 43% 43% 

2 
Standard Operating Procedures 
(In-store sampling) 

7 9 63 30% 73% 

3 Online marketing channel 7 8 56 27% 100% 

Total 209 100%   

 

 

METHODS 

In conducting business coaching research methodology, a framework is needed as a guide in conducting this research. The framework 
starts with data collection to the last activity in business coaching. The purpose of this research is to form an action plan through a solution that 

will be used following the problems currently faced by Mochibo. Based on data obtained in Business Coaching activities, it will be analyzed 

using qualitative analysis methods where the data obtained is data analysis in the form of words that are guided by standard procedures. The 

purpose of qualitative analysis is to parse, discuss, and explain the meaning of a pattern or motif from the results of the interview (Malhotra, 
2010). The next process after the required data has been collected is about a discussion with the owner about the problem that occurred in 

Mochibo and how to solve it. Based on the analysis of the previous section, this research will focus on the application of offline promotions 

through in-store advertising and the preparation of product sales SOPs at Mochibo MSMEs. 

Mochibo products are included in the category of low involvement product because it has a relatively low price and risk. According to 
Monika Jain (2019), a strategy that can be applied by companies that sell products with low involvement to increase the number of sales is to 

use advertising and sales promotion. Advertising can be in the form of TV ads, print ads, as well as outdoor and in-store advertising. Whereas 

sales promotion can be done by giving coupons or discounts to consumers. 

Seeing the customer behavior of Mochibo's potential customers who tend to choose to buy souvenirs typical of Bogor City offline or come 
directly to physical stores, the authors conclude that in-store advertising will be an effective strategy for Mochibo in reducing the number of 

returns from reseller stores and increase sales. In this case, in-store advertising will be carried out by installing x-banners on reseller stores. 

Furthermore, to support the in-store advertising strategy, Mochibo can also implement an in-store sampling strategy or give product tasters 

to potential customers who come to the reseller shop. According to Pawar et al. (2016), in-store sampling has become an important part of the 

marketing strategy because it is able to encourage consumers to conduct product trials and subsequently encourage them to buy these products. 
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In-store sampling or product taster delivery is not only effective in bringing product tasters into the customer's consideration in buying products 

but can also increase sales that day. 

 

DISCUSSION 

In-Store Advertising 

The decision-making process by consumers can be influenced by several factors, one of which is consumer involvement. The products 

offered by Mochibo are classified as low involvement products based on their main characteristics, which are relatively low prices and risks. 

Strategies that can be implemented by companies that sell products with low involvement to increase the number of sales is to use advertising 
and sales promotion. Advertising can be in the form of outdoor and in-store advertising. Whereas sales promotion can be done by giving 

coupons or discounts to consumers. Based on the results of discussions between coaches and coachee, the strategy to be implemented as a 

solution to this problem is to do in-store advertising by installing x-banners on reseller stores. 

Based on interviews with coachee and adjusting theories about making effective banners, the authors make the following banner design 

recommendations: 

 

Figure 4. Banner Design 

 

Standard Operating Procedures for In-store Sampling 

Furthermore, to help the effectiveness of marketing activities which are also carried out in business coaching activities, the coach also 

proposes that the coachee implement in-store sampling or giving tasters to potential customers who come to the souvenir shop typical of Bogor 

City who is resellers from Mochibo. 

Because in-store sampling is a new thing that will be done by Mochibo MSMEs, it is necessary to have a standard in carrying out this 

activity so that the stages can be carried out according to the procedure. SOP is a system developed to facilitate and bring order to work. 
Generally, SOP consists of benefits, when it was made or revised, the method of writing procedures, and completed by a flowchart chart at the 

end (Laksmi, et., 2008: 52). 

Based on the results of discussions with the owner and alignment with the theory regarding the application of SOP, the following is the 

flowchart of SOP for product marketing by in-store sampling or giving tasters to potential customers at MSME Mochibo: 
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Figure 5. Standard Operating Procedure’s Flowchart 

 

After the implementation of the SOP for Product Marketing by Providing Tasters to Potential Customers at Mochibo MSME is carried out, 

then it is necessary to evaluate by surveying customers to find out whether the SOPs applied are effective in increasing sales and brand image. 

 

 

 

CONCLUSION 

According to the mapping analysis of Mochibo UKM conditions and identification of problems, as well as the application of collaborative 
solutions between coaches and coaches to improve the obstacles faced by MSMEs, it can be summarized as follows: as a product included in 

the low involvement category, strategies that can be applied to increase the number of sales are by using in-store advertising. This strategy is 

carried out by MSME Mochibo by implementing banners on reseller stores. 

Furthermore, to support efforts to increase sales of Mochibo products in reseller stores in addition to conducting in-store advertising, the 
authors also provide solutions for Mochibo to conduct in-store sampling or giving product tasters to its potential customers. Because in-store 

sampling is a new thing to be done by Mochibo MSME, the coach gives a proposal in making standards in carrying out this activity so that the 

stages carried out can be carried out following procedures. 
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Abstract  

Online healthcare applications have recently grown rapidly since global pandemic Covid-19 occurs in Indonesia. Moreover, this kind of 

application could be the most efficient alternative for people to access medical services in Indonesia. This alternative also considered as one of 

the suitable options to increase Indonesia’s health index which is still one of the underdeveloped in the world’s health index. The purpose of 
this study is to test a model that analyses the factors that influence an individual’s self-efficacy to solve their medical issues, and this study also 

analyze the influence of an individual’s self-efficacy towards a customer’s acceptance of online healthcare applications. Using a modified 

Technology Acceptance Model (TAM), this study provides a new model that constructs the influence of related factors. Data were collected 

from 220 users of online healthcare applications by the questionnaire which is made online. This study will provide the model that could 
measure the influence of customer experience, social persuasion, and physical conditions on the individual’s self-efficacy. The study also will 

provide the findings that show the influence of self-efficacy on behavioral intention to use online healthcare applications. Furthermore, this 

study also provides recommendations for the marketing practitioner or the provider of online healthcare applications to giving more attention to 

understanding individual’s self-efficacy in order to provide the best applications for their users 
 
Keywords: Self-efficacy, Online Healthcare Applications, Behavioral Intention to Use, Technology Acceptance Model, and Customer Acceptance 

 

BACKGROUND 

Based on the World Health Organization (2017) ranking of the world’s health index in 2017 using physical conditions, mental health, 
health infrastructure, and prevention rate as assessment indicators, Indonesia has a bad result regarding the health index compared with other 

developing countries in the world. Indonesia’s position is 101st from over 149 countries around the world. Indonesia has a worse position 

compared with other ASEAN countries such as Thailand which is located in 35th, Malaysia in the 38th position, Vietnam in 69th position, and 

Laos in 94th position of the world's health index. This health index shows that Indonesia has a lot of things to do in terms of health issues. 

With an incredible number of internet and smartphone users for health issues in Indonesia, it can be used for the area of innovation to 

providing better health service for people such as the variety of mobile health applications, including the applications that allow the people to 

do a consultation with a trusted doctor about their disease, or purchase medicine with efficient way, or knowing the laboratories check the 

result immediately. Since technology disruption occurred in Indonesia, the technology provider also increased simultaneously to get optimum 
benefits through the disruption moment. Healthcare businesses are no exception, they also use these moments to introduce their invention 

regarding healthcare issues to their customers, so it can be used to make their customers easier to get medical services. 

However, not everyone can accept this kind of innovation easily in the healthcare realm, and in attempts for patients with health issues to 

recover from the disease requires a process and effort on their own, the efforts made to cure the disease are also influenced by individuals’ 
psychological condition (Bandura, 1986). Hence, the objectives of this research are to explore and find out is there any significant relationship 

between customer experience, social persuasion, psychological conditions, and physical conditions which Bandura said as the source of self-

efficacy in influencing individual's self-efficacy toward certain behavioral intention to use the online consultation applications, and this 

research will specifically discuss the use of the application Halodoc and Alodokter. 

Research Question 

There are questions that broadly represent the research: 

1. How is the influence of self-efficacy, perceive of usefulness, and perceive ease of use toward behavioral intention to use online health 

care application in Indonesia? 

2. How is the influence of customer experience, social persuasion, psychological conditions, and physical conditions on the individual’s 

self-efficacy? 
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3. What is the customer segmentation of online healthcare applications in Indonesia? 

Thus, to answer all of the research questions this study has objectives as follows, 

1. To identify the influence of self-efficacy toward the customer acceptance in Indonesia 

2. To identify the influence of customer experience, social persuasion, psychological conditions, and physical conditions on the 

individual’s self-efficacy and which factor that has the biggest impact on an individual’s self-efficacy 

3. To identify the influence of the individual’s self-efficacy, perceived usefulness, perceived ease of use on the behavioral intention of 

using online healthcare applications. 

4. To identify the customer segmentation of online health care application in Indonesia 

 

LITERATURE REVIEW 

Based on the statement of the doctor Chander Asrani, online healthcare services are all online healthcare facilities that can be delivered 

without actually meeting a doctor and being examined. It includes, but may not be limited to first consultation, second or subsequent opinion, 

ordering online laboratory tests (home collection), obtaining home care services (nursing, physiotherapist, even doctors), purchasing medicines 

or other consumables (supplements) & non-consumables (glucometers or BP machine), communicating from a distant location (in the country 
or oversea) for booking surgery or medical procedure. Therefore, in Indonesia, online health application is a new breakthrough that is expected 

to help patients who need additional and further information regarding their health conditions 

Halodoc is a brand of online healthcare applications pioneered by the company PT Media Dokter Investama which was introduced to 

customers in April 2016. Halodoc in running the business offers a variety of online healthcare services such as 24-hour consultation with 
experienced doctors through telephone or video conversations call, drug and supplement delivery, doctor online reservation at the hospital, and 

laboratory examination.  Moreover, Alodokter is an online healthcare applications platform which has 4 main features high-quality healthcare 

content, telemedicine, reservation and consultation services with doctors, and health insurance. 

Self-efficacy is a psychological variable which introduced and describes by Bandura as a judgment of someone's ability to plan and carry 
out actions that contribute to the accomplishment of certain objectives (Bandura, 1977). Hence, it can be said as a manifestation of someone's 

confidence about what they want to do to solve their problem or accomplish their work achievements, in this case, is the problem related to 

health conditions. Bandura said that there are four variables that became sources of self-efficacy among others are, experiences, social 

persuasion, psychological conditions, and physical health conditions (Bandura et al., 1997) 

Meyer and Schwager define customer experience as the internal and subjective reaction that customers have to contact a business directly 

or indirectly. Bandura (1997) said that experiences are the most important source of self-efficacy. Furthermore, social persuasion works as an 

effective way of reinforcing the convictions of individuals that they embody the potential to accomplish what they are looking towards Bandura 

(1997). It is easier to maintain a sense of efficacy, principally when someone dealing with difficulties. Therefore, People who are verbally 
convinced to have the ability to accomplish assigned duties have higher potential to organize and maintain greater effort properly than if they 

possess self-doubts and revert to personal insecurities when difficulties arise (Bandura et al., 1997). 

The psychological condition described by Kahn as expressed through an intuitive approach that identified the experiential conditions 

whose presence influenced people to engage personally and where the substance influenced them to disengage themselves personally (Kahn, 
1990). Furthermore, People rely partly on somatic knowledge transmitted by physiological and emotional conditions to assess their capabilities 

(Bandura et al., 1997). Bandura said that indicators of physical conditions that involve physical achievements, health function, and coping with 

stressors has a huge role in self-efficacy since in all kind of human activities involving stamina and strength, people tend to read their 

weariness, windedness, illness, and soreness as indicators of self-efficacy. Therefore, substantiation signs of strength and stamina, tiredness, 
illness, and pains do not escape recognition during physical activities. Some people push themselves to their limits in self-assessment attempts 

to obtain awareness of their physical capabilities (Bandura et al., 1997). 

H1A: Customer experiences will significantly influence self-efficacy (Bandura et al., 1997) 

H1B: Social persuasion will significantly influence self-efficacy (Bandura et al., 1997) 

H1C: Psychological conditions will significantly influence self-efficacy (Bandura et al., 1997) 

H1D: Physical health conditions will significantly influence self-efficacy (Bandura et al., 1997) 

Technology Acceptance Model (TAM) is a research framework that builds to give a wide picture of the understanding process of customer 

attitudes regarding the acceptance of technology (Vahdat, Alizadeh, Quach, & Hamelin, 2020). Moreover, TAM was built from the 
psychological research framework which explains why individuals have a conscious desire to do a particular behavior. The theory was called 

Theory of Reasoned Action, analyzed by Fishbein and Ajzen in 1975 (Rodrigues Pinho & Soares, 2011). Furthermore, TAM was invented by 

Davis (1985) in order to assist the acceptance of information systems. 

There are two objectives that develop TAM. Firstly, our knowledge of user acceptance processes should be improved by providing new 
theoretical perspectives into the effective design and implementation of the information systems. Secondly, TAM should provide the theoretical 

basis for a functional "user acceptance test" methods that enable system designers and implementers to assess proposed new genuine systems 

for implementation (Davis, 1985). 

Davis elaborates PU as the level of individuals believe that using a given technology system would improve his or her performance at 
work, and it caused by the word “useful” which means it can be used by the user to support their activities effectively and efficiently (Davis, 

1989). PEOU defined by Davis (1989) as the level of the individual’s belief that using a given technology system would be free of effort. 

Furthermore, PEOU contributes to better impact in the TAM model, because spared effort due to ease of use will allow the person to perform 
more activities. The system that perceived as difficult to use by a high number of audiences is less likely to be as useful. Thus, the regular user 
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could likely choose something easier to use, and as a result, the system required least effort will be used by the most of common users 

(Rodrigues Pinho & Soares, 2011).  

Behavioral intention is the opportunity for a customer to execute some activities, such as favorable word-of-mouth regarding a service 

provider to another consumer, with a high probability of repurchasing and loyal to the service from the particular provider (Saha, 2009). 
Furthermore, behavioral intention is one of the factors that support individuals to perform several behaviors, since behavioral intention defined 

as good or bad feelings of the individual when they are performing any behavior (Ajzen & Fishbein, 1975). Moreover, Kotler defines 

behavioral intention as a situation in which the customer has the purpose or behavior of being loyal to the particular brand, product, and 

business and willingly assures the other parties of his supremacy (Kotler et al., 2014). 

H1: Self-efficacy will significantly influence behavioral intention to use online healthcare applications (Bandura et al., 1997) 

H2: Perceive Usefulness will significantly influence behavioral intention to use online healthcare applications (Davis et al., 1989) 

H3: Perceive Ease of Use will significantly influence behavioral intention to use online healthcare applications (Davis et al., 1989)  

 

Figure 1. Conceptual Framework 

 

METHODS 

To support this research, self-efficacy would be involved in the TAM and develop a modified model based on the original concept of 
TAM. In this modified model of TAM, the self-efficacy will be directly influenced by several factors such as customer experience, social 

persuasion, psychological conditions, and physical health conditions. Since, Bandura said that four sources influence an individual’s self-

efficacy such as experiences, social persuasion, psychological conditions, and physical conditions (Bandura et al., 1997). This research will 

also analyze deeply regarding the influence of an individual’s self-efficacy in terms of technology acceptance for online healthcare 
applications. Because the focus of this research is to look for the influence of several factors that affect an individual's behavioral intention to 

accepting and using online healthcare applications which makes using a fixed measuring tool to describe clearly the respondent’s opinion 

regarding the research topic is required and the quantitative method is the most suitable methodology with the research. 

The system of the data gathering will be focused on the distribution of the questionnaire and process the result using a data analysis 
method to get the findings. After data gathered from the questionnaire, data analysis will be conducted using the Multi Linear Regression 

method to make sure that the hypothesis is actually happening in the real situation or no. Furthermore, the findings will be used to develop 

recommendations for the business interest and future research. 

 
ANALYSIS OF FINDINGS AND DISCUSSION 

The data gathered from the questionnaire will be processed using the SPSS 25 and the result will be used to be analyzed for the findings of 

this study. The findings will be related to the influences of the factors affected individual’s self-efficacy such as customer experiences, social 

persuasion, psychological conditions, and physical conditions. Moreover, this study also analyzed the influence of individual’s self-efficacy, 
perceived ease of use, and perceived usefulness on the behavioral intention of users to use the online healthcare applications. This study is 

expected to produce the findings that identify which factors that have influence to the self-efficacy and behavioral intention to use and how the 

factors influence both of the dependent variables. 

Furthermore, by the discussion based on the findings of this study, the output of the discussion is expected to provide insights and clear 
explanations for the marketing practitioners to take the psychological point of view especially influence of self-efficacy into the development of 

their marketing strategies. This study would give the insights on which source of individual’s self-efficacy that need to focus on, in order to 

understand deeper about how trustworthy the online healthcare applications by the users to help them recover from their illness. Moreover, this 

study also expected to provide the segmentation of the users from online healthcare applications which could be used by the company to 

recaptured the potent impact of their marketing plan. 

 

CONCLUSION 

Based on the data from the Deloitte in their report which talk about the “21st Century Health Care Challenges: A Connected Health 

Approach Megatrends in Healthcare” the internet users for the healthcare issues is increasing year by year and it is develop the assumption that 

in the future online healthcare applications is one of the main alternatives of people to access the medical treatment. Furthermore, the marketing 
strategy of this industry should consider the psychological point of view from the customers, since this kind of services is related to the health 
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of the customers and self-efficacy also refers to belief existing in every individual mind about self-assessment that also concerns an individual's 

competence in achieving their success in solving the problems in this case is health issues (Bandura, 1989). As previous studies mostly focused 

on the influence of self-efficacy to the customer acceptance toward new technology, and there are very limited studies that provide the advice 

of model which measure the influence of factors that affect the individual’s self-efficacy that could be used to design the most effective and 

efficient marketing strategy for the marketer.  

Therefore, this study has objectives to analyze the relationship of the factors influence the individual’s self-efficacy such as customer 

experience, social persuasion, psychological conditions, and physical conditions. Based on that model of analyzation it will provide the 

findings that shows the way of the factors influence the individual’s self-efficacy and marketing practitioner could know which factor that need 
more attention in order to make the customers easier in develop their self-efficacy to use the online healthcare applications. Furthermore, this 

research also analyzes the influence of self-efficacy, perceived usefulness, perceived ease of use on the behavioral intention of the users to use 

online healthcare applications. The findings of this model could be used by the companies for developing the products in order to increase more 

related experiences for the users in order to compete with other brands in this industry. Overall, all of the findings from this study is tend to 
provide the attributes needed by the companies or marketing practitioners to develop the products of online healthcare applications especially 

from the psychological point of view which focused on the individual’s self-efficacy.  
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Abstract  

The development of the courier service industry in Indonesia has been confirmed to be mainly driven by the enormity growth of e-commerce. 

With many choices of courier service brands available in e-commerce, brands need to compete to get the most consumers. On the other hand, 

consumers’ perception of a brand is a strong determinant purchase intention. Therefore, companies need to understand what consumers 
perceive about them. The purpose of this study is to understand the perception of online shoppers to five courier service companies in 

Indonesia, namely company A, B, C, D, and E.   Twelve measured attributes were investigated to understand the perceptual map of the 

observed companies by using nonmetric Multidimensional Scaling (MDS). According to the analysis, B, C, and E are perceived good in Safety, 

Service Price, and Courier Officer Professionalism whereas D and A are perceived good in Customer Service, Discounts and/ Voucher, and 
Offline Advertising. The result of this research can help courier service brands to understand their positions among the competitors and 

evaluate their strategy.  

 
Keywords: Brand Positioning, Courier service, E-commerce, Multidimensional Scaling, Perception Mapping 

 

BACKGROUND 

The courier service industry in Indonesia is highly developing. The Ministry of Communication and Information of Indonesia stated in the 

official website that the development of the courier service industry is mainly driven by the enormity growth of e-commerce (Kominfo, 2019). 

The statement is supported by Asperindo (Asosiasi Perusahaan Jasa Pengiriman Ekspres Indonesia - Indonesian Express Delivery Service 

Association) that predicted e-commerce will contribute up to 25% for national logistics industry (or 550 billion Rupiah) (Fadillah, 2019). 

PT. Pos Indonesia (Pos Indonesia) is a government-owned enterprise engaged in the field of courier service, logistics, and financial service 

(BUMN, 2019) that originally has been established since 1764. Pos Indonesia is the biggest company in the distribution network. It has 4.800 

online offices. It also has a Point of Sales of 58,700 points in the form of the post offices, Agenpos, Mobile Postal Service, etc (Pos Indonesia, 
n.d). As a government-owned enterprise, Pos Indonesia reaches all areas included rural areas in Indonesia which no private companies can. 

Despite of its huge competitive advantage, Pos Indonesia has not reached its full potential to win the market. The net profit in 2018 has 

declined from 377 billion (2017) to 174 billion. Pos Indonesia admitted that they are left behind the competitors, mostly to JNE and J&T 

Express that contribute to the decreasing of net profit (Gunandha, 2019).  

On the other hand, In many studies, purchase intention is proven to be influenced by customer perception. It is proven numerously in 

various fields, such as electric vehicles (He, Zhan, & Hu, 2018), carbon-labelled product (Zhao, Geng, Liu, Tao, & Xue, 2018), apparel 

clothing (Erdil, 2015), and online travel agencies (Kim, Kim, & Han, 2007). Due to flourishing competition, courier service brands that 

cooperate with e-commerce should know their positions relative to their competition in the eye of customers. 

Research Question 

There are two questions that will be answered by the result of this research, they are: (1) What is the online shoppers’ perception towards 

the 6 components of marketing mix (product, price, place, promotion, people, physical evidence, process) of the observed courier companies 

(Pos Indonesia, JNE, J&T Express, Ninja Xpress, and Sicepat)?; (2) What is the customer perceptual map of the observed courier companies? 

Research Objectives 

This research has two purposes: (1) To understand the customer perception towards the six components of marketing mix (product, price, 

place, promotion, people, and process) through their attributes of the observed courier companies (Pos Indonesia, JNE, J&T Express, Ninja 

Xpress, and Sicepat); (2) To understand the perceptual map of the observed courier companies. At the end, the result of the analysis can be used 
by Pos Indonesia to understand the perspective of the online shoppers about Pos Indonesia compared to other companies observed (JNE, J&T 

Express, Ninja Xpress, and Sicepat). 
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Research Limitation 

The limitation of this research are: (1) The target research is 200 respondents aged 18 to 33 who have experienced online shopping; (2) 

The survey collected in this research is in May, 2020; (3) The courier service companies being observed are Pos Indonesia, JNE, J&T Express, 

Ninja Xpress, and Sicepat 

 

LITERATURE REVIEW 

Marketing Mix 

According to Kotler (2009), marketing mix is a collection of marketing tools that help a company to produce something that is required by 

the consumer. The marketing mix is made up of several things that the company can do to affect its consumer demand. The components in the 

marketing mix can be controlled by the company in order to create strategies and fill the consumer demand. The traditional marketing mix of 
4Ps concept that consists of product, place, promotion, and price (Borden, 1953; McCarthy, 1964). However, due to the development of 

industry and business, the concept of 4Ps was seen needed to be expanded. One of the most influential frameworks is given by Booms and 

Bitner (1981) that extends 4Ps to 7Ps namely: product, place, promotion, price, participant (which is also known as “people” in Dibb et al 

(1994)), physical evidence, and process. Even though the concept of marketing mix is a classic theory, the concept is still being used in the 

recent research with some improvement or combination with other theory, mainly for marketing research. 

Positioning and Perceptual Map 

Positioning is a managerial practice using marketing tools (i.e. marketing mix), mainly promotional and communicational, to influence the 

expectations of consumers and to establish a specific and identifiable position in the minds of the target customers for the company's product 

(Rekettye & Liu, 2001). That establishment of identifiable (distinctive) position then being visualized in perceptual map. 

The word “perceptual” comes from “perception” which can be defined as the process by which an individual select, organizes and 

interprets inputs of information to create a meaningful picture of the world (Kotler and Keller, 2009). According to Hair et al (1995), perceptual 

map is a visual representation of the respondent's 2-or more-dimensional perceptions of objects. In the marketing literature, the significance and 
use of perceptual mapping (some literature uses the term positioning map which is essentially mean the same) methods by managers to support 

brand positioning or repositioning decisions is highly acknowledged (Rekettye & Liu, 2001). Perceptual mapping methodology is commonly 

used by professionals and researchers to determine brands' current positions against their industry rivals, and to focus on new positioning 

opportunities (Konuk & Altuna, 2011). 

Multidimensional Scaling 

According to Hout et al (2013), Multidimensional Scaling (MDS) formally defined as a collection of statistical techniques used to 

minimize a data set's complexity, allowing for visual understanding of the underlying relational constructs found within. Multidimensional 

scaling is primarily used by marketing professionals and researchers to define the measurements that customers use to measure the products 
and brands according to certain dimensions and the number of those dimensions apart from the positions of each brand according to those 

dimensions and the ideal position (Konuk & Altuna, 2011). In short, multidimensional scaling (MDS) enables researchers to obtain quantitative 

estimates of similarities between groups of items (Hout et al, 2013). The goodness of fit of MDS are determined by Stress and RSQ (R2) values. 

Company Profile 

1. Pos Indonesia 

Pos Indonesia is a government-owned courier company that covers huge area in Indonesia until 4,800 online post office. Pos Indonesia has 

58,700 point of sales in forms of post office, Agenpos, Mobile Postal Service, etc. 

2. JNE 

PT Tiki Jalur Nugraha Ekakurir (JNE) was established in 1990. JNE has been developing to not only serve small packages and documents 

but also penetrates to transportation, logistics, and distribution. JNE has 6,000 service locations. More than 150 locations have been linked 

to online communication and controlled by system and website access to make sure the customers know their package/ document shipping 

status. 

3. J&T Express 

J&T Express is a Hong Kong invested courier company that was established in 2015. This company diversifies their market from express 

delivery, warehousing to supply chains; covering the same city, inter-insula and international area. 

4. Ninja Xpress 

Ninja Van, a technology based logistic company from Singapore that comes to Indonesia to focus in e-commerce. Within three years since 

2016, Ninja Xpress has 200 branches in Jabodetabek and surpass 100,000 resellers who use Ninja Xpress. 

5. Sicepat 

Sicepat is established in 2004. Per February 2020, SiCepat already has 817 outlets throughout Indonesia, and will continue to expand by 

adding to 1,000 outlets by the end of the year (Berita Satu, 2020). 
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METHODS 

 

Figure 1 portrays the research method of this study. The author compiled all necessary information until the author found the business 

issues. Then, the author did literature reviews from academic journals related to the issue (i.e. the concept of marketing mix, the concept of 
perceptual map, and relevant statistical approaches). After that, the author prepared some research design, including the sampling plan and 

questionnaire design. The population of this research is people aged 18 to 33 who have experienced online shopping. There is no available data 

that declare the exact number of the targeted population. Therefore, the author used nonprobability sampling. Nonprobability sampling is a 

sampling method in which the samples are obtained in a procedure that does not give equal opportunities for selection to all individuals in the 
population. This method is commonly used for cases when the researchers do not know the exact population of selected sample target 

(Malhotra et al, 2012). The type of nonprobability sampling used in this research is convenience sampling. Convenience sampling is the way of 

choosing participants because they are easily accessed and available (Taherdoost, 2016).  

The author gathered the primary data through distributing online questionnaire. The questionnaire was distributed to 1000 respondents 
who have experienced online shopping. After successfully gathered 1000 respondents, the author got the raw data. Then, the author decoded all 

raw data and did necessary actions to make the data ready to be processed further in SPSS. After the data was ready, the data was processed in 

SPSS vr 24 with nonmetric MDS technique. After that, the perceptual map would be produced. The author translated the outcome data into 

meaningful information. The author did descriptive analysis to the result of the survey. After the final analysis, the author would provide the 

conclusion of the research and recommendation for Pos Indonesia. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The result of the data analysis will show the perceptual map (or Euclidean model, in SPSS) that is structured by Euclidean distance 

resulted from the MDS method in SPSS. The Euclidean distance is the straight-line distance in Euclidean space, between two points (in this 
case, it is a distance between an observed company to the other observed company, an observed company to an attribute, or an attribute to the 

other attribute). The perceptual map’s function is to visualize the Euclidean distance to help people have a better understanding the position of 

the observed courier service company brands to the observed attributes rather than looking at the numbers (Euclidean distance values) produced 

by MDS technique. Therefore, readers can understand what attributes close to a certain brand. 

Reliability Test 
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Cronbach's alpha is a measure used to assess the reliability of a set of scale or test items, or their internal consistency. In other words, 

every measurement's reliability refers to the degree to which it is a reliable indicator of a concept, and Cronbach's alpha is one way to calculate 

the quality of that accuracy (Virginia University, 2015). Many sources say that is acceptable above 0.70. The preferred value is 0.80 or greater. 

The higher the value the better (Cortina, 1993). This study’s Cronbach’s Alpha’s value is 0.944 (N = 1000) and 0.945 based on standardized 

items. Meaning that this study’s test items (the attributes measured) are very reliable. 

Stress and RSQ Value 

Stress value shows the monotonous association that is established between the disparity with the difference between the pairs of items as 

the stronger new metric (conformity obtained) and the more optimal the perceptual map (Mattjik and Sumertajaya, 2011). This research’s 
Stress value is 0.07261 which is considered as “Perfect” according to Mattjik and Sumertajaya (2011). RSQ (or R2) is a square of coefficient of 

correlation that indicates the proportion of variance from the ideal scaled data obtained from multidimensional scaling (Hayes, 2020). This 

research’s RSQ value is 0.97616. It means 97.6 per cent of the points will fall inside the line of regression. 

Perceptual Map 

 

In the Euclidean model 2-dimensional perceptual map, there are for quadrans produced. In the first quadrant, there are JNE, J&T Express, 

Sicepat, E2, F2, and B1 meaning that JNE, J&T Express, and Sicepat have close relatives with Courier Officer Professionalism (E2), Safety 
(F2), and Service Price (B1). In the second quadrant, there are Pos Indonesia, Ninja Xpress, E1, B2, and D2. It means Pos Indonesia and Ninja 

Xpress have close relatives with Customer Service (E1), Discounts and/ Voucher (B2), and Offline Advertising (D2). In the third quadrant, 

there are Variety of Product (A1), Service Quality (A2), and Delivery Speed (F1). It means that the three attributes are perceived close and/ 

have similarity. The same interpretation also goes to the fourth quadrant which has Number of E-Commerce The Company Cooperates With 
(C1), Number of Branches The Company Has (C2), and Online Advertising (D1). Since the attributes in the third and the fourth quadrant are 

far from the brands observed, it means that all brands have very low closeness with A1, A2, F1, C1, C2, and D1. 

The coordinates for all companies in the perceptual map are: (1) Pos Indonesia (2.2072, 0.97); (2) JNE (-1.8653, 0.499); (3) J&T Express 

(-2.147, 0.2403); (4) Ninja Xpress (1.1379, 0.9907); (5) Sicepat (-0.7003, 0.5271). 

Euclidean Distance 

The raw numbers of Euclidean distance here is translated and the distances are ranked from the closest to the farthest between observed 

companies and attributes.  
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From the sorted Euclidean distance from the closest to the farthest, Pos Indonesia ranked the least compared to the other four companies in 

half of the measured attributes: Variety of Product (A1), Service Quality (A2), Service Price (B1), Courier Officer Professionalism (E2), and 

Delivery Speed (F1), and Safety (F2). It ranked the second best in Discounts and/ Voucher (B2), Number of Branches (C2), and in Online and 

Offline Advertising (D1 & D2).  

One of the most interesting things about the result of the multidimensional scaling is, Sicepat leads in eight out of twelve attributes: 

Variety of Products (A1), Service Quality (A2), Service Price (B1), Number of E-Commerce The Company Cooperates With (C1), Number of 

Branches (C2), Courier Service Professionalism (E2), Delivery Speed (F1), and Safety (F2). However, it ranked the least in Customer Service 

(E1). 

JNE, as one of the leaders in courier service competition, is consistently ranked the second best compared to the other four companies in 

seven out of twelve attributes: Variety of Products (A1), Service Quality (A2), Service Price (B1), Customer Service (E1), Courier Service 

Professionalism (E2), Delivery Speed (F1), and Safety (F2). JNE doesn’t have any attribute which it ranked the least. 

J&T Express ranked the first in only one attribute, which is Customer Service (E1). It ranked the least in Discounts and/ Voucher (B2), 

Number of E-Commerce The Company Cooperates With (C1), Number of Branches (C2), Online Advertising (D1), and Offline Advertising 

(D2). For Courier Service Professionalism (E2), Delivery Speed (F1), and Safety (F2), J&T Express ranked the second alongside with JNE.  

Ninja Xpress ranked the first for Discounts and/ Voucher (B2), Number of Branches (C2), Online Advertising (D1), and Offline 

Advertising (D2). Ninja Xpress doesn’t have any attribute which it ranked the least. 

 

CONCLUSION 

This study has two points of conclusion that answer the research questions: 

1. The excellence of each company according to the perception of online shoppers portrayed in the perceptual map dimension are: JNE, J&T 

Express, and Sicepat are perceived good in Safety, Service Price, and Courier Officer Professionalism whereas Ninja Xpress and Pos 
Indonesia are perceived good in Customer Service, Discounts and/ Voucher, and Offline Advertising. Given that the best eight out of 

twelve attributes are going to Sicepat, therefore, according to the online shoppers’ perception, Sicepat is the best courier service company 

among its competitors. 

2. The observed companies’ coordinate in the perceptual map according to the online shoppers’ perception are: Pos Indonesia (2.2072, 0.97); 
JNE (-1.8653, 0.499); J&T Express (-2.147, 0.2403); Ninja Xpress (1.1379, 0.9907); Sicepat (-0.7003, 0.5271).The perceptual map 

produces four quadrans. In the first quadrant, there are JNE, J&T Express, Sicepat, E2, F2, and B1 meaning that JNE, J&T Express, and 

Sicepat have close relatives with Courier Officer Professionalism, Safety, and Service Price. In the second quadrant, there are Pos 

Indonesia, Ninja Xpress, E1, B2, and D2. It means Pos Indonesia and Ninja Xpress have close relatives with Customer Service, Discounts 
and/ Voucher, and Offline Advertising. In the third quadrant, there are Variety of Product, Service Quality, and Delivery Speed. It means 

that the three attributes are perceived close and/ have similarity. The same interpretation also goes to the fourth quadrant which has 

Number of E-Commerce The Company Cooperates With, Number of Branches The Company Has, and Online Advertising. Since the 

attributes in the third and the fourth quadrant are far from the brands observed, it means that all brands have very low closeness with A1, 

A2, F1, C1, C2, and D1. 
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Abstract  

Social media currently is an important tool for a company to survive increased competition. Liunic on Things is an apparel and accessories 

company that mostly share contents of promotion of their company and products through social media such as Instagram. The growth of e-

commerce serves as an opportunity for Liunic on Things to improve its brand equity. This research aims to find out whether social media 
marketing activities (SMMA) have a positive significant impact on customer-based brand equity which are brand awareness, brand association, 

brand loyalty, and perceived brand quality in the Liunic on Things Company and also to identify the effect of these variables on brand loyalty. 

The research obtained the data using an online survey to Liunic on Things Instagram followers. The total number of respondents who fill the 

survey are 241 respondents and a total of 218 responses are valid. Then, the obtained data were analyzed using PLS-SEM. The findings of the 
analysis show that SMMA has a positive significant influence on brand equity. Also, perceived quality and brand association has a positive 

correlation towards brand loyalty, although the results showed otherwise for brand awareness towards brand loyalty. 

 
Keywords: Brand equity, E-commerce, Instagram, Liunic on Things, Social Media Marketing Activities 

 

BACKGROUND 

Social media is defined as a platform or application online that caters to user interaction, collaboration, and sharing of content. (Kim and 

Ko, 2012). It has been confirmed in studies that SMMA (social media marketing activities) are key elements of company branding (Tsimonis 

and Dimitriadis, 2014). Brand equity is a collection of brand assets and liabilities connected to a brand, the name or characteristics that increase 
or decrease the value of the business’s product or service that contributes to the company (Aaker, 1991). The higher the brand equity of a 

business makes the business have more competitive advantages and enjoy the opportunity for successful extensions (Ling, 2013). Liunic on 

Things is an art label and visual art studio that focuses on wearable art and its unique designs that are incorporated into the products they sell 

online, mainly fashion items. Liunic mostly sells and advertises their products online, through their website or other platforms such as 
Instagram and Tokopedia. Through their social media, they do not only utilize it for advertising and product showcases but also share other 

content that is sometimes interactive that would interest people. The social media marketing that they did might potentially have a role in the 

increase of their brand equity. Online business has been expanding through the years and has become more popular than ever. In Indonesia, 

revenue in the e-commerce market amounts to US$13,678m in 2018, US$20,337m in 2019, and US$28,597m in 2020 (statista.com). The 

growth of e-commerce serves as an opportunity for Liunic on Things to improve its brand equity. 

Shopping online will have to be based on trust and reputation, which is where brand equity plays a part. According to research done by 

Astuti & Putri (2018),  in Indonesia Instagram has a significant, positive impact on consumer confidence when purchasing online; that 

consumer confidence has a significant, positive effect on buying intensity and perceived benefits; that perceived benefit has a significant, 
positive impact on buying intensity. The contents shared and strategies used also play a part in making the business successful. Having said 

this, currently, Liunic on Things Company has not had an assessment of their SMMA and its influence on their brand equity. One of the key 

focal points in recent research on the Social Media Marketing Activities (SMMA) was the value of brand equity. Thus, the influence of SMMA 

in Liunic on Things Instagram towards the increase of brand equity is needed to be explored. The research framework used is adapted from Seo 
& Park (2018) and Bilgin (2018). In this research, the variable of brand equity is changed to brand awareness, brand loyalty, perceived quality, 

and brand association, based on Aaker’s (1991) customer-based brand equity. The objective of this research is to identify whether social media 

marketing activities have a positive significant impact on brand equity in the Liunic on Things Company and also to measure the effect of the 

other four elements of brand equity on brand loyalty. From the background above, some research questions need to be analyzed; “Do social 
media marketing activities have a positive significant impact on brand equity (brand awareness, brand association, brand loyalty, and perceived 

brand quality) in the Liunic on Things Company?”, “Which construct of social media marketing activities should the business focus on?”, and 

“Which element of brand equity (brand awareness, brand association and perceived brand quality) has the most significant influence in 

increasing brand loyalty?” 
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LITERATURE REVIEW 

Social Media Marketing Activities (SMMA): Social media is defined as a platform or application online that caters to user interaction, 

collaboration, and sharing of contents. (Kim and Ko, 2012). Social media marketing is the method of attracting traffic or publicity from the 

internet via social media. In Bilgin’s (2018) research, the construct of SMMA is classified as entertainment, advertisement, interaction, 

customization, and trendiness. 

Brand and Brand Equity: The brand is the unique name or logo used to separate the products of one company from its competitors. 

Branding can create a powerful brand image or impression, whether negative or positive, and it can give a unique identity to the products of the 

business (Stimpson & Farquharson, 2010). Valuing one’s brand is through looking at its brand equity. Brand equity is a collection of brand 

assets and liabilities connected to a brand, the name or characteristics which add or remove from the value a product or service contributes to a 
company and/or its consumers (Aaker, 1991). Brand equity could be assessed through brand loyalty, brand awareness, perceived quality, and 

brand association. 

Brand Loyalty: Brand loyalty is defined as brand equity that indicates the customer's commitment to the brand. Brand loyalty illustrates 

the likelihood of a customer switching to another brand, particularly if the brand changes in pricing or product features. Studies conducted by 
Bilgin (2018), Karamian, Nadoushan & Nadoushan (2015), Anjanthan (2017), indicate that SMMA has a positive significant influence on 

brand loyalty. So, there is a hypothesis conducted such as:              

H1:  Social Media Marketing Activities have a positive significant correlation to brand loyalty. 

Brand Awareness: Brand awareness is a customer’s capability to identify or recall the brand or company and its characteristics (Aaker, 
1991). Awareness can influence behavior and perceptions of the company. It can make the product seem better and cultivate confidence in a 

retailer. The likelihood of a customer to purchase products from a brand that they are aware of is higher compared to the ones they heard for the 

first time. Based on studies done by Bilgin (2018), Seo & Park (2018) and Owino, Cherotich, Karuri, Gitonga, Kimuya & Kaumbulu (2016), 

the results show that social media marketing activities are generally correlated with brand awareness. This shows that social media marketing 

activities play an important role as a tool to make the brand memorable in the customer’s mind.  So, there is a hypothesis conducted such as:   

H2:  Social Media Marketing Activities have a positive significant correlation to brand awareness. 

Perceived brand quality: According to Aaker (1991), Perceived quality is the customer's judgment of product quality based on its original 

purpose, when compared to other options or competitors. Based on a study by Owino, Cherotich, Karuri, Gitonga, Kimuya & Kaumbulu 
(2016), Karamian, Nadoushan & Nadoushan (2015), and Anjanthan (2017) shows that social media marketing activity significantly influences 

perceived brand quality. Moreover, a study conducted by Anjanthan (2017), tried to assess the relationship between SMMA and brand equity, 

the results of the study show that there is a  significant positive impact of  SMM  towards brand equity.  So, there is a hypothesis conducted 

such as:    

H3:  Social Media Marketing Activities have a positive significant influence on perceived brand quality. 

Brand Association: Brand association is any characteristic that comes to the customer’s mind that is connected to the brand (Aaker, 1991). 

The main element of brand associations includes image measurements specific to a product category or brand.  Differentiation is a brand's 

bottom-line feature (Aaker, 1996). The goal of the brand association is to have a brand associated with positive attributes. Based on researches 
conducted by Kavisekera & Abeysekera (2016), Karman (2015), and Soewandi (2015) all resulted in SMMA having a positive impact on the 

brand association. So, there is a hypothesis conducted such as:               

H4:  Social Media Marketing Activities have a positive significant influence on brand association. 

Brand Equity and Brand Loyalty: According to Aaker (1991), brand loyalty can be affected positively by the other elements of brand 
equity which are brand association, brand awareness, and perceived quality. The perceived quality, brand associations, and brand awareness 

may provide motives for purchase and can influence customer satisfaction. Proven by researches conducted by Xu, Li & Zhou (2015), 

Chinomona & Maziriri (2017), Saleem, Rahman & Umar (2015), Khan, Rahmani, Hoe & Chen (2015), Alhaddad (2015), Kashif, Samsi & 

Sarifuddin (2015),  Singh & Pattanayak (2016) resulted in brand equity elements (brand awareness, brand association, and perceived brand 
quality) has a positive significant correlation to brand loyalty. Therefore the more high quality a consumer considers a product the more loyal a 

consumer is to the brand. 

H5:  Brand Awareness has a positive significant correlation to brand loyalty. 

H6:  Brand association has a positive significant correlation to brand loyalty. 

H7: Perceived brand quality has a positive significant correlation to brand loyalty 

 

METHODS 

The quantitative approach was applied as the research methodology. Data collection was conducted through an online survey that will be 

distributed to the followers of Liunic on Things’ Instagram account followers in May 2020. The population sample used in this research is 200 

since based on Maholtra (2010), the appropriate minimum number of samples for a marketing research study that is problem-solving research is 
200 samples. The survey sampling technique is using convenience sampling because Researchers chose the respondents depending on 

availability and whether they are willing to participate as a sample from the population. The data obtained from the survey will be processed 

using PLS-SEM through SmartPLS. 
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ANALYSIS OF FINDINGS AND DISCUSSION 

Bootstrapping result 

 

Hypothesis Testing Result 

 

F Square Result 

 

H1: Social Media Marketing Activities have a positive significant correlation to brand loyalty. 

The correlation of Social Media Marketing Activities and brand loyalty shows a positive relationship based on the t-values which is 5.204. 

This result indicates SMMA can be utilized to increase brand loyalty of a company, as it enabled to form deeper relationships with customers 

and served as a reminder to customers by having updates and information. This results in confirmed by the results from research conducted by 

of Bilgin (2018), Karamian, Nadoushan & Nadoushan (2015), Anjanthan (2017), shown that SMMA is correlated with brand loyalty. 
Karamian, Nadoushan & Nadoushan (2015) explained that businesses can utilize SMMA to build connections with their loyal customers and 

affect their own product opinions as well as knowing their customers more. So social media marketing can improve the business’s customer 

communication and as a result, it can affect the loyalty of the customers positively. 

H2: Social Media Marketing Activities have a positive significant correlation to brand awareness. 

As shown by the results in this research, Social Media Marketing Activities have a significant influence on brand awareness shown by the 

t-value of 3.923. This indicates social media has a crucial role for a business to make their brand known and memorable. This study also 

confirms the previous study by Owino, Cherotich, Karuri, Gitonga, Kimuya & Kaumbulu (2016), social media make it easier for a brand to 

make their brand more known, but also especially to attract and maintain customers, as well as Seo & Park (2018) and Bilgin (2018) who 

confirms that SMMA has a positive impact on brand awareness. 

H3: Social Media Marketing Activities have a positive significant influence on perceived brand quality. 

SMMA has a positive correlation on perceived quality and it has the highest t-test score of 10.908. This can be caused by the contents of 

the Instagram of Liunic on Things successfully convinced their followers that they have a high-quality product. This result is aligned with the 
result finding by Owino, Cherotich, Karuri, Gitonga, Kimuya & Kaumbulu (2016) and Karamian, Nadoushan & Nadoushan (2015). This 

means that the brand’s visual image on the social media account and its content affects the overall opinion of consumers on products and 

quality of service. Social media affects perceived quality in several ways, through improving information access, improving communication 

speed, and responsiveness. 

H4: Social Media Marketing Activities have a positive significant influence on brand association. 
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The relationship between Social Media Marketing Activities and brand association shows a positive significant influence based on the t-

test score of 3.562. This result shows that social media marketing can be utilized to improve the customers’ knowledge on the characteristics of 

a company, where their content can be adjusted based on the characteristics or image of that the company intended for their brand, in which 

Liunic on Things has successfully established distinguished characteristics to their brand through their Instagram account. Frequently seeing 
this, the image will stick to the customer’s mind. This finding confirms previous studies by Kavisekera & Abeysekera (2016), Karman (2015), 

Soewandi (2015) where the research explained that social media communication can affect brand association positively. 

H5: Brand Awareness has a positive significant correlation to brand loyalty. 

Brand awareness has no significant correlation to brand loyalty due to the result of the t-test score of 1.091 which is lower than the 
required minimum score of 1.96. The relationship between brand awareness to brand loyalty is rejected. This result is not consistent with the 

finding of Xu, Li & Zhou (2015), Chinomona & Maziriri (2017), Saleem, Rahman & Umar (2015), who explained that brand awareness has 

significant impact to brand loyalty. The possible explanation of this result is that there could be other factors or mediating variables that are 

needed to positively influence brand loyalty. 

H6: Brand association has a positive significant correlation to brand loyalty. 

As for the relationship of brand association and brand loyalty, it shows a positive relationship based on the t-values of 3.954. This result 

shows that Liunic on Things has a significant and positive brand association in the perceptions of its followers portrayed via their Instagram 

account and has a positive impact on their consumer loyalty. This statement corresponds with the research of Chinomona & Maziriri (2017), 
Kashif, Samsi & Sarifuddin (2015), Singh & Pattanayak (2016) who stated that brand associations can significantly influence the loyalty of 

customers to a brand positively. 

H7: Perceived brand quality has a positive significant correlation to brand loyalty 

The correlation of perceived brand quality towards brand loyalty shows a positive relationship shown by the t-values of 4.938. Compared 
to the other elements of brand equity, according to the t-values, perceived brand quality has the strongest influence towards brand loyalty, 

which is confirmed by the findings of research conducted by Khan, Rahmani, Hoe & Chen (2015) that stated perceived quality compared to the 

brand image has a more significant impact on brand loyalty. Furthermore, Xu, Li & Zhou (2015) explained that a better perception of a brand 

plays a major role in making higher brand loyalty.  Saleem, Rahman & Umar (2015), Alhaddad (2015), Singh & Pattanayak (2016) also 

supported this result, confirming that perceived quality can impact brand loyalty significantly. 

 

CONCLUSION 

The researcher concludes the result of the study into several conclusions, which are: 

1. According to PLS analysis based on the questionnaire spread to 218 followers of Liunic on Things Instagram account, SMMA of Liunic 

on Things can impact all elements of brand equity significantly and positively. The variable that is the most influenced by social media 

marketing activities is perceived quality. 

2. Based on the average score of the response, the most well-received social media marketing activities construct in Liunic on Things 

Instagram account are found out as entertainment (4.469), trendiness (4.411), and lastly advertisement (4.394). These results have 

indicated that Liunic on Things Instagram account is successful in establishing a highly enjoyable social media and paid attention to the 
contents that they upload and share on their Instagram, putting effort in making it attractive and entertaining as it is well received by their 

followers.  Although the result only has a slight difference regarding the trendiness and promotion, Liunic on Things should focus on 

improving the trendiness and advertising content of their Instagram, as the minimum answer for these two variables shows that some 

respondents disagree. 

3. Based on the PLS analysis, perceived brand quality has the strongest impact on increasing brand loyalty followed by brand association. 

However, the results showed that brand awareness does not affect brand loyalty significantly. There could be other factors or mediating 

variables that are needed to positively influence brand loyalty. 

Based on the research result and findings, recommendations for Liunic on Things is to understand their followers and customer’s 
perception of their social media marketing activities and its impact on their brand equity to create a better and more effective social media 

marketing strategy. The researcher has presented the research result which is that social media marketing activities can significantly influence 

brand equity, especially perceived quality. Other than that to encourage the customers to be loyal, the researcher also presented the research 

result which is perceived brand quality followed by brand association can significantly influence brand loyalty. The follower’s perception of 
Liunic on Thing’s SMMA is that it is enjoyable and interesting, although it would be better if they focus on improving on the trendiness and 

advertisement aspect. By improving their social media marketing strategy to appeal more to their followers and customers, Liunic on Things 

would be able to improve their brand equity, especially the perceived brand quality, and thus improve their brand loyalty. 
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Abstract  

One sector within the fashion industry that has shown growth and prospect is the resale sector. The origin of second-hand clothes consumption 

dates back to the 14th century as ways to save money and survive in a time of crisis. However, it is currently seen as a rather smart purchase 

due to cheaper prices, environmental sustainability, and a statement of unique taste. Following the technology advancement, people began 

bringing second-hand clothes to online platforms, which offers different experiences compared to the conventional one. In Indonesia, online 
second-hand clothing stores mainly take place on Instagram. Despite the great prospect, no past research has discussed purchase intention in 

online second-hand clothing stores in particular. This research aims to find out about the factors affecting customer purchase intention in online 

second-hand clothing stores. This research uses quantitative data using the Multivariate Linear Regression (MLR) method. Having collected 

data from 263 respondents, it is found that time pressure, price sensitivity, and fashion involvement is significantly related to purchase intention 
in the case of online second-hand consumption. However, the other two predictors, social media marketing, and the need for uniqueness are not 

significantly related to purchase intention. This research contributes to a surface-level understanding of this phenomenon and requires further 

exploration of the underlying causes of the relationship between the variables. 

 
Keywords: Online Shopping Behavior, Online Store, Purchase Intention, Resale Sector, Second-Hand Clothing 

 

BACKGROUND 

The fashion industry is one of the biggest contributors to many country's economies, including Indonesia (Setiawan, 2019). One of the 

trends currently rising is the resale sector which offers second-hand clothes to be reused by the customers. The rise of resale is driven by the 

“early adaptors”, which is mostly made up of Generation Z (thredup.com, 2019). According to thredup.com 2019 annual report, the resale 
sector had 21 times higher growth than the retail apparel market in the past three years. In the United States, the trend resurfaced in the 2008 

Great Recession in which people were forced to adopt moderation when it comes to spending money on clothes. They shifted to second-hand 

behavior due to the lower price it offers compared to a new piece of clothing. This resonates with the fact that more than 60% of the second-

hand fashion stores claimed that they had increasing sales around that time, with an average increase of 31% (Stoddard and Gaynor, 2009). The 
activity of conducting second-hand purchases has then been referred to as "thrifting", which has an original meaning of "being prudent and 

careful in the area of spending money" according to the Cambridge Dictionary. However, there is now more than "saving money" to what 

buying second-hand clothing is (planetaid.org, 2019). There is a shifting stigma as buying second-hand clothing is now seen as rather an act of 

smart purchase, unique taste, and environmental awareness.  

Both offline and online resale stores are accountable as $18 billion worth industry globally and forecast to grow by about 11% per year 

and become a $33 billion industry by the end of 2021 (Mau, 2017). The rapid growth primarily comes from the online resale sector, with more 

than four times higher growth (35% per year) compared to the conventional or offline resale sector (8% per year). Conventional and online 

second-hand clothing store in Indonesia each offers different experience and journey to the customers. Conventional second-hand clothing 
stores usually gather in primary markets, such as Pasar Senen in Jakarta and Gedebage in Bandung. Customers need to find their desired 

products in a pool of stores that each sells piles of clothing. Meanwhile, online second-hand clothing stores mostly take place on Instagram. 

One notable characteristic of online second-hand clothing stores is that they run out of items relatively quickly. In many popular accounts, the 

items sold may be gone within minutes that customers would have to be quick in claiming the products they want. Slow response in purchase 

action will lead to running out of the product since there is only one item for every piece of clothing sold by the online store. 

Looking at the two different experiences that these platforms offer, it is only logical to conclude that customers have different behavior in 

conducting and deciding their purchases on both platforms. Online second-hand clothing stores, as the later form of the business that 

incorporates technology into the trend, need to be aware of this difference, so that they do not become obsolete. This research means to provide 
sufficient research to support the business actor's knowledge to create an optimized strategy that eliminates the gap between the actors' conduct 

and industry understanding. Such a gap can be seen from the visible performance disparity; how the number of followers and period of 

inventory turnover differ between accounts. The number of followers is important as it reflects a good store presence. By simple equation, good 

posts plus a high number of followers equal to a higher probability of purchase (socialmediaweek.org). Some online second-hand clothing 
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stores have more followers than the others by a great distance, despite the similarity of products that they offer. Inventory turnover period, on 

the other hand, shows how quickly a business can give back the money, for further use of the business activity (investopedia.com). Some online 

second-hand accounts can sell the products within minutes, while some take hours and even days on average to sell their products. 

Understanding customers is key to many successful businesses, and so it may be for the resale sectors. Business actors need to understand 
customers' behavior and decision-making processes in actualizing a purchase. One important variable that has a strong and direct correlation to 

the purchase behavior is purchase intention. Purchase intention is defined as a situation where a customer tends to buy a certain product in a 

certain condition (Morinez, 2007).  

Further exploration of the underlying factors affecting customer purchase intention in online second-hand purchases can help formulate 

the business strategy to create a situation under which purchases are more likely to be made. Providing research about the factors that drive 

customers' purchase intention in online second-hand clothing stores may help business actors to make fully-informed decisions that help create 

a situation that encourages purchase. 

RQ 1. What factors affect consumers to purchase products in online second-hand clothing stores? 

RQ 2. What are the right strategies to implement in online second-hand clothing stores, given those purchase intention factors? 

No previous research has exclusively discussed purchase behavior in an online second-hand clothing store in Indonesia. Some researches, 

however, have analyzed the second-hand phenomenon from other disciplines' perspectives, such as sociology (Adib and Hendrastomo, 2013). 

The closest research ever conducted was a case study by Wahyu (2014), which did not specify whether the second-hand activity took place in 
an online platform and covers a relatively narrow geographic scope. Another research by Panjaitan (2014) talked more about the aggregate 

economic effect of the technology incorporation. He elaborated on the feasibility of online second-hand clothing stores as a successful business 

model all over the world. 

 

LITERATURE REVIEW 

Purchase intention has been used as a predicting variable to purchase behavior in numerous marketing researches. According to Jamieson 
and Bass (1989) in Morwitz (2014), roughly 70 to 90 percent of market research agency’s clients said that they periodically use and asses 

customer purchase intentions to forecasts future sales. As defined by Shah et. al (2012), purchase intention is a type of decision-making that 

studies the reason to buy a particular brand by consumers. Meanwhile, Hawkins and Mothersbaugh (2010) defined purchase intention as the 

antecedents that encourage consumer’s purchase of products and services. Thus, it has been proven that while purchase intention does not equal 

purchase behavior, it has predictive usefulness towards purchase behavior (Jamieson & Bass, 1989 in Morwitz, 2014).  

One of the most profound theories used for the concept is the theory of reasoned action (TRA) by Ajzen and Fishnein (1977). This theory 

stated that the decision people make to employ an action, such as purchase, is directly predicted by an individual’s intention to carry out such 

behavior. Two factors affect intention, which are attitudes and subjective norms. Following this research is the theory of planned behavior 
(TPB) that makes up for the flaws in TRA (Ajzen, 1991). One factor affecting intention is added, which is perceived as behavioral control. In 

other words, TPB suggests that people are much more likely to intend to enact certain behaviors when they feel that they can enact them 

successfully. 

Online purchases are different from offline purchases when seen from the characteristics and experience offered. One of the most 
distinctive features is the absence of physical products in the customer's purchase experience (Abal et. al, 1997 in Bhubaneswar, 2017). Risk is 

another thing involved in online purchases due to the inability to touch or feel the products. Salim et. al (2019) examined the millennial online 

shopping behavior in Indonesia and found that perceived risk has a negative correlation to online purchase intention, while customer trust has a 

positive correlation to online purchase intention. 

Online retailers often incorporate cues that may accelerate the customer decision-making process, such as time-restricted promotion (Yoo, 

2016; Devlin et. al (2007). Inman et al (2009) through various experiments concludes that posing a time limit instead increases the probability 

of customers purchasing such items. One of the prominent applications of this concept happens in an online auction (Lu et. al, 2005) where 

customer experiences high time pressure within a decreasing time window and the otherwise action will lead to the risk of losing the product 
(Wu et. al, 2020). It is found that time pressure increases psychological arousal that in turn leads to a higher effective side of customer decision 

making (Shiv and Fedorikhin 2002; Finucane et. al, 2000 in Wu et. al, 2020) and eventually impulse purchase (Wu et. al, 2020). 

Due to second-hand clothing consumption origin in times of economic depression, earlier findings found the financial situation as the 

dominant factor of second-hand clothing purchases (Guiout and Roux, 2008). In negative economic situations, people are more likely to be 
careful with their spending, including on clothing pieces (Srinivasan and Sivakumar, 2011 in 2019). Frugality is also described as an 

encouraging factor in second-hand clothing purchases directly and through the mediating effect of bargain hunting (Chervellon et. al, 2012; 

Guiout and Roux, 2010). 

Herjanto et. al (2016) argued that second-hand clothing purchase motivations are in fact complex and built off of other factors, such as 
psychology. Meanwhile, psychology components of second-hand clothing consumption refer to an individual's self-identity (Clammer, 1992; 

Isla, 2013). The ways that second-hand clothing consumers may express their self-identity can be seen through the consumption of unique 

(Braze-Govan and Binay, 2010; Roux & Giout, 2008) and exclusive (Beard, 2008) second-hand pieces. A study in Zambia suggested that 

second-hand clothing consumers consider uniqueness in those pieces as the thing that helps them stand out and attain more attention (Hansen, 
2000). The unique second-hand pieces, because of the rarity, lead to the perception that the wearers have a high fashion sense (Quayson, 2010 

in 2019). 

The shopping environment can also affect shopping behavior (Babin et al. 1994 in Dabbous and Barakat, 2019). Dabbous and Barakat 
(2019) proposed a model to explain online purchases using the S-O-R framework in which the stimulus (S) is social media activity from the 

sellers that influences the customers (O) through their hedonic and utilitarian motives. The expected response (R) is purchase intention as a 

result of consumer engagement and brand awareness. Social media marketing (SMM) then became a relevant field of study in this research.  



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 183  

SMM is defined as an integrated set of actions by carried out businesses to achieve their marketing objectives through the use of social media 

tools and characteristics (Ananda et. al, 2014, 2016). Following this research is SMM-related research specifically in the fashion industry by 

Ananda et. al (2016a). She proposed several items to measure the fashion brand's SMM actions that are categorized into representation (5 

items) and engagement (1 item) action. 

In this research, the researcher uses a figure which consists of five variables, consisting of internal and external motivations, that are 

predicted to affect the customer purchase intention in the online second-hand clothing store. Since the resale industry sector is a relatively new 

industry, the researcher incorporates several findings from several pieces of research that do not exclusively discuss second-hand purchases of 

second-hand clothing stores. 

H1. Social media activity should positively influence the likelihood of intention to purchase second-hand clothes in online second-hand 

clothing store. 

H2. Time pressure should positively influence the likelihood of intention to purchase second-hand clothes in an online second-hand 

clothing store. 

H3. The more price-sensitive the customer, the higher the likelihood of the intention to purchase second-hand clothes in online second-

hand clothing store. 

H4. The higher the fashion involvement of a customer, the more likelihood of intention to purchase second-hand clothes in online second-

hand clothing store. 

H5. The higher the need of uniqueness of a customer, the more likelihood of intention to purchase second-hand clothes in online second-

hand clothing store. 

 

METHODS 

In this research, quantitative research is used to come up with numerical data that can be transformed into meaningful information through 

the statistical process. The quantitative method is typically used to answer the question of what, how much, how, who, where, and when which 
align with the research objective (Apuke, 2017). The specific category of quantitative research this research used for is correlational, which 

determined whether, and to what degree, a relationship exists between variables (Leedy and Ormrod, 2010 in Apuke, 2017). The population 

targeted for this research consists of people aged 17-29 years old in Indonesia who have done online second-hand clothing purchases in the 

past. The minimum sample number of samples is 200 according to the standard of concept study in the marketing field (Hyman and Sierra, 
2010). To analyze the data, the researcher used Multivariate Linear Regression (MLR) to find out whether there is a relationship between the 

predictor and outcome. The regression analysis method is a statistical technique for estimating the relationship among variables that have 

reason and result relation (Uyanik and Güler, 2013). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

After collecting data from 263 respondents, there is some information inferred from the questionnaire results. Behavior wise, more than 
50% of the respondents prefer purchasing second-hand clothes online compared to conventional ones. Another finding is that almost 100% of 

respondents have experienced losing their desired product due to not being quick enough to claim them. The MLR analysis resul t concluded 

that not all five variables are significantly correlated to the outcome of purchase intention. Social media marketing and the need for uniqueness 

are not significantly correlated to purchase intention in the online second-hand clothing store. The other three variables, which are time 

pressure, price sensitivity, and fashion involvement are significantly correlated to purchase intention.  

The statistical calculation shows that price sensitivity has a significant correlation to purchase intention in online second-hand clothing 

stores. Numerous past researches have managed to prove the relationship between economic motive and purchase intention in second-hand 

clothing context (Guiout and Roux, 2008; 2010; Chervellon et. al, 2012). This research finding adds to the list of the antecedent of second-hand 
clothing purchase being an economic motive, specifically in the online context. Despite the changing stigma that follows second-hand 

purchase, as explained in the earlier parts of the research, prudence trait would still come to appeal to the customers when considering such 

purchase. This finding can also be traced to the respondent’s profile that 80% consists of students and college students. Typically, students and 

college students are careful in spending money as they have not made their income.  

Time pressure is another variable that has a positive significant correlation to purchase intention in online second-hand clothing stores. No 

other research has supported the relationship between time pressure and purchase intention in an online second-hand clothing store, or even 

conventional second-hand clothing store. However, some studies explained the relationship between time pressure and purchase probability 

under different scopes and industry. This finding may be explained by the behavioral profile that almost 100% of respondents have lost the 
items they desire because other customers outrun them. This translates as their being too late in claiming a product that other people who have 

the same interest did faster. In Indonesia, the existence of an online second-hand clothing store on Instagram offers a unique characteristic in 

which time pressure exists by automation, due to product scarcity.  

Another finding is how fashion involvement acts as a predictor towards online second-hand clothing purchase intention. While no past 
research has exclusively discussed the relationship between fashion involvement and purchase intention in online second-hand clothing store, 

one study has talked about fashion involvement being an antecedent to vintage clothing purchase, which is a closely-related scope to the one in 

this research (Guiout and Roux, 2010). This finding did not come off as a surprise, supposedly, since past research has talked about the 

relationship between fashion involvement and fashion pieces consumption (Park et. al, 2006), and second-hand clothing is, after all, a fashion 
piece. Fashion involvement refers to the extent of interest with the fashion product (O’Cass, 2000). According to Kim et. al (2002), high 

fashion involvement leads to one’s likeliness towards product information acquisition and frequent purchase. O’cass (2004) also mentioned the 

need to update one’s fashion collection as a trait that follows fashion involvement. This aligns with the respondents’ behavior of frequency and 

recency of online second-hand clothing purchases.  
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Social media marketing, however, is not found to be one predictor of online second-hand clothes purchase. This contradicts Ananda et. al's 

(2017) finding regarding the importance of social media marketing in the context of fashion SME in Italy. While social media marketing is 

prominent in the context of online second-hand clothing (as selling platform and promoting media), it is not directly correlated to the variable 

of purchase intention. The framework constructed by Ananda et. al (2016) is not said to be antecedents to purchase intention, but as an 
important part in building customer awareness. The distant concept between the two leads to an invalidated relationship between social media 

marketing and online second-hand clothing purchase intention. 

On the other hand, the need for uniqueness is also not proven to be significantly correlated to online second-hand clothing purchase 

intention. This contradicts the earlier finding by Guiout and Roux (2010). According to them, both the need for uniqueness and fashion 
involvement is said to be the antecedents of vintage clothing purchase. This research, while mainly talks about online second-hand clothing, is 

inclusive of vintage clothing. However, only fashion involvement is accepted as the predictor of online second-hand clothing purchases in this 

research. The rejection of the hypothesis of the need for uniqueness may lie in the fact that their high fashion involvement. The same fashion 

involvement implicates they would like to update their fashion collection according to the current trend. Following the current trend contradicts 

the connotation of the need for uniqueness, which avoids commonly-used fashion pieces by the common population. 

 

CONCLUSION 

The rising consumption of second-hand clothing has shifted the original stigma of financial restriction as the sole motive. This 

phenomenon has also been brought online as seen from the increasing number of online second-hand clothing stores as they are a beneficial 

business prospect. Since this is a relatively new subject, the objective of this research is to find out the causes of online second-hand clothing 
purchases in Indonesia and the implication for the business actors. After gathering data from 263 respondents and analyzed it through MLR, it 

is found that time pressure, price sensitivity, and fashion involvement are predictors to online second-hand clothing purchase intention. While 

the three statistically significant factors do not explain purchase intention, it contributes to a surface-level understanding of what affects their 

purchase intention, and consecutively, purchase behavior in such context. The reasoning behind the very general finding is due to the relatively 

new concept of online second-hand clothing. 
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Abstract  

Healthy food becomes one of the essential factors in people's food choices. It is related to the increasing of health-awareness among society. 

This study aims to identify behavioral changes in healthy food consumption among young adults. The factors to be analyzed are based on the 

FBM, which is motivation, ability, and prompt that makes a person change his / her habits into a healthy dietary consumption. Besides, this 

research also aims to understand whether changes or differences occur in young adults before and after eating healthy foods, the motivators of 
behavioral change, and possible changes in the attitude of food choices. The analysis of FBM in this study shows that the FBM elements —

motivation, ability, and prompt — factors existed in this study to pursue behavior change to consume healthy food among young adults. 

Meanwhile, to see the changes, the results of the paired t-test show that the variables that have statistically different outcomes are ability 

(mental effort), food choices (health, weight control, and natural content), healthy behavior (physical activity and nutrition), self-efficacy, and 
feelings. Whereas the variables that did not differ significantly from the pre-and post-studies were motivation (autonomous and controlled 

motivations) and food choice (sensory appeal and mood). 

 
Keywords: Behavior Change, Consumer Behavior, Fogg Behavior Model, Health, Healthy Food 

 

BACKGROUND 

Every human desire is to have a healthy life leading to a healthy body. In Indonesia, a healthy lifestyle is starting to spread, especially in 

big cities such as Jakarta, Bandung, and Surabaya. Those who live this lifestyle are not only parents but also young people (Riska et al., 2019). 

Consumer health awareness arises in accordance with the increased availability of information relevant to medical and increased risk of disease 

(Kearney, 2010). One information is the right choice of nutrients and foods to consume. 

There are some important things that influence the customers in choosing the food products (Steptoe et al., 1995). Consumer behavior 

includes those activities of selecting food products. Consumer behavior can be described as studying how individuals or groups choose, buy, 

use, and dispose of goods, services, ideas, or experiences to satisfy their needs and desires (Kotler & Keller, 2016). As humans live 
dynamically, consumer behavior can also change over time. Behavior change can be defined as a general term that includes various methods to 

make people do things differently (McDonald, 2015). 

Fogg Behavior Model (FBM) is the appropriate framework for this research because it discusses the design of individuals to change their 

life behaviors into consuming healthy foods. This model can be used as the research framework and provides the persuasive pattern design to 
change behavior. FBM has three main factors: motivation, ability, and prompt (Fogg, 2009, 2020). Those factors work together to generate and 

construct a person's behavior. This model describes a person's behavior that can occur when someone has adequate motivation, adequate 

ability, and effective triggers. 

There must be certain factors or components in making a transition to eating healthier foods that can help a person help specific changes. 
This study aims to identify behavioral changes in healthy food consumption among young adults. The factors that will be analyzed are based on 

the FBM, which is motivation, ability, and prompt that makes a person change his / her habits into healthy food consumption. Moreover, this 

research also aims to understand whether some changes or differences occur in young adults before and after eating healthy foods, the 

motivators of the behavioral change, and possible changes in food choice attitude.  

Global Business Indonesia Guide (Indonesia Food and Beverage Industry | GBG, 2014) stated that one of the major trends is a growing 

awareness of health among the young population of Indonesia, creating opportunities for health-related food products. Some of the research 

conducted that related to the healthy food products identified the intention of purchasing the healthy food product, one of them is Young Adults' 

Intention To Eat Healthy Food: Extending The Theory Of Planned Behaviour conducted by Åstrøsm & Rise (2001). But there are no previous 

studies that specifically emphasized the consumer behavior changes on healthy food consumption, especially among the young adults. 
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LITERATURE REVIEW 

Behavior Change 

Behavior change is a process, and it's not a phenomenon that occurs all or nothing that occurs immediately or at all  (Olin et al., 2010). 

There are many models and theories about behavioral change that can be chosen to meet social marketing goals, as it is a complex process 

(Lefebvre, 2000). Fogg (2009) developed one of the behavior change frameworks which focused more on persuasive behavior change design. 

Making a behavior, or changing an old behavior into a new one, certainly takes time. The most famous study is 21 days when discussing the 
number of days needed to adjust a new habit. The 21-day source is from the study by Maxwell Maltz, published in 1960 in a book entitled 

Psycho-Cybernetics (Clear, 2018; Maltz, 1960).  

The Fogg Behavior Model (FBM) facilitates understanding of behavior in general (Fogg, 2009). This model has particular relevance in the 

study and design of persuasive technology that talks about learning to automate changes in behavior. Fogg (2009) stated that three main factors 
lead to a change in behavior: motivation, ability, and prompt. This model confirms that a person must have adequate motivation and ability 

with an effective prompt to conduct a behavior to be achieved. These three factors must be present simultaneously for the conduct of the 

behavior to be achieved. 

Self-Efficacy 

Bandura (1977) defines the perception of self-efficacy that influences the selection of activities and behavioral settings, including how 

much effort they spend and how long challenges and unpleasant experiences they will endure. The stronger the self-efficacy perceived, the 

higher the goals individuals set for themselves and the stronger their commitment to them (Bandura, 2004). Belief in self-efficacy forms the 

results people expect from their efforts to produce (Bandura, 2004). Self-efficacy as a psychological attribute gives health behavior influence 
(Cha et al., 2014). It becomes the major determining factor because it directly affects health behavior and its influence on other factors 

(Bandura, 2004). Self-efficacy has been associated with the adoption and performance of health behaviors and is thus frequently invoked as an 

important aspect of the behavioral change process by researchers  (Bandura et al., 1997; Linde et al., 2006; Salovey et al., 1998; Strecher et al., 

1986). 

Healthy Lifestyle 

Five areas define healthy lifestyles, which are healthy diets, healthy physical activity, healthy body weight, smoking, and moderate alcohol 

intake (Tello, 2018). A healthy diet can be described as a pattern of food intake that has beneficial health effects, or at least no hazardous 

effects (de Ridder et al., 2017). The terms of diet are similar to what they call healthy eating. The word "diet" used when people are concerned 

about their food intake patterns that meet certain health or weight-relevant demands (de Ridder et al., 2017). 

Healthy eating defined as consuming the right amount of all types of food to ensure the food's nutrition is appropriate and functioning 

properly and depends on the lifestyle and activities of a person (Cwerner & Gadsby, 2014). To promote healthy eating, individuals need to be 

motivated to do so, be confident of their abilities, and feel better when confronted with an environment that gives them easy opportunities 
(Brug, 2009). Individuals who believe he/she can reduce saturated fat consumption will be more motivated to do so even when they face certain 

barriers (Brug, 2009). Research has shown that awareness of unhealthy eating habits is a strong positive correlation of intent to change the 

eating patterns (Bogers et al., 2004; Brug, 2009; Giskes et al., 2007; Lechner et al., 1997) 

Food Choice 

Food choices are a fundamental determinant of what food is consumed and how much the food is eaten (THUY, 2015). Many food choices 

are not based on rational consideration but are driven more by impulsive tendencies, for example some people tend to choose the most 

conspicuous food (Kroese et al., 2015). Steptoe, Pollard, and Wardle (1995) created a Food Choice Questionnaire (FCQ) that gives an 

understanding of the factors that influence the food selection process. The FCQ is usually used for measuring individual food choices and 
attitudes toward food (Heidaripour, 2012). The FCQ contains nine factors that include sensory appeal, convenience, health, mood, natural 

content, price, familiarity, weight control, and ethical issues. Factors related to the importance of health value are health, weight control, 

sensory appeal, mood, and natural content in determining food choice (Steptoe et al., 1995). 

Diary Study 

Diary study is a method of research to collect qualitative data based on self-reported data collected at one point, several times a day or for 

longitudinal studies collected within periods that may vary from a few days/weeks/months/years (Kim Flaherty, 2016; Ohly et al., 2010).  The 

diary studies usually conducted range from five days to four months (Smith et al., 2003). The diary study methods allow the researcher to study 

behaviors, feelings, and thoughts in participants' natural life contexts. A diary study is a self-reported data, and the research participants can 
express and note their feelings, behaviors, thoughts, or events using their own words (Ohly et al., 2010; Poppleton et al., 2008). The data 

collection device or media for diary study can be in a form of paper-based diary and electronic or digital based diary (programmed or web-

based survey) (Ohly et al., 2010; Reis et al., 2014; Unsworth & Chris W. Clegg, 2013). The researcher can choose what kind of media that is 

suitable for the research by considering the advantages and disadvantages from each media. Actually, there is no strong evidence that the 

results are better produced by electronic or paper diaries (Reis et al., 2014).  

 

METHODS 

Participants criteria in this research are male and female lived around Jakarta, young adults aged 18-24, and those who have never been 

consuming healthy food for more than 21 days regularly. Then, through a short interview before the diary study period, the researcher chose 
and recruited 12 participants to ensure that the respondents are willing to participate voluntarily during the entire diary study process according 

to participant criteria. 

Paired t-test is used to determines the changes before and after consuming healthy food in 21 days. The changes that examined in this 
research are: Food Choice, assessed by Food Choice Questionnaire (FCQ) developed by Steptoe et al. (1995). The components that examined 
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are the value of health food choice which consist of health, weight control, sensory appeal, mood, and natural content; Motivation, assessed by 

Self-Determination Theory (SDT) which then divided into autonomous motivation and controlled motivation; Mental Effort, adapted from 

Krell (2017) which consist of 7 items; Self-Efficacy, adapted form Turconi (2008) which consist of 8 items; Feelings, adapted from Graham 

(2003) which consist of 6 items; Healthy Habits, examined by two components, which are Physical Activity and Nutrition. All the items are 
measured with the Likert-Scale of 1: strongly disagree-7:strongly agree for motivation, mental effort, and food choice, 1: never-5:always for 

physical activity, 1:false,not at all true-4:very true for feelings, and 1:no-3:yes for self-efficacy. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

To understand the transition and changes that consumers perceived in 21 days from never-consuming healthy food to post-consuming 

healthy food, researcher adapted and used Customer Journey Maps (CJM) in this study. Figure 1 illustrate the CJM 

 

Figure 5 CJM Illustration 

FBM Analysis 

In this study, prompt is given directly by researchers in the form of providing the healthy food and so based on the FBM, the researcher 

acts as a facilitator. For time, money, physical effort, and routine as the components of ability is not measured in this study because these 

components were not spent by participants since the healthy food is provided. The ability perceived by the participants in this study is the 
mental effort or individual thinking towards behavior change in consuming healthy food. Motivation elements in the pre and post study are 

measured with the REBS which resulted that the mean scores of both pre-and post-study autonomous motivations are greater than the 

controlled motivations. From this result, it shows that the autonomous motivation is more related to young adults’ healthy eating behavior, 

Thus, from the analysis of FBM in this study, it can be summarized that the FBM elements —motivation, ability, and prompt — factors were 

existed in this study to pursue behavior change to consume healthy food among young adults. So, researcher propose: 

Proposition 1: The existence of Motivation, Ability, and Prompt has an impact on changes in the behavior of young adults to 

consume healthy food. 

A good individual’s self-efficacy is existed in participants and so gives an impact to participants changing the behavior to consume healthy 
food. This finding is matched with the statement in (Giovanna Turconi et al., 2008) which stated that a sense of self-efficacy is an important 

determinant of healthy behavior practice, which is the belief that an individual can control his or her own particular behavior. 

Proposition 2: Self-efficacy has an impact on the individual to make a behavioral change of consumption of healthy food. 

In this study, the feelings of the participants regarding the behavioral change in healthy food consumption are measured. Consuming 
healthy food gives a variety of feelings to participants, such as feeling happy, feeling healthier, and feeling more productive and active. There 

was also a participant who didn't feel his feelings changed at all. However, the participant stated that she did not feel any changes in the 

contemplation and preparation stage, while she felt a feeling that had changed after consuming healthy food at the action stage. All of the 

participants feel something different overall or appear in their feelings. This results also according to the paired sample t-test result which 

indicates that after consuming healthy food there is a significant difference in feelings. So, the researcher proposes: 

Proposition 3: Behavior change on healthy food consumption gives an effect to individual’s feelings 

Apart from the consumption of healthy foods, researchers also observe healthy behavior in the process of changing consumer behavior on 

healthy food consumption. Healthy behavior measured in this study is based on the physical activity, nutrition as the dimension of healthy 
behavior in AHP (Chen et al., 2007), and other healthy behavior that emerges from the response of the participants through diary study. During 

the study period, all participants perform healthy behavior although some did not perform routinely physical activity and other healthy 

behaviors. Participants also agreed that healthy food consumption had a positive effect on healthy conduct implementation. This results also 

according to the result of the paired sample t-test which indicates that there is a significant difference in nutrition and physical activity as 
measurements of healthy habits before and after consuming healthy foods. After consuming healthy food in 21 days of physical activity and 
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nutrition the mean score shows a higher mean value than before eating healthy food. This indicates a better change in both physical and 

nutritional activity as the healthy behavior. 

Proposition 4: Healthy food consumption have an impact for individual to performs other healthy behavior besides consuming 

healthy food 

Based on the results of the paired t-test, the variables that have statistically different outcomes are ability (mental effort), food choices 

(health, weight control, and natural content), healthy behavior (physical activity and nutrition), self-efficacy, and feelings. Whereas the 

variables that did not differ significantly from the pre-and post-studies were Motivation (autonomous and controlled motivations) and food 

choice (sensory appeal and mood). For the variables that have a statistically significant means that there are significant impacts perceived by 
participants from the experiment given. Otherwise, the variables that did not have a significant difference in the paired t test result, it indicates 

that there are no significant impacts perceived by participants after consuming healthy food. 

From the five value of health food choice (health, mood, weight control, sensory appeal, and natural content), health, weight control, and 

natural content are the items that have a significant difference between before and after consuming healthy food. The mean score for those 
three items rose from pre-study to post-study. The mean score also increases for the mood but the difference isn't significant. Meanwhile, the 

mean score for the sensory appeal items is decreasing from pre-study to post-study which indicates a decrease in the attitude of food choice 

based on the sensory appeal. There have not yet been studies which specifically identified and found changes in food choices after eating 

healthy foods. Thus, the items that have a significant difference can be seen to be related to health and weight. This result matched the 
participants' selected pros which resulted in health and body weight being the two most chosen pros in the consumption of healthy food. This 

result also aligned with the study from Steptoe et al.  (1995) which stated that the relationship between dietary fat and body weight associated 

with the sample may contain a high proportion of young adults and health may also become one of the major factors in the choice of food 

between the ages of 17 to 89. 

Researcher suggests the practical implications for healthy food businesses to understand what factors are involved in changing consumers 

to consume healthy foods so that they can understand the factors that may be related to purchasing healthy foods and/or services. Besides, 

marketers can find out which components could be the right approach for potential healthy food consumers. For example, health becomes one 

of the consumer's most chosen motivations. So, marketers can make it a component for marketing their product and/or services, such as 
explaining the food content, the health effects of healthy foods, and others. Additionally, things that arise along with healthy food consumption 

may also be a good consideration for approaching potential consumers. As consumers consume healthy food, for example, they also carry out 

physical activities so that healthy food businesses can collaborate with sports companies such as the gym to market their products. 

 

CONCLUSION 

The existence of these factors and components complements one another in such a way as to create new or changing behaviors for 
individuals. The components that seem to encourage changes in eating habits for healthy foods in this research are components  of FBM 

(motivation, ability and prompt) and self-efficacy. Meanwhile, the components that emerge or change along with behavioral changes in healthy 

eating are healthy behaviors, which include physical activity, nutrition, and other healthy behaviors; changes in the value of health food choice 

attitude. 

Young adults were chosen as the participants in this study because they started to form new lives at this age, such as starting out for school 

and work from home. However, they are actually aware of the health of these foods when it comes to food choices but there are still challenges 

or disadvantages to eating healthy foods. In general, they are worried about the quality of food that affects their health and physical condition. 
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Abstract  

Indonesia’s economic growth increases the income of the middle-class group and causing a shift in the economic class of buyers. This makes 

luxury brands products affordable to a growing number of people. It is supported by the increase of Indonesia’s contribution to luxury brand 

goods market revenue, while the luxury brand fragrance contributes to 4.7% of the total revenue. The luxury brand fragrance marketing is now 
affected by the younger consumer’s lifestyle and preference. They use social media such as YouTube to seek brand information. There are 

many YouTube influencers specifically created review videos of luxury brand fragrance. This channel is believed to leads consumer purchase 

intention. This research aims to identify the factors that influence viewers’ purchase intention of luxury brand fragrance after watching the 

review video on YouTube and give recommendations that can be implemented by influencers to create good content for luxury brand fragrance 
review. PLS-SEM analysis will be used to assess the relationship between the factors. The result shows the number of views, likes, comments, 

and replies, perceived usefulness, perceived enjoyment, social attractiveness, physical attractiveness, expertise, trustworthiness, attitude 

towards the product, para-social interaction, luxury brand value, and brand-user imagery fit are affecting viewers’ purchase intention. The 

results of this research hopefully can give benefits to readers, influencers, and luxury brands to develop their market ing strategy on 
luxury brand fragrance. 

 
Keywords: Influencer, luxury brand fragrance, purchase intention, review video, YouTube 

 

BACKGROUND 

Nowadays, consumers in Indonesia are trying to show their identity and social status by wearing the luxury brand as a lifestyle (Sari, 

2018).  The revenue from the luxury brand fragrance segment in Indonesia amounts to US$111 million (Statista, 2019). In this era, more than 

60% of purchases are influenced by digital media (EY Global, 2019). Furthermore, according to the data from Statista (2019), YouTube is the 

first leader of social networks in Indonesia. The high number of YouTube users in Indonesia indicates that YouTube is one of the marketing 
platforms for luxury brands fragrances to connect, deliver, and promote their product to the mass market. As the tech-savvy generation starts to 

seek more information about luxury fragrance brands through social media, the reviewers of luxury brand fragrance continue to grow and even 

more popular including in our country, Indonesia.  

Lots of celebrities or influencers created their review video of their luxury brand fragrance collection. The viewers will unconsciously 
have the same positive brand evaluation as the influencer and the reviews videos are proven to have significant influence to generate higher 

purchase intention (Lee & Watkins, 2016). Viewers are thinking that the reviews video decreasing the risk of deciding before buying the 

product, including luxury brand fragrance (Yuksel, 2016). Even though reviews videos about luxury brand fragrance on YouTube triggered 

positive behavior toward the viewers’ purchase intention, the fragrance is something that has to be sensed by inhalation because the fragrance is 
one of the products that gave sensory pleasure (Porcherot et al., 2010). It is a necessary part of finding the fragrance by trying it directly on 

your skin (Sinks, 2019). Meanwhile, there is no guarantee that the description of the scent of luxury brand fragrance told by the influencers in 

their review videos on YouTube to meet consumer expectations and perceptions. 

Therefore, the purpose of this study is to identify the factors that influence viewers purchase intention of luxury brand fragrance after 
watching luxury brand fragrance review video on YouTube and give suggestions of what kind of recommendations that can be implemented by 

influencers to create good content for luxury brand fragrance review.  

 

LITERATURE REVIEW 
1. UGC 

User-generated content (UGC) defined as various kinds of digital media content including question-answer databases, digital video, 
blogging, podcasting, mobile phone photography, and wikis that are produce by end-users and available in public (Quente, 2010). Viewers put 
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more trust in UGC because they believed users are sharing their honest positive and negative experiences towards a product (Mir & Rehman, 

2013). 

2. YouTube 

YouTube is the most popular online video sharing website set up in 2005 and purchased by Google in 2006 (TechTerms, 2009). Most of 
them use it for entertainment even for doing social interaction by commenting and providing information through videos uploaded (Khan, 

2017). 

3. Number of Views, Likes, Comments, and Replies 

The viewers’ participation in YouTube videos can be seen from the video’s amount of views, likes, comments, and replies. According to 
Yuksel (2016) amount of views, likes, comments, and replies positive have a positive influence on viewers’ perceived credibility of the 

information. 

4. Perceived Credibility 

Perceived credibility can be described as a process for consumers to determine the quality of online reviews (Zha, Li, & Yan, 2014). Based 
on the previous study by Bataineh (2015), in the process of receiving information, credibility is important to consumers. High credibility would 

result in increased intention to purchase while poor credibility will ha ave lower intention to purchase. 

5. Perceived Usefulness 

The comments, reviews, and recommendations are believed as consumers’ real-life about positive as well as a negative experience that not 
only renders UGC as credible but also useful (Cheong & Morrison, 2008). Perceived usefulness of user-generated content proved to have a 

positive influence on the viewer’s attitude towards the product (Mir & Rehman, 2013).  

6. Perceived Enjoyment 

In the sense of the vlog, the perceived enjoyment is described as how much positive emotion you feel while watching a vlog (Chen, 2019). 
In his research, perceived enjoyment in vlog resulted in the most influencing aspect on forecast a consumer’s attitude, engagement, and 

purchase intention is perceived enjoyment.  

7. Social Attractiveness 

Social attractiveness refers to the level of feeling similar to or would like to build a friendship with the media personality (Kurtin, O’brien, 
Roy, & Dam, 2018). A recent study found that social attractiveness strongly influences para-social interaction (Lee & Watkins, 2016). 

Moreover, Choi & Lee (2019) stated that social and physical attractiveness has a significant effect on attitude toward the product.  

8. Physical Attractiveness 

Physically attractive presenters with different personality characteristics are viewed more favorably (Kahle & Homer, 1985). Previous 
research shows that attractive source is more effective in shifting attitudes and beliefs and in creating purchasing intentions (Benoy, 1982). 

Physical attractiveness has a significant effect on para-social interaction (Lee & Watkins, 2016). 

9. Expertise 

Expertise defined as the source’s perceived knowledge, skill, and experience (Fogg et al., 2003). The expertise of vloggers is proven to be 
impactful on viewers’ attitudes towards the product that leads to the viewer’s purchase intention (Choi & Lee 2019). Meidiani & Engriani 

(2019) also found that expertise has a significant influence on para-social interaction. 

10. Trustworthiness 

Choi & Lee (2019) study resulted in high trustworthiness will generate a positive attitude towards the product that the vlogger 
recommends. Additionally, trustworthiness is part of source credibility (Ohanian, 1990), together with attractiveness that influences para-social 

interaction, trustworthiness also predicted to have a significant impact on para-social interaction. 

11. Para-social Interaction 

According to Choi & Lee, (2019), para-social interaction, a term used to characterize celebrities and their followers, to find out how their 
understanding is influenced by the emotional connection between them. The study by Lee & Watkins (2016) generated a result that PSI with 

vloggers levels up positive luxury brand perception (brand luxury, brand imagery-fit, and luxury brand value). 

12. Attitude Towards Product 

In the sense of vlogs, an attitude can be seen as the desired feelings of vlog viewers (prospective customers) towards a new product and 

the level to which consumers expect the satisfactory performance (Chen, 2019). According to Choi & Lee, (2019) found that attitude towards a 

product in vloggers’ video strongly influences the viewer’s purchase intention. 

13. Luxury Brand Value 

According to Berthon, Pitt, Parent, & Berthon (2009), the component of luxury brand value is symbolic value, experiential value, and 

functional value. Lee & Watkins (2016) study resulted that luxury brand value positively impacted purchase intention. 

14. Brand-user Imagery Fit 

Brand-user-imagery fit defined as an overall evaluation of the compatibility or match between individuals and the brand's users (Sirgy et 

al., 1997). The statement supported by the result of Lee and Watkins (2016) that purchase intention was significantly increased after watching 

review videos.  

 

Conceptual Framework  
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Modify model from (Chen, 2019; Lee & Watkins, 2016; I. A. Mir & Rehman, 2013) 

H1: There is a significant correlation between the number of views, likes, comments, and replies and perceived credibility. 

H2: There is a significant correlation between the number of views, likes, comments, and replies and perceived usefulness. 

H3: There is a significant correlation between perceived credibility and the viewers’ attitude towards the product. 

H4: There is a significant correlation between perceived usefulness and the viewers’ attitude towards the product. 
H5: There is a significant correlation between perceived enjoyment and the viewer’s attitude towards the product. 

H6: There is a significant correlation between the social attractiveness of reviewers on YouTube and the viewer’s attitude towards the product. 

H7: There is a significant correlation between the social attractiveness of reviewers on YouTube and para-social interaction. 

H8: There is a significant correlation between the physical attractiveness of reviewers on YouTube and the viewer’s attitude towards the 
product. 

H9: There is a significant correlation between the physical attractiveness of reviewers on YouTube and para-social interaction. 

H10: There is a significant correlation between the expertise of reviewers on YouTube and the viewer’s attitude towards the product. 

H11: There is a significant correlation between the expertise of reviewers on YouTube and para-social interaction. 
H12: There is a significant correlation between the trustworthiness of reviewers on YouTube and the viewer’s attitudes towards the product. 

H13: There is a significant correlation between the trustworthiness of reviewers on YouTube and para-social interaction. 

H14: There is a significant correlation between PSI and luxury brand value. 

H15: There is a significant correlation between PSI and brand user imagery-fit. 
H16: There is a significant correlation between the viewer’s attitude towards product and viewer’s purchase intention. 

H17: There is a significant correlation between luxury brand value and the viewer’s purchase intention. 

H18: There is s significant correlation between brand user imagery fit  and viewer’s purchase intention 

 

METHODS 

The method of this study is an online survey by asking a structured questionnaire to a sample of the target population to gain information 

(Malhotra, Nunan, & Birks, 2016). Judgemental sampling technique will be used to select women in Indonesia who already watched one of the 

luxury brand fragrance review videos from Indonesian reviewers (Suhay Salim, Nadya Aqillla, and Rachel Goddard) who have minimum 

150.000 subscribers and 150.000 viewers, to analyze the impact on their purchase intention after watching the video. The researcher will take 
100 samples of each video so there will be 300 samples. PLS-SEM (Partial Least Square) was used to analyse the result of the survey because it 

is considered the most effective predictive or exploratory modeling technique for research purposes (Garson, 2016). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
Respondent’s Behavioural Profile 

360 respondents confirm as luxury brand fragrance users. The majority of luxury brand fragrance that uses by the respondents are designer 

fragrances. Jo Malone, a brand from Estée Lauder Company become the top brand that uses by the respondents. Followed by Chanel, Bvlgari, 

Marc Jacobs, and Gucci includes the top 5 brands. The most important thing that they consider before buying a luxury brand fragrance is the 
price. Most of the respondents who are influenced by influencer from other social media than YouTube.  There are 79% of respondents who 

watch review videos before purchasing a product and more than half of it watching review videos on YouTube 1-3 times a month. Furthermore, 

the respondent mostly said that the review video is interesting and the influencers can deliver the information. Otherwise, they dislike review 

video is undetailed, and there is no explanation about the fragrance scent. 

 

PLS-SEM Result 

 

Hypothesis Structural Path T Value 
PP-

Value 
Result 

H1 Number of Views, Likes, Comments, and Replies -> Perceived Credibility 7,084 0,000 Accepted 

H2 Number of Views, Likes, Comments, and Replies -> Perceived Usefulness 8,836 0,000 Accepted 
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H3 Perceived Credibility -> Attitude Towards Product 1,334 0,183 Rejected 

H4 Perceived Usefulness -> Attitude Towards Product 3,484 0,001 Accepted 

H5 Perceived Enjoyment -> Attitude Towards Product 3,544 0,000 Accepted 

H6 Social Attractiveness -> Attitude Towards Product 4,505 0,000 Accepted 

H7 Social Attractiveness -> Para-social Interaction 6,386 0,000 Accepted 

H8 Physical Attractiveness -> Attitude Towards Product 3,328 0,001 Accepted 

H9 Physical Attractiveness -> Para-social Interaction 4,048 0,000 Accepted 

H10 Expertise -> Attitude Towards Product 0.540 0,589 Rejected 

H11 Expertise -> Para-social Interaction 4.046 0,000 Accepted 

H12 Trustworthiness -> Attitude Towards Product 1,631 0,104 Rejected 

H13 Trustworthiness -> Para-social Interaction 8,536 0,000 Accepted 

H14 Para-social Interaction -> Luxury Brand Value 15,737 0,000 Accepted 

H15 Para-social Interaction -> Brand-user Imagery Fit 11,647 0,000 Accepted 

H16 Attitude Towards Product -> Purchase Intention 3,438 0,001 Accepted 

H17 Luxury Brand Value -> Purchase Intention 6,584 0,000 Accepted 

H18 Brand-user Imagery Fit -> Purchase Intention 6.842 0,000 Accepted 

 

There is a significant correlation between the number of views, likes, comments, and replies and perceived credibility 

The H1 hypothesis is accepted. This is consistent with the previous findings of (Yuksel, 2016) that stated the number of views, likes, 

comments, and replies (NVLCR) of make-up review video on YouTube have a positive impact on perceived credibility. In this research, it is 

confirmed that the impact of NVLCR is also applicable to viewers’ perceived credibility of a luxury brand fragrance review video.  

 

There is a significant correlation between the n number of views, likes, comments, and replies and perceived usefulness 

The H2 is accepted. The result of this research is aligned with Mir & Rehman's (2013) findings who stated the number of views, likes, 
comments, and replies (NVLCR) has a positive influence on the Pakistani college students’ perceived usefulness of user-generated content on 

YouTube. There are 60.8% of respondents in this study are college students and it might explain that most of the respondents also agreed that 

NVLCR affecting their perceived usefulness of the review video.  

 
There is no significant correlation between perceived credibility and the viewers’ attitude towards the product 

The H3 is rejected. This result is not consistent with Yuksel (2016) who stated that perceived credibility of user-generated content on 

YouTube positively influences the viewer’s attitude towards the product. Yuksel’s (2016) object of research is review videos of makeup that 

has a visible characteristic (color, pigmentation on the skin, etc), while the object of this research is the luxury brand fragrance that should be 
inhaled directly to recognize the scent (Sinks, 2019). This explanation might be the reason for the relationship couldn’t be confirmed on this 

hypothesis. 

 

There is a significant correlation between perceived usefulness and the viewers’ attitude towards the product 

The H4 is accepted. As stated by Chen (2019), perceived usefulness significantly affecting the viewer’s attitude towards the product 

mentioned in the review video. The behavioral profile result of the respondent also supporting this hypothesis because “informative” become 

the second most mentioned word about their opinion of the review video and followed by “detail” also become the second thing that 

respondents like about the review video.   

 

There is a significant correlation between perceived enjoyment and the viewer’s attitude toward the product 

The H5 is accepted. This result is consistent with Chen (2019) findings, perceived enjoyment is confirmed to have a high influence on 

consumer attitude. Supported by the result of respondents’ behavioral profile, the word “interesting” becomes the highest opinion of the 
respondent about the luxury brand fragrance review video. 

 

There is a significant correlation between social attractiveness of reviewers on YouTube and the viewer’s attitude towards the product 

The H6 is accepted. Benoy (1982) stated media personality attractiveness can increase positive attitude, this study confirms that YouTube 
influencer’s social attractiveness also can enhance the viewer’s attitude towards product mentioned in luxury brand fragrance review video. The 

result also generates the same result from the previous finding by Chen (2019) that said attractiveness has a moderate effect on attitude.  

 

There is a significant correlation between social attractiveness of reviewers on YouTube and para-social interaction 

The H7 is accepted. This is consistent with the previous study by Lee and Watkins (2016) that social attractiveness significantly influence 

PSI and escalated if viewers find high similarities of point of view with the reviewers. Based on the result above, social attractiveness has a 

higher score on affecting PSI than physical attractiveness. 

 
There is a significant correlation between the n physical attractiveness of reviewers on YouTube and the viewer’s attitude towards the 

product. 
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The H8 is accepted. The result of this research is in line with Choi & Lee (2019) that stated physical attractiveness of fashion vloggers has 

a significant influence on the viewer’s attitude towards the product. DeBono & Telesca (1990) said the more the physical attractiveness of the 

source, the more captivating the message delivered by them. The power of the captivating message can influence attitude. Therefore, the 

relationship between physical attractiveness and attitude towards products mentioned in the luxury brand fragrance video is confirmed. 

 
There is a significant correlation between the physical attractiveness of reviewers on YouTube and para-social interaction 

The H9 is accepted. The result is consistent with Lee and Watkins (2016)  that the physical attractiveness of YouTube vloggers has a 
significant impact on para-social interaction. The YouTube influencer as reviewers who perceived to have physical attractiveness by the 

viewers are likely to engage in intimate communication with viewers (Liu et al., 2019). As a result physical attractiveness, YouTube influencer 

shows a significant correlation with para-social interaction. 

 
There is no significant correlation between the expertise of reviewers on YouTube and the viewer’s attitude towards the product. 

The H10 is rejected. The findings are contrary to the result of Choi & Lee (2019) that the expertise of fashion vlogger affects significantly 

influences the viewer’s attitude towards the product. The vloggers in this study are YouTube influencers that create luxury brand fragrance 

content on their YouTube channel. These YouTube influencer’s channel does not specifically create a luxury brand fragrance review. They also 
create other reviews for beauty products such as makeup and skincare. This explains why the respondents as viewers perceived the reviewers 

are not experts on giving luxury brand fragrance reviews. 

 

There is a significant correlation between the  expertise of reviewers on YouTube and para-social interaction 

The H11 is accepted because it shows a significant result. The result is aligned with Meidiani & Engriani (2019) findings that expertise 

has a significant influence on para-social interaction between an influencer in Instagram and the followers. This relationship also occurred 

between YouTube influencers as luxury brand fragrance reviewers and the viewers.  

 
There is no significant correlation between the trustworthiness of reviewers on YouTube and the viewer’s attitudes towards the 

product 

The H12 is rejected. The result is in contrast with  Choi & Lee's  (2019) findings where trustworthiness shows a significant impact on 
viewers’ attitudes towards the product of fashion. The statement does not apply to luxury brand fragrance. Every people have a different 

preference for fragrance. As a consequence, the description of scent in the review video may involve bias and not suitable for all viewers. 

 

There is a significant correlation between the trustworthiness of reviewers on YouTube and para-social interaction 

The H13 is accepted. The YouTube influencer as the luxury brand fragrance reviewers in this study believed to be trustworthy. The 

statement is supported by the highest mean score among other variables and indicators which is trustworthiness with the indicator of “The 

vlogger would frankly present her position, thoughts and opinion” (Lee & Watkins, 2016). 

 

There is a significant correlation between para-social interaction and luxury brand value 

The H14 is accepted because the relationship between para-social interaction (PSI) and luxury brand value shows the highest score among 

others. The result is aligned with a study by Lee & Watkins (2016) that stated PSI that occurs between viewers and vloggers who did reviews 

of luxury fashion brand products can increase viewers’ perception of luxury brand value. 

 

There is a significant correlation between para-social interaction and brand-user imagery fit 

The H15 is accepted. It is consistent with the findings of Lee & Watkins (2016) that stated para-social interaction increase luxury brand 

perception including brand-user imagery fit. A similar preference of fragrance with the YouTube influencer is found on the respondent’s 

behavioral profile. The viewers found similarities and compatibility with the reviewers as another luxury brand fragrance user.  

 

There is a significant correlation between viewers’ attitude towards product and viewer’s purchase intention 

The H16 is accepted. The result is consistent with  Choi & Lee (2019)  that found attitude toward product have a strong influence and even 

become the best predictor on viewers purchase intention. 

 

There is a significant correlation between viewers’ luxury brand value and viewer’s purchase intention 

The H17 is accepted. Align with the Lee & Watkins (2016) findings that luxury brand value perceived by the consumer will leads to 
increase purchase intention. It is shown that the higher the viewers perceived the luxury brand fragrance value, the higher purchase intention 

will be generated. 

 

There is a significant correlation between brand user imagery fit and viewer’s purchase intention 

The H18 is accepted. The result is consistent with Lee & Watkins (2016) that brand-user imagery fit significantly influence purchase 

intention. 
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Recommendation for YouTube Influencers 

Based on the result of quantitative data analysis in the previous section, here are some recommendation that is used by YouTube 

influencer. 

1. It is important to preserve honesty in stating the experience with the luxury brand fragrance product. 
2. The choice of word or too much word in describing the scent of luxury brand fragrance should be considered. 

3. The viewers of luxury brand fragrance review videos need clear and detailed information about the fragrance scent such as notes (top, heart, 

base), sillage, projection, and longevity. 

4. Mentioning the price of luxury brand fragrance in the review video will be considered as useful. 

5. The duration of the review video must be considered 
 

 

CONCLUSION AND RECOMMENDATION 
Conclusion 

This research found that luxury brand fragrance purchase intention is influence by the number of views, likes, comments, and replies, 

perceived usefulness, perceived enjoyment, social attractiveness, physical attractiveness, through attitude towards the product as mediating 

variables. Besides, social attractiveness, physical attractiveness, expertise, and trustworthiness affect purchase intention through para-social 

interaction, luxury brand value, and brand-user imagery fit. 

For YouTube influencers, maintain the honesty in doing the review, emphasizing on luxury brand fragrance scent description and price, 

and pay attention of the words in describing the product, will increase the perceived credibility, usefulness, and trustworthiness because 

viewers can get a clear picture of the fragrance scent from real experience and adjusting their budget. Additionally, the duration of the review 

video must be considered to avoid viewers’ boredom and maintaining their perceived enjoyment of watching the review video. 

Recommendation 

Luxury Brand Fragrance Industry 

It is important to provide detailed information about the scent of fragrance to help the influencers or reviewers in describing the luxury 
brand fragrance clearly on the review video. Maintaining the quality of the product also important so that influencers or reviewers can share 

their positive experiences with the product and attract viewers to purchase the luxury brand fragrance recommended by the reviewers. 

Consequently, there will be more people who buy the luxury brand fragrance and more profit will be gain from YouTube viewers. 

Future Research 

This research only involves women respondents who are common luxury brand fragrance user, not the fragrance enthusiast. The chosen 

luxury brand fragrance review videos from popular local YouTube influencers, not fragrance expertise. Apparently, along the way of the search 

of the respondent, men are dominating the Indonesian Fragrance Community. They mostly use niche fragrance rather than luxury brand 

fragrance from the designer. While the luxury brand fragrance that uses by the respondents of this research is mainly designer fragrance. 
Therefore, for  future research, it is suggested to choose the respondent from fragrance enthusiast not only limited to one gender and luxury 

brand fragrance video that created by fragrance experts that might result in more specific results towards the luxury brand viewers purchase 

intention. 
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Abstract  

Currently one of the fastest-growing platforms for advertisement is Instagram stories. With this relatively new format, Studio Hikari is having 

difficulties in developing an effective advertisement for its Instagram stories. This research aims to understand factors that influence viewer 

preferences toward Instagram stories advertisement, assess the Instagram story advertising effectiveness, and give recommendations to Studio 
Hikari regarding their upcoming advertisement in an Instagram story. This study was conducted with an online survey method, to test the 

advertising preferences and effectiveness of 7 different planned Instagram story advertisements from Studio Hikari that has a unique 

combination of three variables (duration, color of background, level of informativeness). The result of this study shows that the most preferred 

combination is the Instagram story with a duration of 15 seconds, yellow background color, and a medium level of informativeness . For 
advertising effectiveness, it is found that there is a significant difference between ad effectiveness and the 7 Instagram stories advertisement. 

The limitations of this research are that the number variables tested are limited which is only 3 variables and all of the respondents are Studio 

Hikari’s target market. 

 
Keywords: Advertising Effectiveness, Conjoint Analysis, Consumer Preference, Digital Advertisements, Instagram Stories 

 

BACKGROUND 

Digital Advertisements has been increasing in importance for businesses as more consumers adopted the internet and have become a part 

of their daily life. Consumers are being exposed to hundreds of advertisements every day through social media, email, search engines, websites, 
and other digital marketing channels. Companies have reacted with this change in consumer behavior by spending more on digital 

advertisements. One of the fastest developing social media platforms is Instagram, they have reached 1 million monthly active users in 2018 

which is 5 times more than in 2014 (Facebook Inc, 2018). Newsfeed posts and Instagram stories are the 2 main ways to post content on 

Instagram. Instagram stories are a relatively new format released in August 2016 in which the post will disappear in 24 hours. With over 500 
million users using Instagram Stories every day it has become one of the most popular types of digital advertisements that marketers use. One 

of the reasons Instagram stories are gaining popularity is because Instagram stories have a lower cost compared to regular posts on Instagram 

making it one of the most cost-effective ad formats. Brands which is defined as (consumer-related product, service brands, events, or locations) 

in 2019 posts an average of 2.5 Stories per week  (Facebook Inc, 2018). 

Film photography business is one of the businesses that heavily uses Instagram to market their product. According to an Ilford Photo 

Global survey in 2019, 50% of the film photographer respondents digitize and share their images online (Ilford Photo, 2019) 

One of the brands in the film photography business that is using Instagram as their main way to advertise their product is Studio Hikari. 

They sell film cameras, process film rolls, and digitizes the film negatives so that people can share it through the internet. Their main product is 

Hikari Cam which is a 35mm film camera. Studio Hikari has been advertising its product using Instagram Stories Advertisements since 2019.   

Studio Hikari has been experiencing a decline of 2.86% in the number of people who visited our online store compared to the last period. 

This decline is due to a decrease in people who visited Studio Hikari’s Instagram page since the online store traffic comes from Instagram. This 

decrease in online traffic on Instagram according to Studio Hikari is the ineffectiveness of some of the content by Studio Hikari. To increase 
the number of people who visit our online store Studio Hikari will release an Advertisement through Instagram Stories Advertisement. 

However, from the previous advertisements done by Studio Hikari, the performance from the Instagram Stories Advertisement was 

inconsistent. Since there is currently no specific research done on Instagram Stories to determine which factors contribute the most to the 

advertisement effectiveness, Studio Hikari is having difficulty in determining the type of content they should use in their Instagram Stories 

advertisement.  
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This situation leads this study to analyze what kind of Instagram Stories Advertisement that most effective for Studio Hikari. To test this, 

Studio Hikari will provide 7 planned advertisements which then will be analyzed to determine which advertisement they should use. Therefore, 

this study intends to understand consumer's preferences when looking at an Instagram Stories Advertisement and to measure Advertising 

effectiveness from Studio Hikari’s upcoming Instagram Story advertisement. 

From the problems mentioned above, the researcher made it into 4 Research Questions: 

1. What are the factors that influence viewer preferences towards Studio Hikari Instagram story ads? 

2. What are the viewer's preferences of Studio Hikari Instagram story ads?  

3. Which Studio Hikari Instagram Story Advertisement has the highest advertisement effectiveness? 

4. What recommendations for Studio Hikari's upcoming Instagram Story advertisement? 

 

LITERATURE REVIEW 

According to the IAB Broadband Committee, online video advertising can be defined as video advertisement which can occur before, 

during, or after an assortment of content including animation, video streaming, gaming, and music video content in a player environment 
(Interactive Advertising Bureau, 2008). With the increased video content viewers online, this has led to an increase in advertising on video 

content on the internet. According to a forecast done by Blake Droesch social media advertising spending in the United States will reach $14.89 

billion in 2021, growing 44% from 2019 this number will account for 30.4% of total video ad spending (Droesch, 2019). Even though the 

utilization of online video promoting has become popular in advertising industries, advertisers and agencies are still confused about the 

effective use of online video advertising (Interactive Advertising Bureau, 2008). 

In Marketing one of the most important issues is understanding how consumers form a preference for something. This is because 

preference will highly influence the customers' decision. The term preference can be defined as an option that has the greatest value among 

several options (Schiffman & Kanuk, 2007). Consumers react based on their perception not based on objective reality. Consumers take an 
action based on what they perceive to be the reality. Therefore, understanding factors that influence consumer for buying a product are 

important for a marketer (Saikat, 2016). Consumers also tend to show their identities through brands. Therefore, when there is a brand that is 

aligned with their preference the customer is more likely to refer to this brand (Bijmolt & Verhoef, 2017). 

Advertising effectiveness has been one of the ways to measure advertising performance and has been a goal for advertisers to achieve 
(Martín-Santana & Beerli-Palacio, 2012). According to previous literature in this subject, it has been discovered that consumer's attitudes 

towards an ad, intrusiveness, and loyalty are the three key variables that correspond to advertising effectiveness in the digital context (Belanche 

et al., 2019). 

Ad Attitude 

Attitude is considered to be the major driver of consumer volitional behavior (Scott B. MacKenzie et al., 1986). Attitude toward the 

advertisement is "An effective construct representing consumers' feelings of favourability/unfavorability toward the ad itself" (MacKenzie & 

Lutz, 1989). 

Ad Intrusiveness 

Ad intrusiveness is defined as “the degree to which advertisements in a media vehicle interrupt the flow of an editorial unit”(Goodrich et 

al., 2015). For the advertiser, higher intrusiveness will lead to greater abandonment by the customer seeing the advertisement. 

Ad Loyalty Intentions 

Marketers are currently focussing their efforts on digital advertising to increase consumer's loyalty to their brands or product. Customer 

loyalty is seen as a very good forecaster of actual customer behavior (Chi & Qu, 2008). While there are different ways to measure customer 
loyalty. In general, they cover these 3 measures which are ''likelihood to repurchase the product or service'','' likelihood to recommend a 

product or service to others'' and " overall satisfaction"(Puccinelli et al., 2009). 

Compiling all of the literature reviews found by researchers, the study constructs these hypotheses: 

H1: There’s significance difference in ad effectiveness between planned Advertisement 1,2,3,4,5,6,7 

H1a: There’s significance difference in ad attitude between planned Advertisement 1,2,3,4,5,6,7 

H1b: There’s significance difference in ad Intrusiveness between Advertisement 1,2,3,4,5,6,7 

H1c: There’s significance difference in ad Loyalty Intentions between Advertisement 1,2,3,4,5,6,7 

 

METHODS 

The researcher used a quantitative approach to the study. The approach was used because of its ability to generate numerical data that 

could be used to change to statistical data and solve the research question.  Quantitative research is also defined as the method to account for an 

issue or phenomenon through gathering data in the form of numerical data (Malhotra, 2010). 

The population for this research is will follow Studio Hikari’s target market which is: 

1. The Age of the respondent is 18-27 years old 

2. The respondent must live in DKI Jakarta, Banten or West Java 

The respondent must also be Active Users of Instagram, which according to Facebook is defined as a registered Instagram user who 

logged in and visited Instagram through the website or a mobile device in the last 30 days as of the date of the measurement. Since it is 
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unfeasible to survey all members of the population for the research, the sample and sampling technique is important. The sampling technique 

used is judgemental sampling where the elements int the sample (target market criteria) us believed to be representative of the population of 

interest. The minimum sample size to be included in an advertising study should be 150 (Malhotra, 2010). This research was conducted with 

188 respondents. 

Four variables were assessed in the survey: demographic, behavioral, advertising effectiveness, and consumer preferences towards the ad. 

The variables will be measured by demographic and behavioral measured with fill out choices from the researcher. Advertising Effectiveness 

will be measured using Ad effectiveness adapted from (Belanche et al., 2019). To test ad effectiveness there will be 9 questions regarding ad 

attitude. Ad intrusiveness, and ad loyalty intentions. The 9 questions are seen on the table below 

Table 4 Advertising effectiveness indicator 

Variables Label Indicator Scale 

Ad Attitude ADATT1 The ad was unpleasant/pleasant  Interval Likert Scale 

ADATT2 The ad was not at all likable/likable  Interval Likert Scale 

Ad 

Intrusiveness 

INTRU1 The ad was intrusive Interval Likert Scale 

INTRU2 The ad was disturbing Interval Likert Scale 

INTRU3 The ad was distracting Interval Likert Scale 

Ad Loyalty 

Intentions 

LOY1 I intend to get more information about 

the advertised product/service 

Interval Likert Scale 

LOY2 I intend to buy the advertised 

product/service 

Interval Likert Scale 

LOY3 I would recommend the advertised 

product/service 

Interval Likert Scale 

LOY4 I would disseminate information about 

the advertised product/service in social 

media 

Interval Likert Scale 

 

Ad preference was measured by ranking several advertisements based on their preference. Each advertisement represents a single 
combination of cues (duration, the color of the background, informativeness) being studied. Duration has 3 preference attribute level, Color of 

Background has 2 preference attribute level, Informativeness has 3 preference attribute level. The combinations of the 7 advertisements are 

shown on the table below: 

Table 5 7 Advertisement combination 

No. Duration Colour of Background Informativeness 

1 5 Seconds Dark Blue Low 

2 5 Seconds Yellow Medium 

3 10 Seconds Yellow Medium 

4 10 Seconds Red High 

5 15 Seconds Dark Blue Low 

6 15 Seconds Yellow  Medium 

7 15 Seconds Red High 

 

For analyzing the quantitative method, the researcher uses MANOVA to know about the relationship between Ad effectiveness (ad 
attitude, ad intrusiveness, ad loyalty intentions) towards the 7 Instagram stories advertisement and conjoint analysis to know about consumer 

preference towards Instagram stories advertisement 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

H1: There’s significance difference in ad effectiveness between planned Advertisement 1,2,3,4,5,6,7 

Hypothesis 1 is accepted because of F=5165.349b, p<0.05 in all four multivariate tests (Pillai's trace, Wilks' Lambda, Hotelling's Trace, 

Roy's Largest Root). This indicates that there's a significant difference in ad effectiveness between planned Advertisement 1,2,3,4,5,6,7. 

This difference can be attributed to the difference in duration, the color of the background, and the informativeness level between the 

advertisements.   

H1a: There’s significance difference in ad attitude between planned Advertisement 1,2,3,4,5,6,7 

Hypothesis 1a is accepted because of F=15739.933b, p<0.05 in all four multivariate tests (Pillai's trace, Wilks' Lambda, Hotelling's Trace, 

Roy's Largest Root). This indicates that there's a significant difference in ad effectiveness between planned Advertisement 1,2,3,4,5,6,7. 

H1b: There’s significance difference in ad Intrusiveness between Advertisement 1,2,3,4,5,6,7 

Hypothesis 1b is accepted because of F=1666.722b, p<0.05 in all four multivariate tests (Pillai's trace, Wilks' Lambda, Hotelling's Trace, 

Roy's Largest Root). This indicates that there's a significant difference in ad effectiveness between planned Advertisement 1,2,3,4,5,6,7. 

H1c: There’s significance difference in ad Loyalty Intentions between Advertisement 1,2,3,4,5,6,7 

Hypothesis 1c is accepted because of F=5928.516b, p<0.05 in all four multivariate tests (Pillai's trace, Wilks' Lambda, Hotelling's Trace, 

Roy's Largest Root). This indicates that there's a significant difference in ad effectiveness between planned Advertisement 1,2,3,4,5,6,7. 
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To find out which advertisement performs the best at each indicator the researcher looked at the descriptive statistic. To determine if it has 

a significant difference the researcher will be looking at the Tukey HSD post hoc test   

 

Table 6 Descriptive Statistics 

Dependent 
Vatiable 

AD1 AD2 AD3 AD4 AD5 AD6 AD7 

ADATT1 5.4096 5.7926 5.8085 5.6702 4.75 5.5957 5.7553 

ADATT2 5.5213 5.8457 5.8511 5.6809 4.7287 5.5904 5.6915 

INTRU1 3.1223 2.8245 2.766 2.9628 2.9734 2.8085 2.9255 

INTRU2 2.1277 2.1489 2.1436 2.2713 2.6011 2.2553 2.2979 

INTRU3 2.7447 2.75 2.8191 2.8245 3.0585 2.7979 2.8138 

LOY1 5.1649 5.4043 5.4309 5.2872 4.3617 5.0479 5.266 

LOY2 4.5106 4.9096 5.1649 5.1543 4.1383 4.9415 5.1543 

LOY 3 4.8564 5.0798 5.234 5.3032 4.2021 4.9681 5.1436 

LOY 4 4.4521 4.7766 4.9468 4.9043 4.1383 4.766 4.9468 

Lower ad intrusiveness is preferred because ad intrusiveness negatively impacts ad effectiveness. From the table above it can be seen that 

advertisement 3 has the best score in ADATT1, ADATT2, INTRU1, LOY1, LOY2, LOY3, LOY4. From the Tukey HSD post hoc test, there is 
a significant difference only to advertisement 5 on variable ADATT2, LOY1. There is also a significant difference only to advertisements 1 and 

5 on variable ADATT1, LOY2, LOY3, LOY4 While for INTRU2 and INTRU3 advertisement 1 has the best score. Advertisement 1 has a 

significant difference to advertisement 6,4,7 and 5 on variable INTRU2. For INTRU 3 there is no significant difference between all the 

advertisements. 

In this research, conjoint analysis is used to understand consumer preference toward Instagram Story advertisement made by Studio 

Hikari. The result from this analysis shows the most important variable is Duration (47.299) followed by Color of Background (27.737), and 

lastly is Informativeness (25.328). Furthermore, the highest utility value score belongs to the duration in 15 seconds (1.308); Yellow color 

(0.391); and both medium (0.363) and High (0.363) level of Informativeness. Utility value determines which factor is most preferred by the 

respondents.  

Furthermore, the total utilities score of each ad shows: 

• Advertisement 1 (7.859) 

• Advertisement 2 (10.093) 

• Advertisement 3 (9.231) 

• Advertisement 4 (9.203) 

• Advertisement 5 (9.39) 

• Advertisement 6 (11.624) 

• Advertisement 7 (11.596) 

Based on that results, Advertisement 6 (11.624) got the highest total utility score. This advertisement has a duration of 15 seconds and the 
background color is yellow. Advertisement 6 consists of information on the product name, image, and brand message (figure 1). The researcher 

assumes that respondents prefer a longer duration because in a short duration it is hard for the viewer to receive the information about the 

product. 

 
 

Figure 6 Advertisement 6 

 

CONCLUSION 

With the increased usage of digital advertisement by marketers, it has become very important to measure ad effectiveness in this relatively 

new format. The purpose of this research is to help Studio Hikari in developing and determining what kind of advertisement is appropriate for 
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an Instagram Stories advertisement. Studio Hikari has provided 7 different advertisements for the researcher to use. Those 7 advertisements are 

given to respondents along with several questions.   

3 factors influence viewer preferences towards Studio Hikari Instagram story ads: duration, the color of the background, and level of 

informativeness.   

The consumer preference towards Studio Hikari Instagram story ads is known from the conjoint analysis. The result is that the 

combination most preferred is advertisement 6 that have combinations of 15 s duration, yellow color, and medium informativeness level. 

Furthermore, there is a significant difference between Ad effectiveness in 7 Studio Hikari planned advertisements with advertisement 3 is the 

highest. 

 After evaluating the ad effectiveness and preferences towards the advertisements, there are several recommendations for Studio Hikari 

Recommendation 1 

Studio Hikari should choose advertisement 3 for its upcoming advertisement because it has the highest advertising effectiveness. The 

researcher did not choose advertisement 6 which is the most preferred according to conjoint analysis because there is not a strong correlation 
between the estimated preferences with the observed preferences. The differences between advertisement 3 and 6 are only in the duration. The 

difference between duration in advertisement 3 (10 seconds) and advertisement 6 (15 seconds) will not be too important since the information 

delivered is still the same. In this research, it is also found that a long advertisement will have higher advertising intrusiveness which is 

undesirable. Therefore, the ideal duration in this case according to the researcher is 10 seconds. 

Recommendation 2 

In creating an Instagram story advertisement, the duration of the advertisement must be carefully considered. Short duration for example 5 

seconds will not be enough time for information to be delivered effectively. A longer duration of 10 or 15 seconds will be more ideal depending 

on the information intended to be delivered by the advertisement. 

Recommendation for Future Research: 

 In this research, the researcher only used 3 factors in an advertisement which are duration, the color of the background, and level of 

informativeness. For future research, it is suggested to test other factors. More factors tested will result in better data for marketers using 

Instagram stories advertisements to develop the right advertisement. 
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Abstract  

In riding hailing services, Grab launched its new feature named Grab Subscription Plan program that launched in December 2018. 

Previously, Grab said that this subscription feature is the tool of a company to overcome price wars with Go-Jek and to sustain customer loyalty 

for the long-term strategy. But every product or service may lead to different experiences in a different person. This is why knowing customer 
experience that has an impact on customer loyalty is important. Hence, the objective of this research is to identify the factors that influence 

customer experiences on the Grab subscription plan program and analyze the impact of customer experience on the Grab subscription plan 

program towards customer loyalty through customer satisfaction and perceived value as a mediating variable. This study using semi-structured 

interviews and an online survey method to collect the data, while using open coding and PLS-SEM to analyze the data. The result indicates that 
there are some factors (usability, perceived value, service quality, and social influence) that affect customer experience. Furthermore, customer 

experience and customer satisfaction towards the Grab subscription plan significantly affect customer loyalty on Grab company. 

 
Keywords: Customer Experience, Customer Loyalty, Customer Satisfaction, Grab Subscription Plan    

 

BACKGROUND 

Ride-hailing is a phenomenon where customer can order their transportation services such as cars or bikes from the drivers who 'rent' that 

transportation and also the service via a mobile application that they have on their phone. This application technology offers many advantages 

to both driver and customer who can accurately know each other's position, customer able to look the driver profile or even about their vehicle 
information, and the customer can have a time efficiency by using this kind of technology to book or find transportation (Farin, 2016). With 

many advantages that customer gets, it is easy to make ride-hailing gain popularity among people that have an impact on the increasing number 

of rides hailing users. At the end of November 2018, a significant increase in active users was seen around 400% only in 3 years 

(Katadata.com, 2018) and it leads to strong competition among online transportation providers, such as GO-JEK, Grab, Uber, Bajaj App, etc. 

Grab is one of the ride-hailing services in Indonesia, Grab has some strategy to always improve their services to gain competitive 

advantages over others. Recently Grab has released its new feature named Grab Subscription Plan program that launched in December 2018. 

By subscribing to this Grab program, the users can get the total amount of discount vouchers that will only be paid less than that amount as 

their advantages. This research analyzes Grab’s customer experience toward this feature. According to McKinsey (2017), companies that create 
outstanding customer experiences can distinguish themselves from their competitors. This program makes the customer can get benefits like 

getting a discount voucher that has an amount greater than the customer pay. The benefits that customer receives may lead to creating perceived 

value about the product that has an impact on their satisfaction. Then the satisfied customer will lead to customer loyalty (Fornell, 1992). 

Previously, Grab said that this subscription feature is the tool of a company to overcome price wars with Go-Jek and to sustain customer loyalty 
for the long-term strategy (Nabila, 2019). So, since Grab is the pioneer in creating and developing subscription plan feature than other 

competitors, knowing how to manage customer experience and the real customer experiences toward Grab subscription program which might 

have an impact in their loyalty will be beneficial for the companies to know how effective and efficient this subscription plan program based on 

customer experience to create customer loyalty in term of rivalry phenomenon between ride-hailing in Indonesia. 

 

LITERATURE REVIEW 

Marketing Strategy: According to Sudharshan (1995), he defines that marketing strategy is a decision and development of the firm's 

relationship with their stakeholder. To get satisfactory, a business should try to develop a whole pack of marketing strategies consists of 

different aspects designed as the touchpoint with the product (Swinyard, 1993). 
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Customer Experience: According to Meyer and Schwager (2007) customer experience is a customer direct or indirect contact with the 

company or product that creates a personal and subjective response toward it. This means that the customer for different people will experience 

different results (Meyer and Schwager, 2007). Gentile et al. (2007) first distinguished the following six experiential components as being 

sensorial, emotional, cognitive, pragmatic, lifestyle, and relational. 

Customer Perceived Value: Kotler (2016) states that customer perceived value which also called the value perceived by the customer is 

the difference between prospective customers for all benefits and costs of perceived and alternative offers. According to Barnes (2003), usually, 

a customer choosing to buy something in a particular product or service category will consider their options and observe all brands or models in 

the category they wish to purchase. The perceived value of the consumer depends on the experience and knowledge of the customer and is a 

critical factor that helps to attract new customers and maintain current customers Woodruff (1997). 

H1: Customer experiences have positive significant correlation to customer perceived value 

Customer Satisfaction: Bae (2012) defines that customer satisfaction is seen as an indicator of a particular buying experience or even an 

assessment of consumer purchase decision. Therefore, customer satisfaction occurs when the expectation of the customer is fulfilled. Based on 
Poon and Low (2005), customer satisfaction is a whole assessment of the performance, consistent with prior experiences with a firm. The study 

by Zainal, A. & Raji, M (2016) states that customer satisfaction also can be influenced by customer perceived value.          

H2: Customer experiences have positive significant correlation to customer satisfaction  

H3: Customer perceived value has a positive significant correlation to customer satisfaction 

Customer Loyalty: Customer loyalty was early defined as the customer's willingness to maintain relationships with a specific company or 

service or product Rai and Medha (2013). Bhatt, Jignesh B (2015) said that customer experience affects customer loyalty. Other than that, 

previous studies have shown that there is also a positive relationship between perceived value and repurchase intention (Parasuraman and 

Grewal, 2000). While Zainal, A. & Raji, M (2016) said that customer satisfaction affects customer loyalty.                 

H4: Customer perceived value have positive significant correlation to customer loyalty  

H5: Customer Satisfaction has a positive significant correlation to customer loyalty 

H6: Customer experience has a positive significant correlation to customer loyalty 

Factors Influence Customer Experience: Customer experience, according to Adam Richardson (2010), is how customers engage with 
company and brand throughout the entire arc of being a customer. In that case, a company can offer positive customer experience towards its 

customers during this time frame by offering considerable pricing, distinctive network, versatile product variety, satisfactory customer support, 

and last but not least is value-added service. A company also needs well-skilled employees to deliver a better quality of customer experience.                

H7: Some external factors have positive significant correlation to customer experience 

Thus, according to the definition, explanations, and findings of previous studies, the researcher uses seven relational hypotheses as shown 

in this study model (Fig. 2.1) below: 

 
Figure 2.1 Conceptual Framework 

 

 

METHODS 

This research uses a qualitative and quantitative approach, by semi-structured interviews and an online survey to Grab customers that have 

been used the Grab subscription plan program to gain insight about the influential factors of customer experience and customer experience on 

the Grab subscription program. The interview data were analyzed through open coding and triangulation by comparing it to previous research 
to conclude the result, while survey data analyzed by SEM PLS (Partial Least Square), a technique of multivariate statistics that can be used to 

solve various explanatory and response variables simultaneously. Refer to the study by Fornell and Bookstein (1982), PLS is a formal model 

equation technique with an approach to optimizing the stated variance of the endogenous structures. The sampling technique of both methods is 

using judgmental sampling, that deliberate decision of the informant, because of the qualities of the informant.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Interview Findings  

The interview data got saturated with the 7th interviewees because no new information obtained. From the interview several factors can 

influence Grab consumer's experience: 
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1. Usability - Easiness to use this program and have an error-free program (usability) can affect their experience when using Grab 

subscription program, which is consistent with the finding of S. Nambisan and P. Nambisan's (2008) study which noted that, regardless of 

the technological complexity, the ease which customers can interact with and perform tasks can shape their overall experience.  

2. Perceived Value - The effectiveness in saving costs can affect also Grab customers' experience. It indicates that perceived value influences 
customer experience on the Grab subscription program. it is also corresponding to Fazal-e-Hasan et al. (2018) who stated that the 

perceived value of brands relating to quality, price, and social dimensions has a positive impact on consumer experiences.  

3. Service Quality - The service when using the Grab subscription plan. It is also corresponding to Bujisic Milos's (2014) research who said 

that service quality is one of the components that can influence customers' experience.  

4. Social Influence - Their friends and their social media. So, four factors can affect customer experience on the Grab subscription program 

which are usability, perceived value, service quality, and social influence. 

There are found 4 experiences recognized in Grab subscription plan refer to Gentile et al. (2007) study that distinguished the experiential 

components into a cognitive, sensory, emotional, and pragmatic experience;  

1. Emotional: Some of the interviewees said that they feel happy with some of the features in this program, but some features make them feel 

sad when using the Grab subscription program. Based on those answers it indicates that customers have different emotional experiences 

toward different packages as their real experience when using the Grab subscription program. This finding was also confirmed by Hebb 

(1949), who claimed that emotional experience had nothing specific to it. Hebb cited, “emotional experience is a highly variable state and 

sometimes shares the complex nature of a judgment" (Das, K., 2017). 

2. Cognitive: Customers feel that they are doing something rational by having an experience in using this Grab subscription program. This 

result supported by Lakoff (1987) who said that basic cognitive experience enables people to conduct rational activities based on their 

experience 

3. Sensorial: Most of the interviewees said that they feel helped when using this subscription since they can easily sight the layout of this 

program. Based on those answers it indicates that customers have the sensory experience through their sight as their real experience when 

using the Grab subscription program. This finding was also confirmed by Rupini RV, et al (2015), who claimed that for most humans, 

sight is the most dependent and essential sense, and often has a first impression and experience from it. 

4. Pragmatic experience: Customers feel helped when using this subscription since the display of this program is user friendly. This result 

also supported by Gentile et al. (2007) who stated that the usability component of the product is included in the pragmatic component. 

 

SEM-PLS Results 

Hypothesis Structural Path T-Values P Values Result 

H1 Customers Experience -> Customers Perceived Value 2.511 0.012 Accepted 

H2 Customers Experience -> Customers Satisfaction 18.877 0.000 Accepted 

H3 Customers Perceived Value -> Customers Satisfaction 6.313 0.000 Accepted 

H4 Customers Perceived Value -> Customers Loyalty 0.363 0.717 Rejected 

H5 Customers Satisfaction -> Customers Loyalty 8.093 0.000 Accepted 

H6 Customers Experience -> Customers Loyalty 7.872 0.000 Accepted 

H7 External Factors -> Customers Experience 17.208 0.000 Accepted 

Customers experience has a positive significant correlation to customers perceived value  

The result shows that customer experiences toward the Grab subscription program have a significant positive correlation to their perceived 
value. This result shows that the experience that customer gets whether it is good or not will affect them to see the value of this program. So, if 

they receive a bad experience, they may be set the value of this program is not worth then they will tend to choose a similar program in other 

brands. This result finding is supported by Barnes (2003) who stated customers usually choosing to buy something in a particular product or 

service category will consider their options and observe all brands or models in the category they wish to purchase. Other than that, this result 
also supporting the recent study by Lin et al (2013) who stated that perceived value has a strong impact beyond the satisfact ion of new 

customers who switch from competitors because customers have accumulated shopping experience and value awareness. 

Customer experience has a positive significant correlation to customer satisfaction 

The result shows that customer experiences have a significant positive correlation to customer satisfaction. This result shows that 
experience that customer receives from using Grab subscription plan program will influence their satisfaction toward this program. It indicates 

that when the customer receives good experience from this program, they will feel more satisfied with it. This statement in line with the theory 

by Poon and Low (2005) who stated customer satisfaction is a whole assessment of the performance, and it will consistent with prior 

experiences with a firm.  

Customer perceived value has a positive significant correlation to customer satisfaction  

The third hypothesis is the relationship between customer perceived value and customer satisfaction. From the hypothesis test ing result 

above, the hypothesis is accepted. It shows that the way customers having a good perceived value toward this program, the more likely they 

will feel more satisfied with it. This result is consistent with the theory by Zainal, A. & Raji, M. (2016) who stated that customer satisfaction 

can be influenced by customer perceived value. 

Customer perceived value has a negative significant correlation to customer loyalty  
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The relationship between customer perceived value to customer loyalty is rejected. It shows that when customers having a good perceived 

value toward this program, it cannot significantly affect their loyalty toward it. This result is not consistent with the finding of Akinci (2015) 

who stated that a positive perception of value has resulted in the greater customer feeling to be loyal. This result is also supported by the 

descriptive analysis result above, in which one indicator (statement "You get what you pay for the product at this subscription program") in 
customer perceived value variable has the mean score above 4.100. While one indicator (statement "I seldom consider switching to another 

subscription program by other competitors") in the customer loyalty variable has the lowest mean score by only 3.313. It indicates that most 

respondents have a good perceived value toward this program but it does not make them considering being loyal to Grab company. 

Customer Satisfaction has a positive significant correlation to customer loyalty  

The fifth hypothesis, which is customer satisfaction to customer loyalty is accepted. This shows that Customer Satisfaction has a positive 

significant correlation to customer loyalty. It indicates that the more customer feel satisfied with this program can boost their loyalty toward 

Grab company. It also in line with Nobar's (2018) research result, which stated customer satisfaction is a positive driver of customer loyalty. 

Customer experience has a positive significant correlation to customer loyalty  

The next relationship to discuss is customer experience to customer loyalty. Based on the calculation, the hypothesis is accepted. The 

result shows that customer experience toward the Grab subscription program can boost their loyalty to Grab company. It indicates that the 

better experience that customer gets, it will lead to greater customer loyalty for the company. It in line with Bhatt's (2015) research result, 

which stated that customer experience has a substantial effect on building customer loyalty. 

External factors have a significant positive correlation to customer experience 

Hypothesis 7 results indicate that the hypothesis is accepted, this shows that External factors have a significant positive correlation to 

customer experience. The result shows that there are external factors that can boost customer experience of the Grab subscription program. It 

indicates that the external factor that customer has will lead to the greater customer experience of the Grab subscription program. This result 
finding is strengthening the argument by Richardson, A. (2010) who stated that customer experience can be modified by individual insights, 

emotions, and behavior or even by providing a reasonable price, a distinctive network, flexible product variations, the right customer service, 

and the last service but not the least added value. 

 

CONCLUSION 

This research found that four factors can influence customer experience of Grab subscription plan program: usability (Easiness to use this 
product and the way Grab maintain error-free toward this program), perceived value (the program term and conditions, the value of the 

program, and the way this program offers price discount more frequently than other competitors), service quality (Grab ways to manage 

complain), and social influence (My friends, family or colleague's opinion).  

Besides, there are four components of the experience that represents customer experience of Grab subscription plan program: cognitive, 

sensory, emotional, and pragmatic experience 

Furthermore, the results show customer experience is affecting customer satisfaction, perceived value, and loyalty of Grab company and 

customer satisfaction can significantly influence customer loyalty.  

For Grab company, some marketing recommendations can be done regarding the findings in this research. Grab company has to 
understand the experience of customers from the Grab subscription plan program and create a better customer experience. The researcher has 

presented the research result which is customer experience can directly significantly affect customer loyalty or through customer satisfaction as 

the mediating variable. Other than that, to create a better customer experience researcher also presented the research result which is there are 

four factors with seven indicators that can influence customer experience. By understanding the customer experience and creating a better 
customer experience by implementing suitable marketing recommendations in increasing the factors that can affect customer experience itself, 

Grab company through the Grab subscription plan program will be able to create and sustain customer loyalty. For future research, it is 

suggested to find other factors that could significantly affect the customer experience and to add other variables that are thought to have a 

significant effect on the customer loyalty on Grab company.   
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Abstract  

In the emergence of the internet, industries try to adapt to technology to gain competitive advantages. Retail industry adapts with creating an 

independent online store which is multi-channel, multi-channel has gone through advancement in various way, notably the integration between 

the online platform and offline platform to create a seamless customer journey that called Omnichannel store. Integration Quality is a part of 
the omnichannel store. Integration quality has four variables; these four variables will be analyzed in this research. Despite the Omnichannel 

benefit, professionals see omnichannel as an expensive investment. Customer engagement is also changing; customers will no longer need to 

engage and purchase at brick-and-mortar stores. Social Exchange theory contends that whenever customers are given something valuable from 

brands such as information, they tend to reciprocate to give personal assets. These personal assets include money that can make expensive 
investment paid-off. Therefore, this research aims to analyze the effects and identify the key driver of omnichannel on customer engagement 

toward repurchase intention on the existing omnichannel store, IKEA Indonesia. An online questionnaire gathers this research data collection. 

This research provides a model that can be used for assessing the channel integration quality influence on customer engagement towards 

repurchase intention. 
 
Keywords: Omnichannel, Integration Quality, Customer Engagement, Repurchase Intention, Social Exchange Theory  

 

BACKGROUND 

Omnichannel introduced in 2010. Omnichannel is a set of activities in sales experience and service via all channels, where consumers can 
evoke channel integration. Channel integration is controlled by brands seamlessly (Beck & Rygl, 2015). Omnichannel enables brands to 

interact seamlessly with customers through various integrated channels. Some of the companies that already used the omnichannel store in 

Indonesia are Zara, Fore Coffee, and IKEA Indonesia. 

IKEA is one of the leading brands for omnichannel, IKEA had been a benchmark for their omnichannel, especially in the furniture 
business. IKEA has robust features in their omnichannel store; These features include picking up in the store regardless of the channel 

customers acquire the product and product delivery from the transaction within all of their channels (Maškarić, 2019) 

IKEA had heavily invested in an omnichannel store report that shows that IKEA had a large amount of investment in omnichannel from 

2017-2018 alone, totaling €2,8 billion (around 43 trillion Rupiah) invested in digital & sustainability programs (Hoong, 2019). The previous 

statement showed that IKEA is making omnichannel a priority for their marketing program.  

There are some worrying signs about the Omnichannel store. Omnichannel has not been such a successful hit, such as 10% of the retail 

CEO said that they successfully generate profit while meeting the needs of omnichannel (Business Intelligence, 2017a). More than 74% of 

respondents to the PwC and JDA survey stated there is an increase in online operational costs because costs linking to omnichannel item 
returns. Less than 24% stated that consumer returns were not leeching the profits (Business Intelligence, 2017a). From these statements 

conclude that Omnichannel store concepts create additional cost and consumer returning to omnichannel store reducing profit, is it worth the 

amount of investment that IKEA splashed to Omnichannel service. 

Lee et al.,(2018) states the urgency to study Omnichannel effects on his study. The researcher also adopted the conceptual framework 

from Lee et al. (2018). 

There are three research questions from the problem statement that this study tries to address, the questions include: 

1. What is the relationship between breadth of channel-service choice, transparency of channel-service configuration, content consistency, 

and process consistency to customer engagement? 

2. What is the relationship between customer engagement and repurchase intention? 
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3. From breadth of channel-service choice, transparency of channel-service configuration, content consistency, and process consistency, 

which variables that have more influence on customer engagement? 

The purpose of this research is to: 

1. To understand the relationship between breadth of channel-service choice, transparency of channel-service configuration, content 

consistency, and process consistency and customer engagement on IKEA Indonesia. 

2. To understand the relationship between customer engagement and repurchase intention on IKEA Indonesia. 

3. To identify from four variables (breadth of channel-service choice, transparency of channel-service configuration, content consistency, 

and process consistency) that have more influence on customer engagement 

 

LITERATURE REVIEW 

When "omnichannel" brands guarantee channel integration quality all through the purchasing process, increase the customer's likelihood 

to engage with brands and brands products. "Channel integration quality" in this research discusses the omnichannel brand capacity to provide 

consumers the smooth shopping experiences via all channels (Sousa & Voss, 2006).   

In this research, the researcher only focuses on one specific variable in the Omnichannel retailing, Integration Quality. Integration Quality 
is one of the Omnichannel attributes. Integration Quality has two sub-dimensions; Channel-Service Configuration and Integrated Interaction. 

Channel-Service configuration has two sub-dimension, breadth of channel-service choice and transparency of channel service choice. While 

integrated interaction has two sub-dimension, content consistency, and process consistency. Breadth of channel-service choice, transparency of 

channel service choice, content consistency, and process consistency will be dependent variables that influenced customer engagement. 

Breadth of Channel-Service choice is pointing to how further the customer can freely pick alternative channels for requested services or 

can accomplish favored function via a particular channel (Sousa & Voss, 2006). It is about whether the customers can pick any brand’s channel 

for purchasing activities, such as examining product details, purchasing products, and checking their availability.  

"Transparency of Channel-Service configuration" is pointing to how to further customers are conscious of the accessible channels and 
services as well as the distinctiveness between service attributes in all channels (Sousa & Voss, 2006). It is about whether customers aware of 

the difference between the channels in every channel available. 

“Content consistency" refers to the uniformity of the content/information given by brands in all channels to customers (Sousa & Voss, 

2006). Content in this research means as outgoing and incoming information from the brand to the customer.  

“Process consistency” is pointing on how to further uniformity of relevant and comparable buying experience process attributes of the 

front office linked with various channels (Sousa & Voss, 2006). It is about delivering the same experience all of the time. 

“Customer engagement” is the stage of customer's (or potential target market) interaction and relationship with the brand/company's 

offering and activity, frequently engaging other people in social network build surrounding brands or company's offerings and or activities. 
(Vivek, Beatty, Dalela, & Morgan, 2014). According to Vivek (2014), customer engagement is driven by three specific dimensions: conscious 

attention, enthused participation, and social connection. 

“Conscious Attention” is the level of interest that the person has or wants to have in interacting with the focus of their engagement. (Vivek 

et al., 2014).  “Conscious Attention” is the reportable form of attention, contents of attention are consciously accessible such that one could 
report detecting this information (Montemayor & Haladjian, 2015). In short terms, the customers are aware of the engagement and could recall 

the engagement.  

“Enthused Participation” is a person's excitement reactions and feelings relating to using or engaging with the object of their engagement 

(Vivek et al., 2014). In other words, when participating in an event or activity that creates excitement or interest to the customers. 

“Social Connection” is improving the interaction based on the participation of others with the aim of engagement, showing reciprocal or 

reciprocal behavior in the presence of others. (Vivek et al., 2014). In other words, improving interaction created between the engagement from 

brand and customer interactions that breeds reciprocal actions creates social connection.  

When “Breadth of Channel-service choice” and “Transparency of Channel-service configuration” are being given to the customers, the 
customers notice it and begin to pay attention to channels that available in IKEA Indonesia. After giving attention, customers began to engage 

and felt the easiness in freely selecting channels in IKEA they become enthused. After become enthused and engaged with the brands, 

customers feel a connection with the brands creating reciprocal action that creating good customer-brand engagement (Cropanzano & Mitchell, 

2005). 

Align with SET values of reciprocity & equity, a reciprocity-based exchange is vital for creating excellent customer engagement (Pervan, 

Bove, & Johnson, 2009).  Service from brands in the form of “Breadth of Channel-service choice” and “Transparency of Channel-service 

configuration” is also considered as one of the assets that can be exchanged in reciprocity action for customer-brand engagement (Cropanzano 

& Mitchell, 2005) that suites SET values of equity and reciprocity. Good "integration quality" is a vital element in creating high customer 

engagement (Hollebeek, 2011). 

“Breadth of Channel-service choice” and “Transparency of Channel-service configuration” is one of the sub-dimension of “Channel-

Service choice”, (Sousa & Voss, 2006). So that “Breadth of Channel-service configuration” and “Transparency of Channel-Service 

configuration” are vital elements of creating high customer engagement. Researcher proposed hypothesis: 

H1: “Breadth of Channel-Service choice” has a positive influence on "Customer Engagement." 

H2: “Transparency of Channel-Service configuration” has a positive influence on “Customer Engagement." 
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When “Content Consistency” and “Process Consistency” are given to the customers, the customers notice it and begin to pay attention to 

channels that are available in IKEA Indonesia. After giving attention, customers began to engage and appreciate the consistency of information 

in IKEA; they become enthused. After becoming enthused and engaged with the brands, customers feel a connection with the brands creating 

reciprocal action and good customer-brand engagement (Cropanzano & Mitchell, 2005). 

Align with SET values of reciprocity and equity, a reciprocity-based exchange is vital for creating excellent customer engagement (Pervan 

et al., 2009). Information from brands in the form of "Content consistency” & “Process Consistency” is also considered as one of the assets that 

can be exchanged in reciprocity action for customer-brand engagement (Cropanzano & Mitchell, 2005). Good "integration quality" is a vital 

element in creating high customer engagement (Hollebeek, 2011).  

“Content consistency” & “Process Consistency” are some of the sub-dimension of “Integrated Interaction”(Sousa & Voss, 2006). So that 

“Content consistency” and “Process Consistency” are vital elements of creating high customer engagement. Researcher proposed hypothesis: 

H3:  “Content Consistency” has a positive influence on “Customer Engagement." 

H4:  “Process Consistency” has a positive influence on "Customer Engagement." 

Social Exchange Theory (SET) is widely received theoretical frameworks for clarifying the brands-consumers relationship. SET also value 

highly reciprocal transaction to produce high-quality customer-brands engagement. (Cropanzano & Mitchell, 2005). The core of SET is the 

standards of equity and reciprocity, which are aligned with customer engagement. When customers receive benefits from another (in this case, 

the brands), customers will felt in debt and obliged to give something back (Blau, 1964). That two core sets the trade parties to try to develop 

mutual advantages. 

SET is a customer-brand engagement theory that emphasizes equity and reciprocal values. Customers most likely create and maintain 

engagement with an omnichannel retailer based on their assessment of the advantages that brands give to customers. (Lee et al., 2018). SET 

suggests that the customer will put personal assets to the engagement when the brand also gives values or assets (Foa & Foa, 1980). Some of 

the assets mentioned are; information, money, goods, and services (Cropanzano & Mitchell, 2005). 

Customer engagement is on-going reciprocal events that have transactional and non-transactional results, which are “repurchase intention” 

and “positive word-of-mouth” (Cambra-Fierro, Melero-Polo, & Vázquez-Carrasco, 2013). In this research, the researcher only digs into the 

transactional impact of customer engagement: "repurchase intention." 

In this research, the researcher will examine the positive transactional effect, "Repurchase Intention." "Repurchase Intention" discusses the 

level to which customers will keep on purchasing items from a brand (Chiu, Chang, Cheng, & Fang, 2009).  From Khalifa & Liu (2007) to fit 

into the online retailing world, repurchase intention is reusing of the online channel to purchase from a particular retailer.  

Align with SET values of reciprocity and equity, “Repurchase Intention" engagement encourages positive transactional results (Cambra-
Fierro et al., 2013). "Repurchase Intention" is about what customers returning assets to brands after they are receiving assets of service and 

information assets from brands. 

Chiu (2009) contends that high-quality service leads to good customer-brand engagement and leads to increasing in Repurchase Intention 

(Chiu et al., 2009)."Customer engagement" to brands is vital and increase "Repurchase Intention" (Chan, Zheng, Cheung, Lee, & Lee, 2014). 
Customer engagement boosting "Repurchase Intention" (Cambra-Fierro et al., 2013). Customer Engagement with Conscious Attention, 

Enthused participation, and Social Connection variables have a positive relationship with Repurchase Intention (Roushdy & Ali, 2017). Hence, 

the researcher proposed hypothesis: 

H5: “Customer Engagement” has a positive influence on "Repurchase Intention." 

The conceptual framework in this research is given below. 
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Figure 1. Conceptual Framework 

 

 

METHODS 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 211  

In this research, breadth of channel-service choice, transparency of channel service choice, content consistency, and process consistency 

will be directly linked to customer engagement, and customer engagement linked to repurchase intention. In this modified model from Lee et 

al., (2018), breadth of channel-service choice, transparency of channel service choice, content consistency, and process consistency will be 

linked to customer engagement. Lee et al., (2018) encourage extension of the existing model, the researcher made the sub-dimension of 
channel-service configuration and integrated interaction directly linked to customer engagement. Because the focus of this research is to assess 

omnichannel variables for finding key driver constructs that, in the end, effecting repurchase intention through customer engagement in the 

existing omnichannel store in Indonesia, IKEA Indonesia.  

The data collection method in this research will be done by distributing online questionnaires and processing the data gathered to gain 
insight from findings. After data gathered from the questionnaire, data analysis will be performed using Structure Equation Modeling Partial 

Least Square (SEM-PLS) method, according to Hair, et al., (2011) SEM-PLS method is suitable to search for searching for key driver 

construct. SmartPLS version 3.0 software will be used in this research to process the data gathered and to test the hypothesis. Furthermore, the 

findings will be useful for professionals and further study. 

 
ANALYSIS OF FINDINGS AND DISCUSSION 

The data obtained from the online questionnaire will be analyzed using SmartPLS version 3.0, and the results will be used for review of 

this study's findings. The results may relate to the effect of factors influencing customer interaction, such as the breadth of choice of channel 
service, transparency of choice of channel service, content consistency, and process consistency. Besides, this research also examined the effect 

of customer engagement on repurchase intention in IKEA Indonesia. The research is expected to produce results describing factors that 

influence customer engagement and repurchase intention and how they affect each of the dependent variables. 

Therefore, by discussing the results of this research, the explanation of the discussion is intended to provide insights and straightforward 
explanations for marketing professionals to take from the customer's point of view the impact of channel integration efficiency on customer 

engagement and repurchase intention in the IKEA Indonesia omnichannel store in particular. This study would provide insights into which 

channel integration quality variable to focus on, to understand better how channel integration quality works in the omnichannel store at IKEA 

Indonesia. This study also expected to provide a customer profile of IKEA Indonesia omnichannel customers that could be used by IKEA 

Indonesia to assess the current IKEA Indonesia omnichannel strategies. 

 

CONCLUSION 

With technological advances, the retail industry adopted a new way to sell their product. From brick & mortar store, multi-channel, cross 

channel, and now omnichannel. IKEA opened up its omnichannel store in 2015, IKEA spends €2,8 billion in total for digital & sustainability 

program (Hoong, 2019). There are some downsides in the emergence of omnichannel, such as reducing profit and increasing operational costs 

(Business Intelligence, 2017b, 2017a). Omnichannel store create a bright side for upcoming prospects, customers demanded brands to create a 
seamless customer experience (Reynolds, 2017). As previous studies mostly focused on the influence of channel-service configuration and 

integrated interaction to customer engagement toward repurchase intention. Moreover, there are limited studies on the effect of omnichannel in 

Indonesia.  

Therefore, this study has objectives to identify the key driver in channel integration quality influence on customer engagement and 
repurchase intention. Analyzing the relationship integration quality sub-variables influences customer engagement, such as breadth of channel-

service choice, transparency of channel service choice, content consistency, and process consistency. Based on Lee et al., (2018) model of it 

will provide the findings that show the effects of breadth of channel-service choice, transparency of channel service choice, content consistency 

and process consistency influence the customer engagement, and customer engagement influence repurchase intention and marketing 
professionals could know which variables that need more attention in order to make better customer engagement and repurchase intention in 

IKEA Indonesia. Also, this section will contain the limitation the researcher has in this study. 
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Abstract  

Servicescape and Service Quality play essential roles in the sustainability of the hospitality industry, particularly in Bandung restaurant 

business. One-Eighty Café is in the heart of Bandung Tourism Area, which has to deal with tight competition, leading to a focus on improving 

these factors. This study aims to help One Eighty café to overcome the problem and retain its customers by enhancing Servicescape and Service 
Quality, leading to Customer Satisfaction and Repurchase Intention. The preliminary data using observation and qualitative methods, followed 

by a quantitative approach by questionnaire, which is expected to be completed by at least 200 respondents. Quantitative data will be analyzed 

with SEM analysis. The findings of this study are expected to show the relationship between Servicescape (i.e., ambience and interior layout 

and design) and Service Quality (i.e., tangible, reliability, responsiveness, assurance, and empathy) influence on Customer Satisfaction and 
Repurchase Intentions in details. The recommendations of this study are expected to respond to the specific elements that management should 

focus on to save costs and maximize Customer Satisfaction to retain customers. 

 
Keywords: Servicescape, Service Quality, Customer Satisfaction, Repurchase Intentions, Hospitality. 

 

BACKGROUND 

The rapid development of business in forms of café and restaurants has done this business widely spread all over Bandung city. In 2016, 

there are 2853 cafés and restaurants in West Java with Bandung on the very top list, with 467 cafés and restaurants located in Bandung District, 

followed by 291 in Bandung City. At the beginning of the following year, 2017, the data shows that there were 795 restaurants, cafes, and bars 

licensed in Bandung (Tumoutounews, 2018). The numbers are evolving every year, which indicates intensive competition in the same industry 
in forms of café and restaurants, nowadays many cafes are providing additional facilities to be enjoyed by the customers as their competitive 

advantage. 

Service is subjective, and thus, when assessing facilities, the consumer often depends on visible signs or concrete indicators (Tjiptono, 

2014). Servicescape is a term that describes the style and physical appearance where customers and service providers interact (Lovelock et al., 
2011). The service environment has become a selling point for cafe and restaurant businesses, and these business people are doing a lot of 

things to attract buyers, one of them is through interior design. In this case, we are talking about the restaurant business, to optimize the interior 

design of their place of business (Kumparan, 2018). From the perspective of the intention to buy again, the more appealing the services 

provided by the company, the more satisfied the customers would be, which will encourage buyers to repurchase in these services (Lovelock et 
al., 2011). Repurchase intention defined as a consumer decision as an entity with regard to the repurchase from the same business of a specific 

service, taking into consideration its circumstances and current state (Hellier et al., 2002). 

Discussing Servicescape relation to satisfaction, Wakefield and Blodgett (1996) imply that the length of time customers would like to 

allocate in the leisure service setting and Repurchase Intention of the service tends to depend on their satisfaction with the service setting. 
However, Caruana (2000) believed that there is another antecedent of Customer Satisfaction, where Service Quality is one of the major ones. 

Service quality is the effect of contrast between customer expectations and perception of service provided (Groönroos, 1984). Service 

consistency appears to be a leading factor in assessments on consumer satisfaction (Caruana, 2000). 

One Eighty Café is one of the cafes in Bandung city, which is located at Ganeca street, Dago, Bandung. Researcher did an observation in 
One Eighty Café by visiting the café for three days, started from 6 to 9 February 2020, and observe the café’s surroundings, including the 

customers. However, from the observation, the Servicescape perceived in the regular day compared to the high traffic day is quite different in 

terms of its ambience. The service performed by the employee’ also slightly change; the significant change is in its gap time between food 

served. Then, the researcher observes how it affects the customers by looking at their café’s review form provided by One Eighty. The aspect 
that the researcher focused on was the customer’s overall satisfaction. On a regular day, the average overall satisfaction with five range of 

Likert scale of 10 customers was 3,8. However, overall weekend satisfaction, which had more traffic, was 2,9.  It turns out with the inconsistent 
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level of Customer Satisfaction among different traffic levels. The researcher assumes that the shifting of the Servicescape and Service Quality 

affects their satisfaction level. It might indicate that Servicescape and Service Quality plays a role in Customer Satisfaction.  

The researcher has also conducted an interview session on 9 February 2020 with 10 One Eighty regular customers. All of them agreed that 

Servicescape and Service Quality is an integral part of the café that influences them to revisit One Eighty. They also mentioned the 
inconsistency in Service Quality at One Eighty Café. Acknowledging the tight competition between restaurant and café in Bandung and the 

shifting of customer behavior, this research aims to identify the influence of Servicescape and Service Quality on Customer Satisfaction and 

Repurchase Intention. Therefore, it supposed to help One Eighty Café to decide where to invest more money to elevate the Repurchase 

Intention of its customers. Further, this research help the researcher on gaining specific recommendation for One Eighty Café to improve their 
Servicescape and Service Quality to survive the industry tight competition. With the background of this research, this paper wishes to answer 

five proposed questions: 

1. Does Servicescape have a significant effect on Customer Satisfaction in One Eighty Cafe in Bandung? 

2. Does Service quality have a significant effect on Customer Satisfaction in One Eighty Cafe in Bandung? 

3. Does Servicescape have a significant effect on Repurchase Intentions in One Eighty Cafe in Bandung? 

4. Does Service quality have a significant effect on Repurchase Intentions in One Eighty Cafe in Bandung? 

5. Does Customer Satisfaction have a significant effect on Repurchase Intention in One Eighty Cafe in Bandung? 

 

LITERATURE REVIEW 

Servicescape 

Servicescape is the condition in which services are being delivered. It is the physical conditions of the place where service providers and 

consumers interact, also any tangible component used to support the role of service or communicate (Lupiyoadi, 2013). Servicescape is divided 

into three dimensions, which are; Ambient conditions, Spatial layout and functionality, Signs, symbols, and artifacts (Lovelock and Wirtz, 

2011).  

Bitner (1992), in her study, mentions findings by Mehrabian and Russell (1974), who state environmental psychologists say that people 

respond to places with two basic modes of behavior: approach and avoidance. Approach behaviors include all positive responses that may be 

guided to a specific location, such as the desire to stay, explore, work, and affiliate. Avoidance attitudes represent the contrary, i.e., will not 

stay. Bitner (1992) also discuss the study of retail environments by Donovan and Rossiter (1982), who found environmental perceptions 
affected approach behaviors in that environment, and the study by Milliman (1982, 1986) who found background music positive influence on 

traffic flow and gross receipts in both supermarket and restaurant environments. Darley and Gilbert (1985) in Bitner (1992) mentioned that 

Servicescape with beyond attracting or deterring entrance would directly affect the degree of satisfaction achieved by customers in executing 

their plans once they are inside  

Wakefield and Blodgett (1996), in their study, built their Servicescape framework based on Bitner’s (1992) aspects, which clearly 

illustrate the effect of Servicescape dimensions on customer behavior through a holistic environment and internal responses. In the context of 

leisure service, the extended period time, which is spent by the customers for the physical surrounding of the service provider, is generally 

required (Turley and Fugate, 1992). Wakefield and Blodgett’s (1996) study shows that in such cases, the Servicescape perceived quality may 
take part as an essential role in determining customer’s satisfaction, which influences their spending time as well as Repurchase Intention of the 

leisure service. More recent research by Lam et al. (2010) on casino Servicescape effects on gamblers’ satisfaction, intention to return, and 

willingness to stay. This research is a continuation of Bitner's (1992) study on the Servicescape's significant effect on Customer Satisfaction 

and individual behavior and explores how a casino environment's Servicescape effects gambler satisfaction. Their conceptual model is based on 
Bitner's (1992) and Wakefield's (1996) study. Their model also indicates that customers satisfied with casinos' physical environment will react 

with either approach or avoidance behavior in terms of stay desire and intention to revisit. 

Service Quality   

Service quality is defined as the results of a comparison of customers’ expectations and perception of performed service (Groönroos, 
1984). Quality is the subjective valuation of customers; the judgment is determined by the perception of customers on the product (goods and 

services). The dimension concept of Service Quality is simplified into five dimensions that are used as a reliable indicator of service, which is 

tangibles, reliability, responsiveness, assurance, and empathy.  (Parasuraman, Barry, and Zeithaml, 1988) 

According to Zethaml, et al., (1990) there is an influence of the dimensions of Service Quality on expectations of the customers based on 
the information conveyed by word of personal needs, mouth, external communication and experience (advertising and various other forms of 

company promotion) with the reality they receive. Then the conceptual models of Service Quality are developed.  

Customer Satisfaction 

Customer satisfaction is a customer's reaction to the perceived disparity evaluation between prior expectations or any performance 
standard and the actual service output as perceived after consumption (Tse and Wilton, 1998). According to Mohr (1982), in the process theory, 

the disconfirmation or expectancy paradigm provides the basic constructs for commonly the majority of satisfaction studies; performance, 

expectations, satisfaction, and disconfirmation. Later, Johnson et al. (1996), in their research, discussed further the relevant expectancy 

paradigm as alternative satisfaction models, one of them is the disconfirmation model. Johnson et al. (1996) mention that according to 
Anderson (1973) and Oliver (1993), the disconfirmation paradigm (also referred to as the confirmation/disconfirmation model) implies that 

perhaps the extent to which perceived performance meets expectations (positive disconfirmation) raises satisfaction rates while performance 

rates below expectations (negative disconfirmation) decreases satisfaction rates. Johnson et al. (1996) also added that Yi (1991) believe 

satisfaction seems to be a positive function of both the difference between performance and expectations. The concept of 

disconfirmation forecasts a fall in satisfaction with raised expectations. Instead of an anchor, expectations serve as a baseline or reference point 

to which consumers are supposed to measure performance when evaluating satisfaction. 
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Caruana (2000), in his study, mentioned that Baron and Kenny (1986) provide the model that can be adapted to investigate the mediating 

effect of Service Quality and service loyalty. Caruana (2000), in his study, explained that researchers had expanded the conception of the idea 

of loyalty. In the context of its relation to satisfaction, there is significant confusion in the boundary between Customer Satisfaction and Service 

Quality (Caruana, 2000). Perceived Service Quality is argued by both Groönroos (1984, 1990) and Parasuraman et al. (1985, 1988, 1994), as 
the results of customer comparison between Service Quality expectation and outcome quality or experienced. According to Ruyter et al. 

(1997), in Caruana (2000), Service quality turns out to be a contributing factor to customers’ satisfaction judgments. Overall Customer 

Satisfaction with the existence of experience does lead to loyalty (Caruana, 2000). Later, Caruana (2000) found that Service Quality acts upon 

the loyalty of service through Customer Satisfaction. The study adds to our understanding by supporting the argument that Customer 
Satisfaction plays a mediating role in the relation between Service Quality and loyalty. Service quality has also been found to become a 

significant factor for Customer Satisfaction. Though, the primary focus of management efforts should be on Customer Satisfaction, a 

substantial antecedent of which is Service Quality. 

Repurchase Intention 

Repurchase intention is customer behavior, where customers respond positively to the quality of service of a company and are interested in 

revisiting or consuming the company's products again (Cronin and Taylor, 1992). More rooted in the service context, Repurchase Intention 

defined as customer judgment as an individual around the repurchase of a specific service from the same company, taking into account her or 

his possible circumstances and current situation (Hellier et al., 2002). According to Hellier et al., (2002), when attitude takes part in the model, 

it is placed as a post-purchase construct with the below general sequence: 

Satisfaction → Attitude → Repurchase intention 

Hallier et al. (2002), in their study, states that scientists prove in their various product and service studies supported the direct positive 

relationship between Repurchase Intention and Customer Satisfaction studies. In service, these researchers signify that overall Customer 

Satisfaction strongly corresponds with Repurchase Intention behavior. 

In the context of Repurchase Intention relation to Servicescape, the more attractive the Servicescape offered by the company, the more 

satisfied the consumers will be, which will influence the consumers to repurchase in these service products. (a) Ambient conditions, (b) spatial 

layout and functionality, and (c) signs, symbols, and artifacts are factors that influence consumer Repurchase Intention in service products 
(Lovelock et al., 2011). with the existence of consumer satisfaction in Servicescape, it has a positive effect on the period time desired by 

consumers to stay and return. (Wakefield and Blodgett, 1996). 

Further, Repurchase Intention is the behavior of customers where customers respond positively to Service Quality of products/services of 

a company and plan to consume the company's products again. High Repurchase Intention reflects a high level of satisfaction from consumers 

when deciding to adopt or re-enjoy a service that was once felt (Cronin et al., 1992).  

 

Conceptual Framework 
As the researcher learned from preliminary research and literature review, Servicescape and Service Quality play essential roles in Bandung's 

restaurant industry sustainability. This research aims to investigate the influence of Service Quality on Customer Satisfaction and Repurchase 

Intentions. After reviewing the literature, the researcher identified that Caruana's (2000) model explains Customer Satisfaction as the mediator 
on Service Quality as the independent variable that leads to Repurchase Intentions. Although Wakefield and Blodgett (1996) research that 

adapted Bitner's Servicescape model (1992) demonstrate the impact of Servicescape dimensions on customer behavior through holistic 

environments (perceived Servicescape) and internal responses (satisfaction) that lead to relatively persistent and very potent effects on 

customers' willingness to repurchase in leisure service settings, these both models is one of the original model of the study field, more recent 
study adapted Caruana (2000) model with the same model in their research of Service Quality, while Wakefield and Blodgett (1996) study are 

focusing on leisure service settings which is suitable in the context of restaurants as a leisure service.  

 
Figure 1. Conceptual Framework 

 

H1. Servicescape has a significant effect on Customer Satisfaction in One Eighty Cafe in Bandung. 

H2. Service quality has a significant effect on Customer Satisfaction in One Eighty Cafe in Bandung. 

H3. Servicescape has a significant effect on Repurchase Intentions in One Eighty Cafe in Bandung. 
H4. Service quality has a significant effect on Repurchase Intentions in One Eighty Cafe in Bandung  

H5. Customer satisfaction has a significant effect on Repurchase Intention in One Eighty Cafe in Bandung. 

 

METHODS 

This study is quantitative research examines the relationship between Servicescape, Service Quality, Customer Satisfaction, and 
Repurchase Intention. To test the dimensions of Servicescape and Service Quality, a measurement model test is used. The data was collected 

through Preliminary observation, Preliminary Interview, and Questionnaires. Structural Equation Modeling (SEM) in AMOS is applied to test 

the model. The sample size of this study is determined based on Malholtra’s (2010) theory, which requires 200 respondents as the minimum 

sample sizes. Further, The parameter in question is the number of tracks or paths that exist in the overall model (Riadi Edi, 2018). According to 

Riadi Edi (2018), a ratio of a sample size to the number of parameters of 5:1.   
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ANALYSIS OF FINDINGS AND DISCUSSION 

The results of the SEM analysis are expected to provide an understanding of the relationship between Servicescape, Service Quality, 

Customer Satisfaction, and Repurchase Intention. This research is a study that empirically tests and explains the impact of Servicescape, 

Service Quality Dimensions on Customer Satisfaction, and Repurchase Intention comprehensively by conducting studies on cafe service users. 

Also, this study empirically tested and explained the direct and indirect effects of Servicescape and Service Quality on the Repurchase Intention 

mediated by the Customer Satisfaction of Bandung's cafe service users.  

All attributes of Servicescape, Service Quality dimensions are expected to have a positive impact on the creation of Customer Satisfaction 

and stimulation of Repurchase Intention. Furthermore, this research is expected to identify which variables have the most significant effect on 

Customer Satisfaction and Repurchase Intention. In the meantime, the role of Customer Satisfaction as a mediating variable is expected to have 

a positive impact on Repurchase Intentions.  

Besides, by conducting a descriptive analysis of the dimensions of each research variable, this research is expected to guide business 

owners and marketers in maximizing the Servicescape and Service Quality to improve Customer Satisfaction and to Repurchase Intention in 

coffee and restaurant visitors. This research will provide insight into which aspects of the Servicescape and Service Quality dimensions are 
should be focused on to develop. Also, this study is expected to provide insight into the variables being studied. Finally, this research is 

expected to provide valuable insights for service businesses that offer offline services to become sustainable businesses in this highly 

competitive service business situation. 

 

CONCLUSION 

People's lifestyles in this era have undergone changes and developments, and the activity of "hanging out" is now also part of the activities 
of young people and adults. The service environment and the improvement of Service Quality have become a crucial point for the cafe and 

restaurant business, and these business people are doing a lot of things to attract customers, one of which is through interior design. In this case, 

we are talking about business owners of restaurants or cafes, optimizing the interior design of their premises or services and improving Service 

Quality to increasing satisfaction and intention to repurchase, the more attractive the services provided by the business, the more satisfied 
customers will be, which will encourage buyers to buy back into service. Servicescape elements and Service Quality are therefore used as a 

business strategy to survive today's fierce competition in the cafe and restaurant industry by increasing service and Service Quality to increase 

consumer interest in cafes and restaurants.  

Previous research mainly discusses the impact of Servicescape on satisfaction and Service Quality on satisfaction separately; minimal 
research provides advice on how to increase Customer Satisfaction and Repurchase Intention. This study combines Servicescape and Service 

Quality variables to increase satisfaction and, at the same time, to generate interest in the repurchasing services offered. This study aims to 

examine the impact of Servicescape, Service Quality on Customer Satisfaction, and Repurchase Intention comprehensively by conducting 

studies on cafe service users. SEM analysis is carried out to provide answers to the research objectives. This study is expected to provide an 
understanding of the impact of Servicescape, Service Quality on Customer Satisfaction, and Repurchase Intention. For the recommendations, 

cafe and restaurant owners will be able to identify the dimensions of each of the measured variables that need to be improved and improved. 

Further, to enhance Servicescape and Service Quality will cost a lot of money, by knowing specific dimensions that should be focused on, 

businesses will efficiently enhance the purpose of both services cape and Service Quality. The findings will help marketers use the 

Servicescape, Service Quality Dimensions to improve Customer Satisfaction and Purchase Intention. 
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Abstract  

In Indonesia, e-wallet has a potential to replace the role of cash payments in doing transactions. Following this trend of e-wallet in Indonesia, 

Telkomsel has decided to transform mobile application-based e-wallet called LinkAja. Currently, LinkAja is yet to be able to go after major e-

wallet applications in Indonesia which are Gopay, OVO, and DANA. The paper aims to find the cause behind the lead down in terms of 
services given. The research uses modified Unified Theory of Acceptance and Use of Technology (UTAUT) model from Patel (2016) and 

Partial Least Square (PLS) Structural Equation Modelling (SEM) to analyze the data of 430 respondents living in Indonesia in the age of 15 – 

28 years old. The questionnaires are collected online. By applying two-step approach for instance, measurement model for indicator loadings, 

convergent validity, reliability, collinearity, F square effect size, total indirect and total effect, as well as structural model for path analysis, the 
findings from this study reveal that effort expectancy, performance expectancy, facilitating conditions, and social influence have significant 

relationship with intention to use LinkAja services. On the other hand, effort expetancy also has a significant relationship with performance 

expectancy. This research helps Telkomsel as the company that created LinkAja to have better understanding towards the important factors that 

affect the use of LinkAja services. 
 
Keywords: E-wallet, LinkAja, SEM-PLS, services, UTAUT 

 

BACKGROUND 

Technological development is something which cannot be avoided by people. People are pretty reliant on technology in this modern age 

and it somehow makes technology a simple necessity for everybody. One technology example is the internet. According to data held by 
tekno.kompas.com from March to April 2019, Indonesia's current population is 264 million in total, with 171.17 millions of them or 

approximately 64.8 per cent connected to the internet. This rise is 54.86 per cent from the previous year. In the digital age of today with the 

increasing amount of internet usage and significant demographic shifts in Indonesia, people are looking for easy access, convenience, 

efficiency and speed. That's why people are more likely to perform transactions, including handling their financial activities, across websites 

and mobile technology applications. The technology they are using is generally referred to as Fintech, which stands for financial technology. 

Fintech is a business sector that uses mobile-centric IT technology to improve financial system productivity (Kim, Park & Choi, 2016). As 

Fintech has adjusted to the market on a daily basis, payment systems that originally used cash as a payment instrument have now developed 

into non-cash payments. Based on a report written by Richard Bates (2017), we can see that with the existence of fintech, many people are 
having the intention to adopt this technology because users feel it is easier and faster by generally carrying a smartphone and in seconds able to 

pass various transactions without having to carry a wallet or cash since users are able to put their money in an application or electronic money 

card. Based on a research done by Riyanto and Primiana (2018), the growth of fintech is rapidly rapid in Indonesia, as evidenced by the 

emergence in recent years of numerous fintech startups. Fintech is expanding here in Indonesia, in several sectors. Payments, credits, or even 
deposits. That is why a lot of business people are designing ways to make payments. One of the systems used is also known as mobile payment. 

Mobile payment forms are various. One of them is in-store payment, with mobile wallet and Quick Response ( QR) code included. Mobile 

wallet is a virtual wallet that stores information of mobile device payment cards while QR code payments are used by scanning barcodes in-

merchant supported by the wallets. 

Electronic wallet is a digital tool in a form of software or applied for consumers to store their payment methods. It stores credentials of 

debit cards, credit cards, and alternative payment methods. By explaining the fintech segment and payment methods above, E-wallets in 

Indonesia are considered in the payment segment as well is using NFC and QR Code as their payment system. Near Field Communication 

(NFC) is a way to communicate in close proximity to your phone. It works within an average radius of 4 centimeters and provides a wireless 
link between the NFC connected device and other devices. E-wallet usage grew significantly along with its users. In 2019, Market Research 

Future as a global company, introduced a forecast report estimating that the nationwide e-wallet market would rise at a CAGR (Compound 

Annual Growth Rate) of 15% and is expected to reach around $2100 billion within 2017 to 2023. In Indonesia, e-wallet even has a potential to 
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replace the role of cash payments in retail transactions. According to the data given by Bank Indonesia (BI) in 2018, there are 38 e-wallets that 

is legally licensed and as the time goes by, e-wallet transactions in Indonesia has also reached 1.5 billion USD in 2018 and projected to keep on 

increasing to the amount of Rp355 trillion in 2023. One of the examples is LinkAja or formely known as T-Cash.  

iPrice Group in collaboration with trusted data analysis company App Annie, has summarized the data on the most popular e-wallet 
applications in Indonesia. With the accordance on the number of application downloads and monthly active users, this research presents the 

statistics to find out who are e-wallet applications in Indonesia. From the data given, Gopay is always in the first place consistently without 

even a fluctuation based on the number of downloads and active users. While the third most downloaded and the second most active user 

amount is owned by LinkAja or before 2019 was recognized as T-Cash followed by OVO and the rest in the next positions. But we can see that 
T-Cash is defeated by Dana in the second quarter of 2019. This event is coincided by the grand launch of T-Cash replacement as LinkAja in 

February 21st. 

However, according to the statistics above, currently LinkAja are still unable to compete with electronic payment applications such as 

Gopay, OVO and DANA. LinkAja application needs so much to do with many activities from morning to night and to facilitate their activities 
such as buying credit, internet data packages, bills and other online transactions. Researches done by Davis (1989), Venkatesh (2000), Plouffe 

et al. (2001), and many more have been done in information systems to understand, develop and predict factors that can influence technology 

adoption or innovation by individuals.  

The purpose of this study is to identify LinkAja services impact on customer’s intention to use LinkAja and to develop a framework that 
captures factors that are known to influence consumers' intention to use mobile payment based on the aspect of services using Unified Theory 

of Acceptance and Use of Technology (UTAUT) developed by Venkatesh in 2003. UTAUT is one of the latest developments in general 

acceptance modeling technology. Like earlier acceptance and adoption models, it aims to explain user intentions to use an information system 

and further the usage behavior. This research will focus on finding the performance expectancy, effort expectancy, faciliting conditions, and 

social influence of LinkAja appllication to finally identify customer’s intention to use and utilize the services of LinkAja. 

 

LITEATURE REVIEW 

E-wallet 

Electronic wallet (E-wallet) is a contemporary payment system refers to using any electronic device or online service that countenances 

people to sort electronic transactions (Yadav and Arora, 2018). E-wallet allows users to perform different forms of transactions, including 
payments, purchases of goods and services, money transfers and other services. Since it is a pre-loaded facility, consumers can buy a range of 

products from airline tickets to grocery without swiping a debit or credit card (Udhayaraj and Jocil, 2017). The software component of e-wallet 

stores personal information and provides security and encryption of the data (Pachpande and Kamble, 2018). 

E-wallet can be used to do financial transactions such as mobile top-ups, money transfer, bills payments, merchant payments, e-commerce 
payments, loan repayment collection and/or payrolls services (Cheng, Khim, and Thai, 2018).  E-wallets are made not only for important 

financial transactions but also to authenticate the credentials of the holder. A consumer bank account can be linked to the e-wallet (Yadav and 

Arora, 2018). E-wallet stores personal and financial information such as credit cards, passwords, PINs and much more. But still identification is 

required for every transaction and the card is equipped with disabling devices. This allows users to make online transactions quickly and 

securely (Upadhayaya, 2012).  

Services can convey a product or service 's capability. But services are valuable only if consumers perceive those same services as 

valuable. Based on these concepts, e-wallet services can be identified as the technical aspects within e-wallets that can communicate the e-

wallet 's capability. Jollie (2017) stated that Bringing all customers to actively use digital wallets would be an evolutionary process to satisfy 

demand for services and experiences, in addition to transacting stable, seamless payments. E-wallet services include retailer fee, SIM card and 

internet pulse top-up, bill payment, online shopping and even money transfer. 

UTAUT 

UTAUT has been widely used by researchers conducting empirical studies of user intent and actions in technology adoption and diffusion 
research as a theoretical prism. UTAUT model is a new version of Technology Acceptance Model (TAM). UTAUT being addressed with 

respect to a variety of technologies (including internet, websites, Hospital Information Systems, Tax Payment Systems, and Mobile Technology 

among others) with different control factors (e.g., age, gender, experience, voluntary usage, employment, and education) and focus on a range 

of user groups (e.g., students, professionals, and users). 

UTAUT model owns seven constructs that appear to be significant direct determinants of behavioural intention or use behaviour in one or 

more of each model. They are performance expectancy, effort expectancy, social influence, facilitating conditions, attitude toward using 

technology, and self-efficacy. After further testing, Venkatesh and friends found four main constructs that played an important role as direct 

determinants of behavioural intention and use behaviour, namely, performance expectancy, effort expectancy, social influence, and facilitating 
conditions. While others are not significant as a direct determinant of behavioural intention. In addition, there are also four moderators: gender, 

age, voluntariness, and experience that are positioned to moderate the impact of the four main constructs on behavioural intention and use 

behaviour. Below is how the model looks: 
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Performance expectancy refers to a degree to which one believes that the job performance will improve by using innovative technologies. 

(Venkatesh et al, 2013). Effort expectancy refers to the degree of ease associated with the use of the system (Venkatesh et al, 2003). Social 

influence refers to the degree to which an individual perceives that important others believe he/she should use the system (Venkatesh et al, 

2003). Facilitating conditions refer to the degree to which one believes that organizational and technical infrastructure exists to support the use 
of the system (Venkatesh et al, 2003). Behavioral Intention defined as the strength of an individual’s desire to perform a behavior (Davis et al., 

1989). Use Behavior defined as the physical and mental acts involved in incorporating the information found into the person’s existing 

information base (Wilson, 2000).  

This research is using an UTAUT model created by Patel (2016) to analyze consumers’ intention to use e-wallet services. The model 
propose is to explain the similar variables about the factors that are affecting consumer’s intention to use LinkAja services. Below is the 

research framework of this research: 

 

The hypotheses gained from the framework are as below: 

H1: Performance expectancy is positively related to intention to use e-wallet services 

H2:: Effort expectancy has positive impact on intention to use e-wallet services. 

H3: Effort expectancy has positive impact on performance expectancy. 

H4: Social Influence has positive impact on intention to use e-wallet services 

H5: Facilitating condition has positive impact on intention to use e-wallet services 

 

METHODS 

Partial Least Square (PLS) Structural Equation Modeling (SEM) 

Researcher uses PLS-SEM to analyze the data collected from online questionnaires given to respondents whom aged from 15 – 28 years 

old coming from all around Indonesia. Slovin formula determined that among 32.561.700 population, the appropriate sample size should be 

taken is 400 people and above. 

PLS-SEM is a method for constructing predictive models when the factors are many and highly collinear (Tobias, 1996). According to 
Ghozali (2006), PLS is an alternative approach that shifts from the covariant-based SEM approach to variant-based. Covariance-based SEM 

generally tests causality/theory while PLS is more predictive model. PLS is a powerful analysis method (Ghozali, 2006), because it is not based 

on many assumptions. For example, the data must be normally distributed, the sample does not have to be large. 

There's a pattern called over-fitting where the number of variables becomes too high (such as greater than the number of observations), so 
we're more likely to get a model that fits perfectly with the sampled data, but then it won't predict new data well. While there are many manifest 

factors in these situations, there may be only a few underlying or latent factors which account for most of the variability of the response. The 

general theory of PLS is to seek to remove these latent variables, taking as much of the variance of the expressed factor as possible into account 

as well as modeling the responses. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
Socio-Demographic Profile Respondent 

However, a total of 430 of valid data were analysed.. Table below shows that most of the respondents are aged between 20 and 24 and 

represent 73.5% of the total sample followed by aged between 15 and 19 (15.3%), aged between 25 and 28 (11.2%). Furthermore, the number 

Intention to Use 

LinkAja Services 
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of domicile in the survey explains 28.1% of the total sample lives in Bandung. followed by Medan (22.6%), Jakarta (17.2%), Semarang (4%), 

Surabaya (2.3%) and from other cities (25.8%). Lastly, researcher found that 61.4% of the respondents have used LinkAja and 38.6% who have 

not. 

 

Measure items frequency percentage 

Age 15-19 years old 66 15.3 

20-24 years old 316 73.5 

25-28 years old 48 11.2 

Domicile Bandung 121 28.1 

Jakarta 74 17.2 

Surabaya 10 2.3 

Medan 97 22.6 

Semarang 17 4.0 

Others 111 25.8 

Experience in 

using LinkAja 

Yes 264 61.4 

No 166 38.6 

 

Measurement model 

Convergent and discriminant validity were conducted to assess the measurement model. To evaluate convergent validity, the value of both 

composite reliability and Cronbach's alpha are suggested to be higher than 0.7 (Chin, 1998). Additionally, average variance extracted (AVE) 

values should be greater than 0.5 as recommended by Hair et al. (2006). Table below shows the test results of this study that revealed all the 

items of the measurement model have good reliability and sufficient convergent validity. The studies indicate the value ranging from 0.885 to 
0.910 for CR. The value ranges from 0.603to 0.718 for average variance extracted (AVE). Thus, the test results from the current study can 

conclude the good reliability of all the items. 

To illustrate discriminant validity, it refers to the degree to which factors are uncorrelated and distinct (Hair et al., 2013). Measures of 

different constructs should not correlate highly with each other (Fornell and Larcker, 1981). Table below shows the good discriminant validity 

as it illustrates the square AVE of each factor is larger than any of its correlations with the other factors. 

 AVE CR 
Effort 
Expectancy 

Facilitating 
Condition 

Intention to 
Use LinkAja 

Performance 
Expectancy 

Social 
Influence 

Effort Expectancy 0.603 0.885 0.777     

Facilitating 
Condition 

0.816 0.899 
0.548 0903    

Intention to Use 
LinkAja 

0.930 0.975 
0.401 0.423 0.964   

Performance 
Expectancy 

0.661 0.907 
0.586 0.425 0.485 0813  

Social Influence 0.718 0.910 0.227 0.177 0.503 0.495 0847 

 

Structural model 

The structural model reflects the relationship between the constructs or the latent variables that were hypothesized in this study. Both path 

coefficients and R2 scores were determined by the structural model analysis. According to Hair et al. (2017), R2 values of 0.75, 0.50 and 0.25 

which describes substantial, moderate and weak levels of predictive accuracy. The t-value> 1.96 is significant at p <0.05 and the t-value> 2.58 

is significant at p <0.01 (Hair et al., 2017). So below figure shows the R2 value in this model is 0.397 for Intention to use LinkAja and, 0.343 

for Performance Expectancy. 

 

Figure and table illustrate the path coefficient (β), t-statistics and p-

value of each hypothesis. Based on the analysis all the hypotheses are found 
to be significant thus supported. H1 (t = 2.277) indicates the path between 

performance expectancy to intention to use LinkAja; describing the positive 

and significant relationship between PE and IU. H2 (t = 2.128) shows the 

path between effort expectancy and intention to use LinkAja; representing a 
positive relationship between EE and I. H3 (t = 15.582) demonstrates the 

positive relationship between effort expectancy and performance 

expectancy. H4 (t = 7.148) explains that the social influence has positive 

and significant influence on Intention to Use LinkAja. Lastly H5 (t = 5,746) 
demonstrates that a positive and significant relationship is associated 

between facilitating conditions and intention to use LinkAja. 
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Hypothesis Structural Path T-Values  P-value Result 

H1 Peformance Expectancy -> Intention to Use LinkAja 2,277 0.023 Accepted 

H2 Effort Expectancy -> Intention to Use LinkAja 2,128 0.034 Accepted 

H3 Effort Expectancy -> Performance Expectancy 15,582 0,000 Accepted 

H4 Social Influence -> Intention to Use LinkAja 7,148 0,000 Accepted 

H5 Facilitating Condition -> Intention to Use LinkAja 5,746 0,000 Accepted 

 

Study found performance expectancy to be significant influence on intention to use LinkAja. Thus, current study is in line with the 

findings of (Chin & Todd, 1995; Venkatesh & Davis, 2000; Venkatesh et al., 2003). Effort expectancy have significant influence on Intention 

to use LinkAja because respondents feel that the use of LinkAja services will help and give them advantage in conducting transactions. Thus, 
findings from this study is in line with the prior study of (Mugambe, 2017 and Nugrogo er, al., 2017). However, Effort expectancy also found 

to be positive and significant on performance expectancy which proved the finding of Patel (2016). Social influence is revealed to be 

significant on Intention to use LinkAja that shows the greater influence of an environment on prospective LinkAja users affect their intention to 

use LinkAja. This statement also aligns with a research done by Mugambe (2017). Lastly, Facilitating conditions owns a significant effect on 

intention to use LinkAja which proven a study done by Ajzen (1991) and Taylor et. al. (1995)  

 

CONCLUSION 

There are few constraints to research. First, this study focuses only on 430 people among so many people in Indonesia, because of a 

limited amount of research time. This is why it is suggested that the study be carried out on more people with broader social demographic 

criteria, because the use of LinkAja has become widespread. Secondly, the decision to use LinkAja can vary depending on the different scales 
of income not executed by the respondents in this study. The latter limitation is that the LinkAja services faced by Telkomsel are confidential 

information according to their current problem. In order to find something not formally confirmed as a problem by the company, the researcher 

used secondary data to find out. 

This study examined the behavior of young adults in the use of LinkAja services. As services become a major concern for using e-wallet 
(Kolandaisamy, 2020), The study aimed to explore the effects of effort expectancy, performance expectation, social influence and conditions 

through the intention to use LinkAja services. Service is one of the necessities e-wallet providers should highlight to create positive consumer 

intention. Without the easy-to-use, advantages recommended by many and equipped with sufficient devices, some people hesitate to use 

LinkAja Further study suggests that more variables be included to evaluate how LinkAja should be used. Different characteristics, such as trust, 
cost and reliability in the study on the intention to use LinkAja are further recommended. Thereby, the future study can be replicated with such 

a different context to observe the particular topic and the same concept. 
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Abstract  

Arra Style is a small and medium enterprise women fashion brand. The focus of this brand is producing and selling Muslim women’s apparel. 

In 2019, along with the declining numbers of Tanah Abang visitors, sales of Arra Style also decreased. In contrast to the increasing competition 

in the fashion industry and the escalation of transactions through online media channels in Indonesia. Arra Style, which only relies on the sales 
through the in-store transaction and ordering through WhatsApp, is left behind. Then to adapt to the changing of customer’s shopping behavior, 

Arra Style needs to change by adopting the existing technology and implement digital marketing. This research is to propose an effective 

digital marketing strategy to fit with Arra Style’s customer persona, as it results in increasing the sales of Arra Style products through other 

sales channels. This study uses a qualitative method by conducting interviews with a co-founder, sales employee, existing customers, and 
potential customers. The result of this research, the author proposing digital marketing strategies through communication channel strategies and 

sales channel strategies. These strategies based on the classification of the customer journey through the 5A funnel. 

 
Keywords: Muslim Women’s Fashion, Digital Marketing Strategy, Online Channel, Sales, Communication 

 

BACKGROUND 

Fashion has an important role and meaning for humans. According to Davis (Davis, 2017), fashion showing the identity of humans, not 

only their gender identity but also socioeconomic status and cultural identity. Moreover, how they choose their styles, mostly determined by the 

culture. It can be the most important thing since it can come from its ethnic culture, religion rules, or family relationships. 

According to the projection (Global Religious Future, 2015) of Indonesia’s population based on the religion for 2020, the Muslim 
population reached 87 percent of the total population. Furthermore, in 2018 the Ministry of Industry calculates if 30 percent (Bachdar, 2018) of 

total Indonesia’s Muslim women using Muslim fashion and fifty percent of them are in the middle-class income, it still produces a substantial 

amount for a market. Minister of Trade in the opening of the Muslim Fashion Festival (Muffest) 2019, providing data about the demand for 

Muslim fashion in Indonesia can reach US$ 20 billion with a growth rate of 18.2 percent annually, which assisted from online (e-commerce) 

and offline sales (Aldin, 2019).  

As a released data from Bank of Indonesia in 2018, e-commerce and online transactions rose to 151 percent from the previous year or 

reach 77.766 trillion rupiahs, with the 3 top product categories, which are gadgets and accessories, fashion, computers, and accessories (Daniel, 

2019). It will be increased to US$ 16,5 billion or around IDR 231 trillion in 2022 (Databooks.co.id, 2018). On the contrary, at the end of 2019, 
the sales performance of Arra Style products began declining as a result of selling activities that were only prioritizing from in-store 

transactions since it launched, while the market and customer behavior currently shifted. Therefore, the purpose of this research is to propose 

an effective digital marketing strategy for Arra Style to improve its sales performance based on the customer persona. On the other hand, the 

result of this study gives the communication channels strategy and sales channels strategy based on the customer journey through the 5A 

funnel. 

Based on the data, since the launching Arra Style selling activities prioritizing on offline channels based on the in-store transaction, while 

the market and customer behavior currently shifted. Therefore, the purpose of this research is to propose an effective digital marketing strategy 

for Arra Style to improve its sales performance. 

Research Question 

1. Who is Arra Style’s customer persona? 

2. How to do effective digital marketing for Arra Style based on customer persona? 

3. How to implement the strategy? 

 

ISSUE EXPLORATION 

The research started from determining preliminary research, problem statement, research question, and research objective as the primary 

business issue, while it comes from the current problems of Arra Style. The framework of this research conducted based on the book of 
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Disciplined Entrepreneurship by Bill Aulet that related to creating digital marketing strategies. The Bill Aulet framework conduct after the 

main business issues are determined. The method that the author used in this qualitative approach is an in-depth interview. The author has done 

an in-depth interview with the Co-Founder and sales employee of Arra Style to collect, analyze, and identify the problems and current 

condition of Arra Style. Also, the author makes the same approach that collects some pieces of information from potential customers through 

personal interview and phone call interview to formulate effective strategies for Arra Style based on their experiences. 

 

Figure 1 Conceptual Framework 

STP (Segmenting, Targeting and Positioning) 

STP is one of the internal analysis tools that used to recognize the fit customers for a business. In the first step, the company must divide 
the customers based on their needs and their wants. Then the targeting, based on the attractiveness of the segments and the objective and 

resource that the company has. But there is something that necessarily to remember, when targeting new customers, the company should not 

lose sight of the existing customers. Furthermore, the positioning is to measure the position of the company products from the customer’s 

perspective (Kotler & Keller, 2016). 

Market Segmenting: In this research, the segmentation of the market defined by using a descriptive characteristic of the market consist of 

geographic, demographic, psychographic, and personality. The key to this step to recognize the customer. The market segment of Arra Style is 

in the table 1. 

Target Market: market targeting is choosing from two factors: the attractiveness of the segment and the company’s objectives and 

resources. Table 2 shows the Arra Style’s target market characters based on the internal data of the company, to sort of the target customers. 

Positioning: Positioning is a step to measure the current position of the brand’s product. Proper positioning makes the brand have a chance 

for the present and in the future. The chart implies that the Arra Style products have an opportunity to grow well and improve the positioning, 

especially in each target segment. The company should establish excellent communication with delivering benefits for the company's market to 

help measure the positioning. 

Table 1 Segmenting of Arra Style 

Geographic Java Island, Sumatra Island, Kalimantan Island, Sulawesi Island 

Demographic Gender: Female 
Age: 19-24, 25-30, 31-36, 37-42 years old 

Religion: Islam 

Occupation: Entrepreneur, Employee, Housewife, Freelancer, Students, Artist 

Source of income: husband’s income, parent’s donor, salary, investment, self-
employement 

Income: Above IDR 3,500,000 / month 

Psychographics Social Class: Low–Middle, Middle, Middle–High 

Customer Orientation: 

workaholic, party addict, religious, willing to sacrifice, unwilling to spend 

more, hipster, socialite, expressive, enthusiast to explore/try new things, self-
rewarding oriented, quality-oriented, online shoppers, conventional shoppers, 

internet users, knowledgeable 
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Personality User status: existing customers and new potential customers 

Benefits: hardcore loyal customers, split loyal customers, borderline loyal 
customers, need-based loyal customers, switchers 

 
Table 2 Targeting of Arra Style 

Geographic JABODATABEK, Urban and Sub-Urban Cities 

Demographic Gender: Female 

Age: 25 – 35 years old 

Religion: Islam 

Occupation: Entrepreneur, Employee, Housewife 
Source of income: husband’s income, self-employement, salary, investment 

Income: Above IDR 3,500,000 / month 

Psychographics Social Class: Low-Middle, Middle 

Customer Orientation:  

workaholic, religious, willing to sacrifice, expressive, and enthusiast to 

explore/try new things, self-rewarding, quality-oriented, online shoppers, 
internet users, and knowledgeable 

Personality User status: existing customers, new potential customers 
Benefits: hardcore loyal customers, split loyals customers, need-based loyal 

customers 

 

 

 
Figure 2 Positioning of Arra Style 

 

 
Research Data Summary 

 The issues result from the research conducted based on Arra Style’s issues, and the author is finding the answer to know how to target 

customers solving these issues based on their experiences 

 

Table 3 Arra Style Issue Summary 

Source of 

Issues 

Arra Style’s Issues Issue Results 

Interview 

Awareness of target customer Creative Digital Contents, Influencer Collaboration, Instagram 

Ads 

Communication and sales channel Shopee, Instagram, WhatsApp 

Promotion Content Digital Promotion, Instagram Ads, Creative Digital Contents 

Customer Service Approach WhatsApp 

Lead customer purchase decision  Digital Promotion, Influencer Collaboration 

Trusted Payment E-Payment, Shopee 

 

Full Life Cycle Use Case 

The full life cycle use case is a detail of the process to know more about how the end-user determines to have a product, how they acquire, 

and ultimately paid for the product. It uses to describe and provide an understanding of how the product will fit into Persona’s workflow (Aulet, 

2017) 
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Table 4 Full Life Cycle Use Case Worksheet 

Stage 1 2 3 4 5 

Action Determine need, and 

catalyst to take action 

Find out the 

options 

Analyze the 

options 

Acquire the 

product 

Pay 

Who is 

involved 

Herself, Influencer, 
Ads 

Herself, Google, 
Other users 

Herself, 
Influencer 

Social Media 

Herself Herself 

When Scrolling contents on 

social media or 

marketplace 

After seeing a 

cute product’s 

design 

After getting a 

desire to know 

more and take 

action 

She adored at 

first sight of the 

product 

After order to 

the sellers 

Where Anywhere Instagram, 

Shopee, Line, 
WhatsApp, 

Website 

Instagram, 

Shopee, Line, 
WhatsApp, 

Website  

Instagram, 

Shopee, Line, 
WhatsApp, 

Website 

Mobile 

Banking, 
Shopee Pay, E-

Wallet 

How Her prefences of 

design, product’s 

description   

Asking, Sharing, 

Browsing 

Asking, Sharing, 

Browsing 

Chatting, 

Calling, Make 

order 

Transfer, 

Digital 

payment 

 

Table 5 Full Life Cycle Use Case Worksheet (Continue) 

Stage 6 7 8 9 10 

Action Install Use and get 

value 

Determine the 

value 

Buy more Tell Others 

Who is 

involved 

Herself Herself, Her 

Husband 

Herself, Her 

coworkers, Social 

Media 

Herself Coworkers, 

friends, social 

media 

When After getting the 

product 

After wear the 

product 

After she got good 

appraisals from 

friends 

New Arrival 

Product 

After she is 

getting benefits 

Where At home Anywhere Anywhere Instagram, 

Shopee, 
Whatsapp, 

Website,  

Anywhere 

How Wear it Looks slimmer 

and get a nice 

cutting dress 

Giving feedback, 

review rating, 

sharing  

Re-order, Re-

purchase 

Sharing, 

Posting, 

Following 

 

5A’s Funnel: Since the connectivity era makes the initial appeal of a brand more influenced by the community surrounding the customer 

to determine the final attitude and loyalty measurement defined as the willingness to advocate a brand. 

 

 

Figure 3 Mapping Touchpoints and Channels 
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PROPOSED PRACTICES 

 

Table 6 The Five A’s strategy for Social Media Communication Strategies 

STEPS STRATEGY 

AWARE - advertise through the social media sites (Instagram Ads) 

- create the unique content to make people talk about it (Creative Digital Content) 

- do collaboration with influential people on social media to make business known to others 
and an endorsement (Influencer Collaboration) 

- use hashtag in social media properly 

- use refferals by existing cutomers (Digital Promotion) 

APPEAL - create cross linkages in social media and website to generate visitors (Google My 

Business, Instagram, WhatsApp, Shopee) 

- provide clear information about description of products and using a relevant picture of 
products (Instagram Post) 

- provide clear information about the company (Google My Business, Instagram, 

WhatsApp, Shopee) 

- update the social media post regularly and advertise when a new product is released 
(Instagram Ads, WhatsApp, Shopee, Website) 

ASK - up-to-date the information about the products offered (Instagram, WhatsApp, Shopee) 
- response the question, comment and feedback from followers or buyers on social media or 

e-commerce quickly (Instagram, WhatsApp, Shopee) 

ACT - clear ordering process 

- clear information on payment options (Shopee, E-Payment, banking transfer) 

- delivery options (self-pickup / courier delivery) 

- offer “7 days guarantee” or pre-sales customer service guarantee 

ADVOCATE - giveaway program (Digital Promotion) 

- coupon or referral program (Digital promotion) 

- Discount payment (E-Payment) 

 

ANALYSIS OF PRACTICES 

Communication Channels Strategy 

Instagram Ads: Instagram Ads become a communication that can reach and seen by the target customers. With Instagram Ads, the 

promotion of the products offered by Arra Style can be delivered effectively. 

 Creative Digital Content: After improving the content in Arra Style's Instagram profile, it should be continuing to schedule a routine 

post. It is the necessary steps before Arra Style does a collaboration or endorsement with Influencer. 

 Influencer collaboration: the next recommendation is collaborate with influencers; it can be review or endorsement to attract the 

customers to visit the Arra Style profile. This strategy can also attract the interest of customers who follow the Influencer's account and gain 

customer trust. 

Manage WhatsApp Messenger: Switching and adopting WhatsApp Business platform to be an excellent start to convince customers 

about existing and valid Arra Style's customer care. Furthermore, customers can know when customer care can be contacted. Maintaining 

communication is the right way to get customer loyalty 

Google My Business: By claiming and approving a list in Google My Business (GMB) for the Arra Style business, it becomes an 

essential step for future SEO strategies. After the GMB list is verified, there is a significant opportunity to optimize and will give potential 

customers to find more information about Arra Style. 

Sales Channels Strategy 

Shopee: The customer does not need to worry about the delivery guarantee, compared to the direct transfer to the account. It can reduce 

fraud that can happen without the owner’s supervision. Both owner and customer can have a safe transaction through a trusted platform. 

E-Payment Activation: cooperation with e-payment needs to be done to simplify the handling of payments made by the customer. 

Transition to the cashless era will bring convenience and speed of transactions in the future, so Arra style needs to prepare these changes. 

Create Digital Promotion: promotions such as payment discounts through payment gateways or sales channels can lead the customers to 

move to easier transactions. The promotion also used to attract new customers, as well as existing customers. 

 

CONCLUSION 

Based on the result of the research, the author finds the answer to the research question. First, the customer persona of Arra Style is 

between 25-35 years old, living in urban dan sub-urban cities, mostly living in the JABODETABEK area. They are workaholic, religious, 

internet users, and most shopping online. They are having their income based on salary and husband’s income. Second, based on the customer 

persona and author analysis, the effective digital marketing strategy for Arra Style consists of communication and sales channels through the 
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platform that often used by customer persona. The author analyzes by following the famous platform that customer persona used, Arra Style, 

has excellent opportunities to become great through digital channels. However, this is not an instant process because there are few things that 

the Arra Style’s team needs to be prepared to penetrate the digital channels related to Five A funnels (Aware, Appeal, Ask, Act, and Advocate) 

that analyzing from the customer path. In sum, the customer persona, the target customer of Arra Style, has its way of finding the desired 
product. It certainly can be a reference for Arra Style to create a better improvement in the digital strategy to be able to keep up with the 

customer journey of the persona. In accordance to the recommendation and to implement the communication and sales channels, the 

implementation timeline can be found as follow: 

 

Table 7 Implementation Timeline of Arra Style 

No Action 

2020 2021 

Month 

8 9 10 11 12 1 2 3 4 5 

Communication Channel Strategy 

1 Creative Digital Content           

2 Influencer Collaboration           

3 Manage WhatsApp Messager           

4 Instagram Ads           

5 Google My Business           

Sales Channel Strategy 

1 Update Shopee Account           

2 E-payment Activation           

3 Digital Promotion           
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Abstract  

The financial technology (fintech) industry in Indonesia nowadays has been evolved rapidly. Currently, there are 167 fintech firms in Indonesia 

and significantly influenced the digital money transaction into 307.56% in 2019. In the end, it changes the social trend to become a Cashless 

society. Nevertheless, this situation leads to high competition, especially e-wallet companies. They compete by providing the most attractive 
offers to attract. Unfortunately, the high costs that companies spend are not comparable since consumers tend to download many e-wallets at 

once. Then, it eventually makes e-wallet companies struggle to survive in this industry. This research aims to investigate factors that 

significantly influence the OVO users in DKI Jakarta on their intention to continue using OVO. This research used a quantitat ive approach by 

conducted an online survey among 331 respondents of OVO’s users in DKI Jakarta. The data were analyzed using Multiple Linear Regression. 
This research modified the UTAUT2 model with the trust variable. This research result indicates that habit is the most significant factor 

followed by hedonic motivation, trust, effort expectancy, price value, and social influence. Meanwhile, performance expectancy and facilitating 

conditions do not significantly influence OVO users in DKI Jakarta on the intention to continue using OVO. 

 
Keywords: Financial Technology, E-wallet, OVO, Continuance Intention, Modified UTAUT2 

 

INTRODUCTION 

In recent years in Indonesia, technological advancement has grown fast including the digitalization of the finance industry l ike financial 

technology. The Indonesian financial technology market is growing tremendously, with hundreds of financial technology firms that operate in 

Indonesia (Fintechnews Singapore, 2018). Currently, brands of e-wallet products are emerging in Indonesia. OVO is in the second position of 
e-wallet applications in Indonesia based on its active users (Devita, 2019). Then, OVO also has a problem with its main investors, which makes 

them reduce their promotions.  

The percentage of customers that are willing to continuously use OVO without promo is still low compared to GoPay. According to 

IPSOS (2020), there is 54 percent of customers choose GoPay as the digital wallet that they will continue to use over others, without the 
presence of promotions and only 29 percent that will do transactions by OVO even without a promo. Therefore, OVO Company needs to know 

how to retain their customers by knowing what factors that make their users still continuously using OVO as their payment instrument. Since 

attracting a new customer is the most costly compared to retaining current customers (Edward and Sahadev, 2011). Also, Park and Kim (2000) 

stated that it would be six times cheaper to keep current customers than to attract new customers. 

This research dedicated to answering these challenges by determining these substantial factors that affect the willingness of OVO users to 

continue as their e-wallet. The researcher decided to use the UTAUT2 model that has been modified to identify and analyze the most important 

factors that influence continuance intention in an e-wallet, OVO.  UTAUT2 model is the most up-to-date technology theory and more detailed 

than other models (Acharya et al., 2019). As stated in Venkatesh et al., (2012) the UTAUT2 model provided a significant improvement from 
the previous UTAUT, wherein UTAUT2 focusing on the context of consumer usage. The researcher hopes that by understanding this research, 

OVO could survive in the e-wallet industry, earn profits, increase, and make its users loyal to them. Several previous kinds of research had used 

the UTAUT2 model there are Widodo et al (2019) that examining the use of digital wallets in Indonesia, Putri (2018) the intention of 

continuing the adoption of e-payments, Go-Pay and Megadewandanu (2016) that examine mobile wallet acceptance in Indonesia. Thus, prior 
researches have shown that the appropriate model to be used in research related to continuance intention of the technology is the UTAUT2 

model. 

 

LITERATURE REVIEW 
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With the rapid development in the technology sector, the scope and functionality of the first UTAUT model need to be developed to fit 

with the current technologies. Thus, Venkatesh et al. (2012) proposed UTAUT2 as the expansion of UTAUT by added some variables. The 

definition of continuance intention is derived from Venkatesh et al., (2012) concept of behavioral intention. The continuance intention variable 

adapts the behavioral intention and removed the use behavior variable since we want to know OVO users' continued intention in adopting 
OVO.  The intention is clearly described as how people are strongly to try and how many determinations they plan to use to execute behavior 

(Mamman et al., 2016). In line with Miltgen et al., (2013), most consumers will become adopters with a higher intention to adopt new 

technology and recommend the technology to others. Thus, the intention of continuance defined as the degree to which the consumer has 

continuously prepared plans to carry out certain specified future actions. This variable is to indicate that in the respondent' daily life, they will 

continually intend to use e-wallet because of some factors. 

Performance Expectancy identified as the extent to which by using OVO would provide benefits in conducting OVO services payment. 

When the customers use an e-wallet and it makes their payments quicker and the consumer will continuously use the service since they get to 

benefit from previous use. Performance expectancy relates in terms of speed, security, and convenience of transacting Gholami, et al., (2010). 
The previous researches found out that performance expectancy as one factor significantly influences consumers in using e-payment 

(Deningtyas and Ariyanti, 2017), Go-Pay e-wallet (Putri, 2018), and mobile payment in Taiwan (Lin et al., 2019). Thus, this research proposed: 

H1: Performance Expectancy significantly influences OVO's user continuance intention.  

Effort Expectancy reflects the extent of ease associated with OVO usage. When the customer could easily use their current e-wallet and 
also allowed them to use it skillfully, it will lead them to continuously use it. Many previous kinds of research have approved that effort 

expectancy has a significant effect on continuance intention. The user's effort expectancy has a significant effect on behavioral intention 

(Intarot and Beokhaimook, 2018) and (Havidz, et al., 2018). Based on research conducted by Alalwan et al., (2017) showed that effort 

expectancy plays a key role in determining customers' intention to use technology. The same thing happened in Qatar, according to research by 
Musa et al., (2015) that customer's intention in mobile payment devices usage was significantly influenced by effort expectancy. Therefore, this 

research proposed: 

H2: Effort Expectancy significantly influences OVO's user continuance intention. 

Next, Social Influence reflects the extent to which OVO users perceive that important people (e.g., family and friends) believe they should 
use OVO. The influence of the people around the customer like family or friends and the positive word of mouth from them that giving 

suggestions to still using OVO will impact OVO's customers to continuously use OVO. As stated in the previous research, social influence has 

significant effects on the behavioral intention towards e-money users (Khatimah et al., 2019). Therefore, social influence is a key defining 

factor of customers intend to use a technology (Alalwan et al ., 2017). This research proposed: 

H3: Social influence significantly influences OVO's user continuance intention. 

Facilitating Conditions identified as the extent to which an individual admit that an organizational and technical infrastructure exists to 

support them while using OVO. When there is the availability of necessary resources that help customers in using an e-wallet, it will make 

them feel satisfied and they will continuously use their current e-wallet. Previous research, find out that facilitating conditions plays a key role 
in the behavioral intention of WeChat mobile payment adoption (Havidz et al., 2018). Furthermore, Widodo et al., (2019) also stated that 

facilitating conditions significantly influence the digital wallet service use intention. Thus, this research proposed: 

H4: Facilitating conditions significantly influence OVO's user continuance intention. 

Hedonic Motivation identified as the extent of fun or pleasure derived from using OVO. It leads the customer to continue using OVO 
since the customer feels enjoyment, happiness, and fun as the result of using OVO. According to previous research, hedonic motivations have 

significant effects on the behavioral intention towards e-money users (Khatimah et al., 2019), e-payment adoption (Deningtyas and Ariyanti, 

2017), and mobile wallet adoption (Megadewandanu, 2016). Based on the literature review above, this research proposed: 

H5: Hedonic Motivation significantly influences OVO's user continuance intention. 

The price value is defined as a benefit that the user gets as much as the cost he/she spends in using OVO. The price value will be positive 

to the continuance intention since the OVO user will continuously use OVO because they find that using OVO gives them benefits as much as 

the prices applied when using it. The prior research examines the price value has significant effects on behavioral intention (Deningtyas and 

Ariyanti, 2017) and (Alalwan et al., 2017). Positive price value achieved when the benefits of using technology exceed the costs charged. 

Hence, this research proposed: 

H6: Price value significantly influences OVO's user continuance intention. 

Then, the level to which people tend to use OVO automatically based on previous learning is a habit. Habit linked to continuance intention 

because when using OVO becomes a habit in their daily activity, consumers are less likely to switch to other alternatives. The previous 

researches found out that the most strongly variable that significantly affected individual behavioral intention to use mobile wallets in Indonesia 

Megadewandanu (2016) and digital wallet in Indonesia (Widodo et al., 2019). Moreover, the habit was the most important factor that 

significantly influenced the continuance intention to use e-wallet (Putri, 2018). Therefore, this research proposed: 

H7: Habit significantly influences OVO's user continuance intention. 

This research added a new variable, trust. Trust defined as the extent of consumers who can rely on the OVO's credibility promises in 

offering the services. If the customer becomes trusting of their current e-wallet, like stop worrying about the risk that might happen or 

comparing it to another competitor, they will convince themselves to continuously use it. Zhou (2013) stated that the main factor affecting 

mobile payment is trust. Besides that, research by Azizah et al., (2018) indicates that trust influences user behavior to continue using a mobile 
wallet. Moreover, trust has a significant influence on behavioral intention to digital wallet adoption in Indonesia (Widodo et al., 2019). Then, 

this research proposed: 

H8: Trust significantly influences OVO's user continuance intention. 
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This research also does some modifications which not including the moderating variable such as, the experience, age, and gender. From 

the Puspitasari et al., (2019) research, the moderating variables of gender and age did not significantly influence the behavioral intention to use. 

According to Putri (2018), there is no difference in the respondents' perceptions in terms of age and gender. Besides that, Chern et al., (2018) 

also found out that gender not significantly influence convenience, security, and social influence toward the adoption of E-wallet. Additionally, 
in the Yuan et al., (2015) research, gender, age, and experience does not significantly influence the behavioral intention to use. Therefore, 

including experience, age, and gender in this research model is not applicable. The researcher proposes the theoretical framework, the modified 

from UTAUT2 model as depicted in Figure 1 below. 

 

Figure 1. the conceptual framework from modified UTAUT2 model 

 

METHODOLOGY 

3.1. Sampling 

This research uses a non-probability sampling technique that does not have fair chances for all individuals from the population to be 
chosen as a sample. This research conducted purposive sampling which selected the respondents based on some characteristics that researcher 

predetermines. The respondent must live in DKI Jakarta, have already used OVO, and at the age group between 15-20 years old. Since the 

total population unknown, then the minimum number of samples required for problem-solving research according to Maholtra (2010) is 200 

samples. 

3.2. Data Analysis 

This research questionnaire based on several previous research that are Venkatesh et al., (2012) for the five variables: performance 

expectancy (PE), effort expectancy (EE), social influence (SI), facilitating conditions (FC), and hedonic motivation (HM); Widodo et al., 

(2019) for price value (PV), habit (H) and trust (T) variable; and Putri (2018) for continuance intention. The respondents should answer each 

question based on the Likert scale from score 1(strongly disagree) to 5 (strongly agree). 

 

FINDINGS AND ARGUMENT 

 This research obtained 331 respondents from an online questionnaire, dominated by females with 67% (221 respondents). Most of the 

respondents are at the age of 20 to 24 years old with 56% (186 respondents). Geographically, most of the respondents (50%) lived in South 

Jakarta. On the occupation, most respondents are college students with 215 respondents (65% of total respondents). Respondents also grouped 
on the monthly expense, where most respondents had a monthly expense of 1,001,000 – 2,500,000 (in IDR) with 141 respondents (43 % of 

total respondents). Then, most of the respondents averagely spend on using OVO e-wallet about 101,000 – 200,000 (in IDR) with 96 

respondents (29% of total respondents). The reason that most of the respondents using OVO e-wallet are to transact on GRAB application with 
90.63 % of total respondents (300 respondents). There are only 11.4 % who only use OVO as their e-wallet and the rest of them use another e-

wallet besides OVO with the majority of them which is 81.3 % also use Go-pay as their e-wallet. It can be concluded that OVO only has 38 

users who loyal to them. Meanwhile, 88.6 % of their users are still looking to the other alternatives like GoPay, DANA, Jenius, and others. 
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From table 1 above, the highest mean can be found in the indicators of FC2 with 4.6798 that indicates that most of the respondents have a 

smartphone that is needed to use OVO. The lowest mean can be found in the indicators of SI3 with 2.6707 that indicate that the influence of the 

respondent's family to them to use OVO is still low. The maximum and minimum score in table 1 above show the values that respondents 
choose from each question indicator based on likert scale. Then, the highest std. deviation value is SI5 indicator (1.30449) and the lowest in the 

FC2 indicator (0.51656). The high std. deviation means the data more spread or variation, meanwhile the lowest std. deviation means the data 

spread around the mean. 

To complete the assessment of the structural model, the validity and reliability test conducted. The results obtained show that all indicators 
for each variable have Pearson correlations > 0.361 (r table), While, the result from the reliability test that all variables have Cronbach alpha 

ranging from 0.714 to 0.931 which is greater than the reliability cutoff values, 0.7. Thus, all variables are reliable. 

Multiple linear regression analysis is conducted to determine the effect of two or more independent variables on the dependent variable. 

Determination test (R2) used to measure how far the regression model's ability to explain the dependent variables. 

 

From the table 2, it can be seen that the value of multiple R has meant that there is a correlation between independent variables with the 
dependent variable that is equal to 0.780. Then, the coefficient values are obtained the R Square that implies the independent variable could 

explain the dependent variable is equal to 60.8%. Meanwhile, the adjusted R square is 0.598 that indicates the variation in the independent 

variable explained the dependent variable is 59.8%. Then, the std. error of estimate represents the accuracy of the actual dependent values 

around the regression line with 1.883. 

The F Test is conducted to determine the independent variables in multiple linear regression have a significant effect on the dependent 

variable or not. From table 3, the model has a significant value 0.000 which is < 0.05 and the F calculate 62.464 which above the F table 

(1,967). Then, it can be interpreted that the dependent variable and independent variables simultaneously influence each other. 

This T-test aims to find out how far the influence of one independent variable individually in explaining the variation of the dependent 
variable. The constant value is reflected as the expected value of the dependent variable considering all the predictor values equal to zero are -

1.168 based on table 4 above. Also, when it does not have a dependent variable it will decrease the dependent variable about 1.168. If the sig. 

value < 0.05 and t-value > T table (1.967) it means there is the influence of independent variables on the dependent variable partially. From 

table 4 above, the variables that significantly influenced CI are EE, SI, H, HM, PV, and T. Meanwhile, there is no significant influence in PE 

and FC variable towards CI variable. 

Based on the result of the data analysis above, there are six hypotheses are accepted and two hypotheses are rejected that will be explained 

below. 

H1: Performance Expectancy positively influences OVO's user continuance intention. 

The Sig. value of performance expectancy is above 0.05 which is 0.505 > 0.05 and the t value is below the t table (1.967) which is -0.668. 

Then, it indicates there is no significant influence of performance expectancy towards continuance intention. Thus, the hypothesis H1 is 

rejected and is aligned with the previous research by Megadewandanu, (2016) and Tamara et al., (2020) that performance expectancy had no 

significant influence. However, in other previous research from Widodo et al., (2019), Putri, (2018) and Havidz et al., (2018) show that 
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performance expectancy has a positive impact. This difference of the outcome might be happened because of OVO's user consumers do not feel 

that by using OVO it could be more saving time. 

H2: Effort Expectancy positively influences OVO's user continuance intention.  

The hypothesis H2 is accepted because it has Sig. value 0.000 < 0.05 and t value with 3.556 > t table (1.967). This finding is in line with 

earlier researches by Putri (2018) and Megadewandanu (2016). The respondents feel that OVO is easy to use.  

H3: Social influence positively influences the OVO's user continuance intention. 

Social influence has Sig. value 0.028 < 0.05 and t value that above the t table (1.967) with 2.201. Thus, H3 is accepted. The previous 

research by Tamara et al., (2020), Putri (2018) and Megadewandanu (2016) also has a similar result.  

H4: Facilitating conditions positively influences OVO's user continuance intention. 

The hypothesis H4 is rejected because it has the Sig. value 0.148 > 0.05 and t value 1.449. < t table (1.967). Tamara et al., (2020) and 

Megadewandanu (2016) research showed the same results, that facilitating condition does not influence. However, it contradicts with the other 

previous research by Putri (2018) and Widodo et al., (2019) that stated the facilitating condition significantly influence the intention to use 
digital wallet service. This finding can result as most of the respondents already have resources that needed to use OVO and those who use it 

seems don't care with limitations of the service support from OVO. 

H5: Hedonic Motivation positively influences OVO's user continuance intention.  

The hypothesis H5 was another hypothesis that was accepted. The Sig. value is 0.000 < 0.05 and t value is 4.156 > t table 1.967. This 

result in line with pas research by Tamara et al., (2020), Megadewandanu, (2016), and Putri (2018).  

H6: Price value positively influences OVO's user continuance intention. 

The Sig. value of price value is 0.005 < 0.05. Then, the t value is 6.204 > t table (1.967). It indicates there is a significant influence of 

price value towards continuance intention. Thus, the hypothesis H6 is accepted. This finding is aligning with some previous research which is 

Deningtyas and Ariyanti, (2017) and Alalwan et al., (2017).  

H7: Habit positively influences OVO's user continuance intention  

There is sufficient evidence to conclude the hypothesis H7 is accepted. The habit has Sig. value 0.000 < 0.05 and t value with 6.204 > t 

table (1.967). Besides that, habit also the factor that most strongly significantly influences the continuance intention. The other earlier research 

also has the same result, which is Megadewandanu, (2016), (Putri, 2018) and Widodo et al., (2019).   

H8: Trust positively influences OVO's user continuance intention 

The hypothesis H8 is accepted based on the Sig. value < 0.05 which is 0.000. Besides that, the t value is 4.117 > the t table (1.967). Some 

previous research by Widodo et al., (2019), Azizah et al., (2018) and Tamara et al., (2020) also shows the same result.   

 

CONCLUSIONS 

Based on the finding of this research, it reveals that six out of eight hypotheses in this research are accepted regarding the continuance 

intention of OVO's user to use OVO. The accepted hypotheses from the most significant there are Habit, Hedonic Motivation, Trust, Effort 

Expectancy, Price Value, and Social influence respectively. Thus, the most dominant factor that influenced the continuance intention of OVO's 

users to use OVO is Habit. Meanwhile, Performance Expectancy and Facilitating condition are the factors that not significantly influence. 

These research findings might be taken as a consideration for OVO on making business strategy in terms of continuance intention. First, 

Habit as the most significant factors that influence continuance intention that explains about OVO usage becomes a routine in daily activities. 

This information might be a recommendation to keep the original features by keep it easy to use and also increase collaboration with offline 

merchants and other parties to make OVO is easy to be found and OVO's users still use in every their daily activities.  Second, Hedonic 
motivation that the company could implement new features that emphasize entertainment in the application like a game which from every 

purchase that the user spends, they will get a chance to play games, and if win they will get some specified voucher. The third factor that 

influences continuance intention is trust. The company could improve the security system especially in transactions like the requirement of the 

pin to confirm the transaction or giving guarantee to every transaction that consumers do. The fourth factor is the effort expectancy. Based on 
the information that most respondents are undecided about whether their productivity is increasing because using OVO or not, then the 

recommendation is to improve the application interface that simple, more practical, and could easily to use by users. Then, price value which 

added some new promotion like free top-up fee every Sunday can be considered for this variable. Lastly, the social influence that this company 

could create a new program like a voucher for the users who could attract their family members to use OVO.  

The researcher tried to find factors that significantly influence on OVO users in DKI Jakarta on the intention to continue using OVO by 

evaluating 7 factors from UTAUT2 model and added trust as the new factors. Following the result of the research, the performance expectancy 

and facilitating conditions do not significantly influence to continuance intention. It can be as the recommendation for future research to 

examine new value to the factor which has not been overlooked so far in this research. Further research also can be developed based on testing 
this model by adding other factors and including usage behavior in subsequent research models to examine the use of e-wallet directly and 

include age, sex, and experience demographic factors as moderation variables like the UTAUT2 model. 
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Abstract  

Instagram's outstanding growth is making it the most effective social media to reach online customers, especially in Indonesia since, according 
to the Country Director of Instagram in Indonesia, Sri Widowati, Indonesia, is the social media's biggest market in Asia Pacific Region with 45 

million Instagram users in 2018.  As a photo-sharing media and due to the openness characteristic of Web 2.0, Instagram contributed to making 

content marketing getting the highlight, including user-generated content, contents that are created and consumed by the consumers. UGC is 

seen as essential for customers in influencing their online purchase decision, especially for fashion products. However, there are still limited 
studies that discuss UGC and its utilization by consumers to purchase decisions in the fashion industry, whereas the fashion industry is 

considered as a high involvement product. This research conducted to explore and expand previous literature of UGC factors that influence the 

customer's utilization of UGC for fashion product purchase decisions focusing on Generation Z. The data gathered will be analyzed using the 

SEM-PLS approach and utilizing the SmartPLS application to find the causal relationship among variables. In the end, the analysis will provide 
recommendations for fashion product marketers that should be considered, which will be beneficial both for the customers and the marketers 

themselves. 

 
Keywords: Customer’s Attitude, Instagram, Online Fashion Industry, Purchase Decision, User Generated Content, Utilization of UGC 

 

BACKGROUND 

Instagram's large number of users, especially in Indonesia, has reached 45 million in 2018, making it the most effective social media to 

reach customers in terms of business (Miles, 2013). It is supported by a statement from Country Director in Indonesia, Sri Widowati, that 

Indonesia is the biggest social media market in the Asia Pacific Region. Related to the existence of Instagram, an activity that can't be separated 

is e-commerce or, in this case, online shopping. Online shopping has shown rapid growth during all these years due to its advantages for 
consumers, such as the unlimited shopping time, decreasing dependence on store visits, and no transportation costs needed to visit the store 

(Cheema, Rizwan, Jalal, Durrani, & Sohail, 2013). In terms of online shopping and e-commerce segment, according to data from Statista and 

EDC analysis 2019, Clothes and Apparel shown to be Indonesia's second top merchants' segment following Travel, who is in the first place 

online in 2019. 

Therefore, various strategies are done by fashion marketers, in this case, online, in order to capture more extensive customers, and they 

started to reach Generation Z who grew up with the internet and social media as part of their regular activities (Ipsos MORI, 2018). As a result, 

based on Hootsuite, Generation Z, who falls in the age range between 18-24 years old, is the second-highest audience in Indonesia who utilize 

social media. Moreover, they can see such positive impacts that social media bring, making them a creative generation and considered as 

content creators (Madden, 2017) as web 2.0 itself opens such large opportunities to be creative. 

Due to the openness characteristic of Web 2.0, content marketing keeps on getting attention and utilized by various business owners, 

including user-generated content or commonly said as UGC. UGC is a social media content that is created and consumed by members of the 

general public or users (Daugherty, Eastin, & Bright, 2008) which has become one of the popular content marketing strategies that have been 
leveraged by business owners with re-posting their customers' content to their brand online page (Khan & Cheng, 2017). Throughout the years, 

customers find it hard to believe or shown to be more skeptical regarding marketing messages created by the firm (Escalas, 2007). Therefore 

the existence of UGC itself might be the solution for the customers. 
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However, despite the highlights that keep on increasing towards UGC, the previous research provides limited insights, especially in the 

fashion industry since fashion requires high involvement in making a purchase decision which makes the customers motivated to seek relevant 

and credible information (Engel, Blackwell, & Miniard, 2001). Therefore, the main purpose of this research is to expand the knowledge by 

investigating the factors of User Generated Content consists of perceived credibility, perceived risk-reduction perceived usefulness, and 

perceived homophily on Instagram towards the customer's utility in purchase decisions of the Gen Z through attitude. 

Related to the previous paragraphs, this research is conducted to answer the following questions : 

1. How is the relationship between UGC factors, customers' attitudes towards UGC, and the utility for purchase decisions on Instagram in the 

fashion online shopping environment?  

2. What are UGC factors on Instagram considered the most significant in influencing the customer to utilize UGC for purchase decisions in a 

fashion online shopping environment? 

3. What are the recommendations for business owners in the fashion industry in terms of the utilization of UGC? 

Research Objective :  

1. To identify the attitude of the customers towards the existence of UGC on Instagram in the fashion online shopping environment. 

2. To evaluate which factors of UGC on Instagram that are considered as the most important in the eye of the customers in order to influence 

their purchase decision on fashion products. 

3. To provide recommendations based on the result for business owners, specifically in the fashion industry related to the utilization of UGC.  

  

LITERATURE REVIEW 

According to (Kaplan & Haenlein, 2010), social media consists of applications that are built on the technological foundations of Web 2.0, 

which require an internet connection in order to function. Instagram, as a visualized communication social media that is being discussed and 

analyzed in this research, is an application that is commonly used on smartphones has become a substantial application nowadays, especially 

among young people that are considered as Generation Z as social networking (Hashim & Ph, 2017). The simple, unique, and creative visual 
content shared by the users on Instagram is one of the solutions in helping the customers make purchase decisions. Through the content, users 

are enabled to engage with each other in evaluating certain products. 

According to Vickery & Wunsch-Vincent (2007), on The OECD, UGC is a content made and shared with the public for other users to see 

available on the internet, which reflects an amount of creative effort and is created outside of professional practices. UGC changed society to be 
more open by enabling them to create, distribute, and promote their content, making them "prosumers" who actively produce content. There are 

UGC factors that will be analyzed for this research, as it will be explained in the next paragraphs. 

According to Jacoby & Kaplan (1972), perceived credibility is defined as how much the user sees the sources credible or trustworthy, 

which will produce experienced pleasant outcomes after using an application service (in this case, user-generated content).  Jonas (2010) 
mentioned that the perception of UGC creators as someone who is not related to the marketers or business owners might be the reason why 

they are considered as objective opinions. To support that, Mir & Zaheer (2017) also shown that perceived credibility gives a positive impact 

on consumer attitudes toward user-generated content (UGC). 

The activity or strategy of seeking information itself referred to the risk-reduction strategy. Customers applied a risk-reduction strategy 

with the purpose of reducing the uncertainty or consequences of an unfavorable decision (Mitchell & Davies, 1992) .  Prior research that has 

been conducted by Featherman & Pavlou (2003) also from Gutteling & Horst (2007) shows that the existence of UGC from other users will 

help customers in reducing the risks as the information generated will assist the customers in making the right purchase decision. Knowing that 

it makes the customers more confident, it might also generate positive attitudes towards the utilization of UGC itself. 

According to (Davis, 1989), perceived usefulness is defined as to what extent the user believes that using a particular technology or 

application will increase their job performance in one organizational context. FOr this research context, perceived usefulness is defined as an 

individual perception of the usefulness of the product information, visualization, and opinions of UGC shared by other users on Instagram for 

the purchase decision in fashion. Perceived usefulness is one of the factors that will influence online consumers to respond to the display and 
information of products or services provided by others who have experienced it first. It will affect their attitudes towards the information and 

lead to the purchase of the discussed or desired product (Heijden, Verhagen, & Creemers, 2003) 

A study conducted by Jacqueline Johnson & Reingen (1987) defined perceived homophily as a set of similar aspects from users for 

example demographics, psychographics, and other characteristics that might have a potential effect, both directly and indirectly, on other 
consumer’s interpersonal trust, attraction, and perception of the User Generated Content as well as the creator of the content. If the consumer 

found that the creator of the content has the same characteristics and situation in the content related to the brand, then they most likely would be 

more willing to accept the content generated by them (Aldrich, Ruef, & Carter, 2004). 

Attitude commonly defined as someone’s pleasant or unpleasant feelings and evaluations in doing certain activities (Ajzen & Fishbein, 
1997). Shergill (2014) mentioned in their study where a pleasant experience in online shopping activity will make the users have a positive 

attitude. This statement supports the hypothesis that the positive attitudes will lead to the utilization of UGC by the consumers for a purchase 

decision. 

Based on the literature above, below are the hypotheses and framework formulated for this research : 

H1. Perceived credibility of UGC on Instagram has a positive impact on attitude towards UGC. 

H2. Perceived risk-reduction aspect of UGC has a positive impact on attitude towards UGC. 

H3. Perceived usefulness has a positive impact on attitude towards UGC 
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. 

H4: Higher perceived homophily on UGC has a positive impact on attitude towards UGC. 

H5. Positive attitude towards UGC will generate a positive impact towards the utility of UGC for purchase decisions in an online shopping 

fashion environment. 

 

METHODS 

The researcher will gather the data by distributing an online questionnaire. The researcher aims to reach 200 respondents, as SEM-PLS 

requires at least 200 sample sizes. Furthermore, the analysis approach that will be used is PLS-SEM and SmartPLS application specifically, to 

analyze and process the data that has been gathered as its purpose is to optimize the explained variance of dependent latent constructs while 

additionally assessing the data accuracy based on measurement model criteria in SmartPLS. This research will review specifically on perceived 

credibility, perceived risk-reduction, perceived usefulness, and perceived homophily as the independent variables. 

 

ANALYSIS OF FINDINGS & DISCUSSION 

After gathering the data, the researcher will utilize SmartPLS to process the data. The result will be shown starting from the demographic 

data of respondents such as age, gender, domicile, along with their habits in using Instagram. Next, the researcher will present the result step by 

step accordingly to the SEM-PLS analysis benchmarking from previous studies. The findings from this research will be related to the influence 
of the four variables (perceived credibility, perceived risk-reduction, perceived usefulness, and perceived homophily) towards the utility of 

UGC for customer's purchase decisions through attitude. 

The output of the discussion is expected to provide clear explanations along with some insights, especially for the marketers in the fashion 

industry who run the business through Instagram. This study will give insights as to how vital content for the customers and how they rely on it 
for purchase decisions, and what kind of content that the marketers should provide to gain some trust from the customers. The result of how 

important UGC is for customers is expected to be considered by marketers. 

 

CONCLUSION 

The openness characteristics of web 2.0 have allowed content marketing, including user-generated content, getting the highlight as it is a 
content that is created and distributed by the customers itself, which changes them from consumers to "prosumers." Instagram, as one of the 

social media which has large Gen Z users, especially in Indonesia, also becomes one of the platforms that allow the customers to create and 

distribute UGC. The UGC has been discussed mainly for the travel and tourism sector, whereas there are limited studies for the fashion 

industry. The importance of analyzing UGC for the fashion industry is considered as important since fashion products require a lot of 

involvement from the customers in making purchase decisions. 

Therefore, this research aims to analyze and evaluate the influence of UGC factors, which consists of perceived credibility, perceived risk-

reduction, perceived usefulness, and perceived homophily towards UGC's utilization by the customers for purchase decisions in  choosing 

fashion products. The formulated model will provide findings of how UGC is important and how the factors affected the customers, including 
which factors considered to have the most significant impact. The results and findings can be used by the fashion product marketers on 

Instagram to gain more customers along with their trust. Overall, the findings of this research will provide insights for marketers in terms of 

content marketing that includes UGC. 
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Abstract  

This paper aims to coach the Fashion Retail especially how to manage the marketing activities by creating Business Intelligence, developing 

loyalty programs, and enhancing employee performance systems. One of the contributions to the economy in Indonesia is the role of SMEs 

(Small and Medium Enterprises) and the revenue should increase from year to year. However, it is a note that not all SMEs in Indonesia could 
manage their business especially in managing their marketing activities. NIG is the one example of the SMEs as the target business coaching 

that has business on selling Batik models in Indonesia. The main focus is how to utilize data and information that are obtained by using a 

business coaching method, combined with qualitative research to find out the real condition and problems that occur at SME to take action to 

improve marketing activities and management expectations to be implemented as the business solutions. After interviewed with the owner, 
SME does not have Business Intelligence that can be used to translate data into information that is needed for management decision making 

based on current business conditions. Furthermore, there is no loyalty program and employee performance system to support the goal of 

business coaching. Hence, the proposal is to create Business Intelligence, develop Loyalty Programs and enhance Employee Performance 

System in order to achieve good performance of their marketing activities. The information from data translation could be retrieved by the 
implementation of Business Intelligence that greatly help SME to analyses current business conditions to the necessary dimension aspects such 

as customers, products, channels, people and time. Those dimensions will be the base in developing loyalty programs and employee 

performance systems.  

 
Keywords: Business Coaching, Business Intelligence, Employee Performance System, Data Analytics, Loyalty Program  

 

BACKGROUND 

In recent years, there has been a significant increase of SME contributions to the economy in developing countries, such as Indonesia. 
Indonesia with the 4th highest population in the world (The Spectator Index, 2018), greatly has SMEs that contribute 60.34% from GDP 

Indonesia (Indonesia Development Forum, 2019). This fact proves that the SMEs have an important role to level up the economy in Indonesia 

in terms of the number of businesses and field works (Rudjito, 2003: 40). President Indonesia, Mr. Joko Widodo requested to SMEs that they 

should not be on the same level for a long time to survive on its current business, but also they have to level up their business not only focus in 
Indonesia but also expanding the market into ASEAN countries. The contribution of SMEs to the economy from small businesses are 93.4%, 

medium businesses are 5.1% and large businesses are 1%. (Liputan6, 2018).  

NIG is one example of the SME that contributes to the economy development by focusing on producing and selling Batik models in 

Indonesia. The founder, Mr. Angga Aji Putra together with Mr. Mahanugra Kinzana established the business in 2014. The average annual 
revenue is around IDR 500,000,000 and classified as a small business, with a revenue around 500 Million up to 250 Billion Rupiah (Indonesian 

Law Number 20 of 2008 stated about Micro, Medium and Small Enterprises). NIG has a niche market and competes with other Batik channels 

such as Batik Keris, Danar Hadi, Tayada Batik (What's New Indonesia, 2018). The one problem of Negarawan is how to survive their Batik 

business to compete with other brands which have their owned market segments by focusing on its marketing activities. 

With the data analysis, SME could examine the marketing ability to help organizations address the problem, challenge and find 

opportunity from data retailing dimensions by using Business Intelligence (Van-Hau Trieu, 2017). Business Intelligence (BI) has become an 

increasingly important concept with the availability of “big data” and advances in machine intelligence (Muriithi, G.M et al, 2013).  BI system 

is very useful in many areas of business to provide a value that analyzed from product as internal side and customer behavior as external side 

 

LITERATURE REVIEW 

To have better understanding on how to utilize Business Intelligence, BI could determine the company decision to make a value both 

customer and product. One of the proposed ideas by developing the loyalty program. Loyalty is a loyalty that arises from the absence of 
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coercion, but arises out of one's own awareness of something (Zikmund, 2003). It states that customer commitment to service providers, stores, 

brands and so on based on pleasant response by behaviour or nature is the concept of customer loyalty (Zikmund, et al, 2003). Loyalty Program 

has potential to drive product differentiation and sustain the competitive advantage (Alina Nastasoiu et al, 2018). The Loyalty program is also a 

tool for building brand equity (Lemon, Rust, & Zeithaml, 2001; Uncles, Dowling, & Hammond, 2003). 

Business Intelligence 

There are “typical” sources of big data in retailing and there are five dimensional space in order to exploit the information such as 

customers, products, time, geo-spatial location, and channel. (Eric T. Bradlow et al, 2017). Supporting these arguments, a number of studies 

have found that the retailer already has many in store big data but without linking the data (i.e., data fusion, e.g.,Gilula, McCulloch, and Rossi 

2006) to behaviour, the retailer has goods to sell, but with incomplete data. Even though retailer’s data is very rich information such as the 

sales, price, advertising and so forth, the retailer needs to estimate their sales as a function of prices and advertising in order to gain profit and 

optimal ways (Eric T. Bradlow et al, 2017). Finally, big data which does not contain exogenous sources of variation can be misleading to the 

retailer and suggests why experimental methods to prove the information (A/B tests, e.g., Kohavi et al. 2012). 

Loyalty Program 

Number of studies directly examined the variety of information retrieved by customers, could be many things that focus how to get the 

information from certain customer behavior and keep them to buy the product by Loyalty program (Kopalle, Kannan et al. 2012; Kopalle, Sun 

et al.2012; Stourm, Bradlow, and Fader 2015). Loyalty program is one from many provided programs for building and enhancing the brand 
equity (Lemon, Rust, & Zeithaml, 2001; Uncles, Dowling, & Hammond, 2003). The impact of loyalty programs could decrease the sensitivity 

of price to increase brand engagement and be resistant to service failure (Alina Nastasoiu et al, 2018). 

Another set of studies identified that adopting the right loyalty program provides marketers a price that creates differentiation and makes 

them more inelastic in their demand. The strategy could be lowering the price as the option to offer similar products and compete with the 
price, even the impact might reduce the profit. The ideal condition for the retailer could have gained more revenue rather than cost such as 

expenses that needed to promote the product (Klemperer, 1987). 

Employee Performance System 

The retailer has acknowledged the potential of utilizing Business Intelligence in order to generate insights and knowledge from both 
external and internal sources (Shehzad, Khan, & Naeem, 2013; Wang, 2014; Wixom, Watson, & Werner, 2011; Yeoh & Koronios, 2010). The 

one activity on how to manage internal source knowledge is the existence of humans to interpret the external information (Jansen, Van Den 

Bosch, & Volberda, 2005; Sammut & Sartawi, 2012). The ultimate objective of performance management is to increase performance (both task 

and contextual; Borman & Motowildo, 1993) that can be considered a great outcome of the process including the cognitive, affective and 

conative. 

In general, the performance management process model consists of a sequence of stages or activities such as performance agreement or 

goal setting, performance monitoring or facilitation, performance appraisal and feedback, and improved performance (e.g., Armstrong, 2000; 

Pulakos, 2009). Performance agreement and engagement facilitation might be impacted into employee engagement. Furthermore, engagement 
facilitation activities might change throughout the process depending on the employees’ needs, appraisal and feedback (Alan M. Saks et al, 

2010). 

Performance management that effectively applied, will help the retailer to create and sustain employee engagement to high levels, which 

leads to higher levels of performance (Mone and London, 2010). In literature review, the topics are often considered a part of business coaching 
to increase the revenue of small enterprises in fashion retail. It explains the importance of data to be information to develop loyalty programs 

and enhance employee performance management. In conclusion, the current study aims to answer the following research questions. RQ1: How 

to create Business Intelligence to be implemented in NIG fashion retail? RQ2: How to develop the loyalty program in NIG fashion retail? RQ3: 

How to enhance the employee performance system in NIG fashion retail? 

 

DATA AND METHOD 

Research Context 

The framework needed to conduct this business coaching activity as the guideline in this study. The framework includes how to collect 

data in order to implement the research questions in this business coaching. The first method how to collect the data is conducting an interview 

with the founder, Board of Directors and the employees. Second method is direct observation in the working area such as head office and 
offline store. The last method is conducting a focus group discussion (FGD) with the founder and board of directors to discuss about current 

condition, problem and their expectations as solutions by conducting business coaching. 

Based on the analysis in the previous chapter, this research will focus on the implementation of Business Intelligence, Loyalty Program 

and Employee Performance System. The data transaction from retail collected from internal will be translated into information as the reference 
to develop the loyalty program and enhance the employee performance system. To implement the Business Intelligence, it utilizes the 

transaction database from the NIG collection that consist of customers, products, time, geo-spatial location, and channel table (Eric T. Bradlow 

et al, 2017). We start to analyse the data from year 2017 until 2019 and also the visitor record in the store that stress on the total visit and buy 

the product each day. 

Research Methods 

In order to understand the expectation from the owner to answer the research questions, we conducted approximately nine meetings to 

support the business coaching. Our informants came from the Owner, Board of Director and the employee itself. Using the Snowball approach, 
we interviewed all of the ranks of the company with the most contribution from the owner and Board of Director. For the retail employee itself, 

it is just a supplementary interview. Interviewees came from a variety of functions, including Marketing, Operational, Human Resources, and 

Finance to get detailed information and expected output of Business Intelligence, Loyalty Program and Employee Performance System. 
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We took the big portion to the informants who had worked for NIG for more than 3 years and their responses formed the basis to execute 

the research question. We found no systematic studies of the Business Intelligence creation, Loyalty Program development and Employee 

Performance System enhancement practices outside. The informants may have been biased as the concern item, then we re-confirmed again 

every progress based on the result meeting in the next meeting or by communication tool: no bias surfaced. To supplement these methods, we 
examined some documentation in the company such as the company profile website, sales data, operational data and observation results in the 

offline store. We also studied the materials used to support the research questions implementation by the journal mentioned. We relied on 

previously published studies, interview results and internal data provided by NIG for business coaching activity. 

 

RESULT 

Business Intelligence 

 Business Intelligence according to Microsoft Power BI in 2019 is a process to discover, analyse, visualize and explore the data into 

useful information. There are “typical” sources of big data in retailing and there are five dimensional spaces in order to exploit the information 

such as customer, product, time, geo-spatial location, and channel. (Eric T. Bradlow et al, 2017). NIG has classified the five dimensional spaces 

into some categories, such as date, employee name, transaction number, brand, SKU, model shirt, colour shirt, size, customer name, phone 
number, email, channel, delivery type, payment type, sales price, total amount. Those data parameters will be translated by BI to visualize the 

information with six features, such as data of this week (NIG recommendation), sales and customer behaviour analysis, product performance 

analysis, visitor performance analysis, employee performance analysis, and NIG reference of report fashion retail. 

 The image output of information are some images in tablse and graphs (stacked, bar, circle, etc) that showed by selecting certain time 
such as in a day, a week, a month, and a year. By showing the data comparison year by year, fashion retail could have the insights or new 

findings after analyse the business performance and possible to come up with the marketing strategies. For instance, the sales comparison is 

going down year by year, which is the favourite product bought by the customer, how many new customers and repeat customers in the certain 

year, sales growth, etc. It is really flexible and dependable from the internal priority by looking at current performance of business and 
marketing strategy. This implementation really comes from the owner’s expectation and very useful to SME due to every input from the 

transaction records, the information will be updated in real time how the information constructed and possible has different information while 

data input in daily. 

Figure 1 Business Intelligence Result 

 

 

Loyalty Program 

Fashion Retail has offered three categories of loyal membership from bronze, silver and gold. Each of them is providing customer benefits 

such as voucher, discount, special day, bonus, free delivery, etc. Customers could enjoy the bronze category while the new customer has a 
minimum 3 times transaction of purchasing Batik models in the 6 months. Customer could enjoy the silver category while the new customer 

has a 6 times transaction of purchasing Batik models in the 6 months Gold is for the loyal customers which offer beneficial programs to the 

customer among other categorizations with a minimum 6 times transaction of purchasing Batik models in the 6 months.  

 The purpose of these categorizations is to increase the customer loyalty through every transaction recorded.  For instance, customers 
will get a discount of 5% after having their 5th transaction of purchase Batik models and free ready to wear product (RTW) after having their 

10th transaction of purchase of Batik models. For the loyal membership, customers which have Bronze category, customer gets free voucher of 

tailoring, receive discount of 10% after customer has purchased 3 items in last six months. For the silver category, customers will receive a 

discount of 15% of purchase, free tailoring voucher on every birthday which has purchased 6 items in the last six months The last category, 
Gold members, customers will receive a discount of 20% of purchase, free delivery in Eid Mubarak or Christmas day, free dry clean 3 times, 

free voucher tailoring on every birthday which have purchased more than 6 items in six months. 

 

Employee Performance System 

The one proposal of the employee performance system through the Business Intelligence to have the information regarding the employee 

performance by sales in each month. The fashion retail will evaluate every month to the employee who has achieved/ not yet achieved the 

monthly sales target. The rewards that fashion retail offer is the commission fee that will be paid in every month, excluding from bonus. The 

purpose of giving commission is to increase the performance and have better output in selling the product to the customer in the store or quick 

response from customer service in the online store.  

 The additional scheme instead of taking the data sales from Business Intelligence, fashion retail initiates to enhance with some 

parameters related to the employee soft skills performance, such as communication, teamwork, discipline, engagement facilitation, and 

performance engagement appraisal and feedback. Discipline in reporting the goal setting by each employee, evaluate job design such as input 
daily sales, traffic store, record transaction, writing an email to the customer, etc. In coaching and social support, the job evaluation such as 

reminder to the tailor and input to the internal system. For the leadership item, the job is to check the logistic items, and update sample product 
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displays in the store. For the training item, the job such as standard operation, how to manage ready to wear and customization products. The 

last job evaluation includes soft skills such as trust, consistency, fairness, and justice in relation to the customer and company. 

 The employee performance system has maximum points and it will be evaluated by the human resource team by giving the point in 

each parameter item to be converted into a total point that reflects the commission given to the employee. The maximum commission fee given 

by the owner is two hundred thousand Rupiah to every employee which has achieved the employee performance system. 

 

DISCUSSION 

Theoretical contributions 

In overall, all theoretical contributions work well especially in providing the construct information and no experimental execution. The 

five dimensional spaces such as customers, products, time, geo-spatial location, and channel. (Eric T. Bradlow et al, 2017), works effectively in 
fashion retail how to create Business Intelligence and construct information to develop Loyalty Program and enhance Employee Performance 

System. The data and documentation provided by fashion retail is represented from the previous research (Eric T. Bradlow et al, 2017) and very 

useful to determine the condition represents the company in a certain period. Business Intelligence has strengths to the performance function 

especially how to provide the information in the real time. By arranging some data into visualizations that construct information such as 
customer, product, time, location, and channel, it really helps the owner to review the marketing strategy and provide alternative strategies to 

boost the sales. 

In developing the Loyalty Program, the research has been well implemented especially how to design the program with good rewards to 

the customer (Alina Nastasoiu et al, 2018). The research explained the item as a checking point to design the program such as ambiguity, 
uniqueness and custom fit. In collaboration with fashion retail strategy and needs, not all the checking points are implemented. The company 

focuses on prioritizing loyal membership by giving promotion items that really consider ambiguity and uniqueness such as giving the discount, 

voucher, free delivery, special day with terms and conditions applied. 

The last improvement point is to enhance the employee performance system, is not to argue with the research explained. It is suitable with 
the objective of the business coaching on how to increase the performance and consider great outcomes that are in-line with the owner's 

expectation. The stages or activities such as performance agreement or goal setting, performance monitoring or facilitation, performance 

appraisal and feedback, and improved performance (e.g., Armstrong, 2000; Pulakos, 2009) are suitable with the improvement proposal to 

fashion retail by making design schemes in order to manage employee performance. The additional point is the use of Business Intelligence to 

analyze the performance of each employee by giving the data of their sales performance in each month or certain time. 

 

Implications for practice 

Business Intelligence is very useful as an analysis tool to determine the company’s condition in terms of executing  the marketing strategy. 
Along with the owner’s expectation, it changed the way on how SME analyses the data. Before the implementation, the company has to extract, 

translate and visualize the data manually. After the improvement,  there is a system to handle the administration job in the real time. In other 

side, SME has to review periodically the practice of Loyalty Program and Employee Performance System due to lack of time in implementing 

and educating the customers and employees. Current situation is very difficult to execute the marketing strategies because it needs direct 
contact to the customers and employees in physical way. The implication in this improvement idea is up to the acknowledgement from the 

owner and company’s team and make consensus or promise to implement the ideas, education and evaluation after six-month implementation 

timing. 

 

CONCLUSION 

The implementation of Business Intelligence is very important to follow the five dimensional space in big data retailing. The system works 
well in managing the five dimensional spaces (Eric T. Bradlow et al, 2017) as the raw data then translates into visualization such as tables, 

graphs to be translated into information. The information is very useful to reflect the current company’s business performance situation as the 

reference to implement some marketing strategies such as Loyalty Program and Employee Performance System. The benefit after utilizing the 

Business Intelligence is fast to receive real time information that can be provided as along as the SME consistent input the data to the Business 
Intelligence. The development is quite the same with the owner’s expectation compared to the subscription system offered in the public. The 

other benefits are no cost development and reduce subscription fee. It would have better output if the Business Intelligence can be integrated 

with the internal system starting from production into purchase transaction records as the recommendation outlook. 

The development of the Loyalty Program, even the implementation is not yet realized, but the company soon will implement the scheme 
to the customer once the condition is going well. The outcome of the Loyalty Program is along with the company's recommendation after 

having some discussion and checking by the reference from some researches. By focusing on some important points such as how to design a 

reward by analyzing the product information and customer perception to buy the product, it will avoid an ambiguity and increase uniqueness in 

designing the Loyalty Program (Alina Nastasoiu et al, 2018). 

The enhancement of the Employee Performance System has same condition with the Loyalty Program. It has been discussed with the 

stakeholders and they will execute the program to the employee soon. The commission fee allows the owner to increase the employee 

performance, it could be driven from the Business Intelligence result especially the dimension “people” as employees to track their 

performance in achieving the sales target in each period of time. The others judgment to define good performance combined with the 
experience from SME by adding some criteria such as teamwork and job design along with journal reference to involve job design, coaching 

and social support, leadership and training (Armstrong, 2000; Pulakos, 2009). 
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Abstract  

Sustainability has become an enormous challenge in the fashion industry. With fast fashion dominated the industry, it brings severe adverse 

impacts on the environment and society. Furthermore, slow fashion emerged as an alternative to the unfortunate trend of fast fashion. Slow 

fashion could offer great help for big cities with large populations hence high consumption such as Bandung and Jakarta to restore the health of 
their environment and society. However, the consumer holds a significant role in the growth of slow fashion. This study aims to analyze 

consumers’ behavior towards slow fashion, in particular their purchase intention. The theory of Planned Behavior is used as the model, 

incorporating Attitude, Subjective Norm, and Perceived Behavioral Control as the independent variables and Purchase Intention as the 

dependent variable. Data collected from 250 respondents age 18-35 years old domicile in Bandung or Jakarta showed that only attitude and 
perceived behavioral control that influences purchase intention while subjective norm does not. Moreover, an attitude has a much stronger 

influence on purchase intention with the t-values of 10.991 and effect size (f2) of 0.601. Finally, this study would be helpful for slow-fashion 

companies that have 18-35 years old consumers in Bandung and Jakarta as they target market to understand more efficient ways to increase 

their sales 
 
Keywords: Consumer Behavior, Fast Fashion, Purchase Intention, Slow Fashion, Theory of Planned Behavior 

 

BACKGROUND 

'Fast fashion’ is a term that is popular among the community. According to Merriam-Webster, fast fashion is an approach to the design, 

creation, and marketing of clothing fashions that emphasizes making fashion trends quickly and cheaply available to consumers (Fast Fashion | 
Definition of Fast Fashion by Merriam-Webster, n.d.). Fast fashion products adapt to the trends quickly; therefore, they are only used for a 

short period, resulting in frequent disposal. High-speed production and consumption are the characters of fast fashion (Joy et al., 2012). Other 

than that, fast fashion products are designed with little emphasis on quality (Preuit, 2016), resulting from the frequent use of synthetic fiber that 

is not easily recyclable (Morgan & Birtwistle, 2009) and eventually produce more waste (Ajistyatama, 2019). Not only causing adverse impacts 
on the environment, but fast fashion is also harmful to labor since they usually work in a ‘sweatshop’ which has poor pay and poor working 

conditions (Micheletti & Stolle, 2007). In response to the trend, slow fashion offers more or less the opposite of fast fashion. Slow fashion 

occurred as an alternative to fast fashion by encouraging consumers to build emotional attachment and keep their clothing longer in order to 

decrease the disposal rate (Preuit, 2016). Slow fashion is different from the usual eco-friendly fashion products. It is more responsible to both 
mother nature and society at large. In addition, research regarding slow fashion among Indonesian consumers is only a few. Moreover, this 

research aims to fill the gap in the issue. 

The emotional bond which is owned by consumers toward a product and the relationship built between a consumer and the producer are 

key factors of slow fashion (Preuit, 2016). Hence, consumers’ role in slow fashion businesses is very much crucial. Therefore, it is essential to 
find out more about what can encourage people to buy slow fashion products, especially for consumers in big cities with many fashion 

producers. Bandung has many places to shop or to produce fashion products. Other than that, it has a large population that has reached 225 

million by 2015 and is projected by Badan Pusat Statistik (BPS) that by 2020 the population will increase to 271 and reach 305 in 2035 

(Tamara, 2019). Jakarta, as the capital city of Indonesia, has become the center of economic activities of the country. The fashion industry is 
also growing fast and dynamic in the city. Not to mention that in 2020, it is projected that Jakarta's population will increase by 0.7% to 10.57 

million people, according to SUPAS (Jayani, 2019). Hence, consumption will increase. In this study, there are two questions to be answered. 

RQ1: What are the factors influencing Bandung and Jakarta consumers’ purchase intention towards slow fashion products? 

RQ2: Which factors that significantly influence purchase intention towards slow fashion products? 
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Sustainability in Fashion Industry 

Sustainability commonly described as fulfilling customer needs in the present without compromising the needs of future generations 

(World Commission on Environment and Development, 1987). There are certain basic principles of sustainable business policy; respect for 

people (at all levels of the organization), the environment and its supply chain; respect for the earth, realizing that resources are finite; and 
generating profits from adherence to these principles (Langenwalter, 2009). The challenge (in the fashion industry) is to see how all suppliers 

of the individual components can be ethically regulated and accounted for, together with the practice used to produce the product, its 

transportation from factory to retail outlet, and finally the aftercare and disposal of the clothing (Beard, 2008). 

Fast fashion is aiming to produce cheap, easy, and rapidly, they push the cost of materials and labor, shorten the lead times, and set a large 
volume production that is efficient (Fletcher, 2010). Produce massively but with lower quality result in cheaper costs and higher profit margin 

(Turker & Altuntas, 2014). Low price, fast-respond to trends, large variety with small batches, and speed of their availability successfully 

attract the fast-fashion consumers and lure them to buy the products immediately (Joy et al., 2012). Unfortunately, when those things combined 

with low quality, it results in quick turnover in which consumers feel little guilt about purchasing and disposing of these products (Joy et al., 
2012). It is also supported by consumers’ passivity of their purchases in which they don’t build emotional relationships with the garment or 

how the product is made (Preuit, 2016). 

Slow fashion refers to a philosophy of attentiveness to the needs of each stakeholder, from designers to consumers, and the impact of the 

whole production process to stakeholders including the environment has the means to incorporate social responsibility, transparency, 
sustainability, and other ideas to both maintain profit and enhance business practice (Fletcher, 2008, 2010). Slow fashion focuses on the quality 

of the fabric and also the process of each product was made which is the key to success if the process is well educated to the consumers 

(Pookulangara & Shephard, 2013). Furthermore, slow fashion encourages conscientious consumers who view their purchase in a holistic way, 

especially because they are increasingly concerned about their environmental and social impact (Henly, 2010; Siegel et al., 2012). 

Consumer Behaviour 

According to Hoyer & Maclnnis, consumer behavior reflects the entire process of consumer decisions about the purchase, use, disposal, 

activities, experiences, people, and ideas by human decision-making units over time. Therefore, it is not limited to how a person buys a 

product. Consumer behavior is affected by four major domains; (1) the psychological core, (2) the decision-making process, (3) the consumer’s 
culture, and (4) consumer behavior outcomes (Hoyer & Maclnnis, 2008). Indicators of consumer behavior are commonly studied using the 

Theory of Planned Behaviour (TPB) as its theoretical base (Bashir et al., 2019). Intentions, as the central factor in the model, are thought to 

capture the motivational factors that affect behavior, they are indicators of how strong the willingness of people to try and how much effort 

they will put to carry out the behavior (Ajzen, 1991). There are three antecedents in the theory, they are attitudes, subjective norm, and 

perceived behavioral control. 

Green Consumer 

Green consumer is a term used to define consumers who are aware of and interested in environmental issues (Soonthonsmai, 2007). What 

differs green consumers from other consumers lies in their behavior (Polonsky, 1994). Green consumers consider that every product and 
service have environmental impacts, and they have the initiative to decrease the negative impacts by buying environmentally friendly products 

(Soonthonsmai, 2007). 

Theory of Planned Behaviour 

Theory of Planned Behaviour is the extension of the Theory of Reasoned Action in 1975 developed by Icek Ajzen and Martin Fishbein in 
1980. Based on the theory, it proposes that to predict someone’s behavior, it is needed to measure the person’s behavioral intention. The 

behavioral intention is influenced by the person attitude (ATT) toward an act, subjective norm (SN) or expectations from people that are 

considered important by the person, and the perception of the capacity of the person to carry out the act or known as perceived behavioral 

control (PBC) (Choi & Johnson, 2019). As a general rule, the more favorable the attitude and subjective norm according to engaging in the 
behavior, and the greater the perceived control, the more likely it is that a person will develop an intention to conduct the behavior in question 

(Ajzen, 2015). 

1. Attitude 

Attitude is a feature of behavioral beliefs that describe the alleged implications of a person’s behavior (Ajzen, 1991; Eagly & Chaiken, 
1993). According to the theory, behavioral beliefs result in a favorable or unfavorable attitude towards behavior, which refers to the degree 

to which an individual has a favorable or unfavorable behavioral evaluation (Ajzen, 1991). Thus, favorable attitudes towards a product 

could trigger someone to purchase the product (Sofiani & Saefuloh, 2018). 

2. Subjective Norm 

The subjective norm is a function of normative beliefs, which shows how a perceives others close to the person to believe in behavioral 

involvement (Ajzen, 1991; Eagly & Chaiken, 1993). It is social pressure that impacts one’s behavioral decisions (Ajzen, 1991). 

3. Perceived Behavioural Control 

A person’s perception of how easy or difficult it is for them to do a certain behavior that is determined by control beliefs, which are the 
beliefs about the probability that a person has the resources and opportunities needed to achieve the action or the objective, describes 

perceived behavioral control (Ajzen, 1991; Eagly & Chaiken, 1993). Perceived behavioral control is also assumed to be the representation 

of past experiences or anticipated barriers (Ajzen, 1991). 

Purchase Intention Towards Slow Fashion 

Green purchasing intent can be defined as one’s willingness to prefer green products over other products (Abdul Rashid, 2009). 

Individuals who believe that eco-friendly behavior is important were more willing to buy green (Tih & Choshaly, 2011). According to the 
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Theory of Planned Behaviour, Attitude, Subjective Norm, and Perceived Behavioural Control will be used as independent variables to analyze 

Purchase Intention as the dependent variable. Hypotheses are developed as follows. 

 

H1: Attitude towards slow fashion has a positive relation to purchase intention. 

H2: Subjective Norm has a positive relation to purchase intention. 

H3: Perceived behavioral control has a positive relation to purchase intention. 

 

METHODS 

1.   Data Collection 

The data collected using a questionnaire given to the sample through an online platform (Google Form). The study conducted purposive 

sampling and snowball sampling, targeted people who were in the age range of 18-35 years old, already have revenue, experienced in buying 

their clothes, and domicile in the Bandung and Jakarta area, with the number of sample of 250 respondents. 

2.   Data Analysis 

PLS-SEM is used to analyze the data using SmartPLS software. The outer model will be analyzed to determine the validity and reliability 

of the study. The inner model will cover the coefficient of determination (R2), cross-validated redundancy (Q2), path coefficient, and effect 

size (f2), and eventually, hypothesis testing. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The survey of this study collected 250 respondents consists of 115 males and 135 females through an online survey. The majority, with 

68.8% of the respondents is people within age 18-22 years old. Bandung dominates the domicile with 79.6% of the respondent. 

Coefficient of determination (R2) 

Coefficient of determination or the R2 is a measure of the model’s predictive accuracy. It ranges from 0 to 1 with 1 indicating impeccable 
predictive accuracy. According to Ghozali (2005), R2 result of 0.67 shows that the structural model is suitable, R2 result of 0.33 indicates the 

model is moderate, and R2 of 0.19 shows that the model is weak. 
 
 

Table 7: Coefficient of determination (R2) 
 R Square R Square Adjusted 

Purchase Intention 0.562 0.557 

 

From the table above, the R2 value for purchase intention is 0.562, which indicates that it is included in the moderate category. This result 

explains that the purchase intention towards slow fashion products can only be explained by 56.2% through constructs of attitude, subjective 

norm, and perceived behavioral control. Meanwhile, the remaining 43.8% can be explained through other variables outside the constructs.  

Cross-validated redundancy (Q2) 

Cross-validated redundancy or Q2 is a method to assess the inner model’s predictive relevance. If the Q2 value is more significant than 

zero for a specific endogenous construct, it represents the path model’s predictive relevance for this construct. However, it  does not reflect the 

quality of the prediction (Hair et al., 2014). The Q2 result for purchase intention is 0.401, as can be seen in Table 2, which is a positive value. 

The positive value of Q2 validates the construct’s predictive relevance. 

Table 8: Cross-validated redundancy (Q2) 
 SSO SSE Q² (=1-SSE/SSO) 

Attitude 1000 1000  

Perceived Behavioural Control 750 750  

Purchase Intention 1000 599.449 0.401 

Subjective Norm 750 750  

Path coefficients 

Path coefficients represent the hypothesized relationships linking the constructs. The values are standardized within the range from -1 to 
+1. Coefficients closer to +1 showing strong positive relationships, meanwhile coefficients closer to -1 representing strong negative 

relationships. 

Table 9: Path Coefficients 

 Original Sample Sample Mean (M) 
Standard Deviation 

(STDEV) 

T Statistics 

(|O/STDEV|) 
P Values 

Attitude -> Purchase Intention 0.627 0.631 0.057 10.9991 0.000 

Perceived Behavioural Control -> 

Purchase Intention 
0.153 0.157 0.055 2.794 0.005 

Subjective Norm -> Purchase 

Intention 
0.075 0.070 0.054 1.404 0.161 
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From the results in Table 3, the original sample value of attitude is 0.627, which is the highest among the other variables. Perceived 

behavioural control has much lower original sample value of 0.153, and the subjective norm has the lowest with only 0.075. These results 

indicate that attitude has a strong positive relationship to purchase intention. 

Effect size (f2) 

Cohen’s f2 can be used to determine the effect size for each path model. The effect size can be determined based on the f2 values as 0.02, 

0.15, 0.35 indicates small, medium, and large effects, respectively. 

 
Table 10: Effect size (f2) 

 Purchase Intention 

Attitude 0.601 

Perceived Behavioral Control 0.042 

Subjective Norm 0.01 

Based on Table 4, only attitude that has large effects towards purchase intention with f2 value of 0.601. Meanwhile, perceived behavioural 

control has small effects, and the subjective norm has minimal effects. Subjective norm has f2 value below 0.02. This could indicate that 

subjective norm has no effect on purchase intention.  

Hypothesis Testing 

Bootstrapping was conducted to acquire hypothesis testing. The test statistic tools used are t-tests. For inner model coefficient or path 

coefficient, the score shown by the t-statistical value must be above 1.96 for the two-tailed hypothesis at alpha 5% (Hair et al., 2006). Results of 

the bootstrapping can be seen in Table 5. 

Table 11: Bootstrapping Results 

Hypothesis Structural Path T Values P Values Result 

H1 Attitude -> Purchase Intention 10.991 0.000 Accepted 

H2 Subjective Norm -> Purchase Intention 1.404 1.161 Rejected 

H3 Perceived Behavioral Control -> Purchase Intention 2.794 0.005 Accepted 

A. Relationship between Attitude Towards Slow Fashion and Purchase Intention 

Based on the result in Table 5, the t-value of H1 is 10.991 > 1.96 at a significance level of 0.05 (5%). This means that H1 is accepted, 

which means that attitude has a positive relation to purchase intention. The result is in line with other researches by Shidiq & Widodo 
(2018), Sofiani & Saefuloh (2018), Preuit (2016), Choi & Johnson (2019), and Ko (2012) that studied the purchase intention of various 

green products. The result explains that as people have a more favorable attitude towards slow fashion, their intention to purchase slow 

fashion products increases. 

B. Relationship between Subjective Norm and Purchase Intention 

Based on the result in Table 5, the t-value of H2 is 1.404 < 1.96 at a significance level of 0.05 (5%). This means that H2 is rejected, which 

means that subjective norm has no positive relation to purchase intention. It is consistent with the effect size result. Subjective norm shows 

the lowest value for effect size to purchase intention. Moreover, since the subjective norm has small even no effects on purchase intention, 

the variable does not have any positive significant relationship with purchase intention towards slow fashion. The result is in line with 
research done by Preuit (2016) on the young adult consumer that shows subjective norm is not a significant factor predictor for purchase 

intention towards slow fashion products. However, the result of this study is not in line with researches by Sofiani & Saefuloh (2018), 

Yong et al. (2017), Choi & Johnson (2019), and Ko (2012) that show subjective norm has a positive significant relationship with purchase 

intention of green products. 

C. Relationship between Perceived Behavioural Control and Purchase Intention 

Based on the result in Table 5, the t-value of H3 is 2.794 > 1.96 at a significance level of 0.05 (5%). This means that H2 is accepted, 

which means that perceived behavioral control has a positive relation to purchase intention. The result is in line with other researches by 

Preuit (2016), Sofiani & Saefuloh (2018), Yong et al. (2017), and Ko (2012). In their researches, perceived behavioral control has a 

positive significant relationship with purchase intention of green products. However, this study is not in line with a study in the USA by 

Choi & Johnson (2019) regarding green products and Ko (2012) regarding green apparel. 

 

This study shows that only attitude and perceived behavioral control that have an influence on purchase intention. While subjective norm 
does not have an influence on purchase intention towards slow fashion. Moreover, research questions will be answered based on this study's 

results as follows. 

 

RQ1: What are the factors influencing Bandung and Jakarta consumers’ purchase intention towards slow fashion products?  

This study incorporated variables from the Theory of Planned Behaviour to examine the factors that influence Bandung and Jakarta 

consumers’ purchase intention towards slow fashion products. From the three independent variables in the model, only subjective norm that 

shows has little even no influence on purchase intention. Hence, the factors that influence purchase intention based on this study are attitude 

and perceived behavioral control. However, purchase intention towards slow fashion products can only be explained by 56.2% through 
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constructs of attitude, subjective norm, and perceived behavioral control. Furthermore, the remaining 43.8% can be explained through other 

variables outside the constructs. Based on these results, it is recommended for future researches to incorporate more variables in the model to 

acquire even better results. 

RQ2: Which factors that significantly influence purchase intention towards slow fashion products? 

According to the results, the attitude has the highest value on path coefficient, effect size, and t-value. Compared to perceived behavioral 

control, the result shows that attitude has a much stronger relationship. From previous researches, attitude also shows similar results that it has a 

positive significant relationship to purchase intention. 

Implications and Limitations 

The implication of this study is that consumer with a higher favorable attitude towards slow fashion has a higher intention to purchase 

slow fashion products. The attitude of consumers holds the biggest role in predicting purchase intention. Therefore, for companies that offer 

slow fashion products, it must be taken into account that improving their consumers’ attitudes towards slow fashion would help them to sell the 

products since purchase intention will also increase. However, there are limitations to this study. First, only consumers within the age of 18-35 
years old are examined. Hence, for companies that are aiming for consumers outside this age gap will not find this study helpful. Second, the 

scope of the geographic area only covers Bandung and Jakarta. Other areas could show different results since each area has its own 

characteristics. Third, this study only used three independent variables to predict consumer purchase intention. Future researches could add 

more variables to predict purchase intention to get more reliable and relevant results. It is also recommended to compare consumers’ purchase 
intentions with the actual behavior. Meaning, whether consumers with high purchase intention have actually bought the products or not. 

Moreover, factors that influence the actual behavior could also be analyzed. 

 

CONCLUSION 

This study analyzed data from 250 respondents age 18-35 years old that domicile in Bandung or Jakarta. Theory of Planned Behaviour is 
used as the model of the study, incorporating Attitude, Subjective Norm, as Perceived Behavioural Control as independent variables to predict 

consumer Purchase Intention towards slow fashion products. 

Based on the results, this study found that among the three independent variables, only Subjective Norm that does not influence to 

purchase intention of slow fashion products, hence H2 is rejected. Attitude and perceived behavioral control have influences on consumer 
purchase intention. Hence H1 and H3 are accepted. This study also found that attitude has the most significant influence on purchase intention 

with the t-value of 10.991 and the effect size (f2) of 0.601. 

This study implies that consumer with a higher favorable attitude towards slow fashion has a higher intention to purchase slow fashion 

products. Hence, for companies that offer slow fashion products, it must be taken into account that improving their consumers’ attitudes 
towards slow fashion would help them to sell the products since purchase intention will also increase. However, limitations of this study should 

also be taken into account, which is the scope of this study only covers consumers within the age of 18-35 years old that domicile in Bandung 

or Jakarta and only analyzes three variables as the predictor of purchase intention. For future researches, it is recommended to extend the scope 

of the study by covering more areas of target respondents and adding more variables to predict purchase intention. Moreover, actual behavior 

could also be analyzed to see whether purchase intention is corresponding with the actual behavior. 
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Abstract  

Kendari is one of these cities – the capital city of the Province of South-East Sulawesi. In Kendari city - which has a population 392,830 of in 

2019 – generates around 230 tons/day (as per 2019), which more 86% goes to Puuwatu landfill site (TPA) which causes pollution to land and 

groundwater/river. Besides, the city is facing a limited capacity of the existing landfill site. On the other hand, finding a new landfill site has 
always been resisted by the community. Another issue accompanied is that the city has been facing a shortage of electricity supply. Hence the 

city will need an advanced breakthrough in ways to address these issues simultaneously, e.g., with the waste-to-energy (WTE) plant 

development.   

Compared with just landfilling, the WTE technology could significantly reduce the volume of the waste goes to the landfill while produces 
electricity; it also avoids the emission of greenhouses gas (GHG) and the contamination of groundwater and soil. The WTE solution can also 

solve the problem of the scarcity of urban land for landfills and conserve high beneficial land. WTE technology is very mature and has been 

adopted in many countries.  

The objective of this research is to propose and discuss a strategy in introducing new technology in waste to energy management in Puuwatu 
Landfill (TPA) Kendari. The study included the Technical options and Financial Analysis of Fuji Electric Solution in which Fuji brings their 

WTE Principal Partner from the USA, Langenburg technologies for solving waste to energy management in TPA Puuwatu ,Kendari City. 

 
Keywords: City of Kendari, TPA Puuwatu, waste to energy (WTE), waste management policy, investor, Fuji Electric, Langenburg Technologies  

 

INTRODUCTION 

One of the problems faced by governments in cities around the world, including Indonesia, is waste management. According to Badan 

Pusat Statistik ( the Central Bureau of Statistics) data in 2016 that waste generation reached 65 million tons/year from 261 million people in 

Indonesia. It is predicted that in 2025, the amount of solid waste generation in urban areas will increase to 1.42 kg/person/day in Indonesia. 
Along with increasing economic growth, the standard of living of the population has also increased. Economic growth is indicated by an 

increase in production and consumption activities. Increased production and consumption activities will have an impact on increasing the 

number, types, and diversity of characteristics of landfills. 

The increase in population is one of the factors increasing the amount of waste generation. In 2025 the estimated total population of 
Indonesia is 284,829,000 people or an increase of 23,713,544 from 2016. If it is assumed the amount of waste produced per year is the same, 

the amount of waste that will increase is 5,928,386 tons (Subdirektorat Statistik Lingkungan Hidup, 2018). 

Based on information obtained in this final project, blackouts that are very common in Kendari City have caused several negative impacts 

on the decline in industrial productivity and community economic activities; this is due to the electricity deficit in Kendari City. The important 
issue is the dependence of the Kendari City on the constant need for electrical energy, making the concept of waste/rubbish into energy is the 

best alternative to be applied in this region in contributing to using waste/rubbish as fuel to reduce energy dependence. 

 

OBJECTIVES 

1. To analyze external and internal situation of Fuji electric in order to introduce the Langenburg Technologies in Kendari City. 

2. To determine a strategy in meeting with the minimum economic and technological criteria to replace the existing system in the Kendari 

City.  

3. To develop a program to implement the introduction of Langenburg Technologies in Kendari City. 
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METHODS 

In this Journal, the evaluation of waste to energy development uses qualitative research, which is an approach for exploring and 
understanding the meaning of individuals or groups ascribed to a social or human problem. The emerging questions and procedures, data 

typically collected in the participant's setting, data analysis inductively building from particulars to general themes, and the researcher making 

interpretations of the meaning of the data are involved by the process (Creswell, 2014). 

The study on waste to energy development begins with learning the policy's objectives, the implementation strategy, the effort to achieve 
the objectives conducted by the local government of Kendari, and finding the ideal conditions of waste to energy management implementation 

in Kendari City. The condition is used to be a benchmark of the actual conditions that exist today. 

The waste to energy development evaluation is concerned with trying to determine the impact of policy on real-life conditions. To 

evaluate as proposed, the author sets the areas of focus for the evaluation. The scope of waste to energy development evaluation includes 
assessing policy content, implementation, goal attainment/effectiveness, and policy impact. The expected result of the evaluation is finding the 

causes of low-level waste management Implementation in Kendari City. 

 

DATA COLLECTION ON TPA PUUWATU LANDFILL SITE 

Based on data from the DLHK of Kendari City, the TPA Puuwatu landfill has an area of 17.46 Ha with land acquisition gradually 

increasing, which is 12.46 Ha, and in 2013 an increase of 5 Ha was financed by the Regional Government Budget.  The city of Kendari and is 
expected to operate for at least 20 years, TPA Puuwatu has been running since 2002. As a center for services, education, health services, trade, 

and transportation between regions, Kendari City faces environmental problems, including urban waste. With an area of 295,89 Km2 and a 

population of 2018 of 356.594, people can produce up to 229,46 tons of waste per day. Kendari City's waste management policy includes 

efforts to reduce and handle waste at the source of waste generation and the handling of waste at the landfill site.  

 

BUSINESS ISSUES 

1. Waste Management: The composition of waste in the Puuwatu landfill consists of 70% organic waste and 30% inorganic waste. 

Management of Puuwatu landfill, which covers around 16 hectares, of the total area of 10 hectares has been filled with garbage as high as 

10 to 15 meters and is still using an open-dumping system.  

2. Funding: Limited funds from the APBD and need some alternative sources of funds include foreign financial institutions, donor groups, 

the private sector, and so on. 

3. Waste Processing: The Ministry of Public Works encourages households and communities to participate in processing waste with 3R 

approach (reuse, recycling and reduce) so that the waste reduces from around 75% to about 35% and the remaining 65% goes to the 

landfill. 

4. Technology: A special method or special technology is needed so that the accumulated waste can be absorbed to be processed into 

energy. 

 

TECHNICAL OPTIONS 

Option 1 (Do Nothing) 

Improvements in solid waste diversion: There are no additional diversion initiatives in this option; therefore, no improvements in the 

diversion can be achieved. 

Impact on life expectancy of the landfill: With this option, the landfill space will be used up the fastest.  

Environmental benefits: There are substantial concerns with environmental impacts of current operations, such as leachate, landfill gas, 

odors, vectors (animals), and human health and safety of people working and living on the landfill site. 

Cost implications: The current cost to operate the TPA is unrealistically low and will be lower than all other options simply because the 

site does not meet minimum environmental standards 

Option 2 (Using Refused Derived Fuel (RDF) Technology) 

RDF product can be utilized in some Plants such as co-processing in cement kilns, co-combustion in coal fired power plants, it is known 
as co-firing product for a coal-thermal power plant, and on-site/off site in an appropriately designed waste incinerator for thermal recovery of 

power generation. RDF product can be utilized for combustion process which can generate Power either in WTE Plant or Coal Thermal Power 

Plant. 

Option 3 (Using WTE Technology with LT Plasma and Gasification)  

LT Technology offers a sophisticated technology which improves previous plasma technology by their proprietary technology. LT 

Technology can generate Power and Water, and any feedstock of waste can be processed with their advanced Plasma Gasification  without 

adverse environmental impacts. 

 

Table 1 - Comparison Scoring for Technology Options vs “Do Nothing” 

Evaluation Criteria 
Option 1 

Do Nothing 

Option 2 

RDF Plant 

Option 3 

Plasma/Gasification 
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Process - to power 

Technical Criteria       

Scale of operation is appropriate for current and future demand 1 3 5 

Large scale proven technology / system 5 3 3 

Low land requirement 1 3 5 

Capable of diverting at least 70% by weight of MSW from landfill disposal NA 5 5 

Financial Criteria       

Least cost solution (for CAPEX and OPEX) that meets regulatory and 

environmental criteria 
NA 4 4 

Already existing market for its by products NA 5 5 

Acceptance of the Central Government of Indonesia for type of Technology NA 3 4 

Environmental Criteria       

Complying with environmental regulations and standards NA 5 5 

Social Criteria       

Potential job opportunities 5 5 5 

Social acceptance for the MSW system 1 3 5 

Potential for inclusion of existing informal waste collectors and community based 

system 
NA 4 4 

Regulatory Criteria       

Effectiveness in meeting output/targeted objectives for the City of Kendari NA 4 4 

Institutional criteria       

Existing (international/national) examples of successful PPPs utilizing similar 
technology 

NA 4 4 

Potential availability of staff and skills for O&M and management 1 3 4 

TOTAL 14 54 62 

RANGKINGS 3 2 1 

(Source: Forum Group Discussion of WTE Indonesia , Dirjen Cipta Karya and author Analysis) 

 

PROPOSED BUSINESS SOLUTION 

Based on the scoring process of business solutions, the proposed business solution is FE-LT penetrates WTE business to all potential cities 

in Indonesia including 12 cities on Presidential Regulation No. 35/2018). 

 

FINANCIAL EVALUATION 

▪ Internal Rate of Return (IRR) using a discount rate of 9.0 % or the same as the results of the WACC calculation; 

▪ Net Present Value (NPV), for consideration of the time value of money, so that the cash flows used are cash flows that have been 

discounted by 10.08% the same as the results of the WACC calculation and generate a positive value; 

▪ Investment Payback Period. To consider the payback period of the investment that has been issued through the benefits obtained and not 

exceeding the term of the loan expiration as an effort to avoid defaulting on loan payments used in project financing. 

Capital Expenses 

The capital expenditure includes permit; land, site work, and site improvement; building and civil work; transmission line to PLN grid; 

feasibility study and DED and supervision expenses and VAT tax (10%). The total amount of capital cost is $ 7.75 million. 

Operating and Maintenance Cost 

The operation cost of 0.092 US$/kWh comprises  equipment rental, license to the LT principal, general and administrative expenses, and 

guarantee cost.  

Revenue 

Revenue is from the tipping fee, electricity produced, and water as a by-product. The tipping fee is conservatively considered starting from 

$7 per ton of waste. 

1. The feed-in tariff is $10 cent/KWh fixed over the life of the project.  

2. The water tariff is $1.2/cu.m.fixed over the life of the project. 

Financial Analysis Result 

The assumptions used in the financial analysis include the following:  

1. The project life is 23 years starting in mid-2021 until 2042. 

2. Construction work is assumed to start at begin of 2021 over half year. 

3. The project is financed by loan of 75% of the CAPEX and the remaining 25% by the investor equity. 
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4. Loan rate is assumed 12% (bank rate + commitment and admin fee) 

5. Weighted Average Cost of Capital (WACC) of 10.08 % 

 

 

 

 

Table 3 - Results of Financial Analysis for LT Plasma/Gasification WTE 

Total OM Cost 173,217,600 

Total Revenue 210,246,000 

Total Net Cash Flow 20,768,700 

FIRR (%) 20.60% 

FNPV (US$) 4,659,665 

Profitability Index 1.95 

Payback Period (years) 9 

 

CONCLUSION 

Construction, a Waste to Energy (WTE) plant in Kendari city, would help the city, and the Indonesia country, advances in sustainable 

waste management. Kendari City has a reasonably good waste management system that could guarantee the daily delivery of a certain amount 

of wastes to the WTE plant. 

The cooperation in the management of the Kendari City Landfill will be able to have an economic impact on the community and the 

environment indicated by the IRR above the level of social discount factor and WACC and for the City of Kendari Government can benefit, 

namely: 

▪ Economically it will be able to provide employment for non-skilled workers during the construction period and during the collaboration 

period. 

▪ Savings on land expenditure from APBD for land cell land acquisition, heavy equipment procurement, equipment, and landfill operation 

expenditure for a period of 20 years amounting to Rp 1,512 Trillion or an average of Rp 75.62 billion per year,  

▪ Fuji Electric Indonesia as the investor of Kendari City Landfill management with waste to energy facilities and infrastructure even though 

there is no payment for the contribution of operating and maintenance costs (tipping fees), to meet the cash flow in operating & 

maintenance financing, as well as the return on investment capital, can be fulfilled from the income from electricity sales operations. 

 

RECOMMENDATION 

The implementation of the Puuwatu landfill Waste to Energy (WTE) Project can be immediately carried out according to the schedule 
used in the calculation of financial projections with the 22-year Cooperation period from the signing of the collaboration until the end of the 

cooperation period in 2042. 
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Abstract  

Wedding organizer industries that are developing in the creative industry are typically big and have a certain place in the market. However, 

with a highly competitive market caused by a fluctuated range of prices, many have experienced a hard time increasing their sales occasionally. 

7 Honey is a company that targets the wedding industry within couples who want to get married in the Indonesian market. The company 

contributes to the Indonesian wedding market by providing a vast variety of wedding services which include wedding organizers, music 
entertainment, photography, and videography. But the core of a wedding is in the planning, wedding organizers are the main division. Since its 

inception, 7Honey cannot maximize its sales by depending only on the current target market, it must influence the potential market to choose 

7honey, and use promotion as one of the effective tools to attract customers. The purpose of the research is to know the relationship of 

promotional mix towards purchase intention in 7 Honey. Data collected using a quantitative methodology, and an online questionnaire was 
spread to 215 respondents who are 7 honey potential users. Using multiple linear regression to analyze data with SPSS software to see the 

relationship between the promotional mix towards purchase intention. The result showed that all of the independent variables have a significant 

relationship towards purchase intention, and personal selling of promotional mix is having the most positive relationship towards purchase 

intention. 
 
Keywords: Promotional Mix, Purchase Intention, Wedding Organizer, Consumer Buying Decision, Consumer Behavior 

 

BACKGROUND 

In recent decades, the modern economy is built on the use of imagination, creative energy, and knowledge to create new ideas and values. 

The success of an enterprise, therefore, depends on the use of the synthesis of creativity, entrepreneurship, and technological innovation. 
Today, the creative industries are among the most dynamic sectors in the world economy providing new opportunities for developing countries 

to leapfrog into emerging high-growth areas of the world economy (Dronyuk, 2019) 

Just like other creative industries, the wedding industry that is developing in the creative industry are typically big and have a certain place 

in the market. Also, the wedding industry is rapidly growing into the big market, it is proven by the statement of Grand View Research, the 

global wedding wear market size was valued at USD 58.4 billion in 2018. 

In 2016, the wedding industry in Indonesia yielded USD  7 billion in transactions, while the non- wedding tourism industry was valued at 

USD 11 Billion  (Herlinda, 2016). There are more than two million couples married each year in Indonesia and the average wedding is 500 

guests, costing as much as Rp300 million (USD 22,500), almost five times the average annual income. But 500 guests in Indonesia are just a 
"medium-sized" wedding (Alice, 2017). Statistics Indonesia data shows that there are 400,311 the number of marriages in West Java in 2017 

which has increased from the year before.  That also indicates that the wedding industry in Bandung has grown rapidly since the past decade 

because of the increase of and strong economic growth. Bandung is considered as the most developed city in West Java, and the number of 

marriages in West Java is likely contributed by Bandung. 

7 Honey is a company that targets the wedding industry within couples who want to get married in the Indonesian market. The company 

contributes to the Indonesian wedding market by providing a vast variety of wedding services which include wedding organizers, music 

entertainment, photography, and videography. But the core of a wedding is in the planning, wedding organizers are the main division. The 

company has been growing rapidly over the past 10 years. 

The purchasing process to buy a particular brand, product, or service is affected by various factors. For instance, price, packaging, and all 

of the knowledge of the brand, product, or service. The intention is the factor that motivates consumers and in turn influences their behavior 

(Ajzen, 1991). Compared to the past, purchase intention has become complicated in recent eras (Madahi, et al., 2012).  Since a wedding is a 

once in a lifetime purchase and the market of the wedding industry is typically not repurchasing the service, the industry needs to have a 
booster to attract their potential customer. For the 7Honey case, the company cannot maximize their sales by depending only on the current 

target market, it must influence the potential market to choose 7honey, and using promotion as one of the effective tools to attract customers. 
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In marketing strategy, there are price, place, product, and promotion. The promotional mix is playing a big role in purchase intention. A 

company aims to achieve two basic goals through the marketing mix. One is to make the customer aware of the presence of the product and 

brand. The other is to convince them to choose and continue to purchase this brand over all the others. This can be extended to the direction of 

both products and services (Martin, 2014). Therefore 7 Honey must maximize their promotional strategy to make customers purchase their 

service and throughout this research, the relationship between promotional mix and customer purchase intention in 7 Honey will be determined. 

As one of the key aspects of interaction as part of the marketing mix promotion provides a channel for the targeted consumer base to speak 

to. By promotion, the company seeks to attract the attention of the consumer and provide them with enough product information to generate 

sufficient interest to encourage them to purchase (Kotler, 2012). Five tools make up a promotional mix, which are advertising, public relation, 
personal selling, and sales promotion, and direct marketing (Kotler, 2012).  Companies may choose one or more of these methods to ensure 

effective marketing promotion to their customer. 

With all the findings, the research about wedding organizers has not been conducted before. Therefore, throughout this research plans to 

analyze promotional mix strategy that can be used by 7honey to maximize the purchase intention to reach its target market which is their 

potential wedding couple. 

 

LITERATURE REVIEW 

Consumer Behavior 

In the literature, there are several existing consumer behavior models used to explain the significance for firms and marketers to appreciate 

and be able to create valuable products or services to respond to the wants of customers. Consumer behavior is an activity that involves people 

obtaining, consuming, and ordering of products or services (Blackwell, 2001). Moreover, consumer behavior refers to the way people make 

their choice on their personal or household products by using their available resources such as money, time, and effort (Schiffman, 2000). 

Further, consumer behavior in an all-inclusive view as the activities and the processes in which people choose to buy or dispose of the products 

or services based on their experiences and ideas (Gabbott, 1998). 

Consumer Buying Decision 

There are five stages of Consumer Buying Decision, first is problem/need recognition. At this stage, identifying the need is the first step in 

consumer decision making. Need is the beginning and important thing of all of the buying decisions, it is a trigger point (Kotler, 2016). The 
second stage is searching and gathering information After identifying needs, the potential consumer moves onto the second stage which is 

searching and gathering information. Before making any purchase, potential users need to gather all of the information that has been adjusted 

with the need (Clow, 2016). Information can also be obtained through recommendations from surroundings or previous experiences (Kotler, 

2016). For the third stage, there is evaluating the alternatives. This step involves the available alternatives within the industry to be evaluated. 
Consumers will start seeking out the best option once they have identified their needs and search for the information (Kotler, 2016). The 

evaluation of alternatives can be based on different factors like quality, price, or any other factor. 

The fourth stage is the purchase decision. After all of the stages above have been passed, it is time for consumers to make a purchase. At 

this stage, consumers have evaluated all facts and have arrived at a conclusion that has been influenced by the need and the information that 
they already have (Johnston, 2016). Then for the last stage, post-purchase evaluation. Following the purchase decision, the post-purchase 

evaluation refers to analyze and evaluate the service or product. If the product has matched the expectation of the consumer, it will be an 

influence on the other potential consumer (Kotler, 2017). For promotional mix is placed within the first stage, and the purchase intention is at 

the fourth stage of the consumer buying decision. 

Promotional Mix 

Advertisement is any paid form of nonpersonal presentation and promotion by an established sponsor of ideas, goods, or services. Simply 

put, advertisement is a way to inform and transmit essential information about a product or a service (Kotler, 2005). There are three types of 

target ads that are reminders of informative advertising, persuasive advertising, and marketing reminders. 

Personal selling is described as a personal company presentation to increase sales and attempt to build customer relationships such as sales 

presentations, trade shows, incentive programs (Kotler, 2012). 

The distinctions between advertisement and sales promotion that marketing provides the product or service and then sales promotion 

purpose for purchasing that has a short-term effect on customers to buy products or services and improve company revenue. There are three 

types of sales promotion, which are discounted price, discount volume, and bundling. (Kotler, 1999).  

Public relations practices aimed at giving the public and media a good image addressing negative reports or incidents and seeking to have 

a good relationship with other businesses, such as press releases, blogs, advertising, special events (Kotler, 2012). 

Direct marketing creates customer relationships through catalogs, telephone advertising, kiosks, online marketing (Kotler, 2012). In the 
long run, direct marketing can be a promotional mix tool that can create a customer relationship like knowing the customer base, retaining the 

existing customer relationship (Kotler, 1999). 

Purchase Intention 

Purchase intention is a type of decision-making that studies the reason for consumers to purchase a particular brand (Shah, 2012). The 
intention to purchase as a situation in which consumers tend to purchase a certain product in certain conditions. The decision to buy from 

customers is a complex process. 

Wedding Organizer  

As one of the creative industries, the wedding industry is made up of multiple smaller enterprises that are part of different industries such 

as wedding consultants, dresses, various beauty suppliers (hair, makeup), photographers, music, etc. Going forward, the creative economy is 
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expected to become a new economic driver since there is a development in the middle-class society in Indonesia. A wedding organizer is a 

media to help couples with the planning, organization, and management of their wedding. Wedding organizer is like buying peace of mind, and 

well worth the monetary outlay to ensure that all the details are taken care of.  

Hypothesis Development  

The purpose of the promotional mix is to communicate all of the information about a product or service that builds a competitive 

advantage. Effective communication tools can affect consumer purchase intention (Debasish, 2012). Consumer purchase intention is affected 

by consumer attitude. It can be measured by advertising one of the tools in the promotional mix (Schiffman L. G., 2012).  All of the 

components in the promotion mix have a positive relationship and impact on consumer purchase intention for several sector industries and 

different areas (Sari, 2014).  For the 7honey case, purchase intention in consumers can be impulse with advertising, personal selling, sales 

promotion, and publicity. Thus the hypothesis is; 

H1a: Advertising in a form of photo has a significant relationship with purchase intention 

H1b: Advertising in a form of video has a significant relationship with purchase intention 

H2: Personal Selling has a significant relationship with purchase intention 

H3: Sales promotion has a significant relationship with purchase intention 

H4: Publicity has a significant relationship with purchase intention 

 

Conceptual Framework 

 

METHODS 

This section describes the collection method of the data and how it was analyzed. The purpose of this research is to investigate the 
relationship between promotional mix towards customer purchase intention, therefore the criteria for this research are the potential user of 

7Honey. A total of 215 sample sizes is based on Malhotra 2015, with the help of 7 Honey to distribute the data. uses The questionnaire to use 

Likert scale 1-5 (strongly agree, agree, neutral, disagree, strongly disagree) about photo advertising, video advertising, sales promotion, 

personal selling, publicity, and purchase intention for wedding organizers. 

The data collection for this study needs primary data from the potential user of 7Honey using online data gathering. The online data was 

collected through Google Form Platform and distributed through online chat and social media. After gathering the data, continue the data 

analysis step to find the relationship between the promotional mix towards customer purchase intention using SPSS and multiple linear 

regression models.   

The data analysis explains how to analyze the collected data, and to sum up the relationship of promotional mix towards customer 

purchase intention.  To analyze the data, it consists of testing validity and reliability. The objective is to ensure the performance of the 

questionnaire should be right and consistent with the study.  

Validation tests measure the result of respondents that may reflect the research or research image. Using the Pearson Correlation to see the 
validity of the question, and Reliability tests measure the random error of the respondents in the response status of the questionnaire. The 

reliability test can be tested using Cronbach Alpha Coefficient. This technique measures the consistency of the response. The reliability 

coefficient is usually in ranges between 0 and 1 and the greater the value to 1 the greater the internal consistency of the items. 

The descriptive statistics use Microsoft Excel and SmartPLS as the platform. In this study, the multiple linear regression (MLR) was used 

to study the relationship that exists between the independent variables and the dependent variable. Before doing this technique, there are 

classical assumptions that required: normality, multicollinearity, homoscedastic, heteroscedastic, autocorrelation (Hair Jr, 2014) SPSS software 

version 25.0 will be used in this research to analyze the data from the questionnaire. 
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ANALYSIS OF FINDINGS AND DISCUSSION 
Respondent Profile  

For respondent's profiles, there is gender (67.9% female, and 32.1% male), the age which is dominated by 22-27 years old, customer price 

preference for wedding organizer service and 36.3% of respondents which is 78 people state that Rp10.000.000-Rp.20.000.000 is the favorable 

price for wedding organizer. Also, the factors that affect customers to purchase wedding organizer service, and there are 47.35% of the 
respondent want to make the event organized. Lastly, the channel for getting information about wedding organizers, 26.73% of the respondents 

know the information about wedding organizers when they come into their friend's wedding. 

Descriptive Statistics 

The reliability test he significant score must be below 0.5 and the Pearson correlation must be above 0.3. The Cronbach Alpha of the 

validity test must be above 0.7. Tables 4.1 and 4.2 shows that all of the variables are valid and reliable. 

 

Variables Average Score of Response 

Photo Advertising 3.48771 

Video Advertising 3.47209 

Personal Selling 3.60093 

Sales Promotion 3.79651 

Public Relation 3.82946 

Purchase Intention 4.22171 

 

The descriptive statistics determine the respondent's perceptions of each variable. Based on the table above, all of the average scores of 

variables response from the questionnaires are having a high response.  The highest average of  Photo Advertising responses is in the fifth 
question (3.62326) which is “The advertising will make consumers come to the expected event.” It means that the persuasive advertising that 

7Honey has done is effective to attract potential users. For the Video Advertising variable, The average shows the first question VA1 of video 

advertising which is "I get involved in the feeling provoked by the video."  has the highest score (3.6).  It means that 7 Honey video advertising 

has done good enough to attract potential users. 

Based on the average, the highest score of Personal Selling obtained by the fourth question PS4 which is "This salesperson was able to 
link product attributes to my needs." It means that 7 Honey must train the salesperson to identify the needs of their clients . SP3 of the Sales 

Promotion variable has the highest score. The question "I feel being rewarded when I get less price per person in buying a larger amount of 

pax." For Public Relation, the average of PR1 is the highest score among the other questions which is 3.88. The question "I have an interest in 

choosing this vendor if they have a positive image in public." must become a point for 7 Honey to keep their public relationship good since it 
has the highest score of average. Also for Purchase Intention, on average, the PI2 has the biggest score with the question “I am willing to 

recommend others to buy this product/ brand” The other question has the same score.  

 

From the table above, regression coefficient values describe if the independent variables are estimated to be constant or equal to zero, then 

the value of the dependent variable is -2,513. 

The regression coefficient sign of the independent variable shows the direction of the relationship of the independent variable with the 

dependent variable. The regression coefficient for the independent variable X1 is positive, indicating a direct relationship between Photo 
Advertising (X1) and Purchase Intention (Y). Then the regression coefficient value of variable X1 of 0.605 implies that for each additional 

Photo Advertising (X1) of one unit will cause an increase in Purchase Intention (Y) of 0.605. 

The regression coefficient for the independent variable X2 is positive, indicating a direct relationship between Video Advertising (X2) and 

Purchase Intention (Y). Then the regression coefficient value of variable X2 of 0.318 implies that each additional Video Advertising (X2) of 

one unit will cause an increase in Purchase Intention (Y) of 0.318. 

The regression coefficient for the independent variable X3 is positive, indicating a direct relationship between Personal Selling (X3) and 

Purchase Intention (Y). Then the regression coefficient value of variable X3 of 0.554 implies for each increase in Personal Selling (X3) of one 

unit will cause an increase in Purchase Intention (Y) of 0.554. 
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The regression coefficient for the independent variable X4 is positive, indicating a direct relationship between Sales Promotion (X4) and 

Purchase Intention (Y). Then the regression coefficient value of variable X4 of 0.297 implies that each increase in Sales Promotion (X4) of one 

unit will cause an increase in Purchase Intention (Y) of 0.297. 

The regression coefficient for the independent variable X5 is positive, indicating a direct relationship between Public Relations (X5) and 
Purchase Intention (Y). Then the regression coefficient value of variable X5 of 0.152 implies that each increase in Public Relations (X5) of one 

unit will cause an increase in Purchase Intention (Y) of 0.152. 

This means that all of the variables are positively related to purchase intention with personal selling as the biggest influence towards 

purchase intention. The result of the past research shows that the understanding of advertising, personal selling, sales promotion, purchase 

intention, public relations, and purchase intention has a strong positive relationship. 

 

CONCLUSION 

This paper aims to analyze the promotional mix strategy of 7 Honey to raise the purchase intention by attracting more potential customers 

and reach its target market. In the wedding industry, these five promotional activities are very common and have been used for the past few 

years, which are photo advertising, video advertising, personal selling, sales promotion, and public relation. 

All of the promotional activities such as photo and video advertising, personal selling using salesperson, sales promotion including 

bundling, discounted price, and discount volume, public relation activities that 7 Honey is done have a good perception on their potential user. 

There are all significant and positive relationships of perceived promotional strategy towards customer purchase intention in 7 Honey. 

Therefore, this study has five hypotheses; photo advertising has a significant relationship with purchase intention, video advertising has a 
significant relationship with purchase intention, personal selling has a significant relationship with purchase intention, sales promotion has a 

significant relationship with purchase intention, and public relation has a significant relationship with purchase intention.  

Using multiple linear regression as the method, all the data have passed the reliability, validity, and classical assumption test. The result 

from the analysis shows that all of the variables have a significant relationship on purchase intention. Personal selling has the greatest relation 

on purchase intention, and public relations has the least positive relation towards purchase intention.   

 

REFERENCES 

Abzari, M. C. (2014). Analyzing the Effect of Social media on Brand Attitude and Purchase Intention: The Case of Iran Khodro company. (822-826). 

Ajzen. (1991). The theory of planned behavior. 

Alice. (2017, July 31). Instagram Is Driving Indonesia's Wedding Culture to New Levels of Excess. Retrieved from vice: 

https://www.vice.com/en_asia/article/7x9gaa/instagram-is-driving-indonesias-insane-wedding-culture-to-new-heights 

Blackwell, R. M. (2001). Consumer Behaviour. 

Blackwell, R. M. (2006). Consumer Behaviour. 

Clow, E. K. (2016). Integrated Advertising, Promotion, and Marketing Communications (Vol. Seventh Edition). Pearson Education. 

Debasish, S. S. (2012). Printing Advertising: Consumer Behaviour. 78-88. 

Dibb, S. S. (1994). Marketing: Concepts and Strategies 2nd European ed. Houghton Mifflin, Boston, MA, and London.  

Drengner, J. (2008). Does Flow Influence the Brand Image in Event Marketing? 

Dronyuk, I. (2019). Analysis of Creative Industries Activities in Europеan Union Countries. 

Falk, L. J. (1999). COMPARATIVE ANALYSIS OF ADVERTISING INFORMATION IN A U.S. AND MEXICO EDITION OF A MEN'S MAGAZINE . 9 

No. 3/4, pp. 33-45. 

Faryabi, M. S. (2012). The Effect of Price Discounts and Store Image on Consumer’s Purchase Intention in Online Shopping Context. 197-205. 

Fredericks, J. S. (1995). Beyond customer satisfaction. 84(5)(29-32). 

Gabbott, M. H. (1998). Consumers and Services. 

Gogoi, B. J. (2013). Study of Antecedents of purchase intention and its effect on brand loyalty of private label of brand apparel. 3(2). 

Hair Jr, J. F. (2014). Multivariate Data analysis. Harlow: Pearson Education Limited. 

HAO, L. (2011). In The Effect Price Discount Promotions on Consumer Responses (Vols. 172-175). ProQuest Dissertation Publishing. 

Herlinda, W. D. (2016, September 04). LifeStyle. Retrieved from Life Style: https://lifestyle.bisnis.com/read/20160904/220/580967/suburnya-ladang-bisnis-

pernikahan-di-indonesia# 

Johnston, E. (2016). Understanding the customer's buying process. 

Kimball, C. (2015). Start Your Own Event Planning Business. 

Kotler, P. (2017). Principles of Marketing (Vol. Seventh European Edition). Pearson Education. 

Kotler, P. a. (2012). Principle of the marketing 14th edition. Harlow: Pearson Education Limited. 

Kotler, P. K. (2016). Marketing Management. (Vol. Pearson Education). Fifteenth Edition. 

Kotler, P. W. (1999). Principle of Marketing: Second European Edition. New Jersey: Prentice Hall Inc.  

Kotler, P. W. (2005). Principle of Marketing 4th edition. Harlow: Pearson Education Limited. 

Lattin, J. M. (1989). Reference Effects of Price and Promotion on Brand Choice Behavior. 

Ledingham, J. A. (1998). Relationship management in public relations: dimensions of an organization-public relationship. 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 259  

Liu, Y. W. (2020). A bundling sales strategy for a two-stage supply chain based on the complementarity elasticity of imperfect complementary products. Vol. 35 

No. 6. 

Madahi, A., & Sukati, I. (2012). The Effect of External Factors on Purchase Intention amongst Young. 

Malhotra, N. (2015). Essentials of Marketing Research: A Hands-On Orientation. 

Martin. (2014, August 8). Marketing Mix. Retrieved 2014, from Cleverism: https://www.cleverism.com/promotion-four-ps-marketing-mix/ 

Nathanael, A. (2018). The Influence of Promotional Mix Towards Purchase Intention of Majestic Organizer. 

Nikhashem, s. r. (2013). The effectiveness of E-Advertisement toward customer purchase intention: Malaysia perspective. (93-104). 

Oxford. (2017, May 21). Oxfordreference.com: Retrieved from Oxfordreference.com: 

http://www.oxfordreference.com/view/10.1093/oi/authority.20110803100026339  

Pearson, C. (2019). Using Volume Discount Pricing to Calculate Deals. 

Pornpitakpan, C. Y. (2016). The effect of salespersons' retail service quality and consumers' mood. (1-10). 

Prajapati, V. (2014). Top Benefits of Instagram Followers for A Brand or Personality. 

Rahi, S. (2016). Impact of Customer Value, Public Relations Perception, and Brand Image on. 

Research, G. V. (2018). Wedding Wear Market Size, Share & Trends Analysis Report By Product (Gowns, Suit/Tuxedo, Traditional Wear), By Gender (Female, 

Male), By Region, And Segment Forecasts, 2019 - 2025. 

Sari, D. A. (2014). Pengaruh Merchandising,Promosi,dan Atmosfir Toko terhadap Impulse Buying. 851-867. 

Schiffman, L. G. (2012). Consumer Behavior: A European Outlook 2th Edition. Harlow: Pearson Education Limited. 

Schiffman, L. K. (2000). Consumer Behaviour. 

Shah, S. S. (2012). The Impact of Brands on Consumer Purchase Intentions. 

Spaulding, D. G. (2002). Trust and the car salesperson: An empirical study on the development of trust and sales effectiveness. (124-125). 



ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 260  

The 5th International Conference on Management in Emerging Markets 

 

DESTINATION COMPETITIVENESS: THE ANTECEDENT OF TOURIST’S 

PERCEIVED VALUE, BRAND TRUST, AND PERCEIVED BEHAVIOURAL 

CONTROL ON HALAL TOURISM 

Yuliani Dwi Lestaria*, Sherly Artaditab  

a,b,c School of Business and Management, Institut Teknologi Bandung, Indonesia 

 

Abstract  

The growing number of Muslim populations cause the Islamic economy market size increasing, including in the tourism sector. For Muslim, 
the existence of Muslim-friendly tourism destination is essential. This Muslim-friendly destination can be categorized as halal tourism, which 

comprising many aspects such as halal food and beverages, sharia-compliant hotel, separate pool form men and women, etc. The existence of 

halal tourism cannot be separated from its competitiveness by providing tourism destination that suitable for tourist preferences and needs. In 

this conceptual paper, the authors proposed a conceptual framework regarding the influence of destination competitiveness on tourist’s 
perceived value, brand trust, and perceived behavioural control on halal tourism. 

 
Keywords: destination competitiveness, halal, Indonesia, sustainable development, tourism.  

 

BACKGROUND 

The number of World Muslim population reached 1.8 billion in 2017 and projected to increase to 3.0 billion in 2060 (State of the Global 

Islamic Economy Report 2018/19). The growth of Muslim population affected the Islamic economy market size. This phenomenon can be 

happened due to the obligation of Muslim people to comply halal requirement for every aspect in their life, not only limited to food, but also 

other sectors such as finance, travel, fashion, and pharmaceutical.  

As mention before, travel is one of the sectors that should comply with the halal requirement. Halal travel becomes a concern for Muslim 

who want to comply with Islamic law during their travelling.  Muslim traveller needs certain things that must be fulfilled either when they are 

going to Muslim or non-Muslim country, for example, the need of halal food, an accommodation that provides prayer room, or a hotel that has 

segregated swimming pool. The importance of halal travel makes Muslim people tend to travel to halal-friendly tourism. Indonesia, as the 
country with largest Muslim population (Desilver & Masci, 2017), is in the second position as the world's halal tourist destination in 2018, and 

move to the first position along with Malaysia in 2019 Global Muslim Travel Index (GMTI), which released by Mastercard-Crescentrating 

(Mufti, 2019). Indonesia has developed top 10 halal family-friendly tourism destination, such as Aceh, West Sumatera, Riau and Riau Islands, 

Jakarta, West Java, Central Java, Yogyakarta, East Java, South Sulawesi, and Lombok according to Dr. Ir. Arief Yahya M.Sc, The Minister of 

Tourism, Republic of Indonesia (Mastercard-Crescentrating, 2019).  

This achievement does not mean that Indonesia already reaches its maximum potential. Considering the large number of Muslim 

populations that continuously grow globally, supported by the presence of many province and island in Indonesia that has not directed as a 

halal tourism destination, give an excellent opportunity for Indonesia to develop halal tourism. One crucial consideration while promoting halal 
tourism in Indonesia is regarding competitiveness. They are 130 Muslim travel destination reported in GMTI report (Mufti, 2019), which make 

Indonesia has 129 competitors. The high competition among halal tourism destination around the globe, urge the government and manager of 

halal tourism in Indonesia to improve the quality of halal tourism destination, to keep tourist’s satisfaction in a high level. This satisfaction 

depends on the experience of the visitor during travelling or vacation. 

Seeing this phenomenon, the research objective in this study is to explore the connection between destination competitiveness with three 

factors which relate to tourist' behavioural intention, they are tourist’s perceived value, brand trust, and perceived behavioural control. The 

behavioural intention in this study is relating to the intention of tourist to go to halal tourism which leads to their actual visit to halal tourism 

destination. But, in this study we do not directly discuss destination competitiveness toward the behavioural intention, on the other hand, we 
will evaluate the link between destination competitiveness with the factor that affected behavioural intention (i.e. perceived value, brand trust, 

and perceived behavioural control). In summary, this study is trying to answer research question, they are: (1) is there any positive correlation 

between destination competitiveness with perceived value of tourist on halal tourism?; (2) is there any positive correlation between destination 

competitiveness with brand trust of tourist on halal tourism?; and (3) is there any positive correlation between destination competitiveness with 
perceived behavioural control of tourist on halal tourism?. This theoretical paper provided a new usage of destination competitiveness in 
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predicting the tourist's perceived value, brand trust, and perceived behavioural control in the case of halal tourism, which described into a 

conceptual framework.  

 

THE CONCEPT OF HALAL TOURISM 

Halal is referring to an action or things which are approved by Shariah or Islamic Law and should be fulfilled to show an obligation 

towards Islamic faith (Alam and Sayuti, 2011), so in other words, ‘halal’ is permissible or lawful. This concept of halal affects the Muslim's 
perceptions, values, attitudes, and also behaviour (Harahsheh, Haddad, & Alshorman, 2019). Using ‘halal’ as a brand is still debatable. There is 

a possibility that halal meaning will shift from spiritual ethos to business commodity, because halal in business often taken to something that 

permissible, and needs at every stage to be explicitly asserted rather than taken as a given (GIFR, 2013). As a solution, the position of ‘halal’ in 

a brand is suggested as an ingredient brand or a compound word, almost assuming a co-brand role, for example, Halal-OtherWord, or 

OtherWord-Halal (Wilson & Liu, 2010).  

 

Many definitions of halal tourism have been stated in previous research, such as: 

“Halal tourism is related to all what is permissible and acceptable in the Islamic law, in all aspects of Muslim tourist travels and 

journeys” (Harahsheh et al., 2019) 

“Halal tourism is any tourism object or action which is permissible according to Islamic teaching to use or engage by Muslims in tourism 

industry” (Battour & Ismail, 2016) 

“Halal tourism refers to the provisions of a tourism product and service that meets the need of Muslim travelers to facilitate worship and 

dietary requirement that conform to Islamic teaching” (Mohsin, Ramli, & Alkhulayfi, 2016) 

“Offering tour packages and destinations that are particularly designed to cater for Muslim considerations and address Muslim needs” 

(Halbase, 2015)  

“Islamic Shari’ah-compliant tourism products generally refer to all the products that are in accordance with the instructions of God (Allah) 

and Prophet Muhammad (May peace be upon him)” (El-Gohary, 2016) 

“ …tourism activities permissible under Islamic law in terms of behavior, dress, conduct, and diet” (World Trade Market, 2007) 

In summary, halal tourism is referring to any tourism site or destination which implement Halal aspect in every component of tourism (e.g. 

food, accommodation, behaviour, clothing). The provisions of Muslim friendly or Shari’ah-compliant accommodation (e.g. the availability of 
halal food, prayer room, a beverage that free from alcohol, women and men have a separate swimming pool, spa, and leisure activity, no 

nightclubs, beach area for woman-only and use Islamic attire) is a part of halal tourism (Laluddin, Haneef, Saad, Khalid, 2019). Halal tourism 

is not merely available for Muslim but also for non-Muslim who might want to get the benefit from halal tourism, for example, while staying in 

a halal hotel, non-Muslim choose halal food as healthier alternative food (El-Gohari, 2016).  

 

CONCEPTUAL FRAMEWORK DEVELOPMENT 

 

Destination Competitiveness  

The intense competition in the tourism sector, including in halal tourism, make the government and tourism manager need to prepare any 

strategies to maintain the quality of tourism and fulfil tourist’s expectation. When seeing competitiveness from the macro perspective, it can be 
defined as a national concern with the preeminent goal is to raise the real community income (Dwyer & Kim, 2003). In the case of tourism, 

competitiveness is the ability of destination to create and integrate products with value-added that preserve its resource, at the same time 

maintaining market position relative to competitors (Hasan, 2000). Competitiveness is seen as the combination of inherited assets (e.g. natural 

resource) or created assets (e.g. infrastructure), with a process that alters the assets into financial result (e.g. manufacturing) (Kovačević, 
Kovačević, Stankov, Dragićević, & Miletić, 2018). In tourism context, competitiveness involved both comparative advantages (e .g. flora, 

fauna, scenery, climate) and comparative advantages (e.g. attractions, hotels, transport network, management quality, event and festivals, 

government policy, workers skill) (Dwyer & Kim, 2003).  

Buhalis (2000) characterized core components of destinations into “Six As Framework”, comprising: 

1. Attractions (man-made, natural, purpose-built, artificial, special events, heritage) 

2. Accessibility (all system of transportation covering terminals, routes, and vehicles) 

3. Amenities (e.g. catering facilities and accommodation, retailing, and other services for tourist) 

4. Available package 

5. Activities 

6. Ancillary services (services that can be used by tourist, for example, post, banks, hospitals) 

Furthermore, Crouch (2007) evaluate five main factors of destination competitiveness sustainability, namely: 

1. Supporting Factors and Resources: the strength of destination in attracting prospective visitor, which make them choose one destination 

over another 

2. Core Resources and Attractors: destination’s ability to implement a tourism strategy which activity represent the most direct mechanism 

for managing the destination’s competitiveness and sustainability 
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3. Destination Management: the strategy framework of destination which relates to its planning and development of social, economic, and 

other societal goals.  

4. Destination Policy, Planning, and Development: the ability of destination to implement the strategy of tourism. 

5. Qualifying and Amplifying Determinants: the factors that can influence or limit competitiveness.  

Among those five main factors, he found top two critical factors in destination competitiveness: (1) that core resource & attractors; and (2) 

destination management, which is in the same time, the core resource & attractors also become the determinant factor of destination 

competitiveness.  

 

Brand Trust 

Trust is the essential element in a consumer-brand relationship and consist of two dimensions: (1) the ability to keep a promise and fulfil a 

consumer needs, and (2) good intention in terms of consumer welfare and interest (Javed, Degong, & Qadeer, 2019). Mayer, Davis, & 

Schoorman (1995), defined trust as “the willingness of a party to be vulnerable to actions of another party based on the expectations that the 
other will perform a particular action important to the trustor, irrespective of the ability to monitor or control that other party”. According to 

Kellers (2003), effective branding can give benefit both for demand (help the consumer to make a decision by simplifying it and mitigate 

purchasing risk) and for supply (help the marketer to create a product that fulfils customer expectation which different from the competitors). 

Usually, people need an investigation (e.g. doing ingredient, environment, and individual examination) to conclude either something halal 
or not, but because of so many products and service exist in the market, branding becomes something that has greater meaning (GIFR, 2013). 

The company can enhance halal brand trust by ensuring halal attributes and also the functional performance of the product (Ali et al., 2017). 

Halal attributes become essential because it is a source of additional value that could yield the preference of customer toward such brands (Ali, 

Xiaoling, Sherwani, Ali, 2017). Halal brand trust is as a willingness to trust a service, product, or brand based on the belief or expectation 
emerging from its benevolence, credibility, and ability regarding its performance of halal (Ali et al., 2017). Based on this statement, we 

proposed two hypotheses that link core resource & attractor and destination management with halal brand trust. 

H1. Core resource & attractors positively affect the brand trust on halal tourism.  

H2. Destination management positively affects the brand trust on halal tourism.  

 

Perceived Value 

The brand is something conspicuous, has an ability to differentiates, inform, and reassure (GIFR, 2013). A brand can help a firm to 

achieve competitive advantages by creating superior consumer value (Iyer, Davari, & Paswan, 2018) and has a position as one of the most 
intangible assets that valuable for a firm (Keller and Lehmann, 2006). Consumer perceived value is the overall assessment from the consumer 

about the usefulness of a product, based on the perceptions of something that received and something that given (Zeithaml, 1988).  

The perception of value can emerge at a different time of purchasing, either at pre-purchase (when making purchase decision) or post-

purchase (the experience of product performance during or after use) (Woodruff, 1977).  It means that the perceived value in tourism depends 
on the experience felt by the tourist or the estimation of the experience itself. Experience is derived from the interaction between the event and 

the state of mind from each individual, thus making the experience from two different people will be different (Pechlaner, Pichler, & Herntrei, 

2012), and in tourism case, the experience is the product of tourism sector that is delivered by a destination to its visitors (Crouch, 2007).  In 

this study, we use core resource & attractors and destination management as the determinants of tourist perceived value toward halal tourism.   

H3. Core resource & attractors positively affect tourist perceived value on halal tourism. 

H4. Destination management positively affects tourist perceived value on halal tourism. 

 

Perceived Behavioural Control 

Perceived behavioural control is one of the constructs in the Theory of Planned Behaviour (TPB), which act as the antecedent of intention. 

Perceived behavioural control defined as the perceived ease/difficulty of successfully performing a behaviour, and it assumes to reflect past 

experiences as well as anticipated impediments and obstacle (Ajzen, 1991). So, perceived behavioural control can be interpreted as the 

perception that owned by someone, either they able to perform certain behaviour or not.  

Perceived behavioural control in this study focus on the persistence of tourist to visit halal tourism despite being faced with various 

unfavourable situations (e.g. remote location, limited facilities, high cost and halal certification unavailability) and how they manage it. 

Destination choice and the situation after making a choice (e.g. experience, satisfaction, revisit, and willingness to recommend the destination 

to other people) are affected by destination image (Chen & Tsai, 2007). Destination image is conceived by several factors, such as the condition 
of political and economy, national characteristics, culture, tradition and history, climate, and people (Shankar, 2018). Those factors are the part 

of destination competitiveness, thus in this study proposed two factors from destination competitiveness: (1) cost resource & attractors; and (2) 

destination management, as the factor that can determine tourist perceived behavioural control toward halal tourism.  

H5. Core resource & attractors positively affect tourist perceived behavioural control on halal tourism. 

H6. Destination management positively affects tourist perceived behavioural control on halal tourism. 

The six hypotheses which derived from the literature review above, then transformed into a conceptual framework as can be seen in Figure 

1.  
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Figure 1. Conceptual Framework 

 

DISCUSSION 

 

The suggested conceptual framework (Figure 1) emphasize on the effect of two factors of destination competitiveness (i.e. core resource 

& attractors, and destination management) in shaping tourist’s brand trust, perceived value, and perceived behavioural control on halal tourism. 
The core resource & attractors in this study will focus on the scenery, culture & history, annual event, and iconic building of halal tourism, 

meanwhile, the destination management will focus on the residence policy, marketing, and quality of services. Destination competitiveness is 

necessary to maintain the existence and position of halal tourism. The existence of halal tourism, also cannot be separated from tourist’ brand 

trust (e.g. halal assurance, stakeholder’s involvement), perceived value (e.g. safety assurance, healthy & hygiene assurance, privacy, halal 

assurance), and perceived behavioural control (e.g. the decision to visit/revisit) on halal tourism.  

 In this regard, this proposed conceptual framework should assist tourism manager, marketer, also government to build tourism destination 

that suitable for tourist’ preferences and needs, which in the same time also support sustainable development. To support sustainable 

development, the government and manager of tourism can create several acts that relate to environmental sustainability, economic 
sustainability, and social sustainability. Environmental sustainability can be achieved by keeping the natural resource in good condition, for 

example, the government make a policy to ban any activity that has potential to ruin marine ecosystem, or another example is the hotel and 

restaurant has appropriate rules when disposing of their waste. Meanwhile, economic and social sustainability can be achieved simultaneously 

by managing halal tourism as perfect as possible, again, by providing all tourist’ needs and fulfil their expectation of halal tourism, which will 

make them revisit the destination even recommend it to other people. Because this study is still in the conceptual stage, further study is needed 

to test this conceptual framework in the real situation in order to get comprehend information, which later this information can be used by 

government, tourism manager, also marketer to develop halal tourism destination.  

 

CONCLUSION 
 

This paper discusses the conceptual framework of destination competitiveness which act as the antecedent of tourist’s brand trust, 

perceived value, and perceived behavioural control on halal tourism. Moreover, a managerial implication which relates to the current topic also 

provided. This paper offers a new perspective of destination competitiveness in terms of halal tourism which is still rare to be discussed in 

previous research.  
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Abstract  

Cosmetic Industries is one of the wildest growing segments in Indonesia. This potential business attracted many other global brand products 

from other countries around the world. The famous global brands that are used by many Indonesian women are from Korea and France or could 

be called Korean cosmetics and France cosmetics. Lately, one of the big markets in the cosmetic industry is skincare, where nowadays 
consumers offered with so many kinds of skincare products.  Unfortunately, Indonesia's skincare cosmetics still have a problem facing the 

Global brand, which comes from a different brand and country origin. The objectives of this research are to identify what factors influence 

Indonesian customers in purchasing cosmetics. This research surveyed 505 respondents via an online questionnaire quantitatively. We design 

the stated preference questionnaire using d efficient NGENE software, that generates six alternatives scenario with six attributes which are 
price, brand, packaging, quality, halal essence, and effect. In our questionnaire, the respondents asked to answer their most likely chosen 

product origin from attribute combination scenarios. Also, there also several questions about attitude and subjective norm. The results show 

that not all attributes have a significant number. 

 
Keywords: Cosmetics, Choice Decision, Choice Modelling, Sheet Mask, Skin Care 

 

INTRODUCTION 

In Indonesia, skincare becomes one of the big markets in the cosmetic industry; most of the consumers in Indonesia spent 1,406 million 

US$ in 2012 and kept rising until 1,882 million US$ in 2018. The products of skincare are sunscreen, sheet mask, facial wash, toner, etc. 

However, Makeup cosmetics are more likely a lipstick, eye shadow, powder, etc. From the prediction, people in Indonesia will spend 2,454 
million US$ by 2023 for skincare (Statista, 2019). This potential business attracted many other global brand products from other countries 

around the world. One of the famous global brands that are used by many Indonesian women are from Korea or could be called Korean 

cosmetics. Korean cosmetics represents closely to 3.0% of the global cosmetics market. From last year's data, the total exports improved nearly 

by 18.3% from the earlier year, with a market growth of 4.7% over the previous five years. Therefore, it is evident that Korean cosmetics can 
be found almost all over the world. Besides Korean and Indonesian skincare, recently, French skincare is also rising in the market (France 

Cosmetics Industry Outlook 2017-2025, 2020).  

Indonesia women are more willing to choose from import cosmetics products over Indonesia cosmetics products. Even though it consists 

of the same ingredients and similar quality, but most import cosmetics have a lower price and can easily be found in the market by Indonesian 
women. According to Ahmad Heri from the Development of Economics and Finance, besides price and availability, import cosmetics has a 

more variation type (Widiyarti, 2019). As in Indonesia, the demand for import cosmetics is to keep increasing. Indonesian cosmetic brands 

become weak. They struggle because most of the raw materials still imported. The government agrees that import in cosmetic industries is 

considered high. Indonesia Ministry of Industry Airlangga Hartono stated that in 2018 the import cosmetics are increasing for about USD 200. 

That is why it is essential to increase the competitiveness of Indonesian cosmetics.  

According to Anjana (2018), in purchasing cosmetics, there are several factors to analyze that have a tremendous impact, for example, 

brand, quality, price, advertising, and packaging. The preference of Indonesian women also an important aspect to be known to create a more 

robust experience of customers towards the products (Shephyken, 2011). The research aims to estimate factors that significantly influence 
Indonesian women in making a particular choice of sheet mask (Indonesian, Korean, and France sheet mask). To estimate these factors, the 

discrete choice model (choice modeling), which is pioneered by McFadden (1974), will be conducted. 
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LITERATURE REVIEW 

The buyer decision process consists of five stages, according to Kotler and Amstrong (2018), which are: need recognition, information 
search, evaluation of alternatives, purchase decision, and post-purchase behavior. The buying process begins long before the actual purchase 

and continues long afterward. McFadden (1974) defines choice modeling as conjoint choice modeling, discrete choice analysis, or 

conditional logistic regression. Choice modeling studies in a set of products or process attributes regarding customer preference. Sets of 

product attribute that will be given to the respondents, called profiles. Each respondent will show a small set of profiles, called a choice 
set and asked to choose the preferences he or she prefers most. Usually, multiple-choice sets with their attributes presented to each 

respondent. 

Previous studies have mentioned several attributes that significantly influence cosmetics purchase decisions such as product packaging, 

quality of the product, brand name, price, halal essence, and side effect. Product packaging can demonstrate the manufacturer and perform as 
the carrier of advertising messages and company slogans (Rahimniya, 2012). In addition, proper packaging can make distinctiveness between 

companies (Yang, 2005). Kotler and Armstrong (2010), define that product quality is the ability of a product to perform its purposes. It 

includes the product's overall durability, reliability, precision, ease of operation and repair, and other valued attributes. The brand is a name, 

term, sign, symbol, or design or a combination of them.  Intended to identify the goods and services of one seller or group seller and to 
differentiate them from those of competition. (AMA, 2007) Generally, the brand has an integral part in creating loyal customers and retaining 

companies' market share (Akbariyeh, 2015). 

As stated by Jakpar and Johari (2012), product price is one of the vital decision methods for customers and retailers. Perceived price is one 

of the significant considerations in the purchase decision, and most consumers evaluate value (combined price and quality) in deciding to 
purchase some product (Chiang & Jang, 2008). Halal essence, according to Hussin S. R and team (2012), is an essence that allowed to be 

consumed by Muslims. Side Effect is the effect of using a sheet mask. Customers can feel the effect of using it. Usually, the sheet mask makes 

a moisturizing effect for the skin, but it all depends on the nutrition and ingredients inside the sheet mask itself. 

Previous studies also found attitudes and subjective norms might influence the choice decision (Blair H. Sheppard, Jon Hartwick, Paul R. 
Warshaw, 1998). Attitudes have an essential effect on buying behavior. Noel (2009) defines attitudes as general, durable evaluations of attitude 

objects. An attitude entity can be a person, thing, advertisement, or an issue that a consumer has strong feelings too. Besides,  Kotler and Keller 

(2009) explain attitude as a long-lasting favorable or unfavorable feeling, emotion, evaluation, or action tendency to an object or idea. 

According to Rivis and Sheeran (2003), subjective norms are determined by beliefs about the extent to which significant others want them to 

perform a behavior (multiplied by one's motivation to comply with those people's views).  

 

METHODS 

The objective of this research is to know what factors influence consumer purchase intention in skincare. Thus, the suitable approach for 

this research is the quantitative approach. This research classified respondents with a range of age 15-64 years old who lived in Indonesia, 

especially in the major city. We choose this age because it considered a productive age. However, we wanted to make sure the respondents 
have enough comprehension capability to understand the questions in the survey. For this research, we use purposive sampling because the 

population of sheet mask users is unknown. Purposive is a sampling technique wherein choosing members of the population to participate in 

the study, the researcher relies on his or her judgment (Dudovskiy, 2019). The method that we used for the data collection is called the stated 

choice experiments (Louviere, Hensher, & Swait, 2000). The attribute used for the experiment can be seen in Table 1. After collecting all the 
attributes level, the next step is run a d-efficient design on NGENE (Bliemer, Rose, & Hensher, 2009). As a result, there are 24 scenarios. 

Those scenarios divided into four types of questionnaires, which means each questionnaire consist of six different scenarios. 

Table 1 Alternatives, attributes and their values for SP experiments 
Attributes Indonesian Sheet Mask Korean Sheet Mask France Sheet Mask 

Price (Rp.) 12,13, 15, 17 11, 14, 19, 21 14, 19, 50, 60 

Brand (point) 1,3,6,8 3,5,8,10 3,5,7,10 

Packaging (point) 1,3,6,9 1,3,7,10 3,6,8,10 

Quality of the product (point) 3,5,7,9 1,3,7,10 3,6,8,10 

Essence Halal (point) 4,6,8,10 4,6,8,10 3,5,7,10 

Efek Menyegarkan (point) 6,8,10 6,8,10 6,8,10 

This questionnaire consisted of four sections. The first section includes six scenarios that randomly assigned score level by NGENE, 
where respondents must choose between Indonesian, Korean, or French sheet masks. The next section will be about customer profiling about 

their name, gender, and monthly income. The third section is about the attitude and subjective norm of respondents toward skincare. Target 

respondents were taken from Jakarta, Bandung, and Surabaya since they are the most populated city in Indonesia. The survey was distributed 

online. In processing the data, for attitude and subjective norm, we use factor analysis to find the latent variable. Then, to estimate the 
significant factors, we used multinomial logistic regression (MNL) model. The results of the MNL model, the significant factors, are then used 

for the next method, which is demand elasticities. Elasticities illustrate the use of the derived expression and used with any model, however 

complicated it is. To measure the disaggregate direct point elasticities of the RUM model, we use the formula from Ben-Akiva and Lerman 

(1985). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
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In total, we obtained 505 respondents. Thus with six scenarios per respondent, we have in total 3030 observations. After gathering data 

from questionnaires, the researcher uses the MNL modeling technique to proceed with the data by using Pandas Biogeme (Bierlaire, 2020). Our 

aim of using MNL techniques is to get the significance level and find the elasticity on each attribute with some scenarios or simulation. In this 

research, we set the Indonesia sheet mask as the base of alternative since we want to confirm whether the Korean sheet mask and French sheet 
mask outperform the Indonesian sheet mask or not. The estimation for the MNL model is maximum likelihood estimation. The results can be 

seen in Table 2.  

Table 2 MNL model results 
Name (Alternatives/Attributes) Estimate Robust t-test Elasticity Score 

Alternative Specific Constant 2 (Korean) 3.15 2.01*  

Alternative Specific Constant 3 (French) -0.31 -0.17  

Indonesia Sheet Mask Price -0.07 -1.58  

Indonesia Sheet Mask Brand 0.03 1.67  

Indonesia Sheet Mask Packaging 0.02 1.59  

Indonesia Sheet Mask Quality 0.21 6.72* 0.798916 

Indonesia Sheet Mask Halal Essence 0.16 4.96* 0.701490 

Indonesia Sheet Mask Effect 0.15 2.57* 0.791115 

Korean Sheet Mask Price -0,16 -11.1* -1.576369 

Korean Sheet Mask Brand 0.031 1.69  

Korean Sheet Mask Packaging 0.01 0.65  

Korean Sheet Mask Quality 0.20 14.1* 0.494384 

Korean Sheet Mask Halal Essence 0.12 5.3* 0.485447 

Korean Sheet Mask Effect 0.56 1.36  

French Sheet Mask Price -0.06 -16.1* -2.061768 

French Sheet Mask Brand 0.03 1.32  

French Sheet Mask Packaging 0.03 1.6  

French Sheet Mask Quality 0.29 10.5* 1.496737 

French Sheet Mask Halal Essence 0.08 3.86* 0.438571 

French Sheet Mask Effect 0.19 4.42* 1.181362 

Attitude of Indonesian Sheet mask 0.51 6.46*  

Attitude of Korean Sheet Mask 0.60 8.79*  

Attitude of French Sheet Mask 0.31 5.06*  

Subjective Norms of Indonesian Sheet Mask 0.02 0.02  

Subjective Norms of Korean Sheet Mask 0.71 0.71  

Subjective Norms of French Sheet Mask -0.19 -0.19  

* the parameter is significant at 95% level  

   

   

   

After conducting the MNL, attributes that have a significant value processed in demand elasticity. Demand elasticity test objective is to 

anticipate the influence of a change of the value in this variable on the choice of an individual, and subsequently on the market share of 

alternative. Demand elasticity tested the attributes that have a significance level from the MNL. For the Indonesia sheet mask, there are three 
significant attributes, namely the Indonesia sheet mask effect, Indonesia sheet mask halal essence, and Indonesia sheet mask quality. After 

proceeding the elasticity demand simulation, all attributes from the Indonesia sheet mask, which are a side effect, halal essence, and quality, 

have an inelastic score less than 1 (as can be seen in the right-hand side of Table 2).  It means that when Indonesia sheet mask effect, quality, 

and halal essence have an increased 10%, it does not impact the customer choice decision to the Indonesian sheet mask.  

Korean sheet mask halal essence, Korean sheet mask price, and Korean sheet mask quality have a significant value of robust t -test. 

Different from the two others, attribute price has a significant negative value. It means that when the price of the Korean sheet mask 

increases/decrease, people tend to choose another alternative. For the next section, Korean sheet masks halal essence and Korean sheet mask 

quality have an inelastic score, where it means those two attributes changing for 10% not impact the customer in the choice decision. Besides, 
the Korean sheet mask price has a negative elastic score, so the changing price of 10% will make the choice decision of the Korean sheet mask 

decrease by 15%.  

French sheet mask effect, French sheet mask halal essence, French sheet mask price, and French sheet mask quality are the significant 

attribute for a French sheet mask. But French sheet mask price, have a significant negative value, which means when the price of French sheet 
mask increase/decrease, people tend to move into another alternative. In calculating the demand elasticity, the French sheet mask effect, French 

sheet mask price, and French sheet mask quality have an elastic value that defines those three attributes changes impact customer sensitivity in 

the choice decision. Lastly, the French sheet mask halal Essence has an inelastic score, which means the changes in this attribute not affect 

customer choice decisions.  

 

CONCLUSION 

From the data and analysis which has conducted, the author can make several conclusions to answer the objectives of this study. From this 

research, here are several things that the author finds out about factors that influence customers in making a choice decision. In the 

Indonesian sheet mask, consist of several factors/attributes which are namely the Indonesia sheet mask effect, Indonesia sheet mask halal 
essence, and Indonesia sheet mask quality. In the Korean sheet mask, a factor that influences customers in making a choice decision consists of 

several attributes which are namely Korean sheet masks halal Essence, Korean sheet mask price, and Korean sheet mask quality. Lastly, the 

factor that influences customers in choosing a French sheet mask, consist of several attributes which are namely French sheet mask effect, 

French sheet mask halal essence, French sheet mask price, and French sheet mask quality. In finding the preference of Indonesian women 
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towards sheet masks, the results of the questionnaire show that most women choose the Korean sheet mask (1328 scenarios). It means 

Indonesian women preference mostly are sheet mask from Korean. Next is the recommendation for the Indonesia sheet mask to increase their 

revenue. As the results of the Indonesian sheet mask are inelastic, in which the increasing value is not giving an impact, there is a chance that 

Korean and French elastic attributes applied at the Indonesian sheet mask. Those attributes are the price of Korea and French sheet mask and 

the effect and quality of the French sheet mask. 
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Abstract  

In this modern era, choosing a product to buy is not only based on their quality but about how the customer itself perceives the product’s value. 

The customer perception can be occurred by noticing the brands itself. Furthermore, there is a strategy to create customer purchase intention by 

creating a brand image through brand names with a specific country of origin image, like what Miniso did. This research tries to explore this 
unique phenomenon by using Multi Linear Regression Model. Gender is added as a moderating variable to seek possible factors that can 

moderate brand image and country of origin effect. The data is collected using online forms. SPSS program results shown that Multi Linear 

Regression succeeded in measuring the effect of independent variables towards the dependent variable of Purchase Intention. Gender as the 

moderating variable is indicated not to have any moderation effects on the independent variable. The result of the analysis gives outcomes for 
marketers and brands to be considered in order to create customer purchase intention with a unique brand image. 

 
Keywords: Brand Image, Country of Origin, Gender, Miniso, Purchase Intention 

 

BACKGROUND 

In this modern era, choosing a product to buy is not only based on their quality but about how the customer itself perceives the product’s 

value. The customer perception of the products can be occurred by noticing the brand of the products itself. Many things could be the elements 

to build a brand, one of which is the name. The brand’s name selection can have a positive or negative impact based on their customer 

perception or experiences. One of the factors that bring positive or negative impact through the brand’s name is the country-of-origin of the 
brand. The customer perception of country-of-origin is strongly influenced by the mentality and customer’s trust in the country itself. Each 

country has its perception of the products they produce, which called a country image. Brand names that consist of a country-of-origins element 

usually associated with the product’s perceived quality; it happens because of the country’s image. For example, Japanese products usually 

associated with high technologies, high quality, and innovative, while China products usually associated with a copycat, low quality, and low 

prices. 

Furthermore, brand image considered as the factor for the consumer to purchase products, especially a positive image of the brand needed 

in order to create customer purchase intention (Maunaza, 2012). Other than that, the customer’s purchase intention could also be generated 

through the country-of-origin image because it has the power to generate trust in customer’s minds, which can influence their evaluation of the 

products and brands (Yasin, Noor, and Osman, 2007).  

Miniso, one example of a brand that takes advantage of Japan’s country image, is a low-cost retailer and variety store chain that 

specializes in household and consumer goods, including cosmetics, stationery, toys, and kitchenware, that already has 3500 stores worldwide. 

As in Indonesia, many people still assuming that Miniso is a brand that originated from Japan, while it is originated and headquartered in 
Guangzhou, China, under Chinese holding company Aiyaya. Seeing this phenomenon, the researcher thinks that it becomes an interesting study 

for further research. The researcher is very interested in conducting research about the effect of brand image and real country-of-origins 

towards Miniso customer purchase decisions. Therefore, this study can also be used for further research in developing a branding technique for 

a similar type of business. The objectives of the study are as follows : 

1. To find out the brand image’s influence on the purchase intention of Miniso products in Indonesia. 

2. To find out country-of-origin’s influence on the purchase intention of Miniso products in Indonesia. 

3. To find out gender’s moderating effects to brand image and country-of-origin towards the purchase intention of Miniso products in 

Indonesia. 

So, the research question based on the research question is formulated as follows : 

1. Does the brand image influence the purchase intention of Miniso products in Indonesia? 

 
 
 Corresponding Author: fujiarto_wibisono@sbm-itb.ac.id 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 271  

2. Does country-of-origin influence the purchase intention of Miniso products in Indonesia? 

3. Does gender have moderating effects on branding image and country-of-origin towards the purchase intention of Miniso products in 

Indonesia? 

 

LITERATURE REVIEW 

Brand is one of the essential parts of a product because it became the added value of the product, which in the form of goods and services. 
Also, the brand can convince the customer that they get the same quality of the goods. In accordance with Berthon et al. (2011) brand is defined 

as a symbol to construct the identities of the social actors, including firms, suppliers, and customers itself. Also, the brand is the process of 

promoting selected images (Gold & Ward, 1994) that captures the idea of reputation observed, reputation valued, and reputation managed 

(Anholt, 2010). 

Every product in the market has its own image in its customer point that purposely created by the marketer in order to differentiate it from 

others. The brand image is created based on the impression and experience that consumers had towards the brand itself. Permana and Haryanto 

(2014) found that consumers who have a positive image toward a brand will be more likely to make a purchase. Therefore, the behavior and 

intention of consumers toward a brand are very determined by the brand image. 

Roy and Banerdjee (2007) defined brand image as the feelings and perceptions of the customer about the brand, which supported by 

Rangkuti (2008), who said that brand image is the perception of the brand that is associated with brand association inherent in the consumer 

memories. Besides that, a brand image is also a group of associations that being organized into something meaningful (Roslina, 2010). The 

positive and negative experiences toward the brand will make that image and stored in the consumer memory. Furthermore, consumers will 
make their choice to buy products that have a good image, which is stated by Maunaza (2012), who said that a positive image of the brand 

needed in order to create customer purchase intention. In research by Bhakar et al. (2013), they stated that brand image has a significant and 

positive effect on purchase intention, which also being supported by Wang and Tsai (2014), who found a significant and positive relationship 

between the customer purchase intention with the brand image. Therefore, the researcher wants to prove the brand image effects toward 

customer purchase intention. 

Basically, the country of origin refers to where the product is made or originated (Czinkota and Ronkainen, 2009). However, Kotler and 

Keller (2016) clarify it by stating that country of origin is mental associations and beliefs triggered by a country, which is supported by 

Permana and Haryanto (2014) who said that country of origin is all forms of consumer perception of the product of a particular country based 
on the perception of information about the advantages and disadvantages of that country. Jaffe and Nebenzahl (2001) also said that the country 

of origin is the mental image of brands and the countries, respectively, which the researcher can conclude that country of origin effect is all of 

the consumer perceptions about brand country-of-origin that can influence the customer perception about the product itself. Furthermore, 

Country-of-Origin has the power to generate trust in the customers’ minds and trust product attributes, which also influence the evaluation of 
certain products and brands (Yasin, Noor, and Osman, 2007). Based on the previous research by Rezvani et al. (2012) found that country-of-

origin undoubtedly has significant influences towards customer purchase intention, oppositely Bhakar et al. (2013) stated that purchase 

intention got a negative effect and has an insignificant influence from country-of-origin. 

Dharmmesta et al., (2000) in the research of Permana and Haryanto (2014) defines purchase intention as the customer propensity to buy 
the product they want, which supported by Durianto (2013) who states that purchase intention is a desire to have a product, which will arise if a 

consumer has been affected by the quality and quality of a product, information about the product. After consumers evaluate several brands, the 

choice will ultimately be on the one brand that best suits the desires of consumers. Meanwhile, Sciffman and Kanuk (2007) said that purchase 

intention is a positive customer attitude to the brand by paying money or sacrificing to receive the product. Based on the definition above, the 

researcher can conclude that purchase intention is the customer attitude towards the product, which is accompanied by happy feelings, so that 

creates a tendency for the customer to own the product by buying it. 

In terms of brand image, gender considered having moderate different brand image’s effect toward purchase intention. In research by 

Ajitha and Sivakumar (2019), they found that gender has a strong relationship as the moderating variables on fashion luxury brand image. 
Furthermore, it implies that gender has moderating effects on brand image towards customer purchase intention of the luxury brand. Then, 

gender could be considered to moderate the country-of-origin effect on customer purchase intention. Based on the study conducted by De 

Tavares and De Moura (2014), gender is indicated to have moderating effects on the Country of Origin towards customer purchase intention of 

beef products. Furthermore, Bruwer et al. (2014) indicated that customer intention to purchase Wine products are affected by the moderating 

effects of gender on the wine’s country of origin. 

 

METHODS 

The research design used in this research is quantitative survey research. It is classified as causal associative research, which is research by 

looking for the relationship or influence of cause and effect, namely the relationship or influence of the independent variable (X) towards the 

dependent variable (Y) (Sugiyono, 2013). Furthermore, the criteria of respondents used in this research are the people domiciled in Indonesia, 

aged 17 years and above, who considered being able to understand and answer questionnaires well and know the Miniso products.  

The data collection method used in this research is questionnaires, which is a technique that gives a set of questions to be answered by the 

respondent (Sugiyono, 2013). Likert scale 1-5 is used in this research in order to measure the respondent’s behaviors, thoughts, or impressions 

of social phenomena (Sugiyono, 2013). In this research, there are two independent variables and dependent variables, namely Brand Image 
(X1) and Country of Origin (X2) as Independent Variable, Purchase Intention (Y) as Dependent Variables and Gender (X3) as moderating 

variable. 

Before spreading the main questionnaire, a pilot test is spread to 30 respondents in order to check the validity and reliability of the 
questionnaire. Then, the collected data will be analyzed using SPSS Program with the Multi Linear Regression model on a 95% confidence 
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level. The classical assumption test also conducted to fulfill the requirements for MLR analysis, then T-test and F-test conducted to do the 

hypothesis testing. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

All of the variables on this research is considered as valid and reliable since its Pearson correlation value exceeds the r table value of 

0.1236 (n = 250 and α = 0.05), its significance is 0.000, and its cronbach’s alpha is exceeds the reliability cut-off (Hair et al., 2010) of 0.60. 
Then, the classical assumption test is conducted to see whether the data can be analyzed with the Multi Linear Regression model or not. Based 

on the classical assumption test, all of them is considered as normal and does not have any multicollinearity and heteroscedasticity problem. 

Thus, the data analysis continues to Multi Linear Regression analysis.  

Table 1 Coefficients 

 
 

Based on the table above, it can be seen that the equation model of the Multi Linear Regression on this research is: 

Y = 3,146 + 0.590 X1 – 0.110 X2 – 0.108 X1.X3 + 0.086 X2.X3 

The regression coefficients can be used to determine the relationship direction from an independent variable such as Brand Image, Country 

of Origin, and Gender as a moderating variable with Purchase Intention as the dependent variables. Based on the table, the regression 

coefficients for X1 is positive; it means Brand Image (X1) has a direct relationship with Purchase Intention (Y). Thus, for every one-unit 

increase in Brand Image (X1), it will give an increase in Purchase Intention (Y) by 0.590 units. 

For X2, the regression coefficient is negative; it means Country of Origin (X2) has an indirect relationship with Purchase Intention (Y). 

Therefore, for every one-unit increase in Country of Origin (X2), it will give a decrease in Purchase Intention (Y) by 0.110 units. 

The regression coefficient of X1.X3 is negative; it gives an indication of the indirect relationship between Brand Image and Gender as the 

moderating variable (X1.X3) with Purchase Intention (Y). Thus, for every one-unit increase in Brand Image with Gender as a moderating 

variable (X1.X3), it will give a decrease in Purchase Intention (Y) by 0.108 units. 

Based on the table, it can be seen that the regression coefficient of X2.X3 is positive, which means Country of Origin with Gender as the 

moderating variable (X2.X3) has a direct relationship with Purchase Intention (Y). Therefore, for every one-unit increase in Country of Origin 

with Gender as the moderating variable (X2.X3), it will give an increase in Purchase Intention (Y) by 0.086 units.. 

Table 2 T-test 

 

The T-test is used to know the significant influences between the dependent variable, moderating variable and independent variables 

partially. Based on the table above, it can be concluded that only one relationship of Brand Image (X1) and Purchase Intention (Y) is significant 
in this research, which also supported by its p-values lower than 0.05. Otherwise, the other relationship of variables is considered insignificant. 

Therefore, there is only 1 out of 4 hypotheses are accepted. 

Table 3 F-test 

 

The F-test is used to know the significant influences of the overall independent variables towards the dependent variable simultaneously. 

Based on the table above, it can be determined that the F value of 25.452 exceeds the F-table value of 2.408 (df1 = 4 and df2 = 245). Therefore, 

it can be concluded that independent variables have a significant influence on the dependent variable simultaneously. 
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Table 4 Hypothesis testing 

 

H1: Brand Image (X1) has a positive influence on the purchase intention of Miniso products (Y). 

Based on table 4, it can be seen that this hypothesis has a value of 5.005, which exceeds the t-table value of 1.96. It means that Brand 

Image has a significant effect on Purchase Intention of Miniso products. Therefore, it can be concluded that H1 is accepted. 

In accordance with descriptive analysis, the most supporting indicator for Miniso Brand Image is being perceived as a well-established 

brand by its customer, which can be indicated by looking at the highest score of 82%. Furthermore, their customer also has a good image of 

Miniso; it can be seen as the second-highest score of 81%. It is being supported by the well-known Miniso in various circles of society. This 

result has an implication that a good brand image of Miniso has a great effect on their customer intention to purchase the products. 

This finding is in accordance with the research conducted by Bhakar et al. (2013) and Wang and Tsai (2014), which stated that a good 

brand image had a positive relationship and influences toward purchase intention. It is also supported by Maunaza (2012), who stated that the 

positive image of the brand is needed to create customer purchase intention. Therefore, it can be concluded that customer purchase intention 

can be achieved by a good image of the brand. 

H2: Country of Origin (X2) has a positive influence on purchase intention of Miniso products (Y). 

For this hypothesis, the t value is only - 0.0926, which is below the t-table value of 1.96. It means that Country of Origin does not have a 

significant effect on Purchase Intention of Miniso products. Therefore, it can be concluded that H2 is rejected. 

On the descriptive analysis, it can be seen that many of the respondents are still unsure of the quality of the workmanship of their country 

of origin, which is China. This finding can be determined by the score of the quality on the workmanship indicator, which is only 61% and is 

considered as the least supporting indicator for Miniso Country of Origin. 

Based on this research, it can be seen that country of origin does not have an influence on purchase intention of Miniso’s products. It is 
aligned with the study by Bhakar et al. (2013), who found that purchase intention got a negative effect and has an insignificant influence from 

country-of-origin. Meanwhile, Yasin, Noor, and Osman (2007) said that country of origin has the power to generate trust in customer mind and 

product attributes, which can influence the evaluation of the product itself. Thus, it can be concluded that China, as Miniso’s Country of Origin, 

doesn’t have enough power to generate customer trust that could influence their decision towards purchasing Miniso’s products . 

H3: Gender (X3) moderates influence from Brand Image (X1) towards the purchase intention of Miniso products (Y). 

According to table 4 above, it can be seen that the t value of this hypothesis is -1.530, which is below the t-table value of 1.96. It means 

that gender does not have a moderating influence on Brand Image towards the customer purchase intention of Miniso products. Thus, it can be 

concluded that H3 is rejected. 

Based on the data analysis, it can be seen that gender does not have any moderating effects on brand image towards customer purchase 

intention. This finding is contradictory to the study from Ajitha and Sivakumar (2019), which found that gender has a strong relationship and 

positive influences as the moderating variables on fashion luxury brand image, which contributes to the customer intention to purchase the 

luxury brand. This condition could happen because of a different brand’s characteristics in this research. Therefore, it can be inferred that 

gender does not have any moderating effect on brand image towards Miniso customer purchase intention.  

H4: Gender (X3) moderates influence from Country of Origin (X2) towards the purchase intention of Miniso products (Y). 

For this hypothesis, the t value is 1.203, which is still below the t table value of 1.96. It means that gender is not moderating influence 

from Country of Origin towards the purchase intention of Miniso products. Therefore, it can be concluded that H4 is rejected. 

Based on the research, it can be seen that gender also does not have any moderating effect on the country of origin towards customer 

purchase intention. It is contradictory with previous research from De Tavares and De Moura (2014), which indicated gender have moderating 

effects on the Country of Origin towards customer purchase intention of beef products. Furthermore, Bruwer et al. (2014) indicated that 

customer intention to purchase Wine products are affected by the moderating effects of gender on the wine’s country of origin. This difference 
of result could be happened because of the differences in the industry. Therefore, it can be concluded that gender does not have moderating 

effects on the country of origin towards the customer purchase intention of Miniso. 

 

CONCLUSION 

Based on the findings on data analysis, brand image is considered to have a positive influence on the purchase intention of Miniso 

products in Indonesia. Also, Miniso customer perception of Miniso as a well-established brand and has a good image are the most supporting 
factor for Miniso’s brand image that affects their intention to purchase the products. This implies that Miniso needs to maintain and increase its 

good brand image so it can create more purchase intentions for their customer. 
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Furthermore, Miniso’s country of origin is determined to not have an influence on their customer purchase intention in Indonesia based on 

the findings in data analysis. Even more, many of their customers still unsure of their country of origin quality on the workmanship, which can 

be seen in the data analysis. However, it is not influencing their customer intention to still having a purchasement for Miniso products. Thus, 

the country of origin does not influence their customer purchase intention. 

According to data analysis, gender does not have moderating effects of branding image and country of origin towards the purchase 

intention of Miniso products in Indonesia. Also, it can be seen that males and females do not have any significant differences in terms of their 

intention to purchase Miniso products. However, the analysis showed that gender increases the relationship between Brand Image and Country 

of origin towards Purchase Intention by 2.2%. 

For the implication, aligned with previous research, it is proven that brand image has a positive influence on customer purchase intention. 

This result aligned with the research conducted by Bhakar et al. (2013) for the related industry of retail, and it also aligned with Wang and Tsai 

(2014) for a different industry. The positive brand image that can influence customer purchase intention also aligned with previous studies 

(Maunaza, 2012). 

However, the researcher’s hypothesis about the country of origin could influence customer purchase attention is rejected. This result is 

opposite to the previous studies conducted by Rezvani et al. (2012), which found that country-of-origin has significant influences on customer 

purchase intention. It may happen because previous research analyzes the different industries. Despite that, this finding is aligned with the 

research from Bhakar et al. (2013), which found that country of origin has a negative effect and insignificant influences on customer purchase 

intention. It can be concluded that different industries would result in different outcomes. 

Furthermore, the results of this research about gender could have moderating effects on brand image and country of origin towards 

purchase intention, also contradictory with previous studies. Based on the study from Ajitha and Sivakumar (2019), found that gender has a 

strong relationship and positive influences as the moderating variables on fashion luxury brand image, which contributes to the customer 
intention to purchase the luxury brand. Then, De Tavares and De Moura (2014), which indicated gender have moderating effects on the 

Country of Origin towards customer purchase intention of beef products. Other than that, Bruwer et al. (2014) indicated that customer intention 

to purchase Wine products are affected by the moderating effects of gender on the wine’s country of origin. Thus, it can be concluded that the 

different characteristics and industry of the brand would result in a different result on the gender moderating variable. 

Even more, for brands, there are several ways to have a positive or good brand image for the customer. One of the examples is  like 

Miniso; they already aware of the bad perception of China's country of origin, then they found an opportunity to take advantage of Japan as 

their brand image by using them indirectly on their brand names and design. The researcher implies that it can be a good way for brands to 

cover up their country of origin by using a unique brand image that can be stand out as their main weapons to gain customers in the future. 
Furthermore, the researcher also recommends a well-established brand to maintain its values because it can be a unique brand image that is 

considered by its customer. 

Other than that, further research needs to develop more independent variables in order to gain more factors that could lead Miniso 

customers to buy the products. Other than that, further research can do the analysis using different types of methods, which can extend the 
scope of the research even more. Furthermore, to have a detailed analysis, further research can do a limitation to only specific cities and 

compare the result between each city to gain more insight for future improvement. 
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Abstract  

In this digital age, a digital influencer is the most fundamental modern approach to marketing in a decade for all people at the forefront of 

purchasing decision-making. Digital influencers considered brand communication tools to engage in conversation and build word-of-mouth 

effects within their existing follower base. However, not many mobile phone accessories business able to catch the opportunity of social media 
channels that are commonly used in order to connect people throughout the world using the Internet.  The digital influencer regarded as an 

important role in mobile phone accessories business to increase sales aiming to sustainable business. Thus, the goal of this study is to examine 

the impact of digital influencers by analyzing the popularity, experience, trustworthiness and product congruence of the customer's intention to 

buy recommended fashion brands via Instagram's social media in Indonesia. This study uses a quantitative method by means of a 5-point Likert 
online questionnaire with purposeful sampling methods. The results of the questionnaire will be measured using Multiple Linear Regression, 

which may clarify the relationship between the dependent variable (purchase intention) and the independent variable (purchase intention, while 

the independent variables are attractiveness, expertise, reliability and product congruence) in this sample. The study contributes to a deeper 

understanding of the persuasive power of digital influencers towards the purchase intention of customers. More understanding of the 
characteristics and personality of digital influencers, when recommending such items, could lead mobile phone accessories business to build an 

effective marketing strategy for collaborating with digital influencers to minimize errors in the choice of digital influencers. As a result, mobile 

phone accessories business should gain a better understanding of the marketing strategy and best practice in social media and execute the 

strategy to become the market leader in phone case accessories in Indonesia. 
 
Keywords: Digital Influencers, EWOM, Fashion Industry, Mobile Phone Accessories, SME, Social Media 

 

BACKGROUND 

The presence of small, medium-sized enterprises (SMEs) are becoming essential to the economy and contributes effectively to the 
economic stability of the nation  (Wareham et al., 2005). The study found that online business is the best way to help small businesses market 

their products (Global, 2016). It demonstrates that, in order to retain a competitive position, SMEs need to be conscious of the strategies used 

by other rivals by leveraging social media in their marketing strategy. (Netta, 2015). Social media is also a part of online marketing that is ideal 

for small and medium-sized businesses, as social media has penetrated deeply into the lives of millions of people around the world, and has 
also drawn the attention of marketers (Irshad and Ahmad, 2019) and is also a cost-effective marketing tool (Khedher et al., 2015). Social media 

is a crucial and powerful marketing tool for the sustainability of the fashion industry since social media has a massive number of users. It could 

be used as an opportunity to reach out to consumers more widely. (Cosenza et al., 2015).  

Mobile phones nowadays serve not only as a communication device but also as a fashion statement for individuals to express their 
identities (Katz & Sugiyama, 2006). In order to establish a successful marketing plan, the organization should be using marketing strategies that 

have been used for this sector for six years as the fashion industry has been more competitive than it used to be. A digital influencer is the most 

significant new approach to marketing in a decade for all people at the forefront of purchasing decision-making. (Brown & Hayes, 2008)  

Apparently, not all digital influencers' tactics are sufficient for all kinds of businesses. Nonetheless, selecting the wrong digital influencers 
will have a harmful impact. It will not have a substantial impact on growing the company's visibility and sales as anticipated. Therefore, we 

need to research more about factors that affect consumers in the purchasing of mobile phone accessories. By understanding what factors affect 

a customer's buying decision on cell phone accessories, the creation of ideas for small and medium-sized businesses to improve their market 

potential might increase. Accordingly, this research aimed to find the relationship between attractiveness, expertise, trustworthiness, product 
congruence of digital influencer on customer purchase intention in online fashion store. Furthermore, the research also aims to suggest a 

suitable recommendation for mobile phone accessories business regarding customer purchase intention on online fashion purchases. 
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In the context of the fashion industry, there is previous research about digital influencers but not specifically researching addressing 

mobile phone accessories as a new trend has not been researched. The current research has commonly focused on examining the phase by 

which influencers and followers can build a dependence relationship that can influence followers' impressions of the established brands. 

 

LITERATURE REVIEW 

Digital influencer concept involves multi-platform, high-profile network of micro-famous people who follow social media and blogs 

through textual and visual narratives of their private lives and lifestyles and commercialize their follow-up through promoting payment-based 

products. (i.e., charging eWOM) (Abidin, 2015, 2016; Freberg et al., 2011) 

Based on their credibility, awareness, experience, and potential impact, influencers are known as online opinion leaders 

(Childers et al., 2019). Instagram is also an attractive platform to meet younger target audiences. Instagram is the largest platform for 

influencer marketing, and 79 percent of all influencer campaigns contain Instagram content (Influencer Marketing Benchmark Report 2019, 

2019). The reputation of the endorser is a crucial factor in influencing the behavior of the customer. The credibility of the endorser is essential 

to the audience. When the communicator was considered trustworthy, the voice of opinion was more influential than unrecognized contact in 

creating an attitude. (Ohanian, 1990) 

A marketing strategy is considered to be an effective approach when the right match between the endorser and the brand is formed. (Till & 

Busler, 1998). In other words, as a representative of the brand, the social media influencers will demonstrate an acceptable fit for the 

characteristics of the product. A great match-up will lead to a positive attitude towards the authorized brand (Kamins & Gupta, 1994).  

Purchase intention defined as a decision-making process that analyzes why consumers purchase specific products/services in a given 

situation. (Saad et al., 2012). Besides, purchase intention can be defined as an efficient way of predicting the purchasing process because 

purchase intention, including customer willingness to purchase a brand on the market (Abdullah et al., 2012), can be adjusted in the sense of 

purchase intention. Accordingly, it is essential to acknowledge how to examine the impact of digital influencers by analyzing the popularity, 
experience, trustworthiness, and product congruence of the customer's intention to buy recommended fashion brands via Instagram's social 

media in Indonesia. Therefore, the proposed hypothesis in this research are as follows: 

H1 Attractiveness of digital influencers has a significant impact on purchase intention. 

H2 trustworthiness of digital influencers has a significant impact on purchase intention. 

H3 Expertise of digital influencer has a significant impact on purchase intention. 

H4 product congruence of digital influencer has a significant impact on purchase intention. 

 

 

 

 

 

 

 

 

 

 

Figure 1. Theoretical Framework 

METHODS 

This study analyzes the tendency of consumers to buy products recommended by digital influencers. This work discusses and describes the 

factors that influence customers ’ purchase intention in the fashion industry for millennials in 18 to 24 years old in Indonesia. A quantitative 
approach is used to gather data through online questionnaires. The questionnaire is designed for the population of active Instagram users. They 

have already seen the usage of celebrity endorsement in online fashion shops and live in Indonesia.   

This research uses non-probability sampling, which is a purposive sampling method. (King, n.d.) as a result, this research defines a sample 

size of at least 200 respondents for marketing research according to (Malhotra, 2010). Multiple linear regression is a statistical method used to 
explain the relationship between one dependent variable from two or more independent variables in this study. It is used to test the relationship 

of purchase intention as dependent variables with the source of attractiveness, source of trustworthiness, source of expertise, and product 

congruence as independent variables. The design of the questionnaire consisted of a total of 13 questions in various forms, including closed-

ended, open-ended, and multiple-choice questions. The questions were posted as rating questions, and the Likert five-point rating scale was 
used. In the Likert-style rating scale, respondents are asked how strongly they agree or disagree with a variety of statements. (Saunders et al., 

2009).  According to (Adams et al., 2007) 

A Likert scale questions too inquired about assessing purchase eagerly of respondents. An open-ended address was inquired to supply the 

members with the opportunity to precise their conclusion, almost the influencers on Instagram, to see how they see this phenomenon in general. 
For data analysis, this research uses a multilinear regression method to respond to the hypothesis. This research aims to determine the impact of 
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digital influencers on the purchase decision of customers. This ability to analyze would contribute to the generation of more reliable 

predictions. 

ANALYSIS OF FINDINGS AND DISCUSSION 

The obtained result through Multiple Linear Regression analysis is expected to decide which factor would have a significant impact on the 

purchase intention. It is expected that attractiveness, trustworthiness, expertise, and product congruence has significantly related to purchase 

intention. The ability of SPSS to optimize the explained variance of dependent variable constructs would contribute to this research on the 

identification of predictions. The percentage of the variance explained would indicate the strength of the associated variables. 

Knowing what factors influence a customer's purchase intention on mobile phone accessories, This is intended to include valuable 

suggestions for small and medium-sized enterprises to increase their business potential to be sustainable in this competitive digital era. 

 

CONCLUSION 

The purpose of this research is to know what factors could influence a customer's purchase decision on the mobile phone accessories 

business; therefore, the suggestion could create to help small and medium-sized enterprises to increase their business potential. A digital 
influencer is a marketing tool that involves digital influencers who recommend a particular brand or product. Three sources have been used in 

this research on digital influencer endorsement factors: attractiveness, trustworthiness, expertise, and product congruence. Also, multiple linear 

regressions are the method used for this research. The probable result indicates that all of the digital influencer impact involved in this research 

have a favorable connection to the purchase intention for the research questions conclusion. Therefore, Instagram could be a significant 

platform for businesses to promote their products and services and develop relationships with their customers.  

 The research findings help companies to have a more insightful decision-making process when advertising their products/services through 

influencers, because they should carefully consider what type of influencer could be the most effective in appealing to their intended target 

audience (Djafarova & Rushworth, 2017). Depending on the target audience for a product being women or men, marketers have a better 
understanding of whether they should focus on attractiveness, expertise or trustworthiness of influencers to satisfy their audience' interests, as 

men are more inclined to follow influencers based on their attractiveness and women care more about expertise and trustworthiness of 

influencers. Besides, men and women have different 92 interests in categories of influencers, as women are more interested in following 

fashion and beauty influencers. In contrast, men are more interested in following influencers in the area of technology and sport. Choosing the 
right influencer to work with is essential because based on the Match-up Hypothesis, when the character of the digital influencer is carefully 

matched with the character of the product and audience characteristics, the advertisement could be much more effective (Desarbo et al., 1985) 
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Abstract  

Online radio has become popular with the rise of the internet in the millennial’s generation. The internet nowadays provides platforms of online 

broadcasting for radio. However, this definition excludes community radio in the local area because they do not represent the same area of 

coverage as commercial radio. The researcher intended to explore thus identified factors needed to develop an online radio platform suitable for 
the niche millennials market that can be used by the community radio. The design for the research based on three research questions to 

determine the online radio platform research objectives. There are the needs of millennials in an online radio platform, how they preferred ways 

to deliver the platform through digital substance, and what it takes to build an online radio platform. The researched conduct two approaches to 

data collection. The customer needs and digital marketing preference is collected through questionnaires to users. And factors of website 
development were done through interviews with website developers. The research aimed to define those factors and analyzed it through 

descriptive and lean startup methodology. Through findings of this research, community radio, especially campus radio, can use the findings to 

improve their online radio platform. 

 
Keywords: Community Radio, Millennials, Online Radio, Platform, Website Development, 

 

BACKGROUND 

The introduction of new technology, such as satellite, Internet, and cable radio, emerged as a major attraction in the radio industry for 

consumers, retailers, and media advertisements. Broadcast ads raised concerns about local identification predictions on the basis that the 

geographical location of billboards, wall advertising, television advertisements and Internet advertisements plays a smaller role compared to 
radio advertisements, as they can be conveniently listened to with mobile audio devices (Rajagopal, 2011). Despite the fact that radio stations 

are constantly broadcasting and listening in real time using a receiving device, their online extensions can change consumption habits. As such, 

broadcasters continue to seek new editorial paths to face the competition for positions in digital media and search engines. Online radio 

platforms that deliver daily news, audio, and video streaming also face new challenges in adjusting to current trends in connections. (Bălănuţă, 

2019) 

Online radio definition excludes community radio. This is problematic because rural consumers are a different type of market, with 

different tastes of program variations and different readiness (or ability) to purchase equipment than their urban counterparts (Freyens, 2012). 

So as the technology gets in touch with those community radio the online radio community is created. It bridges their listener with the radio’s 

program. But based on their radio coverage, the community radio still has less audience contrast to the commercial radio. With no platform that 
includes community radio to express their creation and passion through broadcasting, the internet would not help growing these community 

radio. The community radio will stay the same with no difference as it was before the internet. Therefore, the problem statement in this 

research is to define the suitable online radio website platform that can elevate the community radio into the emerging markets of the millennial 

generation. 

 

LITERATURE REVIEW 

Online Radio Platform 

The World Wide Web (WWW) gives the conventional radio station an option to solve the obstacles created by frequency and power 
output allocation. It provides an outlet, which breaks down the barriers caused by spectrum allocations and wattage capabilities (Harms, 2003). 

The Website is simple and cost-effective to access (Peters, et al., 1998). But it is not so easy to create a platform that helps stations 

communicate and fulfill their listeners. Stations need to consider who their web customers are, why they are using them and what they are using 

(Alayne Moody, 2003). In an Arbitron (2000) survey, website users were asking for a continuation of the on-air broadcast on a radio station. 
Listeners to the website were keen to know more about albums, events, activities, and to listen to the radio itself. Regarding different online 

business models, according to Anajana (2000), she proposed that ads, membership websites, customer services, directory services, content 
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creators, and merchandise sales should be included in online revenue streams. Websites may be used for the advertising of on-air offerings as 

well as for the delivery of alternative content (Morris, 1997). Despite being a comparatively new field, Online radio has become more 

mainstream with subscriptions. And merchandise sales are some other choice for e-commerce on Online radio stations. Many set themselves up 

as e-commerce channels which are mostly in return for sales commissions and selling streaming services (Chan-Olmsted, 2004).  

Customer Needs on Online Radio 

According to Boshoff, (2016), the website management of online radio must handle the content, architecture, and style of their site and its 

design to make a significant everyday impression to the customer. With that, the key reason for the visit was to check information (Moody, et 

al., 2003). This may include the information you are searching for by newsletters or other online media. But research from McClung in 2001 
also demonstrates that users have distinct usage on websites for college radio stations. This research demonstrates that the use of college radio 

platforms by many of the listeners is entertaining. Nevertheless, for its the first-time users are using media-based websites to connect socially or 

social integration functions. The social integration role should be noted as the use of these platforms. The College Radio advisors and 

developers have a chance to create products on this platform that meets such needs. In terms of funding, it could also be significant. If the users 
of such websites are active onto this page, then they are best able to contribute, purchase promotional goods or engage in a promotional activity 

(McClung, 2001). And the reasons customers accessing online radio can be found in Murphy's research in 1998. An online questionnaire was 

conducted on some list of the websites of US Rock and Classic Rock radio stations in which 1,752 participants were registered. This study 

revealed seven essential reasons users access websites on radio stations: Knowing the radio station is pleasant, Design interest, Downloading 
interest, Entertainment interest, Information interest, Interaction interest, and Stress relief interest. The analysis also showed a linear association 

here between the time people spend visiting online radio and visiting further pages of online radio, listening to the radio and requesting online 

radio to play songs and join events (Murphy, 1998). With this, came the way of those needs delivered to the customers. 

Digital Marketing in Millennials Generation 

According to Lexicon (2017), Digital marketing involves the promotion of digital media to customers of goods or services. The main goal 

is to support companies through different types of digital platforms. Digital marketing involves platforms which do not need internet use 

outside internet marketing. It comprises smartphones, marketing of social networks, banner ads, the marketing of search engines and every 

other form of digital content (Sugilar, 2018). Millennials are mindful of marketer’s intentions. A first and relatively reasonable consideration 
are brand practical features – they would rather make a great value and a great product performance. They would like a brand that guarantees 

them, that they will address the needs of users of its age and to do it in a cool, affordable way. Nevertheless, they would like to associate brands 

with them. As well as brands are constantly monitored to guarantee that they remain genuine and keep their promise (Geraci & Nagy, 2004). In 

the study by Geraci and Nagy (2004), Diversity does not contribute to ambiguous demographics; instead, effective marketers have to consider 
young people's choices. Millennials constantly consume media from the point of view of complete influence of their own and may help explore 

the brand through digital media to take full advantage of today's tremendous opportunity for young people (Geraci & Nagy, 2004). In addition 

to Sugilar (2018), There are a broad variety of Digital Marketing tools and methods, such as SEO, SEM, influencer marketing, email 

marketing, social media marketing, Content Marketing, and Google Analytics. 

 

METHODS 

Questionnaire Design  

The primary data obtained utilizing a survey delivery through an online questionnaire. The focus participants will be those who listened to 

their local community radio, particularly campus radio, by men and women between 18 and 25 years old using the 5 items Scale Likert Scale 
(varying from (1) "strongly disagree" (2) "disagree" (3) "neutral" (4) "agree" (5) “strongly agree” evaluation. A 24-item questionnaire is 

constructed purposefully and structured around: consumer expectations, radio feature preferences, feature usability, digital marketing 

preferences, and digital marketing familiarity. The data analysis included descriptive statistics, and dimensional analysis. The questionnaire that 

addressed both hypotheses were constructed once the sample size and sample groups had been determined. The survey is divided into several 

variables with a variety of sub-variable components: customer needs (Murphy, 2010) and digital marketing (Sugilar, 2018).  

Sampling 

The number of population samples for this study, based on (Israel, 1992) is a minimum of 100 participants, while the population is around 

28.000 of total students that are considered as its current students.  The researcher needs a level of confidence at 90%, which is 10% for the 
margin of error. The questionnaire has been distributed in WhatsApp, Instagram, and communities of campus radio. The respondent's 

characteristics will be men and women ages 18–25 who listened to online radio especially their campuses radio or community radio while 

accessing them through websites.   

Interview  

This study also includes qualitative methods through in-depth interviews when translating the customer needs (Murphy, 2010) of the 

respondents to the process of the website development of an online radio platform. Following the acquiring of the quantitative data through 

descriptive analysis, this interview was performed. A series of 5 semi-structured interviews with CTOs and Developers from 4 tech-based 

startups as a result of the technology practitioner who delivered perspectives into the implications of involvement in the online radio website 
creation process. The interviews formed with both closed and open-ended questions and were broadly organized. Close-ended questions were 

referred to as developers' background details. Open questions were mainly aimed at gaining insight and feedback from developers as the 

knowledge that gains from the experience of their participation in the startup development process 

Lean Startup Methodology 

Eric Ries implemented lean start-up methodology inspired by lean manufacturing concepts through waste avoidance and utilization of 

resources. Inspired with contributions such as 'disciplinary entrepreneurialism' by Sull in 2004, 'discovery-led plans' by McGrath and 

Macmillan in 2000 and 'probe and learn' are remembered in the principles of this approach by Lynn in 1996 (Mansoori, 2017). According to 
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York & Danes Study in 2014, he explored the lean startup approach further and related it to more well-established innovation management 

principles. In the wider theoretical sense of new product development, they presented the lean startup as a consumer growth approach. The lean 

startup methodology will be the framework for interview construction and roadmap framework development. Lean startup will be us as an 

analysis framework in the data analysis. 

Descriptive Analysis 

The characterization of individuals, incidents, or circumstances is the purpose of a descriptive study or analysis. The descriptive analysis 

itself is considered a means to an end of a research.  It implies the researcher would possibly be an interpretation predictor if the research uses 

definition (Saunders & Lewis, 2012). Descriptive analysis requires the gathering of quantitative, measured information (Saunders & Lewis, 

2012). 

Transcript 

The transcript is the first phase for the analysis of the data using a qualitative method. The goal is to turn an audio interaction into a script 

in interviews with the participants as a continued step to code the script results 

Coding 

The coding concept can be classified into three steps including open coding, axial coding, and selective coding. Open coding is  the 

component of the review that recognizes, names, categorizes, and explains the occurrences identified within the script. Essentially, every page, 

every word, every phrase (Strauss & Corbin, 1990). Axial coding is the method of interrelating data, through a mixture of inductive and 
deductive reasoning. Selective coding is a method by which classification is selected as the main group and other groups are linked to that 

group. The basic concept is to establish the main plot with everything else wrapped all over it (Strauss & Corbin, 1990). 

Data Mapping 

It is the phase in which the researcher analyzes the data processing findings from selective coding. The researcher is mapping the result of 
selective coding into phases of the lean startup methodology from Eisenmann (2012). The mapping will be analyzed through the categories of 

Build, Measure, and Learn Phase. The result of the mapping will be finalized as the factors that affect the online radio platform development in 

the conclusions.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Through questionnaire and descriptive analysis, the reason that rank first is entertainment and followed the second rank is the information. 

The third rank is the familiarity of the radio, followed by relaxation appeal that ranks fourth. And then followed respectively in fifth, sixth and 

seventh rank is the design, interaction, and downloadable content. As it appears, entertainment has been the reason the target audience visits the 
online radio station. While followed by the information and radio familiarity, which is considered essential to the user. For the millennials’ 

preferred digital marketing, media that rank first is social media marketing and followed the second rank is community marketing. The third 

rank is the familiarity of the display advertising, followed by search engine optimization that ranks fourth, and the last one is email marketing. 

As it appears, Social media marketing has been the preferred channels for the target audience to discover the online radio station.  

The findings came from the research design that was based on three theories from Murphy (1998), Sugilar (2018), and Ries (2011). The 

findings show connectivity through the website development process and customer preferences towards online radio platforms. At first, the 

researcher conducted the customers' reasons for visiting online radio platforms and customers' digital marketing preference. This qualitative 

research was performed to give enrichments in the construction of the in-depth interviews, then followed by the interview, which was 
conducted to bring findings for the website development. After the interviews have been recorded, the researcher does the coding for the 

qualitative approach. The coding turns into diagrams to get the maximum explanation of the findings. The diagrams divided into 6 pieces that 

consisting radio platform implementation, integrating customer needs, development process, build, measure, and learn. 

The frameworks from both approaches has combined to form a development roadmap for building online radio platform. It consists of 8 
steps on developing the online radio platform. The steps are started from the build process where there are setting vision and researching the 

user. And then the research can be used to define a suitable feature to integrate with the user needs. In the development process, there will be 

technical points that may require a particular website development skill set to result in the MVP. The developers' point may profoundly 

influence the MVP from the interview in the section of radio platform implementation. After the product has been built, the product then tested 
to measure their performance through metrics. Specific scores of metrics will create validation which can be used in the learning phase that 

then will decide to preserve the product or to pivot the product 

 

CONCLUSION 

The development process is based on the analysis containing eight steps of developing a final web-based online radio platform. The steps 

are started from the build process where there are setting vision and researching the user. And then the research can be used to define a suitable 

feature to integrate with the user needs. In the development process, there will be technical points that may require a particular website 
development skill set to result in the MVP. The developers' point may profoundly influence the MVP from the interview in the section of radio 

platform implementation. The live streaming feature, with entertainment programs, can be the first feature that needs to be considered for 

developing an online radio platform. In terms of user needs, entertainment for the reasons visiting online radio which has the most significant 

score of 86% on the analysis. After the product has been built, the product then tested to measure their performance through metrics. Specific 
scores of metrics will create validation which can be used in the learning phase that then will decide to preserve the product or to pivot the 

product. The digital marketing strategy that is suitable for the online radio platform would be to giving the highest proportion of digital 

marketing to social media with a score of 86%, followed by community marketing with 85%.  

Managerial and Practical Implications 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 283  

The researcher recommends practitioners such as online radio, especially campus radio, to gain more insights about the users when it 

develops the next platform. The community can use the framework that has been formulated through the research. Online radio can move its 

content into a more entertainment-based platform to attract users. Online radio can build the feature with consideration to create live streaming 

features in the first place. To gain more insights on the platform, online radio can use the fragments of the development roadmap such as 
heatmaps, metric, and KPI for the data analysis for further improvement. Furthermore, Online Radio may use the social media marketing 

strategy to gain the millennial audience to deliver its content. The same roadmap can also be used for other platform as long as the platform has 

similar operational model. 

 

Future Research 

After the results and analysis, the researcher can provide findings for the practitioners to create their platform based on the analysis. In 

addition, this study can be replicated for five years more in order to identify the change in customer behavior in visiting online radio or their 

preferred digital marketing channel. The development framework must also be improved with each new method arising in the developer 
ecosystem. The future research of the development of online radio platforms may be updated to achieve relevance for the upcoming years. The 

research is based on the similar research done by Murphy (1998) to identify the customer reasons. Therefore, with the online radio platform, the 

research may help on defining new customer reasons arising from the customer behavior towards the platforms. 
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Abstract  

The development of the creative industry in Indonesia brings a significant impact on economic growth. Creative industries with 16 sub-sectors 

are expected to become a robust economic drive of total GDP by 2025. One of the sub-sectors that is projected to be high potential is sub-sector 

Apps-development since Indonesia has a large market of the Internet user and penetration. Those potentials spell opportunity for many digital 

start-ups to grow in Indonesia. The continuation of positive growth towards internet users in Indonesia also affects people’s behav ior regarding 
digital consumption. One of the popular aspects that changes are how people listen to audio content. Previously, people were listening to audio 

content or music through radio, cassettes, etc. Nowadays, people have turned to stream the audio and prefer individual consumption. However, 

the technology acceptance of audio streaming services in Indonesia is still questionable. The aim of this research is to analyze the factor 

influencing the intention to use audio streaming services in Indonesia using case study Spotify with the theory of Unified Theory of Acceptance 
and Use of Technology 2. The result of this research is expected to provide an understanding of the technology used to create an effective 

marketing strategy for the audio streaming company to compete in this industry. The data will be analyzed using a quantitative method and will 

be gathered by an online survey to Spotify users that subscribe to premium membership. The collection of the data is processed by using PLS-

SEM to see the relationship among the construct. 
 
Keywords: Audio Streaming, Changing Behavior, Creative industry, Spotify, Technology Acceptance 

 

BACKGROUND 

The creative industries are ready to become the new pillar industries in Indonesia. The creative sector has made significant contributions to 
the economic growth in Indonesia. In 2017, the creative economy contributed US$71.8 million to the country's GDP, increasing slightly in 

2018 to US$78.9 million. In 2019, the number expected to increase by 9.6 percent from the previous year to US$86.9 million. A study of 

Gaffat & Hendrayati (2015) said that the creative industry becomes promising as the economic driver of total national GDP in 2025.  There are 

16 sub-sectors of creative industry according to Badan Ekonomi Kreatif Indonesia, namely apps and game development; architecture; interior 

design; visual communication design; product design; fashion; movies; animation; and video; photography; craft; culinary arts; music; 

publishing; advertising; performing arts; fine art; television and radio. As one of the contributors to a creative industry, subsector Apps 

Development is predicted to be one of the potential sectors in Indonesia, according to Google and Temasek research, titled economy SEA 2018, 

it states that Indonesia will become the fastest growing start-up ecosystem and the largest market size in Southeast Asia in 2025. It is shown 
from a period of five years, 2014-2019, Indonesia was able to establish as many as 1,307 start-ups compared to other countries in Asia. The 

continuation positive growth of subsector of Apps development spell opportunity for many digital start-ups to grow in Indonesia. 

On the other hand, the growth of internet user in Indonesia also increase significantly, with a population of 250 million, Indonesia is a 

large target market for digital companies to grow.  According to the E-marketer digital marketing research institute, Indonesia is one of the 
biggest online markets worldwide, with over 143.26 million internet users in 2019. Those opportunities attract many digital start-ups to grow in 

Indonesia.  

The promising growth in this industry naturally increase the competition among digital start-up, To compete in this industry and take the 

advantage, the company should consider the aspect of customer consumption behavior since the development of the Internet and mobile 
devices have caused a significant change in the practice of Indonesia’s people (Netti and Irwansyah, 2018). Nowadays, the consumption is 

moving away from physical towards the digital (Wikström, 2012). One of them is an audio streaming service. The existence of on-demand 

streaming makes people gain interest in the consumption of audio streaming, changing their preferences, and finding new experiences, 

preferring more individualized and personalized consumption (Pinochet et al. 2019). Currently, according to the survey from dailysocial.id in 
Indonesia, there is two entrant platform of audio streaming service providers who specifically snatch the public's intention, JOOX, and Spotify. 

While the most popular global mobile app, audio streaming is Spotify, with 271 million users, including 124 million subscribers, across 79 

markets all around the world. The use of audio streaming technology is influenced by several factors, including the acceptance of technology 
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and customer relationship. It is a technology involves in the context of consumption. Thus, the receipt and use of audio streaming technologies 

to analyze individual consumption can be measure by using the Unified Theory of Acceptance and Use of Technology 2 (UTAUT2) model. 

However, as one of the successful mobile apps, the technology acceptance of Spotify and why people want to use this app in Indonesia is 

still questionable. Since Spotify is the number one audio streaming worldwide, Spotify should be able to be the role of other digital 

entertainment apps. It is important to figure out the user intention and behavior of this audio streaming platform.   

Our primary purpose with this study was to analyze the factor influence user acceptance towards audio streaming service case study 

Spotify on the acceptance and use of audio streaming service in Indonesia using Unified Theory of Acceptance and Use of Technology 2 by 

Venkatesh (2012). This research tries to help the audio industry companies in managing the change of consumer behavior consumption to 

create a marketing strategy for their company.  

 

LITERATURE REVIEW 

Audio Streaming  

Audio streaming is a practice of transmitting real-time sound via a network provider. This type of data 

transmission needs specific protocols for controlling data packet chronology or other transmission types to 

provide on-demand content to the end-user. In general, audio streaming uses a buffering system and stable 

data streaming platform to allow end-users to listen to complete audio files without interruption. One of the 

most popular audio streaming is music streaming. Nowadays, the number of users of streaming music in 

Indonesia has increased; survey results from Dailysocial in 2018 showed that users of streaming music in 

Indonesia had achieved 88% (Zebua, 2018). The existence of streaming music in Indonesia is inseparable 

from the advancement of technology so that people can access not only music but also podcasts at any time 

and anywhere. People used to call it streaming music even though other audio content was provided, such 

as podcasts, live radio, etc. The development of music streaming is expected to improve the audio industry 

in Indonesia by increasing the use of music streaming services through smartphones in Indonesia by 76% 

from 2012 to 2015 (Riadi, 2015). These conditions have encouraged the development of various audio 

streaming providers such as Guvera, Spotify, Joox, Melon, Ohdio, Langit Music, Apple Music, and Deezer 

(Deliusno,2016).  
UTAUT 2  

Based on an existing literature study, Venkatesh et al. (2003) developed UTAUT as a systematic synthesis of previous technology-
acceptance studies. The UTAUT model has four primary constructs: (1) performance expectancy, (2) effort expectancy, (3) social impact, and 

(4) facilitating condition (Neufeld, Dong, & Higgins, 2007). UTAUT2 was developed following the development of the UTAUT model, 

intended for use in the working world, according to Venkatesh, Thong, and Xu (2012). In its framework, UTAUT2 incorporates new concepts: 

Hedonic motivation, Habit, and price value in the sense of consumption. In this case, the researcher used UTAUT2 because the researcher 
wanted to analyze individual consumption related to audio streaming acceptance which need the added concept of hedonic motivation that is 

related to the essence of the individual’s psychological and emotional experiences (Magni, Taylor, & Venkatesh, 2010) regarded audio 

streaming platform and as pleasure or satisfaction derived from the use of technology of audio streaming service since its primary purpose is to 

give users pleasure. Then habit to see the level of a person's tendency to perform a behavior automatically because it has learned the behavior. 
The last addition concept is price value to analyze the customer's perception of value on a service less the monetary cost to be spent; in this 

case, is the subscription for premium member. The UTAUT2 model presents the relationships of influence among constructs, including 

performance expectations, effort expectations, social influence, facilitating conditions, hedonic motivation, price value habit, and behavioral 

intent, and the use of streaming music services. The UTAUT2 represents the degree to which a person, using a particular technology, can 
improve performance in the conduct of an operation.  It is also defined in terms of the benefits obtained by the consumer through the use of 

technology, such as saving time, money and effort, ease of payment, and quality of service (Venkatesh, Thong, & Xu, 2012; Tarhini et al., 

2016). Similar to perceived utility and relative gain, success expectations were identified as a significant predictor of behavioral intention. 

Hypothesis Development  

H1: Performance Expectancy significantly affects the Intention to Use audio streaming services 

Performance expectancy is the level of benefits that customers get when using technology. The advantages of using an audio streaming 

platform can be a means to search for audio content, such as music and podcast, the diversity of audio content available, etc.  

H2: Effort Expectation significantly affects the Intention to Use streaming music services. 

Effort expectancy is defined as the degree of ease associated with the use of the system, in this case, the platform of audio streaming. The 

level of convenience and experience that customers feel when using technology. 

H3: Social Influence significantly affects the Intention to Use music streaming services 

Social Influence is defined as the degree to which a person perceives essential others to use the new system. The influence of customer 
perceptions on the opinions of the people closest to usage is the extent to which consumers perceive that important others (e.g., family and 

friends) believe that they should use a particular technology. 

H4: Hedonic Motivation significantly affects the Intention to Use music streaming services 
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Hedonic motivation as pleasure or satisfaction derived from using technology. Subscription-based online music is regarded as a hedonic 

service, as its primary purpose is to give users pleasure. 

H5: Price Value significantly affects the Intention to Use music streaming services. 

The price value is the customer's perception of value on a service less than the monetary cost to be spent. Internet charges are the only cost 
that should be incurred to download songs illegally and listen to songs on an ad-supported service. Therefore, price value is an important factor 

that must be considered to compete with illegal downloading of songs and ad-supported based services.  

H6a: Facilitating Conditions significantly affect the Intention to Use music streaming services.  

H6b: Facilitating Conditions significantly affect the use of streaming music services. 

Facilitating Conditions is the customer's perception of available resources and support to perform a behavior. In this study, customers need 

facilitating conditions such as internet connection, adequate smartphone devices, headphones, and other devices. Customers will find it difficult 

to subscribe to the audio streaming platform if they do not have enough devices to download the required apps.  

H7a: Habit significantly affects the Intention to Use streaming music services. 

H7b: Habit significantly affects the use of streaming music services. 

Habit is the extent to which people tend to perform behaviors use automatically because of learning. In other words, Habit is the level of a 

person's tendency to perform a behavior automatically because it has learned the behavior. In this study, Habit is used to view customer habits 

in using a subscription-based audio platform. 

 H8: Intention to Use significantly affects the Use behavior of streaming music services. 

Behavioral intention is a consideration of how strong the customer's interest to perform a behavior. In this study, behavioral intention is 

used to measure how strong the interest of customers to use subscription-based audio streaming service.  

 

 

 

METHODS  
This research is a type of exploratory research that focuses on identifying the correlation between variables construct to explain the exact 

existence of the question (Saunders, Lewis, & Thornhill, 2012).  This study is performed using a quantitative approach only. The questionnaire 

is used as a tool in the study. The survey is designed for the Spotify Premium User in Indonesia with age around 18-34 years old  

The questionnaire used for this research included a close-ended question. The questionnaire reaction uses a similar scale. One of the rating 

scales commonly used in quantitative analysis is the Likert scale developed by Renis Likert (1932). Chomeya (2010) performed a study 
evaluating the consistency of the Likert Scale Psychology Test. Chomeya (2010) found that the Likert 6-point scale has higher discriminant and 

reliability values. Six points Likert’s scale does not have too many numbers that will be burdened by the respondents. As a result, this work 

applied six ends of Likert’s scale to use actions from never to very much and strongly disagreed with other constructs. 

 This research determined a sample size of a minimum 180 Spotify Premium User, as there are nine variables  (9 x 20). Support from a 

book titled Multivariate Data Analysis. Seventh Edition  (Hair, J.F., Black, W.C., Babin, B.J., & Anderson, 

R.E., 2010) that suggested to use sample size in the range of 100 to 400  if the population is unknown. 
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For the data analysis, this study uses PLS-SEM to This research uses Partial Least Square (PLS) and SEM to 

analyze the hypothesis that already constructs in the questionnaire and has been distributed online using 

SMART PLS 3.0. PLS is a tool for building prediction models, according to Tobias (1997), where several of the parameters occur and are high. 

Also, the PLS-SEM approach to structural equation modeling was seen as variance-based and ideal for academic growth and exploratory 

analysis (Joseph F. Hair, 2017). Joe F Hair et al. ( 2018).  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

 

The result of this study, which analyses used PLS-SEM analysis, is expected to provide understanding factors that influence user 

acceptance towards audio streaming service in Indonesia. The capability of PLS-SEM to optimize the explained variance of dependent latent 
constructs would contribute to this research on identifying the predictions in which the percentage of explained variance would indicate the 

strength within associated variables. It is expected customer’s expectations and behavior have a significant effect on behavioral intention and 

use behavior of audio streaming service. In the case of audio streaming services, the perception of the utility and the price value to the service 

to meet the needs of entertainment may strongly influence the intention to use the technology.  

This research will help companies to develop audio streaming service to improve its marketing strategy to compete in this industry and to 

be sustainable in this competitive digital era. 

 

CONCLUSION 

The potential of the creative industry and the development of the Internet in Indonesia are driving the growing number of digital 

businesses. One of them is streaming service, which is one of the trends because digital innovations and the Internet are growing, as the Internet 

has allowed people to ingest songs, images, films, and other content in real-time only through exposure to the Internet.  

By using UTAUT 2 theory, this study creates a model to understand the main determinants of customer behavioral intentions to use 

technology in audio streaming services. 

However, this research emphasizes the results delivered by Spotify. With these results, it is expected that the underlying conditions will 
drive different performance expectations among users. As a result, this research will link to user expectations and user habits to accept audio 

streaming service technology. 

The findings will be significant for audio streaming service companies to create effective marketing strategies and feature development by 

utilizing sustainable technology in this competitive digital era. This research will provide special factors determinant that has a strong influence 
on technology acceptance. Thus, businesses and marketers can find out which factors need to be considered more broadly to develop 

technology to reach customers' desired behavioral intentions - which measure technology acceptance in the audio streaming service business.  
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Abstract  

This study explores the relationship of perceived value, perceived behavioural control, trust, and supporting resources in Halal tourism would 

affect the behaviour of tourist on the intention to go to Halal tourism destination in Indonesia. The relevant literature was reviewed to develop a 

model framework for this study. Perceived behavioural control comprises the perception of tourist to the location selection, perception of a 
limited facility, perception of price. Perceived value involves assurance of safety, assurance of healthy, assurance of Islamic sharia system, 

assurance of privacy and convenience along with value for money, while trust encompasses Halal assurance facility, Halal certificate guarantee, 

government involvement, and stakeholder involvement. Additionally, supporting resources or supporting factors in Halal tourism destination is 

needed as a basic requirement for tourist. It is supporting factors including general facility, quality of service, accessibi lity of destination, 
hospitality and market ties. The purpose of this study is to explore the general concept of Halal tourism intention to go Halal tourism and 

develop a model related to its relationship with tourist perception. 

 
Keywords: Halal tourism, intention to go, perceived behavioural control, perceived value, trust  

 

BACKGROUND 

Halal tourism concept has widely recognized as valuable growing Halal market in the tourism industry (Boğan & Sarıışık, 2019; Mohsin, 

Ramli, & Alkhulayfi, 2016; Samori, Md Salleh, & Khalid, 2016; Wardi, Abror, & Trinanda, 2018). Awareness of Halal tourism has made 

many tourism industry players from Muslim, and non-Muslim majority countries are set to capture the Muslim tourist market by providing the 
tourism products, facilities and infrastructures to meet their needs (Samori et al., 2016). Several studies show that Halal tourism as one of the 

fastest-growing tourism sectors in the world (Ainin, Feizollah, Anuar, & Abdullah, 2020; Al-Ansi, Olya, & Han, 2018; Aziz, Hussin, Nezakati, 

Raja Yusof, & Hashim, 2018; Hall & Prayag, 2019; Mohsin et al., 2016). Halal tourism has huge potential, yet still undetermined (Samori et 

al., 2016). By 2026, the Halal travel sector’s contribution to the global economy is expected to jump 35% to US$300 billion, up from US$220 

billion in 2020 (Frontier & Bahardeen, 2019). While tourist destination worldwide is competing even more.  

The Muslim tourist market in Indonesia has shown high and consistent growth rate (Jaelani, 2017). This is due to government promotion 

and branding image for several Halal destinations in Indonesia as an attempt to accomplished government's goal in making Indonesia a leading 

halal tourism destination (Indonesia Halal Lifestyle Center, 2018). Moreover, the constant effort of the Indonesian Ministry of Tourism in 
Indonesia coupled with investment in developing Muslim-friendly infrastructure has made Indonesia succeed in occupying the top rank on 

Halal Tourism Global Muslim Travel Index (GMTI) 2019 (Mastercard-CrescentRating, 2019). Government of Indonesia and industry players 

fully aware of competitiveness in Halal tourism. Halal tourism is believed to be one of the factors that influence economic improvement in 

Indonesia (Jaelani, 2017). Therefore, a tourist destination cannot escape the competitive challenges by another country.  

 However, investigated the impact of the tourist behaviour on the intention to go to Halal tourism destination, will benefit industry and 

government stakeholders in designing strategies to develop tourist destinations in Indonesia. The past research (Al-Ansi & Han, 2019) have 

already mentioned the relation perceived value, trust and intention of a tourist destination. Other research mentions the relation among 

perceived behavioural control and intention, but rarely mention about perceived behavioural perceived value and trust related to the intention to 
go to Halal tourism, as well as, the relation of the supporting factor of tourism destination in intention to go to Halal Tourism. The literature 

about all of those factors relation is still relatively limited. 

 

CONCEPT OF HALAL TOURISM 

Halal is a concept that encompasses all matters that are not forbidden and that comply with Islamic laws (Boğan & Sarıışık, 2019). The 

term halal came from Arabic language (Al-Ansi et al., 2018). The application of the word "Halal" is not limited to food and beverages only (El-

gohary, 2015). Therefore, it is an Islamic concept that has an overall effect on every aspect of the regular daily life of a Muslim. Halal tourism 
concept has been implementing in both Muslim majority countries and non-Muslim countries (Battour, n.d.; Boğan & Sarıışık, 2019). Halal 
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tourism defines as “The encouragement of tourists likely to meet the requirements of Sharia law” (Jafari & Scott, 2014). According to a State of 

the Global Islamic Economy Report 2019/2020, Over the past year, Halal tourism service has broader the market, from beach resorts to family-

oriented hotels, and from travel agencies to apps that book and rate holidays. OIC governments’ is planning to boost tourism revenues and 

further pushing investment in the sector, whether in Malaysia or Indonesia or in Turkey and Saudi Arabia. Muslim travel expenditure was 
estimated at $189 billion in 2018 and is expected to rise to $274 billion by 2024. Halal tourism destination has some standard requirement that 

complies with Islamic law, in order to be called a halal-friendly destination. Some standard and service meals free of pork and alcohol, no 

gambling, separated male/female spas, prayer rooms available, non-adult TV channels in hotels, and Qibla direction signs in hotel rooms (Al-

ansi, Olya, & Han, 2019). 

 

TOURIST’ INTENTION TO GO TO HALAL TOURISM 
 

The intention in Behavioral Theory 

Intentions represent a person's motivation, as well as future behaviour (Afendi, Azizan, & Darami, 2014). Intention or also known as 

behavioural intentions represent the asserted likelihood of individuals actual behaviour. The intention is an important element for a company's 
long-term sustainability and inducing profit. As well as provides a better understanding of customers’ engagement (Chen & Chen, 2010). 

Nonetheless, a variety of empirical studies in various fields have consistently demonstrated intention as the most effective variable of the actual 

behaviours (Ajzen, 1991). In this study intention in Halal tourism refer to “one’s decision in order to make a decision in visiting Halal tourism 

destination” (Ha & Jang, 2010; Han & Hwang, 2013). Researchers have tried to analyze an effective way of creating positive intention and 
analyzing their actual behaviour. A very limited number of Halal tourism studies have tried to investigate regard to intention to go to Halal 

tourism. 

Drivers on Halal Tourism Intention to Go 

There are several factors in term of perception that have associated with intention, including perceived behavioural control and perceived 
value. Besides, there is a trust that considered to have a relationship with intention. Then, supporting factors in destination competitiveness as 

an attribute of Halal tourism.  

Ajzen (1991) have stated that perceived behavioural control is determined by the individual's beliefs about the power of both situational 

and internal factors to facilitate the performing of the behaviour. Perceived behavioural control is associated with intention and refers to 
thoughts about how easy or difficult it is to perform the behaviour involving consideration of obstacles and enabling circumstances. Perceived 

behaviour encompasses several indicators, namely, perception of tourist to the location selection, perception of a limited facility, perception of 

price. There are some different result in the past study, some researcher stated that perceived behavioural control is not critical factors on 

intention, but another research stated that behavioural is still critical predictor to intention, even other research also supports that there is 

positive relation among perceived behavioural control and Intention (Afendi et al., 2014; Wu, Li, & Li, 2016). The first proposition is: 

P1: There will be a positive relationship between Perceived Behavioral Control to Intention to go to Halal Tourism  

              destination. 

In term of perceived value, many countries already implement Halal tourism concept and highly concern about Islamic value. Perceived 
value involves in this study is an assurance of safety, assurance of healthy, assurance of Islamic sharia system assurance of privacy and 

convenience along with value for money (Samori et al., 2016). “Perceived value is defined as the utility individual overall assessment, of the 

utility of a product based on perceptions as well as the benefits individuals get and what costs that have to pay (Zeithaml, 1988). Malaysia, for 

example, has positioned itself as a popular Islamic tourism country by offering rich Islamic values to the majority of tourism supplies, products 

and services, all of which have been governed and regulated by local governments. (Samori et al., 2016). Customers usually ask about general 

tourism information, safety, halal food, and privacy. Past study indicates that perceived value has been considered as a key factor of 

behavioural intentions. However, little empirical research has been conducted to examine the perceived value in Halal tourism literature. (Han 

& Hwang, 2013). The second proposition is: 

P2: There will be a positive relationship between Perceived Value to Intention to go to Halal Tourism destination. 

Trust is essential because it offers the basis for future collaboration. Trust has components to it both of thought and of feeling and 

confidence is socially driven. Trust also define as the rational choice, based on understanding other people's motivation (Wu et al., 2016). In a 

previous study (Ali, Xiaoling, Sherwani, & Ali, 2018) states that trust that play an important role to influence intentions. In Halal tourism, 
destination trust is specified generally as the confidence and certainty acquired by a tourist toward a product or service providers in the tourism 

sites as a relation exchange between two parties. Trust encompasses Halal assurance facility, Halal certificate guarantee, government 

involvement, and stakeholder involvement. This study aims to apply the concept of traditional perception, and trust would affect behaviour to 

an unexplored field of Halal service, in this case, is Halal tourism. Indeed, the influence of trust on behavioural intentions is well documented 
in the literature of the market, in particular with regard to purchasing intentions (Nguyen, Leclerc, & Leblanc, 2013; Zboja & Voorhees, 2014). 

In the literature, the role of trust in shaping behavioural intentions is well established. For example, trust enables an organization to develop and 

maintain the behavioural intentions of its customers (Wu et al., 2016). The third proposition is: 

P3: There will be a positive relationship among Trust to Intention to go to Halal Tourism destination.  

Supporting factors or resource is the facilities that manage a secondary effect on the motivation of tourist. Include general infrastructure, 

quality of service, accessibility of destination, hospitality and market ties (Enright & Newton, 2005). The supporting facility provides the 

foundation upon which a tourist needed (Crouch and Ritchie 1999). Hence, the core resource or the attractiveness of a destination is enhanced 
by its ability to provide a supporting facility for the tourist. Competitiveness of a destination is achieved when the provision of services and 

facilities are competitive against alternative destinations.  
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Supporting resource will act to serve as the source of additional value that could generate intention and preference tourist towards Halal 

tourism. The fast growth of halal tourism and hospitality has been encouraged by many international destinations to start setting new marketing 

strategies attracting this potentially valuable segment.  

Therefore, we proposed the following proposition: 

 

P4: There will be a positive relationship among Supporting factors to intention to go to Halal Tourism destination.  

Figure 1 represents the framework development of this study. Intention to go to Halal tourism becoming a dependent variable for the 

following variable, namely, perceived behavioural control, perceived value, trust, and supporting factors. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Framework Development 

 

DISCUSSION 

Halal tourism destination has huge potential (Mohsin et al., 2016), especially in recent years. It is because as an effect in increasing 

interest not only in Halal product but also in Halal based service (Hall & Prayag, 2019). The theoretical basis for explaining human behaviour 

mostly by the theory of planned behaviour (TPB). Theory planned behaviour has been widely adopted as well as theory reason action (TRA). 
The construct that can distinguish of both theories is perceived behaviour control. In this study, perceived behaviour control means tourist 

perception in need to perform the actual behaviour (Cho, 2008). This study examined the relation among perceived behaviour, perceived value, 

trust to the intention to go to Halal tourism destination. The attribute factors that related to tourism which is supporting resource or supporting 

factors also examine in this study. Supporting factors/resource is one of the variables used as a competitive destination to achieve a competitive 

advantage in the tourism industry hence, as it helps stakeholder in developing suitable strategies for Halal tourism destination in Indonesia.  

However, it is also important for destinations to further differentiate and be able to plan for sustainable growth. With the emergence of 

Halal travel services, robust data is needed, including data integrity, privacy and protection. In addition, travellers seeking to reward brands that 

are capable of innovating and still remain environmentally and ecosystem-sustainable have also encountered these sentiments (Mastercard-

Crescentrating, 2018).  

There are halal travel development goals that useful for the travel industry and stakeholders to recognize their strategic role in the Halal 

aspect and continue to play their various important roles in the development of the Halal travel ecosystem. Sustainability is one of the programs 

in “Halal Travel Development Goals” that a must for travel industry and stakeholder that can become a competitive advantage as well as a 
responsible attitude for the ecosystem. Even though Indonesia is on the top list in the “Top 10 destination services” yet, sustainable tourism 

goes to Singapore, which scored the strongest for having an environment which can be sustainable in supporting Muslim travellers. 

(Mastercard-CrescentRating, 2019). 

 

CONCLUSION 

This study is concern about tourist decision-making behaviour, especially to intention to go in Halal Tourism context. This paper 

contributed to a theoretical model relating to the impact of perceived value, perceived behaviour, and trust on Halal tourism intention to go. As 
part of the national tourism industry, Halal tourism in Indonesia has good economic prospects. The tourism industry is not only intended to 

provide the tourists themselves with material and moral damage but has also contributed to an increase in government revenue. Shariah 

principles in tourism management and service have been well known to all tourists and to the surrounding environment. Hence, to make 

Indonesia as a leading country in halal tourism, Indonesia needs to fulfil the tourism competitiveness among others, along with enhancing the 
infrastructure, promotion, and human resource. This study enhances knowledge and understanding of tourist perception to intention to go to 

Halal tourism destination, yet further work in term of statistical confirmation is recommended. 
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Abstract  

Fishery is one of the significant industries in Malaysia. It is one of the main sources of protein for millions of people as well as a contributor to national income 

through export activities. To date, the importance of the industry somehow not correspond with reality especially based on fishermen's social status. Most of the 

fishermen in Malaysia were remains at the bottom of the social ladder in the economy. The stigma seems unchanged until today and getting worsen. This paper 

aimed to examine the perception of fishermen towards engagement in tourism as a source of alternative income. 251 respondents were taking part to answer 

questionnaires by self-administered. The finding of the study shows most of the fishermen interested to involve and the potential of tourism to enhance the 

quality of life. 
 
Keywords: Quality of Life, Tourism, Fishermen, Impact, Descriptive Analysis  

 

BACKGROUND 

The fishery industry is one of the significant industries in Malaysia. It is one of the main sources of protein for millions of people as well 

as a contributor to national income through export activities. To date, the importance of the industry somehow not correspond with reality 
especially based on fishermen's social status. Normally, a significant industry will produce significant impacts especially to those who work on 

it. However, the situation a little bit different in fishery circumstances is different. They were anonymous and unremarkable even though the 

profession was risky and important to all of us. Most of the fishermen in Malaysia were stays at the bottom of the social ladder in the economy. 

The stigma seems unchanged until today and getting worse. Normally, in society, those in the bottom class were often unrecognized and 
brought a negative image to the community as left behind, uneducated, unhealthy, and tend to involve in social problems. Despite that, the 

fishermen in Malaysia faced difficulties in their workspace such as lack of technology, lack of funds, and downtime during monsoon. 

Therefore, to enhance the quality of life, the tourism industry is recognized as one of the panaceas.    

The tourism industry has recognized as one of the viable industries. Today, there are many developed and developing countries has 
involved in tourism including Malaysia. According to Tourism Organization (2009), tourism is one of the fastest evolving industries in the 

world's global development. The industry has supplied and contributes myriad positive impacts such as employment opportunities, produce a 

return on investment, supply foreign exchange, enhance the standard of living and improve technology to the community. Many researchers, 

practitioners and international organization such as United Nation World Tourism Organization (UNWTO) considered tourism industry as a 
catalyst for economic growth and an efficient way to alleviate poverty (Blake, Arbache, Sinclair, & Teles, 2008; Croes & Vanegas, 2008; 

Novelli & Hellwig, 2011; Scheyvens, 2007; Spenceley & Goodwin, 2007) and rural area. Therefore, based on research that has been studied 

shows the significant impact of tourism on quality of life. At the same time, tourism is seen as an alternative income to fishermen especially 

when monsoon season has arrived.  

Terengganu is prominently known as the longest coastline in Peninsular of Malaysia. Therefore, according to (Unit Perancang Ekonomi, 

2017) there are 9,533 fishermen in Terengganu have been recorded. The number was a decline from year to year. The young generation shows 

no interest in working as a fisherman. They were more interested in working in the city.  Therefore, this paper will explore the belief of 

fishermen on tourism engagement towards the quality of life. The need for the study is to make a preliminary assumption and perception of 

fishermen on tourism and the impact on the quality of life. 
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LITERATURE REVIEW  
 

2.1 Quality of Life 

Quality of life (QOL) is a catalyst for national development. The concept of (QOL) is seen as a crucial concept that has been robustly 
discussed by many researchers and academicians in Malaysia until today. Interestingly, the QOL is a conceptual model and instruments have 

been created since the middle of the last century for studies (McCall, 2005; Ruževičius, 2012). The concept is like an indicator of how  well the 

community towards their life. Often, developed countries will produce a high index of QOL compared to developing and underdeveloped 

countries. Generally, developed countries will offer the residents the best education, safe neighborhood, and political stability.  

There are many definitions of QOL, one of them is defined by the World Health Organization (WHO) as individuals believe in their 

position in life in the context of the culture and value system in which they live and concerns (Skevington, Lotfy, & O'Connell, 2004). 

Veenhoven (2005, p. 61) claims, "quality of life can be measured by how long and happy people live". While, according to Argyle & Lu 

(1990), quality of life is measured by well-being, life satisfaction, made up of happiness, and absence of ill-being. However, Kim (2002) 
quality of life has been categorized into five domains including material well-being, community well-being, emotional wellbeing, and health 

and safety well-being. While according to Rahman's model eight factors are on the input side which are the following: family and friends 

relations; emotional well-being; health; material well-being; belonging to the local community; work and activity; personal safety; quality of 

the environment. While in this study, QOL can be determined based on 5 domains such as emotional well-being, community well-being, 

economic well-being, socio-cultural well-being and environment, safety, and health well-being (Aref, 2011).  

2.2  Impact tourism to Quality of Life 

 

Tourism is recognized as one of the significant industries in the economy. However, tourism is not a solution to the economy's problem. 

Besides that, tourism also offered a significant impact on society and the environment. There are many studies show, tourism has the potential 
to create positive and negative impacts. The environment and society were normally affected because of tourism. However, managed and 

planned among stakeholders will reduce the tendency of negative impacts. Therefore, to minimize the negative impacts of tourism, stakeholder 

involvement is compulsory. Tourism offered a job, generates revenues for the local community, promotes cultural exchange, improves 

infrastructure, and acts as a vehicle for environmental protection and preservation (Andereck, Valentine, Knopf, and Vogt, 2005; Hao, Long, 
and Kleckley, 2011). However, few studies have addressed ways that tourism enhances the overall life satisfaction of residents in a community 

(Andereck & Nyaupane, 2011).  

 

 

METHODS 
3.1 Study location 

The study was conducted in the district of Setiu. District of Setiu divided into 7 mukim namely mukim Merang, Chaluk, Tasik, Hulu Setiu, 

Pantai, and Guntung. In this study, the mukims involved consist of Merang, Chaluk, Tasik, and Pantai (see Figure 1.0). The choice processes 

for selected villages were based on the highest number of fishermen. All the selected villages were found nearest to coastal areas.  

3.2 Questionnaire development.  

The questionnaire is a firm proven tool that has been widely used by many researchers to conduct social science research (Bulmer, 2004). 
It is also a valuable tool to get valuable information especially to institutions, agencies, or organizations for certain issues. Therefore, in this 

study, a questionnaire divided into four sections. The first section has included five parts, part one consists of the household profile, part two 

consists of fishermen's profile, part three consists of household income, part four consists of expenses, saving and asset information and last 

part consists of the owned asset. The second section of the questionnaire covers the quality of life. Quality of life consists of 44 questions and 
used 5-Linkert-scale measurement. The third section covers the interesting tendency in the tourism sector and the last section covers the impact 

or potential tourism in enhancement on the quality of life.  

3.3 Data Collection 

The participants of this study were heads of households among fishermen in Setiu, Terengganu. The sample size considering the total 

population was based on the sample size measurement (Krejcie & Morgan, 1970). The population was 624 and the acceptable sample size was 

234. However, since respondents were capable to cooperate and to avoid invalid data. The data collected were 251. 100% of the questionnaires 
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were completed and returned by respondents. Some of the respondents unable to fill the answer independently because of illiterate but some 

able to be self-administered. Persatuan Nelayan Kawasan, Setiu, supplied lists of registered fishermen in Setiu. Therefore, a stratified sampling 

method was conducted. A total of 251 respondents were distributed to the head of the household where most of the respondents were self-

administrated. Ten enumerators have covered for 5 main villages for collecting 251 questionnaires. Five main villages were Kampung Merang, 
Kampung Rhu Sepuluh, Kampung Mangkuk, Kampung Beris Tok Ku, Kampung Fikri. The General Manager of Persatuan Nelayan Kawasan, 

Setiu, gave the list of respondents. Therefore, based on that, the stratifies sampling method has conducted.  

 

ANALYSIS OF FINDING AND DISCUSSION 
 4.1  Descriptive Analysis 

 Frequency Percentage 

Gender 

Male 

Female  

Total 

 

248 

3 

251 

 

98.8 

1.2 

100.0 

Age 

18-25 years old 

26-33 years old 

34-41 years old 

42-29 years old 

50-57 years old 

58-65 years old 

66-73 years old 

74 and above 

Total 

 

8 

14 

23 

57 

64 

56 

19 

10 

251 

 

3.2 

5.57 

9.16 

22.7 

25.5 

22.31 

7.56 

4.0 

100.0 

Marital status 

Single  

Married 

Single parent 

Divorce 

Total 

 

26 

220 

4 

1 

251 

 

10.4 

87.6 

1.6 

.4 

100.0 

Level of Education 

No school 

Primary school 

Lower secondary school 

(SRP/PMR) 

Upper secondary school 

(SPM/STPM) 

Degree/Master and above 

Total 

 

11 

141 

54 

 

44 

 

1 

251 

 

4.4 

56.2 

21.5 

 

17.5 

 

.4 

100.0 

Income 

No income 

RM300 & Below 

RM301.00 – RM600.00 

RM601.00 - RM900.00 

RM901.00 - RM1,200.00 

RM1,201.00 - RM1,500.00 

RM1,501.00 - RM1,800.00 

RM1,801.00 and above 

Total 

 

3 

6 

39 

117 

68 

13 

0 

5 

251 

 

1.19 

2.39 

15.53 

46.61 

27.1 

5.18 

0 

2.0 

100.0 

Time period working as fisherman? 

< 5 years 

6 - 10 years 

11-15 years 

> 21 years 

Others 

Total 

 

20 

15 

14 

28 

172 

2 

251 

 

8.0 

6.0 

5.6 

11.2 

68.5 

.7 

100.0 

If you are offered to get involved in tourism, 

which tourism area you are interested the most? 

Agro-tourism 

Ecotourism 

Culture Tourism 

Gastronomy 

Marine Tourism 

Not Interested 

Total 

 

 

 

145 

16 

7 

21 

56 

6 

251 

 

 

 

57.8 

6.4 

2.8 

8.4 

22.3 

2.4 

100.0 

 
 

 

Table 1: Demographic profile of respondents 
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The total of respondents for this study was 251. 248 were male (98.8%) and 3 persons were female (1.2%). The majority age of the 

respondents was started from range 42-49 years old, 64 (25.5%). While the smallest respondents were from age 18-25 years old only 8 (3.2%). 

However, most of the respondents were married 220 (87.6%) and followed by single parent and divorce each was 4 (1.6%) and 1(0.4%). As 

stated in the table above, 141 respondents (56.2%) had a primary school while only a small minority, 1 (0.4%) had a degree/master and above. 
Then, 117 respondents (46.61%) had income from RM601.00-RM900.00. As for time working as fishermen, most of the respondents were had 

more than 21 years of experience in fisheries activities. And lastly, the majority of the respondents, 145 (57.8%) were interested in agro-

tourism while only 6 (2.4%) not interested in tourism. 6 respondents who are not interested in tourism came from Kampung Pangkalan Gelap.  

Analysis of dimensions (Emotional wellbeing, Community well-being, Economy/material well-being, Social-cultural well-

being, Environment, safety and health well-being and impact of tourism towards the quality of life.  
 

Based on table 2.0, variable tourism impacts on quality of life were at a high level (M =4.20, SD= .62) Meanwhile, the findings showed 
that emotional well-being was at (M=2.99, SD=. 94). Community wellbeing (M=4.39, SD=. 50), economy/material well-being (M=4.27, 

SD=4.32), Environment, safety and health well-being (M=3.55, SD=. 85) 

 

 

Variable Mean Standard Deviation Level 

Tourism Impact on Quality of Life 4.20 .62 High 

Table 2: Descriptive Analysis of Tourism Impact 

 

Variable Mean Standard Deviation Level 

Emotional well-being 2.99 .94 High 

Community well-being 4.39 .50 High 

Economy/Material well-being 4.27 .51 High 

Socio-culture well-being 4.32 .60 High 

Environment, Safety and Health well-being 3.55 .85 High 

Table 3: Descriptive Analysis Quality of Life 

 

CONCLUSION 

Tourism is a significant industry to enhance the quality of life, especially in rural areas. The District of Setiu has an enormous potential to 

develop as a tourism destination. Based on the results showed most of the respondents were aware and agreed on the importance of tourism 

then believe the industry able to enhance the standard of living among fishermen. Currently, most of the respondents were not engaged with the 

industry yet but the acceptance regarding the industry was positive. The majority of respondents were interested to engage in agro-tourism 
since Setiu itself has recognized as an agricultural area. The significance of agro-tourism among respondents was because most of them owned 

land. Therefore, any agricultural activities are suitable. Besides, the majority of the respondents were aged. Therefore, the choice of 

agrotourism is the right choice where their capabilities are limited. Several agricultural Setiu products have been commercialized in domestic 

and international. As a recommendation, Setiu's authority bodies should take an initiative to develop Setiu as agro-tourism at the same time 

spread the awareness specifically to fishermen to mitigate the poverty in a rural area.  
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Abstract  

Advertising has become a new challenge for a brand in today’s world. Marketers need to put more effort into advertising their brand in th is 

competitive environment. Thus, marketers now perform a different approach by embedding products into series or identified as a web series. 

The practical approach causes the product to become the main focus when it comes to achieving the company’s goals. This challenge is faced 
by marketers to find ways for a brand to become attractive and compete with others. However, there’s is no sufficient literature that studies how 

the appearances of product placement in web series could make the brand more attractive and influences the audience’s willingness to have a 

positive attitude towards the brand. As time develops, brands are trying to find a way on how they could gain engagement and connect with 

their audiences to become attractive. This research intends to find out how audiences perceived web series, to what extend could product 
placement influence brand attractiveness, how product placement can become effectively influences customers’ minds, and recommendations 

that can be done by brands and marketers to be implemented in their web series to become effective. Researchers explore factors of the 

appearances of product placement, brand awareness, perceived brand image, and brand attractiveness that are adapted from related journals. 

This research will use PLS-SEM to analyze the relationship between factors. Furthermore, the researcher will use the Kruskal Wallis test to 
compare 3 branded web series to gain insight into the further practical recommendation for the placement is an effective and semi-structured 

interview to help analyze the result. The result indicates that perceived brand image, types, and frequency of placement, as well as context, are 

affecting audiences towards how they perceive the brand to be attractive. The findings of this research are expected to enhance the brand and 

marketers’ knowledge about how to maximize the usage of product placement in web series Indonesia. 

 
Keywords: Brand, Product Placement, Advertising, Marketing Communication, Consumer  

 

BACKGROUND 

YouTube has become the most popular social media site and used by marketers to promote their product because of its popularity and 

effect to reach wider audiences (Riyanto, 2019). Thus, marketers have been experimenting with a new way of attracting customers by creating 

short fictional series on YouTube, known as web series (Nayak, 2019). The purpose of created customers – brand attachment- is performed by 
using emotional storytelling, characters, and plot development. As a result, they are willing to pay more, become motivated, and willing to 

recommend the brand to others (Caporaso et al., 2018). The brand placement or known as product placement are used by marketers to send 

messages about companies’ products or services, or even about ideas to communicate directly or indirectly. Product placement aims to control 

content and promote the product through a movie with the help of emotional storytelling. The ability to display their product refers to how they 
can attract and communicate with their audiences. According to Russel (2002), product placement can be achieved in many ways. On the other 

hand, the researcher adopts and analyses the classification of placement based on its types and frequency. Placements types such as visual 

placement, audio placement, and audio/visual placement are being considered and combine with the level of repetition consist of low and high.  

As of late, the researcher studied three high-rated web series in Indonesia: Sore’ Istri Dari Masa Depan’, Nic & Mar, and Mengakhiri 
Cinta Dalam 3 Episode with the differences of their placement type and frequency. The web series is selected to make it compatible with each 

other on three criteria which are: (1) Indonesian web series with the use of Indonesian language and actors, (2) popular and successful 

measured by its viewers that have at least 1 million viewers per episode, (3) branding a well-known product that is used in daily life. The result 

becomes as follows with the classification as visual placement-low level repetition, visual placement-high level repetition, and audiovisual 
placement-high level repetition. Those three branded web series are used to compare and discuss to what extent does the product placement in 

series can effectively influence audiences and its effect on brand attractiveness to be an input and evaluation materials to the marketer in 

Indonesia. To accomplish the researcher objective, there is four research question that this research aimed to identify as follows:  

1. How do audiences perceive to branded web series as a brand’s communication strategy? 

2. To what extent that the product placement in web series could create brand attractiveness? 

3. To what extent that product placement could influence effectively in customer’s mind? 
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4. What is a future practical recommendation for a brand to be implemented in web series to became effective? 

 

LITERATURE REVIEW 

According to Pramanda (2018), marketing communication is a business strategy that uses communication strategies to meet a company’s 

goal not just by communicating the related facts, but by value and acknowledgment. Those marketing communication cause marketers to 

explore creative options to deliver their message with an untraditional communication method (Balasubramanian, Karrh, & Patwardhan, 2006). 
To perform a good advertising quality, brands combine the use of audio-visual internet formats which are serial, fictitious, and have specific 

narrative structure as a strong instrument for brands to illustrate themselves. This method might also increase the emotional value between the 

brand and the targeted market. Since YouTube viewed as one of the online distribution platforms that play an important role to have power and 

influences to a wider target market, it becomes chosen as a platform that could facilitate brand to connect with their audiences through web 
series (Majek, 2012). The ability to promote products with different approaches makes web series a powerful tool for brands to connect with 

audiences within an interactive approach. The process to creates entertaining and engaging stories and deliver to audiences needs storytelling. It 

helps the individual to appreciate the connection between occasion, understand, and then perceive the connection (Escalas, 2004b). Individuals 

can link brand stories to their accounts and develop brand personality as they understand the value and ideas of companies.  

Customers perceived storytelling as a clear aid to memory, as a way to recognize and identify with brands of any type. Thus, researchers 

notice upon several attributes that involved in building storytelling so it would create an implicit connection between brand and audiences 

(Herskovitz S., & Crystal, M (2010). The promotional tactics are developed by marketers by combining storyline and product placement. 

Product placement or known as embedding product into a story can catch the audiences’ interest by showcasing the brand image’s positivity, 
not just ‘placing’ the brand but also turning it into entertainment materials that allow a clear emotional connection to consumer (Hudson & 

Hudson, 2006). The appearances of products in series in more than one-time display might easily recognize by the audience and could increase 

the exposure created by product and expected to give a real impression on how audiences identify the brand (Kumar, 2017). Hence, based on 

various result of the above research this phenomenon could affect brand awareness and the hypothesis proposed is: 

H1: the appearances of product placement give significant positive influences to brand awareness 

The disclosure of product identity was regarded as a significant promotional move (Gardner and Levy, 1955). The brand identity plays a 

vital role as a reference for the consumer to use a product or service. As audiences become more knowledgeable and demanding, marketers 

must try to find innovative marketing methods. Thus, this particular attention describes the positioning of the product and its role in developing 
a brand image for customers. The previous study result on the role of memory in brand image impact and also influences brand image. Hence, 

it is important to understand the appearances of product placement to create perceived brand image and the hypothesis proposed is: 

H2: The appearances of product placement give significant positive influences to perceived brand image 

To identify brand to enhance with today’s society, customers perceived brand attractiveness as a quality of the brand relationship in 
positive associations with the customers. The ability of the brand to attract customers depends on the brand's degree of awareness and 

marketing effort. To build brand attractiveness, marketers need to define the strategies to build and grow that attraction. Based on the result 

above, the hypothesis proposed is: 

H3: The appearances of product placement give significant positive influences to brand attractiveness 

The placement of the brand also gives several attitudes on how they displayed and communicated. The memory they have from looking at 

the appearances and recognize the brand can attract customers. Individuals perceived the recognition of the brand to has an impact to attract 

them. Thus, the hypothesis proposed is: 

H4: Brand awareness positively influences brand attractiveness 

Other important aspects of the marketing strategy are to identify whether the brand plays an important role when customers evaluate other 

alternative brands (Alhaddad, 2015). Several elements of brand image are being considered in this research to find whether customers 

perceived the image and associate to have influenced how a brand could be attractive. Hence, the hypothesis proposed is: 

H5: Perceived brand image positively influences brand attractiveness 

through its content.  

 

 

 
Figure 7. Conceptual Framework 

METHODS 

This study will adopt a mixed-methods research approach. Quantitative research will be done through a survey using an online 

questionnaire. As millennials are considered as the main target market and are the major users of YouTube, the population of this study 
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comprised of people within the age range 17 – 39 years old who are currently using YouTube in everyday life, domiciled in Indonesia, and 

have never watched three groups of web series before. According to Guarte & Barrios (2006), the sample units are subjective in purpose 

sampling. The sample size will also vary depending on the evaluation of researchers. In comparison, the sample size for the experimental study 

is 30 respondents (Thompson, Marilyn E.; Ford, Ruth; Wbester, 2011). Furthermore, since the PLS-SEM method is performed for its data 
analysis, with three arrows pointing at a latent variable, the minimum sample size required is 59 (Wong, 2013). In this study, since it is going to 

use experimental design to collect the data and continue using PLS-SEM to analyze the data, the researcher is going to take 90 of the total 

respondents. PLS has been considered as a method that is suitable to confirm a theory, investigate the existence of a relationship, and 

proposition for later testing (Chin, 1998).  

Besides, qualitative research will also be conducted to understand deeper into the hypothesis result and evaluate the practical method of 

three branded web series above. A semi-structured interview will be implemented. The researcher will go through the data and mark important 

sections and then add a label to it (Khandkar, 2009). Thus, the categorized data will be verified by Triangulation. Maxwell (2013) states that 

triangulation is performed to exclude researchers from the outcome of the interview.  

Moreover, the non-parametric test is used to see whether there are significant differences between groups. The term non-parametric test is 

a statistical method that can be used to those relating to not requires assumption regarding the distribution of population data (Djarwanto, 

1991). The most suitable to figure out the significant differences between three or more groups that not related to causation with each other is 

the Kruskal Wallis test. Kruskal Wallis test is to determine the differences in the median of 2 free groups that have ordinal data scale, interval, 

or ratio where data is not normally distributed. Researcher calculate the result of Kruskal Wallis test using SPSS 23 version 

 The result of the analysis above will be used as insight on suggesting recommendations to create appropriate product placement in web 

series to become effective and attractive. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Result gathered from the PLS-SEM analysis is expected to provide an understanding of the relationship between the appearances of 

product placement, brand awareness, perceived brand image, and brand attractiveness. All attributes are expected to have a positive influence 

on brand attractiveness. Furthermore, this study is expected to identify which attributes of web series that give the most impact on audiences’ 

minds. Meanwhile, the role of the qualitative method will be implemented to give insight into web series and its product placement. 

Moreover, by conducting a Kruskal Wallis test this study is expected to give guidance to marketers and brands on maximizing the use of 

product placement in web series. This research would provide insight on which aspects of product placement of brand in web series focusing 

on. Additionally, this research will be expected to provide valuable findings for marketers to acknowledge the importance of product placement 

in web series to be perceived as attractive and effectively influences the audience’s mind. 

 

CONCLUSION  

As web series became a new trend to be considered as a new marketing technique, adopting several attributes has become inevitable for 

brands. Web series has become one of the powerful of the most rapid-growing strategies to promote products. Its ability to communicate with 
audiences became the benefit as it's not seen as too obvious as an advertisement. Marketers could control the content and created to be 

understood to communicate the product with different approaches. Besides, the quality of the product also indicates whether the series 

effectively influences customers’ minds. The brand personality dimension indicates how well the brand is perceived as attract ive in customer’s 

minds. The combination of placement and attributes consisting of web series are the key answer. To investigate the relationship between the 
appearances of product placement, brand awareness, perceived brand image, and brand attractiveness, PLS-SEM was conducted to provide an 

answer to the research objectives. This study is expected to provide an understanding of which practical recommendation which would benefit 

the brand in creating brand become attractive. Consequently, marketers would be able to identify which attributes and value of their brand to be 

taken into greater consideration to be delivered in audiences. Findings will aid brand to tackle new tactics and become attractive compare to 

others. 
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Abstract  

This study develops a personality-perception-intention framework to study the antecedents of consumer eco-friendly vehicles-purchase 

intention (EFV) by integrating consumer perception and personality. Based on the valence framework, the study proposes two dimensions of 
utilities (positive and negative utilities) of consumer perceptions on eco-friendly vehicles-purchase intention. The positive utility is represented 

by two different measurements, namely the perceived environment and perceived monetary benefit, while negative utility comprises of one 

measurement, including perceived risk. Further, the study also proposes the impacts of two personality factors (personal innovativeness and 

sustainability) on eco-friendly vehicles-purchase intention. The positive and negative utility is expected to mediate the relationship between 
personality factors and eco-friendly vehicles-purchase intention. Along with this, the study also proposed the association between consumers’ 

intention to purchase eco-friendly vehicles’ and their actual buying behavior based on the theory of planned behavior. 

 
Keywords: Eco-Friendly Vehicles, Consumer Purchase Intention, Purchase Behavior, Personality Innovativeness, Positive and Negative Utilities, Gender  

 

LITERATURE REVIEW 

Kotler, (2011) highlights the environmental concern, where equally consumers and producers have a sustainability perspective that 
impacts their views and practices concerning their activities (production, distribution, and consumption). In developed market, the consumers 

are more concerned about sustainability and the prefer eco-friendly products (Yamak, Nielsen, & Escribá-Esteve, 2014). Simultaneously, a 

significant number of consumers believe that companies should take measures to improve environment (Yamak et al., 2014). In modern world, 

it’s the customers’ anticipations that drive firm’s market practices, including the development of eco-friendly products and services. Recently, 
there is a substantial development in car industry and heavy investments are made in the development of eco-friendly vehicles. It is not only 

critical for companies themselves to maximize the rate of adoption of eco-friendly vehicles (EFVs), but also for viability of EFVs (Chu, 

Baumann, Hamin, & Hoadley, 2018). The rate of adoption of EFVs is highly correlated with consumer personal innovativeness and concern 

about sustainability (Merriman, 2009). Also, resaearch has strong support for government initiatives (incentives) in respect of their influence on 
the rate of adoption of EFVs (Li, Linn, & Spiller, 2013). As per researchers from Sociology and consumer behavior, attach social values to the 

products are highly important for consumers (Leary, Toner, & Gan, 2011; Lee, Jung, & Chu, 2015), and therefore the social importance of 

being seen to be environmentally friendly impacts product selection (Chua, Lee, & Sadeque, 2010; Gsottbauer & Van den Bergh, 2011). The 

researchers mainly focus the developed markets and highlight significance numbers of EFVs adoption in those markets (Robertson, Yaghmour, 
& Kawther, 2015). There exists a paradox in the administration trusts that the EFV signifies the trend prospect growth for its advantages energy 

efficiency, but wait-and-see state prevails as far as consumers are concerned. The literature strongly supports the significant association 

between individual characteristics and consumer intention to adopt EFVs (Chua, Lee, & Sadeque, 2010; Gsottbauer & Van den Bergh, 2011). 

The literature supports personality as comparatively stable determinant of consumer behavior (Robertson, Yaghmour, & Kawther, 2015). Prior 
literature mainly focuses on relevance of demographics to EFV adoption (Piczak, 2015; Soltani-Sobh, Heaslip, Stevanovic, Bosworth, & 

Radivojevic, 2017), the current study develops a personality-perception-intention framework composed of consumer perceptions and 

personality to highlight the antecedents of EFVs adoption intention. Moreover, based on the valence framework, the study considers both 

aspects (positive and negative tilities) of consumer perceptions.. Specifically, the study relates the consumer intension to actual behavior based 
on theory of planned behavior (Han, Hsu, & Sheu, 2010). This provides relation between intention to purchase and actual behavior of 

consumer, as intention may be miss-directing.    

  

PROPOSED RESEARCH MODEL AND HYPOTHESES  
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Based on prior literature, the study develops a personality-perception-intention framework to explore the factors that determine consumer 

intention to purchase EFVs. Figure 1 below presents the research model. Consumer perceptions are divided into positive utility and negative 

utility following the valence framework. The positive utility factors include perceived monetary benefit and perceived environment. These 

factors may have a positive influence on consumer EFV purchase intention. In contrast, the negative utility factors include perceived risk.  
These factors may have a negative influence on consumer EFV purchase intention (Miles & Covin, 2000). In addition to this, the study also 

purposes two personality traits (personal innovativeness and environmental concern) that may influence consumer EFV purchase intention 

directly or indirectly (through mediation). The study also highlights demographics factors that may have a significant impact on consumer EFV 

purchase intention.  These factors are including as control factors. Lastly, the study also suggests the correlation of consumer EFV purchase 

intention to actual purchase behavior. 

2.1. Relationship between consumer perception and EFV purchase intention 

This study proposes positive utility as the main factors that may influence consumer EFV purchase intention. Positive utility comprises of 
perceived monetary benefit and perceived environment. Perceived monetary benefit represents consumer perception of monetary benefits from 

using EFVs. As EFVs are still in the infancy stage, some governments have ambitious goals for EFVs (Jugert et al., 2016). Many governments 

provided the facility of free parking, no tolls, and discounts on registration fees. At the same time, EFVs are highly fuel-efficient and they can 
be powered by little cost electricity. Similarly, their EFVs maintenance is comparatively less expensive (Jiang, Hu, An, Wang, & Park, 2017). 

Consumers may save money on petrol, registration, ease of car leasing, free parking, etc. the literature highlights government incentives as the 

main determinant of consumer EFVs purchase intention (Delgado, Harriger, & Khanna, 2015; Langbroek, Franklin, & Susilo, 2016). In this 

vein, (Wold & Glness, 2016) highlights the economic gain from free passes through toll stations as an important factor for consumers’ intention 
to EFVs 

adoption. 

 

Figure 1: Proposed Research Model 

Secondly, the study proposes the perceived environment as a measure of positive utility. The perceived environment is defined as 

consumers’ perception of the positive results of driving EFVs for the environment (López-Gamero, Molina-Azorín, & Claver-Cortés, 2010; 

Miles & Covin, 2000). A new era of sustainability is rising, and it’s touching every corner of the world. Consumers in big and small markets 

are increasingly motivated to be more environmentally conscious and are exercising their power and voice through the products they buy and 
use (Lindenberg & Steg, 2007). But why do these shifts feel so urgent? There is mounting evidence to support that in many parts of the world, 

sustainability has become a life and death matter (Lindenberg & Steg, 2007). Hence, environmental features of sustainable innovations promote 

the adoption of eco-friendly products (Chen, Lin, & Lu, 2016; Chen & Chang, 2013). In this respect, EFVs as sustainable innovations 

potentially reduce CO2 emission and fuel consumption (Jiang et al., 2017). The negative utility is composed of perceived risk. Perceived risk 
refers to consumer perception of the reservations that he exposes to when he is driving an EFV. As EFV is in its infancy stage, EFV technology 

is not mature, particularly battery technology (Noppers et al., 2014). The limited battery life and range may harm consumer, and thus, charging 

infrastructure for EVs and repairing battery of other vehicles are essential (Shukla & Purani, 2012). In most countries, the charging 

infrastructure is a serious concern (He et al., 2018). This is a cause of concern for consumers that EV power exhausts the power before reaching 
their destination. Besides, the limited battery technology of EVs may also cause a battery-fire incident that relates it to higher traffic risk (e.g. 

battery-fire incident). The literature highlights a higher level of perceived risk as a negative determinant of lower purchase intention (Agarwal 
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& Teas, 2001; Garretson & Clow, 1999). Similarly, some studies report perceived risk as a negative factor of consumer willingness to adopt 

innovations (Oliver & Rosen, 2010). Hence, the study hypothesizes that: 

H1. There is a positive relationship between perceived monetary benefit and consumer EFV purchase intention. 

H2. There is a positive relationship between perceived environment and consumer EFV purchase intention. 

H3. There is a negative relationship between perceived risk and consumer EFV purchase intention.  

2.2 Personality traits and EFV purchase intention 

2.2.1 Personal innovativeness  

Hausman, (2005) states personal innovativeness as a degree of adoption of innovations. Strong senses of curiosity and like to seek novelty 

are built-in characteristics of innovative individuals. It is the level of innovativeness that measures the willingness to adopt new ideas. A higher 

level of innovativeness is associated with a higher probability of adoption innovation (Thakur & Srivastava, 2014; Zhang, Zhu, & Liu, 2012). 

Henceforth, the innovative individual is easily attracted to EFVs as new transportation technology as it meets their psychological demand of 
curiosity. In addition, they like to seek information (Kim et al., 2010), receptive to innovations, and perceive benefits. The literature highlights 

the positive impacts of personal innovativeness on perceived economic benefit (Xu & Meyer, 2013). In the meantime, their high personal 

innovativeness enables them to face risk (Oliver et al., 2003; Lu et al., 2008), that is, they possess a comparatively higher tolerance for risk. De 

Kerviler, Demoulin, & Zidda, (2016) conducted their research on the adoption of mobile payment services and report a negative significant 

association between personal innovativeness and consumer perceived risk of the adoption behavior (Kim, Ferrin, & Rao, 2008).  

Based on the above-mentioned facts, consumers with high personal innovativeness are expected to perceive that EFVs might be a trend in 

the future to replace non-eco-friendly cars (Kim et al., 2008). Their economic benefits, like government subsidies (Rezvani et al., 2015). 

Similarly, these consumers fade the possible risk of adopting EFVs, such as range anxiety, battery replacement, or failure. Finally, in the light 
of the above arguments, it could be conjectured that positive and negative utility strengthens the association between innovativeness and eco-

friendly purchase intention of an individual.  Hence, the study assumes that,   

H4a. There is a positive relationship between personal innovativeness and consumer EFV purchase intention.  

H4b. There is a positive relationship between personal innovativeness and perceived monetary benefit of EFV adoption.  

H4c. There is a negative relationship between personal innovativeness and perceived risk of EFV adoption. 

H4d: Positive and negative utility mediates the relationship between personal innovativeness and EFV purchase 

intention. 

 

2.3 Environmental sustainability 

2.3.1 Environmental concern  

A new era of sustainability is rising, and it’s touching every corner of the world (Pagiaslis & Krontalis, 2014). Consumers in big and small 

markets are increasingly motivated to be more environmentally conscious and are exercising their power and voice through the products they 
buy (Yeung, Botvinick, & Cohen, 2004). But why do these shifts feel so urgent? There is mounting evidence to support that in many parts of 

the world, sustainability has become a life and death matter (Smith, Padilla, Vier, Nemat-Nasser, & Schultz, 2000).   

Consequently, consumers with environmental concerns are more likely to care about the environment through their consumption 

behaviors. In line with these constructs, their EFV adoption intention may be a pro-environmental behavior for the reason that of EFVs’ eco-
friendly behavior (Sinnappan & Rahman, 2011). Furthermore, consumers’ environmental concerns intuit them to evaluate the side effects of 

their products on the environment. They are also willing to pay a premium for (Hartmann & Apaolaza-Ibanez, 2012), that is, they would 

deteriorate the cost of the products. Therefore, consumers’ environmental concerns make them more aware of the impacts of gasoline cars on 

the environment (Degirmenci & Breitner, 2017). Such EFVs over gasoline cars because of attributes of EFVs, and are not concerned about 
EFV price (Junquera, Moreno, & Álvarez, 2016). Hence, we can argue that the perceived environment can strengthen the relationship between 

environmental sustainability and consumer eco-friendly purchasing attitude. As a result, the study assumes that:    

H5a. There is a positive relationship between environmental concern and consumer EFV purchases intention.  

H5b. There is a positive relationship between environmental concern and perceived environment of EFV adoption.  

H5c: Positive utility (i.e. perceived environment) mediates the relationship between environmental concern and EFV 

purchase intention. 

2.4 Demographic control factors 

Even though the study does not mainly center on the effects that demographical variables may have on EFV purchase intention. The study 

proposes several demographical characteristics as a controlling factor in the model. These demographic variables include gender, age, income, 

nationality, and education in order to test their impacts have been examined to have impacts on EFV purchase intention (Hackbarth & 

Madlener, 2016; Mohanty & Prakash, 2014; Yadav & Pathak, 2016). Thus, this provides a solid reason for their inclusion as controls in the 
model. Among these control factors, gender and education have established significant attention. Based on earlier researches, gender diversity 

may be used as a moderator (e.g. Tseng, Tan, & Siriban-Manalang, 2013). People with more education tend not only to be more concerned 

about the environment (Bell, 2004; Haanpaa, 2007), but also to engage in actions that promote and support decisions that protect the 

environment (Chekima, Wafa, Igau, Chekima, & Sondoh, 2016; Latif, Bidin, & Awang, 2013). Such pressure is a vital way of pushing others 
towards the type of binding that is needed to reduce greenhouse gases and control emission levels (Dong & Jinsong, 2002). Education 

encourages people to use energy and water more efficiently and recycle household waste. By increasing awareness and concern, education can 

encourage people to reduce their impact on the environment through more efficient use of energy, especially in areas of resource scarcity 

(Truelove & Joireman, 2009). Literature highlights the significance of age and educational level in protecting the environment. In this case, the 

younger individual with higher levels of education is more likely to be pro-environmental (Engel & Pötschke, 1998; Gelissen, 2007). 
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2.5 Consumer purchase intention and actual behavior  

The theory of planned behavior (TPB) predicts an individual's intention to involve in a behavior. The theory is intended to describe 

different behaviors over which individuals have the ability to exert self-control (Stern, 2000). Behavioral intent is a key component to this 
model; behavioral intent is subjective to the attitude about the likelihood to adopt the expected outcome and influenced by an assessment of the 

benefits and risks attached to that outcome. Since, the TPB has served well in predicting and explaining a wide range of behavior and intention 

(Kotler, Armstrong, & Tait, 2010), the current study also uses this construct to explain the relationship between intention to purchase and actual 

purchase behavior. As per the TPB, perception influences the intention to purchase, so it’s very important to highlight the existence of any 
significant association between both of them. Principally, purchase intention embodies the extent to which consumer is expected to purchase. 

Individuals with intentions are expected to buy (Krug et al., 2001). According to Byrd & Brown, (2003) highlights that consumers with 

intentions to purchase will buy a product than those with having no intention to purchase. In literature, the study finds evidence in support of an 

association between attitude components and intent (e.g. see Garbarino & Johnson, 1999), or self- reported behavior (Bansal, Taylor, & St. 
James, 2005; De Wulf, Odekerken-Schröder, & Iacobucci, 2001; Homburg & Giering, 2001). However, the empirical pieces of evidence on 

measuring real behavior are rare and the influence of intentions on actual behavior is hardly investigated due to a lack of behavioral data 

(except Anderson, Bjork, & Bjork, 2000; Lee, Won, & Bang, 2014). At the same time, theoretical insight advocate consumer intentions as the 

direct antecedent of actual behavior (Ajzen, Czasch, & Flood, 2009), and pieces of evidence highlights intention as a good predictor of actual 
behavior (De Canniere, De Pelsmacker, & Geuens, 2010).  In contrast, the correlation between intention and actual purchasing is not 

necessarily significant (Pino, Peluso, & Guido, 2012). In the case of organic food, there is a big gap between intention and actual behavior 

(Ajzen, 2002). Wee et al., (2014) reports that 50% of individuals showed their intention to purchase, but only 15% actually buy what they 

intended. Theory of Reason Action, a significant correlation exists between intention to purchase and actual behavior (Ajzen, 1991). 

Nonetheless, though behavioral intention moderates the relationship; there is a need to confirm the association between intent to purchase and 

actual purchase (Choi, Cho, Lee, Lee, & Kim, 2004). Based on these evidence, the study proposes: 

 H6: Individual intention to purchase EFV has positive and significant impacts on the actual buying behavior of EFV.  

 

CONCLUSION 

This study proposed a theoretical framework for a personality-perception-intention to examine the antecedents of consumer eco-friendly 

vehicles-purchase intention by integrating consumer perception and personality. The study proposed two dimensions of utilities (positive and 

negative utilities) of consumer perceptions on eco-friendly vehicles-purchase intention. The positive utility is represented by two different 
measurements, namely the perceived environment and perceived monetary benefit, while negative utility comprises of one measurement, 

namely, perceived risk. Moreover, the study also proposes the impacts of two personality factors (personal innovativeness and sustainability) 

on eco-friendly vehicles-purchase intention. In addition, this study also proposes the association between consumers’ intention to purchase eco-

friendly vehicles’ and their actual buying behavior based on the theory of planned behavior. Gender moderation effects are also proposed. 
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Abstract  

This study analyzed the effects of the proliferation of Chain Grocery Stores on the performance of the Fast-Moving Consumer Goods (FMCG) 

Exclusive Distributors in City of Manila, the capital of the Philippines. The respondents are the sales personnel of the exclusive distributors to 

assess the performance of the FMCG local manufacturers and country importers in terms of Order Fill Rate, Delivery Timeliness, and Sales 

Level. Survey results show that the manufacturers and country importers prioritize big Chain Grocery Stores more than the FMCG Exclusive 

Distributors as the Chain Grocery Stores impose penalties for incomplete and delayed deliveries. On the proliferation of chain stores, Chain 
Grocery Stores comprise a total of 80% in the City of Manila and are in densely populated areas. The researchers recommend that FMCG 

Exclusive Distributors invest in a modern state-of-art system for order taking that links the stand-alone grocery stores' purchase order to the 

FMCG Exclusive Distributors’ warehouse and purchasing concerns team. As for Delivery Timeliness, the FMCG Exclusive Distributors should 

perform time and motion studies with their respective principals (manufacturers and country importers) for a realistic delivery schedule. 
Moreover, the manufacturers and country importers should consider an on-call third party logistics in cases of truck and personnel shortage. 

Lastly, assign a specific business development team to explore untapped areas in City of Manila. 

 
Keywords: Chain Grocery Stores Proliferation, Distribution, Fast Moving Consumer Goods, Supply Chain  

 

BACKGROUND 

The supply chain management approach has often been implemented by companies to gain a competitive advantage, but it increases the 
susceptibility to certain risks of these supply chains (Rangel, de Oliveria, & Leite,2014). Focusing on the grocery sector of the FMCG industry, 

the number of modern food retailers has considerably increased. There is some evidence of the displacement of small traditional vendors, and 

only a few independent supermarket suppliers flourished, despite the efforts of government and non-governmental organizations to help them 

enter modern food retailers (Digal, 2015). Looking at the supply chain of the FMCG industry, there are many channels from the manufacturers 
down to the end consumer. The grocery sector of the Philippines is growing. This is evident with the creeping presence of grocery stores mostly 

in densely populated areas. “Modern food retail markets have become essential, especially to those living in urban areas, as customers demand 

convenience and flexibility. Modern markets are expanding in both urban and rural areas, and close to residential and commercial 

communities” (Rubio, 2019, p. 3).  

There are two types of grocery stores, namely: the Stand-Alone Grocery Stores and the Chain Grocery Stores. Normally, the Stand-Alone 

Grocery Stores are being served by the exclusive area distributors, while the Chain Grocery Stores purchase directly from the manufacturers 

through a central purchasing department of the mother company. 

This study presents better understanding of the effects of the proliferation of the Chain Grocery Stores on the FMCG Exclusive 
Distributors' performance in the City of Manila, namely: Order Fill Rate, Delivery Timeliness, and Sales Level. Therefore, this research is 

useful for those who wish to enter FMCG distribution and grocery businesses. Moreover, this is useful for FMCG manufacturers and country 

importers who plan to improve their Supply Chain system.  

According to Andrada, Prudenciano & Reyes (2020), a grocery store is a retail store that primarily sells food items between 300sq.m. and 
1,400sq.m. in size. Due to the change in record-keeping system, this research is limited to the year 2020 data of registered grocery stores in the 

City of Manila. As for the FMCG distributors, only the exclusive distributors of known companies are included in this study. 

Very little attention has been made regarding the FMCG Exclusive Distributors in the Philippines. There are limited studies on 

the relationship and effects of the proliferation of the chain stores vis-à-vis the FMCG Exclusive Distributors 

 

LITERATURE REVIEW 

Supply chains became increasingly susceptible to disruptions in material supplies. This is in part due to a highly volatile business 

environment and cost reduction efforts” (Johnson & Nagarur, 2012, p. 3414). Distribution strategy is “one of the keys to determining product 
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success in the market competition of Fast-Moving Consumer Goods (FMCG)” (Trihatmoko, Mulyani, & Lukviarman, 2018, p. 19). The 

distribution of FMCG products is made by distribution companies (distributors) which forwards them to traditional and modern markets then to 

wholesalers, semi-wholesalers, and retailers (Trihatmoko & Mulyani, 2018).  

 

Direct and Indirect Distribution Channel 

Distribution is the method of making a product or service available to a customer or company user for use or sale, by direct means, or by 
indirect means through intermediaries (Nyaga, 2014). A distribution system is said to be direct when the products go straight from the 

manufacturers to the end consumers with no middlemen involved. (Tetteh & Xu, 2014). According to Chung, Chatterjee, and Sengupta (2012), 

channel intermediaries are a key marketing asset that enables manufacturers to reach out to end-users or customers and serve them.  

 

FMCG and its Distribution 

According to Sarkar (2013), the FMCG market consists of non-lasting consumer products that generally include personal care, home care, 
food, and beverages. "Modern marketing practices across the globe talk about the efficiency of distribution management. The objective of 

timely placement of the right product to the right customer group brings challenges for the attainment of efficiency in the system of 

distribution" (Mandal, Bandyopadhyay, & Roy, 2011, p. 26).  Further, according to the study of Sarkar (2013), "retailer is more 

satisfied with mechanized delivery mechanisms owing to the timeliness of deliveries. The in-depth interviews by the researcher also lead to the 
belief that retailers work on low investments in stocks and value the timeliness of deliveries" (Sarkar, 2013, p. 33). Sales value is also a factor 

that affects the degree of mechanization. This is highly anticipated as mechanized vehicles are generally higher in size- the only exception is 

the two-wheeler mechanized which has less capacity than three-wheelers mechanized (Sarkar, 2013). 

 “The ultimate objective of every business is to increase the sales of goods that it deals in” (Patra, 2016, p. 74). Patra (2016) concluded that 
the “developments of distribution networks give strong support to the retailers and some basic ingredient of distribution give an instant 

stimulation of sales effectiveness and also highlight some important components of distribution and promotion have significant impacts on 

sales” (Patra, 2016, p. 74).  

 

Improving Supply Chain Performance 

Increasing competition and globalization rates in the world economy have a major impact on seeking to improve the efficiency of supply 
chains. Companies are paying millions of dollars to improve their performance in the supply chain using process reengineering, new systems, 

training staff (Sayed, 2013). A good delivery network is one of the main factors for an FMCG company to do well. If a given FMCG 

company's distribution network is well oiled, then that particular FMCG company would undoubtedly find it much easier to go on the market 

(Nyaga, 2014). 

 

Grocery Sector 

As reported, in India the “fast-moving consumer goods (FMCG) distributors are feeling the pinch of the consumption 

slowdown…The association claims that FMCG companies are offering better margins and incentives to modern trade…  The margin 

differential is in the range of 15-20 percent in many cases” (Sheth, 2019).  

Independent grocery stores play an important role in the local communities, helping ensure food access for residents in areas that are not 
served by Chain Grocery Stores. These include low-income areas and rural cities. They also provide employment opportunities and generate 

tax revenue for these areas (Chung and Myers,1999; Block and Kouba, 2006; Powell, et.al, 2007 as cited in Andrada, Prudenciano & Reyes, 

2020).  

 

METHODOLOGY 

The researchers used mixed methods of data gathering. The quantitative approach used a 4-point Likert scale to measure the FMCG 

Exclusive Distributors’ performance. The respondents were likewise encouraged to share their insights, practices, and experiences to help 

expound their answers.  

 To measure the proliferation of Chain Grocery Stores versus Stand-Alone Grocery Stores in the City of Manila, ratio type of 

quantitative analysis was used. The data was requested from the the City of Manila Government – Permits Bureau. 

There were 51 identified FMCG Exclusive Distributors in the City of Manila. Using Slovin formula with 5% margin of error, the 

computed sample size is 45 respondents. 

Moreover, the reliability of the instrument was tested by a statistician using Cronbach Alpha. Results show that Order Fill Rate and 
Delivery Timeliness have excellent remarks, while the Sales Level indicated an acceptable result. This proved that the questionnaire is valid 

and ready for the actual data gathering. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Order Fill Rate 

The table shows that respondents strongly agree when assessing the goods delivered versus the goods ordered. This is crucial as goods 

ordered signify what is usually purchased by the end consumers. 
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Table 1. Performance of FMCG Exclusive Distributors on Order Fill Rate 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Legend: Strongly Agree 3.25-4; Agree 2.50-3.24; Disagree 1.75-2.49; Strongly Disagree 1.0-1.74 

 

As for the other aspects of Order Fill Rate, results show that respondents agree to the statements. Generally, the quantity of goods ordered, 

and the number of goods delivered is nearly accurate. A respondent shared that human error (e.g. error in encoding) affects the accuracy of 

volume or kind of goods delivered. When there is a supply shortage, there is a tendency that manufacturers and country importers prioritize the 

big Chain Grocery Stores as they impose penalties for incomplete goods delivered to make up for their opportunity losses. The company size 

and volume ordered by the big Chain Grocery Stores give them the leverage to demand what they want. 

Study also shows that the manufacturers and country importers assign an area manager to work closely with the exclusive distributors. 

Thus, communications are always efficient and fast. 

Lastly, the manufacturers and country importers provide displayers to the Exclusive Distributors’ clients (grocery stores) to ensure their 

items are always available on the shelves of the grocery stores.  

 The weighted mean of 3.03 for Order Fill Rate means that despite some setbacks experienced by the exclusive distributors, the 

manufacturers and country importers are still considered fairly efficient in serving the right kind and quantity of goods to the exclusive 

distributors. 

 

Delivery Timeliness 

Table 2. Performance of FMCG Exclusive Distributors on Delivery Timeliness 

 

 

 

 

 

 

 

 

 

 

 

Legend: Strongly Agree 3.25-4; Agree 2.50-3.24; Disagree 1.75-2.49; Strongly Disagree 1.0-1.74 

 

Indicators Mean SD Interpretation 

1. Quantity of goods ordered per item is the same as the 
number of goods delivered. 

3.04 .67 Agree 

2. Goods delivered per SKU are always accurate as ordered. 3.37 .65 Strongly Agree 

3. In cases when there is a supply shortage, the suppliers 
allocate more stocks to Chain Grocery Stores than the 
Exclusive Distributors. 

2.53 .89 Agree 

4. When there are concerns about the items ordered, the 
suppliers always inform the distributors ahead of time.  

3.22 .60 Agree 

5. The supplier provides assistance to ensure goods are 
displayed in the grocery stores. 

2.98 .78 Agree 

WEIGHTED MEAN 3.03 .39 Agree 

Indicators Mean SD Interpretation 

1.  The suppliers (manufacturers and country importers) deliver on 
time as scheduled. 

3.02 .75 Agree 

2.  In cases of delivery disruptions, it is caused by poor logistic 
planning. 

2.58 .69  Agree 

3.  Delivery delays are experienced when there are shortages of trucks 
and/or personnel. 

3.02 .66 Agree 

4. When delivery set-backs are experienced, the suppliers always 
prioritize Chain Grocery Stores in the delivery schedule. 

2.67 .90 Agree 

5.  Unpredictable traffic situation affects delivery timeliness. 3.16 .77 Agree 

WEIGHTED MEAN 2.89 .40 Agree 
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Most respondents say that delivery is done weekly because the goods have high inventory turnover. However, delivery disruption also 

happens. As shared among respondents, sometimes their delivery vans are caught in a slow traffic situation, and the delivery truck driver and 

the laborers resign in very short notice. The results show a weighted mean of 2.89 or a general response of agreeing to the statements on 

Delivery Timeliness. This means while there are delays and setbacks, the FMCG Exclusive Distributors find the system generally acceptable. 

 

Sales Level 

Table 3. Performance of FMCG Exclusive Distributors on Sales Level 

 
 

 

 

 

 
 

 

 

 
 

Legend: Strongly Agree 3.25-4; Agree 2.50-3.24; Disagree 1.75-2.49; Strongly Disagree 1.0-1.74 

 

The respondents strongly agreed that the exclusive distributors will survive despite the fast-growing presence of the Chain Grocery Stores. 

Two respondents shared that effective year 2020, the major manufacturers decided to only focus on serving directly the big three chain stores, 
namely: SM, Puregold, and Robinsons. The smaller Chain Grocery Stores were transferred to the Exclusive Distributors. Further, the Exclusive 

Distributors aggressively open new accounts - be it a stand-alone grocery store, market stall, or through ex-truck to penetrate side streets to sell 

directly to the sari-sari stores. Moreover, since Chain Grocery Stores usually maintain a modern look (well-lit and air-conditioned), their high 

operating costs push them to offer higher prices compared with the stand-alone stores. Most FMCG consumers belong to class D and E who are 
price sensitive. Lastly, according to one respondent the growing population, preference for convenience (near location), and increasing buying 

power help the exclusive distributors and stand-alone stores. 

The results show a weighted mean of 3.11 or a general response of agreeing to the statements on the Sales Level. This means that despite 

the fact of not being prioritized compared with the big Chain Grocery Stores, the FMCG Exclusive Distributors' operations are sure to thrive 

and even grow due to their aggressive marketing strategies, increasing population, and increasing buying power of its target market. 

 

Proliferation of Chain Stores City of Manila 
 

Table 4. Chain Grocery Stores vs Stand-Alone Grocery Stores with floor area: 300-1,400 sq.m. 

 

 

 

 

 
 

 

 

Based on the data of all registered grocery stores in the City of Manila with a floor area between 300sq.m. and 1,400sq.m., 80% of the 
grocery stores are Chain Grocery Stores with a total of 56, while only 20% are Stand-Alone Grocery Stores or a total of 14. This shows that 

there is an apparent proliferation of Chain Grocery Stores in the City of Manila. 

 

The population of the City of Manila and the number of Chain and Stand-Alone Grocery Stores per area 
 

The data shows the top 5 most populated areas in the City of Manila, namely: Tondo, Sampaloc, Sta. Ana, Sta.Cruz, then Sta. Mesa. 
Examining the concentration of grocery stores per area, Tondo has the most number of grocery stores consistent with its population size. Other 

Indicators Mean SD Interpretation 

1. Sales targets are achieved despite the presence of the Chain 
Grocery Stores. 

3.00 .77 Agree 

2. FMCG Exclusive Distributors develop new markets that are not 
yet discovered by Chain Grocery Stores. 

3.24 .57  Agree 

3. An increase in demand or population helps FMCG Exclusive 
Distributors achieve sales targets. 

3.22 .52 Agree 

4. The suppliers (manufacturers and country importers) sell directly 
to key Chain Grocery Stores. 

2.97 .89 Agree 

5. FMCG Exclusive Distributors will survive despite the presence of 
the Chain Grocery Stores. 

3.42 .54 Strongly Agree 

6. The fast growth of Chain Grocery Stores eats up market share 
from the distributors. 

2.80 .77 Agree 

WEIGHTED MEAN 3.11 .34 Agree 

Store Category # of Stores Percentage 

Chain Stores 56 80% 

Stand Alone Grocery Stores 14 20% 

Total 70 100% 
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areas with a high presence of grocery stores according to population size are Sta. Cruz, Sampaloc, Ermita, and Malate. This data proves that the 

grocery stores are concentrated mostly in highly populated residential and university belt areas i.e. Tondo, Sta. Cruz and Sampaloc. Likewise, 

the grocery stores are present in business districts, namely: Ermita and Malate. Further, results show that there is an opportunity for expansion 

and market development in some areas in the City of Manila. 

Below is a comparative table of the grocery store concentration in each area in the City of Manila. 

Table 5. Grocery Store concentration in the City of Manila per area 

 

 

 

 

 

 
 
 

Source: 

Data on the population of the City 

of Manila is based on 

Philippine Statistics 

Office; while the data on the 

grocery  

stores are 

gathered from the City of Manila - 

Permits Bureau 

 

CONCLUSION 

Despite the 

obvious proliferation of Chain Grocery Stores in the City of Manila, research shows that the FMCG Exclusive Distributors will sustain their 
operations because of its wide market distribution channel and aggressive marketing strategies as well as increasing consumer spending pattern 

and population increase, which offsets any set back caused by lower fill rates and delays in delivery. 

The researchers recommend that the following measures be adopted to ensure a smoother supply chain which is beneficial not only to the 

FMCG Exclusive Distributors but to manufacturers and country importers as well. The following recommendations are: 

 

Order Fill Rate  

Invest in a modern state-of-art system for order taking that links the grocery stores' purchase order to the FMCG Exclusive Distributors 

warehouse and purchasing team. This will lessen human errors. Moreover, in seasons when order fill rates are low, FMCG Exclusive 

Distributors should increase inventory holding. Although the inventory cost will increase, this will offset the opportunity cost for not having 

stocks on hand. Careful cash management and temporary cash infusion are necessary to tide the distributors over during this period. 

 

Delivery Timeliness 

  FMCG Exclusive Distributors should perform time and motion studies with manufacturers and country importers for a realistic 

delivery schedule. Also, accredit on-call third-party logistics for times when there are truck and manpower shortages to ensure unhampered 

operations.  

 

Sales Level 

The FMCG Exclusive Distributors have to explore untapped areas. The areas of Paco, Pandacan, Port Area, Sta. Ana, and Sta. Mesa offer 

opportunities for business expansion for the FMCG Exclusive Distributors.  

The three performance indicators, namely: Order Fill Rate, Delivery Timeliness, and Sales Level, presented in-depth information to 

understand the current practices and experiences of the FMCG Exclusive Distributors. The information gathered allowed the researchers to 

offer specific and realistic courses of action to help the FMCG Exclusive Distributors secure its place in the competitive FMCG Supply Chain 

and compete with the rapid expansion and proliferation of the big three Chain Grocery Stores.  
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Abstract  

In this era, people tend to use social media as part of their life to get a new trend and information. This phenomenon leads to the lifestyle-
changing and customers' behavior towards organic personal care products where people start to change their habit of using chemical-based 

products into the products made from all-natural ingredients. All of these changes are due to social media whose users can influence and be 

influenced by other users just as social media influencers could influence their followers to use the products they used. On the other hand, the 

study shows that people start to have a doubt and trust issues towards the products because the review from influencers might not be entirely 
honest. They tend to look after past customers' reviews from that have the real experience and did not get paid by the brand. The purpose of this 

study is to examine the persona for new businesses that run in the organic personal care products industry. Using a qualitative approach, the 

data of this research is collected by conducting an in-depth interview method to twenty participants of the female with the age of 19 to 30 and 

using organic personal care products daily. Data collected is analyzed by using saturation and triangulation to get the persona for the business 
that runs in the organic personal care products industry. The result of this research is expected to provide the representation of the market to 

develop marketing strategies based on the persona's characteristics. 

 
Keywords: Customer Reviews, Influencer Endorsements, Market Segmentation, Organic Personal Care Products, Persona  

 

BACKGROUND 

There is a change in lifestyle into an environmentally friendly lifestyle (Earl, 2016). By changing their lifestyle into an ecological-friendly 
lifestyle, consumers start to change by using daily products they use into eco-friendly products and begin to shift from using pure chemical-

based personal care products into organic or natural-based products. Consumers believe that organic products will give no harm even to the 

environment, and compared to the health and appearance concern, environmental issues have the most significant impact on the factor that 

influence consumers in using organic products (Kim and Chung, 2011). As a result of the survey from WWF Indonesia and Nielsen Survey 

(2017), 63% of Indonesian consumers are willing to consume eco-friendly products even though they need to spend more. Besides consumers' 

concern about climate change or global warming, consumers begin to pay more attention to their daily personal care products like skincare, 

haircare, body care, and fragrance and change their products to all environmentally friendly products.  

Based on the data from Grand View Research (2019), global organic personal care market size has been increasing each year along with 
the increasing market awareness towards organic personal care products, including skincare, haircare, oral care, and body care, and cosmetics. 

In 2018, the market size for this industry was predicted to USD 13,33 billion and will always increase each year. Since the organic personal 

care products are new to the market, people have trust issues towards the products' ingredients (Matić and Puh, 2016). This leads brands to use 

influencer endorsements to introduce new organic personal care products to the market (Mittal, 2017). Besides the influencer endorsements, 
customer reviews also have a strong influence on the intention to purchase products. In fact, the community has the most power to influence 

other's people to purchase intentions if their review and experience shared with social media. (Wang, Cao, and Park, 2019). 

The lack of consumers' knowledge towards organic personal care products has resulted in various businesses to use influencer 

endorsements to introduce their new organic products frequently. It has been shown that influencer endorsements have a significant impact on 
brand awareness, brand recognition, and perceived consumer brand quality leading to consumer purchasing intention towards organic products. 

Unfortunately, influencer endorsements are not very successful in improving the integrity of the brands that lead to consumers' trust issues. The 

company pays the influencers to review the products and consumers believe that the review made by the influencers may not be entirely honest.  

Nonetheless, the study shows that this marketing method can increase the purchase intention of young consumers who are influencer followers. 
If the product's value is appropriately delivered by the influencers, it will give positive impressions and increase trust among prospective 

consumers and the brand. (Mittal, 2017). 

Due to the newness of organic personal care products to the market, this research is to study the persona of organic personal care products' 

customers by making a qualitative approach to the existing organic personal care products’ customers. 

 
 
* Corresponding Author: nikihapsary_sitty@sbm-itb.ac.id 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 315  

LITERATURE REVIEW 

Organic personal care products (Organic PCP) are strongly connected to skin and body care products made of natural ingredients and free 
from harmful chemicals. These products would have a robust environmental impact since they have sharp points against animal testing, ethical 

trade, sustainability, and environmental protection concerns (Lin et al., 2018).  

Influencers endorsements defined as the marketing strategy executed by the brand or business that use influencers' name as a tool to 

promote their brand in a period, besides promoting the brand or products and services, influencers endorsement could have a significant impact 
on the brand's image and reputation (Kansu and Mamuti, 2013). To get recognized by the influencers' audience, many brands do not mind 

spending a massive amount of money on influencers' endorsements (Cuomo et al., 2019).  

According to Kawaf and Istanbulluoglu (2019), Customer reviews towards products are becoming a handy tool to influence other 

customers' purchase intention. The past customer experience towards products explained involves the emotion of customers based on their own 
life experience, and the emotion has given could be both negative and positive. Both positive and negative experiences of past customers could 

have a significant impact on others. The importance level of review for other customers' purchase intention is around 20-50%. The review 

given explains how much differences between the brand's claimed and the reality based on the real customer's experience. All reviews could 

lead to customer loyalty and satisfaction and give evaluations to the brand (Thakur, 2018). Customer reviews can influence new consumers' 

trust as much as 74% towards the products and give 85% trust to the past customer review (Tran and Strutton, 2020). 

Corporate Finance Institute (2020) stated that a beachhead market strategy is a form of focusing on a targeted market with different criteria 

of personality for the business to offer the new product. Proceed from market segmentation of the company, determining the beachhead market 

strategy is another step to get a strong position in the market (Aulet, 2014). It is another step from market segmentation that, in this section, the 
company must develop a clarified strategy to survive (Picken, 2018) and is importand for the company to decide their targeted beachhead 

market to get the business activity runs in the most efficient way (Kos et al., 2002). 

Persona defined as a representative of the target market that has a similar personality and behavior with the company's target market 

(Miaskiewicz and Kozar, 2011) to deliver brand equity well (Kim and Cho, 2012). This term will guide the brand to define their target market’s 
behavior clearly so that the brand could learn the right approach for the specific characteristics (Vallet et al.,2020). In order to choose the right 

persona and the right way to approach them, it is a must to know the persona deeply by looking for their information, background, and interest 

(Salminen et al., 2019). A brand persona could generate a long-term emotional connection with the customers as they feel familiar with the 

characteristics the persona brought (Herskovitz and Crystal, 2010). Determining the brand's persona can be gathered by conducting qualitative 

research using interviews since the company is going to see the characteristics more (Lee et al., 2020).  

The framework of this research is started with the background information about organic personal care products, followed by identifying 

the dilemma faced by the company that is supported by the literature review. Furthermore, the data needed by this research is collected by 

interview to find the objective for this research. 

 

METHODS 

This study requires a qualitative approach to determine the persona and the customers' purchase intention towards influencers' 

endorsement and customer reviews. The researcher uses a qualitative approach to get a more profound understanding of customers' perception 

and relation within the market (Namanji and Ssekyewa, 2012). This study used an in-depth interview method, specifically with open-ended 
questions, to achieve a comprehensive understanding of the market's perspectives, experiences, thoughts, and emotions (Rosenthal, 2016). An 

in-depth interview approach can produce more accurate data by creating a versatile space for conveying information to the participants. The 

effectiveness of using this approach is often determined from the expertise of the interviewers to interview the participants that the required 

data can be appropriately collected (Ozdemir and Koc, 2012).  

Qualitative method is used in this research so that the respondents who participate in this research are credible and well-known about the 

organic personal care products industry. The population for the qualitative approach is based on the company's market segmentation. The 

participants were selected from young adult to adult that have a concern in natural ingredients products, environmental-friendly lifestyle, and 

who face the skin issues. Using as many as 20 to 30 participants is the number of participants needed so that the data required using the in-

depth interview method can be saturated quickly (Dworkin, 2012).  

The data analysis for this study is using saturation and triangulation. Saturation is defined as when sufficient data has been gathered, and 

no new data has been found in the most recent participants. The collected data is already saturated if all data lead to one similarity, and the 

researcher has fully comprehended the participants' perspective (Saunders et al., 2017). In this research, the researcher will use saturation to 
analyze whether the data gathered from participants have already similar and saturated. According to Maxwell (2013), triangulation is used to 

avoid the bias information from participants in order to create more valid results. After all the data is saturated, a data triangulation analysis will 

be carried out to obtain suitable criteria to find the persona for the company that runs in the organic personal care products industry. 

To find the right criteria of participants, this research used the company of organic personal care products' market segmentation. The 
participants were selected from young adult to adult that have a concern in natural ingredients products, environmental-friendly lifestyle, and 

who face the skin issues.  

There are 30 questions asked to the participants divided into five parts: products, awareness, interest, desire, and action of purchasing 

organic personal care products. Products section is expected to see the customer's skin condition, problem, and current understanding of the 
organic personal care products. After knowing their daily routine and condition, awareness section is to see how the participants know about 

organic personal care products based on the participants' reasons to buy, use, and when they were aware of the products. Meanwhile, the 

interest section is to understand the participants' process of finding organic personal care products information once they are interested in the 

products. The desire section aims to understand more about participants' decision making in purchasing organic personal care products, 

primarily through the influencer endorsements and customer reviews. Finally, the last part is about the buying process.   
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ANALYSIS OF FINDINGS AND DISCUSSION 

The findings of this research by conducting an in-depth interview with twenty participants are supposed to get the persona for new organic 
personal care products businesses. Before knowing the persona as the objective of this research, market segmentation used for finding the 

participants' criteria leads to the business' beachhead market. The beachhead market for the new organic personal care products' business is 

college students. College students play an essential role as the beachhead market due to their awareness of themselves, including the 

understanding of their skin issues. The participants like to try a lot of new organic products until they get suitable organic personal care 

products.  

In this research, participants are aware and have enough understanding of their skin issues in general, followed by the treatment they do to 

overcome their skin problems. As they are aware of themselves, all of the participants also stated that they had known the existence of organic 

personal care products for more than a year, followed by their awareness of the need to use organic personal care products. The participants 
have the behavior to use the internet as their daily basis in finding the new information, especially for the products they will use every day. The 

active use of the internet makes the participants familiar with the term of influencer endorsement and customer reviews of a product that can be 

their daily intake. Even though they tend to browse and watch reviews and endorsements every day, this does not mean they could easily be 

influenced. The participants stated that they have specific characteristics for the influencers they will follow, and not all customer reviews 
could impact their purchase intention. According to the participants for this study, the trust score towards influencers endorsements is 6,6 on 

average, while the customer reviews got a higher trust score of  7,6. 

Qualitative data resulted in the persona for organic personal care products. The user has the characteristics of aware of their skin condition, 

have been known organic personal care products for more than a year and use the products as a part of their routine, know the general 
information about the ingredients, willing to spend more money on the products, and have bought organic personal care products for more than 

three times. 

The importance of analyzing persona for organic personal care products can be determined to proceed with the next step in doing 

marketing activities for the business. The persona results generated from this research can be used in developing an effective marketing strategy 
based on the potential customers' characteristics and behavior. This research is applicable only to organic personal care products industry due to 

the main focus in in-depth interview. Different personas might need different strategy and insight due to the difference of characteristics (Lee et 

al., 2020). 

 

CONCLUSION 

Along with lifestyle shifts by the customers in this era, the use of organic personal care products has become something new. Not 

everyone has the same perception of organic personal care products. Therefore, the persona is needed to find the representatives of organic 
personal care products users that have similar characteristics to the target market of a company that is also engaged in the organic personal care 

products industry.  

This research aims to find the right persona for the business that runs in the organic personal care products industry. By using the in-depth 

interview to the specific criteria of participants that are based on the market segmentation, this research has found the persona that is final year 
college students that have various characteristics of aware to their skin condition, have been knowing and use the organic personal care 

products as their daily products for more than a year, know the general information about ingredients, and willing to spend more money on the 

products itself. 

The persona’s characteristics will be similar with the target market of the company that runs in organic personal care products industry. 
Therefore, the persona can be used to be the base of information if the company wants to develop the effective marketing strategy especially in 

choosing between influencer endorsements and customer reviews. Not only increasing the brand awareness, the proper strategy will increase 

the customers’ purchase intention towards the organic personal care products.  
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Abstract  

The purpose of this paper is to provide a direction for Malaysian SMEs within the manufacturing sector to be more competitive in the 

marketplace in line with the trend in the Malaysian economic growth. This will be achieved by utilising eco-innovation as the key factor in the 

concept of sustainability. For this purpose, the study will examine the validity of eco-innovation capabilities to support sustainable business 

performance and five factors of eco-innovation will be applied, namely eco-process innovation, eco-product innovation, eco-management 
innovation, eco-marketing innovation, and eco-logistic innovation. Scholars reveal that SMEs in the manufacturing sector need to acknowledge 

the diversity of eco-innovation capabilities, competitive capabilities, and business performance. The findings indicate that future research in 

Malaysia is needed as this will contribute significantly to the body of knowledge, specifically the Resource-Based View (RBV) theory. 
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BACKGROUND 

The manufacturing sector nowadays is branding their company’s name throughout Malaysia and the international level. Hence, small and 

medium enterprises (SMEs) have considerable effects on the economic sector. Developing growth prospects will improve the rivalry within the 

market share in all manufacturing sectors. The firm valuation will influence since                eco-innovation has the ability to influence the 

shareholders’ perceptions towards the cash flow of the business as well as the future business results (Yao, Liu, Sheng, & Fang, 2019). 
Generally, eco-innovation can be applied in business whilst sustaining other environmental benefits. The green growth has been more critical 

since sustainability becomes a primary issue to develop business performance. The sustainability of SMEs in the manufacturing sector reflects 

the accuracy of the policies by the Malaysian government. Sustaining business performance can boost the performance of Malaysia to the 

world, accelerate its development, and subsequently increase the competitiveness of the industry in both local and international context. 
Through the integration of technology and the application of eco-innovation in producing the products, it will become possible to sustain the 

business performance. However, the developments in technology and research may complicate the problems of industry in the future. Meeting 

customers’ needs and demands is challenging and pressures the firms to be more market oriented. In fact, the Malaysian government 

encourages consumers to buy local products with the “Made-in-Malaysia” tag. Therefore, Malaysian consumers should support the local 

products by the SMEs, hence bearing the proof on the quality of the SMEs in the manufacturing sectors.  

This study focuses on the eco-innovation capabilities, also known as the green innovation, which refers to the firms’ ability to apply eco-

innovation in order to sustain and improve the business performance. The implementation of eco-innovation in this study comprises the aspects 

of eco-process, eco-product, eco-management, eco-marketing, and eco-logistic. Despite the expanding literature on eco-innovation, there is less 
attention on the study of eco-innovation and its impact towards business sustainability. Limited studies have also investigated on the 

development of capability among Malaysian SMEs in implementing the eco-innovation to sustain their business performance. Since this issue 

is very incipient in Malaysia, this study will focus on the eco-innovation and competitive capabilities among the small and medium enterprise 
(SMEs) within the manufacturing sector in Malaysia to archive environmentally sustainable business growth and their performance. This study 

focuses on the context of eco-innovation capabilities, competitive capabilities as a moderating variable, and the relationship towards SMEs’ 

sustainable business performance in Malaysia. The objective of this paper is to provide the basis for the impact of eco-innovation capabilities 

that may influence the business performance of Malaysian SMEs through a comprehensive assessment of relevant literatures. It involves firms’ 
providers in all 14 states in Malaysia which are Terengganu, Kelantan, Pahang, Perak, Kuala Lumpur, Selangor, Johor Bahru, Sabah, Sarawak, 

Penang, Kedah, Negeri Sembilan, Perlis, and Melaka. The Federal of Malaysia Manufacturer (FMM) provides a list of all SMEs in these states 

in the manufacturing sector. Moreover, the National SMEs Development Council (NDSC) defined the SMEs based on the sales turnover and 
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number of employees. Hence, this study shall follow definition and identify the Malaysian SMEs based on the number of employees within the 

range from 5 to 200 employees. 

 

Definition of SMEs 

SMEs can be divided into two sectors, namely (1) manufacturing, and (2) services and others. There is no mutual agreement of the 

definition of SMEs. However, the NSDC Meeting in 2013 has introduced a new definition for SMEs in Malaysia (NSDC, 2016). The definition 
of SMEs under the manufacturing and services as well as the other sectors within the three categories of medium, small and micro is shown in 

Table 1. 

Table 1. The definition of SMEs in Malaysia (SMECorp, 2020) 

Manufacturing Category Services and Other Sectors 
 

Annual sales turnover between 

RM15 million and RM50 million 
OR 

Number of employees from 75 to 200 
 

 

 

Medium 

 

Annual sales turnover between 

RM3 million and RM20 million 
OR 

Number of employees from 30 to 75 
 

Annual sales turnover between 
RM300,000 and RM15 million 

OR 

Number of employees from 5 to 75 

 

 

Small 

 

 

Annual sales turnover between 
RM300,000 < RM3 million 

OR 

Number of employees from 5 to 30 
 

 

Annual sales turnover 

Less than RM300,000 

OR 
Number of employees less than 5 

 
 

Micro 

 

Annual sales turnover 

Less than RM300,000 

OR 
Number of employees less than 5 

 

Based on the table above, there are different definitions for each category of enterprises and sector. For the purpose of this study, SMEs is 

defined as those with 5 to 200 employees that operate within the manufacturing sector. 

 

LITERATURE REVIEW 

Resources-Based View 

Resource-based view (RBV) focuses on competitive advantage as well as competitive capabilities. It describes a firm’s ability to be more 

competitive based on the resources, capabilities, and competitive advantage. RBV will help firms to further understand about how competitive 
advantage can sustain the business performance. In order to create business capabilities that provide competitive advantage, firms need to find 

and combine the competitive advantage resources that consist of assets, skills, processes, information, and knowledge. This justifies the 

prominence of RBV as the key to become a better company in the industry. Furthermore, RBV also focuses on the structural analysis of an 

industry based on competitive five forces model (Porter, 1985). The five porters model emphasises that firms that are within an attractive 
industry shall possess greater opportunity as well as minimal threats. Thus, companies must grab the opportunity to sustain and improve their 

business performance and prevent the possible threats. From the perspective of RBV, the companies’ competitive advantage is a valuable, non-

replicable, scarce, and no substitute resource (Barney, 1991). 

 

Sustainable Business Performance 

Business performance has measured the growth of sales by the increase of profits (Buttner & Moore, 1997). In order to gain competitive 
advantage, SMEs need to increase their competitiveness and differentiate themselves from other competitors. Schaltegger and Wagner (2011) 

indicate that business performance can be beneficial when it is related to the aspect of sustainability. Furthermore, the sustainability of a firm's 

performance should consider the economic, environmental, and social aspects of the business. The environment sustainability of a firm is 

crucial within the business and academic field (Masocha, 2018). Tseng, Chang, and Chen (2019) reveals that overestimated customers can 
affect the level of firm’s innovation capability due to the customer’ perspective hence leading towards market-oriented firms to lose their 

innovation in the future. 

 

Eco-innovation Capabilities 

Innovation has the capability to build or develop a new or existing product and service. It possesses a great importance particularly to 

reduce the environment’s sources and it is also known as eco-green and environment. Tan, Tan, Yeo, and Ching (2019) suggest that innovation 
capability refers to the competency of firms to explore new and enhanced ways to complete the task where they must explore new methods to 

produce good quality products. Eco-innovation allows businesses to maintain its credibility by reacting to environmental problems and 

increasing their prospects for long-term survival (Yao et al., 2019). 

 

Eco-process Innovation 

Eco-process is a technology used by firms from the first step in its manufacturing process until the products are produced and delivered to 
the market. In producing eco-products, the new element of eco-process innovation has been reviled into the organisation’s production (Negny, 
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Belaud, Robles, & Reyes, 2012). Firms need to apply the eco-process innovation in their production time in order to release a product in a bulk 

quantity. The eco-process innovation can be more practical to the product innovation since it improves the eco-products as well as reduces the 

environment issues within the manufacturing sector. Eco-process innovation plans to continue processes with the supply chain stakeholders to 

enhance the product quality and productivity, eliminate harmful environmental impacts, and minimise costs (Burki, Ersoy, & Najam, 2019). 

 

Eco-product Innovation 

Eco-product is an improvement and additional feature to existing products of a firm. Pujari (2006) regards eco-product as an improvement 

to a product particularly in terms of product materials and product component. Services and products can be produced instantly when firms 

adopt eco-innovation in their business. OECD (2005) defines product or services innovation as “introducing new products or services with 

significantly improved performance and characteristics such as technical specification and incorporated software to full fill the key customer 
needs better than the existing product”. For example, The Body Shop produces organic products that are eco-friendly that safe for the 

environment. Additionally, firms can innovate their products to something new that can benefit the customers. This is because providing more 

options of green products in the market can contribute towards the sustainability of business performance. Firms need to produce new product 

development, particularly eco-innovation products, to validate the consumers willing to buy green products and gain a greater market. 
Customer satisfaction towards products is important since most customers are concerned about the quality of the products. The new product 

development will be further facilitated by the process of innovation (Burki et al., 2019) and most firms nowadays must compete with other 

competitors to participate in the marketplace and market share.  

 

Eco-management Innovation 

Eco-organisational, also known as eco-management, brings something new to the organisations such as new management technique, new 
approaches and strategy to promote products, new market methods, and others related to the eco-management in order to sustain and improve 

the business performance of the firm itself. According to Mol and Birkinshaw (2009), management innovation is “the introduction of 

management practices that are new to the firm with the intention to enhance firm performance”. Moreover, eco-management can affect the 

production growth and intends to enhance the business performance. Management innovation is also a result of the firms’ external and internal 

background. 

 

Eco-marketing Innovation 

Marketing plays an important role for companies to make a successful innovation. Innovation is dependent on marketing to market the 

product to the society while improving the business performance. Marketing mix is the among the fundamental basis that firms need to know in 

marketing as it is closely related to the consumer satisfaction and needs. SMEs need to understand and learn about their consumer behaviour in 
order to apply the marketing strategy in their business. Firms also need to fulfil their consumers’ expectation by producing good quality 

products. For firms to generate income and achieve organisational goals, they need to apply marketing strategy in their business that includes 

planning, analysis, and goods offerings (Yuliantine, Indasah, & Siyoto, 2018). Furthermore, marketing is also described as a process to market 

and communicate new or existing products to a specific group while raising their brand awareness. This will give a positive impact on the 
consumers and maintain the competitiveness of the respective firm among other competitors. Marketing innovation also can reduce the 

development costs. Hence, firms must understand the target market and market needs towards the products and services. By applying eco-

marketing among firms, it will minimize the risk of product failure and subsequently substitutes towards positive impact on the performance. 

 

Eco-logistic Innovation 

Logistic is a prominent aspect in business. McKinnon (2010) suggests that over the past 50 years, logistic has been part of the 
transportation that moves products from the factories to the market industry. It is also part of a company’s venture to become eco-friendly. The 

concept of logistic is when a company transforms an eco-innovation approach into a logistic (Chittyal, Dargopatil, & Bhogade, 2013). 

 

Competitive Capabilities 

In discussing about the theory of RBV, Barney (1991, p. 101) defines competitiveness as “… all assets, capabilities, characteristics of the 

firm, information, knowledge, etc. controlled by a firm that enable the firm to conceive of and implement strategies that improve its efficiency 
and effectiveness”. Competitiveness is an important aspect for businesses as it can determine whether a firm can increase or sustain their 

performance level. For this study, it is important to understand the factors related to competitive capabilities. This is because competitive 

capabilities have the capability to enhance the growth of an organisation (Porter, 1985). In other words, firms need to plan their competitive 

strategy in order to grow their business in the market industry. Existing studies also show that the most essential factor for competitive 
advantage in the huge market condition is the firm’s capability to innovate something in the business (Rajapathirana & Hui, 2018), hence 

justifying the firm’s capability as the most crucial factor for competitive capabilities in the business. 

 

METHODOLOGY 

The population of this study is the SMEs across the 14 states in Malaysia. The total population of this study is 2013 SMEs that will be 

selected based on the following criteria: 

1. Registered as a manufacturing firm under the Federation of Malaysian Manufacturers (FMM); and  



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 321  

2. Defined as a small and medium-sized enterprise according to the definition approved by the National SMEs Development 

Council (NSDC), Malaysia. 

3. The enterprise’s employees between 5 to 200 employees. 

 

 The FMM directory published in 2019 is the sampling frame for this study as FMM updates the information about SMEs in every 

publication year. In addition, the FMM directory provides thorough information about the SMEs in Malaysia such as the company’s name, 

address, phone number, email address, website, and number of employees. Following this information, SMEs with 5 to 200 employees will be 

considered as the sample for the study. The sampling method of this study is the probability technique where stratified random sampling will be 
used to select the subject for every element in the population (Sekaran & Bougie, 2016). Following the table by Krejcie and Morgan (1970), a 

sample of 323 respondents will be selected as the possible sample size for a population of 2013 manufacturing SMEs in Malaysia. 323 

respondents are above the minimum sample size required for this study as per Krejcie and Morgan (1970) and SEM AMOS requirement. This 

quantitative study will distribute 323 questionnaires to manufacturing SMEs in Malaysia and the respondents will be the managing directors, 
marketing managers, or another managerial positions in the participating firms. The data will be analysed using the Statistical Package for 

Social Sciences (SPSS) and Structural Equation Modelling (SEM) via the analysis of a moment structures (AMOS).  

 

CONCLUSION 

This study is relevant to the four government policies, which are National Priority Areas, Eleventh Malaysia Plan (11MP), Twelve 

Malaysia Plan (12MP), and SME Masterplan as part of the effort to significantly contribute in the implementation of eco-innovation to achieve 

sustainable business performance. It will enable Malaysian SMEs to work on the government aspirations towards the sustainability of the 
environment. The theoretical perspective of this study contributes to the Resource-Based View (RBV) theory in terms of integrating the eco-

innovation capabilities and competitive capabilities. As for future research, this study will collect the data from Malaysian SMEs within the 

manufacturing sector to obtain more information and insights about the capabilities. The result will lead Malaysian SMEs towards obtaining 

competitive advantages and adapt better strategies for their business. 
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Abstract  

The coffee industry in Indonesia has portrayed an exponential growth (Statista, 2019). This has stimulated many entrepreneurs and investors to 

join the industry. Fierce competition in the retail coffee industry has pushed boundaries in terms of creativity and technology. The latest 

innovation was the coffee shop mobile apps, which enables consumers to order their favorite brand from a dedicated mobile application. This 

move is pioneered by Fore Coffee and Kopi Kenangan in Indonesia (Tech in Asia, 2019) and predicted to be a global trend moving forward 
(Chen and Demirici. 2019). This is a heavy investment and will potentially be problematic if not executed correctly. The aim of this research is 

to identify the factors influencing the acceptance of coffee shop mobile apps among coffee consumers in Indonesia and understanding the most 

influential factors. The design of this research is adapted from the UTAUT2 model developed by Venkatesh et al. (2012), which is a popular 

model for acceptance research and adding sales proneness (Lichtenstein, 1993) as a new predictor to better suit the context of the research. This 
research will use PLS-SEM to assess the relationship between variables. The results suggest that there are 5 factors influencing behavior 

intention: performance expectancy, habit, price value, hedonic motivation, and sales proneness. The findings of this research will provide 

valuable insight into coffee shop owners to better implement and apply their budget while developing mobile apps. 

 
Keywords: Coffee shop mobile apps, PLS, purchase behavior intention, sales proneness, UTAUT 

 

BACKGROUND 

For the past decade, the global coffee industry has portrayed an exponential growth, and this growth is anticipated to continue for the 

approaching years. For the year 2018-2023, the global retail coffee industry is predicted to have 5.5% CAGR (Voora, Bermudez, and Larea, 

2019). In Indonesia, the coffee industry is showing even better numbers. 

Since 2010, the coffee industry as a commodity in Indonesia has nearly quadrupled from annual revenue of 1.8 billion USD in 2010 to 7.7 

billion USD in 2019. On top of that, the market is predicted to grow annually at 10.2% for the 2020-2023 period (Statista, 2019). This growth 

has surely stimulated many investors and entrepreneurs to jump into the industry. 

To keep up with the fierce competition, coffee businesses are continuously innovating. The latest innovation being coffee shop mobile 

apps. Chen and Demirici (2019) argue that the coffee industry globally is moving towards mobile apps. 

One of the first steps of the transition towards mobile apps is to promote the mobile app and attract customers to use the mobile app to 

make purchases through it. However, before implementing any type of sales promotion, businesses need to understand the behavior of its 
customer by studying the sales proneness of their customer, which is a measure of how their customer might respond to a promotional offer 

(Lichtenstein et al., 1993). Therefore, it is important not to forget to take sales proneness into consideration as well. 

Thus, being one of the fastest growing industries in Indonesia, coffee businesses need to be equipped with mobile infrastructure for online 

competition in the near future. However, building a mobile app is a heavy investment. One mobile app that is capable of processing purchases 
and handling massive user load will require a minimum of Rp. 175.000.000,- up to billions (SoftwareSeni, 2018). Given the magnitude of the 

investment, Cameron (2006) explained with a quote from Bentley (2005) that “the cost of an unsuccessful IT project can be serious in terms of 

its direct financial impact and its effect on the whole company’s morale”. Therefore, it is necessary to understand the factors influencing 

customer purchase behavior intention in coffee shop mobile apps and identifying the most influential factors to make a well planned strategy 

and maximizing results.    

 

LITERATURE REVIEW 

The growth of multi-channel online retail has encouraged the academic community to study consumers' adoption of online shopping 

(Cameron, 2006). Researchers have used several theories like the theory of reasoned action, the theory of planned behavior, and the technology 
acceptance model to explain consumers' attitudes towards online shopping. One of the most recent being the Unified Theory of Acceptance and 

Use of Technology (UTAUT).  
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The Unified Theory of Acceptance and Use of Technology is a proper model to study purchase behavior intention through coffee shop 

mobile apps since it has been adapted in many research for various technology. Venkatesh et al. (2012) suggested that future research should 

test UTAUT in different countries, different technologies, and other relevant factors that may help increase the applicability of UTAUT. In that 
regard, this research adapts UTAUT2 to study the role of sales proneness in the context of technology adoption, specifically regarding its 

influence on Indonesian coffee consumers' purchase behavior intention through coffee shop mobile applications. Therefore, there are 8 factors 

in total: performance expectancy, effort expectancy, social influence, facilitating condition, price value, habit, hedonic motivation, and sales 

proneness. 

In the context of coffee shops mobile apps, Performance expectancy refers to the degree to which an individual believes that using coffee 

shop mobile apps would help them to successfully obtain the desired coffee product. Mokshin et al. (2018) argue that the most significant 

benefit of a mobile shop is it reduces the travel time to the actual shop and is accessible anytime using smartphones. Compared to traditional 

coffee shops, if an individual can find their desired product on a coffee shop mobile apps, they are more likely to purchase through mobile apps 

to save time. Thus: 

H1: Performance expectancy positively influences an individual's PBI in coffee shop mobile applications. 

Venkatesh et al. (2003) define Effort Expectancy as the degree of ease when using the system. In the context of coffee shop mobile apps, 

Effort expectancy refers to the degree to which an individual believes that purchasing through coffee shop mobile apps would be free of 

physical and mental effort,  

H2: Effort expectancy influence individual's PBI in coffee shop mobile application 

social influence refers to the degree to which an individual perceives that they should purchase through coffee shop mobile apps because 

others recommend them. Research shows that social norms and external pressure has an influence on acceptance behavior (Agarwal and 

Prasad, 1997; Karahanna et al., 1999). Thus,  

H3: Social influence positively influences an individual's PBI in coffee shop mobile applications. 

In the context of coffee shop mobile applications, facilitating conditions would be the degree to which an individual perceives that they 

have the requirements to purchase through coffee shop mobile apps.  

H4: Facilitating Conditions positively influence an individual's PBI in coffee shop mobile applications. 

Hedonic Motivation, along with price value and habit, are newer predictors in UTAUT2. Venkatesh (2012) defined hedonic motivation as 

the fun or pleasure derived from using technology. In the context of coffee shop mobile apps, hedonic motivation refers to the enjoyment of 

using mobile apps. 

H5: Hedonic motivation positively influences an individual's PBI in coffee shop mobile applications. 

The price value is the degree of customer perception to which the values of using technology relevant to the price of using it. Venkatesh et 

al. (2012) explained that the cost and pricing structure may have a significant impact on consumers' technology use. In the context of coffee 

shop mobile apps, price value refers to the price related to the use of the mobile app itself. Considering the price is free,  

H6: Price value positively influences an individual's PBI in coffee shop mobile applications. 

As explained in the UTAUT2 research paper, prior experiences will reflect as a construct called habit (Venkatesh, 2012). The idea is that 

repetitive action will form a positive intention of performing the same action in the future in a similar environment set (Ajzen and Fishbein 

2000). In the context of coffee shop mobile apps, habit refers to the frequency of using the mobile apps. 

H7: Habit positively influences an individual's PBI in coffee shop mobile applications. 

Sales proneness is the likelihood of a customer purchasing a product on sale. In the context of coffee shop mobile apps, this is related to 

the in-app purchase likelihood when the product is on sale in the app. Previous research by Alford and Biswas (2002) also shows that sale 

proneness has a positive effect on purchase behavior intentions. therefore, based on the findings above, this research hypothesizes:   

H8: sales proneness positively influences an individual's PBI on coffee shop mobile apps 

 

METHODS 

To assess the research model adapted for this study, a questionnaire survey was used. The questionnaire was derived from the standardized 

UTAUT2 (Venkatesh et al., 2012) questionnaire and adapted to the coffee shop mobile apps context.  In addition, sales proneness scales were 
adapted from Lichtenstein et al. (1993). The items are translated into Bahasa Indonesia to provide a better understanding for the respondent. 

The items were also slightly reworded to relate specifically to this research. For example, the author replaced the words "mobile internet" with 

"coffee shop mobile app" to provide consistency with the research context for some existing items. There are a total of 39 items in the 

questionnaire, 7 items for respondent information, 26 items adapted from UTAUT2, and 6 items adapted from Lichtenstein et al. (1993).   

The questionnaire was self-administered by the researcher. To reach out to as many residents as possible, the researcher conducted an 

online survey through Google Forms. Prior to distributing the questionnaire, a pilot test is conducted to 35 people in order to catch 

misunderstanding items and improve the questionnaire. The target sample for this research is determined by G*Power software analysis as 

recommended by Hair et al. (2016), thus resulting in 144 minimum samples. The final data collected is 183 samples, which is more than 

enough considering the recommended sample size of 144. 

In this research, partial least square structural equation modeling (PLS-SEM) is used to explore the predictive ability of each independent 

variable on the dependent variable. To analyze the data, the researcher uses Microsoft Excel and SmartPLS 3.0. Prior to analyzing the data, the 
researcher will remove outliers, then measurement model analysis will be conducted to assess reliability and validity, and finally, the structural 

model will be conducted to test the hypothesis. 
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ANALYSIS OF FINDINGS AND DISCUSSION 

Measurement Model 

Before assessing the structural model, the measurement model is tested to check the construct reliability and validity, and to remove 

unreliable indicators. The item loadings for all the indicators are above 0.5 which indicates that each indicator is a good measure for the 

respective latent variables (Hulland, 1999). The cross-loading also shows that each latent variable is measured only by the respective indicators, 

thus indicating discriminant validity among indicators. All of the values of rho_A, Composite Reliability (CR), and Average Variance 
Extracted (AVE) are also satisfactory and above the cut-off levels of 0.7, 0.7, and 0.5 respectively which indicates that all latent variables are 

valid and reliable (Hair et al., 2016; Nunnaly, 1978).  

To test the discriminant validity of each latent variable, the Fornell-larcker criterion is used. The data shows that the square root of AVE in 

each variable is higher than the correlation with other variables (Fornell and Larcker, 1981). This indicates that each latent variable is 

discriminant of each other. 

Structural Model 

Table 1 reports the result of the structural model assessment. The construct for purchase behavior intention has an R2 of 0.65 which 

indicates that the model explains 65% of the total variance in customer purchase behavior intention on coffee shop mobile applications. 

To assess the relationship between variables, t values, and p values are measured. A relationship is considered significant at a 95% 

confidence level when the p-value is below 0.05 and the t values are greater than 1.96. To measure the effect size of each variable, f2 is 

measured. According to Cohen (1992), f2 values of 0.02, 0.15, 0.35 are considered small, medium, and large, respectively. 

Overall, as presented in table 1, there is a significant relationship between most of the independent variables to the dependent variable. The 
findings show that performance expectancy has a significant positive relationship with behavior intention (H1, p = 0.046). On the contrary, 

effort expectancy does not have a significant relationship on behavior intention (H2, p=0.304), therefore this hypothesis is rejected. Social 

influence (H3) and facilitating conditions (H4) do not seem to have a significant relationship on behavior intention as well (p = 0.612 and p = 

0.168 respectively), thus, these hypotheses are also rejected. 

Hedonic motivation (H5) shows a significant positive relationship with behavior intention (p = 0.023). A significant positive relationship 

also presents for price value towards behavior intention at a higher significance level (H6, p < 0.001). Habit also has a significant positive 

relationship with behavior intention (H7, p<0.001). The influence of habit on behavior intention is particularly strong with effect size being the 

largest of all relationships in the research model (f2 = 0.246). 

As expected, there is a significant positive relationship between sales proneness and purchase intention (H8, p = 0.027). This shows that 

the customers are more likely to use mobile coffee shop applications when presented with a promotional offer, although the effect size is 

relatively small (f2 = 0.034) 

Finally, As the available resources might be limited, coffee business owners should be more careful about allocating their resources. the 
findings show that sales proneness has a positive relationship towards purchase behavior intention but only at a small effect size. Thus, we 

suggest that coffee business owners should allocate the majority of their resources on the stronger factors. This research, however, is also 

subject to limitations. First, coffee shop mobile app is still in its infancy, and the market is still developing, thus, the result might be different in 

the future. Also, the respondent of this research primarily comes from Jakarta and Bandung, the findings may not apply to less developed cities. 
Future research can improve the sample and add other predictors to better understand the purchase behavior intention in coffee shop mobile 

apps. 

 

Table 1.  Hypothesis testing summary 

Hypothesis Relationship sample mean Std Deviation t-value f2 p values decision 

H1 Performance Expectancy -> Behavior Intention 0.161 0.081 1.993 0.029 0.046 supported 

H2 Effort Expectancy -> Behavior Intention -0.069 0.069 1.027 0.009 0.304 rejected 

H3 Social Influence -> Behavior Intention -0.036 0.07 0.507 0.003 0.612 rejected 

H4 Facilitating Condition -> Behavior Intention -0.1 0.076 1.379 0.017 0.168 rejected 

H5 Hedonic Motivation -> Behavior Intention 0.192 0.084 2.275 0.040 0.023 supported 

H6 Price Value -> Behavior Intention 0.257 0.065 4.022 0.114 0.000 supported 

H7 Habit -> Behavior Intention 0.433 0.074 5.925 0.246 0.000 supported 

H8 Sales Proneness -> Behavior Intention 0.126 0.056 2.214 0.034 0.027 supported 

 



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 326  

CONCLUSION 

In conclusion, to answer the first research question, this research showed that in the context of coffee shop mobile apps, there are five 
significant variables: sales proneness, performance expectancy, hedonic motivation, price value, and habit. Effort expectancy, social influence, 

and facilitating condition is shown to be an insignificant predictor for purchase behavior intention in the context of coffee shop mobile apps. 

Moreover, to answer the second research question, based on the f2 effect size, the strongest variable is habit and the weakest is performance 

expectancy. The five significant variables from the strongest to weakest are: habit, price value, hedonic motivation, sales proneness, 
performance expectancy. Overall, this research has contributed to better understanding the purchase behavior intention specifically in the 

context of mobile coffee shop application. Hopefully, this research may encourage more investigation to better understand purchase behavior 

intentions in coffee shop mobile apps and food service applications in general, especially given the increasing trends towards coffee shop 

mobile apps. 

 

REFERENCES 

Agarwal, R. and Prasad, J., 1997. The role of innovation characteristics and perceived voluntariness in the acceptance of information technologies. Decision 

sciences, 28(3), pp.557-582. 

Ajzen, I. and Fishbein, M., 2000. Attitudes and the attitude-behavior relation: Reasoned and automatic processes. European review of social psychology, 11(1), 

pp.1-33. 

Alford, B.L. and Biswas, A., 2002. The effects of discount level, price consciousness and sale proneness on consumers' price perception and behavioral intention. 

Journal of Business research, 55(9), pp.775-783. 

Cameron, C.A., 2006. Examining the relationship that age, gender, experience and communication technology has on acceptance and use of information 

technology: Using the unified theory of acceptance and use of technology(UTAUT) model. Dissertation Abstracts International, 67(12). 

Chen, C.W. and Demirci, S., 2019. Factors affecting Mobile Shoppers’ Continuation Intention of Coffee Shop Online Store: A Perspective on Consumer 

Tolerance. " International Journal of Electronic Commerce Studies", 10(2), pp.203-238. 

Cohen, J., 1992. A power primer. Psychological bulletin, 112(1), p.155. 

Fornell, C. and Larcker, D.F., 1981. Evaluating structural equation models with unobservable variables and measurement error. Journal of marketing research, 

18(1), pp.39-50. 

Hair Jr, J.F., Hult, G.T.M., Ringle, C. and Sarstedt, M., 2016. A primer on partial least squares structural equation modeling (PLS-SEM). Sage publications. 

Hulland, J., 1999. Use of partial least squares (PLS) in strategic management research: A review of four recent studies. Strategic management journal, 20(2), 

pp.195-204. 

Karahanna, E., Straub, D.W. and Chervany, N.L., 1999. Information technology adoption across time: a cross-sectional comparison of pre-adoption and post-

adoption beliefs. MIS quarterly, pp.183-213. 

Lichtenstein, D.R., Ridgway, N.M. and Netemeyer, R.G., 1993. Price perceptions and consumer shopping behavior: a field study. Journal of marketing research, 

30(2), pp.234-245. 

Softwareseni. 2018. Berapa Biaya yang Dibutuhkan Untuk Pembuatan Aplikasi Berbasis Web?. [online] Available at: https://www.softwareseni.co.id/biaya-jasa-

pembuatan-aplikasi-berbasis-web/  [Accessed 21 Apr. 2020]. 

Statista. 2019. Consumer Market Outlook Coffee. [online] Available at: https://www.statista.com/outlook/30010000/120/coffee/indonesia#market-

ontradeRevenueShare  [Accessed 7 Feb. 2020]. 

Venkatesh, V., Morris, M.G., Davis, G.B. and Davis, F.D., 2003. User acceptance of information technology: Toward a unified view. MIS quarterly, pp.425-478. 

Venkatesh, V., Thong, J.Y. and Xu, X., 2012. Consumer acceptance and use of information technology: extending the unified theory of acceptance and use of 

technology. MIS quarterly, pp.157-178. 

Voora, V., Bermúdez, S. and Larrea, C., Global Market Report: Coffee. 

 

https://www.softwareseni.co.id/biaya-jasa-pembuatan-aplikasi-berbasis-web/
https://www.softwareseni.co.id/biaya-jasa-pembuatan-aplikasi-berbasis-web/
https://www.statista.com/outlook/30010000/120/coffee/indonesia#market-ontradeRevenueShare
https://www.statista.com/outlook/30010000/120/coffee/indonesia#market-ontradeRevenueShare


ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 327  

The 5th International Conference on Management in Emerging Markets 

 

THE INFLUENCE OF BEAUTY VLOGGERS ON BUILDING 

CONSUMER BRAND AWARENESS OF COSMETIC PRODUCTS 

Jessica Lhay Asanaa, Ankiat Byron Cob 

a,bGraduate School of Business, San Beda University 

Abstract  

Social media influencer marketing is a form of marketing wherein marketing managers and brand managers capitalize on various social media 

influencers intending to create and promote branded content to both the influencers' followers and the brand's target consumers. The objective 

of this research is to identify the influence of the YouTube beauty vloggers as social media influencers on the consumer brand awareness of 

cosmetic products. The sample in the study was 100 respondents who follow at least one beauty vlogger on YouTube. The research designs 
used in the study are descriptive and causal. A purposive-convenience sampling technique derived from non-probability sampling techniques is 

used for sample selection by which an online survey was sent to the respondents. The results of this study showed that (1) that YouTube beauty 

vloggers content value and credibility have a positive influence on consumer brand awareness towards their endorsed cosmetic products. (2) 

Informative and entertainment content value of YouTube beauty vloggers have a significant influence on brand awareness. (3) Expertise and 
Trustworthiness of YouTube beauty vloggers have a significant influence on brand awareness. 

 
Keywords: Brand Awareness, Content Value, Social Media Influencer Marketing, Source Credibility, YouTube Vloggers 

 

BACKGROUND 

Introduction 

People remember a celebrity icon, a product, or even the reputation of an organization by the look, audio, and experience they may have 

encountered. People expect certain behaviors when being reminded of a certain familiar product or company, and this reputation is called a 

brand. Through a branding process, many companies have built a brand image of how they wish consumers to perceive them. To identify the 
position and importance of a brand in the minds of target consumers, it is imperative for managers to understand how well the consumer is 

aware of the brand. As an effort to increase consumers' brand awareness, companies, especially multinational corporations, have invested 

heavily in their marketing just to reach out to the minds of these potential customers.  

Through the rise of the digital age in marketing, it has changed the way companies communicate their brands to consumers. There is a 
continuous increase within the usage of social media to communicate various brands alongside a large amount of beauty-related content being 

available in social media, particularly on the video platform YouTube. Coinciding with Clement (2019), beauty-related content has generated 

over 169 billion views on the video platform. This includes tutorials, DIY videos, haul videos, and reviews produced by beauty vloggers in 

2018. Using YouTube as a social platform, users can create vlogs and upload videos about the products they use. At present, Boardman, 
Henninger, Blazquez & Ding (2019) argued that beauty vlogging continues to be a comparatively new phenomenon that is now increasingly 

gaining momentum with the industry itself receiving an upward economic turn.  

YouTube users create vlogs, and a few have accumulated a large following, with some vloggers having upwards of 100 million 

subscribers. Vloggers turned to be what is referred to as social media influencers. These influencers upload videos about their personal lives 
and various products that they use, thereby increasing traffic from subscribers and anonymous viewers. The emergence of the vlog and also the 

success of these social media influencers have provided brands an opportunity to connect with consumers.  

According to Yodel (2017), influencer marketing is a form of marketing wherein marketing managers and brand managers invest in 

various influencers intending to create and promote branded content to both the influencers' followers and the brand's target consumers. 
Content produced by influencers is considered to have a more organic, authentic, and direct contact with potential consumers than brand-

generated ads (Talavera 2015). Influencer marketing is now being an integral part of the digital marketing media mix. Brands investing in 

influencer marketing tend to get a lot of brand mentions from influencers, which in turn can boost brand awareness among their targeted and 

potential consumers and subsequently drive sales.  

Despite the existence of studies that have investigated the impact of social media influencers on consumer purchase intentions and 

decisions, the literature only has a few studies about effects of social media influencers in the consumer brand awareness. Moreover, although 

there has been some recent study on influencers and their impact on customer-based brand equity (Hermaren & Achyar 2018; Mosunmola, 
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Kehinde & Mayowa 2019; Adewuyi 2019), none of these have focused directly toward vloggers as enablers in building brand awareness on 

cosmetic products. Thus, this study will focus on how beauty vloggers, through their content and credibility, will help increase consumer brand 

awareness of cosmetic products.  

Statement of the Problem 

This study aims to answer the main research question: What is the degree of influence of content value and source credibility of beauty 

vloggers on increasing the consumer brand awareness of cosmetic products? 

Objectives of the Study 

Specifically, it aims to: 

1. Analyze the influence of content value in terms of informativeness and entertainment of the beauty vloggers on the brand awareness of 

consumers of cosmetic products. 

2. Determine the influence of source credibility in terms of the expertise and trustworthiness of the beauty vloggers on the brand awareness 

of consumers of cosmetic products. 

Hypotheses: 

H1: Beauty Vloggers’ content value does not influence consumers’ brand awareness of a cosmetic product. 

H2: Beauty Vloggers’ credibility does not influence consumers’ brand awareness of a cosmetic product. 

 

LITERATURE REVIEW 

In building brand equity, the first step is creating brand awareness by increasing the familiarity of the brand through repetitive exposure 
through brand recognition and forging strong associations with the appropriate product category or other relevant purchase or consumption 

cues through brand recall. When an adequate level of brand awareness is crafted, marketers can put more emphasis on constructing a brand 

image.  In a recent study in Indonesia by Nugraha & Setyanto (2018), they analyzed the effect of vlogger credibility as a marketing media on 

social media YouTube on brand awareness to customer purchase intention. The result indicated that vlogger’s credibility has a positive effect 
on brand awareness. Another study of Hermaren & Achyar (2018) investigated social media communication and its impact on customer-based 

brand equity. The findings of their study suggested that evaluation of firm created content has a positive and significant impact on brand 

awareness, brand equity, perceived quality, and brand loyalty. The theoretical importance of exploring the brand-building effect of influencer 

marketing is not only limited to justify its use and existence as part of the marketing mix but also to gain a deeper understanding of which 

dimensions of customer-based brand equity it affects. 

An increasing number of academic researches is investigating the merits of influencer marketing and influencer effects on brand responses 

and purchase. The study of Lee and Watkins (2016) showed that vloggers positively affect consumer purchase intentions for luxury brands 

promoted in their vlogs. Djafarova and Rushworth (2017) investigated the effects of celebrities and influencers on purchase decisions. 
Schouten, Janssen, & Verspaget (2019) recently investigated the impact of celebrity vs. influencer endorsements on advertising effectiveness 

(attitudes toward the advertisement and product, and purchase intention), moderated by product-endorser fit. Results reflected that respondents 

identify more with influencers rather than celebrities, they feel more similar to influencers than celebrities, and trust influencers more than 

celebrities. In contrast, the study of Johansen and Guldvik (2017) conducted an online experiment where they compared participants’ reactions 
to influence created marketing ads with regular ads. The results claimed that influencer marketing was not more efficient than traditional 

methods since it did not directly influence purchasing intentions.  

A number of studies (Pollay & Mittal 1993; Ducoffe 1995; Wolin et al. 2002; Dao et al., 2015) agree that informativeness and 

entertainment are the two most robust dimensions of consumers’ beliefs towards advertising. According to Rodgers and Thorson’s (2000) 
research, consumers may purposefully seek out online advertisements to obtain information required to achieve their utilitarian needs, thus 

enabling them to deal with specific problems or complete specific tasks. The combination of limited brand knowledge and the relatively recent 

increase in product availability has enhanced the demand for product information in transitional economies (Petrovici & Paliwoda 2007). 

Advertising informativeness is defined as the ability of advertising to inform consumers of alternative product information (Ducoffe 1996; Dao 
et al., 2015). Advertising entertainment represents the likeability of an advertisement, as well as the pleasure and enjoyment that consumers 

derive from the advertisement (Zhou & Bao 2002). The ability of an advertisement to entertain is identified as one of the main factors that can 

affect the effectiveness of advertising in establishing an emotional link between a brand message and consumers (Wang & Sun 2010). In a 

digital social media environment, the entertainment value lies in the ability to fulfill audience needs for emotional release, diversion, and 
enjoyment (Muntinga et al. 2011). Influencers deliver informative and enjoyable content to their followers regularly, including information 

about alternative brands or products.  

Influencers’ opinions are perceived as trustworthy and reliable by the consumers and hence viewed as facilitative towards changing 

consumer attitudes (Bakshy, Hofmann, Mason, & Watts, 2011). Silvera and Austad (2004) postulated that an influencer who is regarded as 
more credible could affect the purchase intent of the target audience more since he is viewed as someone possessing higher levels of 

trustworthiness and expertise. In a recent study by Chakraborty and Bhat (2018), they indirectly investigated the relationship between source 

credibility and brand awareness. Their research showed that online reviews’ source credibility and review quality were important predictors of 

consumers’ perceived credibility of a review that subsequently affected brand awareness and purchase intentions.  

Recent studies on content value and source credibility have investigated endorsers’ influence on consumers' brand awareness and purchase 

decisions. The study is similar to the one conducted by (Dehghani, Niaki, Ramezani, & Sali, 2016) wherein they investigated the antecedents of 

social media advertising value, and the effect of this advertising value on online purchase intention in transitional economies in Southeast Asia. 
They argued that informativeness, entertainment, and credibility have positive effects on consumers’ perceived value of social media 

advertising, which in turn positively influences their online purchase intention. Subsequently, another similar study Lee (2018) investigates 

whether content on YouTube affects consumers’ intentions to purchase, particularly in the context of cosmetics products. The results confirmed 
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that information quality and source credibility were the important determinants of perceived information usefulness, which significantly and 

positively influenced information adoption and purchase intention. Lastly, Lou and Yuan (2018) showed that the informative value of 

influencer-generated content, influencer’s trustworthiness, attractiveness, and similarity to the followers positively affect followers’ trust in 

influencers’ branded posts, which subsequently influence brand awareness and purchase intentions. 

Previous literature reflected findings regarding the effects of influencer marketing in consumers’ purchase decisions and brand responses, 

as well as the influence of content value and source credibility on purchase decisions; however, it also reveals a lack of studies by which 

influencer marketing content and influencers credibility affect customer-based brand equity. The literature also lacks studies about YouTube 

vloggers as social media influencers affecting brands in creating brand equity. However, since no study directly resembles the present study, 

the researchers can claim the originality of work. 

 

METHODS 

Research Design and Approach 

The research designs in this study are descriptive and causal. These will investigate the influence of beauty vloggers’ content value and 

credibility on brand awareness of cosmetic products. 

Research Participants/Respondents 

The participants in the study are Filipino-Chinese Gen Z YouTube users in the Philippines who are currently subscribed to at least one 

beauty vlogger. According to Facebook Data, the age group 18-24, which is under the category of Generation Z, has the highest percentage of 

social media audience profile in the Philippines of roughly 33% (Hootsuite, 2019). 

Sampling Design 

A nonprobability sampling procedure is used for this study. A purposive-convenience sampling technique is done by which an online 

survey was sent to qualified respondents. An initial screening inquiry of whether they are followers of at least one beauty vlogger in YouTube 

was asked before sending the online survey form, thus filtering out unqualified people and denying access to further participation. Respondents 
who were regular social media users and who had followed at least one influencer were directed to fill in the survey questions. The researchers 

had a minimum sample size of 100 respondents.  

Measurement and Instrumentation 

The survey captured the influencer content’s informativeness and entertainment in relation to brand awareness by measuring the 
participants’ responses to the statement: “When I watch a beauty vlogger’s content on YouTube…”. The responses are anchored by a 5-point 

Likert Scale: “Strongly Agree, Agree, Neutral, Disagree, and Strongly Disagree”. For the source credibility, responses to questions pertaining 

to the expertise and trustworthiness (Hovland et al., 1953) of the vlogger in relation to brand awareness are measured using a 5-point Likert 

Scale: “Strongly Agree, Agree, Neutral, Disagree, and Strongly Disagree.” Items are extracted from Dao, Le, Chen, & Cheng (2014).  The 
questionnaire consisted of 2 items for the social media usage and number of vloggers followed, 6 items to capture response for the social media 

content value, and 6 items to capture the response for the social media influencer source credibility. Having an overall Cronbach’s alpha of 0.78 

indicated that the items have relatively high internal consistency. 

Research Procedures of Data Collections 

An online survey questionnaire was used as the target of this study are, as stated in the literature review, Social Media users, making it 

coherent for the researchers to use the digital environment to connect with them. The data were collected through an online questionnaire. 

Respondents were adequate for the research due to the age group and shared interests between them. The questionnaire was treated with 

confidentiality, with no need for the respondents to indicate their identity. A consent form via google forms was sent out, and the survey link 

was included in the confirmation they will receive from the consent form. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
1. Relationship of Content Value and Brand Awareness: 

Table 1. Respondents’ Preferences on YouTube Beauty Vlogger’s Content and Brand Awareness 

Measurement Mean SD Interpretation 

Informative Value: 

If it explains the product features and benefits, then it helps me remember and recall 

the brand. 
4.32 0.69 Agree 

If it keeps me updated with the new products available in the market, then it helps 
me remember and recall the brands. 

4.07 0.82 Agree 

If it gives complete information about the product (e.g., price and where to buy), 

then it helps me remember and recall its brand. 
4.44 0.75 Strongly Agree 

Entertainment Value:    
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If it is amusing, I tend to recall and remember the brand easily. 4.19 0.80 Agree 

If it is more enjoyable to watch, I tend to recall and remember the brand easily. 4.23 0.78 Strongly Agree 

If it is exciting to watch, I tend to recall and remember the brand easily. 4.15 0.89 Agree 

Overall mean 4.23  Strongly Agree 

Strongly Disagree, 1.00 – 1.79 Disagree, 1.80 – 2.59 Neutral, 2.60 – 3.39 Agree, 3.40 – 4.19 Strongly Agree, 4.20 – 5.00 

The resulting overall mean for content value is 4.23 indicating that respondents strongly agreed that the beauty vloggers’ informative 

and entertainment contents help them become aware of the cosmetic brand the beauty vloggers are endorsing/ reviewing. Specifically, they 

strongly agreed on all three (3) statements above, where the highest mean of 4.44 suggests a strong agreement that if the content gives complete 
product information such as price and where to buy, it helps respondents to remember and recall the cosmetic brand.  

For H1, the test statistic employed was simple linear regression analysis. 

H1: Beauty Vloggers’ content value does not influence consumers’ brand awareness of a cosmetic product. 

Table 2.  
Regression Analysis for Content Value and Brand Awareness 

 

 

 
 

 

 

 Coefficients Standard Error t Stat P-value 
Lower 

95% 

Upper 

95% 

Lower 

95% 
Upper 95% 

Intercept 0.4595 0.1629 2.8216 0.0057 0.1367 0.7824 0.1367 0.78237 

AVE CV 0.8801 0.0381 23.1029 0.0000 0.8046 0.9556 0.8046 0.95561 

Regression Equation: Brand Awareness = 0.4595 + 0.8801 x Content Value  

The F value of 0.00 indicates that the correlation between the two variables is significant. There is a strong indication that the correlation 

coefficient is not a coincidence. The data is sufficient to show that correlation actually exists. At 0.05 level of significance, the P-value of 0.00 

is less than  0.05. The decision is to reject the H1. Therefore, the content value of YouTube beauty vloggers has a significant influence on 

consumer brand awareness. 

The results of the regression analysis coincide with the study of Dehghani, Niaki, Ramezani, & Sali (2016) that perceived influencers’ 
content informativeness and entertainment value positively influenced brand awareness of advertised brands. However, this is contrary to the 

study by Lou and Yuan (2018); their result demonstrated that influencer generated posts’ informative and entertainment value did not 

significantly affect brand awareness.  

2. Relationship of Source Credibility and Brand Awareness 

Table 3. 

Respondents Perception of YouTube Beauty Vlogger’s Credibility and Brand Awareness  

Measurement Mean SD Interpretation 

Trustworthiness 

They are honest, and they make me remember and recall the brands that they are 

endorsing 
3.88 0.89 Agree 

They are believable, and they make me remember and recall the brands that they are 

endorsing 
3.91 0.82 Agree 

They are truthful, and they make me remember and recall the brands that they are 3.88 0.88 Agree 

Regression Statistics        

Multiple R 0.9127        

R Square 0.8330        
Adjusted R 

Square 0.8314        

Standard Error 0.2354        

Observations 109        

ANOVA         

 df SS MS F 
Significance 

F    

Regression 1 29.5675 29.5675 533.7420 0.0000    

Residual 107 5.9274 0.0554      

Total 108 35.4949          
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endorsing. 

Expertise:    

They are knowledgeable about cosmetic products, and it makes me easily remember and 

recall the brands that they are endorsing 
4.26 0.84 Strongly Agree 

They are experienced in doing make-up, and it makes me easily remember and recall 

the brands that they are endorsing. 
4.49 0.72 Strongly Agree 

They are skilled in doing make-up, and it makes me easily remember and recall the 
brands that they are endorsing. 

4.41 0.77 Strongly Agree 

Overall mean 4.14  Agree 

Strongly Disagree, 1.00 – 1.79 Disagree, 1.80 – 2.59 Neutral, 2.60 – 3.39 Agree, 3.40 – 4.19 Strongly Agree, 4.20 – 5.00 

The result shows an overall mean of 4.14 denoting that respondents agreed that they perceived the YouTube beauty vloggers as someone 

who is trustworthy and experts and it helps them remember and recall the cosmetic brand being endorsed. Specifically, the highest resulting 

mean of 4.49 signifies that beauty vloggers are perceived as experienced in doing make-up, and it makes the respondents easily remember and 

recall the cosmetic brands they are endorsing.  

For H2, the test statistic employed was simple linear regression analysis. 

H2: Beauty Vloggers’ credibility does not influence consumers’ brand awareness of a cosmetic product. 

Table 4. 

Test of Relationship between YouTube Beauty Vlogger Credibility and Brand Awareness.  

Linear Regression Analysis      

Regression Statistics        

Multiple R 0.9278        

R Square 0.8607        
Adjusted R 

Square 0.8594        

Standard Error 0.2149        

Observations 109        

ANOVA         

     SS MS F Significance F    

Regression 1 30.5512 30.5512 661.2385 0.0000    

Residual 107 4.9437 0.0462      

Total 108 35.4949          

  Coefficients Standard Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95% 

Upper 

95% 

Intercept 0.8053 0.1331 6.0520 0.0000 0.5415 1.0691 0.5415 1.06909 

AVE SC 0.8170 0.0318 25.7146 0.0000 0.7540 0.8800 0.7540 0.88000 

Regression Equation: Brand Awareness = 0.8053 + 0.8170 x Source Credibility 

At 0.05 level of significance, the P-value of 0.00 is less than  0.05, and the decision is to reject the H2.  Therefore, the credibility of 

YouTube beauty vloggers has a significant influence on consumer brand awareness.  

The result from the regression analysis is consistent with the study by Nugraha & Setyanto (2018), wherein they postulated that the credibility 
of vlogger has a positive and significant effect on brand awareness. Consequently, their results showed that consumers having a good 

perception associated with the expertise of the vlogger tend to increase their level of brand awareness. Therefore, the use of YouTube online 

vloggers to promote cosmetic brands are seen to have influenced consumer brand awareness due to their trustworthiness and expertise. 

 

CONCLUSION 

Results showed that YouTube beauty vloggers content value and credibility have a positive influence on consumer brand awareness 

towards their endorsed cosmetic products. Well-known beauty vloggers on YouTube turned to be influential online personalities, and they are 

being praised and looked up to by millions of their viewers. Thus, they are considered to be Social Media Influencers (Hearn and Schoenhoff, 
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2016). While Lou and Yuan (2018) said that influencer generated posts’ informative and entertainment value did not significantly affect brand 

awareness, this study revealed that informative and entertainment content value of YouTube beauty vloggers have a significant influence on 

brand awareness. In terms of the informative content, the consumers can easily have a brand recall when the vloggers provide complete details 

such as price and distribution channels and discuss the attributes and benefits of the cosmetic product being endorsed. Likewise, as the content 
provides consumers pleasure and enjoyment, the more it is being effective in establishing an emotional link between the brand message and 

consumer memory. Therefore, beauty vloggers’ content value significantly influences consumers’ brand awareness of a cosmetic product. 

The study also revealed that due to their trustworthiness and expertise, beauty vloggers are seen to have influenced consumer brand 

awareness. An influencer who is regarded as more credible can affect the brand preference and awareness of their target audience more since 
he/she is viewed as someone possessing higher levels of honesty and relevant knowledge and experience. Therefore, beauty vloggers’ 

credibility significantly influences consumers’ brand awareness of a cosmetic product.  

Beauty vlogging continues to be a comparatively new phenomenon that is now increasingly gaining momentum with the industry itself, 

receiving an upward economic turn (Boardman, Henninger, Blazquez & Ding, 2019). 

For beauty vloggers. The research suggests that content value plays a significant role in capturing the attention of their audiences. 

Vloggers must consider to be more informative and entertaining in creating content that can be trusted by the consumers as well as engage with 

their viewers more effectively. 

For Marketing Managers of Cosmetic Products. As numerous social media followers enable influencers to spread various brands’ contexts 
to their followers and generate thousands of leads, followers will be more inclined to buy following a review or recommendation from a trusted 

influencer. Hence, the research findings suggest that marketing managers must identify different branding strategies that can take place through 

vlogs. YouTube beauty vloggers endorsements are perceived to be effective in building brand awareness for cosmetic products. Cosmetic 

brands must strategically partner with beauty vloggers that possess good credibility in terms of sincerity, honesty, knowledge, and experience. 

This will affect consumer learning and thus, subsequent recall for brand-related information. 

Future research may not only investigate the effectiveness of beauty vloggers in building brand awareness toward cosmetic products but 

also further work could be conducted to identify critical boundary conditions or mechanisms of its effects on building brand equity and 

consumer behaviors. Researchers may include other variables that were not used in this study to broaden the scope. Moreover, companies and 
beauty vloggers could be interviewed rather than simply focusing on consumers in order to gain a holistic approach to social media influencer 

marketing. There will be more questions to be examined regarding the effects of social media influencer marketing in light of the dynamic 

interactive advertising landscape. 
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Abstract  

The aim of this paper is to identify the conceptual structure of the field of research through a systematic review. To achieve the proposed 

objective, the database from Web of Science Core Collection (WOS) for the period 1979–2019 were used, and the VOS Viewer software was 

used to conduct a Co-word analysis for a total of 316 collected research papers. The analysis results provide an insight into the nature and 

trends of research on sustainable marketing management. This paper is essential to enhance the understanding of the intellectual structure of the 
field, and can be used to support the identification of new lines for future research. 

 
Keywords: bibliometric analysis; co-word; literature review; sustainability marketing;.WOS.  

 

BACKGROUND 

The escalating concerns towards sustainability issues, also called as green, environmental or sustainable problems, have reshaped 

marketing strategies of business firms worldwide (Cronin, Smith, Gleim, Ramirez, & Martinez, 2011) in which firms are highly motivated to 

take initiatives that integrate sustainability issues into the process and content of their extant marketing strategies. In marketing literature, when 
referring to sustainability marketing, researchers have employed different terms like environmental marketing, ecological marketing, or 

sustainable marketing (Fraj‐Andrés, Martínez‐Salinas, & Matute‐Vallejo, 2009). Nevertheless, these marketing strategies are rather commonly 

referred to firms doing businesses to gain profits (i.e., economic prosperity) while simultaneously avoiding harm to the planet (i.e., ecosystem, 

environmental quality) as well as ensuring social values or responsibilities (Cronin, Smith, Gleim, Ramirez, & Martinez, 2011).  Sustainable 
marketing management therefore can be defined as a process of identifying, planning, and satisfying consumers’ needs in a profitable and 

sustainable way (Fraj‐Andrés, Martínez‐Salinas, & Matute‐Vallejo, 2009). The business philosophy of sustainable marketing management is to 

adapt the business organizations’ behavior towards the social and environmental values and ideals that prevail in today societies.  

Despite a great research attention has been devoted to sustainability marketing management, the exisiting literature is still fragmented, 
inconclusive, and even contradictory to give a comprehensive picture of the research area. Therefore, the paper utilizes the co-word analysis to 

a) explore research themes, b) highlight thematic evolutions, and c) forecast the further research. The paper includes five sections. Following 

the introduction, the methodological approach of bibliographic review, particularly co-word analysis is explained. After that, analysis results 

and discussions are presented. Finally, the conclusion section suggests directions for future research. 
 

METHODS 

To achieve the objectives, the bibliometric analysis supports to identify the journals which are cited the most. Bibliometric analysis 
represents the methodological approach that scholars universally apply for evaluating the research undertaken in so many field (Mutschke, 

Mayr, Schaer, & Sure, 2011). Co-word analysis, in detail, is a content analysis technique that utilizes the words in documents based on 

relationships of  conceptual structures of the domain and links between items in text data (Callon, Courtial, Turner & Bauin, 1983; de la Hoz-

Correa et al., 2018). The issue underlying the method is that the frequency of words co-occurring in documents, it means that the concepts 

behind those words are closely related (Whittaker, 1989; Borner, Chen, & Boyack, 2003). The output of co-word analysis is a network of 

themes and their relations that represent the conceptual space of a field. This semantic map helps to understand its cognitive structure (Borner, 

Chen, & Boyack, 2003). A series of such maps produced for different time periods can trace the changes in this conceptual space (Coulter, 

Monarch, & Konda, 1998). Co-word analysis, in detail, is one type of content analysis applying to document titles, keywords, abstracts and full 
texts in the research (He, 1998). It, through resources to VOS viewer, reveals the characterization of the clusters as noted by counting content 

and words of these journals following. 
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ANALYSIS RESULT 

The research utilizes coword analysis to review published articles about sustainability marketing management from a firm perspective. 
After eliminating the repeating words such as CSR (31) and corporate social responsibility (21), the most frequent topics are Corporate Social 

Responsibilty (84), Performance (78), Financial Performace (70), management (65), impact (47), strategy (43), sustainbility (40) as in Figure 1. 

 

 

 

Figure 1: The frequency/occurance/ total link strength of keywords 

 

 

Figure 2: Coword map for literature on sustainable marketing (with a  minimum number of occurrence of a keyword: 5, then 30 keywords 

meet the threshold) 

 

The most common words appearing in the articles, related to the frequency of occurance, are CSR (84), sustainability (23), market 

orientation (16), green marketing (15), emerging markets (14), sustainable development (11), CSR (10), social enterprise (10), firm 

performance (9), marketing (9), corporate governance (9), corporate sustainability (9), firm value (8), China (8), market value (8), emerging 

market (7), financial performance (7). 
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The size of the nodes on the co-word map suggested that the most frequent topics in the sustainable marketing management. Then, the 

paper higlights 5 clusters (with the minium number of occurance of a key word is 5, 30 keywords meet the threshold) includes 

Cluster 1 (Red): Studies on the determinants of sustainability management (7 keywords) 

The paper compromises keywords including environment(5), innovation (6), market orientation (16), marketing (9), performance (5), 

social enterprise (10), sustainability (23) 

Cluster 2 (Green): The application of stakeholder theory to explain corporate social responsibility (7 keywords) 

These keywords are advertising (5), corporate sustainability (9), CSR(10), firm performance (9), firm value (8), marketing capability (5), 

stakeholder theory (5) 

Cluster 3 (Blue): Sustainable marketing management in China market applied event study (7 keywords) 

These keywords are China (8), corporate governance (9), corporate reputation (6), corporate social responsibility (84), emerging market 

(7), emerging markets (14), event study (5). 

Cluster 4 (Yellow): Sustainable development in India market (5 keywords) 

The cluster inlcudes these keywords such as sustainable development (11), market value (8), financial performance (7), India (6), market 

performance (5). 

Cluster 5 (Purple): The application of CSR in marketing strategy (4 keywords) 

These keywords are green Marketing (15), Marketing strategy (6), Corporate image(5), corporate social responsibility (5). 

 

Table 1: Grouping result from cluster analysis of co-word analysis on sustainability marketing 

Cluster Keywords 

Cluster 1 
environment(5), innovation (6), market orientation (16), marketing (9), performance (5), social enterprise (10), 

sustainability (23) 

Cluster 2 
advertising (5), corporate sustainability (9), CSR(10), firm performance (9), firm value (8), marketing capability (5), 

stakeholder theory (5) 

Cluster 3 
China (8), corporate governance (9), corporate reputation (6), corporate social responsibility (84), emerging market (7),  

emerging markets (14), event study (5) 

Cluster 4 sustainable development (11), market value (8), financial performance (7), India (6), market performance (5) 

Cluster 5 green marketing (15), marketing strategy (6), corporate image(5), corporate social responsibility (5) 

 

DISCUSSION 

This bibliometric review of research on strategic management for sustainability (SMS) examined 316 Journals of Web of Science Core 
collection doumenting the evolution of sustainable marketing management from 1979 to 2019. The various methods of bibliometric applying in 

this paper to highlight the research theme and conceptual trend. This analysis highlights the interpretation of the findings related to 5 clusters. 

Regarding cluster 1- Studies on the determinants of sustainability management, this cluster includes these papers reflecting keywords such 

as sustainability, market orientation, social enterprises, environment. Although this theme is consisting of 7 keywords, the total of frequency of 

keywords in this cluster is lower than that of cluster 3. 

Regarding cluster 2, these papers highlight the application of stakeholder theory to explain CSR leading to firm value in companies. These 

papers imply that Stakeholder theory also addresses company responsibilities toward financiers and suppliers or particular stakeholder (leading 

firm value); while CSR strategy does not emphasize these particular stakeholder groups  

Regarding cluster 3: Studies on sustainable marketing management in China market applied event study.This is the most influential theme 

and also emerging trend in this cluster, based on the number of keywords (7), the number of frequency keywords. Other related keywords in 

this theme include CSR, corporate governance, China, emerging markets. These studies mainly focus sustaianble marketing management in 

emerging markets, especially China, by applying event study.  

Regarding cluster 4:  Studies on sustainable development in India market, these papers emphasize sustainable development in India aims 

to develop not only a response to climate change but also more inclusive growth, which impacts on market value and financial performance of 

companies.  

Regarding cluster 5: Studies on the application of CSR in marketing strategy. This cluster consists the less frequently number of 

occurances, which are associated with green marketing, corporate image related topics. This is the smallest cluster in the co-word map. 

 

CONCLUSION 

The bibliometric analysis (1979–2020) carried in this study allows a significant portion of the literature and the relationships between 

fundamental works in the field of sustainable marketing management to be mapped and summarized. On the basis of Web of Science Core 
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Collection, the first paper appeared in 1979 which is “A three-dimensional conceptual model of corporate performance”, mainly focused on key 

aspects of corporate social performance model including firm social responsibility, social issues and a response philosophy. 

The thematic networks reveal the research on sustainable marketing management tends to be related to corporate governance, corporate 

reputation, emerging market, event study while the key theme occurs in Cowords map related to CSR, sustainability, market orientation. 
Overall, the recent literature emphasizes corporate governance, corporate reputation  in future. The finding is also in-line with the previous 

literature that the sustainability field has been evolved. The SMS evolution started from the ecological/environmental or green movement at the 

strategic, macro-level view of sustainability management  then included issues related to corporate governance, corporate reputation by 

utilizing the event study.  

 

 

Figure 3:  Co-occurring keyword map for Sustainable Marketing management documents. 

 

From the five clusters, based on the number of emerging keywords and co-wording frequency analysis, cluster 3 reveals the significant 

development on the next year because of interest of accademic researchers while the cluster 4 offers a lot of potential rooms for future research. 
However, there are some limitations inculding database (Web of Science Core Collection), the authors’s judgement for definition of each 

cluster and limitation of coword analysis, ohter methods could be combined such as bibliographic coupling, co citation analysis.  
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Abstract  

Indonesia is the second-largest exporter of pepper in the world. In 2019, the contribution of the agricultural sector to GDP is quite large around 

12.72 percent. This is an opportunity for the agricultural sector. As one of the largest coal producers in Indonesia, Berau Coal helps the 

community's economy by developing its agribusiness sector. This is aligned not only to meet the requirements of the mine closure program but 
also to maintain the economy in Berau after the company closed. CSR Berau Coal will develop pepper projects because the supply of pepper is 

quite large. The company buys pepper seeds from pepper farmers. The company tried to diversify its pepper products to find new markets. This 

is expected to keep the economy in the village sustainable. 

This research aims to create a business strategy from the pepper. The external analysis uses PESTEL and Porter's five forces to see market 
conditions. The internal analysis uses STP and marketing mix to determine company resources. This analysis uses primary and secondary data 

such as data from BPS, interviews with CSR and mine closure teams, founders of pepper secrets, spice and medicinal plants research institutes, 

companies in the pepper industry. 

Pepper oil can be used for health and fragrance while pepper powder is used for food. The target market for pepper oil is the natural oil trading 
industry and pepper powder will work with the Village-Owned Enterprises to sell products. This pepper business can become one of the 

economic sectors for the Berau district outside the mining sector. 
 
Keywords: agricultural, business strategy, coal, pepper oil, pepper powder  

 

INTRODUCTION 

PT Berau Coal has been mining coal in Berau Regency, East Kalimantan Province, Indonesia. PT Berau Coal is one of the largest coal 
producers in Indonesia. PT Berau Coal is fully committed to providing the best for the development of potential community resources around 

the mining operations area. PT Berau Coal's community development program consists of four pillars. First, education and knowledge through 

a university scholarship program or known as an EMAS scholarship taken from PT Berau Coal's trademarks namely Eboni, Mahoni, Agathis, 

and Sungkai. The number of recipients of the program is 716 students spread across regional universities or outside Kalimantan. Secondly, 
health and nutrition by conducting Community Health Service programs including free medical examinations and healing. The program was 

conducted in 46 villages and at the end of 2017, 4,465 people have benefited from this program. Third, the environment and culture of PT 

Berau Coal's concern for the preservation of nature and culture in Berau Regency, East Kalimantan, manifested in various activities, such as the 

preservation of Sambaliung Palace, Gunung Tabur Palace and Dayak traditional arts, Kuntaw martial arts programs and strengthening for 
indigenous Dayak Punan Basab tribes. Fourth, social and economic contributions that help empower communities around the mine area in 

economic independence through community small business mentoring programs and several efforts to increase economic capacity and 

governance in the regional area. 

PT Berau Coal helps the community’s economy by developing its agribusiness sector. One of the best agribusinesses that have been done 
by the company is the cocoa project. The cocoa project has become a new alternative work for the community to develop the local economy. 

Many projects have been launched to try new opportunities to follow the success of the cocoa project. These projects such as cattle projects in 

Lati Mine Operation, honey projects in Lati Mine Operation and Binungan Mine Operation, fisheries projects in Binungan Mine Operation, 

citronella, eucalyptus, and pepper in Binungan Mine Operation and surrounding community areas. The projects that have been sold to the 

market are only cocoa and honey, so management is pushing to develop other projects quickly for commercialization. 

Based on pillar number four, CSR PT Berau Coal will develop a pepper project in the market because the supply of pepper in Berau is 

quite large. Pepper seeds from farmers will be processed internally by CSR PT Berau Coal to produce processed pepper such as pepper powder 

and pepper oil. The company will try to produce and sell to the market but it is still in the research stage. Progress of research offers the 
processed products to other companies for research in quality to ensure the quality of products to be released to the market. The company needs 

a business strategy to enter the pepper market. The researcher will contribute to researching the market and developing a business strategy for 

pepper products, both of pepper powder and pepper oil. 
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ISSUE EXPLORATION 

External Analysis 

PESTEL (Politic, Economic, Social, Technology, Environment, Legal). PESTEL model involves collecting and describing information 

about external factors that have, or might have an impact on business. PESTEL analysis is a simple and effective tool used in situation analysis 

to identify key external forces (the level of the macro-environment) that might influence the organization. These forces can create opportunities 

and threats to the organization (Rothaermel, 2017). 

▪ Political Factors 

The Central Statistics Agency (BPS) noted, in 2019 the contribution of the agricultural sector to GDP was quite large at around 12.72%. 

One of the natural resources or leading commodities from the Indonesian plantation sub-sector that has the potential to spur economic 

growth is pepper. The government facilitates pepper exports to new markets to overcome the problem of oversupply. New export markets 

such as Bangladesh, Tunisia, Pakistan, United Arab Emirates, Morocco, and New Zealand can be a solution for Indonesian pepper exports. 

Pepper exports in the form of pepper seeds are still an option for the industry players in Indonesia because there is no downstream and 

upstream policy from the government and no facilities are provided to produce pepper powder and pepper oil. Downstream and upstream 

is important to support local industries to make peppers powder and pepper oil. The government supports the local market by only 
facilitating farmers to produce pepper seeds with a planting innovation called The Innovation on Modification of Agronomy of Pepper 

Shrub Technology (IMTAg-Pepper Pepper Perdu). 

▪ Economic Factors 

Indonesia's GDP growth in 2019 is 5.02 percent and growth in the agricultural sector is 3.64 percent. This is an opportunity for the 
agricultural sector, especially pepper which is included in the seven main agricultural commodities to be boosted in production and 

exports. Indonesia is the second-largest exporter of pepper in the world with a contribution of 12,75 percent after Vietnam with a 

contribution of 38,30 percent (Pusdatin Ministry of Agriculture, 2018). The large supply of pepper in the world makes prices fall and 

farmers become the most disadvantaged party from falling prices. 

▪ Social Factors 

Pepper has many health benefits that have been proven in research at Bogor Agricultural University, where pepper contains a specific 

compound that can prevent premature aging and anti-inflammation. This can be a great opportunity for pepper producers, where people 

start to care about their health and beauty. 

Processed products and derivatives from pepper are things that producers should consider because the social culture of the people in 

consuming agricultural products is increasing. The percentage of sales of herbs and herbal medicines in Gogobli (online health store) 

reaches around 30-40 percent of all sales of medicines and cosmetics. "For the big potential herbal market, because I think people will run 

to herbs. They go back to herbs again, do not want the chemicals," said Gogobli Chief Operating Office, Joe Hansen in Jakarta , (CNN 

Indonesia, 2018). 

▪ Technological Factors 

Technology can provide operational benefits in the production of pepper to get new processed products of pepper with added value. 

Developing humans with technology to improve skills and knowledge. Market penetration can be faster with technology because there are 

no territorial boundaries in the globalization market. 

The Innovation on the Modification of Agronomy Pepper Shrub Technology (IMTAg-Lada Perdu) which was initiated by the Head of 

Balitbangtan Muhammad Syakir. "The application of shrub pepper innovation provides an opportunity to increase land use with maximum 

results, namely through the integration of shrub pepper plants with other compatible commodities so that it can generate substantial 

benefits or added value," said Syakir (Ministry of Agriculture, 2018). 

Shrub pepper cultivation technology has been developed in regencies such as North Lampung, Belitung, Purbalingga, Banjarnegara, 

Banyumas, Sumedang, Ciamis, and Tasikmalaya. Technological innovations in pepper processing machines, such as peelers, threshers, 

dryers, and oil refineries, can increase the value of pepper. the value of pepper is not only in the form of pepper seeds but has become a 

processed product (Dr. Ir. Haryono, MSc, 2014). 

▪ Environment Factors 

Environmental factors in Indonesia that are very influential in the agricultural industry consist of weather, climate change, and 

environmental policies. All of these factors can have an impact on the industry of agriculture such as pepper. The weather in Indonesia can 
be a challenge for the industry of agriculture because this industry is very dependent on natural conditions. The weather in Indonesia can 

change suddenly and very quickly, so farmers can experience crop failure at any time. If crop failure occurs, then the production of pepper 

can be reduced. 

Environmental policies in Indonesia are quite strict but forest fires always occur every year. Change of land from plantation land to houses 
and offices are increasingly out of control. The government must maintain the sustainability of plantation land in many areas for 

agricultural self-sufficiency. Pepper productivity in Indonesia fluctuates up and down, pepper farmers must be assisted by government 

policies to increase their productivity. 

▪ Legal Factors 

Legal factors in Indonesia such as labor law and trading law in the domestic or international market. Labor law in Indonesia is very critical 

in the industry because of several things such as labor minimum wages and labor rights which are always a hot issue every year. 

Trade law in Indonesia refers to Law No. 7 of 2014 concerning trade. In-Law no 7 it is written in chapter 1 article 1 point 14 that reads as 

follows: 
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"Business actor is every individual Indonesian citizen or business entity in the form of a legal entity or not a legal entity established and 

domiciled in the jurisdiction of the unitary state of the Republic of Indonesia that conducts business activities in the field of trade". 

CSR Berau Coal can sell pepper following trade laws. If CSR Berau Coal tries to establish a cooperative, it can get many benefits such as 

facilities, incentives, and much more from the government. It is written in Law no 7 in chapter 10 article 73 which reads as follows: 

(1) The Government and/or Regional Government does the empowerment of cooperatives and micro businesses, small and medium 

enterprises in the Trade sector. 

(2) Empowerment as referred to in paragraph (1) can be in the form of facilities, incentives, guidance technical, access, and/or capital 

assistance, assistance promotion, and marketing. 

(3) Government and/or Local Governments within empowering cooperatives and micro businesses, small and medium enterprises in the 

Trade sector as referred to in paragraph (2) can cooperate with parties other. 

(4) Further provisions regarding cooperative empowerment and micro, small and medium enterprises in the sector Trading as referred to in 

paragraph (1) is regulated with or based on Presidential Regulation. 

Based on PESTEL analysis, where Indonesia is one of the largest pepper exporters, pepper diversification is promising because of its large 

resources. Increased use of agricultural products and also technological innovations are opportunities for pepper oil in the market. Economic 

and social factors are the main focus of Berau Coal's CSR in pepper product development. 

Porter’s Five Forces. An analysis of the five forces helps organizations to understand the factors that affect profitability in a specific 
industry and can help inform decisions relating to whether to enter a specific industry; whether to increase capacity in a specific industry; and 

developing competitive strategies (Porter, 2008). 

▪ Threat of new entrants 

CSR of Berau Coal obtains pepper in the form of raw materials, namely pepper seeds from farmers, after that it is processed in the 
machine to produce pepper powder and pepper oil. If the competitor gets pepper from a farmer and wants to process pepper from pepper seeds 

become pepper powder and pepper oil, investment and knowledge are needed to process pepper seeds become pepper powder and pepper oil as 

CSR of Berau Coal does. This has become difficult for new competitors to enter the pepper and pepper oil markets. 

▪ Threat of subtitutes 

The substitutes of pepper powder as food flavoring can be adapted but the taste cannot be the same because the taste of pepper powder 

cannot be replaced by other spice products. Chili has a spicy taste too but the benefits obtain will be different so it cannot be replaced. The 

substitutes of pepper oils as a mixture for fragrances are difficult to be replaced by other spices because the smell of pepper with other spices is 

different. But the essential oils that are famous for fragrances are patchouli oil. Patchouli oil is the belle of essential oils from Indonesia. 

▪ Bargaining power of buyers 

Local buyers of pepper powder are companies in the food industry, so the type of business is B2B (business to business). Food companies 

that sell packaged pepper powder with brands such as Ladaku, Mamasuka, Koepoe, and many more. The buyers can easily choose the supplier 

of pepper powder because the switching costs are relatively low and oversupply in the market. But mostly the buyers can direct to farmers to 
get pepper seeds and process the pepper seeds with their machine to process pepper seeds become pepper powder after that they will sell the 

final pepper powder product in packaging with the brand to end-users. 

Local buyers of pepper oils are companies in the natural oil trader industries such as Sinkona Indonesia, Indesso Aroma, Haldin Pacific 

Semesta, and many more. They support the pharmaceutical, chemical, and traditional medicine industries and the fragrance industry. 

International buyers of pepper oil and powder are traders of spices on the international market. The majority of pepper products exported 

are pepper seeds. Conference of the International Federation of Essential Oils and Aroma Trading (IFEAT) is held every year. There were 

many suppliers, buyers, and traders meeting at this event. This is an opportunity to enter the essential oil market, especially pepper oil. 

▪ Bargaining power of suppliers 

The suppliers of pepper seeds are pepper farmers. Indonesia is the second-largest exporter of pepper in the world with a total of 

51,771,115.75 kg, so there are very many suppliers of pepper seeds in Indonesia (Ministry of Agriculture, 2020). Current conditions in the 

pepper market are oversupply both in Indonesia and the world because the production of pepper tends to increase but the consumption is stable. 

The farmers have no power to customers because prices tend to fall and the production is large so they have to sell pepper seed quickly. 

▪ Rivalry among competitors 

The pepper powder industry in Indonesia is dominated by food companies such as PT. Motasa Indonesia with brand pepper powder 

namely Ladaku, PT. Jico Agung with the brand of Mamasuka, PT. Anggana Catur Prima with Koepoe brand. Pepper oil is included in the 

essential oil industry which is followed by MSMEs (micro, small, medium enterprises) to supply to the natural oil trading industry such as PT. 

Sinkona Indonesia Lestari, PT. Indesso Aroma, PT. Haldin Pacific Universe. 

Based on interviews with the Spice and Medicinal Plants Research Association, competition in the market for pepper powder and pepper 

oil is not good enough because pepper seeds already have a sale value without the need to be processed into pepper powder or pepper oil. 

Based on the analysis of Porter's five forces, pepper oil still has few competitors in the industry because it requires a quite big investment, 
and also the manufacturing process is quite complicated. While pepper powder has many competitors from big companies in the food sector. 

But the demand for two products derived from pepper seeds is still small compared to the pepper seeds, where the pepper seeds already have 

value without having to be processed into derivative products such as oil and pepper powder. 

 

Internal Analysis 
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Segmentation 

Based on interviews with Mr. Irfan as CSR staff and Mrs. Siti as mine closure specialist, the current segmentation is the domestic market 

because it is still limited to local businesses of pepper oil and pepper powder products. But communication has also been opened with BUMK 

(Village-Owned Enterprises) in Berau Regency. The industry will be entered is the food and beverage flavoring industry because these two 
products are spices used for food and beverage flavoring. Then for pepper oil is also entered into the natural oil trading industry that supports 

the fragrance industry because the aroma of essential oils can be used for perfume and aromatherapy, and also for the pharmaceutical, 

chemical, and traditional medicine industries. 

Table 1. Segmentation of Pepper Product 

 

Targeting 

CSR Berau Coal has two products in different market segments according to the target market in the table above, then the patterns are 
selective specialization. Based on information from the interview and segmentation stages, the target market is only focused on pepper oil. 

Pepper powder of CSR Berau Coal is not pure powder because this powder is waste from distillation. CSR Berau Coal must focus on its main 

product, pepper oil, and the second product is pepper powder. Nowadays in the pandemic, awareness of health increases so that people 

consume vitamins and supplements. CSR Berau Coal will enter the natural oil trading industry that supports the pharmaceutical, chemical, and 

traditional medicines and fragrance industries because of the need for a refining process before entering the final industry. 

 

Table 2. Targeting of Pepper Product 

 

Positioning 

Positioning is the brand image of the product or service to the target market. the position of the product or service that is unique and 

different from other products, which makes the target market buy it. The positioning of pepper products is quality-oriented with standards from 

trusted parties. This is a product branding from CSR Berau Coal. Customers can get benefit from this product because the quality is good. 

Marketing Mix 

The marketing mix is one of the marketing strategy tools for organizations reaching the target markets. The marketing mix proposed by  E. 

Jerome McCarthy is one of the most accepted marketing frameworks in the world. The marketing mix consists of "the seven P’s" namely, 

product, price, place, promotion, people, process, physical environment (McCarthy, 1964). 

▪ Product 

Product of pepper from CSR Berau Coal is pepper powder and pepper oil. All of this pepper is processed from white pepper. Pepper 

powder is packed in plastic packages and pepper oil is packed in a 30 kg drum. The quality of CSR Berau Coal’s pepper powder meets the 
minimum standard of pepper powder in Indonesia. The results of this test were carried out in the laboratory of herb and medicinal plant 

research centers released by the National Accreditation Committee. The quality of pepper oil from CSR Berau Coal meets the minimum 

standards tested by PT. Sinkona Indonesia Lestari. 

▪ Price 

The price of pepper products from CSR Berau Coal is quite affordable. The price of pepper powder is around Rp. 45.000-55.000 per kg. 

Then for pepper oil, potential customers (Sinkona Indonesia) offer a price of Rp. 1,200,000 per kg. 

▪ Place 
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The location of Kemas House is quite strategic because it is located in the center of the city of the Berau District. This location close to the 

airport, center of government, and shopping center. Shipping from Berau to Java and vice versa takes about five days by air transportation and 

costs around Rp. 50,000 / kg. Then for a combination of land and air transportation takes about two weeks at a cost of around Rp. 7,000-9,000 / 

kg. After the pepper oil is ready to be sent, customers can get pepper oil around one to two weeks. 

▪ Promotion 

The sales promotion for pepper products of CSR Berau Coal still uses a door-to-door system with e-mails, phone calls, and directly visited 

the factory. So far the promotion for pepper powder such as contact by email to Ladaku and followed up by chat with the person in charge of 

Ladaku, while for pepper oil promotion is more than just communication but has reached the stage of sending samples by post to Sinkona. 

 

▪ People 

▪ Pepper powder and pepper oil are product initiatives from the CSR department to help pepper farmers in assisted villages. CSR 

department collaborates with the Mine Closure department because the Mine Closure department must restore the mining area by 
maintaining the economic sustainability of the surrounding community, one of which is the development of pepper products. The people 

from the two departments responsible for this project are Mr. Irfan and Mrs. Siti, where they are supervised by their respective superiors. 

The current stage is still under research and two people in charge of the two departments can handle it from the production process to 

marketing until the product is launched by management. 

▪ Process 

The process of processing pepper seeds into pepper powder and pepper oil as follows: 

-             First, the pepper seeds are ground in a grinding machine and the result is powder. 

-             Secondly, the powder is weighed and taken as much as 12 kg. 

-             Third, the powder is ready to be heated in a distillation machine for up to three to four hours. 

-             Fourth, pepper oil flows out of the machine into the prepared container and finally for the pepper oil to be stored in a warehouse. 

While to get the pepper powder are as follow: 

-             After the distillation process is complete, the powder in the machine is taken out. 

-             The powder is dried and filtered. 

-             The result of drying and filtering is pepper powder of CSR Berau Coal and stored in a warehouse  

Based on an interview with Mrs. Siti, the process of processing pepper oil is quite complicated because many steps require detail and take 

a long time to get pepper oil. After all, the processing is complete, pepper powder and pepper oil are packed. Pepper powder is packed in 

plastic packages and pepper oil is packed in a 30 kg drum. Finally, the product will be sent by land or air transportation to the customer. 

In another process, before sending products to customers, CSR Berau Coal will follow the screening process as a supplier of pepper oil to 

customers. This type of business is business to business. Customers conduct screening processes such as testing samples, checking their 

needs, and negotiating prices. After the agreement, pepper oil will be sent to customers by land or air transportation depending on the 

agreement. 

▪ Physical Environment 

The current condition is the existence of a physical office, which is the Kemas House to display all Berau Coal CSR products. All products 

involve local communities in several assisted villages in the Berau area. But not only on display at Kemas House, products that have been 
launched to the public can also be seen at the Berau Coal headquarters in Tanjung Redeb and the Jakarta office at Sinarmas Land Plaza. 

Pepper products will be launched and displayed after the research is done. 

 

SWOT (Strength, Weakness, Opportunity, Threat) Analysis 

Strengths 

CSR Berau Coal has several assisted villages in Berau, pepper seeds as raw material for pepper powder and pepper oil are obtained from 

assisted village farmers in Berau. This is a strong position fo CSR Berau Coal because the supply of pepper seeds is guaranteed. Pepper oil has 

been tested by potential buyers, Sinkona Indonesia and the quality of pepper oil meets the minimum standards for the supply. 

Weaknesses 

Buyers of pepper oil are natural oil trading companies, so the type of business is business to business. where this type of business is quite 

difficult because companies buy with rationality and go through several screening processes. Pepper powder of CSR Berau Coal is not pure 

powder like pepper powder on the market. Pepper powder of CSR Berau Coal is material for the distillation process to obtain pepper oil, so it 
can be called waste from the distillation process. Lack of sales promotion of pepper powder and pepper oil conducted by CSR Berau Coal. 

Promotions are still carried out using a door-to-door system, so the progress of product research in the market is still stagnant. 

Opportunities 

Indonesia is the second-largest exporter of pepper in the world. This is an opportunity for CSR Berau Coal to diversify products. CSR 
Berau Coal has pepper powder and pepper oil products. This is in line with government campaigns for diversification. (Pusdatin Ministry of 

Agriculture, 2019). The pharmaceutical, chemical, and traditional industries in Indonesia increased by 9,47 percent in 2019. CSR Berau Coal 

can enter the natural oil trade industry because the natural oil trade industry will support the pharmaceutical, chemical, and traditional 
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industries with a blue ocean strategy to become the sole supplier of pepper oil. The regulation for selling pepper it very easy, referring to Law 

No. 7 of 2015 concerning trade. CSR Berau Coal can sell pepper powder and pepper oil directly to customers or establish a cooperative to get 

many benefits such as facilities, incentives, and many more from the government. The condition of pepper seeds is oversupplied in the market, 

so this is an opportunity for CSR Berau Coal to get pepper seeds and process them into pepper powder and pepper oil. There are not many 
competitors in the pepper oil market, this can be an opportunity to become a leader in this market. This is because the process of making pepper 

oil requires a large investment both in money and knowledge. 

Threats 

Forest fires always occur every year in East Kalimantan, this is a threat to the survival of pepper plantations. No upstream and downstream 

policy from the government on pepper can be a threat to CSR Berau Coal, because the road map for selling pepper powder and pepper oil is not 

clear. The market for pepper powder and pepper oil is not large enough because pepper seeds already have a sale value without the need to be 

processed into pepper powder or pepper oil. Pepper powder and pepper oil are derivatives of pepper seeds. 

 

 

Root Cause Analysis 

Based on the external analysis, pepper powder has a good market despite having to compete with big companies in the food sector such as 

Ladaku, Mamasuka, Koepoe. Collaboration with BUMK (Village-Owned Enterprises) can be carried out to supply pepper powder in East 
Kalimantan, especially Berau District. But this product is not pure pepper powder, the quality is not too good. The general process for getting 

pepper powder is by grinding pepper seeds in a grinding machine and then filtering them to get the best powder form and ready for sale. While 

at CSR Berau Coal, pepper powder is obtained from the waste refining process of pepper oil. Where the shape and color have changed. The 

CSR and Mine Closure team want to become suppliers of pepper powder to food companies, CSR Berau Coal is also not ready to create its 

brand to directly sell pepper powder to the public. 

While in pepper oil, based on external analysis the market is not large enough with few competitors and small demand. But the quality of 

pepper oil is good even though the process is quite complicated. Pepper oil is a superior product of the CSR team and Mine Closure. Pepper oil 

is projected to penetrate the natural oil trading market. 

 

EXISTING OR PROPOSED PRACTICES 

PT Berau Coal's current CSR practices in the pepper area are good but that is not enough. The development of pepper oil products as the 

main product and pepper powder as the second product requires a business strategy to help the economy of the villagers included in the Berau 

Coal CSR program. The proposed business strategy for pepper oil is making pepper oil in drum packs to target the natural oil trading industry. 

While the proposed business strategy for pepper powder is to work with village-owned enterprises in making pepper powder which will then 
use local brands from village-owned enterprises to be sold to communities in the Berau Regency. Improving the quality of pepper powder 

which is a waste from the process of refining pepper oil must be done by mixing existing pepper powder with other pepper powder. 

 

ANALYSIS OF PRACTICES 

The toughest challenge of selling pepper oil is shipping from Berau to the place of customers whose majority of the target market is on the 

island of Java. Where the costs incurred are quite big and the time spent is quite long. This becomes a challenge for CSR Berau Coal to be able 

to attract customer interest and also to get profit so that the economy in the village can be sustainable. Pepper powder also has quite a 

challenge, where the quality of the pepper powder must be able to match the existing pepper powder on the market to become the choice of 

pepper powder for customers in the Berau district. 

 

CONCLUSION 

The conclusion of the development of pepper oil and pepper powder is that it is necessary to make a business unit that focuses on the 
business of pepper both oil and powder so that the community benefits from the sustainability of the Berau Coal CSR business. This pepper 

business can become one of the economic sectors for the Berau district outside the mining sector. The importance of maintaining the 

sustainability of the community's economy after mine closure. 
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Abstract  

This study examines the literature on the capability of Malaysian Small and Medium Enterprises (SMEs) in the manufacturing sector as they 

have to pursue and develop eco-innovation to sustain the business performance in their organization. Eco-innovation is important because it 

creates new ideas, products, processes, and behavior that can yield positive benefits to the environment in line with the impact to business 

performance within the organization. It also encourages individuals to be responsible in their actions to minimize environmental damage and 

maximize the effectiveness of the organizational sustainability strategy. This study primarily adopts the resource-based view and propose a 
conceptual framework to identify the drivers of eco-innovation such as eco-product innovation, eco-organization innovation, eco-process 

innovation, and eco-marketing innovation. This study will employ a qualitative research methodology and through interviews with 14 SME’s 

owners in Malaysia. The findings shall provide valuable insights on eco-innovation drivers that applicable for organizations to sustain their 

business performance. The direction for future research is also discussed to demonstrate the potential of this topic to be explored. 

 

Keywords: Sustainability, Business Performance, Small, and Medium Enterprises (SMEs), Eco-innovation, Competitive Capability  

 

BACKGROUND 

Sustainability is an important role in the managerial trend nowadays, particularly for contemporary organizational strategy. In this new 

century, the managerial framework of sustainability becomes the central role for organizations to create more innovations (Dubey et al., 2017). 

A new development of sustainability strategy is embedded in various aspects such as economic, social, technological, environmental 
dimensions, and political (Liboni, Jabbour, Jabbour, & Devika, 2016). Besides that, sustainability adoption is a difficult task for small and 

medium-sized enterprises (SMEs) due to the lack of resources and other market issues. The challenges and barriers adversely affect the 

business performance of SMEs around the world.  

However, the Malaysian government has provided various assistances and alternatives such as workshops, incentives, and schemes to 

encourage the development of the nation’s economy so that a lot of people will be interested to venture into entrepreneurship especially among 

the SMEs sector in Malaysia (Singh & Hanaf, 2020). The implementation of sustainability concept also possesses a greater chance to succeed 

along with its awareness and widespread in numerous disciplines and people across the world. According to Razali, Yunus, and Zainudin 

(2017), there is an industrialization process that began at the Europe and USA and this process quickly spreads to other countries to achieve 
good economy country status. Sustainability reporting has become one of the world trends and servers as a challenge for organizations in recent 

years. Besides, Southeast Asian countries such as Malaysia, Indonesia, Philippines, Singapore, and Indonesia are also concern about developing 

and achieving the sustainability process. Sustainable development is among the biggest environmental consideration and it has been accepted 

by many parties such as organizations, businesses, governments, and individuals. Due to these facts, it is important to emphasize sustainability 
adoption via eco-innovation to encourage and sustain the business performance of SMEs within Malaysia. Therefore, this study aims to provide 

the foundation for the study of eco-innovation capabilities factors to enhance the business performance in Malaysian SMEs through a 

comprehensive literature review. 

 

LITERATURE REVIEW 

Resource-Based View Theory (RBV) 

 The resource-based view (RBV) is a managerial framework used to determine the most suitable strategy in managing the resources in 
a firm to achieve sustainable competitive advantage and concerned with the connection between internal resources, strategy, and the 

performance of the firm (Wernerfelt, 1984; Kiiru, 2015). Most SMEs use the RBV framework in formulating their business strategy to gain a 

more sustainable competitive advantage. The RBV concepts allow SMEs to understand the strategic management of resources that assist the 

firms to remain in the market and survive in the long run. Resource alone is not sufficient to support and build competitive advantages. Hence, 
firms need a lot of capabilities to allow for better usage of available resources in the future to avoid a waste of resources. Kamasak (2015) 
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reports a positive relationship between innovation-related constructs and innovation performance by using the RBV theory to explain the 

performance in organizations. Besides that, Aziz and Samad (2016) also adapted RBV theory to measure the significant influence of innovation 

towards the competitive advantage within the food manufacturing SMEs in Malaysia. This indicates that the majority of researchers have 

applied and expended the RBV theory in their studies in proving the positive relationship between their dependent and independent variables.    

 

Sustainable Business Performance 

An excellent business environment often originates from the increasing number of employees, customers, and suppliers. The current 

developing world requires firms to face the reality and need of achieving optimal business performance within their organization. Every 

business organization focuses on business performance as the concept determines whether its business is worked well or otherwise. 

Performance is a concept related to a firm’s survival and success in the market areas that they decided to venture. Performance management, 
target setting, and training are the practices that corporates of all sizes should apply to see the positive return or impact from their 

implementation (Forth & Bryson, 2018). Božič and Cvelbar (2016) suggest that several field-works measure business performance in many 

sectors. Business performance is commonly measured using two tools of subjective and objective that can be implemented simultaneously. 

According to Vij and Bedi (2016), subjective business performance uses primary data to develop research while objective business 

performance uses secondary data to measure and complete the research.  

Objective measures are easier to be handled and administered as compared to subjective measure as researchers tend to spend a lot of 

attention to avoid releasing private and sensitive information from the secondary data (Dawes, 1999). The objective tool is also used to measure 

the percentage of profitability and sales growth of the respective firm. In this regard, the manufacturing quality will increase if the firm owners 

develop both objective and subjective tools including financial and non-financial measures (Stede, Chow, & Lin, 2006).   

Meanwhile, the subjective measure is capable to make cross-industry comparisons such as different cultures, economic conditions, time 

horizons, and different types of industry (Dawes, 1999; Michael Song et al., 2005). However, the subjective measures may sometimes lead to 

several issues such as common sources bias and supervisor bias (Stede et al., 2006). In the real business world, there are numerous challenges 
that SMEs need to face related to the firms’ financial performance. Zulkiffli (2014) suggests that subjective measurement for business 

performance is slightly difficult for SMEs as they need to gather all financial data and information. Furthermore, the subjective measurement 

used to have a strong relationship with firms to increase business performance in the industry (Dawes, 1999). In addition to that, Dawes (1999) 

also describes that the term “subjective” is used to measure the business performance of a firm as compared to others competitors using a scale 

with anchors like “much lower” to “much higher” or “very poor” to “very good”. 

 

Eco-innovation Capability 

Eco-innovation is a new process and product that provides customers and businesses with numerous values while having the capability to 

decrease environmental impact. There is still limited research on eco-innovation in the context of manufacturing SMEs. According to 

Hemmelskamp (1997), Rennings (1998), Weng and Lin (2011), and Doran and Ryan (2014), eco-innovation is a strategy or firm plan to 
develop new ideas, products, processes, and behaviors that provide benefits and values to the customers, clients, and business with positive 

impact to the environment to achieve ecological impact related to sustainability. Eco-innovation portrays positive benefits and impact to the 

environmental products or services and improves the environmental performance. Eco-innovation also can be the creation of a novel to 

determine the goods, services, systems, and processes that can satisfy human needs and wants. This is determined by their characteristics to 
reduce environmental impact and encourage society to develop and maximize sustainability within the environment and nature. Organizations 

that implement eco-innovation should be involved with numerous programs for them to learn new techniques and strategies linked with the 

organizational system to consume economic sustainability (Brasil et al., 2016). 

Manufacturing firms need to produce quality and high production output in the form of products or services to sustain in the market and 
compete with other competitors within the same industry. For this purpose, firms need to develop new products or services that are less harmful 

to the environment and correspond to the current trend and situation. According to Klewitz and Hansen (2013) and Keshminder and Chandran 

(2017), eco-product innovation can develop clearer products that encourage eco-efficient which have lower emissions when implemented by 

the end-users. Such sufficient innovation can increase the level of competitive advantage because eco-efficient is known as one of the 

environmental performances for products or services to become stronger against competitors (Islam, 2018). 

Meanwhile, organizations with effective operation can improve their cost efficiency, financial statement, and productivity of employees 

compared to other competitors. Keshminder and Chandran (2017) state that eco-organization innovation can use a formal system of 

environmental management such as ISO 14001, and Environmental Management System (EMAS) as their measurement tools to report about 

the companies. Besides that, eco-organizational is innovation also defined as an organization that needs to create a good team that can lead to 

environmental sustainability management. Eco-process innovation is also an improvement in the production process that implements changes 

that may alter the way products are manufactured by the firm (Cheng, Yang, & Sheu, 2014). In the same context, eco-process innovation also 

can modify an organization’s system or processes operation that can decrease the cost of production, reduce environmental impact, and 
improve the efficiency of eco-product (Negny, Belaud, Robles, Reyes, & Ferrer, 2012). Finally, the innovation paradigm of marketing focuses 

on what marketers do in holding their responsibilities of guiding innovations. It develops and explores new marketing procedures to generate 

growth and profits through a planned set of activities (Levitt, 1960). Since marketing innovation covers the entire function of marketing, as 

well as its organization and management, it is required to exploit the concept to develop a productive problem-solving approach and produce an 

excellent marketing decision. 
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Competitive Capabilities 

Most studies in competitive capabilities are linked with performance and lead by Western countries to become one of the developed 
countries in the world (Ho et al., 2016). Nor Aziati and Rosmaini (2014) report that the relationship between competitive capabilities and the 

business performance of SMEs in the manufacturing sector is strong and can further develop the performance of the economy. Schoenherr et al. 

(2012) investigate the influence of competitive capabilities in developed, developing, and less developing countries while offering guidance on 

how to manage the suitable capabilities in each of the countries. Managers need to understand the capabilities of their firms to achieve business 
objectives and goals. In order to increase their business performance, companies need to access and apply different improvement methods and 

actions (Smajlovic, Umihanic, & Turulja, 2019). Ali, Sun, and Ali (2017) also note that SMEs need to rethink, reshape, and re-evaluate their 

existing competitive capabilities and sources to promote a significant increase in competitive pressure and develop an environmentally-friendly 

innovation as the main tools in determining organizational innovation. Plus, the capability is considered as valuable as it provides numerous 
advantages towards growing competitiveness in long term sustainability. Atalay, Anafarta, and Sarvan (2013) found that companies with 

different types of technological capabilities have a set of benefits, values, and advantages as these are rare and difficult to be copied and 

imitated. Interestingly, most researchers include capabilities to contribute positive business performance with quality, delivery, flexibility 

manufacturing activity, product innovation, and cost or price (Ho et al., 2016; Omar, 2018). 

 

METHODOLOGY 

Research Design  

Considering that most SMEs in Malaysia is still lacking with the innovation that focuses on sustainability, this study aims to investigate 

how firms use eco-innovation capabilities to sustain their business performance. The qualitative method will be employed in this study as the 

research question is formulated using the “what”, “how” and “why” questions which help the researcher to focus on the research objectives. 

 

Focus Group 

Focus group is a popular and useful method to investigate complex behavior as it allows researchers to have direct and face-to-face 
interaction with participants. A focus group refers to an activity that gathers people into groups that creates an environment that is suitable and 

conducive to gather spontaneous expressions from the participants (Freitas et al., 1998). Such a method serves as an appropriate technique to 

discuss specific topics with the aim of drawing and sketching from the complex personal experiences and attitudes of the participants through 

the interview session (Hayward, Simpson, & Wood, 2004; Morgan, 1996). Therefore, this study will interview a focus group that consists of 
owners of SMEs in Malaysia. The focus group will facilitate the gathering ideas from the respondents and elicit further clarification about the 

contribution in adopting and implementing eco-innovation from the production process of their firms.   

 

Interview 

Interviews have different forms for the data collection processes and methods. This process requires an interaction between a researcher 

and participant. In this study, interview will be conducted to describe and understand the meaning of main themes that will be identified by the 
respondents. There are three types of interviews which are unstructured, structured interviews, and semi-structured interviews. This study will 

employ semi-structured interviews to elicit the necessary data from the owner of SMEs owners in Malaysia. The objective of the interview 

session is to collect their opinions towards that eco-innovation capability in sustaining the business performance of Malaysian SMEs. The semi-

structured interview shall provide the researcher with the opportunity to probe the subjects in greater depth to gain more in-depth details from 

the respondents. It also allows the different perceptions from various groups to be examined in greater detail that will help the researcher to 

determine the types of innovation used by Malaysian SMEs.  

For this purpose, the interviews questions will be divided into two main categorises. The first category requires the SMEs owners to 

introduce and explain their understanding in defining eco-innovation while the second category focuses on the relationship between eco-
innovation in sustaining the business performance of the SMEs. These questions will be in the form of open-ended question to provide an 

opportunity for the respondents to share and describe their opinion in more detail. Each interview will begin with an introduction that elicits 

about the educational background and experience of the respondents and the researcher will divert the discussion according to the questions. 

However, the researcher will avoid form restricting the interview questions according to the format for the purpose to get the real feedback 

from respondents to answer the research objectives of this study.   

 

CONCLUSION 

The objective of this study is to review the literature on key attributes of eco-innovation capability among SMEs in Malaysia. The research 

will comprise respondents from all 14 states in Malaysia. This study will scrutinize the existing literature on the capability of eco-innovation to 

sustain business performance within organizations. The future study has to interview SMEs owners that represent the 14 states in Malaysia to 

determine the key attribute of eco-innovation capability. Also, the future study needs to ask respondents regarding their ideas on such capability 
towards the sustainable business performance of their respective. Nevertheless, several limitations are expected particularly the COVID19 

pandemic that poses a negative impact on the economy and all industries across the globe. The Movement Control Order (MCO) implemented 

by the Malaysian government also affects the implementation of the research activities according to the original timeline. This study shall 

provide valuable insights into the capabilities of the firms in developing innovations for them to become competitive with other competitors. 
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Abstract  

As time goes on, there is a new phenomenon on digital marketing called Virtual Influencer, a non-human made by Computer Generated Image 

(CGI) with a persona that resembles influencer behavior. It shows that the market for a virtual influencer is significant, and many brands trust 

virtual influencers to cooperate. However, there are some problems due to the non-existence of virtual influencer and how humans still desire 

their authenticity since trust is a major pillar for influencer marketing. Consequently, the research's objective is to identify the relationship 
between parasocial interaction with the source of credibility and virtual influencer acceptance on Indonesia's virtual influencer and define the 

marketing strategy recommendations that will be suitable for Indonesia's virtual influencer to increase the credibility value and parasocial 

interaction quality. This study using an online survey to gain insight into their parasocial interaction with the virtual influencer, and it is relation 

with virtual influencer acceptance and source of credibility. Then use PLS-SEM to analyze the relationship between the variables. The result 
indicates that there are relationships between parasocial interaction with the source of credibility and virtual influencer acceptance on 

Indonesia's virtual influencer and influence each other. 

 
Keywords: Indonesia's Virtual Influencer, Source of Credibility, Parasocial Interaction, Virtual Influencer Acceptance 

 

BACKGROUND 

An Influencer is a person that has the power to influence other people's purchasing decisions due to their power and relationship with their 

viewer (Gashi, 2017). This interpersonal relationship between an Influencer and the consumer media in the form of one-sided contact can be 

categorized as a Parasocial Interaction (Ward, 2016). As time goes on, since 2016, there is a new phenomenon called Virtual Influencer, a non-
human made by Computer Generated Image (CGI) with a persona that resembles influencer behavior such as daily life post and others(Molin, 

2019). The virtual influencer phenomenon has brought the new media of marketing strategy. Virtual influencers are gaining more attention and 

have exciting potential for digital marketing, followed by the advantages for the appearance and personality that can be adjusted depending on 

the industry to be targeted (Dodt, 2020). However, the challenge of virtual influencer itself is that they lack authenticity due to their non-

existence, while people still desire authenticity from them (Bradley, 2020; Dodt, 2020). Since trust is a significant pillar of influencer 

marketing, this reveals some challenges for marketers to implement this new promotional activity. 

Later, it was found that to obtain people's approval, a robot must meet people's social-emotional needs (Stock & Merkle, 2018). 

Furthermore, the technology acceptance model can determine the acceptance and adoption of new technology for people (Li & Yeh, 2010). 
According to (Molin, 2019), the acceptance of the robot itself has close relations with the source credibility. Furthermore, source credibility is 

crucial for developing positive parasocial interaction on social media between followers and influencers (Chung & Cho, 2017). While, (Molin, 

2019) research shows that virtual influencer acceptance leads people to the credibility of the virtual robot and the credibility itself positively 

affect parasocial interaction with a virtual robot. However, it is uncertain how the virtual influencer acceptance in virtual influencers case could 
possess source credibility through this facilitate Parasocial Interaction (PSI) as there is still a lack of studies on this topic, especially in 

Indonesia, one of a country that has several virtual influencers. In order to fill the study void on this phenomenon, this research investigates the 

Parasocial Interaction (PSI) of virtual influencers on Instagram in Indonesian consumers and its relations with the source of credibility and 

virtual influencer acceptance. By enable to define which credibility factors that facilitate parasocial interaction and its association with virtual 
influencer acceptance with a virtual influencer, it can develop the marketing strategy for Indonesia's virtual influencer to increase their 

credibility value. 

 

LITERATURE REVIEW 

Influencer & Influencer Marketing: According to (Laura, 2018), influencers have access to a broad audience, can persuade others, and 

can create trends because of their authenticity by building their credibility value, with tendencies of parasocial interaction, in a specific 

industry.  
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Virtual Influencer Acceptance: According to the research by (Wirtz et al., 2018), virtual influencers can be categorized as virtual robots 

because they have four functionalities such as holograph-, video-, voice- and text-based functionalities. Virtual influencer characteristic is that 

they are monitored and produced by copywriters, designers, and programmers(Torossian, 2020). 

H1: Virtual influencer acceptance has a significant positive correlation to source credibility 

Perceived Humanness: According to (Rau, Li, & Li, 2010), humans appear more to associate with human-like robots. Human-like robots 

attribute on a certain level positively influence trust (Tinwell, Grimshaw, & Williams, 2011). 

H1 A: Perceived Humanness has a significant positive correlation to source credibility 

Perceived Social Interactivity: According to (Wirtz et al., 2018), robots' acceptance depends on their social capacity to adjust and 

conform to the needs and desires of humans in interaction.  

H1 B: Perceived Social Interactivity has a significant positive correlation to source credibility 

Perceived Social Presence: According (Lee, 2004), social presence defines as "a psychological state in which virtual (para-authentic or 

artificial) actors are experienced as actual social actors in either sensory or non-sensory ways.  

H1 C: Perceived Social Presence has a significant positive correlation to source credibility 

Perceived Usefulness: Perceived Usefulness is described as the degree to which a user believes that using a particular system will 

improve the output of her performance, which positively impacts the user's intention to use that system (Chen & Kazman, 2007).  

H1 D: Perceived Usefulness has a significant positive correlation to source credibility 

Source of Credibility: Source credibility is crucial for developing positive parasocial interaction on social media between followers and 

influencers (Chung & Cho, 2017). 

H2: Source Credibility has a significant positive correlation to Parasocial Interaction 

Trustworthiness: The research by (Lou & Kim, 2019) found that the entertainment value of influencer trustworthiness is positively 

related to the perceived parasocial relationship between adolescent followers and their favorite influencers.  

H2 A: Trustworthiness has a significant positive correlation to Parasocial Interaction 

Expertise: The research by (Breves, Liebers, Abt, & Kunze, 2019) shows that influencer's expertise positively affects the effectiveness of 

advertising and image of the influencer who has a low level of parasocial. relationship 

H2 B: Expertise has a significant positive correlation to Parasocial Interaction 

Attractiveness: Research by (Li & Yin, 2018) found that the attractiveness of influencers is positively increasing the effectiveness of 

activating a low level of participation. 

H2 C: Attractiveness has a significant positive correlation to Parasocial Interaction 

Similarity: According to (Aral, Muchnik, & Sundararajan, 2009), the definition of similarity or influencer homophily is the level to which 

communicating people are similar in faith, education, social status, and eagerness. 

H2 D: Similarity has a significant positive correlation to Parasocial Interaction 

The following Time: According to (McGrath, 1991) regarding Time Interaction Process (TIP), time plays a significant role in community 
processes and success determinations. They indicated that the role of the context and patterns of past actions as parties interacts over time to 

model how the effect of the antecedents of trust evolves over time. 

H3 A: Following time has significant positive correlation as moderator of Virtual Influencer Acceptance to Source Credibility 

H3 B: Following time has significant positive correlation as moderator of Source Credibility to Parasocial Interaction 

Parasocial Interaction 

The parasocial interaction between the influencer and their followers happened and connected in a virtual world, they can interact by the 

comment, like, and photo post share about the latest information such as experiences and schedule(Beatty, 2006). 

Researchers use a framework (Figure 2.1) in this research, which consists of variables that correlate with parasocial interaction on 

Instagram with the virtual influencer. 

. 

Figure 2.1 Conceptual Framework 

 

METHODS 
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This research uses a quantitative approach which is an online survey that consists of open answer questions and questionnaire to the 

followers of Indonesia's virtual influencer that already following them for minimum six months to gain an insight about their parasocial 

interaction with the virtual influencer and it is relation with virtual influencer acceptance and source of credibility. The open answer data were 

analyzed using open coding. In contrast, the questionnaire data were analyzed using SEM-PLS, particularly valuable for exploratory research 
purposes that are simultaneously data-rich and theory-skeletal (Lohmo¨ller & Wold, 1980). Researchers use non-probability sampling because 

the researcher does not give all individuals from the population equal chances of being selected. Therefore, researchers use judgmental 

sampling. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The researcher conducted an online survey that consists of open answers and questionnaire questions type to 220 respondents. 

Behavioral Analysis 

The experiences of following Indonesia's Virtual Influencer Compare to Human Influencer 

Compared to the human influencer, the result shows that most respondents experience unique feelings and find out the creative things 

from the virtual influencer, which is more interesting, and some of them feel they have no different experiences. It is contrary to research 

by(Wirtz et al., 2018), that consumers will be doubtful if they found out that the one they interact is a robot. 

The benefit of following Indonesia's Virtual Influencer 

The result shows that most of the respondents found Indonesia's virtual influencer gave them insight, entertainment, and awareness of 

technology advancement. The result is in line with the research suggestions (Yuan, Kim, & Kim, 2016), They stated that those users of social 

media who have selected to use the medium for relationship building and entertainment are more likely to shape high PSI with peer endorsers. 

Interesting things of Indonesia's Virtual Influencer 

The result shows that even though the influencer is virtual, but this virtual thing made the virtual influencer itself unique and can be 

categorized as creative. Furthermore, interesting content and human activities of the virtual influencer means most respondents preferred the 

content that is look-alike with their activities than not. These findings aligned with the research by (Molin, 2019). It stated that consumers are 

more likely to engage with virtual influencers with a more robust human presence in terms of appearance and lifelike behavior. 

Negative things of Indonesia's Virtual Influencer 

The result indicates that the needs of authenticity from an influencer for humans is crucial. It is in line with earlier studies by (Dodt, 2020) 

the challenge of virtual influencer itself is they lack authenticity due to their non-existence while people still desire the authenticity from them. 

The future opinion of Indonesia's Virtual Influencer 

it is found that most of the respondents said it because of the creative and useful content, unique and still rare, technology is increasingly 

developing. This finding aligned with the research result by (Ramzan, 2019) who stated that there is a positive relationship between content-

based social media marketing such as Informational content and interactivity to customer engagement and customer trust.  

Recommendations towards Indonesia's Virtual Influencer 

The result findings show that most respondents recommend Indonesia's virtual influencer to create better, positive, and more varied 

content, improved visual editing and technology, and create Indonesia's local content. For the findings "Improved visual editing and 

technology", it is in line with the research by (Tinwell et al., 2011) with the findings "a more human-like robot is preferred in interaction". It 

indicates that most of the respondents prefer to interact with virtual influencer with human-like appearance than not. 

Figure 4.1 SEM-PLS Result 

 

Perceived Humanness has a significant positive correlation to Source Credibility 

The hypothesis for the relationship between perceived humanness to source credibility is accepted. This finding supports the research by 
(Rau et al., 2010), who stated that humans appear to be more associated with human-like robots. It indicates that the followers of Indonesia's 

virtual influencer prefer the human-like appearance from virtual influencer more than the face that looks artificial. 

Perceived Social Interactivity has significant positive correlation to Expertise and Similarity and significant negative correlation to 

Trustworthiness and Attractiveness 

The hypothesis of perceived social interactivity has a significant positive correlation to source credibility and is only accepted into two 

variables, which is expertise and similarity. At the same time, it is rejected for trustworthiness and attractiveness. It is finding support the 
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earlier research which stated that social intelligence (interactivity with a human) of robot positively affect the credibility of the robot(Bates, 

1994), and contrary with the finding, perceived social interactivity has no effect on trustworthiness and attractiveness.  

Perceived Social Presence has significant positive correlation to Expertise and Attractiveness and significant negative correlation to 

trustworthiness and similarity 

As for perceived social presence to source credibility, the hypothesis is accepted only to expertise and attractiveness, while it is rejected to 

trustworthiness and similarity. It supports the previous research and also contrary with the findings by (Wirtz et al., 2018), Digital robot's 

perceived social presence is theorized as something which needs to be completed in order for people to consider it and the results showed that 

their availability was substantial and the respondent appreciated. 

Perceived Usefulness has a significant positive and similarity correlation to Source Credibility 

The hypothesis for the relationship between perceived usefulness to source credibility is accepted. This finding supports the previous 

research by (Amin, Rezaei, & Abolghasemi, 2014), who stated that perceived usefulness is positively affecting trust and mobile user 

satisfaction.  

Trustworthiness has a significant positive correlation to Parasocial Interaction 

The fifth hypothesis regarding the relationship between trustworthiness to parasocial interaction is accepted. These findings align with the 

research by (Lou & Kim, 2019). The entertainment value of influencer trustworthiness is positively related to the perceived parasocial 

relationship between adolescent followers and their favorite influencers.  

Expertise has positive significant correlation to Parasocial Interaction 

As for the sixth hypothesis, expertise to parasocial interaction, the hypothesis is accepted. This finding is in line with the research by 

(Breves et al., 2019). It is said that perceived trustworthiness and expertise of influencer had positive impact on the image of influencer and the 

effectiveness of advertising for followers with low level of parasocial relationship.  

Attractiveness has a significant positive correlation to Parasocial Interaction 

The hypothesis for the relationship between attractiveness to parasocial interaction is accepted. It is aligned with the research that stated a 

celebrity's perceived attractiveness was an antecedent to parasocial interaction, which in effect encouraged the consumer to develop a personal 

connection with the endorsed brand and resulted in a positive attitude towards the brand (Zhang, 2018). 

Similarity has a significant positive correlation to Parasocial Interaction 

The relationship between similarity to parasocial interaction hypothesis is accepted. This finding is aligned with the research conducted by 

(Hjortaas & Ditløvsen Øverås, 2018), who stated that Influencer Liking(Similarity) has a positive effect on the development of parasocial 

interaction. It can be caused by the originality of Indonesia's virtual influencer made from Indonesia, and they can identify Indonesia's virtual 

influencer easily due to the unique concept.  

The following time does not affect the relationship (moderator) between Virtual Influencer Acceptance and Source Credibility 

The hypothesis for the moderating effects, following time, between virtual influencer acceptance and source credibility, is rejected. This 

finding is not aligned with the research (McKnight, Cummings, & Chervany, 1998). The role of the context and patterns of past actions as 
parties interact over time to model how the effect of the antecedents of trust evolves. It reveals that without concerning the following time, their 

perception will still be the same. 

The following time does not affect the relationship (moderator) between Source Credibility and Parasocial Interaction 

The hypothesis is rejected as to the moderating effects on the relationship between source credibility and parasocial interaction. The result 
is not aligned with the research by (Walther, 1992), provided adequate time for virtual groups to communicate, it can establish the perceptions 

of their team members about social interaction. It reveals that the respondent's perception towards Indonesia's virtual influencer is the same 

without concerning the following time. 

 

 

CONCLUSION 

The research found that the relationship between parasocial interaction, source of credibility, and virtual influencer acceptance on 

Indonesia's virtual influencer is aligned with each other except perceived social interactivity only affects expertise and similarity. Furthermore, 

perceived social presence also only affects expertise and attractiveness, which, after that, influences the parasocial interactions between them 

and their followers. 

Researchers come up with suggestions for Indonesia's virtual influencer marketers in getting an acceptance and source credibility of 

Indonesia's virtual influencer. It is recommended for marketers to make the visualizations of Indonesia's virtual influencer more human-like, 

increase the post intensity and interactions, video content, local content, and collab with brands and well-known people. By understanding the 

finding's results, it is hoped that these recommendations can be applied and increase the value of the virtual influencer itself and increase the 
quality of the parasocial interaction between the two parties. For future research, it is suggested to do a comparative analysis based on age 

range division because, according to the findings, followers of Indonesia's virtual influencers come from all ages. If a comparative study is 

conducted, it is expected to find the best recommendations for each target market. 
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Abstract  

At the beginning of 2020, COVID-19 spread causes a crisis affecting our daily lives. The pandemic will bring values around sustainability into 

sharp focus, and the consumers will be more cost-conscious in their purchasing decision. This situation could be an opportunity for a fashion 

startup with a concept of sharing fashion products to provide experience ever-changing fashion without commitment and extend the use period 
to reduce the waste and reach sustainability fashion.                                                                                                                                                                         

The study's objective is to formulate a business strategy to establish a new business model - fashion renting startup for middle-class millennials 

that carries the sustainable fashion industry and sharing economy. The study will highlight the potential of the Indonesian market in the 

segment that this new fashion startup is willing to enter. It will help to understand if the business model can be a sustainable business and could 
be successful in penetrating the market with the right strategy. The renting fashion startup could change the consumption behavior on fashion 

items and participate in improving the environment. 

The research shows that Indonesia millennials are environmentally conscious and willing to use pre-loved clothes. An enormous variety of 

clothing and hygiene is the consumers' priority.  Unfortunately, most of them aren't willing to rent, and there are only a few consumers who 
have had experience in clothes renting. This is the most significant challenge fashion renting companies, introducing this new consumption 

model, and broadening the market segment. Currently, the market scale is still small, and the industry leader has not yet appeared, the new or 

small clothing enterprises have a great chance to win market recognition. 
 
Keywords: Business Model, Business Strategy, Fashion, Start Up, Indonesia  

 

INTRODUCTION 
 

Background 

Fashion is one of the biggest and most successful businesses and industries in the world. Like most other global industries, fashion has its 

dark side. The fashion industry is among the most significant contributors to the world's waste. Independent platform for eco-conscious fashion 
enthusiast Sustain Your Style claims that the fashion industry comes second as the biggest waste producer, right after the oil and gas industry. 

Some well-known brands have even confessed to burning defective products instead of selling them at a lower price. The life cycle of fashion 

has been changed because of fast fashion, new collections are coming every week, rather than following the seasonal design calendar. This part 

to satisfy evolving consumer behavior.  As one of the fastest-growing economies globally, Indonesia is one of the leading apparel and textile 
producers in Southeast Asia. Additionally, according to the Creative Economy Agency (Bekraf), Indonesia's fashion industry is the second 

highest contributor to its creative economy at 18.01%, with a 4.05% GDP growth rate. These numbers correlate to the growing demand of 

fashion consumers.  Exposure to international culture keeps growing; Indonesian women are actively keeping up with the latest fashion trends. 

According to YouGov, Millennials have the highest proportion of new clothing; 41% of millennials have purchased at least half of the clothes 
that they own in the past year alone. They are using it once, or only a few times they will throw away because they are bored of wearing it. The 

clothes are no longer fit the most popular reason for disposing of them. 

This behavior can increase environmental damage due to industrial waste. To answer the world issue of fashion industry waste, customer 

behavior, and the opportunity of sustainability fashion, the author proposes a new business model in the fashion industry by renting the fashion 
items instead of buying it. The renting fashion business online could extend the use period of product fashion to reduce the waste and reach 

sustainability fashion while also providing experience ever-changing fashion without commitment to the customers.   
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Business Issue 

Restyle is a startup to be created.  The concept is sharing fashion items such as clothes, bags, shoes, etc. to provide experience ever-

changing fashion without commitment and extend the use period of those items to reduce the waste and reach sustainability fashion. Consumers 

can rent fashion items through websites and application, where: 

• Consumers could choose whatever they want to wear. 

• Restyle will send it and pick it up after use in consumers doors. 

• No need for consumers to do the laundry, Restyle will do and guarantee product hygiene. 

• Consumers could change how they style and save money.  

• There is no need for consumers to invest in big closets to keep fashion items.  

How would Restyle work? 

• The owner of the fashion item will allow Restyle to post the item on the website and application. 

• Consumers sign into the application or websites, fill their data such as body size, their fashion preferences, and application will filter based 

on the data.  

• Consumers can choose subscription or one-time rent. 

• Consumers choose whatever they want to wear with several items as agreed. 

• Restyle will send it and pick it up after use. 

• Restyle will do the laundry. After that, the items ready to rent again.  

 

At the beginning of 2020, Corona Virus (COVID-19) spread along with the nation and cause a crisis affecting our daily lives. The 

pandemic will bring values around sustainability into sharp focus, and the consumers will be more cost-conscious in their purchasing decision. 

This situation could be an opportunity for Restyle. After pandemic, consumers want to work again, traveling, holding special events like 

weddings, parties with friends, etc. They want to look good on every occasion, and how Restyle can answer their desire to access thousands of 
fashion items for a low cost. Besides, there are issues to achieve this goal, which need to be discussed. The main issue faced is renting fashion 

items online is a new concept even though there are already few providers, and Restyle is a new brand without a background in the fashion 

industry in Indonesia. This study will underpin how Restyle could be relevant and gain the market in Indonesia.   

 

ISSUE EXPLORATION 

A conceptual framework is used to complete this study. The initial stage of implementing the conceptual framework is that the author 

should have a deep understanding of the fashion industry and renting fashion items business author then explores the business problem that 

Restyle faced with starting the renting fashion business. These initial stages are the basis to determine the objective and research question of 

this study. To analyze the fashion business industry and fashion renting business during COVID-19 and after the pandemic, the author used 
literature as the tools. To explore the business issue to establish the new business, the author used tools and theories, namely PESTEL, Porter's 

5 Forces, VRIO, Value Chain Analysis, with an analysis of qualitative and quantitative research added by conducting interviews and 

questionnaire to the potential target market. After doing the business issue exploration, the author will formulate the business strategy to 

penetrate the market using Strategy Diamond Model and Business Model Canvas. 

The fashion industry forecast the industry growth in 2020 is slow, only 3 to 4% because of broader macroeconomic uncertainty, 

sustainability issue, and break out of Covid-19. Sustainability is the biggest challenge for industry fashion and named as the biggest opportunity 

as well. Millennials and Gen Z would like to pay more for an eco-friendly product. The pandemic will bring values around sustainability into 

sharp focus, and at the same time, the consumers will be more cost-conscious in their purchasing decision. Web-based clothing rental platforms 
business has become the topic of discussion in the fashion industry. Several fashions renting businesses company already established in 

Indonesia. During this Covid-19 outbreak, the majority of the population stuck indoors, and the closure of many business activities and major 

events like proms and weddings have been canceled, so clothing rental services have loosed its major revenue these renting clothes companies 

are pushing sale by cut pricing. Hygiene is one of the primary concerns during and post-pandemic. 

 

Table 1. External analysis using PESTEL Analysis 

Variable Explanation 

Political - Indonesia government is preparing to create a circular economy ecosystem and targeting fully implemented by 
2024 (Opportunity) 

- Indonesia government is concern about textile industry waste (Opportunity) 
Economic - Indonesia government is preparing to create a circular economy ecosystem and targeting fully implemented by 

2024 (Opportunity) 
- Indonesia government is concern about textile industry waste (Opportunity) 

Sociocultural - Millennials are easily dissatisfying when they're limited, seek new experience, like to try new things, respect 
differences, looking for availability and convenience (Opportunity) 

- Millennials are more adaptive to digital (Opportunity) 
- Millennials are eco-conscious (Opportunity) 
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- When coming to swapping clothes, millennials concern about the social image (Threat) 
Technological - Currently, telecommunication technology users in Indonesia are multiplying, the mobile phone connection is 124%, 

internet penetration is 64 %, and active social media users is 59%. (Opportunity) 
- Growing of non-cash payment systems. (Opportunity) 

Ecological - Renting fashion items through digital is environmentally friendly. (Opportunity) 
- This new business model will help to reduce fashion industry waste (Opportunity) 

Legal N/A 

 

Table 2. Porter’s Five Forces Analysis 

Competitive Forces in Industry Level Notes 

The Threat of New Entrants (new business) Medium Less competition, pretty good for industry - star 

The bargaining power of customers  High Mand demands/conditions – not really good for company, no star. 

Restyle has to be excellent in operation such as excellence delivery, suits 

the buyer's needs, and wants to balance the buyer power. 

The Bargaining Power of Suppliers  Medium Many suppliers, a lot of choice, pretty good for industry - star 

Threat of Substitute Product or Services  High Not good for industry – no star 

Rivalry Among Current Competitors  Medium There are few alternate suppliers, star. Restyle has medium power to set 

the price.  

After done for external analysis, the author identifies for internal analysis using VRIO analysis and generic value chain. This framework 
discusses the internal conditions of companies and what the company has to have. Currently, the resources for Restyle are people, products, and 

websites. The product and website are competitive parity, but the founder's experience and vision of them become their sustainable competitive 

advantage. Restyle also support by expertise. To sustain in the market, Restyle has to do excellent supply chain management, distribution, and 

marketing.  

 

PROPOSED PRACTICES 

5C model 

This model consists of four interrelated factors: change, consumer, competitor, company. Change is a value mover, value demanding 

customer, value provider competitor, and value determining company (Kotler et al., 2003). However, in the era of connectivity, the fifth C 

should be added, Connector.  

Change 

Technology is the primary force of change. It could lead to a change in customer behavior, economic and social. Nowadays, because of the 

technology sharing economy can be implemented very quickly, namely Gojek. Restyle adopts this concept, consumers able to access unlimited 

fashion products without commitment and join the sustainable fashion movement. During this pandemic, we are directed to do social 
distancing, and many consumers are doing their activity at home. After this pandemic is new normal, consumers will see more concern about 

hygiene, more cost-conscious, and eco-conscious. This may become an opportunity to Restyle as a renting product fashion company that values 

the sustainability ecosystem. Customers can experience ever-changing fashion with a low budget, be fashionable, and save the mother earth. 

Restyle should aware of the change; after this pandemic, maybe most of the customers will keep work at home and choose to wear products 

that comfortable yet still fashionable.  

Customer 

In Indonesia, 63,5 million people are millennials in the age range of 21 - 36 years. This is the largest customer, and they are tech-savvy. It 

is very suitable to formulate a corporate strategy focused on current millennial habits. 

Competitor 

Currently, there are few competitors of Restyle. However, the market is still in the stage of introduction and still not saturated yet. If 

Restyle can come and change the market perception about how cool if you are renting the fashion product instead of buying it, Restyle can 

become one of the market players.  

Company 

For the company's internal conditions, in terms of branding and tagline, it is sufficient to provide a significant impact to the community.  

Connector 

There is an add-on that connects where all aspects of 4C are related. In this era, there are no rulers or monopolies that exist side by side, 

that is collaboration. in the customer factor, the customer itself is now increasingly smart in choosing and buying the products they want. The 

awareness of the quality of goods is very conscious. Restyle has to stick to its value to create a sustainable ecosystem through the fashion 

industry to gain customers' trust and collaborate with the tenant.  

Marketing Mix Element 

In marketing a product or service within a company, it requires an easy and flexible approach, commonly referred to as the marketing mix 

(Kotler and Ketler 2012: 25). Marketing mix or absorbed into the Indonesian language into the marketing mix is a sales or promotion strategy 

and pricing that is unique and designed to produce a mutually beneficial exchange for the intended market. 
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• Product : Based on the study, the author proposed Restyle rented special occasion, formal and casual clothes with good   quality, 

hygiene, enormous variety.  

• Price : Based on this study, the author proposed that Restyle has to go at a lower price than competitors. From the questioner, the 

result shows that the respondent is willing to pay IDR 500.000 to able to rent 8-12 clothes/month.  

• Place : Based on this result, the author proposes to Restyle focus on digital through websites and mobile-phone apps as the place 

to promote and sell their product.  

• Promotion : From this study, the author proposed that Restyle's promotion should focus on online channels, such as social media. The 

primary target market users are millennials that inseparable from gadgets and social media daily. Restyle has to create an engaging 

marketing strategy so that customers want to try this new consumption model.   

 

ANALYSIS OF PRACTICES 
 

Diamond Strategy 

According to Hambrick and Frederickson (2001), a strategy has five elements arenas, vehicles, differentiation, staging, and economic 

value.  By answering key questions in each area, paint a picture of the strategy with increasing clarity. 

• Arena 

For the first phase, Restyle will focus in Jabodetabek and targeted millennials.  

• Vehicles 

To be able to enter and sustain in the market, Restyle has to have excellent technology resources and qualified human resources. Restyle 

also have to has a strong brand narrative and marketing strategy, such as collaborate with social media influencers that eco-conscious, 
fashion designer, and also consumers. Besides, internal companies should develop attractive mobile apps and website and have to be 

excellence in supply chain management and operation. 

• Differentiations 

Restyle is a sociopreneur because not only business as usual but also a social impact on the community. Restyle has committed not to buy 

new fashion products but buy the pre-loved product to be rented.  

• Staging 

The first step for Restyle is to grab the market B2C in Indonesia, especially in Jabodetabek, the largest city, and scale up the business 

move to B2B2C. However, before that, Restyle has to do MVP to test the market.  

• Economic logic 

Based on the author's analysis, Restyle has to go to a broad market with cost leadership. There are three sources of revenue of Restyle, 

which are rent fees, late fees, sales of old dresses. 

 

Proposed Business Model 

Furthermore, the proposed business model is designed to expand the Sustainable Competitive Advantage of Restyle. Based on the analysis 
below, the author proposes the business model to enter the market by using the business canvas model. From this business model canvas, the 

author believes that Restyle will grab market share, generate revenue, and create a sustainable business. 
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Figure 1. Business Model Canvas 

CONCLUSION 

According to the author's analysis, as a newcomer in the fashion renting business, Restyle has to create a new norm in society through 

excellent marketing activity. Define the right vehicle and differentiation to gain trust from the consumers. Restyle will focus on cost leadership 

in the B2C market. 

Next is developing a new product in Jabodetabek, scale up to the B2B2C market, and creating an outstanding marketing strategy. That 
way, consumers want to try this new consumption behavior of fashion products. Besides that, Restyle has to Finding Investor with attending by 

several startup events. 
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Abstract  

Technological invention called blockchain technology has emerged in recent years as potentially one of the most disruptive technologies.  
Potensiana (PT Etalase Potensi Daerah) is the first and the largest digital marketplace platform based on blockchain and artificial intelligence 

(AI), which markets Indonesia's commodities and natural potential. This research was conducted to identify and analyse the problems faced by 

the company by analysing the critical success factors of internal and external factors and looking for inhibiting factors in the implementation of 

blockchain technology in the company. Semi-structured interviews with Potensiana management, e-commerce owners and founders, 
blockchain experts, and literature studies are also the author's use as a data collection method in this qualitative research. Furthermore, This 

research shows that the implementation of the blockchain in Potensiana is still in the early stages. The study results suggest improving skills in 

blockchain technology in e-commerce, especially in Potensiana, such as cooperation from various parties, technology integration, and 

professional staff in the commodity and information technology industries. This research allows the reader to better understand the 

implementation of blockchain technology in e-commerce; it generates people's knowledge of how this technology affects another industry 

besides the financial sector and increases knowledge that blockchain is not just about virtual currency. 

 
Keywords: e-commerce, blockchain, the critical success factors, technology, commodity  

 

INTRODUCTION 

The emergence of e-commerce has a significant impact on the Indonesian economy. E-commerce has changed traditional Indonesian 
society's mindset to become more modern so that everyone can start a business quickly, and it can be done without capital with specifically 

agreed business models. The growing e-commerce market always has problems that are difficult to solve with cybersecurity. Some of these 

issues relate to the supply chain management, data security, transparent marketplace, payments, efficient management systems, and pleased 

consumers.  

Blockchain technology supports e-commerce as it is required to store highly secure data and fast transactional processes that involve 

unchanged records for web payments and order processing. Blockchain technology will shift conventional e-commerce businesses like eBay, 

Amazon, etc. Blockchain provides undeniably protected and truthful maintenance services between buyers, sellers, and marketplace (Husneara 

et al., 2019). Blockchain has big potential to provide more secure, efficient, and transparent in many fields and offer an innovation that can 
create a new model, platform, and system for the better. Blockchain as e-commerce platform offers a new model and concept that solve the 

disadvantage of e-commerce.  

Blockchains are a good fit for e-commerce, since they were developed for transactional data storage. This data needn't be financial, 

though. It can be any distinct action requiring an unchangeable record, including payment and order fulfilment activities. Potensiana uses 
blockchain technology to improve transactions' transparency while also making it easier to communicate sensitive and confidential data without 

compromising security and privacy. Potensiana does not implement blockchain on all systems they have, however blockchain contained in the 

system such as transaction data, sales or purchase history, and payment information. Blockchain technology is in the relatively early stages of 

development in its platform. Therefore, several business issues happened in Potensiana that will be analyzed in this research. 

 

ISSUE EXPLORATION 

Due to the perceived lack of systematic exploration into this area, the research methodology used in this research is qualitative and 

exploratory multiple case-study approaches, aligning with methodological recommendations. The interview results will be collected, coded, 

and interpreted for data processing. To help the qualitative evidence, other literature such as books, journals, surveys, press, and studies that 
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were previously performed before this study is often used. There are potential limitations to using such a framework since the creation of a new 

venture is contextual and influenced by institutional and cultural factors.  

 

EXISTING OR PROPOSED PRACTICES 

The company in charge of developing a website, designing, remodelling a department, upgrading an information system or just about 
every other project (large or small), they are going to go through the same four project management phases: planning, build-up, 

implementation, and closeout. (Harvard Business Review Press, 2006.). Therefore, Four implementation phases below is the required step in 

putting the strategic objectives into action to achieve the goals. 

Phase 0: Diffusion Strategy – Planning. The most important considerations in this phase are prioritizing short and long-term goals, 
identifying the target customer, determining methods for collecting data, and assessing each target's feasibility. After that, we identified the 

stakeholders that might include businesses, community-based organizations, policymakers, legislators, politicians, educators, researchers, 

media, and the public 

Phase 1: Talent Acquisition (Expert) - Build-up. Blockchain is a relatively new technology, requiring special skills from other software 
development styles. Anyone working on a blockchain will need to be familiar with things like cryptography, how decentralized peer-to-peer 

networks work, organizations like Ethereum, and how smart contracts are hosting. Other than that, people who are experts in the commodity 

industry and implement the blockchain in this business are needed. 

Phase 2: Collaboration with Government and Other Parties - Build-up. A blockchain ecosystem means a range of problems that 

companies need to tackle to generate value, such as cost-benefit sharing, access control, collaboration methods. It also needed the role of the 

central government, local government, and related officials to support the achievement of prosperity for all involved parties. 

Phase 3: Integrating Blockchain with IoT, Artificial Intelligence, Machine Learning and Other Technology - Implementation Plan. The 

combination of blockchain with IoT, Artificial Intelligence, machine learning, and other technology can provide a reliable integration system 
for existing problems, especially in the current era. This integration can produce new developments in the era of a management information 

system that will transform traditional companies into digital companies. 

Phase 4: Evaluation – Closeout. It is necessary to determine the outcome of this implementation if the company's goal is being achieved. 

All stakeholders will assess by evaluating this change and the effects on the company and the resident. Assessment with the review should be 

continued. 

 

ANALYSIS OF PRACTICES 

The critical success factors for Potensiana are the small number of places where outcomes can guarantee good competitive output for the 

organization, whether they are adequate. Documenting and evaluating the critical success factors of Potensiana helps them to respond to 
external forces, change the internal emphasis and prepare for that success, now and in the future. The critical success factors are both internal 

and external and the analyses below. In e-commerce, some internal factors and in control of the companies while other factors are external and 

beyond the control of companies (Manzoor, 2010) could determine what CSFs may be capable of implementing blockchain technology in 

Potensiana. However, several indicators adjusted to this implementation. 

Internal critical success factors, give momentum to strategic decisions and help businesses reach targets and new achievements. Any of 

these factors can provide opportunities, evaluation, and improvement for the company. Understanding a business in depth is the goal of internal 

CSFs. According to Manzoor (2010), there are some internal factors which increase security trust, innovative organization, efficient customer 

information, quality assurance and build customer trust. The author adjusts to Potensiana’s CSFs, such as Data Security-based Ecosystem, 
Customer trust in blockchain-based e-commerce and the use of private blockchain in Potensiana. Therefore efficient customer information, 

quality assurance, and innovative organization are not included in the author's analysis. In external critical success factor, various factors 

influence external critical success factors. They include environmental factors, such as technological advancements, payment systems, and 

competitions. The critical success factors that may help Potensiana achieve adjusted goals and meet new challenges include attracting new 
customers with value-added services or securing financing for their product. Remaining competitive within the current marketplace also 

requires keeping an eye on the industry and competition. Capitalizing on new developments, technologies, and services may be a critical 

success factor in securing the market. After analyzing the critical success factors (CSFs), the following table (Table 1) is th current 

implementation levels of blockchain technology in Potensiana: 
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Table 1. Current Implementation Levels of Blockchain Technology in Potensiana 

 Design Develop Deploy Operate 

Implementation 

level 

Internal CSFs 

 

A Data Security-based Ecosystem ✔ ✔ ✔ ✔ Advanced 

Customer Trust in Blockchain-based E-

commerce ✔ ✔   Intermediate 

The Use of Private Blockchain in Potensiana ✔ ✔ ✔ ✔ Advanced 

External CSFs 

 

Technology Integration ✔    Early stage 

Payment Systems ✔ ✔   Intermediate 

 

Source: Adapted and modified from KPMG International “Realizing Blockchain Potential”. Framework of Blockchain Technology Risk 

Assessment Solution 

 

In internal CSFs, data security-based ecosystems and the use of private blockchain categories are consistent with advanced stage, because 

Potensiana has built the technology well, so that the technology can be run with the expectations Potensiana can achieve. Though consumer 

trust still needs to be strengthened as its implementation is still under progress. The authors exclude competition in the external category of 

CSFs in table 1, as they do not have competitors using blockchain-based technology in the digital commodity industry. In Potensiana, however, 
the integration of technology and payment systems at the early stage and intermediate technology-related rates both have not yet operated. 

Potensiana current adoption and use cases for blockchain implementation are focused on short-term needs. Potensiana still has to improve and 

develop this implementation to maximize its use to achieve the real value of blockchain that will be released as these business networks grow.  

The critical success factors in these commitments include the role of government support for the innovation, getting key players in the system 

into dialog from the outset, and integrating technology. 

Risks and Barriers. It's critical for the company to understand that blockchain promises to drive efficiency in business processes and 

mitigate certain risks; it poses new risks and barriers to the company and market. Blockchain faces many other risks and barriers when it comes 

to being a big part of commodity trading, including prices, liability, privacy, and mass participation. It's also just one part of new digital trading 
infrastructure, with all set to play a role in artificial intelligence, the Internet of Things (IoT),  machine learning, and other technology. The 

author's analysis of risk and barriers is done from various sources such as books and journals that are then implemented and adjusted to the 

Potensiana real case. Additionally, statements from sources interviewed by the author help this identification so that the data is more relevant. 

The technological, operational, and commodity relationship with the middleman are going forward after conducting research, risks and barriers 
that might be faced in the future. This consideration of the risks and challenges will help ensure long-term success before, during and after 

blockchain implementation.  

Technology. A technology that is applied to an increasingly sophisticated system will have risks and barriers in the system as well as high 

components. In the current era of competition, companies must be able to change very quickly. The first barrier was regarding human resources 
in Potensiana in facing new technologies and information systems because sophisticated technology is not necessarily user-friendly and reliable 

with users. Potensiana Management must convince their workers that all system users, system administrators, and technicians are ready to 

handle all aspects that may occur in connection with the implementation of the new information system. From the business side, rapidly 

changing technology is causing companies to adapt to new environmental formats quickly. Because in its execution, this change will have an 
impact on the management process, organizational structure, human resources, and policies. In terms of supply (information technology), the 

company's needs or demands for information systems are moving targets, which are extremely difficult to follow and find the solutions. the 

blockchain technology will transform business models from a human-based trust model to an algorithm based trust model, which might expose 

companies to risks that they have not encountered before.  

Operational. Blockchain will play an essential role in helping Potensiana's operations, including enhancing product safety and security, 

improving quality management, reducing illegal counterfeiting, development and lowering the cost of supply chain transactions, improving 

sustainable supply chain management, advancing inventory management and reducing the need for intermediaries. In this case, Potensiana is a 

platform that provides commodity goods where the goods should have appropriate standards so that they are easily traded in high-frequency 
trading and buying activities. Commodities are traded products. The most commonly found are minerals and agricultural products, such as oil, 

tomatoes, sugar, coffee, aluminium, rice, wheat, silver, and several types of commodities traded across regions or countries. The challenges that 

occur in operation are not only in technology but also in people who are familiar with the commodity industry and the implementation of the 

blockchain in the business. This is because Potensiana is a B2B company that, in the future, will have large transactions and require experts or 
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professionals in this field. It is certainly not easy to move the goods across national or international borders. Potensiana also requires a large 

warehouse to hold goods before sending it to customers that they do not currently have. In addition, commodity or raw goods should have a 

storage warehouse for receiving, storing, maintaining, distributing, controlling for both the short and long term so that the quality and quantity 

of goods is guaranteed. Therefore, activities to put goods in storage (warehouse) must be carried out immediately to plan, organize, and control 

logistics both technically and administratively so that these activities can guarantee and maintain the continuity of business processes. 

The Relationship Between Seller and Middlemen. The benefits of blockchain for the commodity sector are extensive from sellers 

(including farmers) to trading, especially in terms of supply chain efficiency and product traceability. One of the most important features of 

blockchain in Potensiana is traceability and supply chain transparency. It will also impact the sector at the farm level, at the trading level, and 
downstream at the distribution level. However, this technology is hampered by the role of middlemen and distributors in the business chain. 

The relationships between farmers with markets and limited quantities are things that cause these products to go through the middleman first 

before being accepted by consumers. From this process, product prices will rise due to service claims by middlemen who act as intermediaries. 

The limited relations owned by farmers to sell their crops are a fact that occurs in the commodity system, especially agriculture. In addition, a 
limited quantity of production results due to limited land ownership will cause new problems because most of the big traders always prioritize 

large amounts to reduce transportation costs. This dependency is also marked by the lack of information known by farmers, making it difficult 

to access to get high prices. the middlemen do not want farmers to sell directly and know the real market price of the product. This becomes a 

risk and a separate barrier for Potensiana because this problem exists in all regions of Indonesia, and the middlemen will do various ways to 
inhibit Potensiana in carrying out transparency for this industry. Moreover, there is a symbiosis of mutualism between farmers and middlemen. 

So that it will be difficult for Potensiana if they wish to completely cut the middleman's chain to meet the demands or needs of farmers that 

might arise in the future such as wanting to get subsistence guarantees, sustainable farming, obtain agricultural capital, access markets, and 

other usual demands obtained by the middlemen. Therefore, it is also necessary for the central government, local government, and related 

officials to support Potensiana in the achievement of prosperity for all involved parties. 

 

CONCLUSION 

The e-commerce industry is on the brink of another revolution, leading the tech pack by blockchain. This would take a considerable 

amount of time, as with any breakthrough, before this technology is accepted globally as the preferred solution for online business. For this new 
technology to expand, companies need to be fully prepared to adapt. Since blockchain enters a crucial phase of growth, it's clear that there is 

tremendous potential. Shifting to more secure and trusted, coordinated markets using blockchain solutions will fundamentally change the way 

digital commodity companies like Potensiana, especially in physical goods trading. This will also include investment in additional information 

technology infrastructure that would be very useful as business support and business development. Due to the complexities and costs of 

establishing new platforms, effective collaboration is of utmost importance. The industry will have to work in concert because the full benefits 

of blockchain would only be realized if all parties were involved. Potensiana needs to turn these challenges into supportive factors in order to 

develop a plan for this change. The company needs to start creating innovation capacity for employees and increasing the acceptance of 

innovation in organizations. Commodities in the industry are also expected to have to implement the technology en masse. Potensiana should 
participate in several associations to educate and support how blockchain-based solutions can improve e-commerce in commodity trading to 

help shape the future direction of the technology. Potensiana also needs to consider other technologies that can offer similar benefits but are 

simpler or better suited to their needs. Potensiana should consider planning for other challenges and pursue a regional approach, rather than 

believing that they can build solutions globally. In this way, it could foster Potensiana to more transparent and efficient markets and prepare the 

industry for technology. 
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Abstract  

Despite of being known as a generation that is lack on work ethic (Smith & Nichols, 2015), the millennials play an important part in Indonesian 

economy. It is being projected that in the year 2020 there will be around 63.5 millennials in Indonesia as productive population (Badan Pusat 

Statistik, 2019). This study aims to determine how good is their understanding about the online privacy awareness. Through an online 

questionnaire, some questions to determine their level of awareness in online privacy, their actions to set their privacy boundaries, and their 
behaviour towards data security in social media were asked. As a result, their good understanding about online privacy is being proven from 

their knowledge about the social media’s technological capacities and they also set some boundaries by sharing their personal  information to 

more closed social circle. However, their comfortability on social media makes them difficult to know the potential risk of online data security 

problems. 
 
Keywords: Indonesia, Indonesian Millennials, Privacy Awareness, Social Media, Social Networking 

 

BACKGROUND 

Nowadays, social network plays as basic tool for and a mirror of social interaction, personal identity, and networking (Zilles, 2011). 
People get connected through the internet to communicate with each other, while unintentionally giving up some privacy. In the book of 

Privacy on Context: Technology, Policy, and the Integrity of Social Life, there are three technological capacities that is still unknown for some 

people (Nissenbaum, 2010). First is the capacity to monitor and trace digital footprint; second is the capability to collect, to reconstruct, and to 

analyse a big amount of data; and third is the capacity to distribute the information without limit. As consequents, all of our activities online 

will be noted, collected, saved, and distributed to other parties unintentionally. 

Businesses use the digital data of user on social networks to observe the interest and hobby of a user, which to achieve a best and effective 

advertising (Sang, 2015). Social networks encouraged users to get information and share their everyday life. As a result, it creates a huge 

constant imported data to the social network’s databases. An example of can be taken from how Google Maps determined the traffic conditions 
(Stenovec, 2015). This happened because Google Maps is able to get and use a real-time data, we give unintentionally. All smartphones that 

have Google Maps and a turned-on location service are anonymously send some data back to Google. This makes the company to be able to 

analyse the total number of cars and how fast are they going at any time.  

Social networks are dominantly used by millennials since they are always be describe as a generation that spends too much time online 
with their gadgets (Smith & Nichols, 2015). In Indonesia, The Indonesian Central Bureau of Statistics (2019) projected that 179.2 million 

people in 2020 are productive population (age 15 to 64) with millennials covering around 36% of it. The contribution of Millennials will 

increase due to the demographic bonus in Indonesia which estimated to end in 2045. This makes millennials important for the significant 

growth of Indonesia’s economy (IDN Research Institute, 2019). On the latest Indonesia millennial report, seven types of Indonesian were 
identified based on their distinct values, behaviours, and attitudes. However, this research was focused only on identifying the types of 

Indonesian millennials and deeper understanding on their values and behaviours on daily life. Therefore, this study objective is to understand 

more about the behaviour of Indonesian millennials daily life within the usage of social networks and how aware they are about their online 

privacy awareness through tree research questions, which are RQ1: How high is the online privacy awareness of Indonesian millennials? RQ2: 
What actions do they use to set their privacy on social media? And RQ3: How does this issue affect their behaviour towards data security on 

social media? 

 

LITERATURE REVIEW 

Indonesian Millennials 

Generation Y or familiar as Millennials is born between the year 1984 to 1999 (IDN Research Institute, 2019). They have many positive 
and negative shared qualities. A study about this generation (2015) says that this generation are more confident, which comes from their trust 
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and optimism. Therefore, Millennials are considered as a good leader within a group. They also have a higher self-esteem and assertiveness 

compared to the previous generations at that same age. However, the common downside of this generation is that Millennials can be difficult to 

interact with, are entitled, and overly service-focused (Smith & Nichols, 2015). It comes from their way on expressing opinions and asking for 

more demand compared to their elder or experienced peers. Within the same research, it has shown that millennials are too confident and 
concerned only to their own interest which creates an image as impatient, lack on work ethic, self-centred, and not loyal individuals (Smith & 

Nichols, 2015).  

As a generation that started to use technology from an earlier age, social networks have become an essential element in their life (Smith & 

Nichols, 2015). It represents their main source of information and being reflected in many social networking platforms that they use to get 
connected with other people. For example, Instagram has changed into a go-to social media platform, as people conduct various activities from 

buying/selling, chatting to keeping up with trends and social updates.  

In Indonesia, there are about 63.5 million Millennials in 2020 (Badan Pusat Statistik, 2019). The latest millennials report has identified 

seven types of Indonesian millennials (IDN Research Institute, 2019) which are the adventurers, the visionaries, the artists, the leaders, the 

socialisers, the conservatives, and the collaborators.  

Privacy Issue and consumer privacy behaviour 

The classic concept of privacy leads to the right to be left alone. However, this definition is no longer suitable with the current digital 

technology development. A professor of information science at Cornell University, Helen Nissenbaum (2010) and her book Privacy in Context: 
Technology, Policy, and the Integrity of Social life says that at the moment, there are at least three main technological capacity which differs it 

with previous one. These capacities are tracking and monitoring, aggregation and analysis, and dissemination and distribution. Tracking and 

monitoring are the technological capacity to track and observe the users. Aggregation and analysis are the new technological capability to 

collect its user data in a large scale and continuously which will be analysed and learned later. Meanwhile dissemination and distribution talk 

about the capability for its user to distribute any information.  

As a new form of media, social media does have these three capacities (Idris, 2019). The problem is, people in developing countries like 

Indonesia, where the level of education and economic tend to be low, the ability to use the Internet and literacy also tend to be low (Idris, 

Annas, & Wibowo, 2020). The first independent variable in this study is the level of Indonesian millennials’ understanding of three digital 

technology capacities in relation to social media 

In the year of 1980, a neutral conception of privacy was defined by Ruth Gavison as a measurement between you to others within 

information, attention, and physical distance (Nissenbaum, 2010). However, the definition of privacy in this digital era contains two important 

principles (Nissenbaum, 2010). First is the principle that personal information collected from internet activities must be interpreted according to 
the context. For example, someone who is recorder often access information about undesirable content on the web will not be interpreted as an 

indicator that he has the potential to be someone who is careless and irresponsible. Because there is a possibility that he is a student who is 

researching about undesirable content or writing about the dangers of it.  

The second principle covers about the awareness, understanding and agreement on how our data will be treated by those who have it. The 
government, telecommunications companies, social media platforms, buying and selling sites, news sites, or search sites are not limited to 

knowing but also understands what data will be recorded and stored on the web. And the most important thing is the approval of the data owner 

for the management and designation of the data. When we create accounts on social network sites, register as e-banking users, or register 

telephone numbers with telecommunications companies, there should be a form stating our willingness to submit data and a guarantee that the 
data will be protected, the form is an initial approval (opt-in), not automatically the data can be accessed and the user must find out for 

themselves how to get out of the digital recording system (opt-out).  

There are many ways to expose someone’s personal data (Sang, 2015). First, by connected to a public database, an enterprise can collect a 

lot of information while also get connected to the database of the government. Second, it is also possible for them to get connected with the 
user’s personal database. The easiest way for them to get this data is by having a membership registration system. It is also common for buying 

and selling website to collect its user credit card information at the moment.  

Another possible method is by enabling the privacy feature in a social media. From a common website like personal homepage until social 

networks, they encourage us to share more post and photos. Hodges and Cress (2013) say that there are risk associated with oversharing and 
direct disclosure, risk of information aggregation, risk associated with location-based information and privacy preserving data mining which 

lead to some possibilities to increase the personal information violation on social media.  

It is easier to understand the location-based information. it can be turned off manually by tapping or it is enabled when people are using 

the certain app. However, in some cases, some applications are automatically enabled the location sharing because its user are unconsciously 

considered willing to share their location. Application like Snapchat for example, you can see where your friends at in the app.  

The hardest one to control is the risk of oversharing and direct disclosure. The meaning of oversharing is that someone doesn’t know 

which information is appropriate to share. The most common problem is that people post something on their social media that relates to their 

personal information. It can be their e-mail address, picture, phone number and so on. They keep posting it without realising the potential 

danger (Sang, 2015).  

The privacy behaviours refer to how someone controls their personal information (Zilles, 2011). The range can be started from taking a 

passive role by using the default setting into taking some active role with using all the privacy setting offered in social media. The problem is 

that companies or organisations are shaping what kind of privacy should they offer. Meanwhile the consumers are just defining the attitudes, 

concern, and awareness towards it. 

In social media, there are three behavioural options to see what are affecting the privacy behaviour of its users (Zilles, 2011). They can 

always decide if they want to be in a social media through membership, they also have the option to use the offered privacy feature, and they 

can rely on their self-control to control their privacy. 
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The hardest one is relying on self-control. It is often to find some people that put fake name, location, and other information on the profile. 

The attention was to protect their privacy. However, this false information can be still used by companies or organisations because no matter it 

is false or not, they see this information as in context of the intended use or message. 

The attitudes and knowledge of users shape the consumer privacy behaviour as well (Zilles, 2011). Their awareness towards privacy, their 
concern, their reason to use social media, and trust affects it. For privacy awareness, people will not feel any concern if they are not aware that 

their information is being collected. Therefore, there is no need for them to change their behaviour on their social media. In addition, people 

with high privacy concern are most likely to not sign themselves in social media. It also affects their behaviour to increase the usage of privacy 

setting and their self-control.  

To know the reason of why people are using social media, a study about why people use social media by Whiting and Williams (2013) 

found about the uses and gratifications theory on a social media. It is being said that people use social media for social interaction, seeking 

information, pass time, entertainment, relaxation, communicatory utility, expressing opinion, convenience utility, information sharing, and 

spying on other people.  

Besides the mentioned reasons above, identity management, which an option for others to generate someone’s information, plays a part to 

change someone attitude and behaviour in social media (Zilles, 2011). People have a tendency to be less aware when they want to present 

themselves and get validation from others. They are likely to register on a social media and not utilising the privacy setting if their importance 

of impression is also high. 

 

METHODS 

This research focused on Indonesian who live in Indonesia. The population of this research are Indonesian who were born from the year of 

1984 to 1999 and have an access to social media. Data collection was conducted through an online questionnaire like google form and was 

distributed in 11 cities in Indonesia (Medan, Palembang, Greater Jakarta Area, Greater Bandung Area, Greater Semarang Area, Greater 
Yogyakarta Area, Solo, Greater Surabaya Area, Greater Denpasar Area, Banjarmasin, and Makassar) as has been done in the Indonesia 

Millennials report 2020.  

Questions such as demographics, few aspects associated within the usage of social networks, security perceptions of online social 

networks, experience, and user’s privacy concern and behaviour were asked. With a random sampling and snowball approach, participants who 

will be invited to the study through announcements and email will be encouraged to distribute the questionnaire to their peers.  

 
ANALYSIS OF FINDINGS AND DISCUSSION 

285 respondents were collected through an online questionnaire. The first section identifies the demographic of respondents, followed by 
the next sections that covers the usage of social media, social media capacity, respondents experience on social media, security perception of 

social media, concerned online information, respondents experience with online privacy issue, online privacy behaviour, and an open question 

at the end. 

The method that is used to analyse the data is based on the 5 points Likert-scale. Respondents knowledge on social media capacity, 
experience on social media, security perception of social media and experience with online privacy issue were measured on a scale ranging 

from 1 (Strongly disagree) to 5 (strongly agree). Meanwhile concerned online information was measured on a scale from 1 (really concerned) 

to 5 (really not concerned) and for privacy behaviour, it was measured on a scale with a wider social network like everyone (1) until their 

closest circle of network like family (4). 

Demographic  

The demographic can be seen from various variables like gender, age group, religion, relationship status, education level, employment 

status and domicile. The respondents are dominantly female with 67,4% followed by male 32,6%. Age wise, junior millennials (21-28 years 

old) cover about 62,1% of total respondents and only 37,1% are senior millennials (29-36 years old).  

In terms of religion, the respondents are mostly Islam with 86,3%, followed by other religions like Protestantism, Catholicism, Buddhism 

(1,8%), and Hinduism (0,4%). Meanwhile 61,8% respondents are dominantly single (61,8%) and married (36,1%). 

The highest education level of respondents is mainly bachelor, master, doctor with 74,7% followed by high school, college, junior high 

school, and others. on the other hand, the respondents are dominantly full-time employee (50,9%) and student (33,3%) followed by 

unemployed and part-time employee.  

Most of the respondents are coming from the greater Jakarta area (32,6%), greater Bandung area (28,4%), and Makassar (16,1%) followed 

by Medan, Palembang, greater Yogyakarta area, greater Semarang area, Banjarmasin, greater Surabaya area, greater Denpasar area, and Solo.  

Social Media Usage 

Some general questions about the usage of social media like how long have they used social media, time spend per day on social media, 

which social media do they use, and what are they using social media for, were asked. Most of the respondents have been using social media 

for more than 8 years (70,9%) followed by 6 to 8 years, 4 to 6 years, 2 to 4 years, and 1 to 2 years (0,7%). Time spend each day on social media 

are varies with dominantly more than 4 hours per day and at least to 1 hour per day.  

Indonesian Millennials use social media for some certain functions like expanding or maintaining their networks, looking for inspirations, 

looking for entertainment, being a part of a social cultural community and so on. On the highest position, the respondents use social media 

mainly for gaining more knowledge with 239 people checked the mark. Only few respondents use social media to perform other functions like 

selling stuffs, religious propaganda, and personal branding with only 8 respondents. 

Social Media Capacity 
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This section of questionnaire means to determine how high is the knowledge of the respondents about the capacity of social media. Their 

knowledge was observed based on several dimension like the capability of social media to know its users’ location, the capability of social 

media to collect its users’ data, the capability of social media to observe its users’ behaviour, and the capability of social media to 

distribute/share information. Based on these dimensions, it is obtained that 17,41% of respondents have a low and medium level of knowledge 
about the capacity of social media. While 82,81% of respondents have a high level of knowledge. If we generalised it towards the population of 

millennials in Indonesia, we can say that most of Indonesian millennials have a high level of knowledge about the capacity of social media. 

Experience on Social Media 

To analyse their experience with social media, some questions within this field were asked. The questions were designed to know their 
experience when they use their favourite social media. Starting by asking them about how comfortable they are when they use their favourite 

social media, their knowledge about the technology of their favourite social media, and their action if they know more about the technology of 

their favourite social media. it is obtained that more than a half of Indonesian millennials population (70,88%) have a good experience with 

their favourite social media, only 3,86% have a bad experience. While the remaining 24,98% chose to say that they have a good nor bad 

experience with their favourite social media. 

Security Perception of Social Media 

To know the respondents’ security perception of their favourite social media, some questions about their knowledge on security features in 

their favourite social media were asked. Starting from their thoughts if their social media is secure enough, their awareness on the security 
policies in their social media, their thoughts about the security mechanism in their favourite social media, their thoughts if their favourite social 

media have some concerns about security issue, until their thoughts on how sure they are about the security features in their favourite social 

media. As a result, almost half of respondents are having a neutral (40,26%) security perception on their favourite social media. It can be means 

that they are not sure if their social media is secure enough for them. 30,53% respondents are having a bad perception about the security in their 

favourite social media. While the remaining 29,47% are having a good perception. 

Concerned Online Information 

In order to analyse which information would concern the Indonesian millennials to share, some questions if name, gender, e-mail address, 

relationship status, friendship network, birthday, picture, sexual orientation, and phone number are concerning for them to be shared in their 
favourite social media were asked. Most of respondents are having high concern on sharing some mentioned personal information, with 

54,56% (accumulation of Neutral and High). While the remaining 45,44% are having low concern on sharing it. It means that, in general, more 

than 50% of Indonesian millennials are still having some uncertainty on sharing some personal information. 

Experience with Online Privacy Issue 

To analyse their experience with online privacy issue in social media, some questions within this field were asked. Starting by asking them 

if they know about the privacy certification in their social media, if they read the privacy policy in their social media, if the registered to their 

social media because it has privacy policies, until their thoughts about misused online information and identity theft. in general, the Indonesian 

millennials are having good experience with online privacy issue in their social media, about 63,23%. Meanwhile the remaining 46,56% 

(accumulation of bad and neutral) are not having good experience towards the online privacy issue. 

Online Privacy Behaviour 

This section asked some questions about which personal information would the respondents share in their favourite social media and to 

which social circle do they share it. The personal information that was asked in this section are name, gender, e-mail address, relationship 
status, friendship network, birthday, picture, sexual orientation, and phone number. It is obtained that 36,84% respondents have an open online 

privacy behaviour, which means that they share those kinds of information to everyone and friends of friends. Meanwhile the remaining 

63,16% respondents are having close online privacy behaviour. They only share that information to their friends or family. From this, it is 

obtained that in general, more than 50% Indonesian millennials tend to keep their personal information only to their friends and family. 

Open Question 

At the end of the questionnaire, an open question about how the respondents set their privacy boundaries in their social media at the 

current times and in the future. From 285 respondents, there are only 230 respondents who answered this question. Classification based on the 

answers was made. On the table below, we can observe that most of the respondent are setting they privacy by sharing limited personal 
information (49), changing their password regularly (48), and setting or enabling the private account feature in their social media (47). Some 

answers which were classified as others are mostly some requests for the social media developer to increase the information and privacy safety 

or say that the social media are too powerful so no matter what they do, there are always a loophole for them share the user’s information. 

However, few respondents (10) don’t know what to do to set their privacy in their social media. 

Implication and Limitation towards Sustainability Issue   

Social media and sustainability have an important position for business to create a new level of transparency, greater engagement, and 

their position in society (3p Contributor, 2016). Business could use social media to promote their steps on promoting internal sustainability 

programs. For example, their steps on reducing the carbon footprint or beneficial program for the communities around them. However, a 

research about how the business should share this information without violating the privacy of the social media users still have to be conducted. 

 

CONCLUSION 

First of all, Indonesian millennials are using multiple social media platforms at the same time and they have had experience with it for 

quiet long time. Moreover, Indonesian millennials do have a good privacy awareness based on their knowledge about the technical capacities 

on their social media. They also have various way on protecting their privacy in social media like changing their password frequently or 

limiting themselves from sharing unnecessary personal information. Besides that, they are locking their account or enabling the private account 
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feature so it could be only seen by the one who has an access to it. Therefore, to avoid any problems happen in the future, Indonesian 

millennials are carefully share their information to a more closed social circle and believe to the privacy policies and features which was 

offered by the platform without being knowledgeable about it. According to their experience with their favourite social media, Indonesian 

millennials are comfortable enough to use their social media. However, this comfortability leads to a lack of knowledge about the privacy 
policy. In the end, if they had a better understanding on the privacy policy and technology in their social media, they might be able to protect 

themselves more from any online privacy violation. 
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Abstract  

It is widely known that conventional business activities while providing profit for the business entities and supplying the demand of consumers 

but costing negative impact both to the environment and social aspects at the same time. When the term triple bottom line first introduced as an 

accounting framework, it was brought to light that besides being economically beneficial, to be a sustainable business, the business also has to 
be environmentally friendly and socially responsible. The declaration of Sustainable Development Goals (SDG) by the United Nation General 

Assembly in 2015 also create a sense of urgency to the business to shift their practice into a more sustainable approach. Farming, as one of the 

methods of food production, is also affected by that. The practice of conventional farming harms the environment and people for many years 

which caused many farmers to shift into organic farming to be more sustainable. Many organic farmers are operating in a small to medium 
scale because of its highly regulated nature, which makes it suitable to run it in a form or community-based business. The original contribution 

of this paper will discuss the design of the sustainable community-based organic farming business model. 

 
Keywords: Business modelling, community-based business, organic farming, sustainable development, triple bottom line.  

 

BACKGROUND 

The term sustainable development, first defined in 1987's Bruntland Report, is a development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs. Later in 1994, John Elkington coined the term "triple bottom line", 
which implements the sustainable aspect in business as an accounting framework. Traditional business, which usually a profit-driven 

organization, has a primary goal to gain the profit as big as possible, while often neglecting the environment or social aspect in the business. 

Therefore, even though the business is gaining big profit, the act of gaining profit may be causing a detrimental effect to the environment (such 

as pollution from the production) and the people (such as health issue caused by the pollution), which eventually cost the society. By 
implementing the triple bottom line framework in the business, not only the profit but also social and environmental aspect are taken into 

account, creating a more sustainable business.  

The declaration of Sustainable Development Goals (SDG) by United Nation General Assembly in 2015, which resulted in 17 SDGs, also 

emphasizes the need of business to be more sustainable, including in the area of agriculture such as farming. Humans need food to live, and the 
need is fulfilled from the practice of agriculture. Conventional agriculture uses chemical insecticides, pesticides, fertilizers, and growth 

stimulants to increase the productivity of the crops in order to fulfil the demand. While the harvest is abundant, there are many issues regarding 

the nutrition and the safety of the food caused by the chemical used, such as food poisoning or health issue caused by the pesticides used. The 

use of chemical fertilizer and pesticides also reduce the productivity of the soils and harming the health of the farmers every time they have 
contact with the substances and many other issues that have negative social and environmental impacts. These issues encourage the farmer to 

shift to organic farming, which required the farmer to grow their crop according to organic guidelines, such as the use of organic fertilizers and 

pesticides and land regeneration to sustain the land productivity. Moreover, in the report of research conducted by Eosta and University of 

Twente, it was showed that organic agriculture has a positive impact on eight from 17 goals of SDGs, which are SDG 6: Clean water, SDG 13: 
Climate Action, SDG 14: Life Below Water, SDG 15: Life on Land, SDG 2: Zero Hunger, SDG 3: Good Health and Wellbeing, SDG 8: 

Decent Work Conditions, and SDG 12: Responsible Consumption and production. This result affirms that it is essential for us to switch to 

organic farming in order to have sustainable development in agriculture. 

While there is more and more farmer that switch to organic farming, most of the organic farmers are doing in the form of family farm or 
smallholder. Although it is not impossible to have a large-scale organic farm, the complexity of organic farming makes it more suitable for the 

farmer to operate it in the small to medium scale. There is where the community-based business takes form. In the community-based business, 

business is used to improve the life of the community. In contrary with private enterprise, where the profit will be distributed to the stakeholder 

(a private gain), the profit in community-based business will be redistributed in order to optimize the community benefit such as social and 
environmental benefit. Also, the practice of community-based business increases the engagement of the member of the community of organic 

farm.  
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One of the characteristics of organic farming is the need for organic certification to prove that the crop is produced according to the 

organic guidelines. The certification is pricey and not easily accessible for the smallholder. The engagement of members in the community-

based business leads to transparency and traceability of the crop, which reduces the need for the organic certification, and in the end, offers a 

lower cost base.       

In this paper, the research will discuss the development of a sustainable community-based business model of organic farming. The 

business model will be made for Kebun Komunitas, farmland located at Arcamanik, Bandung, West Java. Kebun Komunitas is founded by 

Vania Febriantie, who also a founder for Komunitas 1000Kebun, a gardening and farming community in Bandung, Jawa Barat, Indonesia.  

Taken from their website, Komunitas 1000Kebun, established in 2015, is a place for those who are interested and experts in organic 

gardening. Having motto "Organic is our tradition", this community believes that organic food can save human and planet earth from 

destruction and extinction. The members of Komunitas 1000Kebun are spread all over Indonesia with most of the members residing in West 

Java, and some of the members lived abroad. In general, each of the community members owns a home scale organic garden. The members are 

actively sharing the information and experience regarding organic gardening through online and offline forums hosted by Komunitas 
1000Kebun. In each of their activities, Komunitas 1000Kebun is always trying to improve the life quality of human and environment by being 

a community-based centre for healthy lifestyle knowledge and facilitating access to healthy food. Not only to their member, but this community 

also reaches out to stakeholders regarding healthy food to expand and make it easier for Indonesian people to learn about a healthy lifestyle. In 

addition, Komunitas 1000Kebun established Warung 1000Kebun in 2017 as a marketplace as well as a hub for the offline activity of 

Komunitas 1000Kebun. 

Based on her experience as founder and program coordinator for Komunitas 1000Kebun, Vania found an opportunity when there is an idle 

land located near her home is available to be worked on. She also learned that nearby citizen still experiencing a lack of food supply. She had 

the idea to develop the idle land as an organic farm using the help from nearby citizen to fulfil the food needs. In addition, some part of the land 
could be used as an education area, where people who have an interest in organic farming can learn the technique from the workshop or event 

conducted at Kebun Komunitas. The work will be using a community-based approach to add more social and environmental benefit. 

Although there are papers discussing the business model of organic farming, up until the date of submission of this paper author has not 

seen any paper that discussed from the community-based approach. This paper aims to find a suitable community-based organic farming 
business such as Kebun Komunitas. Therefore, by developing the business model for Kebun Komunitas, hopefully, the business model can be 

helpful to those having a similar community-based organic farming concept in the future. 
 

LITERATURE REVIEW 

▪ Sustainable development  

Sustainable is defined as the ability to sustain; to be maintained at a certain level or rate. Sustainable development means that in meeting 

the development goal of human, it has to be simultaneously maintained or sustain the natural condition of the environment. Another definition 
of sustainable development, established in the Bruntland Report, is a development that meets the needs of the present without compromising 

the ability of future generations to meet their own needs. UNESCO also mentioned that while sustainability is seen as a long-term goal, 

sustainable development is the process or pathway to achieve it. 

 

▪ Triple Bottom Line  

Triple bottom line firstly mentioned in mid-1990 by John Elkington to measure the sustainability of the company. In accounting, the term 

"bottom line" is used to call the profit/loss section of an income statement. However, this calculation of profit/loss lacks in terms of calculation 

of social and environmental benefit or loss caused by the business activity. That is why, in the triple bottom line framework, it incorporates 
three performance aspect: financial (profit), environmental (planet), and social (people). By calculating these aspects, the company could 

identify the full accounting cost of their business activities.  

 

▪ Conventional Farming 

Conventional farming is the practice of farming with the goal to maximize the yield of crops by making it more efficient, usually 

characterized by the use of a synthetic chemical to increase the production. However, the achieved efficiency is costing environmental damage 

because it was done by altering the natural condition of the environment. In order to simplify the maintenance, the farmer is usually practising 

monocropping by growing only one type of crop. However, the monocropping is reducing the biodiversity, which makes the crop more prone 

to pathogens. Also, the use of chemicals is polluting the water and increase the greenhouse gas emission. 

  

▪ Organic farming  

The simplest definition of organic farming is the practice of farming that uses naturally occurring substance and resources, while the use of 
synthetic chemicals is prohibited. In addition, the application of organic farming is making sure that farming is done in a socially and 

environmentally responsible way. By doing that, organic farming is more sustainable than conventional farming and giving more value in the 

long term. The crops produced also valued more than the crops produced using conventional farming because it is perceived as healthier and 
contains more nutrition. Since there is no use of synthetic chemicals in the process, it is less harming for the environment and promotes 

biodiversity. 

 

▪ Community-based business 
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Community-based business is a business which utilizes the members of the community in order to gain community benefit rather than 

private gain such as in private company. In profit-driven company, the profit gained will be distributed to the shareholders only, while in the 

community-based business the profit will be redistributed in a way that can improve the lives of all members of the community, both in a social 

and environmental sense. Several key characteristics of a community-based business are: 

Community-owned, where the assets belong to the community and cannot be used to gain personal benefit 

Community-led, where everyone that acts as stakeholder leading the way of the business 

Community-controlled, which make sure that the business enterprise is accountable for the community. 

While community-based business is able to generate profit, but the profit can be redistributed for gaining community benefit 

Socially and environmentally responsible, especially for the social or environmental problems surrounding the community 

Financially self-sustaining or on the way to be self-sustaining 

The term community-based business or enterprise sometimes is used interchangeably with the term of social enterprise.  

 

▪ Business model canvas 

Business model defined as a way of company or organization to creates, delivers, and captures value. There are several framework or 

template that might be suitable for communities-based business, such as: 

Business Model Canvas 

Business model canvas is a template created by Alexander Osterwalder in 2005 to help to document or developing a business model. 

There are four main areas of the business (customer, offer, infrastructure, and financial viability) that are divided into nine building blocks: 

▪ Customer segments : to determine which kind of customer that will be served 

▪ Channels  : choosing communication, distribution, and sales channel to deliver value proposition 

to customers  

▪ Customer relationships : how to establish and maintain customer relationship with each customer segments 

▪ Value propositions : business offer the value propositions to solve customer's problem and satisfy 

 customer's needs 

▪ Key resources  : the resources or assets required to make the business model works 

▪ Key activities  : the activities the company has to do to make the business model works 

▪ Key partnership : the supplier and partner that essential to make the business model works 

▪ Cost structures  : the cost needed to run the business model 

▪ Revenue streams : the cash generated from the customers 

By filling all nine building blocks, Osterwalder believes that the logic of how the company intends to make money can be mapped out. It 

is also easier for business to find a new strategic alternative by manipulating the model (changing the filling in the nine building blocks). 

▪ Environment-Strategy-Structure-Operation (ESSO) Business Model Development 

Developed by Michael Lim in 2010, ESSO Business Model Development consists of three interdependent areas: 

▪ Strategy  : to see the competitive advantage and market opportunities for the business 

▪ Structure  : to determine the management or organizational structure of the business enterprise 

▪ Operations : to see what kind of actions generate revenue and costs for the business 

Those areas are closely related to environmental forces that have an impact on the organization. The environment aspect can be analyzed 

using situation analysis tools such as PESTEL or SWOT analysis in order to understand the current position of the business. 

 

METHODS 

This research is conducted using a qualitative method by using primary data from the interview with Komunitas 1000Kebun program 
director and the secondary sources from reports, journals, and articles regarding organic farming, sustainable development, and community-

based business. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

To determine the community-based business model suitable for Kebun Komunitas, author collected primary data from the interview with 

the Vania Febriantie, founder of Kebun Komunitas as well as the founder and program coordinator of Komunitas 1000Kebun. Based on the 

idea of the creation of the community, the land will be divided into two areas of operations, which is production and education. In production 

mode, the focus will be to grow and sell organic crops while in education mode, the focus is to conduct event and workshop about organic 
farming. For the production mode, the community-based business concept will be implemented by making subscription payment for the 

member to get fresh organic crops twice a week. In the education mode, the member will pay for joining the workshop. 
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Based on the secondary data from journals and articles, the author was trying to find the most suitable method in determining the suitable 

community-based business model and decided to use business model canvas because it is widely used, direct, simple, but not too simple that 

reduce the complexity of the real-world business. By assigning the interview results to the business model canvas, the business model for 

organic farming at Komunitas 1000 Kebun can be shown in the picture: 

 

Figure 1. Business Model 

 

From the business model canvas above, Komunitas 1000 Kebun can prepare everything that is needed to make the business work. 

However, using only the business model canvas template to design the community-based business is lacking because the community aspect has 

not been regulated. We can see from the business model canvas that there are some building blocks that filled with the same actor (in the key 

partner, key resource, and customer segments building block), which is community member. This is happening because some of the key 
characteristics of the community-based business are community-led, which involves community member in the acts of running the business. 

Since the member joining the community because they are having similar interest in organic farming, no wonder they are also acting as 

customers in organic farming. This is also the reason why a community-based business can be financially self-sustaining. If we use the business 

model canvas alone, then there will be some conflicting role happened in the application of the business model. In community-based business, 
we need to discuss the structure of the community and work division in order to avoid the conflict between each role and to make sure that each 

of the actors understands their rights and obligation in this kind of business model. 

In order to answer the structure problem, ESSO business model development could be used because it includes the structure of the 

organization in business modelling. Based on the report on community-based business, the structure of the organization should be horizontal 

rather than vertical/hierarchical in order to give the members an equal sense of belonging within the community.  

Also worth to note that in doing the organic farming, the factors affecting how to run the business depends on the type of the organic 

farming itself (is it plant cultivation or animal husbandry? Where is it located? What kind of organic approach is used? And many more). For 

that reason, anyone who tries to make a business model needs to remember the consider the difference of the organic farming type before 

determining the role of community members. 

Nevertheless, the application of community-based business in organic farming is promising because of the high involvement of members 

which enforces the transparency to the business. Furthermore, especially for organic farming, the traceability of the crop can be guaranteed by 

the members; thus the farmer does not have to take third party certification (which is costly and requires much paperwork) and can do another 
type of certification such as internal control systems (if they want to export the crop) or participatory guarantee system, which rely heavily on 

the trust between the customer and producer.  

 

CONCLUSION 

Sustainable community-based organic farming based on the condition of Kebun Komunitas is designed using various business model 

template/framework. While it is helpful for helping other community-based business to develop their business strategy, the business model 

canvas template needed to be complemented by another framework to discuss the role of each community member. The community-based 
organic farming also minimizes the need of farmer to take third party certification because the member can guarantee themselves the organic 

claim of the produced crop. 
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Abstract  

The number of individual investors in Indonesia Capital Market during the past few years increases especially mutual funds and stocks. 

However, the number of individual investors is still far from expectations, it is less than 1% of Indonesia's total population. To increase public 

interest in the capital market especially in mutual funds and stocks, it is important to estimate factors that are considered as investment drivers. 

In this research, the factors which were tested are loss aversion, overconfidence, financial literacy, and digital savviness. Total respondents 
gathered was 412 individual investors consisting of 66 investors in mutual funds, 203 investors who invest in stocks, and 143 investors who 

invest in the combined product (mutual funds and stocks). The researcher used multinomial logistic regression (MLR) to predict the influence 

factors on decisions on the choice of investment products (mutual funds, stocks, or a combination of mutual funds and stocks). The researcher 

found that identification factors (loss aversion, financial literacy, overconfidence, and digital savviness) significantly influence the dependent 
variable.  Partially, all of the independent variables significantly influence the dependent variable except overconfidence. The level of loss 

aversion, financial literacy, and digital savviness of investors who invest in stocks and investors who invest in combined products is higher than 

investors who invest in mutual funds. These research findings can be a consideration for the government, Indonesia Stock Exchange (IDX), and 

provider of investment alternatives to increase the number of individual investors in the capital market especially in mutual funds and stocks. 
 
Keywords: Investors, Mutual Funds, Stocks, Factors, MLR 

 

BACKGROUND 

In recent years, the number of individual investors who participate in the Indonesia Capital Market has increased. The two most popular 
products in the capital market are mutual funds and stocks. However, the number of individual investors is categorized still low around 0.78% 

of the total population of Indonesia. This number shows that it is only a few people in Indonesia who participate in the capital market.  

According to the IDX report in 2019, the contribution of the capital market to Indonesia's GDP is only 49% while Malaysia and Singapore 

are more than 100%. It shows the low contribution of the capital market to Indonesia's GDP compared to other countries. Brasoveanu et al. 
(2008) stated that the development of the capital market has a positive correlation with economic growth with the feed-back effect. So, it is 

important to encourage people in Indonesia to actively participate in the Indonesia Capital Market.  

Rapid advances in technology, financial behavior, the complexity of financial products and services affect investors’ decisions on 

investment product choice. To increase public interest in the capital market especially in mutual funds and stocks, the researcher estimated 
factors that are considered as investment drivers. The objective of this research is to analyze whether loss aversion, overconfidence, financial 

literacy, and digital savviness significantly influence the investment decisions of investors on product choice in mutual funds and stocks. 

 

LITERATURE REVIEW 

Investment Decision  

The investment decision-making process is a complex activity consisting of particular alternatives choices from the number of alternatives. 

Dewi and Iramani (2014) stated that investment decision is actions taken by investors to invest the fund in one or more assets to obtain profits 

in the future. According to the research of Malhorta (2009), investment decision-making is a savings game so that the investor’s decision 

should not be affected by cognitive psychology to make rational decisions.  

Loss aversion  

In traditional theory, investors are always considered using their logic as guided in investment choice. However, in reality, investment 

decisions are influenced by cognitive psychology or often known as behavioral finance that makes investors irrational and inconsistent. Boram 

Lee and YuliaVeld-Merkoulova (2016) explored how the relationship between loss aversion and individual investors' decision making in 
determining products of investment. They found that there was a positive relationship between loss aversion and portfolio rebalancing. Jacob 
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Niyoyita and Memba (2017) researched to analyze the effect of loss aversion on decision making at the Rwanda stock exchange. They 

discovered that in Rwanda stock exchange, the investors were influenced by loss aversion and it plays a main role in individual investors' 

decision making.  

Overconfidence  

Overconfidence is one of the behavioral biases that get the most attention in the financial sector (Barber and Odean, 2001; Malmendier 

and Tate, 2005; Heaton and Odean, 2011). Overconfidence makes investors irrational. Croson and Gneezy (2008) stated that overconfident 

investors tend to underestimate the risks and forget that someone can make mistakes thus they take more risks than rational investors. Xia et al 

(2014) stated that overconfidence makes someone choose to invest in stocks that have a greater risk rather than in a bank account.  

Financial Literacy  

Fedorova et al., (2015) explored the influence of financial literacy on the stock market using data from 1.006 respondents through 

questionnaires. The discovery of this research indicates that financially literate investors participate proactively in the stock market. 

Sivaramakrishnan et al., (2017) stated that the motive to invest in the capital market was influenced positively by subjective and objective 

financial literacy based on his research about the effect of financial literacy on investment decisions to determine investment products.  

Digital Savviness  

Based on the Cambridge dictionary, savviness means having or showing practical knowledge and experience on a particular subject. It can 

be concluded that digital savviness is not just an understanding of how to use the technology but using it and people are familiar with the 
technology. Additionally, it becomes the lifestyle and people know when to use the technology. This general capability to use digital 

technologies and to adapt to the changing digital landscape is often referred to as digital literacy. In this research, the researcher focused on the 

lifestyle activities of the individual investor to measure digital savviness. 

 

METHODS 

Data and Sampling 

In this study, the researcher used two types of data, primary and secondary data. The researcher obtained primary data by spreading a 

questionnaire through google form to Indonesian investors. While secondary data obtained from journals, books, articles, and other sources 

relating factors influence investment decisions. 

The population of this research is Indonesian investors in mutual funds and stocks. According to KSEI data, there are 1.768.485 mutual 

funds investors and 1.103.881 stock investors. To identify the sample size, the researcher uses Slovin Theory with the following formula : 

 

The margin error of this research is 5% with a confidence level of 95%. The previous calculation result 400 samples, below are the detail 

of the calculation : 

n=2,872,366 /[1+2,872,366(0.05²)] = 400 samples 

Variables 

The independent variables of this research are loss aversion, overconfidence, financial literacy, and digital savviness. The dependent 

variable is a variable that will be explored to assess the influence of the independent variable toward this variable. The dependent variable is the 

investment decisions on the choice of products. Questionnaires of loss aversion and overconfidence are adopted from Khan (2017) and Xia et al 
(2014) using a five-point Likert Scaling method that describes each statement. Questionnaires of financial literacy are adopted from Van Rooij 

(2011) and one point is assigned to each correct answer. Questions of digital savviness related to the preference of respondents in doing their 

daily activities that are connected with digital technology.  

Validity and Reliability 

After the data primer was collected, the next step conducted a validity and reliability test. A validity test was used to measure the accuracy 

level of what they intended to measure. Test Pearson Correlation was conducted to test validity. If the corrected item-total correlation value is 

bigger than the R table, the variable is valid. A reliability test was used to measure the consistency series of measuring instruments using 

Cronbach Alpha. 

Multinomial Logistic Regression 

In this research, the objective of Multinominal Logistic Regression (MLR) is to predict the influence factors on decisions on the choice of 

investment products. To estimate the parameter in MLR is conducted through identifying and comparing it with the reference or baseline-

category of the dependent variable. The baseline-category logit model with a predictor x is: 

 

, j=1,2…,J-1  (1) 

 

The model has J − 1 logit equations, with separate parameters for each. The effects differ according to the category paired with the 
baseline. The dependent variable of this research is categorized into three groups based on investor’s decisions on the choice of investment 

products and mutual funds as the baseline-category. Thus : 

y = 1 : mutual funds  
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y = 2 : stocks 

y = 3: combined products (mutual funds and stocks) 

 
Where i = 1,2, … , 412 and j = 1,2,3. Then, the two multinomial logit equations are as follows: 

 

  (2) 

 

 =  (3) 

  

 

The equations (2) and (3) give the odds ratios of investors who have stocks and combined products in mathematics relative to investors 

who have mutual funds and their corresponding probabilities equations (4), (5) and (6) are: 

 

, mutual fund =    (4) 

 

, stocks =      (5) 

 

, combined product =    (6) 

 

The data was obtained from the questionnaire result. In calculating and measuring the data, the researcher used SPPS version 16.0. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Total respondents are 412 Indonesia investors in mutual fund and stock consisting of 66 investors who invest in mutual funds,  203 

investors who invest in stocks, and 143 investors who invest in the combined product (mutual fund and stock). The domicile of respondents is 

dominated by investors in Jabodetabek with a percentage of 41% or 168 respondents. Then the next one is from West Java with a percentage of 

14% or 58 respondents that is dominated by people in Bandung. 

Below is the result to indicate the influence of the independent variable on the dependent variable. 

Model Fitting Information  

H0 was rejected because the value of sig. is below 0.05 (Table 1) that means there is a significant relationship between the independent 

and dependent variable simultaneously. 

Table 1. Model Fitting Information 

Model 

Model 

Fitting 

Criteria Likelihood Ratio Tests 

-2 Log 

Likelihood 

Chi-

Square df Sig. 

Intercept 

Only 

831.754 
   

Final 779.528 52.225 8 .000 

 

Goodness of Fit  

According to the Sig. of Pearson, the sig. value is 0.418 (Table 2), it is above 0.05 thus H0 was accepted. It can be concluded that the 

model is fit and fulfill the qualifications to conduct the test. 

 

 

 

 

 

 

 

 

 

 

Table 2. Goodness-of-Fit 

 Chi-Square df Sig. 

Pearson 815.643 808 .418 

Deviance 779.528 808 .758 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 377  

The result below (Table 3), Nagelkerke R Square is 0.137 or 13.7 %. It can be concluded that the independent variable is only 

able to explain 13.7% of the dependent variable. Other factors explain dependent on the factors examined in this research. 

 

 

 

 

 

 

Partial Correlation  

Table 4 shows the the influence of independent variable partially, the sig. value of loss aversion, financial literacy, and digital savviness is 
below 0.05 while the sig. value of overconfidence is above 0.05. It means that loss aversion, financial literacy, and digital savviness have 

significant influence partially toward the dependent variable while overconfidence does not significantly influence partially toward the 

dependent variable. 

 

 

 

 

 

 

 

Table 4. Likelihood Ratio Tests 

Effect 

Model 

Fitting 

Criteria Likelihood Ratio Tests 

-2 Log 

Likelihood 

of Reduced 

Model Chi-Square df Sig. 

Intercept 795.937 16.409 2 .000 

Loss 

Aversion 

801.586 22.058 2 .000 

Financial 

Literacy 

797.050 17.522 2 .000 

Overcofid

ence 

782.154 2.626 2 .269 

Digital 

Savviness 

787.055 7.526 2 .023 

. 

 

 

 

The Multinomial Logit Models 

There are two multinominal logit equations and mutual fund becomes the reference category or baseline category. The first multinomial 

logit model is a comparison between investors who invest in mutual funds and investors who invest in stocks regarding independent variables 

(loss aversion, overconfidence, financial literacy, and digital savviness). The second multinominal logit model is a comparison between 

investors who invest in mutual funds and investors who invest in mutual funds and stock regarding independent variables (loss aversion, 

overconfidence, financial literacy, and digital savviness). 

 

Table 5. Coefficients of multinomial logistic regression-mutual fund versus stock 

Investment Producta B Std. Error Wald df Sig. Exp(B) 

95% Confidence Interval for Exp(B) 

Lower Bound Upper Bound 

Stock Intercept 3.908 2.163 3.266 1 .071    

Loss Aversion -.289 .071 16.667 1 .000 .749 .652 .860 

Financial Literacy .081 .061 1.779 1 .182 1.085 .963 1.223 

Overcofidence .040 .031 1.616 1 .204 1.041 .979 1.106 

Digital Savviness .383 .359 1.141 1 .285 1.467 .726 2.961 

a. The reference category is: Mutual Fund. 

  

Based on table 5 the coefficient value of loss aversion is negative, it means that loss aversion level of investors who invest in stocks is less 

than investors who invest in mutual funds. The value of the odds ratio is 0.652. Since the value of sig. is below 0.05 (0.000) thus this statement 
is significant. Financial literacy has a positive coefficient value, it can be concluded that the financial literacy level of investors who invest in 

stocks is more than investors who invest in mutual funds. This statement is not significant because the value of sig. is above 0.05 (0.182). The 

value odds ratio is 1.085.   

Based on the coefficient value of overconfidence is positive, it means that the overconfidence level of investors who invest in stocks is 
more than investors who invest in mutual funds. The value of the odds ratio is 1.041. Since the value of sig. is above 0.05 (0.201) thus th is 

statement is not significant. The digital savviness has a positive coefficient value, it can be concluded that the digital savviness index of 

Table 3. Pseudo R-Square 

Cox and Snell .119 

Nagelkerke .137 

McFadden .063 
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investors who invest in stocks is more than investors who invest in mutual funds. This statement is not significant because the value of sig. is 

above 0.05 (0.285). The value odds ratio is 1.467. 

 

Table 6.Coefficients of multinomial logistic regression-mutual fund versus combined products 

Investment Producta B 
Std. 
Error Wald df Sig. Exp(B) 

95% Confidence Interval for 
Exp(B) 

Lower Bound Upper Bound 
Combined 
Product 

Intercept -
2.678 

2.343 1.306 1 .253    

Loss Aversion -.131 .075 3.093 1 .079 .877 .758 1.015 
Financial 
Literacy 

.250 .067 13.844 1 .000 1.284 1.126 1.465 

Overcofidence .006 .033 .031 1 .860 1.006 .943 1.072 
Digital 
Savviness 

.947 .380 6.218 1 .013 2.579 1.225 5.431 

a. The reference category is: Mutual Fund. 

  

Based on table 6, the coefficient value of loss aversion is negative. It means that the loss aversion level of investors who invest in 
combined products are less than investors who invest in mutual funds. The value of the odds ratio is 0.877. Since the value of sig. is above 0.05 

(0.079) thus this statement is not significant. The financial literacy has a positive coefficient value, it can be concluded that the financial 

literacy level of investors who invest in the combined product is more than investors who invest in mutual funds. This statement is significant 

because the value of sig. is below 0.05 (0.000). The value odds ratio is 1.284.  

Based on the coefficient value of overconfidence is positive, it means that the overconfidence level of investors who invest in the 

combined product is more than investors who invest in mutual funds. The value of the odds ratio is 1.006. Since the value of sig. is above 0.05 

(0.860) thus this statement is not significant. The digital savviness has a positive coefficient value, it can be concluded that the digital savviness 

index of investors invest in the combined product is more than investors who invest in mutual funds. This statement is significant because of 

the value of sig. is above 0.05 (0.013). The value odds ratio is 2.579. 

Scope and Limitation  

The limitations of this research are respondents of this research are individual investors in Indonesia who invest in mutual and stock (at 
least on one of two products) . This research is only focused on identifying how the impact of financial literacy, loss aversion, loss aversion, 

and digital savviness toward investor’s decision to invest in mutual fund and stock. 

 

CONCLUSION 

The findings of this research: First, the independent variable significantly influences the dependent variable. Second, partially, loss 
aversion, financial literacy, and digital savviness significantly influence investor’s decision to invest in mutual funds and stocks while 

overconfidence does not influence. Third, investors who invest in mutual funds have higher loss aversion level than investors who invest in 

stocks and combined products. It means that investors who invest in mutual funds are more afraid of loss. Fourth, the financial literacy level of 

investors who invest in stocks and combined products is higher than investors who invest in mutual funds. Fifth, investors who invest in stocks 
and combined products have a digital savviness index than investors who invest in mutual funds. These research findings can be a 

consideration for the government, Indonesia Stock Exchange (IDX), and provider of investment alternatives to increase the number of 

individual investors in the capital market especially in mutual funds and stocks. 
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Abstract  

Nanotechnology has been popular in many countries for the last two decades because it knows the implementation of nanotechnology can 

transform advanced manufacturing to make products better, cheaper, and greener. However, in Indonesia, the nanotechnology implementation 

is still limited due to a lack of skilled human resources and research funding. Therefore, nanotechnology-based products targeted for the end 
customer are still hard to find in Indonesia. This condition evokes the new upcoming business in this field requires additional effort to know the 

market preferences for their buying decision toward nanotechnology-based products that affect their willingness to pay. In this study, the 

researcher is looking for what factors influence consumers' willingness to pay for nanotechnology-based products and to determine the 

consumer's willingness to pay for nanotechnology-based products. Thus the company can improve sales and profitability. The sample consisted 
of 375 eyeglass users who domicile in Indonesia who especially have educational background minimum diploma. In this research, the 

researcher uses variable price consciousness, price-quality inference, and product involvement as dependent variables, and the consumer's 

willingness to pay is the independent variable. This research used a quantitative method using a path regression model to test the hypothesis 

and contingent valuation method to determine the average consumer willingness to pay. Finding confirmed that product involvement and price-
quality inference has positive influence toward consumer's willingness to pay and the average consumer's willingness to pay for 

nanotechnology-based eyeglasses cleaning product is Rp 38.604,99, or it is 10% higher from the current setting price 

 
Keywords: Nanotechnology, Product-Involvement, Price-Consciousness, Price-quality Inference, Willingness to Pay 

 

BACKGROUND 

Nanotechnology is a technology that allows the manipulation of substances at the molecular level by a concept derived from chemistry, 

physics, engineering, and biology that combines materials with the desired properties. Nanotechnology has been popular in Japan for the last 

two decades because it is known to allow the transformation of advanced manufacturing to make products better, cheaper, and greener 
(Wahyuni and Astuti, 2012). However, Indonesia only started research on nanotechnology in 2009 due to infrastructure limitations, a lack of 

skilled human resources, and a lack of research funding. Today, much more attention has been paid to the development of nanotechnology in 

Indonesia, either by research institutions or the government, to increase the competitiveness of the Indonesian industry (Rochman and Brama, 

2016).  

The potential application of nanotechnology in real life has been extensive, not only in complicated applications for nano-particles, nano-

devices, nano-structures, nano-machines, and nano-electronic components but also in simple applications for nano-coatings. Nano-coating has 

become a trend in technology, as traditional coatings have some limitations on improper adhesion between coating layer and substrate, power 

loss, less flexibility, less durability, and low abrasion resistance. These issues can be addressed by nano-coatings that can emerge in the 
application of anti-corrosion, waterproof and non-stick elements, anti-bacterial, anti-abrasion, self-cleaning, anti-reflective, and anti-icing (N et 

al., 2019).  

Moreover, the ability of nano-coatings, which have anti-fog properties, also becomes a possible application of nanotechnology 

compositions that are particularly useful for the protection of any personal equipment, such as face masks, helmets, and eyewear. Whereas in 
Indonesia, demand for the domestic eyewear industry is considered to be very high, with at least 50% of the population using glasses. Once a 

year, there will be people who change their glasses; this makes the eyewear market even more potential (Kontan.co.id, 2019). It can be the 

opportunity for the implementation of nano-coatings technology towards eyewear care products, which can be one of the alternatives for 

Indonesia to take the initiative and enhance the industry's competitiveness in the nanotechnology field. However, there are only a few 

nanotechnology-based companies in Indonesia that have been commercialized even though nanotechnology research is well established. 

One of the challenges is that the commercialization of technology-based products to the market is not straightforward. The market is not 

yet familiar with nanotechnology products or have heard only a little about this technology (Siegrist and Keller, 2011). It is considered to 
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influence public perceptions and acceptance of the advantages of nanotechnology technologies (Van and Amalia, 2016). According to Kotler 

and Armstrong (2003), the customer expectation of a product is judged by the product's performance received. Product quality and price are the 

main factors that must be considered by the company in fulfilling the satisfied consumer expectation (Lupiyoadi, 2006). Product quality as the 

determinant factor of the satisfied consumer expectation because a good product quality will affect a good foundation for repeat purchase, the 

creation of customer loyalty and forming a mouth-to-mouth recommendation that is profitable for the company (Nuridin, 2018). 

Meanwhile, a price is another one of the essential attributes evaluated by customers. Customers tend to use the price of the product to 

assess the perceived quality of the product offering (Armstrong and Kotler, 2003). A price also tends to be used to benchmark individual 

willingness to pay (Rodiger et al., 2016). The consumer's willingness to pay is the maximum price at which the customer can purchase a unit of 
the product. Revealing the customer's willingness to pay can also contribute to accurate demand and pricing decisions (Wang et al., 2007).  If 

the pricing decision of the product goes wrong, it can cause the demand for the product in the market to be less, which means the product will 

fail. Then, if the price is less than what it should be, it can affect declining customer confidence in the quality of the product and the company's 

necessary sacrifices in profit (Armstrong and Kotler, 2003). 

Nasho was established as a new nanotechnology coating liquid in Indonesia, which targets eyewear users, specifically college students or 

segments of people with academic backgrounds. Nasho has a self-cleaning ability to protect the eyewear lens from water, fog, dust, and 

bacteria. After selling to the market, the company encountered a problem with the market questioning the product due to the product's price. It 

suggests there is a problem with Nasho's pricing strategy because Nasho didn't previously assess the consumers' willingness to pay. According 
to prior research, the willingness to pay can be constructed by examining the relationship between price consciousness, product involvement, 

and price-quality inference (Campbell, DiPietro and Remar, 2014). These variables are used to determine a consumer's willingness to pay. 

Therefore, this study has research questions of what is the consumer's WTP for evaluating the current Nasho price as a nanotechnology-based 

product and what are the factors that influence consumer's WTP for Nasho as a nanotechnology-based product. Then, the objectives to analyze 
the consumer's willingness to pay for nanotechnology-based products and what factors influence a consumer's willingness to pay for 

nanotechnology-based products that lead to evaluate the setting price of Nasho. Thus the company can improve sales and profitability. 

 

LITERATURE REVIEW 

Willingness to pay 

Willingness to pay is the amount of maximum price at which a consumer would buy a product or service (Wang et al., 2007). Consumers' 

Willingness to Pay (WTP) values can be calculated using the Contingent Valuation Method (CVM). The basic approach of the CVM method is 

to describe a hypothetical specific policy situation as illustrated in a questionnaire and then inquire or send it to customers to find out if they are 

willing to pay (WTP) for a particular product or service. The CVM method was first proposed by Davis (1963) in research on hunter behavior 

in Miami. This method is called contiguous (dependent) since the knowledge obtained is highly dependent on the hypothesis being constructed. 

Price-quality Inference 

The price-quality inference is characterized as the general belief that the price of a product is posited and strongly associated with the 

quality of the product over several categories of products, this means people tend to use higher prices to infer greater quality (Lichtenstein et 
al., 1993). Of course, in this sense, price is an indicator of the perceived quality of the product to make decision-making; as a result, consumers 

can compare the quality of alternatives in terms of price within the category (Jin and Yong, 2005). 

Price-Consciousness 

The price consciousness by the customer is what is given up or lost to receive goods. Studies of the relationship between price and quality 
indicate that customers do not know the actual price of goods, which is why they create their understanding of the price itself, which was later 

recognized as a "perceived price" that encode and remember only "expensive" or "cheap" (Zeithaml, 1988). Consumers also often use price as 

an indicator of the product's quality, and the quality inferences made based on price significantly affect actual purchase decisions (Cronley et 

al., 2005). Moreover, the reference price of a person is composed of a range of prices that are used to judge external price stimuli, and it refers 

to a specific product category, it also constitutes a benchmark for the individual willingness to pay (Monroe, 2005). 

Product involvement 

Product involvement defines how the user experiences or identifies with product or service (Zaichkowsky, 1985). Prior studies identify 

product involvement as either high or low and conclude that it is different from person to person. The high level of involvement of customers 
seeks to optimize desired satisfaction through an extensive selection process, as a result of which they appear to be information seekers and use 

the information in the purchase decision (Barber et al., 2008). As a consequence, the customer passes through the phases of knowledge and 

understanding that reflect on their attitude and actions towards the product category (Laurent and Kapferer, 1985). Previous studies showed that 

involvement and price-quality inference has positive influence (Campbell, DiPietro, and Remar, 2014). The level of the product involvement 

by Bloch (1981) determined by different cognitive elements, such as self-knowledge, interest, needs, or values. 

In this topic, product involvement determined by the general knowledge of nanotechnology among citizens where it is currently deficient, 

this evokes challenges for communication (Leinonen and Kivisaari, 2005). The effective attractive communication is crucial for the success of 

the companies in this field to deliver the value and trust within this unique environment since the public is not familiar with nanotechnology or 

have heard only a little knowledge about this technology with their different perspectives (Conti, Satterfield and Harthorn, 2011). 

 

METHODS 

This research uses a quantitative approach by spreading online questionnaires through google form to collect the data. This research 

consisted of 375 respondents of eyeglasses users with 19-62 years old who domiciled in Indonesia and focused on people who have educational 

background minimum diploma. It related to the previous research that well-educated people are more likely to view and have awareness toward 

a new existence of technology-based products. Firstly, the researcher conducted the pilot test to review reliabilities and validities as well as 
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confirm dataset normality based on the 5-point Likert scale. Multilinear regression (path regression model) was then utilized to test each of the 

hypotheses relating to the four variables of price consciousness, price-quality inference, product involvement, and consumer's willingness to 

pay. Moreover, the researcher also conducted a contingent valuation method to calculate the amount of consumer's willingness to pay by 

following the three steps of making a hypothesis market, determine willingness to pay (obtaining bids), and calculate the average willingness to 

pay. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The researcher does the pilot test to test the validity and reliability of the questionnaire by using SPSS. Multiple linear regression (path 

regression model) was then utilized to test each of the significant relationships of each hypothesis relating to the four variables of willingness to 

pay, price-quality inference, price consciousness, and product involvement. Below is the result of path regression model: 

Table 4.1 Result summary of the hypothesis 

 
Hypothesis Sig. Direct 

Effects 
Indirect 

Effect 
Total 

Effect 
Result 

H1 Price-quality inference - willingness to pay 0.001 45,3% - 45,3% Accepted 

H2 Price consciousness - willingness to pay 0.076 -8% -4% -12% Rejected 

H3 Price consciousness - price-quality inference 0.160 7,3% - 7,3% Rejected 

H4 Product involvement - willingness to pay 0.000 15,3% 9% 24,3% Accepted 

H5 Product involvement - price-quality inference 0.000 20% - 20% Accepted 

 

Based on the table above, It can be seen that the variable price consciousness has p-values 0,16 > 0,05, with a value of 0,073 points, which 
indicates that the variable does not have a significant relationship toward price-quality inference; thus the hypothesis 3 (H3) is rejected. It 

means that the consumer's view of price points does not impact their quality inferences made about the products. However, the product 

involvement variable has p-values 0,000 < 0,05 with the 0,200 points value (20%), which means that the product involvement is having a 

positive relationship with the price-quality inference that supports hypothesis 5. Thus results showed that consumer knowledge in product 
involvement significantly predicted general buying behavior. Ultimately, it was concluded that consumers with higher knowledge or belief to 

the advantage of nanotechnology implementation were more likely to buy a product because of its advance or benefit claims. Besides, the 

variable price consciousness has p-values 0,076 > 0,05 within -0.080 points value, which indicates that the variable does not have a significant 

relationship toward a willingness to pay; thus the hypothesis 2 (H2) is rejected. It indicates people who have a high price consciousness would 
not affect their willingness to pay. It means that people who have a high price consciousness do not always have a lower willingness to pay) for 

nano-based eyeglass cleaning products unless they know that the product benefits them. However, the product involvement has a significant 

positive relationship (p-value 0,000 < 0,05) within 0,453 points value (45,3%) towards willingness to pay, thus supporting hypothesis 4 (H4). 

Meaning that the higher consumer knowledge or belief about the product (product involvement) can influence the consumer's willingness to 
pay. For instance, if the consumer has familiar (have better knowledge) about the advantages of the nano-based eyeglass cleaning product, it 

can infer to increase the consumer's willingness to pay toward its product. Lastly is the price-quality inference variable that showed a 

significant positive relationship (p-value 0.001 < 0.05) toward consumer's willingness to pay to within 0,153 value points (15,3%), thus 

supporting hypothesis 1 (H1). It means that consumers often perceive an eyeglass cleaning product to be higher quality and using technology 
implementation as the innovation, thereby causing customers to infer that the product is worth a higher price and value, which can increase 

their willingness to pay. 

Moreover, according to the Contingent Valuation Method, the consumer's willingness to pay for nanotechnology-based eyeglass cleaning 

products in Indonesia, especially for Nasho, is Rp 38.604, which is higher than the current Nasho's set price. It means that consumers of 
eyeglass users are willing to spend more than 10% for Nasho as a nanotechnology-based eyeglass cleaning product. The product involvement 

and price-quality inference showed an influence on the consumer's willingness to pay for nanotechnology-eyeglass cleaning products that the 

researcher found significant on the hypothesis analysis above. In the product involvement variable, consumers agree that nanotechnology-based 

eyeglass cleaning products are beneficial for them, and they perceive that nanotechnology-based implementation is essential for them. Besides, 
price-quality inference also considered influencing how much the consumer would be willing to pay for a product depending on the product's 

quality. In this case, the research found that the respondents have a good response toward the eyeglass cleaning product that uses 

nanotechnology implementation as an indicator of good quality and innovative eyeglass cleaning products instead of the current existence 

eyeglass cleaning product in the market. The consumer agrees that the higher price of an eyeglass cleaning product implies the better quality of 
the product, and they usually judge the quality of an eyeglass cleaning product from its price. Therefore, this encourages the eyeglass user as 

consumers to be willing to pay more for Nasho as a nanotechnology-based eyeglass cleaning product for 10% higher than current Nasho's price 

because the consumer believes that the nanotechnology-based eyeglass cleaning product is appealing for them. 

This condition actually could support Nasho to create good brand awareness to help Nasho to increase the consumer willingness to pay, 
but of course, by keeping the product in good quality and creating consumer belief that Nasho's quality is worth the price. So that Nasho will 

not find a problem with the consumer questioning the product quality due to the price that the company sets. 

 

CONCLUSION 
The findings from the current study have shown that the consumer's willingness to pay for nanotechnology-based eyeglass 

cleaning products in Indonesia, especially for Nasho, is Rp 38.604, which is higher than the current Nasho's set price. It means that 

consumers of eyeglass users are willing to spend more than 10% for Nasho as a nanotechnology-based eyeglass cleaning product. This result of 
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consumer willingness to pay for eyeglass cleaning products indicates influenced by the factors of product involvement and price-quality 

inference that the researcher found significant on the hypothesis analysis above. Consumers who have higher product involvement would be 

more likely to be willing to pay more for a product. Therefore, after knowing this condition, it can help Nasho to evaluate their setting price 

following the current consumer willingness to pay results. And if Nasho wants to determine the higher consumer willingness to pay, it could be 
improved by making the market familiar with nanotechnology implementation benefits for eyeglass cleaning products and keeping the product 

in good quality, so that they have a greater willingness to pay for the product. This finding not only could be implemented for Nasho but also 

other nanotechnology SMEs in Indonesia, which they have the same problem due to the consumer perspective questioning the 

product quality of the price that the company sets.  
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Abstract  

The purpose of this study was to explore the variables related. The tourism sector is becoming one of the fastest-growing industries in the 

world. However, understanding the destination’s image can be one of the important elements that influence the tourist’s decision-making and 

choice. This study will give a greater understanding of the concept and relationship of destination image and satisfaction in enhancing tourists’ 

loyalty. The study aims to develop an understanding of the theoretical model response to the destination’s image, tourist satisfaction, and often 
related to destination loyalty.  It is expected that the model will enhance the understanding of image tourism destinations in predicting the 

satisfaction and loyalty of the tourist. The study area is in Malacca the World Heritage Sites. Data will be analyzed by using SPSS (Statistical 

Package for Social Sciences), a software package used for the analysis of statistical data version 25.0. The model will include 3 constructs.  

Destination images have constructed in Cognitive Image, Affective Image, and Conative Image. The satisfaction construct by factors like 
Entertainment, Destination Attraction, Accommodation, Food, etc. The destination loyalty constructs by intention for revisiting, word of 

mouth, etc.  The findings will reveal a significant relationship between destination images and tourist satisfaction influences on tourist loyalty. 

It also can provide information to the government agencies or tourism agencies on the ways to improve tourism satisfaction and tourism image. 

The study also proposed Tourist Satisfaction and Destination Loyalty as the mediator. This is conceptual paper should become essential reading 
for all scholars and it presents a framework for future research. 

 
Keywords: Destination image, Tourist Satisfaction, Destination Loyalty, World Heritage Site, Revisit   

 

INTRODUCTION 

Countries and cities around the world nowadays are competing intensively on the global market for investments and aggressively 

attracting a larger number of tourists (Hasnawati, 2018). This will create many challenges in tourism marketing of the destinations since the 

more places in the world are developed for the tourism exploitation the more destination choices are available to visitors (Tran, 2015). 

In this globally competitive the environment that requires concerted efforts to manage and promote tourist destinations to build an 

appealing portfolio in tourism products and services at the local level. In another word, the development and strategic planning of the 

destination image can be one of the key sources of competitive advantage as well as one of the key elements of the tourist destination choice 

process (Gallarza et al., 2002; Lee et al, 2006; Kavoura, 2014). In other to market a destination, therefore, there is a need to change the focus 

and shift it from a destination to a tourist per se. 

The present study’s positioning focuses on the image of Malaysia’s tourism destination and marketing strategies related to the tourism 

sectors. This particular tourism sector provides an opportunity for tourists to experience some activities or attraction that provided in different 

destinations. It is worth noting that due to the growing interest in cultural heritage tourism and the global influx of the new niche of tourism 
sectors, tourist arrivals in Malaysia has improved tremendously to explore the historical and cultural value of Malacca (Rahman et al,2015). 

According to data collected by Tourism Malaysia, Malacca received 17.02 million domestic and international tourist arrivals in 2018. The 

growth of the tourism industry in Malaysia is the result of the various marketing and promoting efforts made by the Malaysian government. So 

it is no surprise if many states or local communities throughout Malaysia will venture themselves into the tourism industry or new niche 

tourism that can rejuvenate the local economies. 

Besides, tourist satisfaction with a destination is also another the important point that should need to focus more on a destination. This is 

due to a destination will be able to identify and satisfy the tourist's needs and demands, certain tourists will be repeated visitors to a particular 

and spread a positive word of mouth freely, which is called destination loyalty (Bramwell, 1998; Kozak, 2001; Yoon & Uysal, 2005; Chi and 
Qu, 2008; Zhang et al, 2014). In another word, a positive and attractive destination image and tourist satisfaction is the basis for tourist to visit 

again. Therefore, to create a distinctive and appealing destination image that will maximize tourist satisfaction is one of the key missions of any 

destinations to win in this on-going globally intensive competition. 
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In the existing literature of destination image marketing, an exploration of the relationship between destination image, tourist satisfaction, 

and loyalty are still lacking. In other words, to understand the diversity of perceptions, images, and level of satisfaction and motivation towards 

a destination is vital in the understanding and prediction of tourism demand and its effects on tourism destination (Kipkorir,n.d). Understanding 

the destination image of the consumer is pivotal for a destination and serves as the basis for more efficient and effective future strategic 
planning and decision making.      In line with the development of tourism in the world, Malacca is one of the states in Malaysia that already 

begun to enjoy a rapid and steady increase in tourist arrivals. Over the past 20 years, the tourism industry in Malaysia has progressed a lot and 

the number of tourists, arrival has been increased enormously. These developments in tourism industry suggest that for Malaysia to compete 

globally, it needs to increase the competitiveness in offering attractive tourist destinations through its exciting products, such as beautiful 
beaches and land, eco-tourism, historical heritage sites, million-year-olds rainforest, recreational facilities as well as modern shopping centres 

and highways. Marketing is one of the important enabler to achieve the tourism target for tourist arrivals and receipts. Malaysia has done well 

thus in the term of respect, largely due to its focused and sustained marketing campaign for tourist destinations. Cultural and heritage tourism in 

Malaysia is the potential to be fully developed as tourism product as the country is well known throughout the world as a melting pot of Asia 

culture reflected in Tourism Malaysia creating the tagline “Malaysia: Truly Asia” to promote the country to foreign tourists. 

The aim of this study is the relationship between Destination Image through the Cognitive, Affective and Conative Image as the 

determinants of Tourist Satisfaction and Destination Loyalty as the mediating effect toward revisit intention.  The study result will add value to 

the current literature on the site of the study and will be a helping information to the stakeholder and travel practitioners in Malacca and 

Malaysia. 

 

OBJECTIVE 

The research paper seeks to achieve its general objective of  Destination Image, Tourist Satisfaction, Destination Loyalty and revisit  

intention by focusing on the following specific objectives: 

i.       To study the relationship between destination image, tourist satisfaction and destination loyalty. 

ii.      To investigate the impact of destination the image on tourist satisfaction and destination loyalty. 

iii.     To examine the relationship between tourist satisfaction and destination loyalty. 

iv.     To analyze the mediating effect of tourist satisfaction in the relationship among destination image and destination loyalty.  

 

LITERATURE REVIEW AND PROPOSITION DEVELOPMENT 

Destination Image 

Destination the image represented a real subject of interest for both practitioners and academics over time and since the 90s it has been 

studied in correlation with the destination brand (Almeyda and Babu, 2017). Through, between the concepts of destination image and 

destination brand, there were often confusions as they were considered to be the same. 

According to Crompton, 1979; Ekinci, 2003; Flavia, 2018 as the sum of beliefs, ideas, and impressions a person has about a destination. 

Images represent a simplification of a larger number of associations and pieces of information connected to a place.  Destination image also can 

define as the expression of all knowledge, impressions, prejudices and emotional thoughts an individual or group has a particular object or 
place or services (Lawson & Baud-Bovy, 1977). Destination image plays important roles in destination choice, decision-making process, and in 

choosing on-site activities such as attractions to visit, lodging, events and activities, environment, and others. A destination image can influence 

the decision-making process of the tourist to choose their destination. Destination the image has become a popular field of study among tourism 

researchers since it has been proved to have influences on tourist’s destination choice and satisfaction. Destination image plays two important 
roles in behaviors which is to influence the destination choice decision-making process and to condition the after decision-making behaviors, 

including participation (on site experience), evaluation (satisfaction) and future behavioral intention (intention to revisit) (Lee et al., 2005; 

Kanwel et al., 2019). 

In term of the revisit intention, destination image does have a significant influence (Zhang, et al., 2017; Lertputtarak, 2012; Prayag & 
Ryan, 2012). It is found that overall favorable destination among leads to tourist’s satisfaction (Bigne, rt al., 2001; Lee, 2009; Pratminingsih et 

al., 2014) and intention to visit the particular place (Gallarza et al., 2002; Leisen, 2001; Prayag, 2012; Liu et al., 2017).  There are three 

component approach represents a more commonly practiced theoretical perspective in imaging studies. Destination image can be assessed from 

cognitive, affective and conative (Fakeye &Crompton, 1991) and empirical result found that affective image component play a greater 
influence compared to cognitive component (Xu, et al., 2017; Stylidis, 2017; Abdullah & Lui. 2018). Fichtner & Ritchie (1991 cited in Aliman, 

2016) describe destination image as the perception of destination features or attributes known as cognitive images, while the combination of 

cognitive and affective images refers to mental pictures or place imagery such as a safe and enjoyable experience for the 

Cognitive image 

Cognitive image refers to an individual’s knowledge and beliefs about the destination (an evaluation of the perceived attributes of the 

destination) (Beerli & Martin, 2004; Umit Basaran, 2016). Within the studies in the literature, cognitive image is measured with several 

attributes and dimensions (Calantone, et al., 1989; Fakeye & Crompton, 1991; Baloglu & McCleary, 1999a; Baloglu & McCleary, 1999b, 

Baloglu & Mangaloglu, 2001; Beerli & Martin, 2004a; Chen & Tsai, 2007; Chi & Qu, 2008; Qu, Kim, & I'm, 2011; Assaker, 2014; Quintal et 

al., 2014; Kim & Park, 2015 cited in Umit Basaran, 2016). 

Affective image 

Affective image refers to an individual’s feelings toward a destination or as an emotional the response of individuals to a place (Russell, 
1980; Baloglu & Brinherg, 1997; Baloglu & McCleary, 1999; Kim & Yoon, 2003’ Konecnik & Gartner, 2007; Lin et al., 2007; Umit Basaran, 

2016). 
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Conative image 

Conative image refers to the action step on how one acts on the information and how they feel about a destination. the actions comprise an 

individual’s actual conduct or intention to revisit, recommend the destination to others or spread positive word of mouth (Gartner, 1993’ Bigne, 

Sanchez & Sanxhez, 2001; Pike & Ryan, 2004; Konecnik & Gartner, 2007). 

 

CONCEPTUAL MODEL 
The general theoretical model of the current the study is shown in Figure 1, which shows that Tourism Satisfaction and Destination Loyalty 

mediates the Revisit Intention relationship to Malacca, Malaysia  

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Conceptual framework for the study. 

Source: Fakeye &Crompton, 1991 

 H1: The cognitive image, affective image and the conative image has a positive and significance in the tourist satisfaction. 

H2: The tourist satisfaction has positive and significance on the destination loyalty 

H3: The destination loyalty has positive and significance on the revisit, word-of-mouth and recommend to others.  

  
CONCLUSION 

This concept paper gives a general review of a framework that integrates the Destination Image, Tourist Satisfaction, Destination Loyalty 
as the mediating relationship towards   Revisit Intention such as Word-of-Mouth and recommend to others.  The model will provide a new 

perspective in the integration of the Destination Image, Tourist Satisfaction, Destination Loyalty act as mediating effect towards the tourist 

revisit intention to World Heritage Site Malacca, Malaysia.  With regards to the tourism industry, Malacca continues face challenges in 

providing high-quality services to its tourist. The tourists have complained about the quality issues related to the infrastructure, transportation, 
human resources, safety, and security of the tourist. In other words, tourists will not be satisfied with their sense of the experience of sighting 

other people littering or vandalizing the tourist destination, as well as seeing other tourists disturbing their focus from the tourist attraction in 

that place, listening to vehicle noise, or even sniffing the smoke from vehicles which in turn creates pollution around the area of attractions. 

This paper contributes to the procurement literature by proposing a mediating conceptual model to better explain a causal relationship between 

construct.  
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Abstract  

Nano-coating products have a huge potential to be commercialized as eyeglass care products, supported by the growing number of global 
optical nano-coating and eyeglass users yearly. Nasho, as the new nano-coating startup in Indonesia, utilizes this opportunity to develop a nano-

coating eyeglass product. However, the Indonesian market is very unfamiliar with this innovative product. Different kinds of markets mean 

different points of view in adopting technology. From this gap, it is very interesting to understand the market's innovation adoption about nano-

coating. Using multi linear regression method, the customer innovativeness variable becomes the most impactful factor which influencing the 
innovation adoption rather than perceived attribute of innovation. Following trialability, ease of use, and relative advantage as the most 

significant dimension compared with others. Moreover, the innovation adoption has significance 64,4% relation and able to explain for about 

41.5% towards the purchase intention of nano-coating for eyeglass product which measured by simple linear regression. On the other hand, the 

result from cluster analysis defines that the potential customer with the hugest cluster is college students, age range 15-23 years old, has last 
education on senior high school, and living in Yogyakarta.  For implementation, Nasho should build product awareness by creating strategic 

content through offline and digital, consider on; trialability, ease of use, and relative advantage about the product to increase customers' 

innovation adoption. Eventually, this finding could be beneficial and insightful for Nasho also nano-coating startups in Indonesia to targeting 

the right market and increase the product purchase. 

 
Keywords: Nano-Coating, Eyeglass care, Innovation Adoption, Purchase Intention  

 

BACKGROUND 

In 2021 the growth of Nano-coating in the optical industry is expected to cross $14.2 billion, an increase from $9.5 billion in 2016 at a 
compound annual growth rate (CAGR) of 8.3 percent over five years (Gaurav, 2017). Although nano-coating is increasingly used today for the 

many huge industries, There is still a lack of products that maximize this technology and specify the design formula for eyeglasses-care, 

especially in Indonesia. Meanwhile, the global eyewear industry is always increasing each year, 40% or around 80 million people in Indonesia 

have to wear glasses (GAPOPIN, 2018).  Nasho is a newly nano- coating product for eyeglasses care in Indonesia. The company already doing 
production and ready to offer in the market. Meanwhile,  Some market tests and interviews that the company did, resulting in a significant gap 

in adoption between different kinds of markets. The views of people who understand the technology and those who are not are very contrary to 

product adoption. Nasho considers this situation and must figure out the customers' innovation adoption immediately. This is important, to 

understand what kind of potential market, who has a high innovation adoption about this technology product, and eventually influence the 
number of purchase intentions. If the product is directed to the wrong market, it drives the low intention to buy and further could make the 

company become a loss, Though, the chance of developing this nano-coating for eyeglass is very huge in Indonesia. Therefore, the objective of 

this study is to understand the potential customer's innovation adoption, the relation between innovation adoption with the purchase intention, 

and develop an effective innovation adoption strategy to increase the potential customers' purchase intention. 

 

LITERATURE REVIEW 

Perceived Attribute of Innovation 

The perceived attribute of Innovation is one of the variables determining the rate of adoption of innovations in the Diffusion of Innovation 
- Fifth edition by Roger (2003). Also, Bozbay and Yasin describe perceived attributes of innovation as a predictor of users' attitudes toward 

innovation or technologies (2008). Consumer's adoption level of a new product can be measured by five characteristics: Relative Advantage, 

Compatibility, Complexity (ease of use), Trialability, and Observability. 
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Customer Innovativeness 

According to Steenkamp et al., Customer Innovativeness is a desire to purchase new items instead of following the previous patterns of 
consumption (1999). The degree to which innovation is independently obtained (Kuswati and Irmawati, 2018). It expresses the individual 

ability to accept the innovation, in particular, adoption to a new product (Tellis et al., 2009). A previous study about interpersonal influence and 

consumer innovativeness by Clark and Goldsmith (2006) stated that consumer innovators are more interested in a new innovative product in 

particular sectors, for they implicate in the category of the product and more courageous against the risks than the others. 

 

Innovation Adoption 

According to Roger, Innovation adoption defines an individual's stages in which people start to build awareness then continue until using 
the innovation and become a factor that stimulates the purchase intention of a new innovative product in the market (2003). Adoption intention 

involves the customer's state of mind before the actual buying activity occurred (Arts et al.,  2011). It plays a significant role to understand, 

How the existing market is ready to use the innovation, therefore, the entrepreneur must deeply understand this characteristic to define the right 

target market, product position, and effective Strategies (Wang et al., 2008). 

 

Purchase Intention  

Purchase intention refers to a condition when the consumer tends to have and buy the product (Mirabi, et al., 2015). Concerning product 
measurement in line with consumer attitude, perceptions, and behavior (Keller, 2001) which can be stimulated by internal and external 

motivation (Gogoi, 2013). Nowadays, many technology startups are offering their sophisticated new product or service to the market. 

Therefore, the marketers should deliver the product value and knowledge with clarity, to reduce the mistaken perception and boost innovation 

adoption that leads to purchase intention (Tuu and Olsen, 2012). 

 

METHODS 

Questionnaire Making  

To gather the data, the researcher used an online questionnaire that directed to the respondent which has criteria: Eyeglass user and ever 

use eyeglass care product, 15-49 years old and domiciled in Bandung, Yogyakarta or Jakarta. The questionnaire consists of 25 questions in 5 

main sections, The first section gains the respondents' profile such as age, gender, domicile, last education, and occupation.  To ease the 
respondent in answering the questions, the researcher gave options in a range using a five-point Likert scale in the rest of the questionnaire. The 

second section gains the data about respondents' perceived attribute of innovation about nano-coating eyeglass product, by using Likert scale 

the respondents' will put the score relate with their perception towards the products, measured by relative advantage, compatibility, complexity, 

observability, and trialability as the dimension of this variable. Following the Third section, respondents asked to scale their customer 
innovativeness about this nano-coating eyeglass product using domain-specific innovativeness and vicarious innovativeness as the dimension. 

In the fourth section, the researcher gains the respondents' data about innovation adoption which measured by novelty seeking, technology 

opinion leadership, and optimism. This question intended to understand respondents' innovation adoption-related with the perceived attribute 

innovation and customer innovativeness variable.  In the last section, respondents asked to scale their intention to purchase nano-coating 

eyeglass products with product selection, subjective factors, and individual demands as the dimension.  

The researcher using a quantitative method through questionnaires for the main tool to collect primary data by using a random sampling 

method. Following descriptive analysis, multi linear regression, simple linear regression, and cluster analysis to analyze the response from 300 

samples of potential customers. In this study, The population is approximately 4.731.081 people based on data from Gabungan Pengusaha 
Optik Indonesia (GAPOPIN) in 2016 explained that 40% population in Indonesia using eyewear and population data from Badan Pusat 

Statistik (BPS) in DKI, Jakarta, Bandung City, and DI Yogyakarta in age range 15-49. The researcher analyzed 300 sample data that fulfill the 

minimum test-market sample size of 200 respondents (Malhotra, 2010) with standard error is 5%. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Below is dimension analysis result of each variable in this research: 
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Figure 1 Dimension Analysis 

 

Perceived Attribute of Innovation 

In this variable, the researcher gained respondents' perception of the characteristic of nano-coating for eyeglass innovation.  By using 

dimension analysis above, the result can be interpreted by 5 dimension, ; trialability(86%), ease of use(82%), relative advantage(81%), 

compatibility(77%) and observability(77%) towards the product. Trialability means the respondents are strongly agreed that this innovation can 
be possible to implement and suits the potential adopter's need. The significance of trialability, ease of use, and relative advantage are 

contributing new findings from the previous research by Bozbay and Yasin  in 2008,  which state that compatibility and complexity (ease of 

use), relative advantage have received the most consistent support as factors that influence the adoption of an innovation. Perceived Attribute of 

Innovation has a positive value of 0.287, which means that the result variable will increase by 0.287 in every one-unit change of the predictor 

variable. However, this perceived attribute of innovation result is following the study from Bozbay and Yasin (2008). 

 

Customer Innovativeness 

Customer Innovativeness variable showed the respondents' desire to purchase the new product independently rather than the previous 

product pattern. The result can be interpreted by 2 dimensions; domain-specific innovativeness (73%) which has a higher score and vicarious 

innovativeness (72%) based on dimension analysis. The respondents agree that they tend to learn to adopt this nano-coating product and tend to 
seek new product experience, following with influence others. This finding is correlated with the previous study by Handa and Gupta explained 

that DSI stimulated the actual use of innovation following with the purchase behavior (2009). Moreover, the customer innovativeness has a 

positive value of 0.465 with meaning that the result variable will increase 0.465 in every one-unit change in customer innovativeness. 

Compared with the perceived attribute of innovation which has the same significance (0.000), this variable has a higher value and implies that 

customer innovativeness is the most significant variable. It is in accordance with existing finding which concludes that consumers who trust the 

credible product may have more confidence to adopt the innovation to drive their buying decisions (Erkan and Ervan, 2016).  

Using multi linear regression method, the connection between perceived attribute of innovation and customer innovativeness (independent 

variables) towards innovation adoption (dependent variable) is 71.3%, moreover, the independent variables could explain 50.8% of the 
dependent variable. These findings answer the first research question, the potential customers' innovation adoption is sufficiently high, with 

customer innovativeness as the most impactful variable following with trialability, ease of use, and compatibility as the most significant 

dimension compared with other. It is accordance with the previous research, which explained perceived attribute of innovation and customer 

innovativeness have their influence on innovation adoption (Bozbay and Yasin, 2008; Erkan and Ervan, 2016). 

 

Innovation Adoption 

This variable is identified as the respondent's stage where they begin to build awareness about the innovation product before the actual 

purchase activity. Accordance with dimension analysis, the result can be interpreted by 3 dimensions; technology opinion leadership(77%), 

optimism(74%), and novelty seeking (73%). Technology opinion leadership means the respondents are agreed that they tend to become the first 

user of nano-coating for eyeglass in their society.   

Using a simple linear regression method, the correlation between innovation adoption and purchase intention of nano-coating for eyeglass 

is 64.4%, following the value 0.415 which has meant that innovation adoption can explain the purchase intention for about 41.5%. In line with 

prior studies by Arts et al., (2011) explained that adoption intention involves the customer's state of mind before the actual buying activity 

occurred. In other words, this result answered the second research question that, there is a positive correlation between innovation adoption and 
purchase intention about nano-coating for eyeglass products for about 64.4%, supported with technology opinion leadership as the most 

significant dimension of innovation adoption towards the others.  
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Purchase Intention  
Purchase Intention refers to respondents' condition when they tend to own and purchase the product. in this study, the result from dimension 
analysis can be interpreted by 3 dimensions; individual demand(78%), subjective factor (76%), and product selection (74%). In this result, 

individual demand becomes the most significant dimension which means respondents agree that the demands to purchase nano-coating for 

eyeglass is come from every person's needs towards the function of the product.    

 

Demographic Profile  

300 eyeglass users become respondents in this study. According to the analysis, most of the respondents were female in 71.7%, following 
by males in 28.3%. The respondent's age is determined between 15-49 years old, 79.1% of respondents aged between 15-23 years old, 

following with 12.7% of aged between 24-32 years old, 3.6% for every 33-41 years old and 42-49 years old category. For respondents’ 

domicile, 44% of them are living in Bandung, 37% in Yogyakarta, and 19% in Jakarta. In the last education profile, 58.7% is senior high 

school, 3% diploma degree, 34.7% bachelor's degree, and 3.7% master's degree. The demographic profile of the respondents is occupation, the 
data explain that 69.7% is college student, 15% office employee, 5.7% entrepreneur, 5% medical personnel, and 4.7% academic. To identify 

the relation between the demographic profile and purchase intention, chi-square analysis was performed. Comparing with 4 demographic 

profiles, the occupation has a significant correlation with purchase intention. It means, different kinds of occupations have a different point of 

view about the intention of buying nano-coating for eyeglass product.  

 

Using cluster analysis, the respondents' data were asses based on gender, age, domicile, last education, and occupation to generate the 

character of the potential target market. The clustering method divine the cluster into 3 parts, the researcher focusses on the hugest cluster 

(Cluster 3 with value 68%) which explains that potential customers with characteristic; female, age range between 15-23 years old, domiciled 
in Yogyakarta, has last education on senior high school and occupied as a college student. Since occupation has a significant correlation with 

purchase intention, therefore college students become the main priority target market of nano-coating for eyeglass products. 

 

Business Strategy 

To increase the potential customers' purchase intention, the researcher utilizes the data result based on dimension analysis which defines 

trialability, ease of use, and relative advantage as the most significant factor towards innovation adoption. Since Nasho needs to build product 
awareness by educating the market first, therefore these 3 factors become the consideration for the strategy. Nasho needs to improve the 

potential customers' trialability by offering them the opportunity to try the product directly, it could be held by giving free trial samples in 

optical store, event exhibition or even in university since the most promising customers' occupation is college students. Therefore, Nasho will 

create content that represents the ease-of-use of the product, such as tutorial video, photos, and other interactive content, following with clear 
instruction on the product packaging. Moreover, the competitive value of the self-cleaning feature (water repellent, anti-foul, anti-dust, and 

antibacterial) of the product must be well delivered in the marketing content which can be an awareness campaign through digital marketing. 

Especially, Nasho needs to brand the product through credible own website and social media following with SEO to ease people finding out the 

product on the internet. However, to boost the potential customers' intention and expand the market, Nasho must manage the BPOM permission 

first to make sure that this product is safe and legally registered. 

 

CONCLUSION 
Based on the analysis above, there is a significant relationship between innovation adoption and purchase intention. Researchers encountered 

that the respondents' individual demand as the essential dimensions of purchase intention. It means that potential customers have the intention 

to buy a nano-coating for eyeglasses from their own needs towards the product's function. Technology opinion leadership become a significant 

dimension to explain high innovation adoption. However, trialability, ease of use, and relative advantage become the main focus consideration 
for develop strategy improve the potential customers' innovation adoption which eventually influences purchase intention. From the cluster 

analysis, it can be concluded that the most promising market of this product is targeted to the college student, with the age range 15-23 years 

old, has last education on senior high school, and domiciled in Yogyakarta.    
 

Implication and Limitation  
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This study implies Nasho as the nano-coating for eyeglass startup, to targeting the right market and gain an effective strategy to boost the 

people's awareness in adopt and purchase the product. The proposed strategy is considered by the 3 most significant factors (trialability, ease of 

use, and relative advantage) also the strategy should be related to the customer behavioral preference, in this case, college students, to create the 

maximum result. There are some limitations in this research, first, the respondent data is gained in 3 big cities in Java Island, where the result of 
this study will not be strong enough to represent the Indonesian market. The second is the final result of this research will give some 

suggestions and recommendations that can be used for startup scope in the nano-coating industry, therefore it might not be suitable if used in 

company standard. For future research, there is an opportunity to explore more potential customers in other big cities in Indonesia to prepare 

the strategy of expanding. Also, the researcher recommends gaining more in-depth data using a qualitative method to the college student, office 

employee, and entrepreneur about detailed preference to maximize the performance of nano-coating for eyeglass products 
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Abstract  

Recently, there have been many big earthquake disasters in Japan such as the Great East Japan Earthquake (2011, March) and the Kumamoto 

Earthquake (2016 April), the northern Osaka Earthquake (2018 June). In addition to the Great East Japan Earthquake, there is a growing risk of 

threats to communities due to disasters such as typhoons, heavy rains, and heavy snowfalls due to rapid urbanization. It is difficult to grasp the 

entirety of a disaster and to respond appropriately when it occurs, which makes it easier for the "unexpected" events discussed in the Great East 

Japan Earthquake to occur. The purpose of this study is to understand the urban characteristics of Tama New Town, Tokyo, Japan and to 
explore how to design and manage an appropriate disaster-resistant community according to these characteristics. For this purpose, the results 

of a questionnaire survey on disaster prevention awareness were analyzed based on the concept of the resilience assessment grid (the RAG). 

We defined the four characteristics of a resilient community as "resilient residents = Anticipating + Watching and patrolling (Monitoring) + 

Preparing (Responding) + Learning", and quantified the resilience potential. We calculated that preparing (Responding) was lower than other 
items. 

 
Keywords: Community Design, Disaster Prevention Awareness, Disaster Prevention Awareness, Resilience Engineering, Resilience Assessment Grid (the RAG), 

Questionnaire Analysis 

 

INTRODUCTION 

Recently, there have been many major earthquake disasters such as the Great East Japan Earthquake and the Kumamoto Earthquake. In 

addition to the Great East Japan Earthquake, there is an increasing risk of threats to communities due to disasters such as typhoons, heavy rains, 

and heavy snowfalls due to rapid urbanization. As cities become more widespread and complex, it has become more difficult to predict in 
advance the magnitude of damage and the speed at which damage will occur. In the event of a disaster, it is difficult to grasp the full extent of 

the disaster and to respond appropriately, making it easier for the "unexpected" events discussed in the Great East Japan Earthquake to occur. 

The purpose of this research is to understand the urban characteristics of Tama New Town and to explore how to design and manage an 

appropriate disaster-resistant community according to these characteristics. For this purpose, the results of the survey on disaster prevention 

awareness were analyzed based on the concept of the Resilience Assessment Grid (RAG), which is used in resilience engineering. 

 

ISSUE EXPLORATION 
As mentioned in the introduction, the aging of the residents of the new town has become a problem. A request for joint research was made by 

the community association in Hijigaoka 4-chome, Tama City, where Tama University is located. Hijirigaoka is located in Tama New Town's 

fourth residential district, which was first occupied in 1984. The area has a relatively large number of detached houses. The following issues 
were raised by the neighborhood association. With the aging of the population, more and more of the households are made up of only elderly 

couples with their children out of the house. In addition, working people commute to work in the city, and some households have only the 

elderly in the daytime. These households may be isolated in the event of a disaster, such as a great earthquake, when the elderly need 

assistance. They need university students to help them in such a situation. On the other hand, when the transportation system was paralyzed and 
the university students were unable to return home, the proposal was to create a system of "mutual aid" in which they could stay in an empty 

room of a house. It is important to learn about the local community in everyday life, and to interact with local people in order to build a 

foundation for mutual aid in an emergency. Based on this idea, the Faculty of Management and Information Sciences of Tama University and 

the Renkoji-Hijirigaoka Community Welfare Promotion Committee have collaborated with each other since 2015 to establish the Tama 
University and the Renkoji-Hijirigaoka Community Welfare Promotion Committee Collaboration Group. The purpose of this project is to study 

a new model for disaster prevention involving Tama University in cooperation and collaboration during a disaster. So a questionnaire survey 

was conducted on the residents' awareness of disaster prevention. The purpose of this study is to measure the disaster preparedness awareness 
of the local residents and to utilize it for future disaster-resistant city planning. The survey was conducted from October 2016 to February 2017, 

with 344 total questionnaires collected (301 valid and 43 invalid). The male/female ratio and age groups are shown below. Although there was 

 
 
* Corresponding Author: masuda@tama.ac.jp 



© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 397  

no significant difference in the ratio of men and women, the proportion of elderly people in their 60s and 70s was large. This is due to the aging 

of the local population and the bias in the age group that actively participates in disaster management drills. 

 

Table 1. Gender of survey respondents 
 frequency percentage 

male 172 57.1 

female 129 42.9 

total 

amount 
301 100.0 

 

Table 2. Age groups of survey respondents 

age frequency percentage 

Under 10 

years old 6 2.0 

20s. 3 1.0 

30s. 15 5.0 

40s. 31 10.3 

50s. 35 11.6 

60s. 100 33.2 
Over 70 

years old 111 36.9 

total 

amount 
301 100.0 

 

 

EXISTING OR PROPOSED PRACTICES 

The word "resilience" means elasticity. It refers to the ability to be flexible and resistant to breakage. It is a concept that refers to the 

ability to recover from a temporary loss of function in the face of major environmental changes1)-7). It is a term that is widely used as a risk 

response capability in safety ergonomics and social systems theory1)-6).  Resilience Engineering is also known as Hollnagel et al. began to 
propose the concept of system safety in 2004.1). Hollnagel applied the concept of Complex Adaptive System to system safety. Unlike the 

conventional methodology of focusing on failures and malfunctions and eliminating their causes (Safety-I), Safety-II is a methodology for self-

organizing safety improvement through the search for reasons why a system continues to operate despite various disturbances and uncertainties 

(Safety-II) 5),6).  This concept of resilience engineering was originally developed for the quantitative evaluation of the safety of industrial 
organizations and is being used in the field11). In this paper, we have extended the organizations we deal with to the local population. It is 

unique in that the concept is extended to determine the disaster prevention capability, or organizational potential, of the community safety 

residents. 

The Resilience Analysis Assessment Grid (RAG) (Fig.1) has been proposed by Erik Hollnagel as a method for assessing resilient 

organizations. Assessing the resilience of an organization. 

In order to do so, it is necessary to develop a questionnaire to measure and evaluate the four characteristics of the organization. The 

specific contents of the questionnaire items were then structured, and those that could be evaluated on a 5-point scale were selected and scored. 

 

 
 

Questionnaire items 

A group of questions to measure Learning ability 
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Do you know about the major capital earthquake? （4.05） 

When was the house you live in built? (4.85) 

Do you know the temporary meeting point, evacuation site or shelter in your area? (4.64) 

Have you ever had your home seismically inspected? (1.84) 

 

A group of questions to measure Anticipating 

 What do you think is the probability of a major earthquake occurring in Tama City? （3.26） 

 

A group of questions to measure Watching and patrolling (Monitoring) 

 Are you taking steps to prevent your furniture from falling over in the event of an earthquake in your home? (3.09) 

 Is it possible to evacuate while guiding the elderly and disabled? (3.77) 

 

A group of questions to measure Preparing(Responding) 

  How many days of food do you have in your home stockpiled for disasters? (2.21)  

  How many days do you have enough food in your home to stock up on for your regular meals? (2.88) 

  How many days' worth of "drinking water" do you have in your home stockpile for disasters?(2.65) 

 

ANALYSIS OF PRACTICES 

The questionnaire items were structured (Fig. 2), and those that could be evaluated on a 5-point scale were selected and quantified The 
number written in the center of the four characteristics is the average of the numbers around it. This display allows you to know at a glance 

which questions are what and how many points they are, so you can see the organization's It can be used to improve resilience potential. 

In this paper, the organization was extended to the local population and the concept was extended to determine the disaster preparedness of 

community safety, and the four characteristics were defined as follows: resilient population = anticipating + watching and patrolling 
(monitoring) + preparing (responding) + learning. Scoring resulted (Fig. 3) in a score of 3.3 for Anticipating, 3.4 for watching and patrolling 

(monitoring), 2.6 for preparing (responding), and 3.8 for learning. 

 

 
Figure 2．RAG classification of questionnaire items 
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Figure 3. The aggregated star diagram 

 

CONCLUSION 

This paper describes the results of the "Resident Questionnaire on Disaster Prevention Awareness" conducted on the residents of the Tama 

University area. based on the concept of RAG used in resilience engineering. As a result, the level of preparing (Responding) was calculated to 
be 2.6, which is lower than the other items. Tama New Town will become a resilient city that has the ability to anticipate, withstand, and 

overcome disasters. In the future, it will be necessary to form a learning organization 8),9) with the university at the core, in order to make the 

region more resilient to disasters. "mutual aid" in which university students are accommodated in an empty room of a house when they cannot 

return home.  

 The following issues can be considered for the future. In this questionnaire, we did not ask questions about the handling of pets and living 

with foreigners in the shelter, which are recent issues, but in the next questionnaire, we need to revise the questionnaire to take these issues into 

account.  

 Activities to improve resilience potential are permanent. The resilience potential of this community should be observed and recorded 

through regular questionnaire. 
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Abstract  

Since Industry 4.0 was mentioned in the Hannover Fair in 2011, it has gained momentum to become a crucial part of every organization - 
public organization, private company, NGO, etc. This new paradigm is reflected by the utilization of sophisticated technologies within the 

organization that aims to enhance productivity and profitability. One of the most affected parts of organization by the technology shift is the 

human capital. Besides human capital, big data analytics implementation in human capital and organizational culture is also important. 

Therefore, this research will conduct a mapping through analyzing the readiness of a firm to face the industry 4.0 related to the human capital 
aspect (knowledge, hard skill, soft skill, and attitude), big data analytics in human capital aspects (data quality, analytical competencies, skilled 

workforce analytics leader, the right mix of skills, and right analytics technology), and organizational culture aspect (beliefs and values). This 

method used in this research is quantitative research and employs a questionnaire survey to gather the data from a state-owned company in 

Indonesia. Then, the result of the gaps is analyzed using descriptive statistics and HDI Formula.  This research is original to map the readiness 
of big data analytics, human capital, and organizational culture of a firm in the telecommunication Industry in Indonesia. 
 
Keywords: Big Data Analytics, Human Capital, Industry 4.0, Organizational Culture  

 

BACKGROUND 

Industry 4.0 has been a trending topic since it was first mentioned at the Hannover Fair in 2011. Industry 4.0 is an industrial modernization 

that applies advanced technology at the production stage that leads to improved standards, services, flexibility and quality for customers and 

companies to meet the requirements of the business paradigm and the latest service (Khan & Turowski, 2016). The aim of Industry 4.0 is to 

create an industry that integrates intelligence processes characterized by the adaptability and efficiency of productive resources (Jasiulewicz-
Kaczmarek; Saniuk; Nowicki, 2017). According to Hecklau et al. (2016), the integration of automation and the process of digitization is able to 

create various opportunities for the industry. Industry 4.0 uses a variety of technologies, including the Internet of Things (IoT), Cyber-Physical 

System (CPS), Augmented Reality (AR), Artificial Intelligence (AI), service and human collaboration, communication standards, decentralized 

decision making, transparency information with cybersecurity, big data analysis, smart robots, additive manufacturing, sensors, and digital twin 
simulation models (Wrobel-Lachowska, Polak-Sopinska, & Wisniewski, 2018).The Industry 4.0 is not only defined by the integration of 

robotic element into workplace through the means of digitalization, internet-of-things, and automation but also the big data analysis usage. 

These characteristics have significantly affected business practice around the world. Digitalization and internet-of-things bypass proximity and 

further enables remote collaboration between workers and enterprises. They improved efficiency by eliminating both transportation duration 
and expenses. Cheaper collaboration cost leads to the creation of a flexible working environment that enables workers to work under multiple 

employers. However, implementation of industry 4.0 poses a significant threat to workers by imposing automation into the workplace. It is 

inevitable that workers whose jobs are easily automated will be forced to compete in the global job market to get a job that is not easy to 

automate. 

The transformation of industrial processes that are used to be carried out manually into the use of intelligence devices and sensors 

communicated by the language of machine to machine makes it difficult for unskilled and semi-trained workers to survive because in the 

following years there will be no industrial work left for these workers (Hirsch- Kreinsen, 2016). However, in Industry 4.0 human capital will do 

other work such as robot programming, operation, supervision and decision making (Singh, Sellappan, & Kumaradhas, 2013). Therefore, full 
automation is unlikely to happen because machines cannot completely replace humans. Improving the quality of human capital is very 

important, especially in Indonesia. It is hoped that increasing human capital aspects such as knowledge, hard skills, soft skills, and attitude of 

workers will support industry 4.0 and innovation in firms or organizations. 
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Human capital team in an organization plays an important role to face and deal with the challenges from Industry 4.0. For example, the use 

of Big Data Analytics technology in human resources, which creates new opportunities in terms of data processing whose volume and 

complexity are increasing sharply. Big Data Analytics is used to support data analytics which are related to human resources in the firm. In a 

survey conducted by the World Economic Forum, in 2020-2025 the practice of human capital will be influenced by the phenomenon of the 
industrial revolution 4.0 by the increasing use of Big Data Analytics. There are several factors of big data analytics in human capital such as 

data quality, analytical competencies, skilled workforce analytics leader, the right mix of skills, and right analytics technology. 

Besides the human capital aspect and big data analytics in the human capital aspect, organizational culture is also important. In 

implementing Industry 4.0, organizations also need to change their culture. Organizational culture becomes effective when the culture is 
supporting the company’s goals, mission and strategies (Wallach, 1983). There are two factors of organizational culture such as beliefs and 

values. The implementation of Industry 4.0 is important especially for manufacturing companies in order to stay competitive in the industry. 

There is a research gap regarding the readiness of human capital to use the big data analytics and culture to support the industry 4.0 

implementation. However, Hendarman et al. (2020) have conducted the human capital (competency) gap for industry 4.0 in the manufacturing 
industry.    One of the industries that would be advanced in the industry 4.0 is the telecommunication industry. Therefore, this research has an 

objective to conduct a mapping through analyzing the readiness of a firm in the telecommunication industry in Indonesia in terms of the human 

capital, the use of big data analytics and also the culture aspects. 

 

LITERATURE REVIEW 

In the era of industry 4.0, human capital becomes even more important than ever before by not only doing the operational or supervisional 
jobs and decision making, but also adding values through actively putting on creativity and innovation to gain higher competitive advantages 

(Bonekamp & Sure, 2015; Singh, Sellappan, & Kumaradhas, 2013). These are due to the limited ability of the technology to do such things 

without human’s supervision or programming beforehand (Singh, Sellappan, & Kumaradhas, 2013). Hendarman et al. (2020) suggest that firms 

in the manufacturing industry should increase their knowledge and skills of their employees related to the industry 4.0. 

However, the changes that industry 4.0 has brought were new to most organizations, since deployment of more advanced technology in 

several departments such as human capital was not the norm (Bloem, et al., 2014). Thus, training or educating human capital to be able to cope 

with the new technologies could become a challenge. Several core components such as education, knowledge, experience, and skills have 

therefore to be enhanced, to achieve the sufficient quality of the human capital to tackle the problem (Agolla, 2018). Additionally, enriching 
both hard skills and soft skills could extend the innovativeness capacity of the human capital in the organization (Hendarman & Cartner, 2018). 

By doing so, the productivity of the human capital will increase and therefore their attitude towards technology advancement will improve 

(Alika & Aibieyi, 2014; Eigbiremolen & Anaduaka, 2014). 

It is clear that employees and managers are interacting in a system within the organization (Hofstede, 2011). An organization to be 
effective needs a system that runs by shared values and beliefs that all entities in the system hold on to (Widyarini, 2009; Davis, 1984). These 

shared values and beliefs are the organizational culture that provides informal rules for the entities of how they behave within the organization 

or how they do businesses (Davis, 1984). The organizational culture also dictates the mission, goals, and strategies of the organization in the 

short term as well as for the long-term period, and guides the achievement of those (Wallach, 1983). Reflecting from this, the organization that 
wants to implement the industry 4.0 principles shall adjust their organizational culture in order to attain the cumulative readiness for new 

technology deployment.   

According to Rüßmann et al (2015), there are at least nine technologies that indicate industry 4.0. They are: Big Data Analytics, 

Cybersecurity, Autonomous Robots, Simulation, System Integration, Internet of Things (IoT), Cloud Computing, and Additive Manufacturing.  

As data in the company or organization has grown significantly big in recent years, Big Data Analytics catches the momentum by 

providing them with opportunities to gain competitive advantages, especially in the human capital department (Jackson et al, 2014; Van Den 

Heuvel & Bondarouk, 2016; Rasmussen & Ulrich, 2015). For instance, the lack of knowledge, skill, and technology of Big Data Analytics 

could cost a lot for a company by recruiting or training wrong talents, not according to the company’s and market’s emerging needs of 
competencies. The deployment of Big Data Analytics could minimize those costly financial effects by mapping the needed competencies as 

well as the competencies of all current employees and then search for suitable candidates or suitable training for current employees 

accordingly. The instances above also depict how the absence of technology, as well as the knowledge and skill deficiency of Big data 

Analytics, could lead to catastrophe (Baron & Armstrong, 2012). Thus, a company or organization should have human capital that is capable of 

gathering, managing, processing, and analyzing it according to the company’s objective (Jackson et al, 2014). 

The researches by Minbaeva (2017) and Guenole et al (2017) argue that human capital in an organization is ready to deploy Big Data 

Analytics if they meet the following criterion: (1) high quality and availability of Human Capital (HC) data; (2) competitive analytical 

competency; (3) agile strategic action; (4) excellent skilled-workforce-analytics leader; (5) the right combination of skills (hard and soft skills); 
(6) a clear procedure; and (7) availability of technology. However, these researches have left a blank spot by only covering criterion under the 

knowledge/competency and skills (hard and soft skill) construct, whilst the attitude and organizational culture have proven influential in the 

deployment of new technology by the other researches. 

Under the industry 4.0 circumstances, including the deployment of Big Data Analytics as a part of it, there are at least four key elements of 
the human capital that are necessary to be assessed for readiness based on the previous literature. They are the knowledge, skills (hard and soft 

skills), attitude, and culture regarding the industry 4.0 in general as well as specifically the deployment of industry 4.0 related technology such 

as Big Data Analytics in their organization. According to Hofstede, Neuijen, Ohavy, & Sanders (1990), even though the organizational culture 
could represent most of the values and beliefs in the organization, more specific context such as the country where the organization sits, local 

customs, the competencies of the employees in the organization, the department of the organization, etc. might have influence towards it. 

Hence, contextual research or case study becomes interesting. 

 

METHODS 
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This research uses a quantitative data approach using a questionnaire distributed to employees in a human capital division in a company in 

the telecommunication industry regarding the company's readiness for Industry 4.0. The items of the questionnaire (see in the appendices) are 

developed based on Hendarman et al. (2020), Minbaeva (2017), Guenole et al (2017), and Davis (1984). The questionnaire covers the 

alignment program between the company's vision and mission and the development of Industry 4.0, human capital development programs to be 
able to compete in the Industrial 4.0 era, the implementation of big data analytics programs in human capital, and the corporate culture 

transformation program in dealing with Industry 4.0. Each of the constructs is measured by five Likert-scale regarding the expected and current 

condition based on the employee perception and then the gaps are calculated. The HDI (Human Development Index) is calculated based on 

those gaps to show the relativity of the readiness among constructs.   The data is processed using statistical techniques to examine the reliability 
and the validity. The constructs are as follow: The human capital aspect (knowledge, hard skill, soft skill, and attitude), big data analytics in 

human capital aspects (data quality, analytical competencies, skilled workforce analytics leader, the right mix of skills, and right analytics 

technology), and organizational culture aspect (beliefs and values). This method used in this research is quantitative research and employs a 

questionnaire survey to gather the data from a state-owned company in Indonesia. Then, the result of the gaps is analyzed using descriptive 

statistics and HDI Formula. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Based on the results of the expected conditions of respondents (N=42 as a minimum sample size, generated from 14 respondent data), all 
of the constructs: Knowledge (K), Hard Skills (HS), Soft Skills (SS), Attitude (A), Big Data (BA) and Culture (C) are valid and reliable (see in 

the appendices). Further steps would be conducted to gain more respondents and to analyze the gap and the readiness of the index (HDI) in 

order to have the mapping of the readiness of each construct in the industry 4.0. 

 

CONCLUSION 

This research is original to map the readiness of big data analytics, human capital, and organizational culture of a firm in the 

telecommunication Industry in Indonesia. Based on the result of the developed questionnaire, each of the constructs: Knowledge (K), Hard 
Skills (HS), Soft Skills (SS), Attitude (A), Big Data (BA) and Culture (C) are valid and reliable. Based on the research objective and in order to 

fill in the research gap further step and research agenda are needed to proceed the mapping of the readiness of the index (HDI) in order to have 

the mapping of those constructs. 
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Abstract  

As the world is entering Industry 4.0 Revolution – Digitalization Era, advanced technologies have become one of the key elements in life. They 

change the way people live, work, and interact. These changes have transformed the market’s behavior and need in all sectors. Companies from 

across sectors including telecommunication compete in innovating and adapting to advanced technologies in order to survive and win the 
competition, thus being innovative is an absolute requirement for a company in this digitalization era. Meanwhile, successful innovation in a 

product, a process, or a business model allows a company to achieve the competitive advantage (Rothaermel, 2017). In addition, an innovation 

starts from the knowledge attached to a person or group of people (Torabi & El-Den, 2017). Therefore, to achieve competitive advantage 

through innovation, an effective Knowledge Management (KM) becomes important. Accordingly, to be able to achieve an effective KM, an 
assessment should first be conducted to evaluate the current condition of a company, identify the challenges, and devising the improvement. 

This research is using the Asian Productivity Organization (APO) KM Framework in conducting KM assessment. The object of this research is 

a multinational telecom company headquartered in Indonesia. The company faces challenges to be competitive internationally, especially due 

to its lack of productivity & innovation capability. Further, by considering the importance of knowledge, thus the management established the 
KM Unit in 2018 & KM System in January 2019. However, there has never been any assessment conducted regarding KM before. Based on 

the assessment conducted in this research, it can be identified that the company’s KM is on the 3rd  level (Expansion) of APO KM Framework. 

Therefore, to enhance the current condition, it should establish comprehensive company’s KM policy; implement the KM process effec tively; 

create a conducive learning & innovative environment; align company’s objective with the KM System; and increase the value of knowledge 
for employees. 

 
Keywords: Innovation, Knowledge, Knowledge Management  

 

BACKGROUND 

As the world is entering industry 4.0 revolution nowadays – the era of advanced technologies have changed the way people live, work, and 

interact. Refer to Statista (2020), based on the market capitalization 2019 shows that the top four world’s biggest companies are the technology 

companies, where these technology giants have reached the top ranks through innovation reflected in their products and services align with the 

market need of digitalization. 

The object of this research is a multinational company (XYZ) headquartered in Indonesia, whereas in today’s competitive world this 

company faces challenges to be competitive internationally, especially due to its lack of productivity & innovation capability. Contextually, a 

company can achieve competitiveness through productivity and innovation (Torabi & El-Den, 2017). Further, the researched company’s 

productivity & innovation can be analyzed by comparing to several telecom providers. The analysis is conducted through the employee 

productivity ratio by dividing EBITDA to Employee Expense of each company compared. 

Table 1 Comparison of Employee Productivity among Three Telecom Providers 

 XYZ Telstra Verizon 

EBITDA (USD) 65.096.565 5.806.545.455 44.145.000.000 

Employee Expense (USD) 31.036.005 25.699.636.364 17.952.000 

EBITDA Productivity (%) 2,10 8,30 2,46 

According to Christensen & Raynor (2003), a company’s capability to innovate depends on its: resources, process, and value, which 

include: equipment & technology, products, and relationships with customers. Henceforth, in term of innovation capability factors as 
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mentioned, it is appropriate to compare XYZ to another similar international telecom company (China Mobile International Ltd.) owned 100% 

by China Telecom. 

Table 2 Comparison Innovation Capability of XYZ and China Mobile International Ltd. 

 Criteria China Mobile International Ltd. XYZ 

Equipment & Technology Resources 

62 submarine cable resources 

>170 Points of Presence (PoPs) 

4 self-owned data centres 

23 submarine cable resources 

63 Points of Presence (PoPs) 

3 self-owned data centres 

Product & Service 

Data connectivity 

Mobile service 

Messaging service 

Voice hubbing 

Cloud service 

SD-WAN 

CDN service 

IoT 

Data connectivity 

Mobile service 

Messaging service 

Voice hubbing 

Cloud service 

SD-WAN 

CDN service 

 

Relationship with Customers 36 global footprints 15 global footprints 

From the above analyses shown in both tables, it can be identified that XYZ has the lowest employee productivity and lower capability to 

innovate compared to several telecom companies. Consequently, to achieve competitiveness advantage through productivity and innovation, 
then KM becomes the key element (Torabi & El-Den, 2017). Henceforth, as a form of management sincerity and commitment to this matter, 

the KM Unit was finally established in 2018 and started to implement KM System since January 2019. However, an evaluation and assessment 

of the KM practice in XYZ has never been conducted to date. Thus, this study will be focusing on answering several research questions: 

1. What is the maturity level of the existing knowledge management in XYZ? 

2. What are the challenges & opportunities of improvement faced by XYZ in order to grow? 

3. What can XYZ do to improve its knowledge management practice in supporting the achievement of competitive advantage? 

Furthermore, this research will be using APO KM Framework to assess the maturity level through selected employees in HQ office as the 

population & sample in order to achieve this research’s objectives, that will support management in improving its knowledge management 

practice within company by: 

1. Assessing maturity level of the existing knowledge management in XYZ; 

2. Identifying the challenges & opportunities of improvement; 

3. Providing recommendations for XYZ. 

 

LITERATURE REVIEW 

Categories of knowledge 

According to Tjakraadmadja & Kristinawati (2019), there are two categories of knowledge: tacit knowledge (conceptual or theoretical 

knowledge that commonly attached to a person) & explicit knowledge (knowledge that has been documented).  

Knowledge management 

Knowledge Management is one set of approaches to add value to the organization by enhancing innovation & innovativeness (Ruggles & 

Little, 1997). Furthermore, Tjakraatmadja & Kristinawati (2017), stated that the main objective of knowledge management is to create value. 

Innovation 

Innovation is the successful implementation of new ideas through technology, finance, organization and business activities in order to 
deliver new/ improved operational process or products or service (Dodgson, Gann, & Salter, 2008). Innovation has been demonstrated to be a 

key value creator for a company, both in cost efficiency and growth (Ruggles & Little, 1997).  

APO KM Framework 

Asian Organization Productivity Organization (APO) is an intergovernmental organization which focusing on productivity improvement 

in Asia-Pacific. APO KM framework consists of three levels: accelerators, process, and outcomes. 

Knowledge management components 

Tjakraatmadja & Kristinawati (2017), stated that there are four essential components of knowledge management: governance, process, 

people, and technology. To improve knowledge management successfully, a company should consider these four components. 
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METHODS 

Data collection 

This research will be using both qualitative & quantitative approaches. Qualitative approach will be conducted through interview with 

related and authorized personnel (e.g: KM Manager). Meanwhile, quantitative approach will be conducted through survey to 72 employees as 

the sample group, which the number is determined by using Slovin & Stratified sampling method. The survey consists of 7 criteria with 35 total 

questions (5 questions in each criteria) and allows respondent to rate each question on scale 1 to 6. 

 

Figure 1 Slovin Sample Size of the Research 

Table 3 Sample Size of The Research 

Categories Description 
Number of 

Population 
Percentage Sample Size 

Management Band Position 1,2,3 119 45% 32 

Staff Band Position 4,5 145 55% 40 

Total 264 100% 72 

Table 4 Rating Score 

Rating Score & Description 

1: Not existed/ implemented at all 4: Existed/ implemented well 

2: Existed/ implemented poorly 5: Existed/ implemented very well 

3: Existed/ implemented adequately 6: Existed/ implemented very well & has embedded in the company 

Maturity Level Assessment 

APO KM Framework evaluates knowledge management maturity level through seven criteria: leadership, process, people, technology, 

KM process, learning & innovation, and KM outcomes. By referring to APO KM framework, the maturity of knowledge management is 

divided into 5 levels:  

Table 5 Maturity Level of APO KM Framework 

Level Score Description 

1st level (Reaction) 0 – 83 The company does not aware of knowledge management and its importance in 

improving productivity & competitiveness 

2nd level (Initiation) 84 – 125 The company begin to recognize the importance & need of KM 

3rd level (Expansion) 126 – 146 The company has implemented knowledge management institutionally-wide 

4th level (Refinement) 147 – 188 The implementation of knowledge management in the company is evaluated & 

continuously improved 

5th level (Maturity) 189 – 210 Knowledge management has become a habit in the company 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

From the survey result, it is obtained that the total score for XYZ is 135,76 with the highest average score factor is in leadership with 

20,93; while the lowest average score factor is in KM outcomes with 18,00. Detail score for each factor is described in the following table: 

Table 6 Survey Result 

No Criteria Maximum Score Average Score Score Gap 

1 Leadership 30,00 20,93 9,07 

2 Business Process 30,00 19,14 10,86 

3 People 30,00 19,57 10,43 

4 Technology 30,00 20,46 9,54 
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No Criteria Maximum Score Average Score Score Gap 

5 KM Process 30,00 18,44 11,56 

6 Learning & Innovation 30,00 19,22 10,78 

7 KM Outcomes 30,00 18,00 12,00 

Total 210,00 135,76 74,24 

After the survey result is obtained & explained, the next phase is to perform the root cause analysis in order to provide management with 

the appropriate solution. The root cause analysis method that will be used in this research is fish bone analysis with the combination of 

knowledge management components consist of governance, process, people, and technology. 

 

Figure 2 Root Cause Analysis of XYZ’s KM Maturity Level 

 

CONCLUSION 

Based on the assessment, it is concluded that the knowledge management practice in XYZ is on the moderate level, which is the 3rd level 

(Expansion) of APO KM Framework. It means XYZ has implemented knowledge management institutionally-wide in the company, yet there is 

no continuous evaluation and improvement performed. Furthermore, through the root cause-analysis, it can be concluded that the practice of 
knowledge management in XYZ is not supported with a clear objective and still sporadic. This situation can lead to saturated employees and 

complete abandonment of knowledge management. Further, if XYZ does not improve its knowledge management, it can significantly result on 

the following aspects: 

1. Undeveloped employee’s competency & capability, which results in the inability of employees in supporting management to achieve 

the company’s vision. 

2. The loss of critical and valuable knowledge from the company, which leads to the loss of opportunities due to the inability to sustain 

and remain competitive in this digital era of industrial 4.0 revolution. 

3. Low level of employee productivity & innovation, thus the company will find difficulties being agile in facing changes and achieve 

the sustainable competitive advantages. 

4. Become vulnerable to changes, which leads to significant risk since the world is currently facing the Volatile, Uncertainty, 

Complexity, and Ambiguity (VUCA World, 2020). 

Through above explanations, it is then important for XYZ to improve its knowledge management practice to reduce the possibility of the 

stated aspects. Therefore, there are several steps that XYZ can conduct based on the root cause analysis: 

Table 7 Business Solution for XYZ 

Components Root Cause Solutions 

Governance Inexistence of the 
comprehensive company’s 

policy regarding knowledge 

management, including:  

Critical knowledge 

identification & classification; 

Knowledge transfer from 

retired/ resigned employees; 

Knowledge post task/ project/ 

training documentation. 

Establishing a comprehensive company’s policy, that covers an end-to-
end process of knowledge management including not only the process 

of: 

Identification & classification of the critical knowledge to support the 

achievement of company’s vision;  

Creation of new knowledge which aligns to the critical knowledge for 

the company, including externalization of the valuable knowledge 

from the employees and retired/resigned employees;  

Creation of new knowledge which aligns to the critical knowledge for 

the company, including externalization of the valuable knowledge 
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Components Root Cause Solutions 

from post task/project/training.  

But also: 

Documentation of the critical knowledge in an integrated and 

sustainable manner as a valuable intangible asset for the company; 

Distribution of the knowledge by making it accessible to the 

employees in accordance to their authorization, and followed by 

requiring employees to share especially critical knowledge after 

completing a task/ project/ training; 

Implementation of knowledge to support the company by the 

employee’s productivity & innovation capability improvement.  

Process Incomplete & ineffective 

implementation of 

management processes (plan-

do-check-act), which include: 

Knowledge identification, 

classification, and creation; 

Monitoring & evaluation on 

the impact of knowledge 

management; 

Integrating education & 

training system 

Effectively implement, monitor, and evaluate periodically these several 

crucial processes, as follow: 

Critical knowledge identification, since it has a crucial role to drive the 
mechanism & content of knowledge system throughout the company, 

where it becomes a reference for further processes; 

The impact of knowledge management;  

The integration of education & training system. 

People Vagueness of management’s 

strategy perceived throughout 

the company, which affect to: 

Employee’s awareness on the 

importance of knowledge;  

Company culture in learning 

and innovating; 

Management acceptance of 

innovation 

Creating a conducive learning & innovative environment, through: 

Enhancement of  employee’s awareness to the company’s vision and 

the importance of knowledge in achieving it; 

Enhancement of the company culture to encourage & allow employees 

to be more productive and innovative; 

Enhancement of the appreciation & reward system for innovative and 

contributing employees. 

Technology Unalignment of KM System’s 

content with the company’s 

strategy & vision 

Aligning company’s objective with the content & outcomes of KM 

System, through: 

Determination on the objective & expected outcomes of knowledge 

management to ensure the alignment with company’s objective;  

Periodic evaluation on the content of KM system to ensure: 

The alignment with the company's vision; 

The availability of critical knowledge within the company. 

On the other hand, Syed et al (2018) stated that one of the main contributing factors to the effectiveness in nurturing knowledge creation 

and sharing is individual’s willingness to share. Other than the proposed solutions, the improvement of KM also therefore needs to have value 

for the employees to encourage their willingness to share, through: 

1. Certainty on the equality of critical knowledge distribution throughout the company 

2. Enhancement of the appreciation and acceptance level of employee’s valuable knowledge and innovative ideas 

3. Facilitation of employee to effectively collaborate in order to improve their work performance & solve business issues  

4. Provision of mentoring sessions to capture the pain problems & provide guidelines for the employees 
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Abstract  

Indonesia was the largest and fastest-growing digital economy in Southeast Asia as its size in 2019 was $40 billion. However, Indonesia 
currently faces digital talent shortfalls. Indonesia’s Ministry of Informatics and Communication stated that Indonesia will still lack 9 millions of 

digital talents by 2030. The effort to educate and produce more digital talents by government and the digital technology companies are great. 

However, employer branding is also needed to promote their company to be the best place to work. One way to achieve the target is through 

having an understanding of what attributes that attract talent to work for a company. Digital technology companies should focus on generation 
Z as their targeted talent. Generation Z, born between 1995 and the early-to-mid 2000s, will make up approximately 24% of the global 

workforce by 2020 onwards. Therefore, this study aims to identify the influence of employer attractiveness towards the intention to apply of 

generation Z digital talents to digital technology companies in Indonesia. Data were collected through questionnaire targeting Bandung Institute 

of Technology students as the second top contributor for employees in Indonesia’s unicorn digital tech companies. PLS-SEM was used to find 

the significant factors of employer attractiveness which influence the intention to apply for a job. Interest Value, Social Value, Development 

Value, and Work-life Value were found significant to influence the intention to apply for a job. 
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BACKGROUND 

Indonesia is currently the largest and fastest-growing digital economy in Southeast Asia as its size in 2019 was $40 billion (Google and 

Temasek/Bain, 2019). By 2025, the size of Indonesia’s digital economy is forecasted to even reach $130 billion. Indonesia’s strong digital 

economy in Southeast Asia is supported mainly by four key sectors, such as e-commerce, ride-hailing, online travel, and online media.  

There is a massive demand for digital talents to support the fast-growing of Indonesia’s digital economy. According to a 2016 Mckinsey 

report, the emerging digital economy potentially adds 3.7 million jobs in 2025 (Mckinsey, 2016). However, Indonesia currently faces digital 

talent shortfalls. Indonesia’s Ministry of Informatics and Communication stated that Indonesia will still lack 9 millions of digital talents by 

2030 (Kompas, 2019). Vice President of Data at Bukalapak, Bima Tjahja, stated that he was surprised to discover how difficult it was to find 
digital talent in Indonesia such as software engineer, analyst, data scientists, product manager, etc. (Jakarta Post, 2019). This situation could be 

problematic as talent is very important to become a competitive advantage to win the competition in the industry. 

To address the issues of talent shortage, several efforts to produce the talent have been made both by the Indonesian government and 

digital tech companies in Indonesia. Indonesia’s government launch Digital Talent Scholarship for 25,000 students partnering with universities 
and vocational studies. The awardees are expected to master digital business, cloud computing, big data analytics, and other things related to 

digital technology business (Ministry of Communication and Information, 2019). Digital tech companies in Indonesia aim to solve the digital 

talent shortage problem by giving mentorship, internship, and research opportunity to university students in Indonesia. (Jakarta Post, 2019). 

The effort to educate and produce more digital talents by government and the digital technology companies are great. However, employer 
branding is also needed to promote their company to be the best place to work. Employer branding could be defined as a strategy that can be 

used to acquire and retain qualified talent by establishing the organization as an “employer of choice” within the industry (Lenaghan & Eisner, 

2006). According to a LinkedIn report, companies with a strong employer branding tend to grow 20% faster from their competitors, get a 31% 

higher InMail acceptance rate, and see a 43% decrease in cost per hire (LinkedIn, 2015). 

One way to achieve the target of being the best place to work is through having an understanding of what attributes that attract talent to 

work for a company (Forbes, 2020). Digital technology companies should focus on generation Z as their targeted talent. Generation Z, born 

between 1995 and the early-to-mid 2000s, will make up approximately 24% of the global workforce by 2020 onwards (Inc, 2019). Because of 

their high-tech and hyper-connected upbringing, they will bring a new set of behaviours, expectations, and preferences into the workplace (Inc, 
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2019). Therefore, it is imperative that digital technology companies in Indonesia must put effort and time to understand this workforce better so 

that they can attract them to apply to their companies in the present moment and the future.  

However, the previous research that focuses on identifying the factors of employer attractiveness that attract generation Z to apply to 

digital tech companies has been in a low number. This study addressed digital technology companies in general rather than a specific industry 
like e-commerce, ride-hailing, online travel, and media as the digital economy now become an aspiring industry to work for job seekers. Job 

seekers don’t have specific interest in certain industry and could work in any industry as long as it is part of the digital economy (IDN Times, 

2019). In addition to that, the study that addresses specific generation like generation z workforce has also been limited. Therefore, this 

research was going to focus on identifying the influence of employer attractiveness towards the intention to apply of generation Z digital talents 

to digital technology companies in Indonesia. 

 

LITERATURE REVIEW 

2.1 Previous Research  

From 10 previous studies examined, there are six studies which use Employer Attractiveness Scale by Berthon et al. (2005) in a different 

context. For the developing country context, there is Saini et al. (2014) use the model to examine the relationship between employer 
attractiveness and intention to apply in the Indian context. For industries context, there is a study from Babikova and Bucek (2019) use the 

model to assess the intention to apply of computer science and economic students to 3 companies in each IT and economic industry. There is 

also a study from Sivertzen et al. (2013) who use the model to investigate which factor of employer branding must be focused on by employers 

in Norwegian context in maritime and oil and gas industry.  

From university students context, there is a study from Salsabila (2018) who used the model to identify the determinants of employer 

branding in attracting university students from one well-known university in Indonesia, Bandung Institute of Technology. There is also a study 

from Zulfahmi (2016) who used the model to examine the influence of employer attractiveness towards intention to apply for a job from 

Generation Y individuals from 10 reputable universities in Indonesia. From a generational perspective, there is a study from Reis and Braga 
(2016) who use the model to identify which employer attractiveness attributes are prioritized by Baby Boomers, Generation X, and Generation 

Y.   

There are two studies which have a variable that has indicators which correspond to the characteristics of Generation Z. Zhu et a. (2014) 

use work-life effectiveness as the variable to address the flexible time of work in the Chinese context. Huang and Lee (2017) used work-life 

value to address the importance of the meaning of work, management participation, and flexible place to work. 

The study by Sidorcuka and Chesnovicka (2017) as the only study that uses Generation Z as the research object used qualitative research 

that resulted employer branding variables such as location, corporate image, training and development, working environment, job, economic 

benefits, career possibilities, and new contacts. Meanwhile, the last previous research by Putri (2017) used variables that are resulted from 
eliminating variables from her previous research findings. Employer branding variables for current employee consists of job security, good 

salary, interesting work, feeling of being involved, appreciation and praise for work done. Employer branding variables for potential employee 

consists of sincerity, excitement, sophistication, ruggedness, and competence. 

2.2 Conceptual Framework 

Based on the previous research and literature review, the author used the Employer Attractiveness Scale by Berthon et al. (2005) as the 

tool of identifying employer attractiveness attributes for this study. This theory has been widely used by many researchers to identify the 

influence of employer attractiveness towards the intention to apply for a job. It has been tested to different country, generation, and industries 

that make it proven to be a valid and reliable theory. In addition to that, this study added a variable of work-life value to the attributes of 

employer attractiveness as this variable corresponds to the characteristics of Generation Z workforce who value work-life balance, flexible 

working time, a meaningful job, and entrepreneurial spirit.  

Meanwhile, this study used the indicators to measure the intention to apply for a job proposed by Highhouse et al. (2003). The author 

believed that the model would correctly measure how willing are the employee candidates to pursue the company to their fullest effort and 
whether they would like to accept the offering from it or not based on three indicators.  The first one is the potential employee will make a 

particular company be one of his/her first choices as an employer. The second one is that the potential employee will exert a great deal of effort 

to work for that particular company. The third one is that the potential employee will accept a job offer from that company. 

In previous research, Interest Value has been supported to have significant influence on the intention to apply in Salsabila (2018). 
Generation Z workforce characteristics are also said to have a high entrepreneurial spirit and digital talents value interesting work. Social Value 

has been supported to have significant influence on the intention to apply in several studies such as Salsabila (2018), Reis and Braga (2016), 

and Zulfahmi (2016). Digital talent is said to have the desire to have good relationships with colleagues and managers. Economic Value has 

been supported to have significant influence towards the intention to apply in several previous research such as Salsabila (2018), Reis and 
Braga (2016), Zulfahmi (2016), and Zhu et al. (2014). Generation Z is said to have seen their parents taking huge financial hits during a great 

recession as well as want to have job security. Meanwhile, digital talents also are said to value great financial compensation.  

From previous researches (Reis and Braga, 2016; Sidorcuka and Chesnovicka, 2017), Development Value has been supported to have a 

significant influence on the intention to apply for a job. Generation Z is said to have a huge desire for constant skill development and regular 
feedback from their coworkers plus digital talents who want to have career development possibilities. From previous researches (Sivertzen et 

al., 2013; Salsabila, 2018), Application Value has been supported to have a significant influence on the intention to apply for a job. Generation 

Z itself is said to have the desire to know the positive impact of their work. The study conducted by Hui-Chun Huang and Yuan-Deen Lee 
(2017) found that Work-life Value has a significant influence on the overall employer attractiveness. From the literature review, it was also 

stated that digital talents value work-life balance and Generation Z workforce are happy if they can have freedom and flexibility in doing their 

job.  



  

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 411  

 

Figure 1 Conceptual Framework 

 

METHODS 

3.1 Population and Sampling 

Ideally, this study should examine all Generation Z digital talent population in Indonesia in assessing the influence of employer 
attractiveness towards intention to apply of Generation Z digital talent to digital technology companies in Indonesia. However, due to limited 

resources like budget, time, and access to data, the sample of this study was generation Z digital talent in Bandung Institute of Technology. The 

reason for choosing generation Z digital talent from Bandung Institute of Technology is because the university is the second top contributor for 

employees in Indonesia’s unicorn digital tech companies (the company with a valuation more than $1 billion) like Tokopedia, Gojek, 

Bukalapak, and Traveloka (CNBC, 2019) 

According to Pangkalan Data Pendidikan Tinggi (2019), the total population of university students from Bandung Institute of Technology 

was 16,516 students (Pangkalan Data Pendidikan Tinggi, 2019). The number of samples was calculated using Slovin formula with a 5% margin 

of error because of the author’s access limitation, i.e. time and respondents to more samples in a large population.  

 

Figure 2 Slovin Formula 

Since the population of Bandung Institute of Technology students in 2020 were 16,516 and the margin of error is 5%, therefore, the 
minimum samples size needed for conducting the research is 391 respondents. The data was gathered by distributing questionnaire to the 

samples. 

3.2 Data Analysis 

In order to test the hypothesis, PLS-SEM was performed using SmartPLS 3.0. There were two steps which must be taken, such as validity 
and reliability test, and the second one is the evaluation of the structural model (Liébana-Cabanillas, Luna, & Montoro-Rios, 2015). The 

research used convergent validity to ensure the validity of the model. The average variance extracted (AVE) for all constructs were 

recommended to be a minimum of 0.5, which showed strong convergent validity (Fornell & Larcker, 1981). On the other hand, an indicator has 

good validity if the standardized loading has a value greater than 0.5 (Chin, 1998). In addition to that, a confirmation must be made to ensure 
all valid indicators are valid by using discriminant validity. To assess discriminant validity, each square root of AVE shall be greater than its 

corresponding row and column elements (Hair, Hult, Ringle, & Sarstedt, 2017). To measure the data consistency, reliability test is needed to be 

conducted by using the value of Composite Reliability (CR). The threshold (cutoff value) for CR was ≥0.7 (Hair, Hult, Ringle, & Sarstedt, 

2017). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The researcher gathered 502 ITB students who met the criteria for being the respondents of this study. The respondents came mainly from 

the School of Electrical Engineering and Informatics (STEI) and School of Business and Management (SBM). Out of 502 respondents, there 
are 321 STEI students (63.9%), 165 SBM students (32.8%), and the rest 16 students (3.19%) came from other faculties or schools like FMIPA, 

FTI, FTMD, FTTM, SF, FITB, and SITH.  

Respondents’ batch year was used to predict whether the respondents are already having or studying the digital skills mentioned in 

previous chapters. Out of 502 students, 235 students (47%) were from batch 2017, 131 students (26%) were from batch 2016, 131 students 
(26%) were from batch 2018, and the rest 1% comes from batch 2015 and 2019. According to the Bandung Institute of Technology learning 

system, students who are already passing to their own major already learn specific knowledge and skills about their domain area which in this 

case are in digital business and digital technology. Web development, machine learning, internet of things, social media marketing, digital 

marketing, data science, artificial intelligence, apps development, product management, and UI/UX are the top 10 of digital talents which the 

respondents had.  
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Analysis of significant employer attractiveness factors towards the intention to apply for a job was presented from Table 1 until Table 3. 

From Table 1, all latent variable had Average Variance Extracted (AVE) value above 0.5, which showed strong convergent validity. In addition 

to that, all indicators had standardized loading above 0.5 which makes them had good validity. Based on Table 2, all variables passed the 

discriminant validity test. From Table 1, all latent variables passed the reliability test as they had Composite Reliability (CR) value above 0.7.  

Table 3 explained the structural model evaluation. The hypothesis null (Ho) was rejected if the p-value < 0.05. It could be seen that 

Interest Value (IV), Social Value (SV), Development Value (DV), and Work-life Value (WV) had significant influence towards the intention to 

apply for a job of Generation Z as they have p-value < 0.05. Meanwhile, Application Value (AV) and Economic Value (EV) did not have a 
significant influence on the intention to apply for a job of Generation Z as they have p-value > 0.05. On the impact of Interest Value, Social 

Value, Economic Value, Development Value, Application Value, and Work-life Value towards Intention to Apply for a Job, it had an R-square 

value of 0.209. It could be concluded that 20.9% of variation on the Intention to Apply for a Job was explained by the independent variables in 

the conceptual framework. 

 

CONCLUSION 

This study aimed to identify factors of employer attractiveness which significantly influence the intention to apply of generation Z digital 
talents to apply to digital technology companies in Indonesia using the case study of Bandung Institute Technology students. The study 

contributed its originality by addressing the fact that the previous research that focuses on identifying the factors of employer attractiveness that 

attract generation Z and digital talents have been in a low number. In addition to that, this study also addressed digital technology companies in 

general rather than a specific industry like e-commerce, ride-hailing, online travel, and media as digital economy now become an aspiring 

industry to work for job seekers. 

From six independent variables, it was confirmed that Interest Value, Social Value, Development Value, and Work-life Value had 

significant influence towards the intention to apply for a job of generation Z digital talents to digital tech companies in Indonesia. Meanwhile, 

economic value and application value were found did not have significant influence on the intention to apply for a job of generation Z digital 
talents to digital tech companies in Indonesia.  It is recommended for digital technology companies to include the four significant factors of 

employer attractiveness (Interest Value, Social Value, Development Value, and Work-life Value) into the companies’ employer branding 

strategy both in the offline way (company visit to universities, internship and job opportunities) and the online way through various digital 

marketing channels.  

Based on the result of this study, some suggestions are made for future research. Researchers may use a larger scope of samples to capture 

more generation Z digital talents in other universities and out of universities such as vocational high school students and self-learned people 

who are not in the school or university. In addition to that, researchers may add more variables related to the characteristics of generation Z, 

such as the use of social media, which has been widely and intensely adopted by generation Z. 
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Abstract  

The committee was formed as a temporary organization to organize an event. The event can be successful or fail. If there is a failure, many 

people just blame their leader. Contingency approach takes another approach in evaluating leadership, the aspects that can influence leadership: 

the leader, the followers as part of the body of the organization, and the situation which is the organization itself. This research specifically 

discusses leadership in the OSKM ITB committee as an annual event at ITB. 
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BACKGROUND 

OSKM ITB or ITB Student Family Study Orientation is a centralized regeneration process formed jointly by college students as 

centralized studentship. The educational target of OSKM ITB is not only new college students but also for first-year college students as a 

preparatory phase to become a member of the OSKM ITB committee. 

As a series of annual centralized regeneration processes, executors are needed in many committees. The formation of the OSKM ITB 2019 

committee began with the search for the chairman. The next process after electing the Chairman is the determination of the Department Heads 

and Division Heads. The selection of Department Heads and Division Heads comes from the prerogative rights held by a Chairman. 

The main criteria used by the Chairman are experience and expertise in the department or division, the desire to support the chairman's 

vision and mission, and match with the Chairman's personal. However, leadership skills should be considered doing their functions. Leadership 

aspect was not considered by the Chairman of OSKM ITB 2019, so the leadership are not going well. Each Head of Department and Head of 

Division used his abilities independently without the best practices. 

The absence of leadership best practices raises various problems. The problem that is often encountered is the loyalty of staff towards the 

division. As a result, the large number of staff owned does not help much in completing the tasks and functions of the division. The work of a 

division that is mostly done by only a few people. Therefore, an evaluation of leadership is needed that can find the best practices to be 

implemented in OSKM ITB or other ITB centralized committees in the following year to develop and optimize the ability and potential of its 

staffs. 

 

LITERATURE REVIEW 

Leadership is part of how to determine direction and goals and it closely relates it is closely to transformation, action, and persuasion that 

considers innovation itself (Storey, J., Jean Hartley, J.-L. D., Paul, Hart, Ulrich, D., (2017). Kouzes and Posner (2014) defined the leadership as 

the relationship between people who are divided into 2 different categories, those who will lead and those who choose as followers. These 

relationships can occur between individuals or from individuals to groups. 

Daft (2014) said that contingency means that one thing has a relation with another thing. Here, if a leader wants to implement the 

leadership effectively, there needs to be a fit between behavior, style, traits, and position in a situation. Elements that are closely related to 

leaders that influence leadership are followers and situations. The contingency approach shows that variable situations such as task, structure, 
systems, and environment have close links with the leader. The followers variables such as needs, maturity, training, and cohesion have an 

influence on the effectiveness of the ongoing leadership. 

In the contingency approach, leadership comprises 3 interrelated elements, they are: leaders, followers, and situations. The following 

framework provides guidelines that in evaluating leadership, it is necessary to check these 3 elements by understanding the process and the 

interactions that are interwoven between the 3 elements shown in the overlapping parts of the figure. 
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Source: The leadership experience 

2.1 The Leader 

The first element describes what are the aspects of a leader as an individual into the leadership that he/she carries. Aspects discussed in the 

contingency approach include: style, traits, behavior, and position. 

Mouton & Blake (1964) developed the managerial grid based on two style variables: task-oriented and people oriented. Task-oriented 

variables focused on the results of the task. Timeliness completes, satisfying results, and good feedback. People-oriented variables are focused 

on needs and interests, comfortable workplace, and a sense of belonging. 

Grief (1967) said, the theory of leadership traits is an early theory of leadership which states that leadership effectiveness can be identified 

from the qualities that exist in a leader naturally, this is evidenced by these traits being the basis for a leader prove the success. In this study, 

researchers used two approaches of leadership traits, which are personal traits and managerial traits.  

Leaders have specific behaviors that can influence performance improvement and motivate their employees to achieve the goals, those 

behaviors that are most suitable for the needs of employees and the work environment (Northouse, 2013). House and Mitchell (1974) defined 

leader behaviors into 4 types: Directive, Supportive, Participative, and Achievement. 

The position of a leader is closely related to the power possessed by the leader in executing his/her leadership. French and Raven (1959) 

divided power to five categories, they are: expert power, referent power, legitimate power, reward power, and coercive power. 

2.2 The Followers  

Another element is followers who are people who get the influence of a leader to do certain roles. Aspects discussed in the contingency 

approach include: needs, maturity, training, and cohesion. 

Integro Leadership Institute (2012) has conducted a survey that aims to identify human needs that trigger desires in working and doing 

tasks. The Passion Pyramid is a framework for understanding each level of follower needs, and guidelines for what leadership skills are needed, 

and the outcomes for each level. They are: to be respected, to learn and grow, to be an insider, to do meaningful work, to be on a winning team. 

In the Hersey-Blanchard Model (2007), the leadership style is adjusted to other factors, one of which is the level of maturity of followers 

which have 2 influencing variables: skills and willingness. It categorized into 4 types with high or low skills and willingness. 

Gershon (2015) wrote on his book that Bloom Taxonomy is the most widely used tool by teachers as a framework for planning and 

implementing learning to students. Bloom (1956) was created Bloom Taxonomy, which shows six levels of cognitive skills and have the aim to 
determine learning achievement, determine learning methods, and make an assessment of learning outcomes. They are: remembering, 

understanding, applying, analyzing, evaluating, and creating. 

Aoyagi, Cox, & McGuire, (2008) mention cohesion as a form of how an individual who is a member of a team has a relationship with one 

another and moves or works. The research also divides cohesion into 4 elements, they are: Group integration, Attraction to the group, Task 

cohesion, and Social cohesion. 

2.3 The Situation 

The third element that influences leadership effectiveness is the situation. Situation elements play an important role because affect two 

subjects between the leader and followers. Aspect discussed in the contingency approach include: task characteristics, organization structure, 

systems, and environment. 

Becerra and Sabherwal (2014) discussed the characteristics of tasks related to the Knowledge Management Process. Prior to that, Spender 

(1996) had explained that task characteristics had 2 types: task uncertainty and task interdependence. 

Daft (2014) on his book said, there are two types of organization: Formal Organization and Informal Organization. Formal organization is 

an organization that is often associated with management theory and organizational behavior. Informal organizations refer to the culture held 

by a group of organizations. 

There are various systems in the organization, therefore in determining the human capital system is determined in the initial plan of the 
organization's journey. Harris Services (n. d), a consulting firm, wrote a human capital process that fit in with the object of research, which 

comprises: acquisition, development, execution, assessment, and reward. 

Daft (2014) on his book said, the environment in the situation element refers to external factors. Contrary to the task, organization, or 

system which is an internal organization. These external factors are a broader scope that affects the organization. 

2.4 Proposition 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 416  

• The interaction and relationship ties between the Head of Division and their staff in OSKM ITB 2019 is still needed a lot of 

improvement because of the staffs was not performed best 

• The factors that can be affect the success of a committee in OSKM ITB 2019 is a contingent relationship between good leadership 

from the Division Heads, a good contribution from the staffs, and supporting by the good situation 

• The leadership does by the Division Heads of OSKM ITB 2019 is need a lot of improvement because of there are many staffs who 

still under-performance under their leadership 

 

METHODS 

The process of research starts from problem identification, theoretical review, data collection, data analysis, conclusion and 
recommendation. The researcher identifies the problem as the first stage to carry out the next stage. At this stage, the researcher identifies 

problems related to leadership during the committees do their duties. After that, the researcher uses the frameworks from any theories regarding 

leadership to be used as approaches to evaluate the execution of OSKM ITB 2019 by the committee itself. 

The researcher uses a qualitative approach in conducting research. The approach was chosen with the reason to get information intended 
for evaluation in following years, so the information is needed that contains explorative and elaborative explanations, not by using a quantified 

measurement with numbers. This research takes a sample of 2 division that have the good performance and 1 division that has poor 

performance. The selection of 1 division with good performance aims to analyze the leadership factors of the head of the division that support 

the good performance of the division, while the determination of 1 division with poor performance aims to a comparison and gap analysis on 

the leadership from each Head of Division. The divisions that will interviewees are Event Organizer, Show Director of OHU, and Operational 

of OHU. 

Question guide for staffs: 

• How is the leadership style of the Division Head? 

• What is the leader traits in your Division Head? 

• How does your Division Head behave when faced with certain situations? The dilemma between choosing to prioritize tasks or 

people. 

• What are the factors that make you obey the Division Head? 

Question guide for Division Heads: 

• What the staff needs for joining the committee? 

• What skill levels do staff have? How willing the staff is to do their work? 

• Is there any training? What kind of training? 

• How do individuals and interpersonal relationships in the division, related to social and task aspects? 

Question guide for Chairman of OSKM ITB 2019: 

• How task vary? What about the characteristics of the task? 

• How do you determine the organizational structure? 

• How about the relationship between the members of the organization formally and informally? 

• How about the Human Capital system for the OSKM ITB 2019 committee? 

• How about the culture of the student committee at ITB? 

The next process is written the transcripts to collect complete data, and the transcripts that have been prepared will be continued into the 
coding stage. To begin this stage, the researcher needs to number each sentence from the interviewer and the respondent which will facilitate 

the coding process. In open coding, the researcher will categorize the data that has been numbered on each respondent's answer. The 

categorization is done on each keyword. The keyword for the coding means are words which according to the researcher are considered having 

meaning, then the sentence is formed into a table which is a collection of incident. In axial coding, the researcher grouped incidents 1 into 
tentative codes. The tentative codes that have been compiled will be changed into codes by selecting words that have similar meanings. In 

selective coding, the researcher will determine what the dimensions are. The dimension determined by previous stage which the codes has been 

translated into tentative dimensions first. These dimensions will concept or construction results. 

The last process, the findings and analysis that have been carried out in the previous process will be summarized into a conclusion that will 

answer the research questions. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1 Evaluation and Comparison of Leader Aspect 

In the student committee, Division Heads are more people-orientation, because the committee is voluntary, which requires the willingness 

of its staffs to work. Thus, staffs feel that Division Heads in OSKM are more oriented towards them as staffs. Even poorly performing divisions 

are still completing their jobs, but many are covered by their Division Head. The divisions which has better performance, it  has more 

Collaboration will involve its staffs. 

Division Heads that perform well have excellent knowledge of human skills, so he can divide the work of his staff according to his 

abilities, then become a team that works optimally. In addition, Division Heads should communicate effectively with staff, so that staff 
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understand the message and direction from the Division Heads. While the inability to communicate in divisions that do not perform well makes 

staff feel confused about what they should do and not be a comfortable place to work. The level of confidence of the Division Heads also 

influences the level of trust of the staff in the Division Heads. When the Head of Division is confident, the staff becomes more confident and 

has a totality at work, especially if the Head of Division prides his/her division in to other Division Heads, the level of confidence of the 
division staffs also increases. Innovative and innovative are also traits that need to be owned by the Division Heads to continue to improve the 

performance of the division, so that there are always more improvements in the further times. Otherwise, divisions that have poor performance 

stagnate because there is no innovation from the Division Heads. 

Division Heads on the student committee have the behavior as a person who provides support and facilities for members to work. The 
Division Heads who is participative reduces the performance of the division. By providing support and facilities to members, there is 

empowerment carried out by the Division Heads so that members and one team can work optimally. There are no Division Heads who have 

achievement oriented or directive behaviors, it supported by the previous analysis which states that the head of the division in the student 

committee is people-oriented. 

Based on the five sources of power, Division Heads as leader have legitimacy to give command and can coerce the staffs. However, none 

of the Division Heads has that power tendency. However, all division leaders maintain good relations and try to become role models, give 

appreciation to their members, and have qualified insight as leaders. Referent power has a higher level of dominance than reward power and 

expert power. Referent power has a great influence on establishing a good relationship between leader and followers. 

4.2 Evaluation and Comparison of Followers Aspect 

The basic need for staff is to be respected, all Division Heads have done this even though in different ways. But there are differences in 

reaching the needs at the next level is to provide space to learn & grow. In divisions that have good performance, there is training that is given a 

lot of knowledge and hands on, other good performance divisions put forward inclusiveness. Otherwise, in divisions with poor performance, 
few learn & grow spaces and without inclusiveness, they involved only according to direction, so that only a few staff is involved but in a very 

small frequency of tasks. In the good performance division, the level of commitment is increased through gathering, working together, joking 

together. Even the staff invited to re-involve in other events as an appreciation that their team was working well. 

Maturity level at the good performance division has more staffs with M4 levels, even reaching 80-90%, while in the poor division only 
10% of its staff. Only a few are in M2 and M3, because when willingness is good, the chairman sees that his skills are also good. Likewise, 

when there is no willingness, the skill becomes cannot identify by the Division Heads. The student committee becomes a place of learning, so 

the staffs also start in developing skills, they did not already have the skills and then just implementing them 

The training was used as an introduction to the division. Training is carried out with the development on cognitive aspects. Curriculum 
Department of OSKM ITB held training by referring to taxonomy bloom in designing training. Achievement of cognitive aspects is dominated 

by 3 levels: remember, understand, and apply. Each department provides training designs to the Curriculum Department for waiting an 

approval. Each department designs training differently. In good performance divisions, training is given knowledge and develops skills. 

Otherwise, in poorly performing divisions the training was only in the form of introduction and playing games, but this was made worse 

because only a few staffs of the division came 

In the poor performance division, Individual attraction to a group is terrible in terms of social or task. Poor in social aspect because there is 

no engagement between staff and the division. Moreover, poor in tasks aspect because most of the division's staff are reallocated from other 

divisions, because of the last choice or not the division chosen when registering. There is no integration in the group, both in terms of social or 
task. Otherwise, in the good performance division, especially with a small number of staffs, have good individual attraction to group and group 

integration. All members have a good sense of belonging, enthusiasm for work, and feel hard and happy together as a team. For divisions that 

have many members, group integration is felt in the sub-group, but the individual attraction to the group is high. 

4.3 Evaluation of Situation Aspect 

The characteristics of the tasks in OSKM ITB have a high degree of uncertainty. This is because the committee is an annual event, not a 

routine thing for ITB students to do. The level of interdependence is high, between divisions and fields related to each other, so the Chairman 

conducts a coordination meeting with the Department Heads and Division Heads to ensure that the task is going well. At the coordination 

meeting, each division and department delivered its progress, held discussions to resolve obstacles, and minimized failure. 

OSKM is a formal organization based on its organizational structure. There is a 3-level-hierarchy comprising: Chairman, Department, and 

Division. The Department Heads coordinates more with the Chairman, while the Division Heads coordinates more with staffs. On D-day, there 

was a different structure, which was called the "command line". The highest leader on the day is the Head of Event Division, with the field 

coordinator as an extension of his hand. These two different hierarchical structures aim to avoid chaos by ensuring who gives direction, orders, 

and have responsibility. Thus, a person cannot decide without the approval from the higher level of management. 

Recruitment system comprises 3 stages. First, the close recruitment conducted by the head of the division. Close recruitment is the 

prerogative right of the head of the division to take the opportunity or not. This open recruitment has a good impact on getting staff with high 

levels of loyalty. Second, open recruitment for second and third grades students. Third, open recruitment for first grade students who joined 
centralized education participants. This open recruitment opens opportunities for many people to involve themselves and have the freedom to 

choose to enter whichever division they want. Development system is carried out through a centralized education and department training. Each 

department is required to hold the proposed department training and then be approved by the curriculum department. The lessons and methods 

of each department are referred to the needs of the department. On the D-day or event execution, each the head of division gives direction to the 
members about what will be done by them on the D-day so that OSKM can run smoothly through the role of each division that can work well. 

The assessment is used through a report sheet that is assessed by each HRM department. This cannot be a good assessment, because it is only at 

the end of the event so it does not impact the preparation or implementation of OSKM. Reward has been given well, by uploading photo and 

name of best staff from each division in the official OSKM ITB Instagram account. This appreciation still needs to be improved because not 

only one staff member needs to be appreciated, there are still many staff who should receive appreciation. Another reward given at the end of 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 418  

the event is a dinner with all staffs of the division from the event profit money This can be a moment to regroup and have fun together so it can 

increase engagement even though OSKM has finished. 

ITB environment has its own characteristics. For example, there is no Vice Chairman in almost all the organizational structure, but the 

secretary general who holds administrative functions. In the OSKM committee, the field committee (mentor, security, medical) already has 

culture and tradition, it has become a characteristic of the new student committee at ITB compared to other universities. 

 

CONCLUSION 

In the contingency approach, performance does not only depend on the leader. But the interaction between the leader, follower, and 

situation. If the leader has the role of giving direction, this direction can be well received if all aspects of the follower and situation support the 

execution of the directions. In the OSKM ITB committee, improvements are still needed in the interaction between leaders and followers. 

Communication needs to be more intense, not just delivering an announcement in a chat room. When meeting, not just talking about work, but 
need a warm chat as a friend who can make the leader-follower relationship more intimate. The leadership of the division head still uses his/her 

personal style, so leadership development is needed in the student committee. 
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Abstract  

Soft skill defined as interpersonal, human, or behavioral skills needed to apply technical skills and knowledge especially at the workplace. One 

of the most contentious arguments in the present higher education literature concerns graduate quality and lack of soft skills. Developing soft 

skill through technological advancement is a legitimate way to prove that business students have more readiness in the workforce. Henceforth, 
this research aims to reveal the underlying reason in using digital platform to develop their soft skills. The interview result was analyzed by 

manual coding. The results are there’s a perception gap between skills taught versus skills needed and it support Vroom’s expectancy theory. 

The symptoms come from four categories of students who realize the perception gap with SBM, (1) Experienced in professional careers (2) 

Competition addicts (3) Not having any related activities (4) Pure having a different mindset with SBM. Journey flow made by the author 
shown the benefits they are looking for in using a digital platform. There are internal factors which consists of ability and willingness aspects 

and external factors that influence students' decision to use digital platforms which can then lead them to understand the urgency of learning 

soft skills individually. 
 
Keywords: Business student, Digital platform, Millennials, Perception gap, Soft skill  

 

BACKGROUND 

Knowledge management, creativity and lifelong learning are in the forefront of global economic development, while investments in 

education become a crucial indicator of understanding the complexities of contemporary business and society (Ćukušić, Alfirević, Granić, & 
Garača, 2010). Each person with strong, soft and hard office qualifications is the one who gets the most desired position (Ellis, Kisling, & 

Hackworth, 2014). This means structuring, facilitating and improving three aspects that are thought to be closely linked together: personal 

development, participation in learning and success in employment. Such interconnections between growth, learning and achievement are 

frequently a concern for three groups; young people, high school graduates and leaders (Gibb, 2014). Academic institutions should create well-

developed programs to educate learners about how to learn and develop soft skills. Courses, tasks and criteria should be organized in order for 

students to take on interdependence and to think critically, systematically and creatively in preparation for successful contributions to the 

organization (Wats & Wats, 2009). Everyone will have their own choice of learning method, well each generation has the same tendency, let's 

say millennials generation who are born when technology is developing rapidly, so they grow and develop adaptively to technology (Santillo, 

Walker, & Beaman, 2016).  

Many business students have already been practicing organization. They therefore have time constraints and travel schedules (Franceschi, 

Lee, Zanakis, & Hinds, 2009). A bridge is needed between their desire to learn soft skills and their ultimate goal in learning, one of which is 

through the use of a digital-based platform to learn the soft skills. Business schools recognize soft skills as vital to success in the workplace, 

especially in higher management positions (Tseng, Yi, & Yeh, 2019).  

Behind this, the network is very deep, because the digital learning environment is linked to many virtual databases, institutions, libraries 

and individuals (Peters, 2000). This fact leads to the urgent needs for undergraduate business students to prepare themselves independently in 

order to develop their soft skills. Subsequently, developing soft skill is a legitimate way to prove that business students have more readiness in 
the workforce. However, there is only a handful of studies were found in regards to explore the behavior of business students to develop soft 

skill with uncommon way. This certain condition allows the author to do a research about the behavior of undergraduate student of 

management SBM class of 2020 in using the digital-based platform to develop their soft skills. 

The author develops two research questions adhering to previous explanation, (1) What is the underlying reason of undergraduate students 
of management ITB class of 2020 in using the digital-based platforms to improve their soft skills? (2) How do Undergraduate students of 

management ITB class of 2020 capture the importance of learning soft skills individually? The objective is to reveal the underlying reason of 

Undergraduate students of management ITB class of 2020 in learning soft skills through the use of digital-based platforms. 
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LITERATURE REVIEW 

Soft skill 

Soft skills in general terms are defined as "interpersonal, human, or behavioral skills needed to apply technical skills and knowledge at the 

workplace” (Weber, Crawford, Rivera, & Finley, 2011). Hence, soft skills are therefore largely intangible, not associated with a deliverable or 

real output and are used without the use of instruments or templates (Hendarman & Cantner, 2018). In different contexts, different arrays of 
soft skills are seen, but they are all common. This is to create, facilitate and enhance three closely interconnected things; personal development, 

participation in learning and work success (Gibb, 2014). It seems that universities throughout the world have agreed to prepare their students 

for a complex and uncertain society and labor market (Kechagieas, 2018).  

Millennial Generation  

There are three definitions for generations, including age, cohort, and responsibility (McGhee, 2008). However, for the purposes of this 

study, the definition of Strauss and Howe millennial generation, which is 1982-2004, was used. Besides being called millennials, other names 

commonly used for this generation are Generation Next and Generation Y. The millennial generation has been brought up with technology, 

something that is strikingly different from other generations. This is the first generation to enter the workplace with a better understanding of a 

key business tool than among seniors (PWC, 2011).  

Digital Learning 

Learning takes place when expository teaching and receptive learning fit together, in simplified terms is the teacher presents learning 

contents and the learners receive them, put them in their memory as inventory and recall them whenever they need or when being asked for in 
special conditions such as examinations (Peters, 1999). New approach points out that the learners have to be responsible for their own learning 

and personal development as there will be no external person or party to interfere them (Peters, 1999). The characteristic of digital learning 

itself emphasizes on the different starting situation, which means learners can experience themselves as actors and it appears to encourage, 

provoke, and even incite learners to self-learning. Digital learning will make the learners become more self-planned, work independently, and 
self-regulated (Peters, 1999). The choice of digital platform used is still in line with the factors that will determine the usage preferences for 

millennials generation as described before which are ease of use, technology, and incentives or rewards. 

 

METHODS 

Data Collection 

 A qualitative approach is used by methods such as the in-depth interview method to find insight and comprehensive data. The author 

conducts the data collection in a thorough, semi-structured interview to ten people and analyze it using manual coding. The criteria for the 

participants selected were determined on the basis of non-probability sampling, which are purposive samples. The first coding analysis is open 

coding. In this step, the researcher will read the data continuously with the aim to seek for the data cluster and the patterns itself. The next 
coding analysis is axial coding to create an overview of the entire topic being researched. This step is important in developing categories and 

subcategories and finding relations between the different codes a more informal approach should be considered (Boes, 2014). The last coding 

analysis is selective coding defined as a method of selecting, systemically relating to other categories, validating and completing the categories 

that need further enhancement and development (Boes, 2014). Therefore, this step will conclude the whole process of data analysis since it will 

depict the core category. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Each statement from the participant will be broken down into important word for word. the researcher groups words that have the same 
meaning and succeeds in making 22 categories of code which are then called tentative dimensions which are platform used, course studied, 

comparison with experience in SBM, financial system, time spent and its difficulties in using time allocation, motive, thought-provoking, 

individual belief and initiative, commitment level in completing the course, assignment, award, flexibility, can be done in conjunction with 

other activities, complexity level, the urge to do so, interaction, learning by doing, focus level, learning process, features, output, and 

efficiency.  

From the participants' statements, the pattern is talking about the ease of using digital based platforms, then they realize that there are 

many things about soft skills that are not covered during SBM lectures. However, the symptoms that make them aware of this condition differ 

depending on the busyness and background of each participant. First, the classification of people who have just realized the importance of soft 

skills when they want to get exposure. According to them, there were so many things they needed to carry out their professional activities but 

were not given by SBM. However, they agreed that the digital platform is only complementary because SBM still provides skills but they have 

succeeded in defining what skills they need. Second, participants who just realized when they met people who competed with him. 

Competitions made them realize that cognitive knowledge provided by SBM would not be enough, because it turns out that their enemies are 
far more prepared mentally and all soft skills needed in the competition. However, the good thing is that soft skills are important to be different 

and it’s important to prepare yourself for the real competition in the workplace. The third category are those who do not have any activity 

because they feel unable to compete such as competitions and leadership programs but they want to be able to get the knowledge that their 

friends get. They feel a perception gap between the learning process that SBM provides and what they need but they are aware of what they 
have to do in order to compete with their friends but their smart way is to do a different process with their majority friends. The last category is 

those who are purely only having gap perception with SBM but they are aware of what skills they need, so they do not necessarily only accept 

what is taught by SBM but also find a way out by enrolling courses in digital based platforms. They have the mindset that studying at SBM is 

only to pursue grades and complete deadlines because they are skeptical and can't even take lessons learned related to soft skills provided by 

SBM.  
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According to financial perspective, the data states that they all realize that all platforms used are paid, but are cheaper when compared to 

conventional class that have provided a curriculum. Thought-provoking showed fairly similar results to one another because of a high curiosity 

and interest in accessing digital-based platforms so that there were no significantly different answers. Commitment seems to be their obstacle in 

using digital based platforms because they have not been able to prioritize learning soft skills on digital platforms because they still have to deal 
with the other things, especially the final project. Assignments provided by certain platforms in the form of videos, exercises in each session, 

quizzes, interviews, even there are online assessments and peer reviews that are usually done by conventional classes. The awards they get are 

certificates but that is only from a few platforms. Soft skills that almost all participants can get is the ability to multitasking and managing 

priority because with enrollment courses they increase their burden especially on paid platforms. However, those who answered that learning 
soft skills while doing other things were those who listened to podcasts on Spotify or videos on YouTube because they were not as complex as 

Udemy or Coursera who could have quizzes or even exams. Complexity level shows that they feel happy using a digital based platform because 

there are many variations of courses that can be taken and more specific. Interaction aspect shows the weakness of digital based platform which 

is minimal real-time interaction both with students and teachers or presenters, but there are interesting things that on some platforms there are 
online discussion forums so that they can be free to argue without fear in the judge but only for questions to the speaker must wait for certain 

time to reply and that can hamper the process for the next week. 

 After doing axial coding, researchers then grouped axial coding or tentative dimension 1 to tentative dimension 2 which aims to 

group the equivalent words so that they can become a comprehensive concept as shown by table below: 

Tentative Dimension 1 Tentative Dimension 2 Dimension 

Platform used Platform used 
Differences in the learning process 

compared to SBM 

Course studied Course studied Platform used  

Comparison with experience in SBM 
Comparison with experience in SBM + 

Learning process 
Course studied 

Financial system Financial system Financial system 

Time spent and its difficulties in using 
time allocation 

Time spent and its difficulties in using time 
allocation 

Time spent and its difficulties in using 
time allocation 

Motive 
Can be done in conjunction with other 

activities + Focus level 
Focus and multitasking level 

Thought-provoking Motive Motive 

Individual belief and initiative  Thought-provoking Thought-provoking 

Commitment level in completing the 

course 
Individual belief and initiative  Individual belief and initiative  

Assignment  Commitment level in completing the course 
Commitment level in completing the 

course 

Award Flexibility Flexibility 

Flexibility 
Efficiency+ Interaction + Features + 

Assignment + Complexity level  
Components 

Can be done in conjunction with other 

activities 
Award Award 

Complexity level  Learning by doing Learning by doing 

The urge to do so  The urge to do so  The urge to do so  

Interaction Output Output 

Learning by doing   

Focus level   

Learning process   

Features   

Output   

Efficiency   

Therefore, from the selective coding table above, the author makes the flow obtained from the analysis of the interview data as follow: 
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The flow explains that the participants have a journey before they can determine whether they must learn soft skills through a digital based 

platform, starting from they feel the difference in the learning process of soft skills in SBM, both in terms of delivery and from the make the 

lesson learned. Author observes the phenomenon that what can be captured by people especially by researchers is only a symptom. A concrete 
example is that author observed that many undergraduate students in management ITB class of 2020 used a digital platform to learn soft skills. 

Then when the interview process was conducted, the participants initially focused more on answering why they’re using a digital platform, then 

it triggering author to explore further until they confess that they have differences in the learning process related to soft skills. Based on this, 

the author concluded that the flow captured by the author was slightly different from the figure above because the author caught the general 
symptoms first which is the phenomenon of using digital based platforms so that the researcher could later identify the underlying reasons they 

needed to learn soft skills on a digital based platform because they have a perception gap as well as they can identify the factors affected their 

decision in using digital based platform. 

In addition, there is an interesting thing that is the flow made by researchers supporting the flow of Vroom expectancy theory which 
explains that individuals tend to show behavior depending on the output of a given task (Singh Dubey & Tiwari, 2020). The first element in the 

theory is expectancy which is reflected in the flow created by the researcher as an award that is if they hope that the more benefits they 

produce; it will motivate them to do it will be even greater and better than usual. The second element is instrumentality which shows that if 

they can do it well then they can get the desired output, it can be likened to learning by doing, which is a method approach that if they can do it 
through learning by doing, so they can achieve the output they want. The last element is valence which shows the value of the output they want 

to get, that is they want to have something more and different from their friends.  

 As for the dimensions used in selective coding, it can also be seen that the strength, weakness, opportunity and threat (SWOT) of the 

digital based platforms reflected on some dimensions. For example, strength of digital platform can be taken from external factors which are 
flexibility and some components as well as the benefits offered such as awards in the form of certificates which according to the participants it 

was very helpful since they can use it as an evidence that their skills were recognized and were more legit. Weakness in using digital platform 

to learn soft skill can be seen in terms of cost that is charged to the user so they object if they have to pay more (in their respective standards) 

because they still have formal tuition obligations at SBM with a cost that is not cheap then there’s interaction dimension that categorized as the 
component dimension because if there’s no real time communication, it will actually eliminate the essence of learning activities. Opportunity 

can be seen from thought-provoking because as the time goes by many human activities must deal with soft skills so that they are still capable 

enough with the use of technology and having a plus point aside from the technology (i.e. robot). In addition, learning by doing is also an 

opportunity so that digital based platforms can be more accepted and can provide even greater output. Threat arises from internal factors, 

namely commitment and focus level, because human psychology will then disrupt the continuity of digital based platform practices, especially 

for millennials who have adapted to technology and are easily bored and easily tempted by the sophistication of new technology. This research 

provides new insights on how to identify the underlying reasons for using digital based platforms to learn soft skills. Author provide flow in the 
form of a journey that each participant goes through until finally they feel the urge to learn soft skills, especially through a digital based 

platform. 

 

CONCLUSION 

The underlying reason is because they feel there is a difference from what they expect to get soft skills in SBM turns out they find facts 

through their respective activities that there are soft skills needed and they have to learn from digital based platforms because of internal and 

external factors that affect their decisions. In other words, they have identified skills taught vs. skill needed through different activities in each 

participant and it’s in accordance which previous research told that they assumed the lack of skills among graduates was due to a disparity 

between the skills taught in the program and those needed on the labor market and they should participate actively in tasks to sharpen their soft 

and professional abilities, identify and develop their skills gap to fill it (Tran, 2018). Digital based platform became their solution because they 
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agreed on one thing, flexibility, there was even one participant who stated he had been drawn on how the future of lecturing process, especially 

if the Corona virus pandemic was still happening. Millennials expect flexibility from other persons or institutions and a strong desire for speed 

and efficiency (Rikleen, 2008). From the journal it is evident that millennials have expectations and interview data results also shows they have 

been able to identify what they need to do to meet those expectations by learning through a digital based platform. They enroll some courses 
related to soft skill because they are aware of what they need on their own, and the absolute decision in their hands and there is no interference 

from other parties like conventional classes in general. In addition, they can find their individual learning pace which is also in line with the 

research conducted by KPMG which is individual learning pace become the motivation in using the digital based platform. There’s also 

research evidence, the particular characteristics of millennials are their ambition and desire to continue learning and move quickly through the 
organization (PWC, 2011). The statement depicts the ambition of millennials to keep learning whenever and wherever they are so they can 

compete and position themselves among each other. Thus, educational institutions and digital platform owners must be able to identify what is 

needed so there is no perception gap with the material provided. 
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Abstract  

The Industrial Revolution is evolving again into the fourth industrial revolution known as Industry 4.0. Industry 4.0 will be required on more 

complex systems and technologies; hence, employees must master system thinking as the skills required to keep up with system modification. 

BRINS is insurance companies that serve a variety of insurance products, offered in the form of conventional and sharia insurance closures. 
BRINS is required to continue improving the quality of human resources, managerial skills, and technology. This research aims to assess 

Industry 4.0 readiness in terms of human capital, leadership, and big data to achieve those optimum qualities. This research was conducted by 

distributing a questionnaire to BRINS General Insurance employees. The data were being analyzed using the geomean formula in Excel and 

HDI formula. The result shows that BRINS General Insurance has not fully ready in implementing Industry 4.0, especially in big data since 
some of the big data constructs show an HDI score of 0.70 – 1 that translated into a preliminary and not ready level. Therefore, the researcher 

suggested that BRINS General Insurance have to provide big data analytics knowledge in their daily workforces such as training or seminar to 

enhance their employee’s knowledge in big data analytics. 

 
Keywords: Big Data, Human Capital, Industry 4.0, Leadership, Readiness  

 

BACKGROUND 

Right now, we are slowly entering the modernization era. Modernization is a process of social and cultural change, triggered by 

industrialization and followed by the increase of social satisfaction and labor division. One of the characteristics is the traditional ties of kinship 
and neighborhood diminish (Panahi, 2015) But before we arrive at this modernization era, the world is evolving from time to time and 

experiencing several transitions to a large extent of technologies and manufacturing. One of the major transitions series that is commonly 

known by people is the industrial revolution, starting in the 18th century. The industrial revolution is transforming again into the fourth 

industrial revolution also known as Industry 4.0. In the Industry 4.0 will be demanded on more complex system and technologies, hence 

employees have to master system thinking as the required skills to keep up with the modification of the system (Bensghir & Turen, 2019) 

Indonesia as a developing country needs to keep up and join this Industry 4.0 bandwagon. As the Industry Ministry of Indonesia stated 

that this country is ready to enter the Industry 4.0. This was proven with the release of the "Making Indonesia 4.0" roadmap by Indonesian 

President back in 2018. The ministry aims to make Indonesia be in the top 10 world economies in 2030 by increasing net export, reaching 
competitive productivity, and intensify Indonesia's contribution towards the manufacturer sector. Based on the roadmap, Indonesia will focus 

on 5 main sectors for the initial application Industry 4.0, which are food and beverage, textile and apparel, automotive, electronics, and 

chemical. 

In Industry 4.0, the change of mindset from a leader is far more prominent rather than position and power. Also, in this age of constant and 
acute change, leaders need high rates of emotional intelligence, and the willingness to develop it to be imaginative and prepared to handle the 

challenges and resources at restricted times (Oosthuizen, 2017). A well satisfactory leader will give a huge advantage to almost every industry, 

for instance, the banking sector. The banking industry is trying to adapt to an increasingly competitive market climate. This is a challenge for 

emerging leadership culture. In certain ways, the old culture is an obstacle to the transition to become digital banking organizations (Afandi, 

2017; Bansal & DesJardine, 2014) 

In the financial sector, big data have become an important part to encourage potential progress. Financial industries use big data through 

various predictive analyses and track different spending trends to build broad decision-making models. This helps the industry to determine 

what financial products to sell. Big data plays a major role in changing the financial services market, particularly in automation, fraud detection 
and investigation, tax reform, risk analysis, and trade and investment. Furthermore, it has changed the financial industry by addressing 

numerous obstacles and gaining useful insights to boost customer service and overall banking experience (Hasan, Popp, & Oláh, 2020) 
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BRINS is general insurance companies established in 1989 that serve a variety of insurance products, offered in the form of conventional 

and sharia insurance closures. BRINS also cooperates with banks for the development of products in the framework of bank assurance. In 

December 2019, PT Bank Rakyat Indonesia Tbk. (BBRI) took over the shares of BRINS worth Rp 1.04 trillion. This value is equivalent to 90% 

of the companies whose control is taken from the BRI Workers Welfare Foundation. According to the official website, BRINS is required to 
continue improving itself the quality of human resources, managerial skills, and technology. Therefore, the researcher wants to assess Industry 

4.0 readiness in terms of human capital, leadership, and big data to achieve those required optimum qualities. 

RESEARCH QUESTION 

1. How big the gap between the current condition and the expected optimum condition of BRINS General Insurance in the human 

capital aspect? 

2. How big the gap between the current condition and the expected optimum condition of BRINS General Insurance in the big data 

analytics aspect? 

3. How big the gap between the current condition and the expected optimum condition of BRINS General Insurance in the 

leadership aspect? 

4. How ready is BRINS General Insurance in implementing Industry 4.0? 

RESEARCH OBJECTIVE 

1. To analyze human capital level in implementing Industry 4.0 in BRINS General Insurance. 

2. To analyze big data readiness level in implementing Industry 4.0 in BRINS General Insurance. 

3. To analyze leadership readiness level in implementing Industry 4.0 in BRINS General Insurance. 

4. To know the readiness of BRINS General Insurance by finding the gap between current and expected conditions. 

 

LITERATURE REVIEW 

Industry 4.0 

Industry 4.0 fundamental concept was first introduced in 2011 at the Hannover Fair by Professor Wolfgang Wahlster. The context of 

Industry 4.0 is to utilize the prospect of new technologies and concepts to make the company successful in this increasing era of global 

competition. The term "Industry 4.0” comes from Germany, not quite surprising since Germany is considered as a global leader in the 

manufacturing sector and have the most militant manufacturing industries (Rojko, 2017). Industry 4.0 relies on a range of groundbreaking 
technical innovations, such as information and communication technologies (ICT), which are used to digitize information and incorporate 

structures at all levels of product creation and service life, both within and across organizations, to track and manage physical processes and 

structures and to help humans using intelligent tools, augmented reality, and robots (Davies, 2015) 

Big Data 

Nowadays, with the exponential growth of the Internet, so much material is generated and processed regularly that the required analysis 

and interpretation is outside conventional software capability. There is, indeed, a tool from which we can perform research, and this is Big 

Data. Big Data helps us to handle and access this ever-growing collection rapidly and effectively. Data collection and analysis may be used to 

reduce innovative product design times, improve logistics, allow performance comparisons between several machines in different plants and 

improvements (Riordan, Coady, Newe, & Dooly, 2019; Witkowski, 2017) 

Leadership 

Leadership can be defined as an engaging relationship between leader and follower, involving both and affecting each other. Leaders and 

followers must be perceived concerning each other since they are part of the leadership system. Leaders and followers shall set specific 
objectives. Leaders and followers aim to represent their mutual interests by non-coercive relationship management. Mutual interests are 

common as leaders and followers work together in leadership (Allen, 2016; Rosari, 2019). Leadership style is defined as a blend of different 

attributes, qualities, and actions used by leaders to communicate with subordinates. Leadership style can be described as the kind of partnership 

that a person uses to make people work together for a shared purpose or objective. Modern leadership styles categorize leadership styles as 
follows: (1) visionary leadership, (2) charismatic leadership, (3) culture-based leadership, (4) transactional leadership, and (5) transformational 

leadership (Al Khajeh, 2018; Harris, Leithwood, Day, Sammons, & Hopkins, 2007) 

Leadership 4.0 

Leadership 4.0 or digital leadership is a fast, cross-hierarchical, team-oriented, and cooperative approach with a strong emphasis on 
innovation. The leader's professional knowledge, attitude, and ability to incorporate new approaches and techniques like design thinking are 

crucial dimensions for 4.0 leaders. Design thinking is a technique designer use to solve complex problems, seeking optimal solutions (Oberer & 

Erkollar, 2018) 

Based on Industry 4.0 information and challenges, industry leaders will need to be equipped with skills and characteristics to lead. They're 
named Leaders 4.0. 4.0 Leaders handle space between people when creating a high-performance community. They're rarely rested. They never 

crest the enterprise. They know success is not a marathon sprint. Transition is occurring in a 4.0 World, and the 4.0 Leader is actively building 

and improving the transition muscle of the company. The effective organization in a 4.0 Environment demonstrates such leadership by 

continuously going forward (Perry & Wiens, 2018; Raza, 2016) 

Human Capital 

Human capital relates to processes related to education, training, and other professional initiatives to improve an employee's level of social 

assets, abilities, skills, expertise, and values, contributing to employee achievement and productivity and ultimately to firm results. Sustaining 
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profitability in human capital is a tool for raising efficiency. Human capital reflects the organization's human factor; the combined intellect, 

abilities, and experience that gives the organization its distinctive character. In companies, which underline the importance and role of human 

capital in the smart manufacturing and industries 4.0 revolution, skills, knowledge, education, and knowledge are important for human capital 

(Agolla, 2018; Hossain & Roy, 2016; Landau, 2009) 

Digital Talent 

To help drive the innovation opportunities offered by Industry 4.0 and build value from automation, companies must consider preparing 

their potential workforce with skills customized to the needs of the market. Indeed, the further incorporation of digital technologies and the 

effective introduction of Industry 4.0 require even wider employees’ skills as modern organizational and operational frameworks increase the 
complexity of working environments. The position of employees would also shift in content and working processes, causing major changes in 

employee roles and profiles (Ustundag & Cevikcan, 2018). Digital talent is the ability to plan or execute a successful digital transformation 

programmed. The changes triggered by digital transformation often differ in the skills needed to enforce it. Digital talent can be analyzed in 

three ways which are soft digital skills, hard digital skills, and digital roles created by digital transformation within an enterprise or the creation 

of disruptive technologies (Spritzer, Buvat, Morel, & KVJ, 2017). 

 

METHODS 

The first to do in this research in identifying the problem that occurs in the company. After finding the problem, the next thing to do is the 

literature review. In this stage, the researcher tries to find and adapt the fundamental theory that relates to the research topic. A literature review 
also could help the researcher to arrange and develop the questionnaire. There is 2 main data source which is primary and secondary data. The 

primary data is gathered from the results of the questionnaire and the secondary data comes from books, online journals, etc. The variables 

divided into human capital, big data, and leadership. These variables can help the researcher form the questionnaire. The questionnaire later 

will be tested to check the variability and reliability. After the distribution of the questionnaire, the data will be analyzed. Finally, the 

conclusion and recommendation will be given base on the data result. 

The approximate number of populations in BRINS General Insurance headquarters is about 200 employees. The sampling method for 

deciding sample numbers is using a random sample method which means that every employee in the organization has the same probability of 

becoming a respondent. This is chosen since this research is to examine the knowledge of human capital, big data, and leadership aspect within 
the employee in the organization, not intended to employees with certain expertise. The minimum sample size needed for this research is 67 

respondents based on Slovin Theory. The questionnaire will contain several statements and using the Likert Scale as the measurement. The 

options scale will be from 1 to 5, with the meaning 1 of ‘strongly disagree’ and 5 of ‘strongly agree’. 

The outcomes of the questionnaires are classified according to respective human capital, big data analytics, and leadership factors. The 
outcome of the questionnaire will be measured using the Microsoft Excel Geomean formula to get an average number per indicator in each 

effectiveness and important condition for each question. According to Rao (2005), the important or expected condition has the ideal score of 3 

until 5 because these numbers signify the readiness of the company. The average score of the expected condition will be reduced by the average 

score of the current condition to generate the gap between the current condition and expected condition. To find the readiness level of human 
capital, big data, and leadership in the company, the Human Development Index will be used, and the gap result will be interpreted using the 

readiness level. A big amount of gap indicates that the company did not ready to implement Industry 4.0 while a smaller gap indicates that  the 

company is ready to implement Industry 4.0. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

This research is conducted using quantitative research analysis by distributing a questionnaire through an online platform to BRINS 

General Insurance headquarters employees. The approximate total employees in BRINS General Insurance headquarter is 200 employees and 

researcher be able to receive a total of 130 questionnaire results. According to Slovin's theory in the explanation before, the minimum 

respondent for this research is 67 respondents. Therefore, respondents of this research exceed the minimum requirement.  

The result shows that Knowledge construct had 0.45 gap score, Hard Skill construct had 0.48 gap score, Soft Skill construct had 0.45 gap 

score, Attitude construct had 0.35 gap score, Data Quality construct had 0.70 gap score, Analytical Competencies construct had 0.71 gap score, 

Skilled Workforce Analytics Leader construct had 0.73 gap score, The Right Mix of Skills construct had 0.84 gap score, Right Analytics 
Technology and Data construct had 0.78 gap score, Policy construct had 0.49 gap score, Motivation construct had 0.49 gap score, Connection 

construct had 0.53 gap score. 

After finding out the gap for each construct, the researcher will use the Human Development Index (HDI) to interpret the gap and decide 

whether BRINS General Insurance is ready to implement Industry 4.0. The formula for the Human Development Index is: 

 

The HDI score for each factor is shown in the following table:  

No. Construct Important Effective Gap HDI HDI Level 

1. Knowledge 3.48 3.93 0.45 0.20 Optimal 
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No. Construct Important Effective Gap HDI HDI Level 

2. Hard Skill 3.60 4.08 0.48 0.27 Receptive 

3. Soft Skill 3.67 4.12 0.45 0.20 Optimal 

4. Attitude 3.90 4.25 0.35 0 Optimal 

5. Data Quality 3.32 4.02 0.70 0.71 Preliminary 

6. Analytical Competencies 3.35 4.06 0.71 0.73 Preliminary 

7. Skilled Workforce Analytics 

Leader 
3.40 4.12 0.73 0.78 Preliminary 

8. The Right Mix of Skills 3.20 4.04 0.84 1 Not Ready 

9. Right Analytics Technology 

and Data 
3.22 3.99 0.78 0.88 Not Ready 

10. Policy 3.77 4.26 0.49 0.29 Receptive 

11. Motivation 3.72 4.21 0.49 0.29 Receptive 

12. Connection 3.72 4.25 0.53 0.37 Receptive 

According to Human Development Index readiness scale, factors that have an HDI score between 0 – 0.20 are considered optimal, 0.21 – 

0.40 are considered receptive, 0.41 – 0.60 are considered ready, 0.61 – 0.80 are considered preliminary, and 0.81 – 1.00 are considered not 

ready to implement Industry 4.0. 

Based on the table above, Knowledge construct had HDI score of 0.20 and can be classify as optimal, Hard Skill construct had HDI score 
of 0.27 and can be classify as receptive, Soft Skills construct had HDI score of 0.20 and can be classify as optimal, Attitude construct had HDI 

score of 0 and can be classify as optimal, Data Quality construct had HDI score of 0.71 and can be classify as preliminary, Analytical 

Competencies construct had HDI score of 0.73 and can be classify as preliminary, Skilled Workforce Analytics Leader construct had HDI score 

of 0.78 and can be classify as preliminary, The Right Mix of Skills construct had HDI score of 1 and can be classify as not ready, Right 
Analytics Technology and Data construct had HDI score of 0.88 and can be classify as not ready, Policy construct had HDI score of 0.29 and 

can be classify as receptive, Motivation construct had HDI score of 0.29 and can be classify as receptive, and Connection construct had HDI 

score of 0.37 and can be classify as receptive. 

Based on the data analysis result, it can be concluded that BRINS General Insurance is not fully ready yet to implement Industry 4.0 since 

not all of the construct had reached the optimal level and there is some construct that still in the not ready level, especially in Big Data 

construct. 

 

CONCLUSION 

1. To assess the implementation readiness, the Human Capital aspect is divided into three dimensions which are knowledge, skill, and 

attitude. Skill is divided into two which are hard skill and soft skill. Big Data is divided into five dimensions which are data quality, 

analytical competencies, skilled workforce analytics leader, the right mix of skills, and right analytics technology and data. And 

leadership is divided into three dimensions which are policy, motivation, and connection. 

2. The overall result of the Human Development Index (HDI) after being interpreted from gap analysis showed that they have reached 

an optimal level in knowledge, soft skill, and attitude construct. It means that BRINS General Insurance already supported Industry 

4.0 in human capital aspects. While for the hard skill it shows that they reach the receptive level which means the company has 

implemented the components of hard skills needed in Industry 4.0 in their daily task. 

3. The overall result of the Human Development Index (HDI) after being interpreted from gap analysis showed that they have reached a 

receptive level in policy, motivation, and connection construct which means BRINS General Insurance already implemented those 

leadership factors that support Industry 4.0. 

4. While for the result of the Human Development Index (HDI) in big data factors, the result shows that the company still at the 

preliminary level for data quality, analytical competencies, and skilled workforce analytics leader factors. For the right mix of skills, 

and right analytics technology and data, it shows that they still in the not ready level which means that the company did not ready yet 

to implement Industry 4.0 in big data factors. 

Based on the research result analysis, here are the suggested recommendations for BRINS General Insurance: 
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1. BRINS General Insurance should provide its employees more knowledge regarding big data analytics since the analysis shows that 

the company still is not ready and preliminary level which means that the employee might not aware of the existence and the 

importance of big data analytics in the company. The company could provide big data analytics knowledge in their employee 

orientation for instance, or the company could conduct training or seminar exclusively for their employee discussing big data 

analytics. 

2. Even though the knowledge construct has already reached the optimal level, but from the result, it shows that the score of important 

factors for knowledge is one of the lowest scores among all the factor, it means that the company should improve it more. The 

company could plan development activities or programs that will enhance employee’s skills and knowledge regarding Industry 4.0 

that might occur in the company. 
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Abstract  

PT. Telkom Indonesia is a State-owned Enterprise (Badan Usaha Milik Negara/BUMN) in Indonesia, with its core in the telecommunication 

industry. In recent years, the necessity of Telkom to conduct digital transformation to shift its focus from legacy telecommunication business 

(voice, short messaging service) into the digital telecommunication services has been imminent. To have a successful digital transformation for 
a digital telco company, it must be supported by digital capabilities, which one of them is the human capital aspect. This research focuses on 

the development of a model to measure digital capability readiness and to measure the digital capability readiness using a case study in Telkom 

Regional III West Java Province. The model has been developed and passed the reliability and validity test, and the measurement result and 

recommendation has been presented. The result indicates that TREG III has already reached a very high score in the overall digital capability 
readiness score, although there is a necessity to improve the score in the knowledge aspect. As the research has proven to bear favorable results, 

it opens up future works to implement the developed model for another case study – even to enable a cross toward another industry sector. 

 
Keywords: Digital capability, Digital readiness, Digital telco company, Digital transformation, Human capital  

 

BACKGROUND 

PT. Telkom Indonesia (Telkom) is one of the Republic of Indonesia’s State-owned Enterprise and serves its purpose in the area of 

informatics, network, and telecommunication services. There are four major business lines of Telkom: mobile, enterprise, customer, as well as 

wholesale and international business. Telkom has a vision to ‘be the King of Digital in the Region’ with a mission of ‘Lead Indonesian Digital 
Innovation and Globalization’, in which Telkom becomes the pioneer of innovation in Indonesia which leads to being an established global 

player. Telkom is actively engaged in digital ecosystem development and enhancement that embraced various innovation as well as to improve 

digital industry competitiveness in Indonesia. Telkom’s current strategic objective is to become Top 10 Market Capitalization Telco in the Asia 

Pacific by 2020 and to maintain its stronghold position. 

There are three business issues and drivers that shape the background of the research. First, Telkom has a decreased proportion of legacy 

sector (voice and short-message-service/SMS) in the revenue stream. Based on Telkom’s 2018 Annual Report, it is identified that the legacy 

business has lost 21.1% of its share in the revenue stream. But on the other hand, digital business has improved its revenue contribution with a 

23.1% growth from the previous year. Second, Telkom has decided to improve its digital products and services for most of its business lines. 
The examples of the digital initiatives are the digital-based services for consumer segment (IndiHome Smart and IndiHome Cloud) and mobile 

infrastructure enhancement (to support the digital lifestyle for its mobile consumer). The third driver is that Telkom is going to strengthen and 

optimize its people aspect to possess the digital capability to support Telkom’s digital transformation. 

Thus, two research questions have been formulated. The first one is what model should Telkom use to measure the digital capability of its 
people and the second is how should Telkom measures the digital capability readiness of its people. Based on the research questions, two 

research objectives have been set. The first one is to develop a model to measure Telkom’s digital capability readiness and the second is to 

make an implementation plan on how the measurement should be conducted. 

 

LITERATURE REVIEW 

A digital telco company is a telecommunication company facing the digital era. A digital telco company focuses more on its customers 

and the individualized offering for each of them, enabling an optimum user experience. (Regardh & Backlund, 2017). 

The digital transformation of a digital telco company is a journey in which the company is going through massive structural changes 

(Siebel, 2019). There are five key successes for a digital telco company to conduct its digital transformation journey, with two key points from 

the human capital perspective. The first one is to have the right, digital-savvy leaders in place. The second one is to build capabilities for the 
workforce of the future (McKinsey & Co., 2018). There are often misconceptions about digital transformation that digital transformation 
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focuses only on the technology aspect, while in reality, it is all about the people - how the company able to address and fulfill customers' need 

as well as to build capabilities for its workforce to enable the transformation (Furr and Shipilov, 2019). 

To get the picture of the role of capabilities in the organization, the STAR model is considered. In the STAR model, capabilities act as a 

way to conduct the strategy (Galbraith, 1973). Digital capability is needed to support the digital strategy to have a successful digital 
transformation as well (Gupta, 2018). Aside from the hard skills, soft skills are also important, such as having the quality of being adaptable, 

curious, and flexible as well as possess high learnability will also shape the digital capability of an individual (Furr and Shipilov, 2019). 

Thus, from the literature review, it is defined that digital capability readiness (will be abbreviated as ‘DCR’ onward) as a measurement to 

determine whether an individual has possessed the necessary elements that form the digital capability needed from that individual. The digital 
capability can be formed through three categories of dimensions. The first one is knowledge possession of certain domains or technologies 

needed in the digital era. The second one is about the necessary skills to be able to conduct his or her daily activities in the digital era. The third 

one is about his or her attitude in conducting his or her daily activities in the digital era. Furthermore, a DCR model is defined as a model built 

to measure the DCR of an individual in a certain organization or company. The model consisted of dimensions categorized into three aspects: 

knowledge, skills, and attitude. 

 

METHODS 

The methodology of this research consisted of two major steps. The first step is to build a model that focuses on measuring the DCR, 

particularly from the human capital perspective. The second step is to utilize the developed model to measure the DCR of the research object, 

which is the PT. Telkom Indonesia TREG III West Java. 

The process of developing the DCR model started with reviewing literature as references to get a benchmark of digital capability needs in 

the digital era, especially in relevance to the needs of a digital telco company. Various references are then sorted into three groups following the 

aspect of the DCR model: knowledge, skills, and attitude. 

Knowledge is the intangible assets possessed by an individual that is gained through the processing of data & information by the 

aforementioned individual. Possessing knowledge means that a person possesses understanding – or at the very least, familiarity – to a certain 

topic or issue. Possessing knowledge also means that a person is aware of its surroundings, about what happened in the world & his/her daily 

environment, as well as basic understandings of how to act or react based on the fact. 

There are two parts of the skills: hard skills and soft skills. Hard skills are learned abilities acquired and enhanced through practice, 

repetition, and education – either formal, informal, or non-formal education Soft skills, on the other hand, are subjective skills or traits that are 

much harder to quantify. It is also known as ‘people skills’ – as it is related to the way an employee relates to and interacts with other people, as 

well as to manage oneself. 

Attitude is a settled way of thinking or feeling about someone or something. By possessing a good attitude, an employee working in the 

telecommunication industry will be able to put himself/herself in the best situation for his/her surroundings, bringing positive energy and 

outcome for the environment and the business as a whole. 

Based on these definitions and adapting the benchmarked references of the future of telco business model (Deloitte, 2017) as well as the 

global digital telecoms playbook (Ernst & Young, 2015), the DCR model is developed with 24 dimensions as such: 

Table 1: The Digital Capability Readiness Model 

Dimension Description 
Big Data and Data Analytics Big Data is often characterized by its ‘3V’ – Volume, Velocity, and Variety. Big Data is also mostly found in 

the unstructured format. Data Analytics is the process of analyzing the data (which is mostly the Big Data) to 

gain insights to help in the decision-making process. 

Artificial Intelligence and Machine Learning Enables machines to learn from various data sets and to recognize patterns to aid in various decision-making 

processes. By utilizing AI and Machine Learning, the computer – in a way – is ‘thinking’, thus supporting with 

valuable insights and information. 

Data Warehouse and Business Intelligence One of the most common usages in Business Intelligence is the monitoring and reporting tools for various 

aspects of the company. The BI tools can deliver drilled-down analysis from various perspectives. Since the 

data is gathered from a large pool of sources, it is commonly stored in the form of Data Warehouse. 

Internet of Things A system of interrelated computing devices, mechanical and digital machines provided with unique identifiers 

(UIDs), and the ability to transfer data over a network without requiring human-to-human or human-to-

computer interaction. Internet of Things considers that almost every technological elements around us nowadays 

are interconnected. 

Cloud Computing The on-demand availability of computer system resources, especially data storage (cloud storage) 

and computing power, without direct active management by the user. 

Cyber Security The convergence of people, processes, and technology that come together to protect organizations, individuals, 

or networks from digital attacks. In a more practical sense, it governs how an individual should possess 

knowledge and awareness about safety and security in the digital world. 

Augmented Reality and Virtual Reality Augmented Reality/Virtual Reality is an interactive experience of a real-world environment where the objects 

that reside in the real world are enhanced by computer-generated perceptual information, sometimes across 

multiple sensory modalities, including visual, auditory, haptic, somatosensory and olfactory. 

Job Automation The process to make daily routine jobs easier to be done by recognizing patterns and build simple algorithms to 

let people to be focused on more analytics-based jobs instead of monotonous tasks. 

Problem Solving The ability to solve current issues or problems as well as to seize opportunities in creative and innovative ways. 

Also the ability to handle complex issues in the daily context. 

Decision Making The ability to find solid and trustworthy data and information and to use them as a foundation in the decision-

making process. In the reasoning process, the decision-maker will be held accountable based on his/her 

reasoning. 
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Dimension Description 
Computational Thinking The ability to decompose complex issues into a simpler form (top-down approach), to be able to get the ‘big 

picture’ from an existing issue (bottom-up approach), and to recognize re-occurring patterns. 

Integrative Thinking The ability to think holistically, trying to consider as many perspectives as possible to break down the ‘silos-

approach’. By having good integration, the whole business process will be able to be conducted smoothly and 

will gain even better results. 

Goal-centric Thinking The ability to think in a goal-oriented and achievement-driven manner. Instead of being a ‘no action talk only’, 

an individual should be able to transform its ideas and dreams into realistic and achievable action. 

Troubleshooting The ability to sense and detect abnormality in the normal and routine situations as well to identify what could be 

the possible cause. After a more thorough inspection, one should be able to determine the root cause of the 

problem and to prevent it from happening again in the future. 

Virtual Communicating and Collaborating The ability to fluently communicate and collaborate, be it physically or virtually by using digital channels. One 

should be able to express ideas toward others as well as to understand others’ ideas from our perspective. 

Active Learning The ability to continuously willing to learn new things, to put aside self-ego to learn about new perspectives, as 

well as a willingness to develop others to learn together as a team. 

Human and Emotion Managing The ability to manage one’s emotions and feelings in any situation and to have awareness about the existing 

situation and condition in the surrounding. It has two aspects, intrapersonal (for oneself) and interpersonal 

(related to other people). It also highlights the need for leadership ability. 

Agile and Adaptive The desired attitude to acknowledge that speed is an important element in daily work, to be swift in conducting 

tasks, and also to be adaptable toward changeable situations. Also, an attitude to be willing to let go of old, 

obsolete practices once it has become unfit. 

Appreciative and Supportive The desired attitude to give appreciation toward a job carried on together as a team, to acknowledge the result 

and to find improvement from it. Also, an attitude to support and cheer others as well as try to develop both 

others and oneself. 

Ethical and Trustful The desired attitude to possess high quality of work ethics and to practice ethics and humanity value in daily 

activities. The most important parameter here is the desired attitude; to be honest and trustworthy. 

Open The desired attitude to be open toward new things, to be open toward criticism and input from others, as well as 

having enough courage to be able to openly express and share ideas in mind toward others. 

Playful The desired attitude to be playful in the work environment, to fully enjoy and be immersed in the working place. 

One should have his/her way to have more fun and playfulness in the workplace, as well as dare to try new 

things (in the proper context and corridor). 

Resilient The desired attitude to be strong, to not be easily down after a certain issue or problem. When faced with a 

problem, one should try his/her best to find the cause and solution in the first place. Even if faced with failure, 

one should stay strong and be willing to retry until it improves. 

Risk-taker The desired attitude to be daring to take a risk and to manage risk according to one’s portion and capacity. In the 

future, every single decision and action that contains risk should be held accountable and one should be able to 

explain the risk management that has been carried on by himself/herself. 

The developed model thus implemented for a DCR measurement case study in PT. Telkom Indonesia, specifically in the Telkom Regional 

(TREG) III West Java Province. The DCR model has been translated into a set of questionnaires, consisting of 72 statements, 3 statements for 

each dimension. The statements are formed in a favorable or positive statement, and each respondent will give the reply in form of a Likert 
scale from one to six, with one indicates total disagreement with the statement and six indicates total agreement. The statements are formed 

concerning the characteristics of each dimension and the necessity to measure the readiness for those dimensions. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

As the DCR model has been developed and the measurement has been conducted with the case study in PT. Telkom Indonesia TREG III, 

the result of the questionnaire has been received and has been compiled as the result of the measurement. The number of respondents is 68 

people, with a variation on the respondents’ profile in terms of the band position (job level), job family, and age range. 

All the result has been compiled statistically with the result of all 72 statements has been tested as valid by using the method of bivariate 
correlation and comparing that all the Pearson correlation score has been higher than the r-table score. For all 68 respondents, the reliability test 

has also been conducted with the conclusion that the model has been reliable with the Cronbach’s alpha score of 0.98. 

As the score for each dimension ranged from one to six, a quartile division has been used with the following range: low (1.00-2.24), 

medium (2.25-3.49), high (3.50-4.74), and very high (4.75-6.00). 

To develop a more in-depth recommendation, a drilled-down result for each of the variables from the respondents’ profile has also been 

considered. The following table indicates a more specific DCR result categorized by the band profile, job family, and age range. 

 

Table 2: Digital Capability Readiness Result (Overall Result and Result per Band Position, Job Family, and Age Range) 
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The dark green color indicates a very high score, the light green for high, and orange indicates medium score. As it is evident from the 

result, all dimensions from the skill and attitude aspect mostly have reached a very high score, thus the performance needed to be kept and to be 
continuously sustained. There is a note for the troubleshooting dimension from the skill aspect, as it is measured as high in several classes, 

which is a room for improvement in general. It is also evident that in general, the improvement is needed for the dimensions in the knowledge 

aspect, as most of the score has only reached the high quartile with several mediums across the band position, job family, and age range 

categories. In overall, TREG III has reached the overall DCR score of 4.79, which is already categorized as very high, but still in the lower 
range of the quartile (barely 2.67% fulfillment from the full score of six in the very high quartile; since the minimum score for this quartile is 

4.75). 

By looking at the table, it can be concluded that one of the critical segments that needs to improve its DCR score is the BP VI as well as 

the younger employee (from the age range of 18 to 35 years old). This result actually can be interpreted in two perspectives. The first  one is 
that since there is a strong correlation of the BP VI and younger employee (most of the member of the BP VI belongs to the 18-35 years old age 

range), it means that the lack of knowledge and experience might be the reason of the low DCR score. On the other hand, though, since the 

younger employees might have better understanding and familiarity with the topics on the knowledge aspect, they are being strictly more 

critical than the older employees, thus giving themselves a low score, which also results in a low DCR score. Either way, it can be concluded 
that the initiatives to improve the DCR score should be heavily focused on the younger employees’ category (BP VI and/or the 18-35 years old 

age range). The strong reason is that for younger employees, there is still a long career path ahead of them. It will be a very good investment to 

train them early to build capability and increase the readiness to have a strong workforce, fully equipped in the digital tools and technologies 

aspect to face fierce competition in the telecommunication business in future years. 

Thus, the recommendation that is being offered to the TREG III to further improve the DCR score consists of three actionable suggestions: 

1. Raise awareness and understanding of all items in the knowledge aspect. All eight elements are tools and technologies that are in high 

demand and will be inevitably useful in the telecommunication business, especially considering the shift toward the digital business. 
Raising awareness and understanding can be conducted by sharing information in form of news, articles, or websites as well as 

actively participating in events such as seminars or webinars to have more familiarity and understanding toward the topics. 

2. For all the tools and technologies listed in the knowledge aspect, TREG III needs to have an inventory data of which ones that have 

been developed and utilized for the daily business process. After that, there is a need to see what kind of improvement that can be 
done: to utilize it better and to gain even better result. In case there is a deficiency in terms of knowledge and skill, then the gap of the 

knowledge (or skill) has been identified. 

3. To proactively ask for the demand in technological knowledge and skill needed from all of the employees of TREG III. Instead of 

just waiting for the list of available training or seminars, it is also encouraged to have input and aspiration from the employees to have 
better collaboration with Telkom Corporate University, so the needed training, seminar, or certification can be conducted in a way 

that it will help the employees to be better equipped with the knowledge and to have a better understanding of it. 

Another important note is the necessity of support from the top stakeholder to raise awareness that the need to build digital  capability and 

to increase the readiness should be considered as one of the top priorities for TREG III right now. By having strong stakeholders support, all of 
the activities and programs to improve the DCR will be held smoothly and will be completely endorsed by the whole company. Having strong 

support and full endorsement also helps in terms of the change management process needed to raise or increase the DCR in the company. 

 

CONCLUSION 

The research has been completely conducted with results that have been tested for its validity and reliability. The recommendation has 

been proposed and receives favorable feedback. Thus, it can be concluded that the research has fulfilled its two main objectives. First, the DCR 

model has been developed, consisted of 24 dimensions across three major aspects: knowledge, skill, and attitude. Second, the DCR model has 
been implemented in a case study to measure the DCR score in PT. Telkom Indonesia TREG III West Java, with results compiled in the 

general scores and in-depth scores (categorized by the band position, job family, and age range). 

There is still room for improvement for the current research as it has its limitation by only considering the trends and development of tools 

and technologies up until the time the research conducted. As technologies keep on developing, the knowledge, skills, and attitudes needed in 
the future might need to be reconsidered. The limitation also occurs since the object of the research is a telecommunication company. To carry 

on the research on a cross-sector case study, various adjustments and further studies are needed. 
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There are also future works that can be done to complement this research, such as the study of capability mapping, employee engagement, 

change management, or digital culture. By also performing research on these areas, the DCR topic will be more holistically covered and will 

synergize strongly with other disciplines as well to build a more sustainable development on the human capital aspect. 
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Abstract  

REDD+ agreed at COP13 in Bali in 2007 to decrease deforestation and forest degradation mostly in the developing countries. REDD+ 

highlights the role of developed countries, multinational companies, and NGOs in its application. In practice, REDD+ program in Indonesia is 

inseparable from conflicts because of its multi-level governance. This study will evaluate problems and challenges within the cases of national 

REDD+ initiative using the Negotiation Support System in Drama Theory II framework. The Negotiation Support System used in this study is 

in a form of Spreadsheet DSS from a mediator's perspective. The data used in this research are sourced from historical records and digital 
archives on the internet, reviews on previous studies, and news to obtain 'communicated common knowledge'. Based on the results, one can 

obtain that the dilemma elimination after interactions in the cases discussed in this study require emotional and political power factors, despite 

the authority held by the parties. The use of Negotiation Support System can help to resolve dilemmas in negotiations in a more orderly manner 

by considering the relationship between characters in conflict situations. This research is hopefully can be utilised as a milestone for strategic 
decision-making in the future on general and climate negotiation. 

 
Keywords: Conflict Resolution, Dilemma Analysis, Drama Theory, Negotiation Support System, REDD+  

 

BACKGROUND 

REDD, plus the sustainable management of forests, and the conservation and enhancement of forest carbon stocks (REDD+), is an 

essential part of the global efforts to mitigate climate change (Food and Agriculture Organization, n.d.). This programme's core of the work is 

mainly about forest to mitigate climate change as its fundamental role by removing CO2 from the atmosphere and storing it as biomass and in 

soils. This fact, consequently giving facts that the clearance and degradation of forests can become a source of GHG emission as it releases the 
stored carbon. Despite the mentioned sets of activities for REDD+, it also has the potential to bring benefits to conserve the biodiversity. 

Forests in the developing world have been known as a threatened basin of freshwater biota and terrestrial biosphere due to forest clearance and 

degradation (Gardner et al., 2012). REDD+ policies may deliver significant biodiversity co-benefits by better protecting, managing, and 

enhancing forests as it is proven to be important to the early REDD+ project developers (Cerbu et al., 2011).  

Previous studies taken on REDD+ were situated based on the development of the programme itself. One can divide the previous studies of 

REDD+ to two different streams of proposed architecture (Gardner et al., 2012; Vatn & Vedeld, 2013), the concept of the opportunity cost for 

the real cost of the REDD+ (Gregersen et al., 2010; Venter et al., 2013), decentralisation and community-based forest monitoring (Larson, 

2011; Palmer Fry, 2011; Toni, 2011), implementation of REDD+ governance in the national realm (Corbera & Schroeder, 2011; Phelps et al., 
2010; Vatn & Vedeld, 2013), the role of law (Lyster, 2011), and social and biodiversity safeguards operationalisation mechanisms (Chhatre et 

al., 2012; Gardner et al., 2012; McDermott et al., 2012) and the other stream of evaluation of projects and REDD+ as a whole in recent years 

(Angelsen, 2017; Cadman et al., 2017; Duchelle et al., 2018; Furumo & Lambin, 2020; Korhonen-Kurki et al., 2019). One study closely related 

to this study is defining the conflict and potential implication for REDD+ particularly in Asian forests where this area is a forest conflict 
hotspot (Yasmi et al., 2012) and the study of conflicts in the implementation of REDD concerning Indonesian REDD+ governance, political 

ecology in Indonesia, and tenurial conflicts between government and local society (da Conceição et al., 2018; J. I. Hein, 2019; Sanders et al., 

2019; Scheba & Rakotonarivo, 2016). A study authored by Hein (2019) is concerning the agrarian conflict within the forest governance in 

Indonesia considering the political ecology in the Indonesian context.  

This study will propose a Negotiation Support System with Drama Theory II framework for conflict resolution in the beginning of 

REDD+ implementation in Indonesia. The research will find the possible conflict resolution within the implementation of the REDD+ 

programme in Indonesia. The study will take the undertaken studies for a benchmark for characters and preferences available. This study will 

focus only to discover the dilemma elimination process under the Drama Theory II framework despite the unseen preferences and characters 

involved in the problems. 

 

1.1. Research Question 

 
 
* Corresponding Author: ilham_nugraha@sbm-itb.ac.id 
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1. What are the dilemmas that arise from the interaction between parties in the implementation of REDD+ in Indonesia? 

2. What should each party do to eliminate dilemmas and reach collaboration? 

3. How could dilemma elimination in a negotiation support system support the decision-making process in multi-level governance 

policymaking? 

1.2. Research Objective 

This study aims to analyse the dilemma after interaction between each party involved in the beginning of REDD+ implementation in 

Indonesia by using a Negotiation Support System in a framework of Drama Theory II as a tool for conflict mediator and provide lesson learned 

after decisions taken by involved characters in REDD+ implementation under multi-level governance policymaking in Indonesia. 

 

LITERATURE REVIEW 

2.1. REDD+ 

REDD+ programme is focusing on deforestation and degradation of forests but most importantly in the developing countries as policies 

and activities, including both those inside and outside the UNFCCC process, target the climate benefits of forests that are located in some of the 

world's poorest countries (Groom & Palmer, 2012). REDD+ is sought to be a more advanced solution to prevent deforestation and forest 
degradation after several similar programmes before REDD+ were not succeed (Vijge et al., 2016). Beside of reducing GHG emissions, 

REDD+ would provide other benefits regarding biodiversity protection and rainfall production around the rainforest area 

The very basic idea of REDD+ is to make an economic transaction within a performance-based scheme in which local communities are 

being encouraged to keep carbon storage to be as it is and payment will be given according to the accomplishments (Nantongo & Vatn, 2019). 
Angelsen, et al. (2009) has previously emphasised this performance-based scheme as the core idea of REDD+ in which the performance 

indicator to determine payments will consist of quantified emission reduction and stock enhancement.  

2.2.  Decision-Making 

Decision-making is a process of choosing among alternative courses of action to attain a goal or goals. Simon (1977) stated that 
managerial decision-making is the same as the whole process of management. In managerial point of view, which is consisting of Planning, 

Organising, Actuating, and Controlling, all those managerial processes are affecting and involved in the decision-making process. Decision-

making theoretical definition, however, was built up by many scholars. 

Chester Barnard defines decision as a conscious choice between two or more alternatives, at least one of which is regarded by the 
character to an end-in-view. Barnard concerns to individual decision-making. He gives primacy to social environment as the most important 

contextual factor relating to the process of individual decision-making (Novicevic et al., 2011). “certain kinds of social conditions primarily 

evolve and function as material or equipment of decisive behaviour”. Specific social context can trigger a decision-making process and 

influence it to evolve in stages. 

Richard Snyder (Snyder et al., 2002) defines decision-making as “a process which results in the selection from a socially defined, limited 

number of problematical, alternative projects of one project intended to bring about the particular future state of affairs envisaged by the 

decision-makers”. Decision-making event in which Snyder studied is one that takes place in an organisational context. The organisational 

system within which the decision-making event takes place is the unit of observation. Objective or mission is the decisional unit to be isolated 

and differentiated from the setting.  

2.3. Political Decision-making and Negotiation 

Marquardt (2017) defines political decision-making in complex multi-level governance as "a process of coordination between different 

actors at multiple jurisdictional levels, rather than autonomous forms of government within these levels (Benz, 2009, pp. 22–23)." This 
perspective provides a relational dimension of power in decision-making, particularly for the political one. The critical concept in multi-level 

governance, Marquardt argues, is the differentiation between the various levels in it referring to the political-territorial level in which vertical 

hierarchies or horizontal coordination defined within administrative units (Brunnengräber & Walk, 2007). 

2.4. Drama Theory 

Drama theory is a derivative of game theory in which proposes a more flexible version of the game. Drama theory proposes a 

complementary approach to game theory to broaden the focus of identification of solution from choosing alternatives to finding the alternatives 

in supporting group decision and negotiation. Drama theory recognises characters' preferences and perceived opportunities as capable of being 

changed by the characters under the pressure of pre-play negotiations. This is why the theory proposes a drama metaphor instead of a game 
(Curry et al., 2017). Drama theory is an alternative tactic to recognise the transformation of the game (e.g., Game theory or other theories such 

as Graph Model and Theory of Moves) to make the outcome more stable despite the unwillingness of each player to accept the conflict point in 

negotiation or group decision. 

The process of accumulating of events is provisional, and characters can determine the need for reframing in isolated and closed 
information. This process then is called "scene-setting". Characters communicate to create a "common reference frame" to share the 

understanding of the current issue on each other's aspirations, proposals, and potentials in a "build-up" phase of the episodic model. In this 

phase, each character will have a plan to resolute the issue and will suggest the plan to the others as a reciprocal action in which it is named as 

"position". The prepared intention towards others is referred to as "stated intentions" or SI, which may represent a threat or a promise and 
embarks a fallback action for the character. The build-up phase then ends after positions and SI have been communicated in a "moment of 

truth". 

1.4.1. Dilemma Analysis 
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Dilemma analysis is the core of confrontation analysis. Basis of this analysis is assessments of each different outcomes' preferences made 

by characters in the set episode under consideration. Bryant (2015) proposes three kinds of dilemmas, namely: persuasion dilemma, rejection 

dilemma, and trust dilemma. These dilemmas are consequences after all stated intentions, positions, and doubts from each character meet each 

other. 

1. Persuasion Dilemma 

This dilemma is happening where the first person's position getting floated by the other one's intention, and the first person does not doubt 

the other one's intention. In other words, the first person has a hesitation in persuading the other person. 

2. Rejection Dilemma 

This dilemma is happening where the first person intended to flout the other person's position, but the other person is doubting the first 

person's intention. In other words, the first person has a hesitation in rejecting the other person's intention towards him or her because the other 

person is doubting the intention of the first person. 

3. Trust Dilemma 

This dilemma is happening when the other person's intention is compatible with the first person's position, but the first person doubts the 

other person's intention. In other words, the first person is hesitated to believe that the other person's intention is compatible with his and will be 

maintained as such. 

2.5. Decision Support System 

DSS can be defined as a model-based set of procedures for processing data and judgments to assist a manager in decision-making. The 

system must be simple, robust, easy to control, adaptive, complete on essential issues, and easy to communicate with (Moore & Chang, 1980). 

DSS is also should be an extendible system capable of supporting extemporary data analysis and decision modelling, oriented toward future 

planning, and used at irregular, unplanned intervals. 

1.5.1. Negotiation Support System 

Negotiation Support Systems (NSS) are a special class of Group DSS that incorporate computerized assistance in circumstances where 

there is a clear difference between the members of the group on objective or meaning assessments (Tawfik Jelassi & Foroughi, 1989). Most 

NSS are primarily responsible for tracking past preferences and informing those in negotiation to a solution of a conflict (Bellucci & 

Zeleznikow, 2006). 

 

METHODS 

The research methodology that will be used in this research is essentially as equal as an exploratory study with an additional of NSS 

building as the purpose of this study. An exploratory study is considered by the author because of the nature of this research in which to explore 
new conflict resolution techniques using the existing theory. Data collection is using historical records, digital archives, previous researches, 

and news on the internet to obtain ‘communicated common knowledge’ as proposed by Drama Theory II. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1. Dilemma analyses of REDD+ implementation in Indonesia 

4.1.1. Letter of Intents with Government of Norway 

Norway promised up to USD 1 billion to Indonesia in 2010 if the effects of the reduction of deforestation and land destruction were 

reached, following the declaration by Indonesia of its commitment to making significant cuts to the deforestation rate (Schroeder et al., 2020). 
Support from the Norwegian parliament is rather high after its acceptance to spend one billion dollars annually for such reform (Hermansen, 

2015). The LoI was designated for five years period in which obliged Indonesia to prepare all regulations and mechanism for REDD+ 

implementation, including independent institution to coordinate REDD+ and MRV mechanism. 

Title

Phase

G_a G_y G_a G_y

Government of Indonesia

Reduce deforestation V V V

Establish REDD+ Task Force V V V

Establish mechanism fro REDD+ phases V V V

Government of Norway

Provide 1 billion USD donor aid as a result-

based payment V V V

REDD+ Initiation

Letter of Intent between GoI and GoN

Characters

Position

SI
Doubt

 
Figure 4.3. Option Board of Signing of Letter of Intent between Indonesia and Norway 

4.1.1.1. Dilemma Analysis: 
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There is no dilemma detected in this phase, as all involved characters are agreed with each other’s positions without having any doubt. 

 

 

4.1.2. Conflict of Interest between Ministerial Colleagues 

As a consequence of the signing of Letter of Intent between Government of Indonesia and Government and Norway in 2010, Task Force 

of REDD+ was established through Presidential Decree No. 19 the year 2010 to accelerate the national REDD+ readiness processes. The 

establishment of Task Force was highly endorsed by President after its establishment within the Presidential Delivery Unit (UKP4). The 

formation of the REDD+ Task Force as an ad hoc body was perceived as less legitimate to coordinate REDD+ governance among ministries 
related (Sidik, 2011). The establishment of the REDD+ Task Force is also seen as potentially creating confusion and overlap with the Ministry 

of Forestry responsibilities (Adi, 2013). The other problems arise as in ministerial conflict is the authority of fiscal policy in REDD+ projects in 

which should be consulted previous to the Ministry of Finance and Ministry of Foreign Affairs in terms of international donor funds. Conflict 

of land administration and overlapping regulations intensify the conflict between the National Land Agency and the Ministry of Forestry 

(Kurnadi, 2017). 

Title

Phase

M_y N_y M_e M_s R_e M_y N_y

M_

e M_s R_e

Ministry of Forestry

Controlling all land use V X - - X V ?

Controlling mechanism of financial support for 

REDD+
V - X - X V

Controlling licenses of REDD+ projects V - - - X V ?

Coordinating REDD+ initiative V - - - X - ?

National Land Agency

Acknowledge indigenous land - V - V V V

Controlling land administration X V - - V V
Ministry of Finance

Controlling financial aspect of REDD+ - - V - V V

Ministry of Foreign Affairs

Controling all International cooperation under 

REDD+ - - - V V V

REDD+ Task Force

Coordinating all ministerial colleagues involved 

in REDD+ policy making X - - - V V ?

REDD+ Implementation

Ministerial Conflict

Characters

Position

SI

Doubt

 
Figure 4.4. Option Board of Ministerial Conflict on REDD+ Task Force Initiation 

4.1.2.1. Dilemma Analysis: 

• Ministry of Forestry 

o Rejection dilemma with REDD+ Task Force in Threat Mode on coordinating REDD+ initiative 

o Rejection dilemma with the Ministry of Finance in Threat Mode on controlling mechanism of financial support for REDD+ 

by Ministry of Forestry 

o Persuasion dilemma with the Ministry of Finance in Threat Mode on controlling mechanism of financial support for 

REDD+ by the Ministry of Finance 

o Persuasion dilemma with National Land Agency in Position and Threat Mode on Controlling land administration 

o Trust dilemma with the REDD+ Task Force 

• National Land Agency 

o Trust dilemma with Ministry of Forestry on controlling all land use 

• Ministry of Finance 

o No dilemma 

• Ministry of Foreign Affairs 

o No dilemma 

• REDD+ Task Force 

o Persuasion dilemma with Ministry of Forestry in Position and Threat Mode on controlling all land use 

o Persuasion dilemma with Ministry of Forestry in Position Mode on controlling mechanism of financial support for REDD+ 

o Trust dilemma with Ministry of Forestry on Controlling licenses of REDD+ projects 
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4.1.2.2. Dilemma Elimination: 

In conditions such as those described in the Option Board, the President as the highest policymaker needs to determine which institutions 

need to be given more power to support the REDD+ process. In this case, it is the REDD+ Task Force that requires this power to be seen from 

its authority which is doubted by the Ministry of Forestry. So, what the President did at that time was to place the REDD+ Task Force in the 
shade of the Presidential Delivery Unit which controls all ministries. The appointment of Kuntoro Mangkusubroto as the head of the task force 

also emphasized the friction between the ministries. In the end, the ministries involved will not insist on their sector egos openly, be marked 

with a '-' sign, or cancel them after the dilemmas arise in the 'moment of truth' as seen in the dilemmas experienced by Ministry of Forestry. 

The task force was given a centralised power and authority (followed by the extended term of the task force) which also showed by the 
involvement of senior bureaucrats from ministries involved in REDD+. The friction between the Ministry of Forestry and the National Land 

Agency was also resolved through the One Map Policy idea, which was also initiated by the Presidential Delivery Unit. 

4.2. Discussions 

Referring to the decision-making process that is influenced by external and internal settings by Snyder, the decision-making process at the 
government level involving nonhuman elements, culture, society, and organized action is seen by the signing of the Letter of Intent between the 

Indonesian government and the Kingdom of Norway. The Government of Indonesia's internal decision-making processes that can be modelled 

using Simon's modelling then need to consider external elements as modelled by Snyder with the pattern of Decision-Making Processes - 

Actions - External Settings of Decision-Making - The Decision-Making Process as a back and forth process. 

The role of emotions in the negotiation process was also seen in the process of resolving inter-ministerial authority disputes carried out by 

President Yudhoyono. By using the Presidential Delivery Unit as a drafting organization and its chairperson as the Chair of the REDD+ Task 

Force, there is a separate pressure detected to maintain the REDD+ mission so as not to be tampered with by one of the ministries or be subject 

to seizure of ministry authority because the ministry supervisors, head of Presidential Delivery Unit, was leading the Task Force. This action 
was causing not all ministries to express their inconvenience and choosing not to comment unless the ministry of forestry. In the end, it is the 

emotion that also removes the dilemma that exists. 

 

CONCLUSION 

By simulating the use of the Negotiation Support System in the case of national REDD+ initiative, it was found that the dilemmas detected 

in each case could be proven by the historical record written on scientific articles, news broadcasts, and scientific reports as presented in 

analysis of findings and discussion of this study. The process of eliminating dilemmas that occurs in real terms is a lot that matches the 

proposed elimination of dilemmas following the directions of Drama Theory II, which proves its adaptability to negotiation problems. 

By using Negotiation Support System, dilemmas from phases in the cases of Implementation of REDD+ in Indonesia are detected and 

conflict resolution used in those cases were conforming dilemma elimination technique proposed by Drama Theory II. From the analyses done 

in the previous chapter, we may obtain conclusion that dilemma elimination done by using Negotiation Support System can help decision-
makers to find which part of their decision or position should be negotiated internally or bargained to the other parties. By knowing the 

dilemmas that arise from interactions that occur, a preparation can be done to avoid the possibility of loss or failure in the future. The decision-

making process that is influenced by other decision-makers can already be understood naturally by the parties involved. The use of Negotiation 

Support System will help the process of simplifying the problem so that conflicts can be resolved easily. The Negotiation Support System with 
Drama Theory II as its framework will also help mediators to find the main focus of conflict mediation so that the potential for conflict does not 

expand to become more complex but narrower to enable a more effective mediation process for each party. 
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Abstract  

Competencies gap is now becoming a common problem in Indonesia. Research done by the World Bank in 2019 shows that one of the reasons 

for the competencies gap is limited opportunities for on-the-job training, only 5% of the workforce reported receiving formal training. One of 

the companies in Indonesia that experiences a problem of competencies gap is PT Frolant. PT Frolant is a manufacturer of instant food and 
drinks in Indonesia. The problem of competencies gap is shown from the low internal readiness of the company, employees don’t have the 

competencies required by the company, especially competencies for higher positions of Supervisor and Manager. The proposed solution to 

solve the competencies gap problem in PT Frolant is by designing new training programs. The process of designing a new training program 

included conducting training need analysis, design training based on competency, and using the Kirkpatrick Model to evaluate the training 
program. The research findings show that the company needs to do several improvements in order to create a training program that can solve 

the problem of the competencies gap. Those including aligning competency standards with organizational goals and organizational design; use 

several tools to be better in identifying employees with competency gap; differentiate between soft skill and hard skill or between strategic 

knowledge and operational knowledge in designing training; and perform all four steps of Kirkpatrick Model in evaluating training. Designing 
training programs based on competencies aims to help PT Frolant improving employee performance that will further improve company 

performance. 

 
Keywords: Competencies Gap, Employee Performance, Training Evaluation, Training Need Analysis, Training Program  

 

BACKGROUND 

In this era, the working world is changing rapidly. Globalization and the development of technology, information, and science demand job 

seekers and employees to always be prepared to meet the competencies required by a company. However, a problem could happen when there 

is a gap, or incompatibility, between company standards and the current competencies of employees. The most common form of 

incompatibility is skill shortages or surplus, skills discrepancy, education higher or lower than standard, excess or lack of qualifications, and 

extinction of skills. The gap can result in the allocation and use of a labor force that is not optimal (ILO, 2017).  

As Indonesian companies are becoming more consumer and export-oriented, soft skills such as leadership, communication, and 

relationship management are increasingly challenging. Most employers report difficulties in filling highly qualified positions, especially 
managerial roles. The workforce lacks English and digital skills, high turnover levels and talent theft can create disincentives for businesses to 

train employees. Indonesian work-seekers are not meeting these skill demands, creating high levels of gap in which workers have either too 

many or too few competencies for their jobs. While companies in Indonesia start to demand more for higher skills employees, many Indonesia 

workforces are still unable to meet the requirements. One of the sources of competencies gap in Indonesia is limited opportunities for on-the-
job training. Based on the 2016 Perception Survey of Labor Market Stakeholders by the World Bank, only one-third of Indonesian medium-

sized companies offer training to employees. Meanwhile, one-third of big firms expected to provide worker training under Indonesian labor 

regulations have failed to comply with it. Only 5% of the workforce reported receiving formal training. The lack of a critical mass of businesses 

requiring quality training in some sectors leads to an underdeveloped supply of appropriate training, which decreases the demand for quality 

training from employees in Indonesia. (World Bank, 2019).  

Jehanzeb and Bashir (2013) explained various benefits of training programs for individuals and organizations. Receiving training can give 

benefits to individuals such as career competencies, employee satisfaction, and employee performance. While for organizations the benefits are 

market growth, organizational performance, and employee retention. The research also presents several studies that have emphasized the 
importance of training programs in an organization such as the research by O’Herron and Simonsen in 1995 regarding the rearrangement of 

Sears Credit at the beginning of 1990, where the company developed a program for employees to align their skills with changing jobs. The 

program also ensured to give added value to their organization’s growth and retorted with career development programs. Another study 

included by Jehanzeb and Bashir is a research by Callahan in 2000 about Tires Plus, a Minnesota-based tire retailer. The company formed Tires 
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Plus University to its employees to increase recruiting, retain store’s employees, and fill key positions and increase the employees' overall 

development. All researches concisely show that training can help companies in closing the competencies gap. 

One of the companies in Indonesia that experiences a problem of competencies gap is PT Frolant. PT Frolant is a manufacturer of instant 

food and drinks in Indonesia. The company initially only produces instant food and drinks on a small scale. However, now it becomes a 
company that has a broader business scope, both in the fast-moving consumer goods industry (FMCG) and in other related industries. Based on 

an interview with PT Frolant human resource division, they stated that the internal readiness of its human resources is low. That shown from a 

40:60 ratio that the company has. Initially, PT Frolant targeted a 60:40 ratio, were to fill one vacant position in the organization it will be 60% 

from company internal employees and 40% is a new talent from outside of the company. However now the company is not yet able to meet the 
target and in the opposite condition from their target. The ratio indicates that PT Frolant employees don’t have the competencies needed, 

especially competencies for higher positions of Supervisor and Manager. The company cannot keep looking for new talent from outside of the 

company, because it is costly and most of the time new talent cannot easily adapt to organizational culture that creates another problem for the 

company.   

The research questions of this research are: What does PT Frolant do to measure the competencies gap of its employees? What does PT 

Frolant do to measure the effectiveness of its current training program? What part of the current training program can be improved to solve the 

problem of the competencies gap and increase the internal readiness of PT Frolant?  

The research objectives of this research are: identify the competencies gap in the company, evaluate the current training program in the 
company, and design a training program to solve the competencies gap in the company. The originality of the paper is that the research is based 

on PT Frolant current condition in 2020 and the solution proposed is made to be appropriate with the problem faced by the company. 

 

LITERATURE REVIEW 

Competency-Based Training 

Competencies consist of knowledge, aptitude, skill, ability, and attitude (Sarkar, 2013). Competency-based training is different from 
traditional training. It is more focused on the outcome, the learning activities are more employee-centered, and the result is compared to fixed 

standards. While the traditional training is based on textbooks, instructor-centered learning activities, and the result is compared to the group 

standard. Because of the emphasis on 'doing' rather than 'academic' jobs, competency-based training has provided many advantages to 

businesses and staff including, in particular, the ability of people with lower educational achievement to obtain a qualification. In addition, 
companies found competency standards useful for other non-training purposes, such as performance management and job descriptions, in 

training packages (Smith et al., 2005). The competency-based training assessment framework generally includes three processes which are: 

competency identification, gap identification, and training curriculum preparation (Yeh, 2000).  

Training Need Analysis 

It is important to recognize that half of the credit for a good training program lies with a systematic and operationally useful training need 

assessment. Training need analysis (TNA) is a comprehensive analysis of two phases. The first phase of diagnosis identifies inconsistencies in 

performance and current level of competence, and the second phase makes maps of these performance gaps and competences by prioritizing 

them according to role and business needs (Cheng and Dawson, 1998). It emphasized three levels of analysis: organization analysis, operations 
analysis, and man analysis (McGehee and Thayer, 1961). Warshauer (1988) suggested various benefits of TNA: increasing the commitment of 

management and potential participants to ongoing training and development; increasing the visibility of the training function; clarifying crucial 

organizational issues; providing for the best use of limited resources; providing program and design ideas; and formulating strategies for how to 

proceed with training efforts. 

Kirkpatrick Model for Training Evaluation 

The Kirkpatrick Model is a relatively easy and precise way to measure the effectiveness of adult learning events such as training, even 

though there are also other methods available, the Kirkpatrick model endures due to its simplicity. The Kirkpatrick model considers the value 

of training across four levels reaction, learning, behavior, and results. Level 1 is Reaction. As the name suggests, it evaluates the participants’ 
reactions toward the training program. There's a strong correlation between retention of learning and how much the learners have appreciated 

the time spent and consider it worthwhile. Level 2 is Learning. This level evaluates the trainee level of knowledge before and after training. 

The evaluation is typically carried out through the use of identical pre-tests and post-tests. Pre-tests and post-tests are key to determining if the 

participants learned anything from the training program. Level 3 is Behavior. This level measures whether what has been learned from the 
training program has been transferred back to the workplace, and can be seen through targeted changed behavior. Level 4 is Results. It 

measures the training results, as they relate to factors such as sales, quality, productivity, and turnover of employees (Duke, 2017).  

 

METHODS 

In doing this research there are five steps that the author takes. The first one is Problem Identification. The identification process is done 
using an interview with the human resource division of PT Frolant. The second step is the Literature Review. A literature review is done in 

order to find references that will support the research. The literature review that supports this research is related to the following points: 

Competency-Based Training, Training Need Analysis, and Kirkpatrick Model for Training Evaluation. The tools used in this research are: Key 

Performance Indicator (KPI), The 9 Box Analysis, and Full-time Equivalent (FTE). The references are sourced from books, journals, and 
online resources. The third step is the Data Collection. In data collection, the author gathers all data and information needed to complete the 

report. The research uses both primary and secondary data. The primary data obtained from an interview with the human resource division of 

PT Frolant and the secondary data used are the company report on PT Frolant past training program that has been conducted. The fourth step is 

the Data Analysis. The information gathered from the interview will be analyzed by taking important points and connecting it with the theory 

used in the research to gain a further understanding of the company’s current condition. While the data gathered from the company report of 

past training programs are compared with the theory used in the research to identify which part of the current training program that still needs 
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improvement. The fifth step is the Proposed Solution or Recommendation. Findings from the previous step are then used by the author to create 

a proposed solution aimed to solve the problem of the competencies gap and improve the current training program in PT Frolant. Those include 

creating a training needs analysis model, designing competency-based training, and give recommendations for improvement. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Training need analysis (TNA) should be conducted first before designing the training program. The aim of doing training needs analysis is 

to find out what competencies are lacking in the company and which employee has a competencies gap. The first step in TNA is analyzing and 

aligning organizational goals. Company goals should be aligned with business strategy and business plan. As competency standards will be 
generated from company goals, misalignment will result in competency standards that are not supportive of it. Therefore, employees can 

perform according to competency standards but don’t give maximum benefit to overall company performance, where the development will not 

be sustainable. Business strategy is a course of action that assists a company in achieving company goals, how the company conducts its 

business. While with business plan PT Frolant needs to clearly define how the company goals can be achieved and the time frame of when the 

goals should be achieved. 

After having clear and aligned company goals, the second step in TNA is developing competency standards. Competency standards should 

be generated from company goals. Competency standards have to ensure that employee performance will support the company in achieving 

their goals. However, company goals are not the only thing that must be considered. PT Frolant should also consider its organizational design 
when generating competency standards, the important part is to pay attention to the span of the layer and span of control. PT Frolant is a 

company with a thick span of control compared to a span of layer, because of that the competencies will not focus too much on differentiating 

between managerial level and will focus more on differentiate between an area of activity and number of functions. After developing 

competency standards, the company can turn the competency standards into Key Performance Indicator (KPI). The third step in TNA is 
conduct assessment. Here the company is deploying its KPI that was already defined in the previous step. PT Frolant’s KPI is using a five-scale 

score: 1 for consistently performing below standard, 2 for usually performing below standard, 3 for performing according to standard, 4 for 

usually performing above standard, and 5 for consistently performing above standard. The appraisal in the company is already done using a 

360-degree method, where employees receive assessment from superior, subordinate, and peer. The fourth step in TNA is using tools to find 
out the competency gap. The tool used in this step is still KPI. If many employees consistently or usually perform below standard in a KPI’s 

point, it means that many employees in PT Frolant are lacking in those competencies or there is the presence of competency gaps.  

The fifth step in TNA is identifying employees with a competency gap. This step can be done using the help of three tools: Result from 

employee performance appraisal (KPI). Appraisal helps PT Frolant to assess internal readiness, knowing which employee has low performance 
and needs to receive training. The 9-box analysis. In this analysis, employees are divided into nine groups. If there are many employees inside 

box number 1,2,4 (Ω and bottom box) then the internal readiness of the company is low. Those employees inside box number 1,2,4 are the one 

who prioritize to receive training, thus they can move and become valued contributors, emerging leaders, or star talent. Full-time equivalent 

(FTE). FTE is used to measure employees' involvement in an activity or workload. Employees with normal or high involvement, if they will 
receive training and it will take some part of the working hours companies need to make sure that those working hours missing will not affect 

the overall activities. On the other hand, if employees have low involvement, companies need to reassess whether the employee presence is 

needed to further decide whether training is needed to be given. After identifying employees with a competency gap, then the last part of TNA 

is to refer employees for training and promotion.  

After conducting the training need analysis, PT Frolant now already knows which competencies need to be improved and which 

employees need to receive training. Therefore, it can start designing the training program. Competencies consist of knowledge, aptitude, skill, 

ability, and attitude. For improving skill and ability, the company can choose between conducting soft skill training or hard skill training. Refer 

back to The 9 Box Analysis if employees have low potential then it is recommended to receive soft skill training, while if employees have low 
performance it is recommended to receive hard skill training. Then to improve knowledge and aptitude, the company can choose between 

conducting strategic knowledge training or operational knowledge training. This knowledge is correlated with employee position, the lower the 

position (non-managerial) the need for operational knowledge is higher, while the higher the position (top management) the need for strategic 

knowledge is higher. Conducting training based on competencies and the actual need of the employees will bring sustainable development for 

both employees and the company. Well performed employees will eventually result in well-performing companies.  

The proposed training program will talk about the sales and operation division which is experiencing the problem of competencies gap. 

The analysis shows that the employees in the non-managerial level of the two divisions rarely have any skill in leadership or problem solving 

that is needed at the supervisor and manager level. Therefore, the company has a problem in filling out those positions. Leadership is shown 
lacking in all three levels from non-managerial to top management level. The content for the sales division, non-managerial level, the training 

program is recommended to focus on how employees can deal with different types of customers and selling products using social media. While 

the content for the operation division, non-managerial level, training program recommended to focus on manufacturing. The training program 

content for the sales and operation division, supervisor level, is recommended to focus on problem-solving and basic leadership skills. Lastly, 
the content for the manager level is recommended to focus on leadership skills. The delivery methods proposed are pre and post-test, material 

explanation, answering case study, on-hand experience, role-playing, and group discussion. Mentoring from a superior or peer with longer 

experience is also recommended to make sure that the training program brings behavior change in the workplace. Mentoring is done to make 

sure that employees receive feedback.  

After designing training, the company can conduct the training program. Then the last part is to evaluate the training program using the 

Kirkpatrick Model to see the effectiveness of the program. According to the Kirkpatrick Model, there are four steps in doing the evaluation 

Reaction, Learning, Behavior, and Result. Currently, PT Frolant is only doing the third step. Doing only the third step will make the evaluation 
process not complete. Because the first two steps are done to see an immediate improvement after the training. If there is no improvement then 

the company can quickly revise the training program. While the last step is important to see whether or not the training program has given 

benefit to the overall company performance. The first step can be done using surveys that ask employee satisfaction on the training program, 
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the second step can be done using identical pre and post-tests, the third step can be done using KPI; The 9 box analysis; and feedback from 

superior, peer, and subordinate, the fourth step can be done by looking at the overall business performance. 

 

CONCLUSION 

After assessing PT Frolant current condition, the author proposed several solutions for the betterment of the company. First, aligning 

competency standards with organizational goals and organizational design. Beforehand PT Frolant creates its competency standards only based 

on job descriptions created by the human resource division and the head of the division, that are not referring to organizational goals or 
organizational design. Second, maximize the use of KPI, the 9 Box Analysis, and FTE to be more accurate in identifying employee with a 

competency gap. Third, differentiate between employees need in designing training. Currently, the company not yet differentiate between soft 

skill and hard skill or strategic knowledge and operational knowledge in designing training. Fourth, conduct all four steps of the Kirkpatrick 

Model to evaluate the training program. The proposed solution and recommendation are based on PT Frolant current condition and cannot be 
fully used by other companies. It aims to help PT Frolant solve the problem it currently faced, competencies gap, and increase the company’s 

internal readiness. 
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Abstract  

This paper aims to use Kirkpatrick 4 Level Assessment Model to assess the StudentsCatalyst student development training program. 

StudentsCatalyst is a student-run initiative working on bridging the skill gap between undergraduate students and the working-class demand. 

StudentsCatalyst first initiated five years ago in Bandung and is now present in 3 regions, including Bandung, Jakarta, and Jatim. Throughout 

many batches, it has helped students to land prestigious career start and personal brandings. But as the organization grows, more scientific and 

accurate program evaluation needs to be developed so that StudentsCatalyst could expand sustainably. This paper uses Kirkpatrick 3 level to 
assess StudentsCatalyst, including level 1 reaction, level 2 learning, and level 3 behavior. The implication of this research will be used 

accordingly by the StudentsCatalyst Board of Directors to evaluate and improve StudentsCatalyst. As all scores indicators indicated that 

StudentsCatalyst is successful in all three levels of assessment, the researcher suggests at the end of the study that StudentsCatalyst should 

develop a fixed curriculum so that evaluation tools can be re-used for upcoming batches. 
 
Keywords: Leadership assessment, Leadership development, Learning organization, Student development, Training assessment  

 

BACKGROUND 

In late 2019, a student-run organization that focuses on developing leadership capabilities of other students in Jakarta, Bandung, and 
Surabaya called StudentsCatalyst (SC) were on the brink of opening the 9th series of its program. Now well within the matured age, the Board 

of Directors (BOD) of SC wanted to start applying a more rigorous program that put emphasizes its quality of material delivery. To do this, SC 

BOD agreed on a mission that intends to create purposeful campus leaders through capacity building and inspirational talk sessions by student 

initiators, entrepreneurs, and high achievers. However, one question remains: How do a leadership development program such as 

StudentsCatalyst measure its overarching goal of creating purposeful leaders? 

There have been numerous researches showing how vital leadership development programs are in developing organizations. An employee 

satisfaction model proposed by Daniel Pink (2015) suggested that employee satisfaction is dependent on three factors: autonomy, mastery, and 

purpose. Each of them is interdependent of each other and should not be prioritized over one another. While past research has suggested a 
readily adopted model to conduct a leadership development program for collegiate level (Sarah, Sharlett, David. 2015), few have done 

comprehensive research to evaluate collegiate level leadership development programs that focus on university students. Now in the middle of 

its implementation period, SC is looking to develop a suitable measurement for its program effectiveness in shaping transformational leadership 

traits. Research Questions: how successful was SC development programs measured with the Kirkpatrick evaluation model for level 1, 2, and 3 

assessment, and what recommendations should be made to improve SC training effectiveness in the future? 

 

LITERATURE REVIEW 
2.1 Kirkpatrick Four-Level Training Assessment Model 

In evaluating the outcome of thorough training, there are a couple of models such as Model 1 and Model 2, but one of the first and the 

most widely adopted model is the one that was developed by Kirkpatrick (1959). Kirkpatrick was a professor at the University of Wisconsin, 

whose thesis was about creating an evaluation model. The model states that in search of continuous improvement of training, trained needs to 

evaluate its outcome at 4, collaborative level. In its fifth decade, it has now transformed into a well-developed framework that has its consulting 

firm called the Kirkpatrick Partners. 

Kirkpatrick's four levels are the measure of instant reaction, the measure of how much learning retained after the training, the measure of 

the trainee's behavioral changes before and after training, and the overall result reflected in the organizational result in the long run. According 

to its level of difficulty, these four levels are designed to be conducted hierarchically (Long, 1990). The measuring of reaction is the easiest, 

while the measure of organizational results is the hardest. This is because, as the level progresses, the time and cost associated with conducting 
the evaluation also increase. In assessing the reaction of training, a trainer can simply run a post-training survey asking about reactionary 
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questions that are aimed to depict the state of the happiness of trainees in doing the training. Due to its spontaneous nature, reactions data have 

the least value and will expire very quickly. 

The next level is the measure of learning that happens during the training. This level of evaluation should also be done spontaneously after 

the training. Although to compare the level of added learning, most trainers usually conduct pre and post examinations during the training. 
Trainers would then compare the scores of the tests taken before and after the training to see whether there is a significant improvement in the 

knowledge level of a trainee regarding what was trained. This level of evaluation, too, is valued low. This is mainly because the learning level 

that is assessed is conceptual and yet to be tested on-the-job. This level also does not take into consideration time and space and how long 

trainees can retain the knowledge that is transferred. The second-highest level of the evaluation is the behavioral assessment. This level of 
evaluation starts to get time-consuming and costly because to assess behavioral changes after training involves evaluation data from supervisors 

and teammates that are collected from time to time. Usually, for a behavioral assessment to be conducted, a minimum of 4 weeks of on-the-job 

work needs to be finished first to allow for the behavioral values to come out and be expressed on the job. This level is valuable because it 

involves actual real-life assessment, which puts to the test the goal of the training with the actual condition of the working place. 

2.2 Emotional Intelligence Model 

Emotional Intelligence that is referenced in this study dates back to Daniel Goleman's (1995) research that argued that Emotional 

Intelligence (EQ) is more important than Intelligence Quotient. However, the first time the concept of emotional Intelligence was developed by 

Darwin's work in the importance of emotional expression as part of survivability and adaptability of a human being (Akila, Thangavel, 2013). 
After Daniel Goleman's (1995) study, the study of emotional Intelligence gained huge momentum as part of an individual assessment for both 

in a professional setting and daily setting. Now, EQ is considered one of the most important assessments to determine someone's character and 

potential. An article in PRNewswire written by anonymous published on 18 August 2011 reinforced the importance of EQ in the workplace 

best which indicates how well EQ is used in a workplace setting. 

The toolkit used in this study adheres to the 5 emotional intelligence areas that Daniel Goleman (1995) described: self-awareness, the 

ability to recognize what one is feeling, and understanding natural and habitual response to events and its effect to behavior and performance. 

Managing emotions, which is the ability to stay focused and think clearly while under certain powerful emotions. Capability to manage own 

emotional state which is essential for taking responsibility for own action. Motivating oneself is the ability to use emotions to move and guide 
oneself to personal goals. Empathy is the ability to sense, understand, and give respond to others' feelings. As well as social skills, which is the 

ability to manage, inspire, and influence others’ emotional reactions. 

 

METHODS 

3.1 Preliminary Study 

A preliminary study is done using interviews, observations, and study of past similar research. However, due to the nature of this study, 

the preliminary study also focuses on understanding the framework of SC itself to understand the training's objectives and goals.  

3.2 Problem Identification 

The process of preliminary study would result in the need for evaluation results as an evaluation tool that can summarize whether SC's 
program should continue in the future as it is. Further, the evaluation result will also become valuable data in search of decision making of what 

kind of improvement needs to be made to the SC program as a whole.  

3.3 Developing Evaluation Tools 

This study will mainly utilize Kirkpatrick's four levels of evaluation model to evaluate SC leadership training outcomes up to level 3: 

reaction, learning, and behavior. 

Measurement of reaction is done according to Kirkpatrick's (1987) steps of measuring reaction, which is typically measured through a 

questionnaire administered at the end of a training course daily. This study will ask questions that are related to how well the trainee likes what 

they received. All questions will be answered in Likert-type options consisting of: Strongly agree, Agree, Indifferent, Disagree, Strongly 
disagree. Measurement of learning level is done according to Kirkpatrick's (1987) steps of measuring learning, which should be done through 

comparison of before-and-after training tests that ask the question regarding general knowledge about the training materials through Lickert-

type scale and open-ended questions. A good learning assessment result would indicate a large score gap between pre-test and post-test scores. 

Measurement of behavior, according to Kirkpatrick (1987), should be done on-the-job. Kirkpatrick explained that a systematic appraisal should 
be made before and after the training is done. In the case of SC, the assessment will be administered through the use of emotional intelligence 

questionnaire administered at the first forum of SC and the last forum of SC.  

3.4 Data Collection 

3.4.1 Source of Data 

The source of data for this study is SC students for this program batch. Out of 150 students that are registered, researchers study 50 

selected students that fill in all required questionnaires and evaluation tools. These 50 students are chosen only based on their participation in 

the questionnaire, rather than using the minimum number of students on each chapter because the learning materials put out is the same and the 

treatment is the same. 

3.4.2 Questionnaire Type 

The questionnaires used are based on Kirkpatrick's evaluation model. The questions inside the questionnaire are a combination of Lickert-

type scale of 1-5 (typically for all level 1 and some level 2), and open-ended questions that are adjusted to the learning outcomes of each 
session. For the emotional intelligence questionnaire, the researcher used a readily made questionnaire that has previously been used in past 

studies and, therefore, is tested for validity. 
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3.4.3 Validity Test 

Since the study administers its questionnaire and questions inside the evaluation tools, the validity test is done in two ways, which are 

benchmarking questions from past studies, as well as conducting data saturation for open-ended questions to ensure that all questions are 

perceived the way the research desire it to be perceived. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1 Kirkpatrick Level 1 Analysis 

Overall, the three webinars that were on level 1 reaction all passed the KPI that was put out during this case study. All aspects of reaction 

scoring scored above 4.0, so this study could conclude that all of the training done by SC successfully satisfied respondents after the training. 

This implies that for SC, the environment that is constructed is adequate for learning to happen; thus assessing level 2, Kirkpatrick 

Assessment is viable. Furthermore, further recommendations can also be inferred from the additional comments that the respondent gave. 

4.2 Kirkpatrick Level 2 Analysis 

The implication for this study that could be inferred from the data analysis above is that from the two webinars that have taken place we 

could see that all respondent passed the KPI set by the researcher and therefore it can be concluded that effective learning that reflected from 

Level 2 Kirkpatrick Assessment took place in SC. Thus, a higher level of assessment could be done because learning had successfully been 

attained. 

4.3 Kirkpatrick Level 3 Analysis 

Because the initial KPI is set to boost two more strengths of at least 40% of respondents, level 3 Kirkpatrick Assessment for SC can be 

categorized as a success. While on-the-job performance is difficult to measure due to respondents being students from across three cities that 

have differing performance indicators in their campus, the EI result is a clear depiction of how respondents would fare in a real working setting. 
The two-month period of learning also helped shape and firm the new strengths traits that respondents now own, and in the future, the 

researcher should conduct more periodical tests to see whether the traits could be maintained over time. 

 

CONCLUSION 

5.1 How successful was SC development programs measured with the Kirkpatrick evaluation model for level 1, 2, and 3 assessment? 

Success for StudentsCatalyst, as Bryan Aptana stated in its goal, is to instill the spirit of purposeful leadership to its students. Through a 

series of sessions that are aimed to do just that, SC now has completed a whole cycle of programs.  

Measured by all 3 level Kirkpatrick Assessment Framework, SC program for this batch can be concluded as a tremendous success. The 

reaction (level 1) for all session proved to exceed the initial KPI set by the researcher and SC team at 4.0 and have achieved its threshold on 

100% of all reaction level assessment with an average score of 4.47 for expectations, 4.36 for length, 4.62 for speaker's knowledge, 4.66 for 

eagerness to attend next sessions. Meanwhile, learning (level 2) also fulfilled the initial KPI of having 60% of respondents to score at least 4.0 
perceived assessment as well as categorized as "good score" on the quiz given. Furthermore, the Behavioral (level 3) assessment also saw good 

results with almost every respondent having three or more strength traits in the 2nd test. 

Yet, there are still key takeaways that can be improved by doing the assessments. Regarding reaction (level 1) assessment, it was clear that 

although fine, on almost all sessions some respondents would comment on the length of the session and the way speakers delivered their 
materials. Moreover, if seen on the progression from session 1 to 3, it can also be inferred that the there were a slight dip in eagerness for the 

next forum, indicating that something should be done to keep the spirit high in a longer and much more complex SC programs that are not 

bounded by COVID-19 situation. 

Reflecting on the learning (level 2) portion of the assessment, while spike of knowledge obtained compared to initial knowledge pre-
forums are indicating good results, there are still respondents that scored badly in the quizzes, and that should be minimized to ensure equal 

learning for all. Furthermore, in future implication, there should be a linkage between some of the aspect that is assessed in reaction and the 

effect on the learning process. This linkage is yet to be defined in this research. Having that kind of connection could help SC figure out and 

diagnose areas of learning that needs to be improved. 

5.2 Recommendation 

StudentsCatalyst should continue developing its framework in the future and should focus on developing programs that are relevant and 

on-demand towards the students that it tries to reach out to. All three levels of Kirkpatrick Assessment should be done, and incremental 

changes should continue to be made as each session passes based on the result of the assessments. To ensure this process is sustainable, 
StudentCatalyst should also settle on a workable module for all of its sessions that have certain learning objectives that are the same on each 

batch. This way, the assessment could be re-used several times without too many modifications. 

Furthermore, StudentsCatalyst should also prepare to create a better standard procedure for approaching speakers. StudentsCatalyst should 

have its internal speaker pool that knows the program in and out and have inputs during the making of the program. This is to ensure that 
learning objectives are met with high accuracy. Also, StudentsCatalyst should assess reaction (level 1) for all participants and not only the 

students. This is because there might be a relationship between how satisfied and content are the speakers, board of directors, and peers to 

student performance and satisfaction level on the day. 

Because all of the indicators indicated that SC is already successful in conducting its training in 3 levels of Kirkpatrick assessment, it 
should also focus on maintaining its performance by ensuring that their regeneration system for board of directors is robust and could generate 

similar talent quality to lead the program. Because SC depends on its board of directors that is selected and reshuffled on every batch, quality of 
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program relies heavily on who is in charge. Having this set of assessment tools help the board to have a similar perspective and standard of 

excellence, but having the right talent in the organization make sure that that standard of excellence is met with ease. 

5.2 Future Research 

Future research by the researcher should include level 4 assessment to complete the framework. This can be done by creating matrices of 
scoring for the academic and non-academic performance of each student that is measured up to a year after students graduate from SC program. 

Furthermore, future research for the researcher should also focus on expanding the behavioral assessment that is done to the training with 

complementary tools such as 360-degree feedback and other observatory/qualitative evaluations. 

 

With passing batches, researchers could also establish a control group for comparison of effect. This could mean benchmarking and 

making the previous batch as a control group, but could also mean enlarging the scope of the research and having external control group such 

as students in similar demography that does not have exposure to SC programs to see how far SC students excel compared to others. 
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Abstract  

We investigated the role personality traits with big five personality model and perceived organizational support (POS) on employee voice 

behavior. Participants were 100 young employees from a public sector organization in Indonesia. The results indicated that extraversion, 

agreeableness, conscientiousness, openness to experience, and POS were positively correlated with promotive voice, and neuroticism was a 

negative predictor of promotive voice. On the other hand, only openness to experience and POS that positively correlated with prohibitive 

voice, while extraversion, agreeableness, conscientiousness, and neuroticism have no correlation with prohibitive voice.  In this study we have 
bridged the gap in existing research on the relationship between personality, POS and employee voice behavior, specifically promotive and 

prohibitive voice behavior. 
 
Keywords: Big Five Personality, Perceived Organizational Support, Prohibitive Voice, Promotive Voice  

 

BACKGROUND 

In the Global Talent Competitiveness Index (GTCI) 2020, out of 132 countries, Indonesia is ranked 65th with value of 41.81. To improve 

the index, the government through Ministry of Administrative and Bureaucratic Reform (PANRB) implemented the Human Resources 

Management Strategy towards Smart ASN 2024. Smart ASN has the profile needed to look for eras and disturbed eras. Smart ASN's profile 
includes integrity, nationalism, professionalism, global outlook, mastering IT and foreign languages, having the spirit of hospitality, having an 

entrepreneurial spirit, and having a wide network. In realizing Smart ASN, creativity and innovation are needed in order for the organization 

does not stagnant and may meet organizational targets (Serrat, 2009). Carnevale, Huang, Crede, Harms, and Uhl-Bien (2017) identified three 

types of behavior which will create innovation in organizations that consist of creative behavior, employee voice behavior, and innovative 
behavior. Creative behavior is related to employee behavior within the development of new ideas (Amabile, 1988; Anderson, Potocnik, & 

Zhou, 2014), while employee voice behavior is related to the delivery of those ideas to management (Van Dyne & LePine, 1998), and 

innovative behavior is related to the application of creative ideas and problem solving (Rank, Pace, and Frese, 2004). 

Van Dyne, Ang, & Botero (2003) stated that a means by which employees help their organizations to innovate and successfully adapt to 
dynamic business environments is through “voice”— the expression of a constructive opinions, concerns, or ideas about work-related issues. 

Researchers attempted to understand the individual, motivational, and contextual factors that promote or inhibit voice, both conceptually (e.g., 

Morrison & Milliken, 2000; LePine & Van Dyne, 2001; Van Dyne et al., 2003; Kish-Gephart, Detert, Treviño, & Edmondson, 2009) and 

empirically (e.g., Fuller, Marler, & Hester, 2006; Detert & Burris, 2007; Burris, Detert, & Chiaburu, 2008; Tangirala & Ramanujam, 2008; 
Venkataramani & Tangirala, 2010; Morrison, Wheeler-Smith, & Kamdar, 2011). They have recognized the critical role of voice in achieving 

organizational effectiveness and avoiding potential crises. Although both theory and empirical results show that employees are very responsive 

to contextual cues when deciding whether to speak or not with concerns or suggestions, there is also evidence that, regardless of the context, 

some individuals voice more than others. One reason might be the difference in how employees feel about their organization or work group and 
in how they are committed to providing constructive input (Morrison, 2011). Apart from attitude, dispositional factors tend to influence the 

voice. In one of the most comprehensive investigations of predictors of disposition, LePine and Van Dyne (2001) examined the relationship 

between sound in work groups and each of the Big Five personality dimensions (Barrick & Mount, 1991). 

Morrison (2014) mention also that there are other factors causing voice behavior, namely perceptions and attitudes towards work and 
organization (job and organizational attitudes and perceptions) such as: organizational identification, work group identification, felt obligation 

for change, job satisfaction, role breadth, control or influence, and organizational support (Olson-Buchanan 1997; Frazier & Fainshmidt 2012; 

Luchak 2003; Fuller et al. 2006; Tangirala & Ramanujam 2008a, 2008b, 2012; Liu et al. 2010; Venkataramani & Tangirala 2010; Liang et al. 

2012). 

Expanding previous researches that has studied the relationship between the big five personality, perceived organizational support, and 

employee voice behavior as mentioned above, this study aims to examine the role of each of the big five personality dimensions and perceived 

organizational support toward employee voice behavior in the form of opinions, concerns, or constructive ideas about work-related problems. 
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As far as we have acknowledged, there are no specific studies that examining the two predictors simultaneously, especially in the context of 

public sector organizations. Employees in public organizations are challenged to balance “traditional” public values such as integrity, 

neutrality, and legality, on the one hand with “business-like” values such as efficiency, effectiveness, and responsiveness on the other hand 

(Steen & Schott, 2018). Based on the challenge, this study indicates that employees’ individual dispositions and their perception toward 
organization may have a positive relationship to promotive and prohibitive voice behavior and one of the big five personality dimension may 

have a negaative relationship to prohibitive voice behavior. 

 

LITERATURE REVIEW 

2.1. Big Five Personality and Employee Voice Behavior 

In the current study, we are focusing on two types of employee voice behavior which have been developed by Liang et al. (2012) from 
Van Dyne and LePine’s (1998) original conceptualization of voice called promotive voice behavior and prohibitive voice behavior. They 

defined promotive voice behavior as employees’ expression of new ideas or suggestions for improving the overall functioning of their work 

unit or organization. The content of promotive voice centers on expressing opportunities to enhance organizational functioning by doing new 

things in new ways in the future (Chamberlin, Newton, & LePine, 2017). Central to the notion of promotive voice is the idea that changes to the 
current work environment are expressed with a future-oriented outlook (Liang et al., 2012) or are focused on long-term improvements and 

innovation (Qin, DiRenzo, Xu, & Duan, 2014). Consequently, promotive messages are often framed as expressions of “what could be” and are 

embedded with good intentions that are often readily interpreted as being positive (Liang et al., 2012). 

In contrast, prohibitive voice describes employees’ expressions of concern about work practices, incidents, or employee behavior that are 
harmful to their organization it also involves employee expressions intended to benefit the organization by preventing negative consequences. 

Prohibitive voice focuses on the presence of harmful situations, risks, and wrongdoings in the organization that must stop for the organization 

to avoid costs and other problems. Although this form of voice may be well intended, its tone and focus could result in perceptions that the 

message is critical and, as a result, may evoke negative and defensive reactions (Liang et al., 2012). 

In her work, Morrison (2014) provided a framework that placed these voice antecedents into five functionally similar categories. These 

categories include (a) individual dispositions, (b) job and organizational attitudes and perceptions, (c) emotions, beliefs, and schemas, (d) 

supervisor and leader behavior, and (e) contextual factors. Individual dispositions, which refer to fundamental capacities and characteristics of 

individuals that influence how they tend to feel, think, and ultimately behave (Motowidlo, Borman, & Schmit, 1997). Individuals allocate their 
personal attention and resources based on conscious and nonconscious decisions (Kanfer & Ackerman, 1989), suggesting that some individuals 

will be more or less likely to engage in voice because they are inherently more capable or willing to do so. In her framework, Morrison (2014) 

argued that conscientiousness, extraversion, and proactive personality are positively related to voice. Other researchers found other individual 

dispositions, such as agreeableness, openness to experience, personal initiative, core self-evaluation (CSE), and positive affect may also be 
positively associated with voice. In addition, neuroticism and negative affect—they may be less likely to engage in voice (Chamberlin, Newton, 

& LePine, 2017). On the second category, job attitudes refer to the relatively stable cognitive evaluation of a target along with the associated 

affect (Schleicher, Hansen, & Fox, 2011), and job perceptions indicate how individuals understand and interpret their work. Morrison 

suggested that felt responsibility, job satisfaction, social support, and work-group and organizational identification would motivate voice, and 

psychological detachment would inhibit voice. 

Each Big Five dimension is defined by a number of more specific aspects of traits, and is manifested through various behaviors (John, 

Naumann, and Soto, 2008; Leary and Hoyle, 2009). Soto, Kronauer, and Liang (2016) in their writings stated that personality traits are 

characteristic aspects of individual cognition, influence, or behavior that tend to be stable over time and are consistent across relevant 
situations. The Big Five personality model is a broad set of five dimensions of bipolar nature, often referred to as the Big Five: (1) 

Extraversion, sometimes referred to as social ability, can generally be defined as the degree to which an individual is talkative and out of social 

situations. (2) Agreeableness is an important aspect of social behavior. This concerns the extent to which a person behaves prosocial towards 

others and maintains pleasant and harmonious interpersonal relationships. (3) Conscientiousness describes the capacity of individuals to 
manage things, complete tasks, and work towards long-term goals. (4) Neuroticism involves the extent to which a person is susceptible to 

experiencing emotions and negative moods. And (5) Openness to Experience refers to the depth and breadth of an entire person's intellectual, 

artistic life and experience. These five dimensions efficiently capture individual differences in personality, and as a result Big Five personality 

model is the structural model most widely used in personality measurement and research.  

Based on the above explanation, then we propose the following hypothesis: 

Hypothesis 1a : Extraversion have a positive relationship with promotive voice  

  Extraversion have a positive relationship with prohibitive voice 

Hypothesis 1b : Agreeableness have a positive relationship with promotive voice 
  Agreeableness have a positive relationship with prohibitive voice 

Hypothesis 1c : Neuroticism have a negative relationship with promotive voice  

  Neuroticism have a negative relationship with prohibitive voice  

Hypothesis 1d : Conscientiousness have a positive relationship with promotive voice 
  Conscientiousness have a positive relationship with prohibitive voice 

Hypothesis 1e : Openness to Experience have a positive relationship with promotive voice 

  Openness to Experience have a positive relationship with prohibitive voice 

2.2. Perceived Organizational Support (POS) and Employee Voice Behavior 

Eisenberger et al. (1986) stated that POS refers to employees' perceptions about the extent to which organizations value their contributions 

and care about their well-being. POS is known to have important consequences on the performance and well-being of employees. POS is 

assumed to increase employees' affective ties with the organization and their expectation that greater efforts to achieve organizational goals will 
be rewarded. It can be concluded that the extent to which these factors can increase work effort depends on the strength of the ideology of 
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employee exchange that supports the exchange of work effort with material and symbolic benefits. According to Organizational Support 

Theory, POS is very dependent on the employee's attribution of the organizational intentions behind their acceptance of favorable or 

unfavorable treatment. In turn, POS starts a social exchange process where employees feel obliged to help the organization achieve its goals 

and objectives and hope that increasing efforts on behalf of the organization will result in greater rewards. POS also fulfills social emotional 
needs, results in greater identification and commitment to the organization, an increased desire to help the organization succeed, and greater 

psychological well-being (Kurtessis et al., 2017). 

In their study, Loi et al. (2014) stated that POS has a stronger impact on promotive voice and showing that POS, when compared with 

coworker support, can be a more direct way for the organization to generate foreign workers’ voice of new suggestions for future 
improvements. Liang et al. (2012) suggested that employees’ felt obligation for constructive change, generated by strong social exchange 

relationship, should have a unique influence on promotive voice. Chiang and Hsieh (2012) also contended that high POS can develop hotel 

employees’ positive attitude toward the organization, which should lead them to expand more effort for the organization.  Prohibitive voice is 

another form of voice which points to existing workplace problems. Liang et al. (2012) found that, under high-quality social exchange 
relationship, employees possessed felt obligation to provide prohibitive voice to reciprocate to the exchange partner’s supportiveness and 

caring. Raub & Robert’s (2012) research on a multinational hotel chain also indicated that supportive work environment-initiated employees’ 

willingness to take the risk of voicing out. Loi et al. (2014) also found out that foreign workers may provide prohibitive voice as a result of 

POS but not coworker support. Prohibitive voice is generally considered as beneficial to the organizational effectiveness but harmful to 
interpersonal relationships (Liang et al., 2012). Providing such form of voice may be costly since it is commonly viewed by coworkers as 

troublesome and annoying (Hung et al., 2012). To maintain the social exchange relationship with coworkers, it is not a desirable outcome for 

foreign workers as a way of reciprocation to coworker support. Liang et al. (2012) further suggested that low self-esteem individuals may be 

more sensitive to perceived safety of the interpersonal context when using voice. Results of this study seem to be consistent with this line of 

argument since foreign workers generally do not feel a high psychological status within the organization. 

Based on the above explanation, then we propose the following hypothesis: 

Hypothesis 2a : POS have a positive relationship with promotive voice behaviour 

Hypothesis 2b : POS have a positive relationship with prohibitive voice behaviour  

 

METHODS 

3.1. Sample and Procedure 

In this research, data were collected using a quantitative method of questionnaire which is a series of questions that were formalized to 

obtain information from respondents (Malhotra, 2015) in order to observe and measures information numerically, and it addressed to a public 
sector’s generation Y employees. The survey included items relating to demographic characteristics, big five personality, perceived 

organizational support and employee voice behavior. Most of the respondents are male employee, it was about 64 percent who has been 

working for 1 to 10 years in the organization, and about 84 percent of them were having a Diploma IV/Bachelor’s degree. Out of 100 

questionnaires distributed, researchers received all the questionnaire that can be processed, resulting in a ratio of 100 percent of the initial 

participants. 

3.2. Measures 

3.2.1. Big Five Personality 

Big Five Personality were measured using the Big Five Inventory (BFI) which is a self-report inventory designed to measure the Big Five 
dimensions. It is quite brief for a multidimensional personality inventory (44 items total), and consists of short phrases with relatively 

accessible vocabulary based on John, Naumann, & Soto (2008). These statements are related to five dimensions of personality (that is, 

extraversion = 8 items; agreeableness = 9 items; conscientiousness = 9 items; neuroticism = 8 items; and openness = 10 items). Respondents 

were asked to rate the degree of their agreement or disagreement with each statement using a five-points Likert scale where 1 represent 

“strongly disagree” and 5 represent “strongly agree.” 

3.2.2. Perceived Organizational Support 

Perceived organizational support was measured using 16-item version taken from 36-item version of Survey of Perceived Organizational 

Support of Eisenberger, Huntington, Hutchison, & Sowa (1986). This scale follows the recommendation of Rhoades and Eisenberger (2002) 
that “because the original scale is unidimensional and has high internal reliability, the use of shorter versions does not appear problematic. 

Prudence nevertheless dictates that both facets of the definition of POS (valuation of employees’ contribution and care about employees’ well-

being) be represented in short versions of the questionnaire.”  Respondents were asked to rate the degree of their agreement or disagreement 

with each statement using a five-points Likert scale where 1 represent “strongly disagree” and 5 represent “strongly agree.” 

3.2.3. Promotive Voice Behavior 

Promotive voice behavior was measured by using the measurements developed by Liang, Farh, & Farh (2012) which consist of five 

statements as follows: proactively develop and make suggestions for issues that may influence the unit, proactively suggest new projects which 

are beneficial to the work unit, raise suggestions to improve the unit’s working procedure, proactively voice out constructive suggestions that 
help the unit reach its goals, and make constructive suggestions to improve the unit’s operation. Respondents were asked to rate the degree of 

their agreement or disagreement with each statement using a five-points Likert scale where 1 “strongly disagree” and 5 “strongly agree” for all 

substantive variables. 

3.2.4. Prohibitive Voice Behavior 

Promotive voice behavior was measured by using the measurements developed by Liang, Farh, & Farh (2012) which consist of five 

statements as follows: advise other colleagues against undesirable behaviors that would hamper job performance, Speak up honestly with 

problems that might cause serious loss to the work unit, even when/though dissenting opinions exist, dare to voice out opinions on things that 
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might affect efficiency in the work unit, even if that would embarrass others, dare to point out problems when they appear in the unit, even if 

that would hamper relationships with other colleagues, and proactively report coordination problems in the workplace to the management. 

Respondents were asked to rate the degree of their agreement or disagreement with each statement using a five-points Likert scale where 1 

“strongly disagree” and 5 “strongly agree” for all substantive variables. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

4.1. Findings 

Table 1 contains the mean scores, standard deviations, correlations, and reliability coefficients for the variables measuring the value of big 
five personality dimensions (extraversion; agreeableness; conscientiousness; neuroticism; and openness), POS, promotive and prohibitive voice 

behavior. 

Table 1: Means, Standard Deviations, Reliability Estimates, and Correlation between Extraversion, Agreeableness, Conscientiousness, 

Openness, POS, and Employee Voice Behavior 

 Mean SD 
Cronbach’s 

Alfa 
XE XA XC XN XO X2 Z1 Z2 

Extraversion 28,86 4,450 0,755 1        

Agreeableness 35,94 4,299 0,710 ,259** 1       

Conscientiousness 33,93 4,427 0,748 ,242* ,477** 1      

Neuroticism 20,01 5,032 0,823 -,331** -,585** -,483** 1     

Openness 38,26 4,350 0,647 ,282** ,233* ,411** -,256* 1    

POS 57,24 6,834 0,785 0,181 ,322** ,299** -,223* 0,143 1   

Promotive voice 21,31 3,243 0,888 ,370** ,233* ,318** -,279** ,447** ,308** 1  

Prohibittive voice 19,68 3,687 0,790 0,162 0,128 0,188 -0,130 ,486** ,246* ,612** 1 

**. Correlation is significant at the 0.01 level (2-tailed).        

*. Correlation is significant at the 0.05 level (2-tailed). 

To test the stated hypothesis Pearson’s coefficient correlation is applied. Based on table 1, from the hypothesis on each dimension of the 

big five personality that we proposed, extraversion, agreeableness, conscientiousness, and openness have a positive relationship with promotive 
voice behavior, and neuroticism has a negative relationship with promotive voice behavior. On the other hand, only openness has a positive 

relationship with prohibitive voice behavior. While on POS, the hypothesis was both supported. POS have a positive relationship with both 

promotive and prohibitive behavior. 

4.2. Discussion 

This research has advanced our understanding about the role of personality traits especially big five personality model and POS in the 

context of employee voice behavior. We examined the relationship between big five personality dimensions, POS and employee voice 

behavior, specifically promotive and prohibitive voice behavior framework. The research contributes to the evolving literature on the study of 

personality and POS in several aspects. First, this study shows that there is a significant positive relationship between extraversion, 
agreeableness, conscientiousness, openness to experience, POS and promotive voice behavior, while neuroticism has a significant negative 

relationship with promotive voice behavior. These findings are aligned with previous studies, where individual dispositions have a relationship 

with promotive voice behavior, both positive and negative (Morrison, 2014). While POS as part of the second category of the Morrison 

framework (2014), was aligned with the study of Loi, Au, & Xu (2014), where POS has a positive relationship with promotive voice behavior. 

It can be concluded that wherever the research context is carried out the results will have no change. 

But this does not apply to prohibitive voice behavior, where only openness to experience and POS have a positive relationship with 

prohibitive voice behavior. Whereas extraversion, agreeableness, conscientiousness, and neuroticism have no relationship with prohibitive 

voice behavior. This study was not aligned with previous studies where extraversion and conscientiousness were positively correlated with 
prohibitive voice, and neuroticism was a negative predictor of prohibitive voice (Liu et al., 2014). This might be influenced by the context of 

research, where in this study, public servants might have a tendency for voice, because it could be dangerous to their work. 

This study broadens the understanding of employee voice behavior, especially Liang et al. (2012) framework, which places voice as a 

behavior that can help organization achieve its goals. However, there is an alternative conceptual lens that could be considered. Specifically, 
Maynes and Podsakoff (2014) suggest that the domain of specific voice behaviors can be categorized on the basis of two broad dimensions. 

The first dimension distinguishes voice that is promotive, which the authors defined as communication intended to encourage or support, from 

voice that is prohibitive, or communication intended to stop or hinder. The second dimension distinguishes the voice that is preserving (keeping 

things the same) from the voice that is challenging (correcting or confronting the status quo). When crossed, these two broad dimensions imply 
four distinct types of voice: supportive (promotive-preservation), constructive (promotive-challenge), defensive (prohibitive-preservation), and 

destructive (prohibitive-challenge). Although this typology may serve as a base for research that develops voice constructs that are crisper and 

more refined, it characterizes the Liang et al. (2012) promotive and prohibitive voice constructs both as "constructive." 

The practical implication of this research is that organization must have a strategy to put employee to engage in voice regardless what 
characteristics they have or what organization have given to employees. Employees who engage in promotive voice tend to be viewed as more 

effective in their jobs relative to those who tend not to engage in promotive voice; furthermore, employees who engage in prohibitive voice 

tend to be viewed as less effective relative to those who tend not to use prohibitive voice. In other words, whereas speaking up with ideas that 

reflect opportunities for the organization may be rewarded, speaking up to prevent harm or loss to the organization may be punished. 
Importantly, although organizations may appreciate and benefit from the idea’s employees offer in the form of promotive voice, prohibitive 

voice can also be important, especially in circumstances where safety and counterproductive activities are consequential. As such, 

organizations could develop practices and policies that help supervisors and organizational leaders better appreciate the value of prohibitive 

voice so that it is not discouraged. 
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4.3. Limitation and Future Research  

The result of this study should be interpreted in the context of two primary limitations. First, the data were collected only from employees 

with executive positions with tenure of less than 10 years, while employees with supervisory or administrator positions are not included in this 

study due to very tight work schedules. The second limitation is that respondents are restricted to employees under the age of 30 who represent 

young ASNs.  

Future research is needed to examine this possibility. While our study provided some valuable insight into the relationship between big 

five personality, POS, promotive voice behavior, and prohibitive voice behavior, we recognized there was also some limitations that provide 

opportunities for further research. The first manner is examining for the more broaden framework of employee voice behavior as such 
suggested by Maynes & Podsakoff (2014) within the public service organization. The second one is that one can consider to put mediators or 

even moderators in the big five personality, POS, and employee voice behavior relationship. In the present study, only direct effects between 

big five personality, POS, and employee voice behavior were analyzed. Engagement and felt responsibility are examples of potential mediators 

that can promote employee voice behavior, specifically promotive and prohibitive voice. Third one is that further research can also be done by 
examining other antecedents that have a stronger relationship with employee voice behavior, specifically promotive and prohibitive voice 

behavior, with the context of public service organizations as provided in Morrison’s (2014) framework. 

 

CONCLUSION 

As a conclusion, we state extraversion, agreeableness, conscientiousness, openness to experience, and POS have a significant positive 

relationship toward promotive voice behavior, and neuroticism has a significant negative relationship toward promotive voice behavior. While 

there were only POS has a significant relationship to prohibitive voice behavior in public sector organization. In this respect, the organization 
must emphasize their employees to always instill organizational values such as professionalism, integrity, technological adaptability, and 

trustworthiness in their attitudes, behaviors, and actions. Organizations also need to increase their attention towards employees, so employees 

can feel more involved in voice to achieve organizational goals. And the most important thing is organization must encourage employees to be 

able to make a voice when they see or experience things that are considered harmful to the organization without worrying about the 

consequences that might occur. 

 

REFERENCES 

Barrick, M. R., & Mount, M. K. (1991). The Big Five personality dimensions and job performance: A meta-analysis. Personnel Psychology, 44(1), 1–26. 

https://doi.org/10.1111/j.1744-6570.1991.tb00688.x 

Chamberlin, M., Newton, D. W., & Lepine, J. A. (2017). A Meta-Analysis of Voice and Its Promotive and Prohibitive Forms: Identification of Key Associations, 

Distinctions, and Future Research Directions. Personnel Psychology, 70(1), 11–71. https://doi.org/10.1111/peps.12185 

Eisenberger, R., Huntington, R., Hutchison, S., & Sowa, D. (1986). Perceived organizational support. Journal of Applied Psychology, 71(3), 500–507. 

https://doi.org/10.1037/0021-9010.71.3.500 

Goldberg, L. R. (1990). An alternative “Description of personality”: The Big-Five factor structure. Journal of Personality and Social Psychology, 59(6), 1216–

1229. https://doi.org/10.1037/0022-3514.59.6.1216 

John, O. P., Naumann, L. P., & Soto, C. J. (2008). Paradigm Shift to the Integrative Big Five Trait Taxonomy: History, Measurement, and Conceptual Issues. In 

O. P. John, R. W. Robins, & L. A. Pervin (Eds.), Handbook of personality: Theory and research (3rd ed., pp. 114–158). The Guilford Press. 

John, O. P., & Srivastava, S. (1999). The Big-Five Trait Taxonomy: History, Measurement, and Theoretical Perspectives. In L. A. Pervin & O. P. John (Eds.), 

Handbook of personality: Theory and research (2nd ed., pp. 102–13871). The Guilford Press. http://moityca.com.br/pdfs/bigfive_john.pdf 

Kumar, K., Bakhshi, A., & Rani, E. (2009). Linking the Big Five personality domains to Organizational citizenship behavior. International Journal of 

Psychological Studies, 1(2), 73. https://doi.org/10.5539/ijps.v1n2p73 

Leary, M. R., & Hoyle, R. H. (2009). Handbook of Individual Differences in Social Behavior (M. R. Leary & R. H. Hoyle (eds.)). The Guilford Press. 

Liang, J., Farh, C. I. C., & Farh, J.-L. (2012). Psychological Antecedents of Promotive and Prohibitive Voice: A Two-Wave Examination. Academy of 

Management Journal, 55(1), 71–92. https://doi.org/10.5465/amj.2010.0176 

Loi, R., Ao, O. K. Y., & Xu, A. J. (2014). Perceived organizational support and coworker support as antecedents of foreign workers’ voice and psychological 

stress. International Journal of Hospitality Management, 36, 23–30. https://doi.org/10.1016/j.ijhm.2013.08.001 

Maynes, T. D., & Podsakoff, P. M. (2014). Speaking more broadly: An examination of the nature, antecedents, and consequences of an expanded set of employee 

voice behaviors. Journal of Applied Psychology, 99(1), 87–112. https://doi.org/10.1037/a0034284 

Morrison, E. W. (2011). Employee voice behavior: Integration and directions for future research. Academy of Management Annals, 5(1), 373–412. 

https://doi.org/10.1080/19416520.2011.574506 

Morrison, E. W. (2014). Employee Voice and Silence. Annual Review of Organizational Psychology and Organizational Behavior, 1(1), 173–197. 

https://doi.org/10.1146/annurev-orgpsych-031413-091328 

Rhoades, L., & Eisenberger, R. (2002). Perceived organizational support: A review of the literature. Journal of Applied Psychology, 87(4), 698–714. 

https://doi.org/10.1037/0021-9010.87.4.698 

Schaufeli, W., & Bakker, A. (2003). UWES UTRECHT WORK ENGAGEMENT SCALE Preliminary Manual. 

Soto, C. J., Kronauer, A., & Liang, J. K. (2016). Five-factor model of personality. In Encyclopedia of Adulthood and Aging (1st ed., Vol. 2, pp. 506–510). John 

Wiley & Sons, Inc. https://doi.org/10.1002/9781118521373.wbeaa014 

Steen, T., & Schott, C. (2019). Public sector employees in a challenging work environment. Public Administration, 97(1), 3–10. 

https://doi.org/10.1111/padm.12572 

Zheng, W., Zhang, M., & Li, H. (2012). Performance appraisal process and organizational citizenship behavior. Journal of Managerial Psychology, 27(7), 732–

752. https://doi.org/10.1108/02683941211259548



ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 453  

The 5th International Conference on Management in Emerging Markets 
 

WHAT INFLUENCE ACADEMICIANS’ INTENTION TO REMAIN AND DOES 

JOB EMBEDDEDNESS MEDIATE? 

Mohd Yusoff Yusliza a* , Nik Sarah Athirah Nik Afzan b, T Ramayah c, Wan Zulkifli Wan Kasim d, Nora’ Aini Ali e, Noor 

Maizura Mohamad Noor f, Amira Nathasya Che Ahmad g 

a,b,d,e,f,g Universiti Malaysia Terengganu, c Universiti Sains Malaysia 

Abstract  

The purpose of the present study is to examine the hypothesis that job embeddedness acts as mediator in the relationship between each of the 

following—extrinsic and intrinsic motivation, person-organization fit, person-job fit, living condition, working conditions—and intention to 

remain among university academicians. The study employed quantitative research design, with data collected through a structured 

questionnaire distributed among university academic staff. Convenience sampling was used to select the respondents, which comprised 138 

academicians at one of the public universities in Malaysia. Partial Least Squares (PLS) modelling technique was used to analyse the data. 
Overall findings showed that intrinsic motivation, person-organization fit, living conditions, and working conditions had significant positive 

effects on job embeddedness. Furthermore, job embeddedness had a significant positive relationship with intention to remain. For the mediation 

analysis, the results showed that job embeddedness acted as a means through which the intrinsic motivation, person organization fit, and 

working conditions positively influenced intention to remain.  
 
Keywords: Academicians, intention to remain, job embeddedness, Malaysia, public university 

 

INTRODUCTION  

Employee retention according to many scholars is a logical inverse of turnover, signifying employees’ intention to remain or stay with the 

current organizations for a long time rather than planning on leaving in the near future (Dechawatanapaisal, 2018). There are many advantages 

to organizations if employees are successfully influenced to stay (Aziz et al., 2014). Losing talented employees would burden the organizations 

as they would need to spend additional money, time and energy to go through another process of selecting, recruiting and training new 
employees (Dechawatanapaisal, 2018). Employees’ intention to stay may be influenced by many factors, one of them being job embeddedness 

(JE) (Ghosh and Gurunathan, 2015). 

In the Malaysia Education 2015-2025 blueprint, the Ministry of Education of Malaysia outlines ten shifts that will be implemented to 

ensure that the excellence of higher education system is further improved. One of the focus in the blueprint includes achieving global 

prominence. By 2025, Malaysia will have been recognized as an educational hub that attracts academicians and researchers renowned 

internationally (Ministry of Education Malaysia, 2015). Therefore, adequate supply of competent academicians at Malaysian universities is 

needed to provide quality education (Aziz et al., 2014).  

Several studies conducted in the Malaysian university context have focussed on academicians’ transformational leadership and level of 
organizational commitment (Tahir et al., 2014), academicians’ happiness and personality through the subjective well-being state (Aziz et al., 

2014), academicians’ perceptions towards work-related stress using spiritual approach (Hanin et al., 2015), the relationship between 

organizational commitment and perceived training availability of academicians (Bashir and Long, 2015), and trainability, performance and 

competence of older employees in higher educational institutions (Hashim and Wok, 2013). However, no studies have been conducted that 
examined how motivation, organizational and job fits, and living and working conditions influenced academicians’ intention to remain, and 

whether there was mediating effect of job embeddeness. The purpose of the present study is to examine the hypothesis that job embeddedness 

acts as mediator in the relationship between each of the following—extrinsic and intrinsic motivation, person-organization (P-O) fit, person-job 

(P-J) fit, living condition, working conditions—and intention to remain among university academicians 

 

DEVELOPMENT OF HYPOTHESES 

Relationship between motivation and job embeddedness 

Jung and Yoon (2016) described that meaningful work is very important in determining the level of motivation of employees. When more 

meaningful work is received by the employees, the more they feel motivated to accomplish the work. The authors further added that the 

meaning of the work itself is able to satisfy human’s internal motives. In addition, employees with high level of motivation strive to achieve 
excellent performance and accomplish meaningful work (Porter, Riesenmy and Fields, 2016). However, when the employees are unmotivated 
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and are unsatisfied, they tend to divert their emotions in order to find those motivational tools to remain stable in the future (Busari et al., 

2017). Therefore, the following hypotheses are proposed: 

Hypothesis 1. Extrinsic motivation is positively related to JE. 

Hypothesis 2. Intrinsic motivation is positively related to JE. 

 

Relationship between person-organization fit and job embeddedness 

Choi, Tran and Kang (2016) stated that good P-O fit occurs when employees have plentiful skills and abilities to execute a job. Employees 

have been recognized as healthy from the aspect of well-being and are able to produce good performances in their jobs if the organizations’ 

style fit with their personal attributes. Likewise, employees are likely to leave if they experience poor fit with their organizations’ environment 

(Boon and Biron, 2016). Hence, the following hypothesis is suggested: 

Hypothesis 3. P-O fit is positively related to JE. 

 

Relationship between person-job fit and job embeddedness 

Player et al. (2017) concluded that P-J fit is strongly associated with retention in the teaching field. The better the teachers fit with the 

profession, the more committed they become and the less tendency for them to leave. Meanwhile, P-J fit has a positive link with work 

satisfaction, job performance, organizational commitment and organizational citizenship behaviour, which can be considered as tools to tighten 
employee’ JE (Memon et al., 2015). Employees with the greater P-J fit commonly demonstrate greater job satisfaction as they become more 

inspired, become more committed to their job, and have lower intention to quit (Han et al., 2015). Hence, the following hypothesis is 

constructed: 

Hypothesis 4. P-J fit is positively related to JE. 

 

Relationship between living condition and job embeddedness 

A study by Schutte et al. (2014) revealed that poor psychosocial work factors including job demands, influence and development at work, 

job promotion, social relationship, and leadership are associated with employees’ poor well-being. Expatriates who were successful in fulfilling 
their foreign assignments were often the ones with high Cultural Intelligence (CQ), enabling them to make the adjustments of attitudes and 

behaviours in new cultural contexts, which consequently helped improve the organizational performance in competitive environment (Huff, 

Song and Gresch, 2014). Thus, this study suggests the following hypotheses: 

Hypothesis 5. Living condition is positively related to JE. 

Hypothesis 6. Working condition is positively related to JE. 

 

Relationship between job embeddedness and intention to remain 

In past research, JE has been shown to be a stronger predictor of employee behavioural outcomes than organizational commitment (Darrat, 
Amyx and Bennett, 2016). As previously reported in the literature, positive and favourable relationships among the employees, employer and 

organization resulted in the increase in the employees’ JE level (Chen and Ayoun, 2019). Employees are more inclined to stay with the 

organization if they feel embedded, belonged, and engaged, and job embeddedness would affect the outcomes of job performances and the 

turnover intentions (Erkutlu and Chafra, 2015). Therefore, the following hypothesis is posited: 

Hypothesis 7. JE is positively related to intention to remain. 

 

Mediation of job embeddedness 

Collins, Burrus and Meyer (2014) found a positive relationship between leader–member exchange (LMX) and job satisfaction in which JE 
was the mediator. JE theory argues that employees are less likely to leave their jobs or organizations; hence, in Halvorsen, Treuren and Kulik 

(2014), migrants seemingly embedded themselves to the organizations and communities while fit and links were created on-the-job and off-the-

job, which influenced their intended and actual turnover. In addition, JE fully mediated the effects of high performance work practices 

(HPWPs), indicated by teamwork, training, empowerment, rewards, job security and career opportunities, on creative performance and extra-
role customer service of flight attendants (Karatepe and Vatankhah, 2014). Some authors have also suggested that JE has been proven to be a 

predictor to help employees develop a strong attachment with the organization, which in turn lowers employees’ intention to leave, the main 

reason being employees fitting the organization well and the other reason being employees taking into account the costs associated with 

quitting from the job (Afsar, Shahjehan and Shah, 2018). Therefore, the following hypotheses are put forth: 

Hypothesis 8. JE mediates the relationship between intrinsic motivation and intention to remain. 

Hypothesis 9. JE mediates the relationship between extrinsic motivation and intention to remain. 

Hypothesis 10. JE mediates the relationship between P-O fit and intention to remain. 

Hypothesis 11. JE mediates the relationship between P-J fit and intention to remain. 

Hypothesis 12. JE mediates the relationship between living conditions and intention to remain. 

Hypothesis 13. JE mediates the relationship between working conditions and intention to remain. 
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RESEARCH METHODOLOGY 

Sample and procedure 

Data collection was carried out at one of the public universities in Malaysia through a self-administered questionnaire distributed to the 

academicians between January 2020 and March 2020. The selection of respondents, comprising 500 academicians, was done by using 

convenience sampling. A total of 138 usable questionnaires were returned, giving an overall usable response rate of 27.6 percent.  

Profile of the respondents showed that 58.7% were female and 41.3% male. About 27.5% of the respondents were between 34 and 38 
years of age and another 27.5% between 39 and 43. The remaining distribution of age was as follows: 16.7% (between 44 and 48), 12.3% 

(between 29 – 33), 8.0% (between 49 – 53), 7.2% (above 53), and 0.7% (below 29). Majority of the respondents attained PhD (87.0%) and 

13.0% had a Master’ Degree. Almost half of the respondents were senior lecturers (46.4%), 33.3% lecturers, 14.5% associate professors, 3.6% 

professors, and 2.2% others (language teachers, post-doctoral fellows). Most of the respondents were permanent academicians (86.2%) while 

13.8% contract lecturers.  

 

Measures 

Motivation. Motivation was measured using nine items and rated on a five-point Likert scale with responses ranging from “strongly 

disagree (1)” to “strongly agree (5).” 

General living condition. Living condition statements consisted of 12 items and working condition in the university consisted of 18 items. 

Respondents were asked to rate on a six-point Likert scale (0 = not related; 1 = strongly disagree; 5 = strongly agree).  

Person-job fit. Person-job fit was assessed with a four-item scale adapted from Cable and DeRue (2002). The responses ranged from 

strongly disagree (1) to strongly agree (5).  

Person-organization fit. A three-item P-O fit scale was adapted from Cable and DeRue (2002) and a five-point Likert scale (1 = strongly 

disagree; 5 = strongly agree) from Firfiray and Mayo (2016). 

JE. Nine items were used to assess on-the-job embeddedness, links, fit, and sacrifice, adapted from Coetzer et al. (2019). The 

measurements were rated on a 5-point Likert scale ranging from strongly disagree (1) to strongly agree (5). 

Intention to remain. A five-item scale of intention to remain was adapted from Book et al. (2019) and Gupta and Singh (2018). The items 

were rated on a five-point Likert scale with responses varying from “strongly disagree (1)” to “strongly agree (5).” 

 

DATA ANALYSIS AND RESULTS 

Measurement Model 

First, we assessed the measurement model by assessing the convergent validity, which involved looking at the loadings, average variance 

extracted and composite reliability (Hair et al., 2020; Ramayah et al., 2018). As Hair et al. (2020) suggested, for Confirmatory Composite 

Analysis (CCA), these are the 3 most important criterions to fulfil. Based on our analysis, the loadings were acceptable, AVE was higher than 

0.5, and CR was higher than 0.7 including those for the second order factor JE (Organization Fit, Organization Link and Organization 

Sacrifice), with AVE being 0.707 and CR 0.878. Thus, the instruments used were valid and reliable. 

We further assessed the discriminant validity, following the suggestion of Franke and Sarstedt (2019), by looking at the HTMT ratio 

(Henseler et al., 2015). The HTMT ratio should be lower than 0.90 for the lower limit and 0.85 the upper limit. The results demonstrated that 

all the HTMT ratios were lower than 0.85, indicating that the measures were distinct. Both test convergent and discriminant validity confirmed 

that our measures were valid and reliable. 

Structural model 

First, we tested the 6 predictors of JE which gave an R2 of 0.669 (Q2 = 0.330) indicating that all the 6 predictors explained 66.9% of the 

variance in JE. Intrinsic Motivation (β = 0.494, p< 0.01), Person Organization Fit (β = 0.230, p< 0.01), Living Conditions (β = 0.113, p< 0 .05) 
and Working Conditions (β = 0.141, p< 0.05) were all positively related to JE while Extrinsic Motivation and Person Job Fit were not 

significant. Thus H2, H3, H5 and H6 were supported while H1 and H4 were not supported. JE (β = 0.531, p< 0.01) was also positively related 

to Intention to Remain; thus, H7 was supported. 

Next, we tested 6 indirect effects H8-H13 using the procedure suggested by Preacher and Hayes (2008), which is bootstrapping the 
indirect effects. From the results as shown in Table 3, Intrinsic Motivation → JE → Intention to remain (β = 0.262, p< 0.01), Person 

Organization Fit→ JE → Intention to remain (β = 0.122, p< 0.01) and Working Conditions→ JE → Intention to remain (β = 0.075, p< 0.05) 

while the other 3 indirect effects were not significant. Thus, H9, H10 and H13 were supported while H8, H11 and H12 were not supported. 

 

DISCUSSION 

Firstly, the factors influencing intention to remain and the mediating effect of JE were validated. Recognizing and understanding these 
factors and the mediating effect of JE will help top management devise strategies and policies to successfully reduce turnover among 

academicians. Moreover, this understanding can help decision makers successfully promote best practices in universities and increase 

motivation, P-O Fit, P-J Fit, living conditions, and working conditions are four essential factors influencing JE. Furthermore, this study 

confirmed the mediating effect of JE on intention to remain. Finally, this study also identified that JE acted as a means through which the 
intrinsic motivation, person organization fit, and working conditions influenced intention to remain. Hence, the study adds knowledge to help 

build more successful strategies to reduce turnover among academicians. 

Strategic human resource practices such as investing reliable resources towards the employees to do the jobs or providing comprehensive 
working conditions are important in any organizations, so that employee performances and retention can be reinforced (Milliman et al., 2018). 
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This study suggests that, through such proactive efforts, the organizations can reduce the likelihood of losing talented employees. A thorough 

understanding is required of how human resource practices are likely to influence employees’ well-being. Top management can also help and 

give support to improve the accuracy and generalizability of human resource practices, thereby providing insight into how academicians can be 

retained more effectively.  

In addition, human resource practitioners should acknowledge the importance of human resource practices towards employees by 

establishing suitable mechanisms in the organization to measure and track employees’ feedback, especially among academicians. These may 

include  gathering data on how well they can adapt to the job, team members or even how far available resources stimulate them in doing the 

works. Consequently, the establishment of the mechanisms can make academicians more motivated and encouraged to stay in the universities. 
Further, universities may provide extensive trainings that constantly focus on employees’ expectation as well as knowledge, skills, and abilities 

to strengthen the fit between employees and organizations. The findings provided an added insight, that top management and human resource 

practitioners should work along to create an inclusive work environment that may increase the dimension of embeddedness, thereby facilitating 

the retention of talented academicians.  

Additionally, coaching has become a more widely accepted approach as an organization intervention to influence employees’ 

developments, such as capabilities, behaviours, and self-regulations directed towards achieving higher levels of performance (Steelman and 

Wolfeld, 2018). Coaching can be designated as ‘result-oriented’ with a systematic process in the attainment of goals by enhancing employees’ 

personal and/or professional lives. On that account, coaching is highly recommended to the university’s top management as part of 
organizational strategies; in fact, it could be one of the best human resource practices. Person as a coach can be a critical succession in this 

approach because coaching is inevitably connected to the feedback process, and feedback from the coach is based on the academician’s 

performance evaluation. With all the possibilities gathered in one piece, employee coaching in the workplace could be done routinely or weekly 

or even monthly to nurture this practice as a work habit, especially for academicians as they are faced with several job responsibilities. Hence, 
their obligations require them to effectively cope with the unexpected occurrences. Accordingly, feedback received from one-to-one coaching 

would provide bright ideas for the management as they attempt to capture what are actually the ‘things’ that prevent academicians to quit. Most 

importantly, career development, high level of job satisfaction, and employee well-being can be achieved. 
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Abstract  

This study aims to identify factors that could predict pro-environmental behavior among employees in the workplace. Eighty-four employees 
working in one organization in Terengganu completed a survey from January – February 2020. Data were drawn using a cross-sectional design. 

We found that, as anticipated, green self-efficacy positively affected pro-environmental behavior. The effect of environmental commitment, 

environmental consciousness, green lifestyles, and green human resource management is insignificant. The findings of this study have various 

managerial implications for green organizations. The results make an important contribution in establishing a sustained green culture by 
offering a new organization paradigm. 

 
Keywords: Environmental commitment, green human resource management, green lifestyles, green self-efficacy, pro-environmental behavior 

 

INTRODUCTION 

By referring to the goals of the 2030 Agenda of sustainable development, Goal 12 mentioned “Responsible Consumption and Production” 

which aiming in increasing the awareness of sustainable development towards people around the world and at At the same time, promoting a 

healthy lifestyle (UN, 2015). Last four decades, researchers have examined the negative impact of the human race towards the capability of 
Earth (Blok et al, 2015) and it has been recognized with the increasing water pollution, land, and air resources plus the decreasing of nature 

resources is triggered by human behavior (Lehman and Geller, 2004; Blok et al, 2014). Protecting the environment through human activities are 

being called as “pro-environmental behavior”, “green behavior”, “environment-friendly behavior”, or “low-carbon behavior” (Koger and 

Winter, 2011; Fu et al, 2017). Kollmuss and Agyeman (2002) has defined PEB as the behavior that is being performed to minimize the the 
negative impact of human activities on the surrounding. Numerous researches have been done to describe similar types of sustainable or PEB 

but those are only focused on reducing the bad impact of human behavior towards the environment (Blok et al, 2014). The fact that the 

participation of employees for the majority is indeed complicated. It is because PEB is not compulsory but a voluntary action instead. When 

those behaviors are being explored for household, shockingly it is not much for the workplace even though they do exist (Wesselink et al, 
2017). For some empirical research report that the behavior of employees concerning corporate greening is connected to pollution hindrance, 

efficient environmental management systems and green innovations but the exact character for the involvement stays unsure (Wesselink et al, 

2017). According to Yuriev et al. (2018), there is no definite concept of PEBs for employees but, Saeed et al (2018) has described the meaning 

as the eagerness in engaging with pro-environmental activities which been recognized in literature such as printing double-sided, avoiding one-
use cups, reducing waste, helping organizations to execute green strategies and generating ideas to keep the Earth from environmental 

problems. Employees PEB is important in promoting environmental performances (Vicente-Molina et al, 2013) and the fact that their 

participation in addressing those issues and involving at the same time can be a good strategy to be an environmental responsible organization 

besides improving the performance of the environment (Saeed et al, 2018). 

Lo et al. (2012) shows that significant differences do exist for energy-saving behavior in and out of the office. Norton et al (2015) stated 

that some of the PEB obstacles faced are related to individual characteristics while others are due to organizational settings. Because of that, the 

question has been raised of which actual factors that have an influence on sustainable behavior and how to enhance the behavior more.   

  

HYPOTHESES DEVELOPMENT 

Environmental commitment and pro-environmental behavior. 

According to Afsar and Umrani (2020), environmental commitment is characterized as a state of mind, internal temperament, and 

psychological condition that represents an individual's sense of duty and obligation to the environmental environment. Employees with this 

enthusiasm deed are favorably likely to engage with pro-environmental activities and at the same time can help influence the other employees 

to act in the same way. When the employees are being inspired by this sort of commitment, they would volunteer to perform PEB without 
being told by the managers or higher-ups. Furthermore, Ito et al., (2020) provide evidence that environmental commitment has significant on 

pro-environmental behavior. Thus, as highlighted by Afsar and Umrani (2020) indicating in their study that when people think their company is 

socially conscious, they are proud of it, which in turn contributes to a greater commitment to the organization. Thus, below hypothesis is stated 

as:  
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H1:       Environmental commitment will have a positive effect on influences pro-environmental behavior 

  

Environmental consciousness and pro-environmental behavior 

Environmental consciousness is the interests and concerns (Jain et al, 2020).  Bittar (2018) highlighted that past literature has theoretically 
mentioned about the environmental-related factors that can foresee human behavior. Based on Norm-activation theory (NAT) is proposed that 

when people see others experiencing environmental issues, they would feel the need to help and make decisions consciously on the 

environment. Employees might feel responsible when the company is having trouble managing the issues related to the environment and might 

offer themselves to gives out initiatives in solving the problems. Consequently, other views regarding the environment and the perceived value 
of environmental impacts will make us more sensitive to environmental knowledge (Golob and Kronegger, 2019). Therefore, we proposed the 

following hypothesis: 

H2:       Environmental consciousness will have a positive effect on pro-environmental behavior. 

  

Green lifestyle and pro-environmental behavior 

People can opt-in adopting green lifestyles seeking for satisfactory, simplicity and sustainable consuming while being a part of the green 

economy (Binder and Blankenberg, 2017). This illusion happened because within a tight framework of the economic standard with higher 

income and higher spending consumption that associated with higher well-being, deducting the expenditures to live in sustainable ways is 
considered sacrifice and loss for the people (Brown and Kasser, 2005). This can be one of the reasons why employees or individuals having a 

hard time volunteering in engaging with PEB at the workplace or even a household. Furthermore, Fraj and Martinez, (2006) indicated that 

lifestyle has a direct impact on environmental behaviors. We subsequently postulate the following hypothesis: 

H3:          Green lifestyle will have a positive effect on pro-environmental behavior. 

  

Green self-efficacy and pro-environmental behavior 

Self-efficacy is being conceived as a mechanism that can affect pro-environmental spillover, an effect where commitment with PEB can 

increase the probability to commit at other PEBs (Lauren et al, 2016). In promoting PEBs, many studies aim to recognize environmental 
beliefs, value, self-efficacy or effectiveness can influence the behavior of people environmentally (Huang, 2016). Self-efficacy reflects the 

confidence one has in one's ability to exercise control over one's motivation, behavior, and social environment (Pradhan et al., 2020). 

Therefore, we deem it appropriate to hypothesize; 

H4:       Green self-efficacy will have a positive effect on pro-environmental behavior. 

  

 Green human resource management and pro-environmental behavior  

According to Anwar et al., (2020), green HRM is the incorporation of environmental consciousness in the overall HRM recruiting, 

teaching, awarding and growth phase of a green workforce that respects and supports environmentally sustainable principles, activities, and 
initiatives. Furthermore,   Saeed et al., (2018) indicated that green HRM activities promote employees' green/environmental understanding and 

improve their actions to build pro-environmental habits in their personal and professional lives. A formalized and publicly articulated collection 

of green HRM practices and policies clearly shows the dedication of the organization to becoming green to its employees and would 

undoubtedly result in the employee behaving in line with the green policies of the organization (Dumont et al., 2017).  Based on the arguments, 

we hypothesize that: 

H5:       Green human resource management will have a positive effect on pro-environmental behavior. 

  

METHODS 

Research setting and participants 

This study was conducted in one organization in Terengganu. We used a convenient sampling technique to collect data from employees 

working at different levels and departments. The employees were asked to rate all the measures included in the questionnaire. A total of 150 

questionnaires were distributed in the organization. Out of 150 questionnaires distributed overall, 84 usable responses were received, for a 56 

percent response rate.  

 Measures 

Pro-environmental behavior: The construct was adapted from Blok et al. (2015). The measure had 26 items, based on a six-point scale 

from 0 (“not available”), 1 (“never”) to 5 (always). 

Environmental commitment: The environmental commitment scale developed by Raineri and Paille (2016) was used for this study. The 

measure had eight items, based on a five-point scale from 1 (“strongly disagree”) to 5 (“strongly agree”).  

Environmental consciousness 

The environmental consciousness scale developed by Ahmad et al. (1998), Naffziger et al. (2003), was used for this study, each rated on a 

5-point scale (1=strongly disagree, 5 = strongly agree). 

Green lifestyle: This variable was measured with the seven-item scale developed by Pickett-Baker and Ozaki (2008). It was measured on a 

5-point Likert-type scale ranging from (1) never to (5) always.  

Green self-efficacy 
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Green self-efficacy was measured with six items adapted from the work of Chen et al. (2015). The items were rated on a 5-point scale (1 = 

strongly disagree, 5 = strongly agree). 

Green human resource management: Six dimensions were used to measure Green HRM practices, these measurement items were adapted 

from Jabbour (2011) and Yong and Mohd-Yusoff (2016). A 5-point Likert-type scale ranging from (1) not at all to (7) to a very great extent, 

was applied to answer each item.  

  

ANALYSIS OF FINDINGS AND DISCUSSION 

Measurement Model 

   As suggested by Hair et al. (2020) we used loadings, average variance extracted (AVE), and composite reliability (CR). The suggested 
cut off values are loadings should be ≥ 0.7, AVE ≥ 0.5 and CR ≥ 0.7 (Ramayah et al., 2018). All the loadings were ≥ 0.7, AVE ≥ 0.5 and CR ≥ 

0.7 indicating that the measurement had sufficient convergent validity and reliability. We assessed, t-values, p-values, and VIF, there was no 

issue of multicollinearity as the VIFs were lower than 5 (Ramayah et al., 2018). Next, we assessed discriminant validity by following Franke 

and Sarstedt (2019) if the HTMT ratios are lower than 0.85 or 0.90 then measures are distinct. All the HTMT ratios are lower than 0.85, thus 

clearly understood that we have 6 distinct constructs. 

 Structural Model 

For the testing prediction of variables, The R2 was 0.557 (Q2 = 0.509) which indicated that the predictors could explain 55.7% of the 

variance in Pro-environmental behavior. Only Green Lifestyle (β = 0.594, p< 0.01) was positively related to Pro-environmental behavior while 

the other 4 predictors were not significant. Thus, only H4 was supported while H1, H2, H3, and H5 were not supported. 

  

DISCUSSION  

The results found that the role of green self-efficacy is positively related to pro-environmental behavior (Choong et al., 2019). On the other 

hands, our finding is not wholly consistent with these previous studies. The findings of the positive effects of environmental commitment on 

pro-environmental behavior were consistent with previous scholars’ findings (Afsar and Umrani, 2020). The findings of this study also 

revealed that if an individual does not have a strong moral commitment to a pro-environmental action, he or she is unlikely to see it as essential.  

Environmental consciousness was claimed to be a significant predictor of pro-environmental, this study found that the influence of 

consciousness was below expectation. This is different from the findings of some studies (Cheema et al., 2020). Result of green lifestyle was 

not supported and not consistent with (Binder and Blakenberg 2017) which shows a green lifestyle influence on PEB. In the same way result of 

GHRM on PEB not supported and consistent with Saeed et al., (2018). 

Although, rational logic suggests that individuals with high environmental commitment, environmental consciousness, green lifestyle, and 

green human resource management tend to engage in pro-environmental behavior (Tabernero and Hernandez, 2011). Surprisingly, our study 

did not approve of this notion, as environmental commitment, environmental consciousness, green lifestyle, and green human resource 
management did not influence pro-environmental behavior. The reasons behind this contradictory finding may be that the individual level of 

commitment, consciousness, lifestyle, and human resource management to protect the environment is weak. Consequently, employees in the 

study organization assume that they are not a concern for environmental protection.  

The results so far have been promising several practical implications. This study focused on only one organization, nevertheless, this study 
has pertinent contributions to other organizations including private organizations (Cheema et al., 2020), diverse industry sector (Saeed et al., 

2018), marketing companies (Ito et al., 2020), schools (Choong et al., 2019) and higher education institutions (Fawehinmi et al., 2019). 
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Abstract  

Ascribing the attainment of positive peace to the voluntary active participation of the members in organized labor poses a great deal especially 

in attempting to attain an industrial peace. This research explores the problem of how union citizenship is considered as a furtive spirit of 
positive peace that can contribute to the development of industrial peace. It embraces a qualitative and descriptive design, using a content 

analysis’ methodology and processes employed on the shared knowledge and experiences of the members of a trade or workers’ union, 

purposively chosen as respondents. The results presented the various duties and responsibilities of the respondents as union members. It 

conveyed the concrete expressions of union citizenship of the respondents, using the common behavioral determinants as categories, and the 
positive peace domains as major themes. It also provided the different possible contributions of union citizenship to the attainment of industrial 

peace which was considered as an essential facet of nation-building. The results concluded with the call for promoting the union citizenship in 

any organized labor that will assist the workers and management to continuously work together and act as a catalyst of change to induce 

positive peace in the workplace and attain industrial peace. 
 
Keywords: Industrial Peace, Organizational Citizenship Behaviors, Positive Peace, Trade union, Union Citizenship 

 

BACKGROUND 

Challenges, difficulties, or conflicts are encountered almost every day. These may arise from workplace dealings in a more organized view 

such as organized labor like a trade union.  Rees and Smith (2017), described a trade union as an organization made up of members from the 

working group whose main principle is to represent workers and to protect their working conditions through negotiat ion and collective 

bargaining with management. In the Philippines, a trade union after having acquired its legal personality by registering to the Department of 
Labor and Employment or DOLE, generally negotiate with employers on behalf of its members and advocates the improvement on working 

condition, compensation, job security, and employment rights among others. Considering all these done by the labor organization, it may result 

in the attainment of better life-condition of workers and presumed may also lead to improved productivity on the part of the management, and 

therefore, presuppose to pave the way for industrial peace. 

As perceived and experienced by the researchers, being active members of organized labor in academe themselves, the realities  about a 

better condition of workers, better productivity, and industrial peace are not simple thrusts to attain. This is most true if not paying much 

attention to the promotion of a healthy and active working environment that starts at least from the level of the workers within their own 

organization. Specifically, this pertains to the prevalence of inactive participation of the members which ordinary union greatly suffers from 
(Twigg, Fuller, & Hester 2008). Many had seen the efficacy of active participation of members in a union. Participation in this context means 

doing something beneficial for the members more than simple involvement in unionism. The concept of “doing” here involves supporting the 

union in a variety of ways, ranging from more formal activities like attendance at meetings, voting in elections to more informal activities, for 

example, speaking well of the union to others, assisting others in the workplace (Sayles and Strauss, 1953; Kelloway et al., 2000). According to 
Twig et al (2008), active participation raises the quality of decisions, injects a sense of mission in the union membership, and generates 

excitement and meaning for participants.   

The researchers presupposed that a healthy and active working environment within the workers’ organization, marked and characterized 

by individual behavior that is not mandated but promotes the interests of the organization, will facilitate achieving greater heights in protecting 
the rights of the workers. This essentially pertains to a form of union citizenship behaviors being exerted by the members of the union.  Union 

citizenship behaviors are voluntary and contribute to the union’s functions but are not explicitly required or rewarded by the union (Twigg et 

al., 2008).  In this case, union citizenship becomes an appropriation of the ideals of organizational citizenship in organized labor. Therefore, 

union citizenship and organizational citizenship differ only in nomenclature but in the same context. McShane and Von Glinow (2016), view 
organizational citizenship as a form of behavior that extends beyond performing a specific task. It includes various activities in the form of 

cooperation and helpfulness to others that support the organization’s social and psychological context.  These activities are  called 
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organizational citizenship behavior or OCB. Some are directed towards individuals, such as assisting coworkers with their work problems, 

adjusting one's work schedule to accommodate coworkers, showing genuinely courtesy towards coworkers, and sharing one's work resources 

with coworkers. Other OCBs represent cooperation and helpfulness toward the organization such as supporting the company’s public image, 

taking discretionary action to help the organization avoid potential problems, offering ideas beyond those required from one's job, attending 
voluntary functions that support the organization, and keeping up with new developments in the organization.  Soner Polat (2009), reiterated 

what other writers recognized as five common types of behaviors that manifest as organizational citizenship. They are altruism, courtesy, 

sportsmanship, conscientiousness, and civic virtue. Polat further reveals that OCB is beneficial in many ways to the organization and the 

workman. It facilitates the renewal, environmental orientation, resource transfer and savings of the organization. It improves the quality of 
service, increases the efficiency and the performance of the organization whereas it reduces the costs. Workmen who display high-level 

organizational citizenship behavior increases willingness to participate in decision making, the tendency of collaboration, interdependence, 

responsibility, and satisfaction from work. 

In context, where there is a real expression of union citizenship observed by the members of the union, the researchers thought of a 
possible relation existing between union citizenship and positive peace, and or industrial peace. Positive peace is not just the absence of 

violence, but a holistic approach to developing peace according to the Institute for Economics & Peace (2018). It does not only sustain peace, 

reduces violence, and the level of grievances, but also support an environment where human potential flourishes (IEP, 2017). Positive Peace 

through its eight pillars with its twenty-four indicators describe the attitudes, institutions, and structures that underpin peaceful societies, or in 
this research, the union. The positive peace ideals are interesting to discover and how they manifest in the context of organized labor with the 

aid of an organizational citizenship type of behavior.  

Furthermore, the researchers do believe that union citizenship has a hidden effect on the creation of industrial peace. It is something 

unexplored but very interesting to find out. The concept of Industrial peace is not merely a negative concept signifying the absence of industrial 
unrest or the reconciling of hostile forces to avoid ruinous strife. But it also signifies the active presence of harmonious and good industrial 

relations generating amity and goodwill between the partners in an industry- a condition which is both the cause and effect of fruitful co-

operation (Pandian, 2015). This sounds no different from what Lussier and Hendon (2017) were claiming to attain industrial peace. For them 

sound industrial relations and effective social dialogue are a means to promote better wages and working conditions as well as social justice 

and peace.  

In an attempt to determine the role and depth of union citizenship towards the attainment of positive peace and industrial peace, the 

researchers would like to answer the relevant question, how a member’s citizenship to the union can be a furtive spirit of positive peace and 

contribute to the organization's industrial peace? This research problem is carried out with the following specific objectives: Identify the basic 
roles of labor union members; determine the very essence and concrete expressions of union citizenship through the method and process of 

content analysis approach, and explain how union citizenship is an expression of positive peace that can contribute to the fundamental 

development of industrial peace. 

The researchers followed this simple operational framework below: 
 

 
Figure 1. Research Framework 

 

 

LITERATURE REVIEW 

 

It has been more than a hundred years since the modern-day labor movement and organization became popular among workers. The 

literature of various kinds of labor movement and organizations were published and studied. An example of this is The Anthropology of Labor 
Unions by E. Paul Durenberger and Karaleah Reichart (2010). It was concerned with how, and under what circumstances, unions do or do not 

achieve their goals, and emphasizing the relevant concept of collective action within a union. The work of Michael Schiavone (2008), Union in 

Crisis? The Future of Organized Labor in America, provided partially strategies that may revitalize unions that appear in a decline existence in 

recent years, such as value-added unionism, union democracy, labor-community alliances, organizing the unorganized, and labor 
internationalism. Unions and Labor Laws: Point-Counterpoint by Martha Bridegam (2010), through her counterpoint insight about unions, 

provided hints about some negative realities within the organizations of workers. According to her, not all unions are on working people’s side, 

can abuse their members, enrich leaders, or get too close to employers. Forms of racism and prejudices are just bad habits with unions. They 

are also limited by their roles as representatives of people employed in conventional jobs. Joseph Petrick implied in his article How to Improve 
Working Relationships with the Employee Union. He said, mutual respect, regular communication, proactive policies, and teamwork are needed 

elements to improve organizational performance and sustainability, which in turn benefits both the employer and employees. Union-Member 

Relations and Satisfaction with Unions in South Korea by Stephen J. Frenkel and Sarosh Kuruvilla (1999), presented the most significant factor 

influencing union member satisfaction with their union. The study had shown that it was the internal union relations or relations between rank-
and-file members and local union leaders. The Massachusetts Nurses Association (2019) through its virtual site posted an interest ing article, 

Your Role as a Union Member. It enumerated several simple steps to make a union a more powerful and effective vehicle for advancing its 

interests and the members. These steps include reading one’s contract, submitting ideas for contract proposals, going to union leadership if has 
a question, attending meetings, reading newsletters of the union, participating in and voting in the election of leaders, participating in the 

activities of the bargaining unit, and being politically informed and involved. 
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On the issue of industrial peace, according to Abiodun Adekunle Ogunola (2018), in his article Harmonizing the Employment Relationship 

for Sustainable Organizational and Personal Development, industrial peace is not the absence of disagreement, but it is when there is an 

understanding between employers and employees that permits the system to achieve its goals.  Robert Lussier and John Hendon (2017) 

mentioned in their book Fundamentals of Human Resource Management, that industrial conflict arises due to human differences.  The more an 
organization creates a culture of a diverse workforce the likelihood for more conflict may arise and therefore, each member has to make use of 

their citizenship to a group, employ cohesiveness and focus on the factors that undermine industrial peace. There is industrial peace when there 

are peaceful industrial relations that permit the harmonious relationship between the management in totality and the union collectively 

according to H.V.V. Chellappa & J.C. Jhuraney (1982), from their Causes of Peace in Industrial Relations. Peace, therefore, is conceived when 
there is a mutual disposition to co-exist and resolved differences bilaterally.  This, therefore, according to the authors, established the full trust 

of the union to the management and thereby refraining the use of union tactics that will deplete the operations in the workplace.  Jorge Sibal 

(2004), from his article A Century of the Philippine Labor Movement, stated that there is a decline in labor militancy and strikes because trade 

unions are more cooperative with management in the implementation of adjustments measures towards enterprise productivity in exchange for 
gain sharing schemes. For him, such a decline in labor militancy and strikes were associated with the researchers on social dialogue. Divina 

Edralin in her Employee Participation: Schemes, Issues Tackled, and their Effects article published in 2014, mentioned that the various 

employee participation programs enabled the employees to become more active in giving suggestions for company improvement and develop a 

positive attitude towards their work and co-employees. Employee participation or “employee voice,” can be direct or representative, and can be 
delivered in several ways such as through union, management channel, or dual-channel of management-led and union representation. The 

Republic Act No. 6715, an amendment on the Labor Code of the Philippines, otherwise known as Herrera Law, affirmed the rights of the 

workers to self-organization and fostered activities that promote industrial peace.  

The literature presented significantly informed the researchers and somehow challenge them to conduct a unique study. Since there is no 
literature yet written that connects altogether the concepts of union citizenship, organizational citizenship, positive peace, and industrial peace, 

the researchers were challenged to make a study. The researchers had decided to study the concept of union citizenship within the context of 

labor unions in the academe, that pursues positive peace in the pursuit of industrial peace. 

 

METHODS 
 

This research embraced a qualitative descriptive design with the help of thematic content analysis’ method and process employed in the 

transcribed data of the respondents. The criteria set by the researchers for the respondents on this research are as follows: 1) Individual 

members of accredited labor unions in academe; 2) Two or more years of work experience; 3) Male or female; 4) Within the age bracket 21 and 

65 years; 5) Single or married; 6) and any religious affiliation. The size of respondents for the interview was thirty (30) individuals. The 
researchers used purposive sampling to ensure the necessary data needed for their analysis. The researchers managed to have 30 respondents, 

five from the University of the East, twelve from the Far Eastern University, five from Jose Rizal University, four from the University of Sto. 

Tomas, two from the Philippine National University, and two from the University of the Philippines. There were nineteen females and eleven 

males, ages ranged from 23 to 65, 13 of which were single, and the rest were married with 2 to 34 years of work experience, and all were 

members of their respective workers’ association or labor union. 

The proponents of this research conducted a recorded semi-structured in-depth survey interview. Each respondent was asked with these 

three questions: (1) What are your basic duties and responsibilities as a union member? (2) How do you concretely express union citizenship in 

your labor organization? (3) How do you see union citizenship can contribute to industrial peace? The validated recorded data then were 

translated into a lucidly written form which was used for content thematic analysis.  

The steps in analyzing the data involved condensation process where the texts were divided up into small meaning units while ensuring the 

core meaning is still retained. The next step performed then was labeling the meaning units through codes that most exactly describe what the 

condensed meaning units are all about.  And then, a category is formed by grouping together those codes that are related to each other through 
their content or context. Lastly, themes were created based on the categories made. A theme expresses an underlying meaning, i.e., latent 

content, found in two or more categories. In the end, the researchers performed a reflective synopsis based on the themes created as part of the 

discussion. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
 

 The lucid form of the gathered data was treated with content analysis methodology and procedure. The researchers were confronted 

with results concerning the knowledge of the respondents about their duties and responsibilities as members or officers of their unions. They 

were provided too with the details of how the respondents understood and observed union citizenship, categorized by the five common types of 

behaviors that manifest as organizational citizenship, and themed using the positive peace determinants. Also, the researchers were presented 
with the ideas as to how union citizenship could be contributing to the attainment of industrial peace and nation-building.  Immediately after 

each result, a discussion on the salient points is being presented. 

 

Table 1. Duties and Responsibilities 

Duties and Responsibilities of Union Members 

Meaning Units/Codes from the respondents Categories Themes 

Abide by the rules and regulations of the union Obligation or moral 

commitment which an 

individual is expected to 

perform 

Duties 

Pay for union dues and other contributions 

Attend regularly union meetings  

Attend, participate, and vote in the elections 

Attend and vote on matters of the rights & privileges of the members, 
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Duties and Responsibilities of Union Members 

Meaning Units/Codes from the respondents Categories Themes 

sector conflicts, and other issues affecting membership 

Support all the stands of the union 

Giving suggestions during Collective bargaining Liability which is assumed 

or accepted by a person as a 
part of his job role or 

position 

Responsibilities 

Work for better benefits for the Faculty 

Ensure Collective Bargaining Agreement (CBA) enforced or followed by 

both parties 

Inform or relay matters that need to be followed as a member 

Actively promote the philosophy and mission of the union 

Help the member in their endeavors as faculty members 

 

From the shared experiences of the respondents as members of their respective labor unions, the researchers presented what were their 

duties and responsibilities, simply as a member or member representatives, see Table 1. They were categorized and then themed either as an 
obligation or moral commitment which an individual is expected to perform – duties and as a liability which is assumed or accepted by a 

person as a part of his job role or position – responsibilities. The researchers supposed these shared duties and responsibilities of the 

respondents arose from their statutory rights being a member of the workers’ organization with juridical personality. Statutory rights were set as 

laws to observe by the members. They were approved by the general members of the union.  

On Duties and Responsibilities of Union Members 

The duties of the union members presented in the table, since they were imputed, reflects respect, obedience, and sincerity towards the 

work, rules, and their union representatives. They require the sacrifice of self-interest by the person to whom it is ascribed for the good of the 

members of the union and the union itself. While the responsibilities presented exudes accountability by the union members or officers on the 
delivery or non-delivery of something as part of his or her job role or position within the union. They demand trustworthiness and loyalty. Both 

duties and responsibilities, in this case, were perceived essential tasks, conduct, work, or service, that emerge out of an individual's position, 

occupation, or role within the union. They are ought to be done properly within a reasonable time. They both require allegiance on the part of 

the concerned union member, for the discharge of duties and responsibilities successfully. All this for the good of the union and the people that 

constitute it. 

 

Table 2. Union Citizenship Expressions 

Expressions of Union Citizenship 

Perceived expression of union citizenship Organizational Citizenship 

Types of Behavior 

The domain of 

Positive Peace 

Using our rights as a member of the employment and legal 

protection 

Courtesy Structure 

Participate in the decision-making of the association Civic virtue Behavior 

Assist the faculty in the computation of their economic benefits. Altruism Behavior 

Helps/protects member during labor crisis, helps in monitoring 

benefits with the employees 

Conscientiousness Behavior 

Abiding the rules and policies as a member Civic virtue Structure 

Relaying essential things to those who failed to attend important 

affairs and meetings   

Conscientiousness Behavior 

The casting of vote in election, policies, and others Civic virtue Behavior 

Inquiring on information essential to the union Civic virtue Behavior 

Religiously attend and participate in all functions & events of the 
organization 

Conscientiousness Behavior 

A shield and armor when time gets rough. E.g. when problems 
occur & need somebody/people to defend my rights as a citizen 

of this organization. 

Altruism Structure 

Ask relevant questions and vote wisely Civic virtue Behavior 

Giving contributions to help hospitalized members. (though the 
union has its way of helping, we also extend our help.) 

Altruism Structure 

Observe and implement the CBA Conscientiousness Institution 

Protecting the interest of each faculty member Conscientiousness Institution 

Helping my colleagues Altruism Behavior 

 

Table 2 presented the different expressions of union citizenship according to the understanding and personal actions of the respondents 

who were members of the labor unions. These expressions of union citizenship were categorized into four of the five common types of 
behaviors that manifest as organizational citizenship. They were altruism, courtesy, conscientiousness, and civic virtue. There was no shared 

expression of union citizenship of the respondents that can be categorized as behavior determinant of sportsmanship. An important part also of 

the results was the identification of the themes of each of the categories of the shared knowledge and experiences of the respondents using the 

three domains of manifesting positive peace. These domains were institution, behavior, and structure. 

On Union Citizenship and the Domains of Positive Peace 
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Evident from the results was the clear attribution of the individual union members expressed union citizenship actuations with the four 

behavior determinants of organizational citizenship. This only cemented the fact that the underlying principles of OCB could be seen and 

understood in the context of a workers’ union. Thus, union citizenship was possible to promote and uphold within a human organization like a 

labor union. Especially when all these union citizenship behavior (UCB) determinants were recognized seemingly by the respondents as 
beneficial in many ways to the union and the members. The researchers inferred that UCB can help improve the quality of services, efficiency, 

and the performance of the union. The members and the members’ representatives who consciously display union citizenship behavior were 

taking active and dynamic roles that may strengthen the union and consequently help better the situation of the individual members. 

Surprisingly, table 2 also presents the undeniable relationship between the UCB with the domains of positive peace. This would imply that by 
exhibiting more of union citizenship behavior it instigates to manifest positive peace within the union. So, in this case, union citizenship 

through its determining behavior serves as a furtive spirit behind attaining positive peace.  

 

Table 3. Union Citizenship’s relations to Industrial Peace  

UCB possible contributions to the attainment of  

Industrial Peace and Nation-Building 

Concrete Outcomes of Union Citizenship Effects to Industrial Peace and Nation Building 

A constant dialogue between management and union on issues 

relating to their duties, responsibilities & benefits 

Eliminate the causes of industrial unrest 

Providing the necessary seminars, training, and projects which 

are beneficial to the union members and the management 

Advancement of the general welfare, health and safety and 

the best interests of employers and employees 

Positively bring a peaceful and harmonious relationship within 

the union and with the management 

Promote sound stable industrial peace 

Helps each member to have a fair benefit, standard salary 

grade of the workers, and security of tenure 

Promotion of worker’s moral, social, and economic well-

being. 

The good synergy between union members and corporate entity 

ensuring productivity, efficiency, and contentment for parties 

involved 

Industrial harmony 

Member will be well-informed & will protect the well-being of 

the union 

Following internal labor organization procedures. 

Giving a helping hand to our colleagues or co-members even 

outside their school duties 
Peaceful settlement of disputes, greater protection of rights of 

workers  

Job satisfaction and assistance to members 

All legal remedies and amicable settlement are served Prevent or minimize labor disputes 

Provide an avenue for leadership development Securing the welfare of the member workers 

  

Understanding the data shown in table 3, the idea that union citizenship behaviors with their benevolent outcomes to members and the 
union have positive effects on the attainment of industrial peace is possible. Looking into the concrete outcomes of the UCBs, each has real 

effect first and foremost to the union and its members and extending to the management or industry, eradicating possible impediments to good 

industrial relations like which is for the researchers had considered it an important element of attaining industrial peace, where one can find the 

presence of positive peace and vice versa. So, the UCBs with their outcomes are qualified acts that promote industrial peace. 

On UCB, Industrial Peace and Nation Building 

This research also had investigated the possible irrevocable relationships of union citizenship behaviors with the attainment of industrial 

peace and the pursuit of nation-building. The respondents from their shared knowledge and experiences had identified specific ways the union 

citizenship behaviors can become factors for the attainment of industrial peace, see Table 3. In nation-building, which is multifaceted tasks, it 
involves the active participation of its citizens in various walks of life, the institutions, and effective structures. Since it is multifaceted, the 

researchers saw industrial peace has an important role to play on it. This is most true if nation-building takes into consideration the socio-

economic progress, industrial peace in this case really must be attained. This requires now providing essential conditions for industrial peace 

like the presence of industrial harmony, elimination of the causes of industrial unrest, advancing the general welfare, health, safety, and the best 

interests of the employers and employees to promote sound and stable industrial peace. Implicitly, it will require the observance and promotion 

of union citizenship with its determinants.        

 

CONCLUSION 
 

This research was carried out to show how union citizenship is a furtive spirit of positive peace that can contribute to the fundamental 
development of industrial peace. It presented the various duties and responsibilities the union members that were perceived as essential tasks, 

conduct, work, or service, that emerge out of an individual’s position, occupation, or role within the union. All these acts were being identified 

with OCBs. Thus, the idea of appropriating organizational citizenship in organized labor is possible. The same set of activities was related to 

some of the positive peace domains and determinants. The different outcomes of union citizenship can contribute to the necessary condition to 
attain industrial peace. The UCBs had real effect first and foremost to the union and its members, and extending to the management or industry. 

They can eradicate possible impediments to good industrial relations which are considered as an important element of attaining industrial 

peace. From all these results, the researchers were offering the idea that union citizenship with all its possible determining behaviors could 
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reflect peace, as such, positive peace that enables organized labor and corporate capital attain industrial peace. The researchers also had sensed 

in union citizenship a greater enjoyment and consideration of individual freedom which is oftentimes sacrificed between organized labor and 

corporate capital. That is why the researchers see the need to promote and uphold union citizenship in any organized labor. To further 

appreciate the goodness of union citizenship, the researcher would recommend research be conducted on how much freedom does a union 
member really enjoy knowing that a union has a collective interest to attain. 
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Abstract  

The purpose of this paper is to examine the determinants of pro-environmental behaviour among students. This paper uses the theory of 

planned behaviour in determining the factors that lead to the pro-environmental behaviour among students. Determinants of PEB in this study 
consisted of environmental awareness, psychological factors (motivation, moral norms, perceived behavioural control, and attitudes), 

environmental knowledge and personality traits (agreeableness, extroversion, conscientiousness, neuroticism and openness to experience). 

Survey data were collected using convenience sampling from 400 students in one public university in Malaysia. Data were analysed 

descriptively (analysis of demographics), using IBM SPSS Statistics, Partial Least Squares Structural Equation Modelling (SmartPLS-SEM), 
construct validity and reliability analysis. The findings highlighted that motivation, agreeableness and perceived behavioural control were 

positively related to the practice of pro-environmental behaviour. Furthermore, the result revealed that environmental awareness, moral norms, 

attitudes, and environmental knowledge was negatively related to the practice of pro-environmental behaviour. Some of the personality traits, 

of which neuroticism, openness to experience, conscientiousness, and extraversion do not show any significant relationship with the practice of 
pro-environmental behaviour. The paper provides scope to improvise and incorporate environmental practices into the habits of the students by 

aligning their goals and university dimensions including curriculum, campus operation, research and outreach activities. The results make an 

important contribution in establishing a sustained green culture by offering a new university paradigm. 

 
Keywords: Pro-Environmental Behaviour, Environmental Awareness, Environmental Knowledge, Psychological Factors, Students. 

 

BACKGROUND 
 

One of the main challenges of the 21st century is to make human society more sustainable; it can be argued that the kernel of sustainable 

societies is the ecologically sensitive lifestyles achieved by environmental behaviors (Kollmuss & Agyeman 2002). Based on the previous 

study, many direct and indirect effects on human life, environmental management has become one of the most important social issues for 

societies (Stuart, Mudhasakul, & Sriwatanapongse, 2009). 

Green universities are expected to contribute most to sustainability as institutions (Yuan et al., 2013). In this sense, human pro-

environmental behavior (PEB) can be regarded as an important individual endeavour, as human actions are addressed and proven to be one of 

the main reasons for environmental problems (Chen et al., 2017). Lozano et al. (2015), suggested that committed universities (e.g., charters 

signed, programs, declarations) appeared to be more interested in sustainable development than uncommitted universities. Nonetheless, it has 
not yet been widely studied whether green universities contribute more than traditional universities due to sustainability results. Lozano’s 

(2015) statement implies that a university is green may remain at this level, making no efforts to green the campus or incorporating more 

environmental disciplines into the curriculum. As Nejati and Nejati (2013) stated, it may not be enough to incorporate green practices into the 

campus as part of curriculum. 

Emmanuel (2011) stated that realistically, students are one of university's largest stakeholder groups and could have a significant impact 

on sustainability. A desire is expressed to participate and support campus and beyond sustainability (Emanuel & Adams, 2011). The 

determinants of pro-environmental student behavior have also been studied by many studies (Cotton et al., 2016; Ting and Cheng, 2017).  

The study tries to answer the following research questions: 

Question 1: Does students’ environmental awareness lead to pro-environmental behaviour? 

Question 2: Does students’ psychological factors (motivation, moral norms, attitude and perceived behavioural 

control) lead to pro-environmental behaviour? 

Question 3: Does students’ environmental knowledge lead to pro-environmental behaviour? 
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Question 4: Does students’ personality traits lead to pro-environmental behaviour? 

The aims of the present study are to examine the relationship between environmental awareness, environmental knowledge, psychological 

factors, personality traits and the practice of pro-environmental behaviour among students. 

 

LITERATURE REVIEW 

Pro-environmental behaviour. Scholars have different terms to describe environmental behaviors, such as: environmentally responsible 
behaviour, environmental behaviour, environmentally friendly behaviour, and environmentally friendly behaviour. Pro-environmental action is 

a practice that harms the environment as little as possible, but it helps the ecosystem tremendously (Steg, & Vlek, 2009).  

Environmental awareness. Interpreted as environmental medium which encompasses one's perceptions, values and actions towards and 

about the world (Browne et al., 2011). The component of environmental awareness includes factual knowledge of the environment  and 

environmental issues recognition (Hurst, Dittmar, Bond, & Kasser, 2013). 

Motivation. A motivated individual is energized or stimulated (De Leeuw et al., 2015). Alternatively defined as experiencing real ways of 

preserving the environment and having excess energy to act, both provide significant drivers for the motivation and ability of individuals to act 

and change (Fadeeva, Mochizuki, Brundiers, Wiek, & Redman, 2010). 

Moral norms. One's perception of performing behavior's moral correctness or incorrectness. Delaney and White (2015) suggest that the 

stronger their intentions to perform the behavior will be the perceptions of the more favorable individuals of moral correctness and moral norms 

of a certain behavior. 

Perceived Behavioral Control. Individuals who embrace a strong perceived internal behavioral control tend to believe they have the ability 
to drive the results while individuals with high levels of leadership, trust, and control are more likely to show tendencies towards PEB 

involvement than those with lower levels of ability beliefs (De Leeuw et al., 2015). Han and Yoon (2015) further argue that perceived control 

of behavior can lead to involvement in environmental activities.  

Attitude. Defined as a psychological tendency expressed by evaluating, with some degree of favour or disadvantage, the perceptions (or 

beliefs) of the natural environment, including factors affecting their quality (Milfont 2009).  

Environmental Knowledge. Defined as the ability to identify a number of environmental-related symbols, concepts and behavior patterns 

(Laroche et al., 2001). People who know more about environmental issues are more likely to behave in a pro-environmental manner, ceteris 

paribus (Oguz et al., 2010). 

Agreeableness. Deals with the behavior of an individual in interaction with others (Mondak, 2010). Better people tend to give more and 

stronger social relationships value (Mooradian & Swan, 2006). People who score highly on this trait of personality are warm, friendly, 

cooperative, helpful, and kind which in turn practices green behaviour.  

Extroversion. Highly social, cheerful, lively, optimistic, active, assertive, talkative, person-oriented, fun-loving and dominant are 
extroverted people (Ekinci & Dawes, 2009). Lower scores on this attribute suggest socialization rejection, a propensity to remain silent, and 

prudence which affect green behaviour. Extroverted people favor interpersonal relationships similar to pleasant people (Mooradian & Swan, 

2006).  

Conscientiousness. Conscientious person is responsible, organized, reliable, self-disciplined, punctual, cautious and accomplished (Singh 
& Singh, 2009). Individuals who score highly on this dimension are much more focused on accomplishing tasks (Barrick & Mount, 1991), tend 

to show effective interaction with others (Ekinci & Dawes, 2009), and want to build long-term relationships (Turkyılmaz, Erdem, & Uslu, 

2015) which stimulate green behaviour.  

Neuroticism. Associated with emotional stability to be calm, relaxed, secure and self-satisfied (Ekinci & Dawes, 2009). Neuroticism, on 
the other hand, deals with the desire of an individual to stay away from situations requiring control and a tendency to worry more and show 

lower trust levels (Freitag & Bauer, 2016).  

Openness to Experience. Common features of open-mindedness include being creative, imaginative, open-minded, curious, intellectual, 

and analytical (Erdheim et al., 2006). Open people are more open to both positive and negative experiences than closed individuals and tend to 
prefer more variety (McCrae & Costa, 2003). Closed people, on the other hand, prefer routine and familiarity (Turkyılmaz et al., 2015). It has 

been documented in several surveys that people who are highly creative and pursue diversity are more likely to adopt something new, such as 

green behaviour (Adjei & Clark, 2010).  

 

RESEARCH METHODS 

Sample and procedure 

Data collection was done in one of the public universities in Malaysia and the data were self-administered to the students between March 

2020 and May 2020. Selection of respondent is done by applying convenience sampling with total of 400 students. A total of 300 

questionnaires were returned and obtained, giving an overall usable response rate of 75 percent.  

Profile of respondents shows that 63.0% were female whereas the percentage of male is 37.0%. Majority of respondents falls under the age 
of 22 to 24 years old (70.7%), followed by the age of 19 to 21 years old (25.0%) and the least were above 28 years old (1.0%). Among the 

faculties in Universiti Malaysia Terengganu, most response comes from Faculty of Business, Economics and Social Development (FPEPS) 

which is 73.0%, followed behind is Faculty of Ocean Engineering Technology and Informatics (FTKKI), which is 9.0%, Faculty of Maritime 

Studies (FPM) of 21.0%, Faculty of Fisheries and Food Sciences (FPSM) of 18.0%, and 15.0% from Faculty of Science and Marine 

Environment (FSSM).  

Measures 
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Pro-environmental behaviour. A set of questions adapted from Blok et. al. (2015) discussed the relevant scope of the practice of pro-

environmental behaviours, such as recycling, light usage, printing and etc. Likert point of 5-point is used in gathering data, which 1-point state 

“Never” meanwhile 5-point state “Always”.  

Environmental Knowledge. Likert point of 5-point is used in deciding the decision of questions delivered to the respondents. Which 1-
point referred to “Strongly Disagree” meanwhile 5-point referred to “Strongly Agree”. Some of the questions are “I know about the problem of 

environmental pollution caused by human activities on the university premises” and “I can see with my own eyes that the environment is 

deterioting” which adapted from Safari et. al. (2018).  

Psychological Factors. Several questions that were adapted from previous articles regarding the component of psychological factors, 
which is moral norms (Ruepert et. al., 2016), motivation (Tian et al., 2019), perceived behavioural control (Swaim et al., 2013) and attitudes 

(Blok et al., 2015) were discussed using Likert point of 5-point. 1-point of Likert represents of “Strongly Disagree” meanwhile 5-point 

represents “Strongly Agree”. Questions were adapted for university purposes as to parallel with the main purpose of this studies.  

Environmental Awareness. Environmental awareness questions have been adapted from Asilsoy et. al. (2017). Likert point of 5-point is 
use in gathering data as it is simple and straight forward. With 1-point represents “Strongly Disagree” meanwhile 5-point referred as “Strongly 

Agree”. Questions like “I can briefly describe the global warming and climate change that is happening” is asked on the questionnaire to 

discover the findings.  

Personality Traits. Personality traits questions is taken from the Big Five questionnaire designed by Mayfield et. al. (2008) to measure 

every single trait. In response to each item, a 5-point Likert scale ranging from (1) Strongly disagree with (5) Strongly agreed.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Measurement Model 

First, we assessed measurement model by assessing convergent validity by observing at the loadings, average variance extracted and 

composite reliability (Hair et. al., 2020; Ramayah et al., 2018). As mentioned by Hair et al. (2020), suggested that for assessing Confirmatory 
Composite Analysis (CCA), these are the three crucial criteria to be fulfil. Based on the analysis, the loadings were acceptable, and the AVE 

was higher than 0.5 and CR was higher than 0.7. However, the second order factor PEB (AC, Drinking, Light, Printing, Recycling and 

Shopping) recorded an AVE of 0.277 and CR of 0.710, lower AVE criteria stated by Hair et al. (2020). Thus, the instruments used were valid 

and reliable.  

Analysis further assessed discriminant validity following the suggestion of Franke and Sarstedt (2019) by observing the HTMT ratio. The 

HTMT ratio should be lower than 0.90 for the lower limit and 0.85 for the upper limit. Results demonstrated that all the HTMT ratios are lower 

than 0.85, thus indicating that the measures are distinct. Both convergent and discriminant validity test confirms that the measures were valid 

and reliable.  

Structural Model 

First, 11 predictors of PEB were tested, of which motivation (β = 0.251, t = 2.458, p < 0.05), PBC (β = 0.260, t = 3.230, p < 0.01), and 

agreeableness (β = 0.132, t = 1.682, p = 0.047) were positively related to PEB while environmental knowledge, moral norms, attitudes, 

environmental awareness, extraversion, neuroticism, conscientiousness and openness to experience were found to not significant towards PEB. 

Thus, H2, H4 and H7 were supported meanwhile H1, H3, H5, H6, H8, H9, H10 and H11 were not supported.  

 

DISCUSSION 

Firstly, the significant relationship of agreeableness towards the pro-environmental behaviour implicates that a person whose tend to agree 

or accepting the opinion or views of others tend to be inclined towards the practice of pro-environmental behaviour. A person who are high in 

agreeableness tend to behave in a manner that encourages meaningful experiences with others which express how compassionate people act. 
Cooperation will stimulate people to inspire about the awareness of the climate. Warm and thoughtful persons who are conscientious about 

others can extend their caring behavior to the natural environment. 

Secondly, regarding to motivation, which express positive relationship towards the practice of pro-environmental behaviour signifies that a 

motivated person would perform eco-friendly acts more than those who does not. When individuals behave for their own self-determined 

intent, they are the dominant ones regarding their own acts and choose their own desired outcomes on how to attain them. 

Lastly, the findings showed that perceived behavioural control is associated with the practice of pro-environmental behaviour. An 

individual who has a good perceived internal behavioural regulation appears to assume that they have the power to influence the outcomes. 

Individuals with a high degree of confidence, trust, and influence are more likely to display a inclination towards PEB participation than people 

with a lower level of capacity to believe. The results suggested perceived behavioural control is crucial in stimulating a person to act pro-

environmentally.  

Today, students have become a strong medium in performing a change on the environment. Explaining the actions of 

people against the environment is one of the most important topics of environmental sociology and, of addition to theoretical  significance, 
is of functional value (Jurdi–Hage et al., 2019). To attract students as an educated class in society against environmental behaviour, we need to 

create appropriate mechanisms for the development of such actions. We need science and technical expertise to form and sustain the new 

world. If students believe that environmental concerns influence their personal lives and are responsible for the climate, foresight and self-

interest, they may have more environmental ambitions. In fact, perceived behavioural influence has a direct relationship to both intention and 
environmental behaviour. This indicates that the occurrence of environmental behaviour relies not only on behaviors and norms, but also on 

students’ understanding of their abilities to perform an action. In other words, with more power over environmental activity on the part of 

students, their purpose is more to foster environmental behaviour. 
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Knowledge and understanding are one of the most productive forests to preserve our environments. Clean climate, water and soil are at the 

root of a stable environment. Clearly, these fundamental building blocks of life are important to the continuity of life, and must be provided for, 

maintained and improved. Because awareness is what makes people aware of the need for every action and can create much-needed funding for 

that operation, no initiative can be a success. Environmental education was in fact vague as humans engaged with the world around them and 

encouraged their children to do the same. 
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Abstract  

The purpose of this study was to explore the variables related to turnover intention among academic staff and to highlight the role of job 

embeddedness, personality, and person-organization fit. The study also proposed the effect of organizational commitment as a mediator.  This 
is conceptual paper should become essential reading for all scholars, and it presents a framework for future research. 

 
Keywords: Academic staff, Job embeddedness, Personality, Person-Job Fit, Turnover intention. 

 

INTRODUCTION 

For many years, the issue of the different attitudes and actions of employees in public vs. private sector has been the focus of much 

discussion and controversy (Baarspul & Wilderom, 2011; Mihajlov & Mihajlov, 2016). One of the topics that the researcher is still concerned 

about the turnover intention. Academic turnover is one of the major and key problems that should be highlighted in the public higher education 

sector.  

Universities are continually competing in a global market as regards higher education (HE) and are incorporating management models and 

strategies from the private and industrial sectors (National Audit Office, 2017). That is reflected in demand for academic staff with good 

research skills (Weale, 2017) and the implementation of key performance indicators, for example, the number of academic staff with doctorate 

degrees (Breakwell & Tytherleigh, 2010).  

 Employee turnover is a crucial indicator related to talent, for HE and other organizations (Allen et al., 2010). It offers useful insights into 

what happens inside the talent pool, generally in retrospectively (Veleso et al., 2014).  Universities in Malaysia assess employee turnover at 

universities level across several occupations, private, and public institutions; however, only one of the topics relating to human resources 
management (HRM) is addressed.  The concern is that institution-wide university statistics obscure wide differences between faculties and 

departments, and between groups of workers (Gandy et al., 2018), which should be acknowledged, and the relevant talent issues tackled. 

The aim of this study is to understand the phenomena of academic staff turnover in public higher education by exploring the connections 

between job embeddedness, personality person-job fit, organizational commitment, and turnover intention.  The study result will add value to 
the current literature on job embeddedness, personality person-job fit, organizational commitment, and employee turnover intention to work 

within the academic environment of higher education institutions.  

 

OBJECTIVE 

The research paper seeks to achieve its general objective of job embeddedness, personality, person-job fit, and organizational commitment 

on turnover intention by focusing on the following specific objectives: 

i. To determine the influence of job embeddedness, personality and person-job fit on turnover intention. 

ii. To determine whether the organizational commitment is a mediator between job embeddedness, personality, person-job fit, and 

turnover intention.  

iii. To examine the relationship between organizational commitment and turnover intention. 

 

LITERATURE REVIEW AND PROPOSITION DEVELOPMENT 

Job embeddedness and turnover intention 
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The job embeddedness (JE) concept refers to a large community of factors affecting the decision of an employee to stay in the job 

(Mitchell, Holtom, Lee, Sablynski & Erez, 2001a). JE helps employees gain loyalty and reinforce their attachment to the organization, thereby 

making it less possible for workers to leave the company (Mitchell, Holtom & Lee, 2001b). Job embeddedness also focuses on reasons that 

bind employees to their work, organization, and community (Wilson, 2010).  Mitchell et al. (2001a) conceive of job embeddedness as a 

network where an individual is attached to the organization and the community in three ways: link, fit, and sacrifice.  

Job embeddedness is separated in two major types: on-the-job embeddedness and off-the-job embeddedness (Mitchell et al.,2001a); Lee, 

Burch & Mitchell, 2014; Robinson, Kralj, Solnet, Goh & Callan, 2014; Tian, Cordery & Gamble, 2016). We have focussed our attention on 

(on-the-job embeddedness) for this study. There are many reasons for examining (on-the-job). One of the reasons is many studies have shown 

that on-the-job can reduce turnover (Purba et al., 2016; Holtom, 2016) and more likely to contribute to on-the-job within the organization.  

Several empirical studies explored job embeddedness-turnover models and found that job embeddedness predicts both the turnover 

intention and actual turnover. Using a sample from accountants in Thailand, Dechawatanapaisal (2018) found job embeddedness shows a 

negative relationship with turnover intention. Other studies also provide evidence supporting the idea that job embeddedness has a strong and 
negative relationship with turnover intention (Coetzer, Inma, Poisat, Redmond & Standing, 2019) and with actual turnover through turnover 

intention (Jiang et al., 2012). It seems that Peltokorpi, Allen, and Froese (2015) have reported moderating impacts on turnover intentions of job 

embeddedness, which predicted significantly actual turnover.  With these empirical studies have been confirmed that job embeddedness was a 

better predictor with turnover intention; thus, we propose the following: 

Proposition 1: Job embeddedness will be negatively related to turnover intention 

Personality and Turnover Intention 

In literature, the Big Five personality traits (Golberg, 1992; John & Srivastava,1999), or the Five-Factor personality traits (McCrae & 

Costa, 1987), a well-known model of personality, comprising of five-factor dimensions is extraversion, agreeableness, conscientiousness, 
neuroticism and openness to experience. Several specific personality traits are distinct potential predictors of turnover intention. Traits of 

personality involve human characteristics that include biological, social, and cognitive factors that differentiate an individual from others. 

Personality characteristics affect the behavior of both individuals and organizations (Jeswani & Dave, 2012). 

A preliminary study by Costa and McCrae (1992) explains the definition of the five-factor dimension. First, extraversion refers to persons 
who are sociable, talkative, assertive, ambitious, and active (Bhatti, Battour, Ismail & Sundram, 2014).  Second, agreeableness measures how 

able individuals are making an effort to get along with others. Agreeable individuals highlight personality traits like sympathetic, friendly, 

helpful, courteous, and affectionate (Jeswani & Dave, 2012; McCrae & Costa, 1991). Third, conscientiousness is a trait characterized by being 

organized, punctual, thorough, planful, and strong-willed (Bhatti, Battour, Ismail & Sundram, 2014). Fourth, neuroticism, it represents to show 
low emotional tolerance and has negative consequences such as anxiety, fear, and aggression. Finally, openness to experience refers to 

individuals like to be wide interest being imaginative, creative, and insightful (Jeswani & Dave, 2012; McCrae & Costa, 1991; Bhatti, Battour, 

Ismail & Sundram, 2014). 

According to previous literature, many researchers point out that personality significant factor influence turnover and turnover intention 
(Hom and Griffeth, 1995; Mobley, Griffeth, Hand and Meglino, 1979; Salgado, 2002; Steers and Mowday, 1981; Zimmerman, 2008; Jeswani 

& Dave, 2012; Sarwar, Hameed & Aftab, 2013). Thus, analysis following proposition can be deduced that:  

Proposition 2: Personality will be negatively related to turnover intention 

Person-Job Fit and Turnover Intention 

The literature has defined different types of person-environment fit, which one is person-job fit (Kristof-Brown 2006).  It is one of the fit 

theories of the theory of person-environment that emphasizes the concordance between a person's abilities and the demands of the career 

(Atitsogbui & Amponsah-Tawiah, 2019).  Person-job fit refers as “match” of employee’s knowledge, skills and ability to meet job 

expectations, requirement and demands of a job (Lee, Reiche & Song 2010; Kristof-Brown, Zimmerman & Johnson, 2005; Lee, Reiche & 
Song, 2010) and fit of employee’s needs, desire and requires for job itself (Kristof-Brown, Zimmerman & Johnson, 2005; Lee, Reiche & Song, 

2010).  

Empirical studies have shown that a high level of person-job fit has numerous positive effects. For instance, Sekiguchi and Huber (2011) 

did a study have shown that person-job fit can be used as an important instrument for recruiting and selecting employees. Chang, Chi and 
Chung (2010) have found positive relationship between person-job fit and turnover intention. Their findings indicate that a worker whose 

experience, abilities and skills suit the job's demands is more likely to find alternatives elsewhere that can improve their perceived job mobility 

and increase their turnover intention. Although no consensus exists on the determinants of turnover intention, person-job fit shows a strong 

correlation with turnover intention (Atitsogbui & Amponsah-Tawiah, 2019). Person-job fit is one of the factors determining the turnover 

intention of employees (Memon, Salleh, Harun, Rashid & Bakar, 2014). 

Further opined that an employee with a high job fit are likely to have lower turnover intention (Bhat, 2014). Chang, Chi and Chuang 

(2010) argue that a worker whose experience, abilities and skills fit the job's requirements is more likely to find alternatives elsewhere that can 

improve their perceived job mobility and increase their intention to leave. Similar to Boon, Hartog, Boselie and Paauwe (2011) indicate that 

poor person-job fit will leads to high turnover intention.  Thus, the suggestion Proposition will be: 

Proposition 3: Person-job fit will be negatively related to turnover intention 

Mediating Role of Organisational Commitment  

Organisational commitment relates to the thoughts of a person towards the organization. It is the psychological connection an employee 
has with an organization and has been shown to be connected to objective and purpose congruence, behavioural contributions in the 

organization and the probability of remaining with the organization (Mowday, Steers & Porter, 1982; Joo & Park, 2010). Organisational 

commitment is structured as an affective reaction arising from an assessment of the working situation between the individual and the 

organization (Joo & Park, 2010). Organisational commitment has been supported by scholars that commitment is a major effect on employee’s 

attitudes towards their organizations (Guchait & Cho, 2010; Han, Chiang & Chang, 2010; Kang, Gatling, & Kim, 2015; Yousef, 2017). 
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On the other hand, organisational commitment is also an important factor as a mediator between employee’s turnover intention. Several 

researchers have conducted studies on organisational commitment as a mediator between various variables.  For instance, the result form 

studies Han, Chiang and Chang (2010) have shown that organisational commitment mediated the relationship between psychological 

ownership and knowledge-sharing behaviour.  Other Guchait and Cho (2010) researchers are investigating the mediating effect of the 
organisational commitment between human resource management and turnover intention.  The findings have shown that the relationship is 

partially mediated by an organisational commitment. Similar results have been reported by Juhdi, Pa’wan and Hansaram (2013) have explored 

the mediating roles of organisational commitment and organisational engagement in a selected region in Malaysia. Suifan, Diab and Abdallah 

(2017) did the studies on the effect of organisational justice on turnover intention.   

Results indicated that organisational commitment and job satisfaction had a mediating effect on the relationship between organisational 

justice and turnover-intention.  Kang, Gatling and Kim (2015) explore the relationship among frontline employees in the hospital industry. 

Their result concludes that organization commitment as a strong mediated the relationship between supervisory support and turnover intention.   

All research conducted by many researchers has shown that organisational commitment plays a mediating role in the relationship. From 

this, the following three propositions were developed: 

Proposition 4:Organisational commitment fully mediates the relationship between job embeddedness and employee’s turnover-intention 

Proposition 5: Organisational commitment fully mediates the relationship between personality and employee’s turnover-intention 

Proposition 6:Organisational commitment fully mediates the relationship between person-job fit and employee’s turnover-intention 

 

CONCEPTUAL MODEL 

The general theoretical model of the current study is shown in Figure 1, which shows that commitment mediates the job embeddedness-

turnover intention, personality-turnover intention and person-job fit-turnover intention relationship.  

 

Figure 1: Conceptual framework for the study. 

CONCLUSION 

This concept paper gives a general review of a framework that integrates the job embeddedness, personality, person-job fit and turnover 

intention into a single model is proposed and organisational commitment which might have mediator the relationship have been considered.  
Based on the SET theory by Blau (1964), the study’s findings are expected that job embeddedness, personality and person-job fit will create the 

impression that will lead individual toward of high level of turnover intention. The model will provide a new perspective in the integration of 

the job embeddedness, personality, person-job fit, organisational commitment and turnover intention.  This paper contributes to the 

procurement literature by proposing a mediating conceptual model to better explain causal relationship between construct.   
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Abstract  

This study explores the relationship between peer group interaction, perceived climate, perceived organizational support, supervisory 

relationship on the intention to remain. Data were collected among academicians in one of the public universities in Malaysia. A cross-sectional 

survey using hardcopy and online was used to collect data, 225 valid responses were analyzed. Also, the structural equation modeling technique 
has been used to test the proposed hypothesized model. The study concludes the positive effect of peer group interaction, perceived climate, 

perceived organizational support, supervisory relationship on the intention to remain. Universities need to provide supportive environments that 

enable staff to remain focused and dedicated to maintain high morale and reduce academic staff turnover. As a result, employees' positive 

perception of their work environment reduced their turnover intention decisions. The findings of this study further elucidate how a supportive 
work environment impacts intention to remain among academicians in the Malaysian context. 
 
Keywords: Academicians, Intention to Remain, Malaysia, Public University, Supportive Work Environment  

 

BACKGROUND 

As the essence of the workplace shifts, organizations are experiencing increasing competition and capacity shortages around the globe 

(Sibly, 2016). By gaining competitive advantage, organizations strive hard to achieve success, and one of the most valuable resources that can 

help their cause is the human resources they employ (Narayanan et al., 2019). Any organization's success and competitiveness depend primarily 

on talented, effective, and committed employees (Swamy et al., 2019). The loss of experienced and skilled employees to rival results in severe 
consequences ranging from demoralization to increasing productivity (Tanwar, 2016). Longer retention periods are considered to be a 

significant part of the competitive advantage of the organization; therefore, the performance and productivity of the organization are expected 

to increase if its employees stay with the firm for a longer period (Alhmoud, 2019).  

The retention of these valuable employees in this environment also becomes a key strategy for human resource managers (Fahim, 2018). 
Previous studies highlighted the role of management (leadership style and perceived management support), conducive environment (resources 

and degree of flexibility), social support (relationship with supervisor, relationship with co-workers) and developmental opportunities for 

personal and professional growth (George, 2015), perceived work climate  (Suliman & Al Harethi, 2013), and a supportive work environment 

(Kundu & Lata, 2017) are important factors for retention (George, 2015; Kundu & Lata, 2017) and employee performance (Suliman & Al 

Harethi, 2013).  

The working environment refers to an organization's atmosphere where employees are doing their jobs (Hanaysha, 2016).  To succeed, the 

organization should design their work environments to improve the level of commitment and motivation of employees that would eventually 

lead to positive results (Hanaysha, 2016). The perception of supporting the work environment among the employees is considered as an 
essential element to work efficiently and productively (Yusoff et al., 2015). Therefore, this study is focusing on the effect of a supportive work 

environment on the intention to remain among academicians. 

 

LITERATURE REVIEW 

Relationship between perceived climate and intention to remain 

According to Govaerts et al. (2011), the working climate refers to job encouragement and appreciation; work pressure; the amount of pride 
and accountability faced by employees; career and role choice; the delivery of demanding and rewarding jobs; and promotion and growth 

opportunities Positive working climate would help employees feel good about going to work and have the requisite incentive to sustain them 

during their job (Ashraf, 2018). Hence, Shuck et al. (2011) highlighted the importance of climate perceptions in which employees work and 

behave. They suggested that employee's perceptions of the psychological climate are significantly correlated with employee engagement and 
depend on the perception of what is harm and potential at the workplace. The poor climate will also contribute to a poor perception of the 
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working environment, leading to a rise in the the expectation for turnover (Jung et al., 2017). Govaerts et al. (2011) highlighted the importance 

of the creation of appreciative learning and working climate, along with other guidelines and procedures to be enforced, thus raises the 

intention to continue operating in the present organization. Hence, it is hypothesized as: 

H1: Perceived climate is positively related to the intention to remain 

Relationship between perceived organizational support and intention to remain          

Perceived organizational support is defined as employees’ belief that organizations value their contributions and care about their well-

being (Eisenberger et al., 1986). Tuzun and Kalemci (2012) argued that an individual needs social approval and perceived organizational 

support tends to satisfy the employee's needs for their affiliation, emotional support, and self-esteem. Past studies also support that perceived 
organizational support is positively associated with the adaptability to the organizational environmental, employee commitment, obligation 

towards and organization, trust and negative association with employee turnover (Baumeister and Leary, 1995; Eisenberger et al., 2001; 

Kurtessis et al., 2017; Lamm et al., 2015). Therefore, this study hypothesizes that: 

H2: Perceived organizational support is positively related to the intention to remain 

Relationship between peer group interaction and intention to remain            

Peer group interaction is a behavior which is not limited only to the open communication or information sharing, it is also termed as the 

social support which motivates, creates trust among the co-workers (Delmas and Pekovic, 2018; Harter et al., 2002). Past studies also 

evidenced that the perceived climate had a direct impact on the intention to remain (Ghosh and Sahney, 2016; Farmer et al., 2015). They further 
discovered that when employees received the level of peer group interaction will cause the remaining employees at the organization. social 

exchange relationships among the co-workers establish resources such as positive attitudes and behaviors, retention management, and 

employee turnover management. Hence, this study hypothesizes that: 

H3: Peer group interaction is positively related to the intention to remain 

Relationship between supervisory relationship and intention to remain         

Supervisors are those who give employees the advantage of family-friendly activities as well as those who assess employees' job results 

(Kim and Mullins, 2016). Supervisory support is a perception or belief of employees is that to what extent the supervisor is motivating, helping 

and encouraging the performance and cares about their wellbeing (Burke et al., 1992). Past studies have shown that greater supervisory support 
enhances organizational effectiveness (Lu et al., 2013) and empowerment which is likely to help in achieving organizational goals (Eisenberger 

et al., 2002), reduces turnover decision making (Bogler and Nir, 2012; Kang et al., 2015; Tuzun and Kalemci, 2012) and greater upward voice 

behaviors (Bashshur & Oc, 2015). Bogler and Nir (2012) also argued that empowered employees are those who are involved by their 

supervisors in the the decision-making process, earned respect and status as well autonomy has a high job satisfaction level. Hence, it is 

hypothesized that: 

H4: Supervisory relationship is positively related to the intention to remain 

 

METHODS 

Survey and data collection 

This study examines the effects of a supportive work environment on the intention to remain in a higher education sector. This research 

was conducted using a convenience sample. To collect the data, a self-administered questionnaire and an online survey were distributed in 

January and February 2019 to 539 academicians at a public university on the east coast of Malaysia. A total of 264 questionnaires were 

collected from academicians. Out of 264 respondents, 39 questionnaires had some missing data and hence could not be used. After removing 

incomplete responses, a total of 225 cases were used in this study, yielding an effective response rate of 51%.  

Most of the respondents were female 51.4% and males are 48.6%. Moreover, most of the respondents were predominantly Malay (81.2%), 

followed by Chinese (12.9%), Indian (4.7%), and others (1.2%). Concerning marital status, 81.2% of the respondents were married, and 18.8% 

were single. In terms of age, 2.7% were 24-28 years old, followed by 12.9% who were 29-33 years old, 33.3% who were 34-38 years old, 18% 
were 39-43 years old, 21.6% who were 44-48 years old, 11% who were 49-53 years old, and 0.4% who were more than 54 years old. Almost 

87.8% of the participant Doctor of Philosophy followed by a Master's Degree (9.4%), a Bachelor's Degree (2.4%), and a Doctor of Business 

Administration (0.4%). 

Measurement  

A structured questionnaire was developed to collect feedback from academicians on various aspects related to the intention to remain. The 

measurement of a supportive work environment included four dimensions, which were perceived climate, supervisory relationship, peer-group 

interaction, and perceived organizational support. The items for these dimensions were adapted from Kennedy and Daim (2010), Eisenberger et 

al. (1986), Rhoades et al., (2001); and Ghosh and Sahney, (2011). The employee retention scale was adopted by Seashore et al. (1982), 
describing the intention to stay among academic staff. All items were assessed on a 5-point Likert scale with responses ranging from 1 

“strongly disagree” to 5 “strongly agree”. 

 

ANALYSIS OF FINDINGS 

Measurement Model 

For the measurement model, we assessed the loadings, average variance extracted (AVE), and the composite reliability (CR). The values 

of loadings should be ≥0.5, the AVE should be ≥ 0.5 and the CR should be ≥ 0.7. Since we have a large set of indicators the loadings are now 
shown in the table. The AVEs are all higher than 0.5 and the CRs are all higher than 0.7. The loadings were also acceptable. Then in step 2, we 

assessed the discriminant validity using the HTMT criterion suggested by Henseler et al. (2015) and updated by Franke and Sarstedt (2019). 

The HTMT values should be ≤ 0.85 the stricter criterion and the mode lenient criterion is it should be ≤ 0.90. The values of HTMT were all 
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lower than the stricter criterion of ≤ 0.85. Taken together both these validity test has shown that the measurement items are both valid and 

reliable. 

  

Structural Model 

The R2 was 0.301 (Q2 = 0.151) suggesting that all the 4 predictors explained 30.1% of the variance in Intention to Remain. Further to that, 

the Q2 which measures predictive relevance shows a value greater than 0 thus indicating the model has sufficient predictive relevance. 

Perceived Climate (β = 0.195, p≤ 0.05), Supervisory Relationship (β = 0.151, p≤ 0.05), Peer Group Interaction (β = 0225, p≤ 0.01) and 

Perceived Organizational Support (β = 0.120, p≤ 0.05) were all positively related to Intention to Remain. Peer Group Interaction was the 

strongest predictor of Employee Retention followed by Perceived Climate. Thus, H1, H2, H3, and H4 were all fully supported. 

 

DISCUSSION 

The originality of this research is examining the relationship between a supportive work environment and intention to remain. This is the 
first work testing this theoretical framework in light of empirical evidence from Malaysia, contributing to a better understanding of retention in 

the education sector. Based on the research objectives, the hypotheses of the study, which is supportive work environment (perceived climate, 

supervisory relationship, peer-group interaction, and perceived organizational support) have a significant positive effect on the intention to 

remain.  

The findings of this study also revealed that the creation of an appreciative learning and working climate, along with certain rules and 

procedures to be followed, thus increases the intention of continuing to work in the present organization (Govaerts et al., 2011; Jung et al., 

2017). Perceived climate represents the lens used by an employee to perceive and view their work environment concerning the social and 

physical systems of environmental indicators (Shuck et al., 2011). 

Furthermore, the results of the study support the hypothesis that perceived organizational support positively related to intention to remain. 

Such finding of our study contributes and advances the previous studies (Tuzun and Kalemci, 2012; Kurtessis et al., 2017; Lamm et al., 2015). 

These arguments are also in line with the previous study, organizational support is a beneficial organizational activity that demonstrates the 

positive side of the organization (Baumeister and Leary, 1995; Eisenberger et al., 2001).  

The findings of this study contributed to the importance of peer group support provided at the workplace in response to Ghosh and Sahney 

(2016), concerning the increasing participation of individual employees and decreases the intention to leave the organization. Bamel et al. 

(2013) further contend that interpersonal relationships involving sharing good relationships, gaining experience when interacting with superior 

and friendly superior-subordinate connections may be a significant factor in maintaining a positive attitude to the work. 

This finding agrees with those of (Bogler and Nir, 2012; Lu et al., 2013; Kang et al., 2015) showing the links of the supervisory 

relationship and supervisor support with retention. Since supervisors serve as the organization's agent in directing and assessing employees’ 

subordinates tend to attribute support for such supervision to the organization, in part, rather than to the personal inclinations of the supervisor 

individually (Tuzun and Kalemci, 2012). 

This study has contributed to the existing body of knowledge by investigating the association between a supportive work environment and 

intention to remain. The findings demonstrate that they can increase the retention of their academicians by increasing their supportive work 

environment. Newman et al. (2012) stated that to enhance intention to remain among employees, organizations should begin by increasing the 

measurable support provided to their employees, which could include childcare, recreation facilities, and flexible work arrangements.  

         In particular, it is important to participate in high-performance human resource activities, not only to retain general human capital but 

also to increase the psychological costs for these individuals and make them less likely to leave. The success of human resource management 

practices may include such as training, recruiting, offering performance-based input, and incentives while participating in employee 

empowerment and organizational participation. To enhance academicians' commitment and ensure they stay with the organization for a longer 
time, they provided a conducive work environment, adequate compensation, training, and development opportunities, and fair assessment of 

performance together within the organization. 

 

CONCLUSION 

In a competitive environment, the retaining of skilled employees is challenging especially in emerging economies such as Malaysia aims 

to achieve developed nation status. The retaining of an employee is a major challenge for any organization and by implementing different 

retention methods, employee turnover can be minimized. Hence, the retention of employees helps to develop and frame organizations' strategic 

regarding human resource management.  
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Abstract  

The issue of stress is becoming more serious in today's disruption era in which management is urged to pay more attention since it affects 
individual and even more organizational performance. Failing to answer this issue would bring unwanted impacts to the organization. This 

issue is not relatively new, but the consequences it brings urge organizations to find new alternative ways to answer this issue. One answer is 

coming from the study of spirituality and Spiritual Intelligence. This paper tries to conceptualize how this Spiritual Intelligence plays as a 

predictive factor of Stress Coping and how an individual copes with stress. From the literature analysis, we assume that spiritual intelligence 
has a significant role in stress management, and we found that Spiritual Intelligence relates to stress Coping in which Stress Coping Resources 

become a mediating factor between both. Spiritual Intelligence relates to stress Coping through three factors in Stress Coping Resources: Self-

Efficacy, Cognitive Resources, and Perceived Stress. Through its seven dimensions, Spiritual Intelligence helps people to boost their mental 

health condition that is a requirement in surviving stress. 
 
Keywords: Coping Resources, Spiritual Intelligence, Stress, Stress Coping, Stress Management 

 

BACKGROUND 

Stress is taking part in a human's life, and it is undeniable that everyone must be ever getting stress in their life. Stress in modern societies 

has become a prominent phenomenon, and there are some issues and majority concerns to employees, organizations, and state. Stress is an 

unavoidable thing that this problem also bounds higher education. (Rok, 2011). Stress in high levels can lead to depression, which shows the 

inability to endure in certain situations with current problems with passive response, will come up and make ineffective people who suffer from 
this thing, and maybe end up with avoiding, exit choice from the problem without solving it. And this result will affect their performance, 

which can harm themselves, those who have business interest with them and can harm the environment. People who suffered stress might act 

irrationally and could end with harming themselves. Untreated stress could lead to depression and even committing suicide. In several 

countries, the number of suicides of young age is increasing respectively. 

Moreover, stress at high levels could lead to mental disorder. About 90% of people who commit suicide are people with mental disorders, 

such as schizophrenia, depressive disorders, etc. In the United States, suicide becomes the second leading causes of death to young people from 

12 to 19 years old and resulting in 4,600 losing souls every year. Meanwhile, in Indonesia, from WHO data from 2016, the number of suicides 

continuously increased, from 4.3% in 2012 to 5.2% in 2016 (Susilawati, 2019). This phenomenon shows that unresolved stress is something to 

worry about since not all of us recognize the appearance of this stress and to measure our capabilities to survive the stress.  

Surviving this stress requires good mental health, and as stated by Thakur (2015), good mental health comes from a good spiritual level. 

Thakur (2015) explained some evidence that Spiritual Intelligence and experiences are having a significant role in improving health, especially 

mental health. He concluded that spirituality could be used as an instrument to improve individual mental health. Mental health could 
determine the individual's personality and how an individual could balance their behaviour and express his/her adjustment to his/her self, other 

people, and the environment. Spirituality is recognized as one primarily influential factor which not only influences flexibility and 

compatibility in resolving the problem but also upgrades the organizational function (Emamgholian, et al., 2015). Spirituality enhances people 

to solve the problem with relatable behaviour effectively. This finding seems to be new hope for not only individuals and organizations to 
manage stress to maintain high performance in the individual level and organizations as well, along with the emergence of spiritual 

management in the workplace.  

The research of Safavi, et al. (2019) suggests that there is a significant correlation between the intelligence aspect of spirituality, namely 

Spiritual Intelligence, and stress and depression. They mentioned that spirituality had been a substantial factor for the patient to heal 
themselves. This spiritual force acts as a source of peace and happiness for patients and has been prominent in many nursing theories over the 

past decade. However, it left a more specific question of how this spirituality functions in coping and managing stress at the individual level. 
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By focusing on spiritual intelligence, this paper is going to explore a conceptual explanation of how this kind of intelligence affects individual 

effort to resolve stress. 

 

STRESS 

Lazarus and Folkman (1984) described coping as continually changing, cognitive and behavioural efforts, aimed to master specific 

external and internal expectations, evaluated by a person as aggravating or exceeding his/her resources. Stress becomes part of our life, happens 
when we are facing existing problems, and increasingly increases with the lack of relations with an environment that might always change 

(Rok, 2011). Stress could also happen due to a gap between our capacity to adapt to the situation that leads to being unable to solve the 

problem. Based on the literature, there is no assumption to make generalizations between one's stress with another because all individuals have 

their differentiation; they have different problems with different capacities. 

Stress has been a research topic in years such as by Looker and Gregson (2008) who explained that the gap between how we perceive the 

demands and how we perceive our capabilities to cope with it causes stress. Similarly, Hammer and Organ (in Garg, 2014) defined stress as a 

whole activity while the individual cannot respond correctly with the current situation which slows down the process to achieve the goals or 

threatening soul. It can be tension, worry, physical damage, nervous, mental breakdown or loss of self-esteem. Ivancevich and Matteson (2002) 
defined stress as an interaction between person and environment, and how they react to their adopted response that is influenced by their 

diversity. Greenberg and Baron (2000) stated stress is an intricate pattern of emotional and physiological reactions that relate to external 

demands (workloads, interpersonal relations). And the most dangerous thing is when the stress becomes accumulated, it will lead to deviations 

from the typical pattern of human behaviour and thus might consequence to the depression and lack of mental health. 

 

Types of Stress 

 There are four types of stress (Garg, 2014). The first is Eustress, which appears to motivate and inspire people, also known as "Good 

Stress". Alshahrani (2019) also supported this kind of stress and mentioned that when stress has a positive impact on a person, it can be the 

stimulator for them to inspire them in doing some actions. An optimal level of stress is categorized by high energy, linked to improving 

learning ability, increased academic achievement, a boost in personal and professional development, calmness under pressure, improved 
memory and recall, and an optimistic outlook. The idea is not to reduce stress; the current issue is the levels of stress most individuals in our 

society experience are hardly optimal. When there is not an optimal level of stress, that is when an individual is affected negatively by stress, 

and he or she could have feelings of distress. Distress is the second kind of stress, which has a negative impact that might lead us to change 

rapidly in a negative way. It may be acute stress either will disappear quickly or stand for a long-term period. Their mood can quickly change. 
The third one is Hyperstress. It happens when people reach their limit of what the people can deal with. Almost all Hyperstress occurs by 

having so many pressuring jobs, and they will be very emotional for a little reason or even no reason at all that will build frustration and 

depression. And the last one is Hypostress. This kind of stress can occur when there is insufficient stress.  

 

Stressors 

Alshahrani (2019) proposed that stress may come from both internal and external, which can cause stress to a person. Stressors may be 
related to the environment, from daily stress events, the life changes, situations in the workplace, a chemical, and social stressor. How the 

person interprets the situation in which stressors appear and determines their cognitive appraisal of stress. According to Garg (2014), there are 

so many stressors that might come from various factors. The external factors might come from the environmental stressor (technology, 

financial demands, or family conditions), organizational stressors (strict regulations, design and structure of the organization, processes and 
working conditions), and group stressors (lack of cohesiveness, social support, and conflict between members). Meanwhile, the internal factor 

may come from within the individual or called Individual Stressors (personality traits that can affect the behaviour, the change of life and career 

and also the interpersonal skills). 

Stress is unique and categorized as an illness and people should be aware of the symptoms of stress. Riskind and Black (2005) argued that 
the stress could appear because of faulty beliefs, cognitive biases, or structures hypothesized to set the stage for later psychological problems, 

and it can influence the people to have suicide themselves. Alshahrani (2019) mentioned that it is essential to know both stress symptoms and 

signs to avoid any negative health consequences. Nuernberger (as cited in Garg, 2014) suggested that the symptoms of stress include three 

broad categories such as Psychosomatic, which consist of two words: psyches (mind) and soma (body). The symptoms appear a malfunction of 

the body or attacked by a disease. The disease comes from mentally down or other emotional factors. 

Stress has a significant impact on the physical and behavioural of an Individual. Alshahrani (2019) stated that in general, stress tends to 

make people do unhealthy ways of life, such as poor diet choices, smoking habits, lack of physical activity. It can end up with physical illness 

and restrictions inactivity that can lead to a great deal of stress in the lives of individuals. According to Garg (2014), people who can maintain 

their high performance in their job have less stress compared to people who have low performance.  

 

STRESS MANAGEMENT 

All might agree that people should manage stress to reduce the negative impact of stress (Alshahrani, 2019). People should learn how to 

manage stress which contributes to an individual's overall health as well as the overall health of the community by examining factors and 

predictors of stress to help them manage their stress effectively. Looker and Gregson (2008) recommended managing stress by adjusting the 

level of burdens (either shedding or taking) and improving the abilities to manage stress. Garg (2014) suggested that the first action for stress 

management is analyzing the root cause of stress. It will be difficult because the root cause is not the same as the symptoms itself. There is no 

standard measurement for doing stress management because every individual has a unique response for their stress, and maybe it takes a lot of 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 485  

experience and a variety of approaches to learning to manage stress and searching for the fittest one. Stress is manageable when we can 

understand the root cause and its level. The stress of individuals will influence people around him/her, and the action should be taken to 

overcome the negative impacts of high stress. Stress management is required to help the individual, especially the person who is unable to cope 

with the demand of his or her environment. Actions should be made either at the individual level or organizational level, to minimize the 

negative impacts of high stress, especially the declining performance of the individuals.  

 

Stress Coping 

Scheck and Kinicki (2000) and Mitchell (2004) viewed stress coping as a dynamic process, specific not only to the present situation but 

also to the encounter stage. In essence, coping is all activities that a person makes in stressful situations (Heszen, 2013) to maintain their l ife by 

changing cognitive and behaviours by the individual's resources to manage the demanding environment (either from internal or external). The 
activities are compound and dynamic, aimed at changing the problematic situation. These activities constitute a set of behaviours called 

strategies, various particular activities included in the stress-coping process. 

Coping can be categorized into two general forms: Emotion-focused and Problem-focused. Emotion-focused Coping usually occurs when 

an individual evaluates his/her current condition and finds that there is nothing he/she can do to help him/her self from challenging or 

threatening situations. 

Maryam (2017) viewed stress coping as a response of an individual with his/her stress either by thoughts or behaviours, using available 

resources either from his/her self or external environments to face stress consciously to reduce or manage their conflict (internal and external) 

so he/she can have a better life. Coping is also defined as transactions done by an individual to overcome a demanding environment (external 
and internal environment) as a burden of life and interrupt continuity life. Coping strategy for handling the demanding situation is considered as 

a burdened challenge that is beyond the capacity of the resources. The resource to cope with will be very influential for the person to take any 

action to cope with their problems.  

Lazarus and Folkman (1984) proposed that stress is the condition which happens to the individual that will affect the negative impacts 
either physiologist or psychologist. The individual naturally will not let the negative effects continuously occur, and they will do something to 

overcome stress unconsciously or consciously called coping strategy. Coping strategy is usually affected by the cultural background, 

experiences in resolving the problem, environmental factors, self-conceptual, personality thread, and so on. 

Safavi, et al. (2019) divided the Coping Strategies into two significant parts: Problem-focused Coping and Emotion-focused Coping. 
Problem-focused Coping subscales are Seeking Social Support, Positive Reappraisal, and Planful Problem Solving. Meanwhile, Emotion-

focused Coping subscales are Confrontative Coping, Distancing, Self-Controlling, and Escape-Avoidance. 

 

Coping Resources and Cognitive Resources 

Trouillet, et al. (2011) stated that Coping Resources and Cognitive Resources are two essential factors to cope with stress. Coping 

Resources refers to the individual's perceptions about the stressfulness of his/her life (what is known as Perceived Stress) and the individual's 
ability to solve the problems (Self-Efficacy) successfully. Often confused with self-confidence, self-efficacy refers to the personal resource 

factor that may stimulate active and positive coping when actions are pre-shaped, and efforts are invested in solving problems. Bandura (1997) 

defined self-efficacy as the extent or strength of one's belief in one's own ability to complete tasks and reach goals. Self-efficacy was expected 

to predict an increase in problem-focused coping. Meanwhile, Perceived stress can be used to predict the rise in emotion-focused coping but a 

decline in problem-focused coping. 

Omar (2019) defined this Self-Efficacy as the perception of an individual on what they can do in dealing with situations by using their 

resources and capabilities. He said that self-efficacy has four domains in an individual: cognitive, motivational, mood or affect. The person who 

explores the cognitive area will most likely have higher aspirations, think critically and see the opportunity to overcome the challenge. The 
motivational domain people will have high resiliency of the pressures and determine themselves with how long their persevering individuals 

with increased self-efficacy. In mood or affect domain people were able to cope their stress effectively by distracting themselves with other 

issues next to them, changing their attention from what made them stressed, and seeking for support from their closed people. Individuals with 

lower self-efficacy tend to have less effectiveness to cope with their stress. He has argued that religiosity can enhance cognitive processing 
which is correlated to the belief within the individual to be able to have resiliency with their current conditions, which is linked to self-efficacy. 

He found that the concepts of religious and spirituality are overlapping and uneasy about being separated. The research showed significant 

positive results in victims who have coped with their stress. An individual practice has significantly contributed to finding valuable meaning 

and closeness to something transcendence with them. He also pointed to the role of spirituality in enhancing self-efficacy to cope effectively 

with their stress, along with hope in the future and boosting well-being. 

 

SPIRITUAL INTELLIGENCE 

Spiritual Intelligence is one of intelligence humans have besides cognitive, emotional, and social that we often hear. Spiritual Intelligence 

is not a discovery, but the term "spiritual intelligence" just has been found by Zohar and Marshall (2000). Spiritual Intelligence is more about 

our ability to choose between spirit and ego. Spiritual Intelligence utilizes people for being ready with multiple dimensions of self, and for 
integrating humans with all aspects of their life (Thakur, 2014). It is supported by Vaughan (2002) that explained Spiritual Intelligence enables 

people to create meaning with a deep thought as the foundation in understanding fundamental questions of existential matters and affected the 

awareness of the intertwining aspects, relate with transcendental matters, self, each other, the world, nature and all beings, and with multiple 

levels of consciousness in solving the problem. 

Wigglesworth (2012, in Arbabisarjou, et al., 2013) mentioned four basic intelligence: Spiritual Intelligence, Emotional Intelligence, 

Intellectual Intelligence, and last Physical Intelligence. As a baby grows, first they tend to control their body with physical intelligence. Then 

they try to use their cognitive information with Intellectual Intelligence. Next, they try to behave well to interact with others and use Emotional 
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Intelligence and in the higher level are aware of the meaning of life with Spiritual Intelligence. Spiritual intelligence has surpassed physical and 

cognitive intelligence. It enters the transcendent realm intuitively from an individual's perspective to the whole of life, including an individual's 

personal experiences that are affected by the overall worldview of an individual. Referring to Zohar and Marshall (2000), Spiritual Intelligence 

is the tool that enables people to overcome their problems of values and meanings that enhance people to have a richer context of life and 
provide guidance on how to live. Spiritual Intelligence is the necessary fundamental foundation for both Intellectual Intelligence and Emotional 

Intelligence or might be called the ultimate intelligence. Spiritual Intelligence allows us to improve our skills in imaginary improvements, and 

it will boost our capabilities in decision making. 

Referring to Thakur (2015), the importance of Spiritual Intelligence is it enables people to have a direction to their life in critical moments. 
People should be aware that spiritual intelligence has powerful tools to transform our life, giving a path on how to live in a community, and the 

planet and its history. Spiritual Intelligence is inner life matters which relate with a minded spirit connected with the world's existence. It gives 

the capacity for humans to deeply think about the existential questions and insight, which will affect many aspects of consciousness. It will 

provide us with awareness about the rules of orders that created the living world, think about the life of vegetables, trees, animals, and human 
existence. A person with high spiritual intelligence will more likely believe in the Rules of Orders (regularity of how this world exists) rather 

than think that the world is created with no order. He suggested Spiritual Intelligence turns into three components: the capacity to explore the 

meaning of life based on deep understanding and thoughts of existential questions, awareness of the ability to utilize multiple levels of 

consciousness in solving a problem, and awareness of the interconnectedness of all beings in the world to each other and the existing 
transcendent. Also, Safavi, et al. (2019) found that the subscale that can have a significant role in predicting the Spiritual Intelligence are 

Planful Problem Solving, Positive Reappraisal, Seeking Social Support (Problem-focused Coping subscale), and also Self Controlling 

(Emotion-focused Coping subscale).  

Amram (2007) concluded that all definitions of Spiritual Intelligence turns into seven dimensions of Spiritual Intelligence such as: 
Meaning: which have a sense of purpose for service, either it is to have happiness or pain; Consciousness: Aware of transcendental existing, 

using networking to improve awareness such as praying, dreaming, and meditation, also aware of purposes of life being; Grace: Aware of love 

of transcendental cause, have power to give and having thankful feeling, it also enables an individual to have an optimistic view of the future 

based on trust; Transcendence: An holistic worldview, an wholeness of the world; Truth: Responding the truth by imitate the good thing 
according to what their beliefs, enable an individual to love, forgiving, accepting other, and openness, which have open minded for the truth; 

Peaceful surrender: giving peaceful mind and enhancing to taking self, are likely surrender all thing to the Almighty; and last is Inner-Directed: 

allows an individual to have freedom aligned in thinking, telling and acting according to the truth and values. 

 

DISCUSSION 

A recent clue on how Spiritual Intelligence relates to stress coping came from Rahmanian, et al. (2018) who suggested that Spiritual 
Intelligence allows people to have a significant worldview conceptual mapping about the meaning of life. It also encourages people with those 

kinds of available resources to resolve problems, and deal with their daily matters. Moreover, Thakur (2015) said that the capability of a person 

to cope with their stress is affected by many aspects; the most significant element is Spiritual Intelligence. A person who is aware of their 

spiritual condition and has high spiritual intelligence can face the problems easily in the whole aspects of their life. They cannot avoid any 
problem, but they learn to handle them under full consciousness and peaceful mind. Spiritual Intelligence is an influential factor to enable 

people to face their problems. If people understand themselves, they will be able to withstand the problem wiser and prepare them for facing 

stress. Moreover, it can avoid them from being depressed and can help them to stabilize themselves and maintain their performance (Thakur, 

2015). 

As an element of stress management, stress coping is one activity people use to manage stress, moreover on how to reduce the negative 

impact of stress. Its effectiveness depends on the coping resources: Self Efficacy, Perceived Stress, and Cognitive Resources (including 

Working Memory and Mental Condition) (Scheck, 2000; Trouillet, et al., 2011). These three factors determine how good an individual is at 

coping with his/her stress, so the consequence of the stress is less harming. Moreover, recent research has suggested a relat ionship between 
self-efficacy and effective stress coping (e.g., Shen, 2009; Nicholls, et al., 2010) including in professional work settings (Schaubroeck & 

Merritt, 1997). 

Findings by Omar (2019) completed the missing link between Spiritual Intelligence and Stress Coping. He found that Spiritual 

Intelligence has a significant effect on Self-Efficacy, especially in providing comfort and hope. This finding is in line with what Thakur (2015) 
found that Spiritual Intelligence has a substantial role in boosting mental health conditions. Spiritual Intelligence is enhancing the coping 

system in individuals to manage their stress and maintain their performance through its dimensions: Meaning, Consciousness, Grace, and 

Peaceful Surrender. Meaning provides systematic thinking of the purpose of life; it could enhance self-awareness to improve Self-Efficacy. The 

consciousness of the Supreme Being and Peaceful Surrender offers a peaceful feeling and hopes for individuals. Thus, this awareness relates to 

the Grace recognition of being helped by that Supreme Being. 

On the other hand, the quality of dress coping is determined by Cognitive Resources. Trouillet, et al. (2011) assumed coping efforts rely 

on two aspects of processing the information: Working Memory and Mental Condition. These two aspects are cognitive resources. These 

Cognitive Resources work by enabling people to take relevant information in their long-term memory and keep them by allowing them to select 
the most suitable ways to cope. He argued that the higher level of cognitive resources, the higher probability of them to use task-focused coping 

strategies, and the lower level of cognitive resources the higher likelihood of using avoidance strategies. Meanwhile, a decline in executive 

functions efficiency (e.g. mental condition and working memory) would predict the increase of use of emotion-focused coping strategy, which 

is out of our focus here. 

The relationship between Spiritual Intelligence and Cognitive Resources mediated by the Mental Condition becomes evident under the 

explanation of Thakur (2015) that good mental health is determined by good spirituality. Since Spiritual Intelligence allows us to deeply 

understand life, body, mind, spirit, soul, and matter, Spiritual Intelligence is more than only individual mental ability. St ill, it is more likely 
connected with transpersonal and the self of spirit, it allows people to think beyond their conventional thought. Spiritual Intelligence also 

implies self-awareness, which affects human relationships with themselves, other people, and the earth with all beings. The dimensions of the 
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Spiritual Intelligence that may influence the Mental Condition are Meaning, Consciousness, Truth, and Inner-Directed. How an individual 

perceives the meaning of life and the consciousness of the Supreme Being improves an individual's awareness to shape themselves with the 

Truth one, and the Inner-Directed also affects an individual to align themselves to one value. 

The last of Stress Coping Resources is Perceived Stress. Since stress is a problem that appears from the gap between the individual with 
the demanding environment (both internal and external), it seems promising that Spiritual Intelligence may allow an individual to understand 

his/her self and environment (Thakur, 2015). It will enhance the apprehend of life, including stressfulness of life. It gives a clue that the 

dimensions of the Spiritual Intelligence that may affect Perceived Stress as a mediating factor to stress Coping are Meaning, Grace, and 

Peaceful Surrender. By being conscious of the meaning of life, individuals will have different perspectives of what happens in his/her life. 
Additionally, the terms of Grace that can be defined as the experiencing moment of mercy from the Supreme Being will add another insight to 

the problem. Peaceful Surrender dimension also will give a different perspective of the problem. Believing that the Supreme Being gives mercy 

and will show sovereignty over human beings in his/her life may help him/her in coping the stress and reduce the negative consequences of 

stress. 

Our model of how Spiritual Intelligence takes part in Stress Coping as human's initiatives to manage their stress is presented in Figure 1 

below. 

 

Figure 1. The Relationships of Spiritual Intelligence, Stress Coping Resources, and Stress Coping in Managing Stress 

 

 

CONCLUSION 

Stress is an unseparated part of human life. Sometimes it becomes so heavy to bear that it turns into depression. Even some stressful 

situations bring positive effects to life, but it has a sharp image as something negative and needs to be resolved. In the discussion, we argued 
that there is an opportunity in studying Spiritual Intelligence as a source of stress coping. Spiritual Intelligence is believed to have a significant 

role in improving mental health and self-efficacy as the resources of coping with managing stress. Enhancing the spiritual intelligence will 

increase the capacity of stress coping resources that in turn, will strengthen the individual in coping stress to reduce the negative consequences 

of stress. 
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Abstract  

The purpose of this paper is to examine the determinants of pro-environmental behaviour among students. This paper uses the theory of 

planned behaviour in determining the factors that lead to the pro-environmental behaviour among students. Determinants of PEB in this study 

consisted of environmental awareness, psychological factors (motivation, moral norms, perceived behavioural control, and attitudes), 

environmental knowledge and personality traits (agreeableness, extroversion, conscientiousness, neuroticism and openness to experience). 
Survey data were collected using convenience sampling from 400 students in one public university in Malaysia. Data were analysed 

descriptively (analysis of demographics), using IBM SPSS Statistics, Partial Least Squares Structural Equation Modelling (SmartPLS-SEM), 

construct validity and reliability analysis. The findings highlighted that motivation, agreeableness and perceived behavioural control were 

positively related to the practice of pro-environmental behaviour. Furthermore, the result revealed that environmental awareness, moral norms, 
attitudes, and environmental knowledge was negatively related to the practice of pro-environmental behaviour. Some of the personality traits, 

of which neuroticism, openness to experience, conscientiousness, and extraversion do not show any significant relationship with the practice of 

pro-environmental behaviour. The paper provides scope to improvise and incorporate environmental practices into the habits of the students by 

aligning their goals and university dimensions including curriculum, campus operation, research and outreach activities. The results make an 
important contribution in establishing a sustained green culture by offering a new university paradigm. 

 
Keywords: Pro-Environmental Behaviour, Environmental Awareness, Environmental Knowledge, Psychological Factors, Students. 

 

BACKGROUND 
 

One of the main challenges of the 21st century is to make human society more sustainable; it can be argued that the kernel of sustainable 

societies is the ecologically sensitive lifestyles achieved by environmental behaviors (Kollmuss & Agyeman 2002). Based on the previous 
study, many direct and indirect effects on human life, environmental management has become one of the most important social issues for 

societies (Stuart, Mudhasakul, & Sriwatanapongse, 2009). 

Green universities are expected to contribute most to sustainability as institutions (Yuan et al., 2013). In this sense, human pro-

environmental behavior (PEB) can be regarded as an important individual endeavour, as human actions are addressed and proven to be one of 
the main reasons for environmental problems (Chen et al., 2017). Lozano et al. (2015), suggested that committed universities (e.g., charters 

signed, programs, declarations) appeared to be more interested in sustainable development than uncommitted universities. Nonetheless, it has 

not yet been widely studied whether green universities contribute more than traditional universities due to sustainability results. Lozano’s 

(2015) statement implies that a university is green may remain at this level, making no efforts to green the campus or incorporating more 
environmental disciplines into the curriculum. As Nejati and Nejati (2013) stated, it may not be enough to incorporate green practices into the 

campus as part of curriculum. 

Emmanuel (2011) stated that realistically, students are one of university's largest stakeholder groups and could have a significant impact 

on sustainability. A desire is expressed to participate and support campus and beyond sustainability (Emanuel & Adams, 2011). The 

determinants of pro-environmental student behavior have also been studied by many studies (Cotton et al., 2016; Ting and Cheng, 2017).  

The study tries to answer the following research questions: 

Question 1: Does students’ environmental awareness lead to pro-environmental behaviour? 

Question 2: Does students’ psychological factors (motivation, moral norms, attitude and perceived behavioural 

control) lead to pro-environmental behaviour? 

Question 3: Does students’ environmental knowledge lead to pro-environmental behaviour? 

Question 4: Does students’ personality traits lead to pro-environmental behaviour? 
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The aims of the present study are to examine the relationship between environmental awareness, environmental knowledge, psychological 

factors, personality traits and the practice of pro-environmental behaviour among students. 

 

LITERATURE REVIEW 

Pro-environmental behaviour. Scholars have different terms to describe environmental behaviors, such as: environmentally responsible 

behaviour, environmental behaviour, environmentally friendly behaviour, and environmentally friendly behaviour. Pro-environmental action is 

a practice that harms the environment as little as possible, but it helps the ecosystem tremendously (Steg, & Vlek, 2009).  

Environmental awareness. Interpreted as environmental medium which encompasses one's perceptions, values and actions towards and 

about the world (Browne et al., 2011). The component of environmental awareness includes factual knowledge of the environment and 

environmental issues recognition (Hurst, Dittmar, Bond, & Kasser, 2013). 

Motivation. A motivated individual is energized or stimulated (De Leeuw et al., 2015). Alternatively defined as experiencing real ways of 

preserving the environment and having excess energy to act, both provide significant drivers for the motivation and ability of individuals to act 

and change (Fadeeva, Mochizuki, Brundiers, Wiek, & Redman, 2010). 

Moral norms. One's perception of performing behavior's moral correctness or incorrectness. Delaney and White (2015) suggest that the 
stronger their intentions to perform the behavior will be the perceptions of the more favorable individuals of moral correctness and moral norms 

of a certain behavior. 

Perceived Behavioral Control. Individuals who embrace a strong perceived internal behavioral control tend to believe they have the ability 

to drive the results while individuals with high levels of leadership, trust, and control are more likely to show tendencies towards PEB 
involvement than those with lower levels of ability beliefs (De Leeuw et al., 2015). Han and Yoon (2015) further argue that perceived control 

of behavior can lead to involvement in environmental activities.  

Attitude. Defined as a psychological tendency expressed by evaluating, with some degree of favour or disadvantage, the perceptions (or 

beliefs) of the natural environment, including factors affecting their quality (Milfont 2009).  

Environmental Knowledge. Defined as the ability to identify a number of environmental-related symbols, concepts and behavior patterns 

(Laroche et al., 2001). People who know more about environmental issues are more likely to behave in a pro-environmental manner, ceteris 

paribus (Oguz et al., 2010). 

Agreeableness. Deals with the behavior of an individual in interaction with others (Mondak, 2010). Better people tend to give more and 
stronger social relationships value (Mooradian & Swan, 2006). People who score highly on this trait of personality are warm, friendly, 

cooperative, helpful, and kind which in turn practices green behaviour.  

Extroversion. Highly social, cheerful, lively, optimistic, active, assertive, talkative, person-oriented, fun-loving and dominant are 

extroverted people (Ekinci & Dawes, 2009). Lower scores on this attribute suggest socialization rejection, a propensity to remain silent, and 
prudence which affect green behaviour. Extroverted people favor interpersonal relationships similar to pleasant people (Mooradian & Swan, 

2006).  

Conscientiousness. Conscientious person is responsible, organized, reliable, self-disciplined, punctual, cautious and accomplished (Singh 

& Singh, 2009). Individuals who score highly on this dimension are much more focused on accomplishing tasks (Barrick & Mount, 1991), tend 
to show effective interaction with others (Ekinci & Dawes, 2009), and want to build long-term relationships (Turkyılmaz, Erdem, & Uslu, 

2015) which stimulate green behaviour.  

Neuroticism. Associated with emotional stability to be calm, relaxed, secure and self-satisfied (Ekinci & Dawes, 2009). Neuroticism, on 

the other hand, deals with the desire of an individual to stay away from situations requiring control and a tendency to worry more and show 

lower trust levels (Freitag & Bauer, 2016).  

Openness to Experience. Common features of open-mindedness include being creative, imaginative, open-minded, curious, intellectual, 

and analytical (Erdheim et al., 2006). Open people are more open to both positive and negative experiences than closed individuals and tend to 

prefer more variety (McCrae & Costa, 2003). Closed people, on the other hand, prefer routine and familiarity (Turkyılmaz et al., 2015). It has 
been documented in several surveys that people who are highly creative and pursue diversity are more likely to adopt something new, such as 

green behaviour (Adjei & Clark, 2010).  

 

RESEARCH METHODS 

Sample and procedure 

Data collection was done in one of the public universities in Malaysia and the data were self-administered to the students between March 
2020 and May 2020. Selection of respondent is done by applying convenience sampling with total of 400 students. A total of 300 

questionnaires were returned and obtained, giving an overall usable response rate of 75 percent.  

Profile of respondents shows that 63.0% were female whereas the percentage of male is 37.0%. Majority of respondents falls under the age 

of 22 to 24 years old (70.7%), followed by the age of 19 to 21 years old (25.0%) and the least were above 28 years old (1.0%). Among the 
faculties in Universiti Malaysia Terengganu, most response comes from Faculty of Business, Economics and Social Development (FPEPS) 

which is 73.0%, followed behind is Faculty of Ocean Engineering Technology and Informatics (FTKKI), which is 9.0%, Faculty of Maritime 

Studies (FPM) of 21.0%, Faculty of Fisheries and Food Sciences (FPSM) of 18.0%, and 15.0% from Faculty of Science and Marine 

Environment (FSSM).  

Measures 
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Pro-environmental behaviour. A set of questions adapted from Blok et. al. (2015) discussed the relevant scope of the practice of pro-

environmental behaviours, such as recycling, light usage, printing and etc. Likert point of 5-point is used in gathering data, which 1-point state 

“Never” meanwhile 5-point state “Always”.  

Environmental Knowledge. Likert point of 5-point is used in deciding the decision of questions delivered to the respondents. Which 1-
point referred to “Strongly Disagree” meanwhile 5-point referred to “Strongly Agree”. Some of the questions are “I know about the problem of 

environmental pollution caused by human activities on the university premises” and “I can see with my own eyes that the environment is 

deterioting” which adapted from Safari et. al. (2018).  

Psychological Factors. Several questions that were adapted from previous articles regarding the component of psychological factors, 
which is moral norms (Ruepert et. al., 2016), motivation (Tian et al., 2019), perceived behavioural control (Swaim et al., 2013) and attitudes 

(Blok et al., 2015) were discussed using Likert point of 5-point. 1-point of Likert represents of “Strongly Disagree” meanwhile 5-point 

represents “Strongly Agree”. Questions were adapted for university purposes as to parallel with the main purpose of this studies.  

Environmental Awareness. Environmental awareness questions have been adapted from Asilsoy et. al. (2017). Likert point of 5-point is 
use in gathering data as it is simple and straight forward. With 1-point represents “Strongly Disagree” meanwhile 5-point referred as “Strongly 

Agree”. Questions like “I can briefly describe the global warming and climate change that is happening” is asked on the questionnaire to 

discover the findings.  

Personality Traits. Personality traits questions is taken from the Big Five questionnaire designed by Mayfield et. al. (2008) to measure 

every single trait. In response to each item, a 5-point Likert scale ranging from (1) Strongly disagree with (5) Strongly agreed.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Measurement Model 

First, we assessed measurement model by assessing convergent validity by observing at the loadings, average variance extracted and 

composite reliability (Hair et. al., 2020; Ramayah et al., 2018). As mentioned by Hair et al. (2020), suggested that for assessing Confirmatory 
Composite Analysis (CCA), these are the three crucial criteria to be fulfil. Based on the analysis, the loadings were acceptable, and the AVE 

was higher than 0.5 and CR was higher than 0.7. However, the second order factor PEB (AC, Drinking, Light, Printing, Recycling and 

Shopping) recorded an AVE of 0.277 and CR of 0.710, lower AVE criteria stated by Hair et al. (2020). Thus, the instruments used were valid 

and reliable.  

Analysis further assessed discriminant validity following the suggestion of Franke and Sarstedt (2019) by observing the HTMT ratio. The 

HTMT ratio should be lower than 0.90 for the lower limit and 0.85 for the upper limit. Results demonstrated that all the HTMT ratios are lower 

than 0.85, thus indicating that the measures are distinct. Both convergent and discriminant validity test confirms that the measures were valid 

and reliable.  

Structural Model 

First, 11 predictors of PEB were tested, of which motivation (β = 0.251, t = 2.458, p < 0.05), PBC (β = 0.260, t = 3.230, p < 0.01), and 

agreeableness (β = 0.132, t = 1.682, p = 0.047) were positively related to PEB while environmental knowledge, moral norms, attitudes, 

environmental awareness, extraversion, neuroticism, conscientiousness and openness to experience were found to not significant towards PEB. 

Thus, H2, H4 and H7 were supported meanwhile H1, H3, H5, H6, H8, H9, H10 and H11 were not supported.  

 

DISCUSSION 

Firstly, the significant relationship of agreeableness towards the pro-environmental behaviour implicates that a person whose tend to agree 

or accepting the opinion or views of others tend to be inclined towards the practice of pro-environmental behaviour. A person who are high in 

agreeableness tend to behave in a manner that encourages meaningful experiences with others which express how compassionate people act. 
Cooperation will stimulate people to inspire about the awareness of the climate. Warm and thoughtful persons who are conscientious about 

others can extend their caring behavior to the natural environment. 

Secondly, regarding to motivation, which express positive relationship towards the practice of pro-environmental behaviour signifies that a 

motivated person would perform eco-friendly acts more than those who does not. When individuals behave for their own self-determined 

intent, they are the dominant ones regarding their own acts and choose their own desired outcomes on how to attain them. 

Lastly, the findings showed that perceived behavioural control is associated with the practice of pro-environmental behaviour. An 

individual who has a good perceived internal behavioural regulation appears to assume that they have the power to influence the outcomes. 

Individuals with a high degree of confidence, trust, and influence are more likely to display a inclination towards PEB participation than people 

with a lower level of capacity to believe. The results suggested perceived behavioural control is crucial in stimulating a person to act pro-

environmentally.  

Today, students have become a strong medium in performing a change on the environment. Explaining the actions of 

people against the environment is one of the most important topics of environmental sociology and, of addition to theoretical  significance, 
is of functional value (Jurdi–Hage et al., 2019). To attract students as an educated class in society against environmental behaviour, we need to 

create appropriate mechanisms for the development of such actions. We need science and technical expertise to form and sustain the new 

world. If students believe that environmental concerns influence their personal lives and are responsible for the climate, foresight and self-

interest, they may have more environmental ambitions. In fact, perceived behavioural influence has a direct relationship to both intention and 
environmental behaviour. This indicates that the occurrence of environmental behaviour relies not only on behaviors and norms, but also on 

students’ understanding of their abilities to perform an action. In other words, with more power over environmental activity on the part of 

students, their purpose is more to foster environmental behaviour. 
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Knowledge and understanding are one of the most productive forests to preserve our environments. Clean climate, water and soil are at the 

root of a stable environment. Clearly, these fundamental building blocks of life are important to the continuity of life, and must be provided for, 

maintained and improved. Because awareness is what makes people aware of the need for every action and can create much-needed funding for 

that operation, no initiative can be a success. Environmental education was in fact vague as humans engaged with the world around them and 

encouraged their children to do the same. 
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Abstract  

The study seeks to investigate the impact of organizational justice on organizational citizenship behavior and to what extent perceived 
organizational support moderates the relationship. The data was collected from 281 employees of banking sector for data analysis. The 

resulting outcomes displayed that organizational justice was significantly associated with organizational citizenship behavior as well as 

perceived organizational support moderates the relationship between them. The study depicts that implementing organizational justice 

approaches will enhance employees’ morale and work efficiency. This research may be useful for academic and management perspective of 
banking organizations as it may help the managers and policy makers to establish the organizational justice to improve organizational 

citizenship behavior. Nonetheless, the managers have to develop the mechanism of support through which employees perceived it  as positive 

behavior. 
 
Keywords: Distributive Justice, Organizational Citizenship Behavior, Organizational Justice, Perceived Organizational Support, Procedural Justice  

 

BACKGROUND 

In the organizations, the antecedent towards motivated behaviors has been the popular interest among the scholar to understand it 

(Temminck, Mearns, & Fruhen, 2015). It was not limited to understand it but also made progress in identification of antecedents, specifically 
the task performance in job contextual (Motowildo, Borman & Schmit, 1997; Yousaf, Yang & Sanders, 2015). The questions is still exists that 

what are the causes in which individuals have to take actions beyond their job requirements which are formal or informal. Katz (1964) termed 

spontaneous behaviors as the engagement of employees in unrestricted behaviors, apart from their formal job performance which also 

contributes towards the overall organizational effectiveness. Much of the scholarly interest believes that the efficiency and effectiveness of the 
organizations is improved by the organizational citizenship behavior (OCB) (Organ, Podsakoff & MacKenzie, 2005). The important area of 

organizational behavior in research is the study of justice perceptions because of its relationship to relevant individual and organizational 

outcomes (Cohen-Charash & Spector, 2001). The concept of justice in literature highlighted a positive impact on organizational behavior. 

Therefore, it is important to understand how employees respond on this issue, especially to develop an understanding of organizational 

behavior (Taheri & Maleki, 2012).  

Furthermore, the great anxiety is also seen within the organizations among the employees because of injustice which may be incidental 

(Piccoli, & De-Witte, 2015). The initial point for this study is from above background suppose that the injustice in organization in the form of 

distributive, procedural, information and interpersonal will also increase dissatisfaction with the organizational support which results non-OCB. 
Thus, this research study seeks what are those salient contextual factors that are likely to predict employee’s OCB and interaction of perceived 

organizational support?   

The pervious study recommended that it is important to check the effect of all dimension of organizational justice simultaneously on OCB 

(Ghosh, Rai, & Sinha 2014).  Furthermore, it was recommended that the moderation effect of perceived organizational support, the 
organizational justice was well accepted intermediate (Gelens, Dries, Hofmans & Pepermans, 2013; Jehanzeb & Mohanty, 2019). This study 

has examined the concepts under the theory of social exchange (Biswas, Varma & Ramaswami, 2013). Shen et al. (2014) identified that many 

studies have been done to identify the antecedents of organizational theories. So, our objective is to check whether to what extent the perceived 

organizational support moderates the relationship (Aguiar-Quintana, Araujo-Cabrera & Park, 2020; Hameed Al-ali, Khalid Qalaja & Abu-

Rumman, 2019; Jehanzeb & Mohanty, 2019). 
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LITERATURE REVIEW 

Organizational Justice  

In an organization, peoples are treated as social beings and therefore they have to create environment in which they can interact with each 

other socially (Coetzee, 2005). Distributive justice is one of the justice types and it is originated on the basis of motivation theory which is 

termed as equity theory (Adams, 1965). According to theory, the comparison of output with input ratios with others made by individuals. To 

exert more or less efforts decided among the individuals or might change perceptions of input or output as a result of comparison. Scholars 
tested the distributive justice towards the outcomes with perception of fairness in the allocation resources and decision for the practices of 

recruitment, appraisal and rewards (Adams, 1965; Neihoff & Moorman, 1993, Colquitt, 2001). The examination of the prospective association 

between job performance, organizational justice and organizational commitment in a developing country was tested by Suliman and Al-

Kathairi (2012). It also focused on the perceptions of justice / fairness at the workplace and experiences and in addition it was also tested that 

how organizational commitment and job performance were predicted by these perceptions.  

The importance of procedural justice is explained by two theories. First is by Thibaut and Walker (1975) as control theory, desire of 

individual to control what is happening to them. Individuals prefer to make them as member of decision process when procedure is important 

for them and have important consequences. Similarly, in interactional justice, employees evaluate how they are treated in an organization, 
specifically by coworkers and superiors with respect (Crow et al. 2012). Thus, interactional justice deals with the processes of interpersonal 

quality and handling with individuals as well as to what degree causes are explained behind the outcome (Bies & Moag, 1986).  

Organizational Citizenship Behavior 

In the individual behavior, OCB refers to promote the effective and efficient functionality of an organization and it is discretionary not 
directly or explicitly recognized by the formal reward system (Organ et. al., 2005). OCB is referred as pro-social behavior of an individual in 

the organization which is not the requirement of their official job and included in job description and reward systems (Nur & Organ, 2006). The 

relationship between the organizational justice and OCB was tested by Choi, Moon, Ko and Kim (2014). In addition, the mediating effect of 

organizational identification is tested in between. Cheung & Cheung (2013) examined the relationship of informational and interpersonal 
justice on OCB and tested the effects whether and how perceived organizational support (POS) mediates in between them. To increase the 

OCB among the employees, the magnitude of organizational formal processes and procedures is to be established and implemented transparent 

in order to evaluate the outcomes of service employees (Yung Chou & Lopez-Rodriguez, 2013).  

Perceived Organizational Support 

Perceived organizational support is the termed as the global beliefs of the employees which are concerned to which extent organization 

value the contributions and wellbeing (Eisenberger et al., 2001). Employees took care about their organization and treat it well when the 

organization treats them good because on the base of reciprocity norms the general obligation is created (Eisenberger et al., 2001). With 

reference to the results of Manogran, Stauffer and Conlon (1994) and Masterson, Lewis, Goldman and Taylor (2000), this research proposed 
that perceived organizational support may moderate the effects between organizational justice and OCB. Although perceived organizational 

support is indicative of a worker’s social exchange relationship with their employing. Moreover, an individual’s feeling of obligation 

underlying perceived organizational support is based on a history of organizational decisions and some of which were made by that individual’s 

immediate supervisor (Wayne, Shore & Liden, 1997). However, it can be stated that the justice can be the better predictor of OCB. The more 
OCB and harmony with social exchange will be responded by the employees when they perceived fairness in working environment. The above 

statements from literature is thus to enable creating theoretical framework and hypothesis. 

H1: Perceived organizational support moderates the relationship between distributive justice and OCB. 

H2: Perceived organizational support moderates the relationship between procedural justice and OCB. 

H3: Perceived organizational support moderates the relationship between interpersonal justice and OCB. 

H4: Perceived organizational support moderates the relationship between informational justice and OCB. 

 

METHODS 

The primary data was collected through self-administered survey by using convenience sampling under non probability sampling 
technique. The response of 281 individual employees from the private banks of Pakistan out of 500 distributed questionnaires. The respondents 

were asked to mention the minimum work experience and having less than 2 years of experience are excluded from the study. Most of the 

respondents were found in between 3 to 5 (62%) years of work experience, male was 125 and female respondents were 156. The 55.5% were 

the female and age group was 25 to 30 years (61%). Similarly, 31 to 35 age group was 31% and 36 to 40 were 8%. 

5 items for the distributive justice, 6 items of procedural justice, 4 items of informational justice and 5 items of interpersonal justice were 

adapted from Neihoff and Moorman (1993); Colquitt, Conlon, Wesson, Porter and Ng (2001). 7 items for the OCB were adapted from Organ 

(1990). 6 items for the perceived organizational support were adapted from Eisenberger, Huntington, Hutchison and Sowa (1986). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The correlation analysis was used to see the inter relationship of the variables. In this study, the overall correlation values of all variables 

were significant at the level of (p = 0.01). Table 1 shows that OCB and perceived organizational support shows a correlation value of (r = 

0.277) and similarly, the correlation values of independent variables with OCB was between (r = 0.322) and (r = 0.387) which shows that the 

relationship is moderate as well as significant at (p = 0.01) level. 

Table 1         

Variables Mean Std PJ DJ IntpJ InfJ POS OCB 

PJ 3.116 .894 1      
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DJ 3.222 .758 .685** 1     

IntpJ 3.298 .707 .630** .603** 1    

InfJ 3.351 .717 .246** .097 .315** 1   

POS 3.148 .666 .182** .124* .127* .163** 1  
OCB 3.461 .624 .387** .375** .322** .362** .277** 1 

* Correlation is significant at the 0.05 level (2-tailed). 

** Correlation is significant at the 0.01 level (2-tailed). 

 

From Table 2, the regression was applied in order to see that the procedural justice, distributive justice, interpersonal justice and 

informational justice directly affect the OCB. The results depict that all the hypotheses are supported as p-value is less than 0.05.  

Table 2: Regression Analysis IV’s and DV 

 Independent B SEB  T P- value 

H1 PJ .326 .047 .387 4.005 .000 

H2 DJ .289 .043 .375 6.754 .000 
H3 IntpJ .261 .046 .322 5.674 .000 

H4 InfJ .307 .047 .362 6.492 .000 

Dependent Variable: OCB, R2 = 0.150 

For moderation, the procedure defined by Baron and Kenny (1986) was used in this study. Table 3 results found that the all the hypotheses 

found significant. The value of R square is (R2 = 0.168) which shows an increase in the value of R square from (R2 = 0.150 to R2 = 0.168) due 

to the moderation effect of perceived organizational support. 

Table 3: Moderating Effect of Perceived Organizational Support 

Predictor  

Step 1  

(IV→DV) 

Step 2  

(IV→MV) 

Step 3  

(IV*MV→DV) 

Procedural Justice 

 0.387 0.182 0.410 

T 4.005 3.085 7.502 

P- value 0.000 0.000 0.000 

R2 0.150 0.033 0.168 

     

Distributive Justice 

 0.375 0.124 0.427 

T 6.754 2.083 7.885 

P- value 0.000 0.000 0.000 

R2 0.141 0.015 0.182 

     

Interpersonal Justice 

 0.322 0.127 0.391 

T 5.674 2.146 7.105 

P- value 0.000 0.000 0.000 

R2 0.103 0.016 0.153 

     

Informational Justice 

 0.362 0.163 0.410 

T 6.492 2.767 7.518 

P- value 0.000 0.000 0.000 

R2 0.131 0.027 0.168 

Dependent Variable: OCB 

The results are in line with the previous studies Erkutlu (2011) and Chon and Embi (2012). Erkutlu (2011) stated that the procedural 
justice plays an important role in practicing for perceived fairness in procedures used to evaluate outcomes. Chon and Embi (2012) stated that 

employees consider unfairness when they are not treated according to the procedures. The findings elaborated importance of procedural justice, 

as they are source of anxiety, frustration and deviation from the work behaviors. These work behavior especially which are informal are 

impacting on the outcomes of organizations. Our results further highlighted the needs to re-evaluate the procedure of reward and promotion 
model because it will have a positive or negative impact for individual behavior. The second hypothesis results are in line with the previous 

studies Gupta and Singh (2013) and Choi et al., (2014). A positive relationship exists between distributive justice and OCB level. The main 

objective was to investigate the employee’s perception about organizational justice and OCB. The impact on OCB was found significant 

because employees tends to participate and seeks feedback before making decisions when they feel organizational justice exists.   

The H3 results depicts that stronger relationship between OCB and interaction justice occurs when the organizations give higher respect to 

their employees (Cheung et al., 2013; Erkutlu, 2011). According to Cheung et al. (2013), employees have a positive effect related to the 
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extrinsic career success that wishes more initiative within their profession by seeking respect. The H4 depicts that the integration of justice with 

OCB theoretically distinguish in literature by its unique effects of informational justice (Cheung et al., 2013; Gupta & Kumar, 2012). A 

positive relationship exists of informational justice on goal orientation and OCB level. The results also draw attention towards the 

informational justice as compared to the other perceptions of justice. Because deficiencies in other justice perception found, employees can be 

remained loyal and pleased if the honest and sufficient information about their failure/success is provided. 

The results also contribute as empirical evidence, under the perceived organizational support and organizational justice.  The organizations 

can be a key activator of OCB which thereby will promote individual initiatives. Moorman, Blakely and Niehoff (1998) found perceived 

organizational support as the successor of procedural justice and it is also shown as significant successor by Cho and Treadway (2011). It is 
important to hear the opinion with respect and dignity to develop the feelings inside the employees that they are valued employees because 

their contribution is significant. It is also important for the managers and organizations to understand that what kind of support employees 

perceived from the organization which can satisfy presence. The results of this study are also in line with the previous research for the 

significant role of POS (Riggle, Edmondson & Hansen, 2009), it is a strong mean through which behavioral and attitudinal outcomes can be 

influenced. Employees who receive support from the organization they perform beyond their performance and tasks. 

Theoretical Implications 

The research acts as an objective because it enhances the literature of perceived organizational justice as a consequence of the OCB and 

perceived organizational support. The paper is unique of its kind because it focuses on the both psychological and behavioral outcomes together 
of OCB which take the literature far ahead from the traditional approach of behavior related outcomes. The paper is unique as it has explored 

the emergence of the perceptions of perceived organizational justice, perceived organizational support in minds of employees as an outcome of 

OCB. Not only has this, but it has also verified the effect of perceived organizational support on OCB which is no doubt a valuable addition in 

the literature. The affirmation of moderation of perceived organizational support has opened many ways for the exploration of factors 

influencing the OCB. 

Practical Implications 

The result shows that employees in the banks are given adequate feedback on their performance and training is to be given on their weak 

areas will enhance the organization citizenship as managers are perceived as control for the reward of employees. Our results are in line with 
the previous study of Cheung et al. (2013). The results of our study highlighted the importance of informational justice because the limited 

studies are available on the information justice. Our results indicate that employee of bank give more importance to the informational justice as 

compared to other justice perceptions. The highest mean value and higher variation in the beta value verified the importance of informational 

justice as compared to other justice perceptions. The research has brought to light that organizational justice dimensions impacts the OCB 
which can help the banking sector to undertake such type of practices so as to impact the OCB level to the maximum extent. This can also aid 

the management to improve the quality of work, retention and behaviors of employees by incorporating in them which can lead to the 

enhancement in the effectiveness of the organization. Thus, managers can focus on the root causes that produce certain behaviors and promote 

desirable behaviors in organizations. 
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Abstract  

This study aims to identify factors that could predict pro-environmental behavior among employees in the workplace. Eighty-four employees 
working in one organization in Terengganu completed a survey from January – February 2020. Data were drawn using a cross-sectional design. 

We found that, as anticipated, green self-efficacy positively affected pro-environmental behavior. The effect of environmental commitment, 

environmental consciousness, green lifestyles, and green human resource management is insignificant. The findings of this study have various 

managerial implications for green organizations. The results make an important contribution in establishing a sustained green culture by 
offering a new organization paradigm. 
 
Keywords: Environmental Commitment, Green Human Resource Management, Green Lifestyles, Green Self-Efficacy, Pro-Environmental Behaviour  

 

INTRODUCTION 

By referring to the goals of the 2030 Agenda of sustainable development, Goal 12 mentioned “Responsible Consumption and Production” 

which aiming in increasing the awareness of sustainable development towards people around the world and at At the same time, promoting a 

healthy lifestyle (UN, 2015). Last four decades, researchers have examined the negative impact of the human race towards the capability of 

Earth (Blok et al, 2015) and it has been recognized with the increasing water pollution, land, and air resources plus the decreasing of nature 
resources is triggered by human behavior (Lehman and Geller, 2004; Blok et al, 2014). Protecting the environment through human activities are 

being called as “pro-environmental behavior”, “green behavior”, “environment-friendly behavior”, or “low-carbon behavior” (Koger and 

Winter, 2011; Fu et al, 2017). Kollmuss and Agyeman (2002) has defined PEB as the behavior that is  being performed to minimize the the 

negative impact of human activities on the surrounding. Numerous researches have been done to describe similar types of sustainable or PEB 
but those are only focused on reducing the bad impact of human behavior towards the environment (Blok et al, 2014). The fact that the 

participation of employees for the majority is indeed complicated. It is because PEB is not compulsory but a voluntary action instead. When 

those behaviors are being explored for household, shockingly it is not much for the workplace even though they do exist (Wesselink et al, 

2017). For some empirical research report that the behavior of employees concerning corporate greening is connected to pollution hindrance, 

efficient environmental management systems and green innovations but the exact character for the involvement stays unsure (Wesselink et al, 

2017). According to Yuriev et al. (2018), there is no definite concept of PEBs for employees but, Saeed et al (2018) has described the meaning 

as the eagerness in engaging with pro-environmental activities which been recognized in literature such as printing double-sided, avoiding one-

use cups, reducing waste, helping organizations to execute green strategies and generating ideas to keep the Earth from environmental 
problems. Employees PEB is important in promoting environmental performances (Vicente-Molina et al, 2013) and the fact that their 

participation in addressing those issues and involving at the same time can be a good strategy to be an environmental responsible organization 

besides improving the performance of the environment (Saeed et al, 2018). 

Lo et al. (2012) shows that significant differences do exist for energy-saving behavior in and out of the office. Norton et al (2015) stated 
that some of the PEB obstacles faced are related to individual characteristics while others are due to organizational settings. Because of that, the 

question has been raised of which actual factors that have an influence on sustainable behavior and how to enhance the behavior more. 

 

HYPOTHESES DEVELOPMENT 

Environmental commitment and pro-environmental behavior. 

According to Afsar and Umrani (2020), environmental commitment is characterized as a state of mind, internal temperament, and 
psychological condition that represents an individual's sense of duty and obligation to the environmental environment. Employees with this 

enthusiasm deed are favorably likely to engage with pro-environmental activities and at the same time can help influence the other employees 

to act in the same way. When the employees are being inspired by this sort of commitment, they would volunteer to perform PEB without 

being told by the managers or higher-ups. Furthermore, Ito et al., (2020) provide evidence that environmental commitment has significant on 
pro-environmental behavior. Thus, as highlighted by Afsar and Umrani (2020) indicating in their study that when people think their company is 
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socially conscious, they are proud of it, which in turn contributes to a greater commitment to the organization. Thus, below hypothesis is stated 

as:  

H1:       Environmental commitment will have a positive effect on influences pro-environmental behavior 

Environmental consciousness and pro-environmental behavior 

Environmental consciousness is the interests and concerns (Jain et al, 2020).  Bittar (2018) highlighted that past literature has theoretically 

mentioned about the environmental-related factors that can foresee human behavior. Based on Norm-activation theory (NAT) is proposed that 

when people see others experiencing environmental issues, they would feel the need to help and make decisions consciously on the 

environment. Employees might feel responsible when the company is having trouble managing the issues related to the environment and might 
offer themselves to gives out initiatives in solving the problems. Consequently, other views regarding the environment and the perceived value 

of environmental impacts will make us more sensitive to environmental knowledge (Golob and Kronegger, 2019). Therefore, we proposed the 

following hypothesis: 

H2:       Environmental consciousness will have a positive effect on pro-environmental behavior. 

Green lifestyle and pro-environmental behavior 

People can opt-in adopting green lifestyles seeking for satisfactory, simplicity and sustainable consuming while being a part of the green 

economy (Binder and Blankenberg, 2017). This illusion happened because within a tight framework of the economic standard with higher 

income and higher spending consumption that associated with higher well-being, deducting the expenditures to live in sustainable ways is 
considered sacrifice and loss for the people (Brown and Kasser, 2005). This can be one of the reasons why employees or individuals having a 

hard time volunteering in engaging with PEB at the workplace or even a household. Furthermore, Fraj and Martinez, (2006) indicated that 

lifestyle has a direct impact on environmental behaviors. We subsequently postulate the following hypothesis: 

H3:          Green lifestyle will have a positive effect on pro-environmental behavior. 

Green self-efficacy and pro-environmental behavior 

Self-efficacy is being conceived as a mechanism that can affect pro-environmental spillover, an effect where commitment with PEB can 

increase the probability to commit at other PEBs (Lauren et al, 2016). In promoting PEBs, many studies aim to recognize environmental 

beliefs, value, self-efficacy or effectiveness can influence the behavior of people environmentally (Huang, 2016). Self-efficacy reflects the 
confidence one has in one's ability to exercise control over one's motivation, behavior, and social environment (Pradhan et al., 2020). 

Therefore, we deem it appropriate to hypothesize; 

H4:       Green self-efficacy will have a positive effect on pro-environmental behavior. 

 Green human resource management and pro-environmental behavior  

According to Anwar et al., (2020), green HRM is the incorporation of environmental consciousness in the overall HRM recruiting, 

teaching, awarding and growth phase of a green workforce that respects and supports environmentally sustainable principles, activities, and 

initiatives. Furthermore, Saeed et al., (2018) indicated that green HRM activities promote employees' green/environmental understanding and 

improve their actions to build pro-environmental habits in their personal and professional lives. A formalized and publicly articulated collection 
of green HRM practices and policies clearly shows the dedication of the organization to becoming green to its employees and would 

undoubtedly result in the employee behaving in line with the green policies of the organization (Dumont et al., 2017).  Based on the arguments, 

we hypothesize that: 

H5:       Green human resource management will have a positive effect on pro-environmental behavior. 

 

METHODS 

Research setting and participants 

This study was conducted in one organization in Terengganu. We used a convenient sampling technique to collect data from employees 

working at different levels and departments. The employees were asked to rate all the measures included in the questionnaire. A total of 150 
questionnaires were distributed in the organization. Out of 150 questionnaires distributed overall, 84 usable responses were received, for a 56 

percent response rate.   

Measures 

Pro-environmental behavior: The construct was adapted from Blok et al. (2015). The measure had 26 items, based on a six-point scale 

from 0 (“not available”), 1 (“never”) to 5 (always). 

Environmental commitment: The environmental commitment scale developed by Raineri and Paille (2016) was used for this study. The 

measure had eight items, based on a five-point scale from 1 (“strongly disagree”) to 5 (“strongly agree”).  

Environmental consciousness 

The environmental consciousness scale developed by Ahmad et al. (1998), Naffziger et al. (2003), was used for this study, each rated on a 

5-point scale (1=strongly disagree, 5 = strongly agree). 

Green lifestyle: This variable was measured with the seven-item scale developed by Pickett-Baker and Ozaki (2008). It was measured on a 

5-point Likert-type scale ranging from (1) never to (5) always.  

Green self-efficacy 

Green self-efficacy was measured with six items adapted from the work of Chen et al. (2015). The items were rated on a 5-point scale (1 = 

strongly disagree, 5 = strongly agree). 
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Green human resource management: Six dimensions were used to measure Green HRM practices, these measurement items were adapted 

from Jabbour (2011) and Yong and Mohd-Yusoff (2016). A 5-point Likert-type scale ranging from (1) not at all to (7) to a very great extent, 

was applied to answer each item. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Measurement Model 

   As suggested by Hair et al. (2020) we used loadings, average variance extracted (AVE), and composite reliability (CR). The suggested 

cut off values are loadings should be ≥ 0.7, AVE ≥ 0.5 and CR ≥ 0.7 (Ramayah et al., 2018). All the loadings were ≥ 0.7, AVE ≥ 0.5 and CR ≥ 
0.7 indicating that the measurement had sufficient convergent validity and reliability. We assessed, t-values, p-values, and VIF, there was no 

issue of multicollinearity as the VIFs were lower than 5 (Ramayah et al., 2018). Next, we assessed discriminant validity by following Franke 

and Sarstedt (2019) if the HTMT ratios are lower than 0.85 or 0.90 then measures are distinct. All the HTMT ratios are lower than 0.85, thus 

clearly understood that we have 6 distinct constructs. 

Structural Model 

For the testing prediction of variables, The R2 was 0.557 (Q2 = 0.509) which indicated that the predictors could explain 55.7% of the 

variance in Pro-environmental behavior. Only Green Lifestyle (β = 0.594, p< 0.01) was positively related to Pro-environmental behavior while 

the other 4 predictors were not significant. Thus, only H4 was supported while H1, H2, H3, and H5 were not supported. 

 

DISCUSSION  

The results found that the role of green self-efficacy is positively related to pro-environmental behavior (Choong et al., 2019). On the other 
hands, our finding is not wholly consistent with these previous studies. The findings of the positive effects of environmental commitment on 

pro-environmental behavior were consistent with previous scholars’ findings (Afsar and Umrani, 2020). The findings of this study also 

revealed that if an individual does not have a strong moral commitment to a pro-environmental action, he or she is unlikely to see it as essential.  

Environmental consciousness was claimed to be a significant predictor of pro-environmental, this study found that the influence of 
consciousness was below expectation. This is different from the findings of some studies (Cheema et al., 2020). Result of green lifestyle was 

not supported and not consistent with (Binder and Blakenberg 2017) which shows a green lifestyle influence on PEB. In the same way result of 

GHRM on PEB not supported and consistent with Saeed et al., (2018). 

Although, rational logic suggests that individuals with high environmental commitment, environmental consciousness, green lifestyle, and 
green human resource management tend to engage in pro-environmental behavior (Tabernero and Hernandez, 2011). Surprisingly, our study 

did not approve of this notion, as environmental commitment, environmental consciousness, green lifestyle, and green human resource 

management did not influence pro-environmental behavior. The reasons behind this contradictory finding may be that the individual level of 

commitment, consciousness, lifestyle, and human resource management to protect the environment is weak. Consequently, employees in the 

study organization assume that they are not a concern for environmental protection.  

The results so far have been promising several practical implications. This study focused on only one organization, nevertheless, this study 

has pertinent contributions to other organizations including private organizations (Cheema et al., 2020), diverse industry sector (Saeed et al., 

2018), marketing companies (Ito et al., 2020), schools (Choong et al., 2019) and higher education institutions (Fawehinmi et al., 2019). 
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Abstract  

The utilization of the agile method has begun to reach outside of the information technology field to gain competitiveness and improve 
capabilities. However, the agile method’s adoption comes with a myriad of challenges if the organization is not prepared. Here the commonly 

named reason is from cultural issues. This paper would like to address the cultural issues and mapped the issues to Schneider’s culture model. 

Schneider’s culture model classified the organization’s culture into the four-core culture: control, collaboration, competence, and cultivation. 

Each culture has its merit and disadvantages, and no hierarchy between each culture. In an organization, there would be a core culture and 
supporting culture. And the further it is from the center of the organization, the varying cultures that existed. Through an integrative literature 

review of systematic literature reviews and grounded theory papers, the research identified eight challenges related to culture: psychological 

safety, collaboration, competitiveness, restrained autonomy, controlling behavior, team culture, excess autonomy, and change resistance. 

Furthermore, the research shows that control culture dominantly engenders the agile transformation challenges. Followed by both collaboration 
and competence in an excess situation and lastly cultivation culture with no identified cultural challenge  

 
Keywords: Agile, Challenges, Culture, Transformation, Organization  

 

BACKGROUND 

From only utilized in the information technology industry, the agile method has started to reach its wide adoption in other fields as a way 

to gain competitiveness and to improve innovation capabilities.1, 4 Since the world is rapidly changing and impacting the market environments 

of the last decades.2 However, with the prospect that enables corporations to do a transformation is not a smooth sailing journey.  

Numerous research has identified challenges in agile transformation, especially in large organization.1-5 Key challenges were identified in 

agile transformation such as inter-team coordination, middle management meddling in an agile project, lack of collaboration with the customer, 

and resistance to change.1, 4,5 Furthermore, according to Rebentisch, implementation of agile often encounter cultural issues.2 Not only that, 
another research views that agile transformation will encounter human-related challenges, namely behavior, roles, and responsibility due to the 

nature of agile focusing more on people and interaction rather than process and tools.3 Even though several works of literature are emphasizing 

in cultural challenges, they rarely specify the types of organizational culture that contributed to such challenges. 

On the other hand, prior research on agile culture also has been conducted thoroughly. Among the variety of research Schein’s model, 
Competing Values Model (CVM), and Hofstede’s cultural dimension have been researched intensively.2 In 2011 Tolfo constructed ideal agile 

culture by contrasting three samples of agile organizations using Schein’s cultural model.8 Iivari argued that agile could not be allocated to a 

single cultural type in CVM.6 This finding is supported by the work of Othman who suggested that three out of four cultures promote the 

acceptance of agile.7 The three cultures are group, development, and rational cultures.7 Lastly Siakas and Siakas based their research on 
uncertainty avoidance and power distance of Hofstede’s cultural dimension. Here the finding shows that a low presence both dimensions will 

advance an “agile professional culture.”9 Similarly, the research on agile culture only identified the culture of agile on companies that have 

successfully or existing with agile cultures but not otherwise.  

With the gap in the lack of cultural identification in agile transformation challenges’ research, the objective of this research is to conduct 
an integrative literature review article where agile transformation challenges mapped in a culture model framework. This is significant for an 

organization undergoing an agile transformation that if they encounter the challenges, they can strategize to conduct a culture transformation 

towards a compatible culture. Not only that, but it can also be part of the cultural readiness of an organization for the introduction of agile 

methods. The chosen framework would be the Schneider culture model in which it has four distinct different cultures: control, competence, 
collaboration, and cultivation. This model was chosen because other models such as CVM, Hofstede’s cultural dimension, and Schein model 

are often researched. The research questions and objective are as follow: 

RO1: To compile agile transformation’s challenges related to the cultural issue 

RO2: To map agile transformation challenges and identify core culture that engenders identified challenges. 
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RQ1: Which agile transformation challenges are related to the organization’s cultural issue? 

RQ2: Which core culture engenders the identified agile transformation challenges 

 

LITERATURE REVIEW 

Transformation defined as a significant change in nature, form, or function. This means that an organization going through a 

transformation will become an entirely new company with significant differences with its former self. This can mean its business model, the 
way it operates, culture, and other aspects of the company. To do agile transformation is somewhat different from adopting agile. Adoption 

means adopting how to do things with the agile tool, while transformation is about changing from non-agile to agile, including the mindset, 

value, and method, which aggregated into the agile culture.1, 3,10 Furthermore, agile transformation is expected to be carried as a long-term 

transformation rather than a short term.1, 3 

Organizational culture may simply be defined as the way an organization does to succeed.18Another view of culture is Hofstede’s 

depiction of a culture where it is a set of values at its core that are carried out by collective actions called rituals, which are embodied by 

cultural leaders called heroes and promoted characteristics such as objects, words, or condition, summarized as symbols. Core culture defined 

as the innermost part of the organizational culture, its nucleus. The more organization succeeds in the adopted culture, the stronger the 
commitment gets in adopting the core culture. The further it is from the core culture, such as sub-divisions, there are varieties of other sub-

culture. The sub-culture can exist as long as it supported the core culture.18Below are brief explanations of each four core culture according to 

William Schneider.18 

Control culture 

Control culture is driven by the motive of power. Control culture abhors feeling vulnerable. It always occupied on how to remove 

vulnerability and to overcome any sign of it. It quickly suppresses discontentment or any kind of disruption. It tries to eliminate other 

competitor and aim to be the single product, service, or technology. The environment is heavily structured. 

Collaboration culture 

Collaboration culture is driven through affiliation motive. It is to establish, maintain, and restore a positive affective relationship with 

others. Collaboration culture is natural in building and utilizing diversity. Commitments are held to the individual not only in the organization 

Collaboration culture also works with its customers principally by forming a partnership. A key to collaboration culture is people’s interaction. 

And it emphasized on building trust and where trust can flourish 

Competence culture 

The motivation behind this competence culture is based on achievement. Members of the organization strive and compete with each other 

and responsibility is personally held as well as achievement. It has a great deal of ingenuity and creativity, but life is more impersonal than 

personal. People in this culture are often more intense, high-strung, present a sense of urgency, and hardly satisfied.  

Cultivation culture 

People under this cultivation culture motivated based on Abraham Maslow of the need for self-actualization or growth. Success is defined 

as a way to provide conditions where people can grow, develop, and strive to accomplish the primary purpose. People are given considerable 

personal freedom and autonomy and provided with opportunities to explore, discover, and experiment. Cultivation culture treats its customer as 
a higher purpose, where it strives to realize the possibility and potential to fulfill the customers and constituents. Relationships in this culture 

are flexible, free-flowing, and built on top of trust and commitment. 

The Schneider culture model has resemblances and differences with other cultural models. The first similarities are with Harrison’s model 

of culture in 1972, where he also divided it into four primary cultures, which are: power, role, task or achievement, and support cultures. The 

difference with the Schneider culture model is the absence of a culture that represents cultivation culture in Harrison’s model of culture. The 

second culture, a prominent one, is by Robert Quinn competing value model. Here the author stated a full agreement with the model created by 

Robert Quinn and some nuances in sub-areas. The competing value model has four primary cultures, which are: hierarchical, consensual, 

rational, and ideological.  

 

METHODS 

This paper used an integrative literature review to answer the research questions. An integrative literature review is a form of research that 

reviews, critiques, and synthesizes representative literature on a specific topic in an integrated way. Hence a new framework and perspectives 

on the topic are generated.13 The research was conducted by following the guidelines presented by Torraco.13 

To start with, keywords such as “agile,” “transformation,” “scaling,” “adoption,” and “challenges” were identified as strings to be 

searched in Google scholar database. Then, discarding criteria were used to filter irrelevant literature. Only accepting systematic literature 

review or grounded theory paper, published after 2016, using the English language, and published in a reputable journal are used as discarding 

criteria. For retaining criteria, this research kept literature with cultural challenges. Thirty pieces of literature were filtered and narrowed down 

to 7 works of literature.  

The next step was to scrutinize the literature and identify the challenges of agile transformation. The author identified and classified 

challenges from the seven works of literature. The author then discarded the non-culture challenges from the list of agile transformation 

challenge.  

Cultural challenges were selected based on the characteristic of organizational culture: underlying assumptions and beliefs, attitudes, 

values, norms, morals, models of behavior, customs, rituals, practices, habits, specific languages, ideas and symbols, heroes, art, artifacts, 

knowledge, and technology. The author then considered other challenges that do not belong to the criteria above as technical challenges. 
Encountered technical challenges are lack of training, lack of coaching, and mismatched between agile project and enterprise architecture. After 

that, the author aggregated the identified challenges into a similar theme of challenges that represent the whole.  
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Lastly, the author plotted the challenges to the Schneider culture model. The process was done by comparing and contrasting the 

characters of each core culture with the identified challenges. 

ANALYSIS OF FINDINGS AND DISCUSSION 

Challenge related with culture in agile transformation 

From the analyzed literature, eight main challenges related to culture in agile transformation. Table.1 shows the list of agile challenges and 

the literature it exists. Some challenges were consistently appearing, while others are not. The majority of the literature shows that 
psychological safety and collaboration challenges are issues in agile transformation. While only a few of the literature stated that have 

collaboration culture change resistance and excess autonomy, it might be because of how agile emphasizes collaboration and autonomy; hence, 

the excess of it, which turns into challenges, was overlooked. 

 Each challenge listed in the table is an aggregation of challenges, which can be represented by a theme. The psychological safety theme is 
an aggregation of challenges like trust issues, transparency issues, hiding impediments, limited communication flow, and career consequences. 

Psychological safety defined as an environment where people are comfortable expressing their concerns and mistakes without fear of 

embarrassment or retribution.17 Collaboration challenge is where it aggregates issues that corresponded to interaction activity in an 

organization to achieve a specific goal. Here the challenges are inter-team coordination, coordination with a cross-functional team, and 
customer collaboration.  Competitiveness emphasizes how people would not want to collaborate due to the nature of competition. Here the 

issues aggregated are the absence of team performance recognition, perception of flatter hierarchy in agile hence increase competitiveness in 

dwindled higher position and lack of knowledge sharing due to competitiveness. Restrained autonomy’s main issue is how the limitation put to 

groups from external factors such as inhibited continuous improvement, inhibited self-organization, presence of policing and absence of 
supporting manager, lack of trust to the team by management, decisions made not by the team. Controlling behavior is about the challenges that 

are related to how management keeps control. Highlighted issues are micromanaging management, top management interference, office 

politics, territorial division, and resisting a self-organized team to retain control.  The sixth, seventh, and eighth themes are quite self-

explanatory as they only represent a single item in each of the challenges. However, they do not belong to any of the other themes but exist as 

cultural challenges in agile transformation. 

 

Table 1. Agile transformation challenges presence in literatures 

Challenges 
Literatures 

L1 [3] L2 [14] L3 [1] L4 [15] L5 [16] L6 [11] L7 [19] 

1.Psychological safety V V V   V V   

2.Collaboration challenges V V V   V V V 

3.Competitiveness     V V   V   

4.Restrained autonomy       V V V V 

5.Controlling culture behavior V V V V V V   

6.Team culture change resistance       V       

7.Excess autonomy           V   

8.Competence culture change resistance   V V V V     

 

Mapping of agile challenge related with culture to Schneider culture model 

The research mapped the challenges after indexing the challenges and aggregating them. The author then plotted each theme to its 

respective core culture. Here, the book “The Reengineering Alternative: A Plan for Making Your Current Culture Work” was used to reference 

each culture’s characteristics. Figure 1. Shows that majority of the issues are related to the control culture; some of the issues are related to 

competence and collaboration culture, while none of the issues detected is related to cultivation culture. The following paragraphs discussed the 

reasoning of the theme location. 

 
Figure 1. Mapped challenges of agile transformation to the Schneider culture model 
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Low level of psychological safety was observed in terms of the lack of transparency, trust issue, and impediments were not conveyed 

across the management.1-3, 5,6 All of the challenges may be derived from how an organization with control culture kept its secrecy tight to retain 

power, its nature of how it fosters on people not helping each other, it is hard to disagree and voicing conflict, and vulnerability is negatively 

seen.18 

Restrained autonomy is mapped in the control quadrant because ,in this culture, top management made key decisions and rarely delegated 

decision making to the bottom.18Not only that, responsibility was obligated towards the superior in the organization hence less likely to 

relinquish autonomy to teams; therefore managers are exist yet supportive and trusting manager absent. Lastly, due to the key decision made by 

top management ideas and innovation from below get lost and continuous improvement hampered.18 

The motivation in the control quadrant is to retain power. Hence, even when agile has been implemented, top management is still 

interfering with team decision making and resisting self-organized teams. This issue also applied with micromanaging managers to assume 

their power over teams.18 Furthermore, the way control culture organization planned their action and held firmly to the plan, resulting in having 
a hard time to adapt with last-minute change.18Not only that, the way control culture structured the organization into functions generates 

challenge in having a rapidly forming team from cross-division.  

The reason why collaboration challenges were mapped in the control quadrant is that how each function is territorial with their own 

division to bear control and power.18It is shown that control culture organization usually has a committee to bridge each function and how each 
function rarely communicates. That is why inter-team coordination and cross-functional collaboration were impeded in this culture. Not only 

that, but the way control culture dictate their customer also factor how organization rarely collaborate with customer.18  

Competitiveness is contradictive with agile values in which it emphasizes on intensive communication and collaboration. Here 

competitiveness is part of the competence quadrant based on how competence emphasizes competitiveness in the cultural characteristics.18 In 
this case, as being an agile organization may result in a flatter organization, people perceive that it will give less chance for people to climb the 

career ladder. Not only that, but the motivation of people in this culture is also achievement and knowledge or expertise, hence it resulting in 

competition for achievement in the absence of team performance indicator as well as lack of sharing knowledge to be ahead in the 

competition.18 

Both of excessive autonomy and team culture challenges are parts of issues in collaboration culture. Both issues are due to the excessive 

nature of collaboration core culture to the member of the organization. The characteristics that represent both of the challenges are the 

organization may commit in too many directions and gravitates towards group thinking, which bonds the group too strong to adopts the agile 

method. 

Lastly, competence culture change resistance was arising due to the shift of skill or competence required in an agile organization. Here 

people with significant competence might reject the transformation as it would reduce their competence or position as it meant the loss of 

power for them in the competence culture.18 For example, a manager might do not know what their role is as the team is self organizing. Not 

only that, but the manager also afraid of engineering empowerment in the organization if agile happened to transform. 

 

CONCLUSION 

With a myriad of agile transformation challenges related to culture, organizations may consider finding out what their current culture is to 
work out in reinventing their organization.20 Out of the four core cultures, it was identified that control culture might face a variety of 

challenges when doing the agile transformation. While the collaboration and competence may face less than control culture, transformation 

with caution is advised as challenges arise when culture is in excess.  

The main conjecture of Schneider’s book is that it is crucial to work with the existing culture rather than confront it.10 Here organization 

can take three options based on the cultural information. The first one is to evaluate the critical problem and try to solve it. The second one is 

when the culture is in excess, try to balance it with another culture. And the last one is to consider the possibility of creating an interface to 

support mismatches between departments or group.10 

Another suggestion for an organization is to adopt a methodology that can lead to agile.10 For control culture, the organization can 
implement Kanban as it emphasizes process and policies. For competence culture, it could try to use software craftsmanship for a programming 

organization. While for collaboration and cultivation culture, it could adopt agile that is aligned with the organization’s culture. 

The future quantitative and qualitative empirical study can be conducted to support the initial finding. The research should utilize the 

Schneider culture model questions instrument and analyze an organization currently conducting an agile transformation. Here the quantitative 
survey is used to analyze the organization’s core culture. While the qualitative study can be used to interview on whether the organization 

encounters the cultural issue related to agile transformation, other future research also can be done in mapping agile challenges with other 

culture models such as competing value framework, or Hofstede’s cultural dimension. 
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Abstract  

The Telecom sector plays a vital role in the establishment of a country's economy. Telecom companies must motivate their workers to do their 
best and inspire employees to achieve their responsibilities as citizens. Academia and Industry identify the significance of organizational 

citizenship behavior. This study investigates the impact of perceived organizational support and psychological empowerment (independent) on 

job performance (dependent). The mediating influence of organizational citizenship behavior on the influence of perceived organizational 

support and job performance, and also on the influence of psychological empowerment and job performance are examined.  A total of 350 
employees of Telecom companies (Warid, Jazz, Ufone, Telenor, and Zong) participated in the study. Data is analyzed through SPSS 3.2.  The 

study results showed that perceived organizational support and psychological empowerment both positively affected organizational citizenship 

behavior. Perceived organizational support and organizational citizenship behavior positively influenced job performance. Psychological 

empowerment is insignificantly related to job performance. Organizational citizenship behavior acted as a partial mediator between perceived 
organizational support and job performance, as well as between psychological empowerment and job performance.  

 
Keywords: Job Performance, Organizational Citizenship Behavior, Perceived Organizational Support, Psychological Empowerment  

 

BACKGROUND 

Nowadays, the Pakistan Telecom sector is facing an increasingly competitive environment. To achieve business objectives as well as 

sustaining competitive advantage and working efficiency, service performance and worker perspective are very important (Karatepe & 

Sokmen, 2006). Furthermore continuously training workers to increase working performance, beyond regular job functions certain other 

behavior must be encouraged, like helping clients resolve troubles, collaboration with workmates, preventing unpredicted mistakes, and 

focusing on the firm. This results in the improvement of organizational efficiency (Podsakoff, 2000).  

With the support of formal rewards Organizational citizenship behavior (OCB) cannot be encouraged (Podsakoff and MacKenzie, 1997. 

OCB's most important antecedent variable was Perceived Organizational Support (POS) (Eisenberger, 1990). When workers sense the firm 

emphasizes employees' commitment and interests, workers create a perception of responsibility regarding the firm (Eisenberger, 1986). 

Employees help colleagues that are behind schedule and are under heavy workload when they are enthusiastic to show organizational 

citizenship behavior.  This recommends that firms should boost those worker performances that are not part of management, permitting these 

workers to take obligation and show authority in decision making (Pitts et al., 2005. Conger (1988) proposed that psychological, i.e., 

"psychological empowerment (PE)" should be focused (Spreitzer et al., 1995; Thomas et al., 1990). Internal source of motivation of employees' 
may be altered by Psychological empowerment; and this sense may enhance individual inspiration and dynamism and Organizational 

citizenship behavior (Yen, 2004). Moreover, the workers' devotion towards completion of the task, problem resolution, and renovation in 

overall job performance is increased by the feelings.  

In Pakistan, the telecom sector is one of the emerging sectors, where performance is not only contributed to the economy of the country. In 
addition to that, it also enhances the reputation of the country. The dilemma is that it is difficult for managers to find out which factor helps to 

make better the performance of the employees in different cultures and sectors. According to Chiang (2012), different culture and identities 

have different psychological perception and this research is going to be held in Pakistan telecom sector situated in Lahore to check the impact 

of perceived organizational support, psychological empowerment on job performance through mediation of organizational citizenship 

behavior?    
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DEVELOPMENT OF HYPOTHESES                
 Relationship between Perceived Organization Support, OCB and Job performance            

Organizational support theory is one framework through which one can explore the employee-organization relationship: this theory 

describes how workers form the conception of the degree to which the firm gives importance to their participation and regards their welfare 

(Kurtessis et al., 2017; Eisenberger et al., 2011). In management literature, it is well explained about the link between perceived organizational 

support with OCB (Tan et al., 2019). Studies on POS and job performance, although held in various research fields, also shows a considerable 

association among POS and job performance (Tsung-Sheng Hsieh et al., 2012).   

H1.  Perceived organization Support has impact on OCB.                                                                       

H2. Perceived organization Support has impact on job performance. 

Relationship between Psychological Empowerment, OCB and Job performance 

Previous research noted that the psychological empowerment of employees positively and significantly impacts OCB (Newman et al., 

2017). When workers believe in their capability to complete the job concerns, workers keep less uncertainty regarding their work and 

themselves, enhancing their job performance (Luthans, 1998). Research findings suggest that psychological empowerment correlates 

significantly with job performance (Lauren D'Innocenzo et al., 2016).             

H3. Psychological empowerment has impact on OCB.                                                   

H4. Psychological empowerment has impact on job performance. 

Relationship between Organizational Citizenship Behavior and job performance 

Job performance is positively influenced by OCB (Chiang et al., 2012; Eeman Basu et al., 2017). Therefore, workers OCB is linked with 

enhanced collaboration between workers, positive help in resolving issues for workers, and readiness to join and take part in the firm working 
and gatherings. This altered the whole position of mind and shared the environment of the firm, moreover increasing the whole worker's job 

performance.                   

H5. OCB has impact on job performance. 

Mediation of Organizational Citizenship Behavior 

The researcher stated that job performance, POS, and PE are significantly correlated (Chun-Fang Chiang et al., 2012). Workers perceived 

organizational support stimulates OCB (Masterson, 2000; Morman, 1998). However, for superior job performance, it is important to provide 

workers' psychological empowerment (Liden et al., 2000). Additional psychological empowerment is required to escalate OCB (Peccei and 

Rosenthal, 2001; Tsaur et al., 2004). The study on POS and job performance showed that a higher level of employee POS shows positive OCB, 

also OCB improves employee performance (Chen, 2008). As a result, OCB mediated the relationship between POS and job performance. Our 

research will try to ensure that OCB is a mediator variable between POS, psychological empowerment. As the researchers point out that POS 

and psychological empowerment has a significant effect on organizational citizenship behavior and job performance, and even provide 

organizational citizenship behavior effect on individual work, we conclude that OCB plays the role of mediator in hypothesis six and seven.  

H6: OCB mediates the relationship between POS and job performance.                                                

H7: OCB mediates the relationship between PE and job performance. 

RESEARCH METHODOLOGY 

Sample and procedure 

This research relies on convenience sampling from non-probability sampling techniques.  Out of 350 questionnaires, 299 useable 

questionnaires were having back with a response rate of 85.42 percent. 299 respondents responded according to Table 1, in which 194 (were 
males and 105 were females; an individual respondent did not provide any information regarding his/her gender. Out of the 299 respondents, 

the age factor was as follows, 172  were below the age of 30 years, 89 respondents were within 30–39 years, 20 respondents (6.7%) were 

within 40–49 years, 13 respondents (4.3%) were in the age group of 50–59 and 6 respondents (1.6%) were aged above 60.  

Measures 

Perceived organizational support (POS): The perceived organizational support was measured using 8 items  (Rhoades, 2001) and was 

rated on a five-point  Likert scale (1=strongly disagree to 5= strongly agree).                   Psychological empowerment (PE): 

The scale of psychological empowerment (Spreitzer, 1995) consisted of four dimensions: Meaning, competence, self-determination, and impact 

and rated on a five-point Likert Scale.     Organizational citizenship behavior (OCB): The OCB scale developed 
by Podsakoff et al., (1990) was used for data collection in the study. This scale consists of 24 items that measure the different OCB dimensions 

such as altruism, courtesy, conscientiousness, sportsmanship, and civic virtue, and responses were anchored from strongly disagree (1) to 

strongly agree (5). 

Job performance: The 6-item scale measuring job performance (e.g., “I am effective in my job.”) used the studies by Ang et al. (2003) and 

Kim et al. (2009) and rated on 5point Likert Scale responses varying from  1=strongly disagree to 5=strongly agree. 

 

DATA ANALYSIS AND RESULTS 

The constructs of this study were analyzed by using SPSS Process macro which is add-ins in SPSS which was introduced by Andrew 

Hayes. The reliability of perceived organizational support was (.879), psychological empowerment (0.855), organization citizenship behavior 

(0.851), and job performance (0.775) are above than standard value of 0.70.  

To test the hypotheses of this study SPSS Process macro model, 4 was used. The model was run by two times because in SPSS process 

macro in the one-time analysis, we can only have considered one independent and dependent variable. 
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4.3.1 Model 1 POS → OCB → JP 

This model covers our four hypotheses and the results of the hypothesis are given below. 

        Table 3: Model summary- OCB 

R R Square MSE F df1 df2 P 

.2371 .0562 .2302 16.1856 1.0000 297.0000 .0000 

 
                                                     Table 4: Outcome- OCB 

 Coeff SE T P LLCI ULCI 

Constant 3.0041 .1514 19.8401 .0000 2.7061 3.3021 

POS .1490 .0370 4.0231 0.001 .0761 .2219 

 

The first hypothesis of the study states that “H1: Perceive organization Support has an impact on Organizational citizenship behavior”. 

Table 3 shows the model fitness of this relation. R-square 5.62% showing the model fitness and explained the total shared variance explained 

by the predictor in the outcome variable and it was significant at the 0.01% significance level.  

Table 4 shows the outcome of a direct relationship between the POS and OCB. The results revealed that there was 14.9% influence of 

POS on OCB, due to any change in POS there was a positive and significant change of 14.9% occurred in OCB and it was significant at 

99.99%. According to A. Hayes, the significance of Process macro can also be seen by focusing on signs of LLCI and ULCI. If the sign of both 

confidence intervals were same it means that the relationship was significant. Thus our H1 approved. 

Table 5: Model summary- Job performance 

R R Square MSE F df1 df2 P 

.2770 .0767 .4880 11.6917 2.0000 296.0000 .0000 

 

Table 6: Outcome- Job performance 

 Coeff SE T P LLCI ULCI 

Constant 2.2037 .3654 6.0309 .0000 1.4846 2.9228 

OCB .2047 .0909 2.2527 .0250 .0259 .3836 

POS .1927 .0483 3.9885 .0001 .0976 .2878 

 

Table 5 shows the summary of the model which tested the direct hypothesis of POS and OCB with JP. The model summary shows the 

model fitness which was good and R-square was 7.67% which shows the combined variance explained POS and OCB in JP. Model fitness was 

also significant. Its significance was shown by P-value which was very less than 5%. 

In Table 6, there are results of our direct hypothesis which are discussed below; 

Our H2 states that “H2:  Perceive organization Support has an impact on job performance”. It was measured that there was 19.27% 

positive relationship found between POS and JP. It means that due to one unit change in POS job performance influenced by 19.27%. It is 
significant because both the signs of ULCI and LLCI are positive which shows the significance of relationship and P-value is also less than 5%. 

So that’s why we accept our H2 hypothesis. 

H5 of this was “Organizational citizenship behavior has an impact on job performance”. It was measured that there was 20.47% 

relationship between OCB and job performance. It means that due to a unit change in OCB, job performance is influenced by 20.47% and it is 
significant at 1% significance level also shown by having the same signs of ULCI and LLCI. Thus our hypothesis was approved.   

                                                    Table 7: Indirect effect of POS on JP 

 

 
 

 

In Table 7, the result of the indirect effect of POS on JP through the mediation of OCB was shown. It was measured that there was 

3.05% partial mediation found between these relationships. It was a significant relationship that was analyzed by observing the signs of ULCI 
and LLCI both are same. Mediation is the reason for the relationship between the independent and dependent variable. The mediation was of 

two type’s full and partial mediation. Here in our study results were low which shows the partial mediation of OCB between the relationship of 

POS and JP. 

4.3.2     Model 2 PEM → OCB → JP 

In this model three hypotheses were tested, whose results were given below 

Table 8: Model summary- OCB 

R R Square MSE F df1 df2 P 

.1383 .0191 .2392 5.3054 1.0000 297.0000 .0220 

 

Table 8 shows the model fitness results of the first table of process macro results which measure the direct relationship of PEM with OCB. 

The R-square was 1.91% which was significant at a 5% significance level. The R-square shows the total variance explained by PEM on OCB.  

Table 9: Outcome- OCB 

 Coeff SE t P LLCI ULCI 

Constant 3.1675 .1965 16.1176 .0000 2.7807 3.5542 

PEM .1155 .0501 2.3033 .0220 .0168 .2142 

Mediator Effect SE LLCI ULCI 

OCB .0305 .0162 .0053 .0696 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 511  

 

Table 9 shows the direct hypothesis results. Our hypothesis states “Psychological empowerment has an impact on Organizational 

citizenship behavior”. It was measured that there was a positive 11.55% significance influence of PEM on OCB. It means that when there was 

one unit change in PEM it cause a positive effect on OCB. The relationship was significant because P-value was less than 0.05 and both signs 

of ULCI and LLCI were positive which shows the significance of relationship (Hayes, 2012). Thus we approved this hypothesis. 

Table 10: Model summary- Job performance 

R R Square MSE F df1 df2 P 

.2071 .0429 .5059 5.0781 2.0000 296.0000 .0068 

  

In the second step of this model, we have tested the direct hypothesis of PEM and OCB with JOB while running second-time mediation 
analysis. The R-square was 4.29% which was significant at 99.99% confidence interval. It shows the combined variance in JP explained by the 

PEM and OCB. Model fitness means that the outcome results of this model are acceptable. 

Table 11: Outcome- Job performance 

 Coeff SE T P LLCI ULCI 

Constant 2.3877 .4406 5.4192 .0000 1.5206 3.2548 

OCB .2600 .0940 2.7649 .0061 .0749 .4450 

PEM .1056 .0778 1.3572 .1758 -.0475 .2588 

 

In Table 11, the result of the direct hypothesis of PEM and OCB was shown. H4 of this was “Psychological empowerment has an impact 

on job performance”. The result of the analysis shows that there was 10.56% positive relationship between PEM and Job performance, but this 
relationship was not significant. The P-value was higher than 5% and LLCI and ULCI signs were different from each other. It rejects our H4. 

According to Preacher and Hayes (2008), it was not necessary to have a direct relationship among the constructs to test mediation. As per 

(Baron & Kenny, 1986) it was compulsory to must have a direct relationship among the variables to test mediation. As we know that (Baron & 

Kenny, 1986)study was old and  Preacher and Hayes (2008) study were new. The analysis of this was performed on SPSS Process macro which 

was developed by A. Hayes. So it was more appropriate to follow Preacher and Hayes (2008) instead of (Baron & Kenny, 1986).    

The result of OCB in a relationship with JP was quite different as compared to model 1 which tests the mediation of POS with JP through 

OCB. In model one, we have 20.47% direct relationship of OCB with JP now we have 26% both are significant. Our hypothesis of OCB 

influence on JP was also accepted in the analysis of this model. 

                                                        Table 12: Indirect effect of PEM on JP 

Mediator Effect SE LLCI ULCI 

OCB .0300 .0180 .0050 .0795 

 

Table 12, shows the indirect effect of PEM on JP through the OCB. It was analyzed that there was 3% mediation of OCB between the 

relationship of PEM and JP. It was significant because ULCI and LLCI have both the same positive signs. It was partial mediation. 

 

DISCUSSION 

OCB is positively affected by Perceived organizational support as shown by results. When firms give importance to worker's necessities 

and comfort, workers experience it help from the firm. Therefore, workers' views of the organization can be more positive, which will be more 

agreeable to spend more effort, and increasing their proactive behavior. The results of this study are lined with previous research (Wang et al., 

2015; Talat, 2014; Chiang et al., 2012). This study indicated that OCB is positively influenced by the worker's psychological empowerment. 
This finding coincides with previous studies (Baek-Kyoo Joo et al., 2017; Chiang et al., 2012), which indicates, OCB is positively affected by 

employee's psychological empowerment. Job performance is significantly affected by Perceived organizational support as shown by 

the results of this study. The study findings repeat previous research (Karatepe, 2016, Shen, 2014). The results of this study also showed that 

psychological empowerment does not significantly influence job performance. The findings of this study are coinciding with the previous study 

(Omar Durrah, 2014).           

This study showed that organizational citizenship behavior has a positive relationship with POS and psychological empowerment and also 

has correlation between OCB and job performance. In previous research, job performance is positively influenced by workers OCB (Eeman 

Basu et al., 2017; Chiang et al., 2012).                        Perceived organizational support and job 
performance is partially mediated by organizational citizenship behavior. The findings are similar to the research work of Chen’s (2008) in 

which the OCB was used as a mediator, showed that workers with greater perceived organizational support advances OCB and contribute to 

job performance  

Through partial mediation of OCB, Psychological empowerment motivated job performance, OCB was a mediator among PE and job 
performance. When workers have  positive sensation of psychological empowerment, they are encouraged to express more OCB, resultantly 

enhances job performance. In this study, PE does not influence job performance. According to Preacher and Hayes (2008), it was not necessary 

to have a direct relationship among the constructs to test mediation. These findings accustomed prior research work in which two dimensions of 

psychological empowerment show no impact on the effectiveness of job performance (Omar Durrah, 2014).  

The result of the study will assist the management of the telecommunication sector recognize the behavior of employees at workplace and 

utilize them to get the most out of them. The study recommends that management should ensure a better working environment for workers. 

Companies working in this industry, should enlarge the qualities of their employees to make them feel autonomous among themselves by the 
way of doing their work, which will make them feel good about their work, and they will make every possible effort that will develop the 

productive organization.  
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Abstract  

The number of women labor forces in Indonesia and the contribution of women's revenue to the Indonesian economy experienced a significant 

increase. This phenomenon shows good progress in terms of gender equality in Indonesia. However, it raises another episode of struggling 

between their roles as wives or mothers in their family and working women: family-work conflict, which contributes to 71% of work stress, 
and the Millennials are found more vulnerable to stress than their older counterparts. Since it also leads to decreased employee performance, it 

is crucial to understand how the antecedents of family-work conflict in the millennial female employees have an impact on work stress. This 

study used rapid ethnography through observations combined with interviews with eight informants. The findings show that there are three 

domains of the antecedents of family-work conflict: (1) work domain: work overtime, lack of organizational/company support and supervisor 
support; (2) personality domain: lack of internal locus of control; and (3) family domain: lack of non-nuclear family and spousal support, 

spousal employment status, and the absence of household assistant. This family-work conflict leads to work stress to millennial women, as 

indicated by a decrease in work concentration, and it should be a warning for companies. 

 
Keywords: Dual Role, Family-Work Conflict, Female Employees, Inter-Role Conflict, Millennials  

 

BACKGROUND 

The number of women labor forces in Indonesia experienced a significant increase. The 2018 data from Statistics Indonesia (as can be 

seen in Table 1) showed an increase in the percentage of women working in formal labor from 2015 to 2018. 

Table 1. Percentage of Women Formal Labor in Percent (source:  Statistics Indonesia, 2018) 

2015 2016 2017 2018 

37.78 38.16 38.63 38.2 

Other than that, the level of women's formal labor participation also shows an increased contribution to Indonesia's economic 

development, as seen from the increasing contribution of women's revenue to the Indonesian economy from 2010 to 2018 in table 1.2 below. 

This data indicates that women's participation today demands equal rights and states that their roles have meaning for Indonesia's economic 

development. 

Table 2. Revenue Contribution of Women in Percent (source: Statistics Indonesia, 2018) 

2010 2011 2012 2013 2014 2015 2016 2017 2018 

33.5 34.16 34.7 35.17 35.64 36.03 36.42 36.62 36.7 

Those create family-work conflict among women as a result of the dual role women play. According to Kusuma and Vitasari (2012), 

women's participation involves roles as tradition and transition. The traditional role is the role of women, including a wife, mother, and 
household manager. In contrast, the transition role is the role of women as employees who are actively involved in economic activities (earn a 

living) in various activities according to their skills, education, and available jobs. 

Work and family issues of a much larger group of working women have been relatively ignored than men's (Burke, Koyuncu, & Fiksenb, 

2013), even though women experience conflict in work and family much more than men. As much as 43% of female employees experience this 
conflict, while men are only 38% (Khairiyah, Kusuma, & Rahayu, 2017). Moreover, in her research, Suriana (2020) also stated that the higher 

the family-work conflict, the higher the work stress experienced by the employees. Even family-work conflict contributes effectively to 71% of 

work stress (Oktriansyah, 2019). The high family-work conflict causes high work stress and leads to decreased employee performance 
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(Indriyani, 2009; Akbar, 2017). Female employees will not feel optimal in carrying out their work because their performance decreases and, if 

not handled immediately, in the long run, will result in decreased company productivity. 

We also interviewed with a human resources manager who once worked for seven years and a millennial woman employee. The interview 

has been substantiated both in the manager's side and women's millennial employees, stating that the problem in the family has a more 
significant influence on performance at work than vice versa—furthermore, the conflict of family-work dominating women, especially the 

millennial generation. Moreover, according to a study conducted by the Mental Health Foundation (HMF) on stress at the workplace in 2018, 

millennial employees are more stressed than their older counterparts (London Business School, 2018). 

In response to this phenomenon, this paper aims to explore the crucial antecedents of family-work conflict in millennial female employees 

and how family-work conflicts impact work stress and decrease employees' performance. 

 

LITERATURE REVIEW 

Family-Work Conflict 

In nowadays industrial society, working women are facing another challenge that pushes them to be in between their traditional and 

transitional roles (Kusuma & Vitasari, 2012). Tradition says women to be a wife, mother, household manager, etc. in their family. On the other 
hand, the spirit of gender equality pushes women to show that they can contribute to society, including in terms of economy in various 

activities and industries according to their skills, education, and job availability. Performing these two roles of tradition and transition at the 

same time is not easy. Sometimes it causes a clash of expectations of two roles in one person (as stated in International Encyclopedia of the 

Social Sciences), and when a person finds it as challenging to fulfill the obligations of two positions simultaneously, an inter-role conflict will 

happen (Shofa & Kristiana, 2015; Oktariansyah, 2019). 

Oktriansyah (2019) defines inter-role conflict as a conflict that arises between the expectations of two different roles so that individuals 

have difficulty meeting the demands of several roles simultaneously. As a result, one or both roles are equally inhibited. Inter-role conflict in 

women can also be interpreted as tension present in the family due to the burden of the role of tradition and transition (Apollo & Cahyadi, 
2012). It occurs when both roles are carried out simultaneously, and both roles cannot be aligned (Rantika & Sunjoyo, 2011) so that the 

fulfillment of the other functions meet obstacles, creating inconsistencies between each role causing an inter-role conflict (Rahayuningsih, 

2013). Conflict can be functional, but it can also be dysfunctional. Functional conflict can improve individual performance. In the opposite, 

dysfunctional conflict can worsen individual performance. The effect of conflict (improve or worsen) depends on the management and portion 

of the conflict itself (Ranupandojo & Husnan, 1984; in Indriyani, 2009).  

Family-work conflict is one of the aspects of inter-role conflict where there is pressure or imbalance between roles at work and roles in the 

family, and the source of conflict comes from the family (Buhali & Margaretha, 2015). It arises when a person's role in the family interferes 

with the work role (Kossek & Ozeki, 1998; Namasivayam & Zhao, 2006; in Rantika & Sunjoyo, 2011) because most of the time and attention 
is used to resolve family matters (Frone, 2000). The term is to differentiate family-work conflict from work-family conflict. Even though the 

two are correlated (Burke, Koyuncu, & Fiksenb, 2013), work-family conflict and family-work conflict are different and, therefore, should be 

treated as separated variables (Bennett, et al., 2017). 

One indication of family-work conflict in working women is the emergence of disturbances during work, which is caused by the dual role 
she holds. For example, a career woman feels her job is disturbed because she has to take her child to school, take the child to the hospital, and 

even be forced to bring the child to the work environment. 

Antecedents of Family-Work Conflict 

In their research, Michel, et al. (2010) saw that there are three domains of antecedents that cause family-work conflict: family domain, 
work domain, and personality domain. Work domain of family-work conflict antecedents, for example, was studied by Burke, Koyuncu, and 

Fiksenb (2013), who said that the primary antecedents of family-work conflict are the work situation in terms of supervising others. An 

employee with a higher number of subordinates has to serve longer work hours and tend to have work overload. This condition may contribute 

to family-work conflict. 

While Burke, Koyuncu, and Fiksenb (2013) argued that the family-work conflict's antecedents are coming from the work domain, Frye 

and Breaugh (2004) stated that the strongest predictors of family-work conflict are coming from the family domain, in which childcare 

responsibility and supervisor support are the primary antecedents. The more primary-responsibility children a family has, the more they are 

vulnerable to experience family-work. Also, to the degree that the supervisor is viewed as supportive of accommodating family and work 

needs, it seems likely that there will be less family-work conflict reported.   

In addition to Frye and Breaugh, Yang, et al. (2000) also mentioned family domain as the antecedents of family-work conflict by focusing 

on the number of times needed to handle household and childcare. The more time needed for the family, the more likely is the occurrence of 

family-work conflict. On the other hand, Kopelman (1983, in Oktriansyah, 2019) found that household assistants' presence would reduce the 
family-work conflict. A woman who experiences family-work conflict is a woman who generally does not have help take care of the household 

(husband, housemaid, or distant relative). The family who has household assistance from inside or outside family members is predicted to have 

less family-work conflict. 

Pu, et al. (2017), Karatepe and Karadas (2014), and Demerouti, Bouwman, and Sanz-Vergel (2011) mentioned another domain, which is 
the personality domain, as the antecedents of family-work conflict. This personality domain is a form of psychological capital, and it has four 

components: hope, self-efficacy, resilience, and optimism, act synergistically as a result of their shared common variance. It fosters an 

individual's cognitive appraisal of the demand for coordinating work and family responsibilities as a challenge, positively reframing it. Thus, 
individuals will rely on their resources and feel capable of managing work and family demands, perceiving more work-life balance. Psychology 

capital provides individuals with the motivational energy to buffer the undesirable impact of the job demands on the strain and boost the 

desirable impact. It refers to beliefs people hold regarding how much control they have over their environment (Bakker, et al., 2011).  

Family-Work Conflict and Work Stress 
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Several studies mention that family-work conflict is one of the factors that is causing work stress (e.g., Suriana, 2020; Indriyani, 2009; 

Oktriansyah, 2019). Oktriansyah (2019) specifically said that the contribution of family-work conflict to work stress is 71%, while other factors 

influence the other 29%. The family-work conflict has a positive correlation with work stress, and this is consistent from one study to another. 

The higher a person experiences family-work conflict, the higher the chance of work stress. Also, women are more prone to experience family-
work conflict than men. Research says that women experience conflict at work and family as much as 43% of female employees, while men are 

only 38% (Khairiyah, Kusuma, & Rahayu, 2017). Indirectly, it can also be concluded that women are more vulnerable to work stress. In 

response to work stress, women tend to feel uncomfortable and experience emotional instability and decrease performance (Jumiati & Wuswa, 

2013). Gitosudarmo and Suditta (1997, as cited in Indriyani, 2009), in their research, also showed the results that work stress is negatively 

correlated to employee performance. 

 

METHODS 

This research used rapid ethnographic technique, which enables us to understand objects in shorter periods better and achieved through 

more focused observation, better selection of informants, more significant interaction with informants, and better data analysis tools (Millen, 
2000). The primary data was collected through in-depth interviews with eight informants and observations to two informants' activities. The 

informants were selected purposively based on specific considerations, which are suitable for the requirements needed. The criteria are women 

born between 1980-2000 (the Millennial generation), live, and work in Indonesia, working in a company, and married with one or more 

children. The number of selected informants follows data saturation. The collected data was then analyzed using Spradley's (1979) model 

analysis. 

 

FINDINGS 

In domain analysis, we investigated general information from the interview data and grouped them into several domains based on 
similarity. We found that even family-work conflict happened to all interviewed informants, the antecedents and consequences might be 

different from one another. Some informants said they experienced this family-work conflict, which caused work stress for them, even though 

some said it was only a decrease in work concentration. Interestingly, one informant said that she felt that work stress gave her a desire to leave 

her job to be an entrepreneur. 

The antecedents of family-work conflict also vary. In general, three groups have been identified. The first group consists of the 

antecedents of family-work conflict coming from the work domain. For example, one informant said that the company's policy for female 

workers where she worked and their dual roles at the workplace has an impact on family-work conflict. She received a lack of work support as 

a woman who has a dual role. The second group consists of the antecedents of family-work conflict that comes from the personality of the 

informants itself (personality domain). An informant blamed her unemployed husband as the source of family-work conflict. She felt stressed 

because she was the sole breadwinner in her family. In the third domain, that is the family domain; we found, for example, an informant who 

said that her husband is unsupportive towards her career. Her husband asked her to stop working because they already had sufficient income 

from his work to support the family economy; meanwhile, she still wanted to continue her career. 

Work Domain 

The number of default working hours given by the company does not impact the emergence of family-work conflict. Meanwhile, work 

overtime (additional working hours) has an impact on family-work conflict. Work overtime increases the rise of family-work conflict and can 

cause a decrease in work concentration. Some of the overtime that informants face had indeed been previously expected. This allows women to 
anticipate it beforehand by leaving their children with people they trust, such as spouses or relatives, and prepare the foods, snacks, clothing, 

and medicine for their children before being entrusted to someone else. However, those that were not expected made women chal lenging to 

anticipate it beforehand. They will seek for non-nuclear family support and spousal support.  

Lack of organizational/company support is one of the antecedents in the work domain that arises from informants that can trigger the 
emergence of family-work conflict among millennial female employees. Informants feel that organization is the final policy and decision-

maker. Therefore, the support from them is essential. A company that is supportive of female employees by providing a family-friendly policy 

will significantly reduce the emergence of family-work conflict and vice versa. One of the family-friendly policies is to allow employees who 

have primary-responsibility children (children under seven years old) to be brought to the office. The organization/company can also provide 
its employees with facilities such as a playground and a nursing room. On the other hand, when a company does not have a family-friendly 

policy, informants will look for other parties to help them, such as their spouse, non-nuclear family members, or household assistant. The lack 

of organizational/company support can increase the likelihood of family-work conflict. Not only affecting family-work conflict but also lead to 

a decision to leave work. 

Some companies have family-friendly policies and authority to the supervisor to make a final decision. The decision can be adjusted to the 

condition and work type. Lack of supervisor support can trigger the emergence of family-work conflict among millennial female employees. 

Therefore, supervisor support is also necessary, as well as organizational/company support. One type of supervisor support is to allow their 

female employees to bring children to the workplace if the reasons are very urgent and can be responsible. This decision is right rather than 
becoming more stressed and affecting their performance. On the other hand, this decision also depends on the employees' work type. It might 

even be annoying for a manufacturing division/company if the supervisor allows their female employees to bring children to the workplace. 

However, some respondents do not get support from their supervisors, the barriers mostly due to the unsupportive organization/company. 
Female employees who receive a lack of organizational/company and supervisor support will be more vulnerable to work-family conflict. They 

will seek other parties' help, such as their relatives (non-nuclear family members) or household assistants to take care of their children and 

housework.  

Personality Domain 

We found that lack of internal locus of control as the first antecedent in the personality domain. Internal locus of control is indicated by 

how an individual believes that outcomes are caused by herself (e.g., internal variables of herself) instead of external factors. So, the individual 
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will only focus on how she develops herself to deal with problems. The existence of an internal locus of control can prevent the emergence of 

family-work conflict. What we found is the opposite. In one interview, one informant repeatedly blamed her unemployed husband. Her 

husband has a level of education below her and has not worked for four months because he was fired. She felt stressed because she was the 

only responsible for the family economy. Placing the external factor as the cause of her stress becomes an indication of a lack of internal locus 
of control. Since she was putting the cause of her stress to the external factor (her husband), she lost control over herself to manage the family-

work conflict and work stress at the next level. 

 

Family Domain 

Lack of non-nuclear family support is one of the family domain antecedents that we got from some informants that can trigger family-

work conflict among millennial female workers. In cases where a female employee family-work conflict is caused by work domain antecedents 

such as overtime work and lack of work-related support, female employees will look for non-nuclear family figures to provide support to 

reduce the emergence of family-work conflict. Non-nuclear family members are people who are trusted, such as siblings. The non-nuclear 
family uses to back up the parents' role while they both work at the same time. On the other hand, when a female employee has a lack of non-

nuclear family support, and her husbands also work, she will get more stress at work and will decide to use a household assistant. 

The next antecedent we found in this domain is the lack of spousal support. In cases where a female employee experienced a family-work 

conflict caused by work domain antecedents such as overtime work and lack of work-related support, she will look for support from the others, 
such as child care assistance. The spousal support can also be seen when the husband offers or permits to use a household assistant. Female 

employees will be looking for other help that replaces the spousal support such as household assistant and non-nuclear family support. 

The spouse's employment status is another cause of the emergence of family-work conflict. The family-work conflict happens when both 

the wife and husband are working, especially when both have the same working hours. This condition, where the two are working 
simultaneously, causes a situation in which no one can care for the children and/or do home care. They need other people who can help them to 

take care of the children. However, this does not entirely answer the problem, since sometimes there is still a worry about the condition at 

home, especially for the wife. A wife with a freelance working husband experienced less family-work conflict because her husband can take 

care of the children and the house while she is working. 

The absence of a household assistant is one of the antecedents in the family domain that arises from informants that can trigger the 

emergence of family-work conflict among millennial female employees. The presence of a household assistant reduces the rise of family-work 

conflict. When a female employee does not get support from family or husband in terms of child care assistance and housework, they can ask 

for help from a household assistant. This is minimizing a worry about who is taking care of the children when the husband and wife are at 

work. Conversely, if no one helps the family, it will be a cause for concern for the wife and then for the emergence of family-work conflict. 

 

DISCUSSION 

The antecedents of family-work conflict are divided into three groups based on its domains: (1) Work domain; (2) personality domain; and 

(3) family domain. The antecedents of family-work conflict in the work domain are work overtime, lack of organizational/company support, 

and lack of supervisor support. On the other hand, the personality domain antecedent consists of the absence of an internal locus of control. 

Meanwhile, the family domain antecedents include lack of non-nuclear family support, lack of spousal support, spousal employment status, and 

the absence of a household assistant. 

One antecedent of family-work conflict that comes from the work domain is work overtime. When a female worker is forced to work 

overtime and is supported by a spouse who is also a worker, a millennial female employee will look for family domain factors that can reduce 

the emergence of family-work conflict. If the husband has the same vulnerable working hours as her, she will seek either help from a household 

assistant or non-nuclear family support. However, if the husband has different working hours, then she can ask for help from his husband 

(spousal support) in addition to the household assistant and non-nuclear family. 

Lack of organizational/company and supervisor support is also the antecedents of family-work conflict that comes from the work domain. 

Those two variables are interconnected. When a millennial female employee has supervisor support but does not have organizational/company 
support, it will be useless, and vice versa. When a millennial female employee (especially whose working husband) does not get one of those 

two variables, she will seek help from family domain factors, namely household assistant and non-nuclear family support (if her husband has 

the same working hours with her), with additional spousal support (if her husband has different working hours with her). 

However, from the family domain, a woman who has an unemployed husband and compounded by their personality that lack of internal 
locus of control, the possibility of the emergence of family-work conflict will be higher.  The other family domain antecedents are the presence 

of household, non-nuclear family-support, and spousal support. Those three antecedents are interconnected to each other. When a millennial 

female employee does not have spousal support, she will look for non-nuclear family support or household assistance. When a millennial 

female employee does not have non-nuclear family support, she will look for spousal support or household assistance. Likewise, if she does not 

get help from the household assistant, she will look for non-nuclear family support or spousal support. 

Those all antecedents, in turn, cause dual role conflict in working situations that is the potential to decrease concentration in working and 

work stress even though not all informants reported that they experienced this concentration problem. What is interesting from the findings is 

how these informants respond to the stressing situation by thinking of quitting the job, and that gives them a chance to be an entrepreneur. 
Being an entrepreneur could be a way out of this family-work conflict. Perhaps doing her own business can provide a wife more flexible time 

to take care of her family; meanwhile, she can still contribute to the family's economy as self-actualization and independence. 

How the antecedents of family-work conflict cause the conflict and work stress can be seen in Figure 1 below. 
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Figure 2. How the Antecedents of Family-Work Conflict Affects Family-Work Conflict 

 

CONCLUSION 

How family-work conflict emerges can be traced back to its three antecedents: work, personality, and family. In the context of Indonesian 

millennial female workers, family-work conflicts in the work domain are rooted in work overtime, lack of organizational/company support, and 

lack of supervisor support. In the personality domain, we found a lack of internal locus of control. Meanwhile, in the family domain 
antecedents, there is a lack of non-nuclear family support, lack of spousal support, spousal employment status, and a household assistant's 

absence. These all antecedents may lead to family-work conflict that, in turn, cause a decrease in work concentration and/or work stress. Two 

tendencies are expressed: a tendency to quit the job and to become an entrepreneur. These are alternatives to resolve the conflict or at least to 

release self from the stress. 
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Abstract  

Recently, international students have flourished to Malaysian public universities from an extensive range of countries to get the top quality of 

education. However, their various type of adjustments, such as psychological, sociocultural, and academic are challenging due to the cultural 

incongruity amongst various countries. Because of the fact of the variations in language, culture, and learning systems, students face adaptation 
difficulties encountered by psychological and sociocultural that affect their ultimate academic performance. Several international students 

strive with adjusting to a new tradition and environment that have an impact on their academic performance. Moreover, this study will propose 

at the effect of university environment experiences that relate to the psychological adjustment of international undergraduate students, and its 

effect on academic performance. 

 
Keywords: Academic performance, International student, Malaysia, Psychological adjustment, University environment.  

 

BACKGROUND 

Studying in foreign countries has been represented as associate up expertise for students outbound from their own country. At present, an 

enhancing range of students from Asia participates in the international instructional market. Figures show that Asian students occupy fifty-two 

of the international student worlds round the world, and China and the Republic of India measure the highest two exporters of international 
students across the globe (Jamaludin, Sam, Sandal, & Adam, 2018; Shafaei & Razak, 2016). An extensive number of international students 

from the northern part of Asia and the Middle East are coming to Malaysia to get an international quality education. International standard 

education provides various kinds of opportunities for international students in diverse fields. Regardless of the way that, the examination shows 

that international students have a giant effect on the investigation once they comprehend that there's a qualification among their home culture 
and the new culture. Most international students encounter different types of new regulations and difficulties, such as a new learning 

environment, a foreign language, finance, and accommodation, as well as various cultural aspects (Li & Zizzi, 2018). These difficulties are 

more complicated for international students when the home culture is completely separate  

 In the last ten years, because of the experience of international students along with different coordination variables, international students 
in Malaysian public universities grew, but research found that upon arrival international students experience sociocultural, academic, and 

psychological problems included homesickness, anxiousness, depression, and loneliness (Shafaei et al., 2018; Shafaei & Razak, 2016). 

International students are likely to face many challenges (such as Classroom activities and assessments methods, time management, mixing 

with others, non-native language, food habits, unfamiliar customs, religious belief, campus service, etc.) to adjust to a newer environment 
(Hirai, Frazier, & Syed, 2015). Therefore, international students can accomplish better academic performance if they can develop better 

adjustment with a new environment. In Malaysia, as of twenty-eight March 2018, there have been 1,36,293 international students in Malaysian 

higher education institutions, private 1,03,293, and public 33,095 international students (Yahaya, 2018). Under Malaysia Education Blueprint 

2015-2025 (Higher Education), they're going to attract 250,000 international students by 2025 (“Turning the world towards Malaysian 

education,” 2017). 

Despite the rise within the range of international students in Malaysian public universities, it's presumed that the different cultural 

backgrounds international students reside quickly during a host country for the aim of getting an academic degree may take much longer to 

regulate and acquire academic ability within the new surroundings. Adjustment to life during very new surroundings like the host country can 
be never-ending and usually hard experiences that international students come across in any vicinity of the earth. A lot of troubles encountered 

in a very coordinator nation might lead to lower academic, sociocultural, personal, and psychological adjustment levels, and most of these 

issues will have an effect on negatively international students’ academic performance (Kaur & Singh, 2018). 

A nearby assessment of the literature reveals that though university environment and psychological studies area unit oftentimes examined 

in international students’ analysis (e.g., Gan, 2009), these variables weren't reviewed throughout the Malaysian international undergraduate 

students. Considering the issue, this examination was led to investigate the university environment to contribute to Malaysia's level of 
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psychological adjustment for international undergraduate students? with the expectation of giving bits of knowledge to administrators or faculty 

members who wish to advance universal understudies' academic achievement. In addition, this research expects to fill the gap present in this 

literature. The findings will also help education providers in Malaysia to make an ideal plan for international education. Moreover, this study 

aims to firstly examine the relationship between the university environment and the psychological adjustment of international undergraduate 
students in Malaysia. Secondly, the study aims to investigate the influence of the university environment and psychological adjustment on 

academic performance. 

 

LITERATURE REVIEW 

International students’ experiences with various adjustment variables are worth studying as the total of overseas students is growing 

considerably in Malaysia public universities from last decade even though studies show that, upon arrival, international students experience 

cultural, social, academic, and psychological issues as well as homesickness, anxieties, financial stress, language problems, dietary restrictions, 

dietary restrictions, depression, and loneliness (Meng, Zhu, & Cao, 2018; Russell, Rosenthal, & Thomson, 2010; Yusoff, 2012).  

Present research on aspects that lead to the students' academic success in higher education shows multiple factors in several dimensions. 
Such components usually fall into the four groups that surround them: academic, psychosocial, cognitive, and demographic (Mackenzie & 

Schweitzer, 2001). A lot of people of these components have been broadly reviewed and inspected by earlier research. For instance, involving 

academic factors, earlier academic achievement (e.g., Mackenzie & Schweitzer, 2001; Mckenzie, Gow, & Schweitzer, 2004), learning 

techniques (i.e., general learning procedures, topic explicit techniques) and approaches (e.g., Duff, Boyle, Dunleavy, & Ferguson, 2004; Gang 
L, W. Chen, & Duanmu, 2009; Neri & Ville, 2008; Sadler-Smith & Tsang, 1998) were investigated as factors affecting academic performance. 

As to the psychosocial dimension, social joining into the university system, inspiration, uneasiness, social and enthusiastic help, and 

psychological wellbeing were investigated (e.g., Ernest T. Pascarella, 1978). The psychological measurement, which incorporates self-

adequacy (e.g., Mackenzie & Schweitzer, 2001) and a person's attribution style (e.g., Duff et al., 2004) were likewise concentrated in numerous 
experimental studies. In conclusion, different segment highlights, for example, sex and age were analyzed according to academic performance 

in advanced education (Gang Li et al., 2009). 

The most recent literature shows that directing administrations, international student's office, transportation framework, orientation 

program,  interactive media systems in class, Internet administration and sports club offices (Arambewela & Hall, 2013; Baklashova & 
Kazakov, 2016; Campos, Hess, & Sena, 2018; Nachatar Singh, Schapper, & Jack, 2014) are additional offices, clinical facilities, administration 

and service that tend to be significant towards international students to adjust easier at their higher education institution. Halamandaris & 

Power, (1999) discovered that academic performance during the earliest year didn't connect with any character measurements and proposed that 

class size may affect the academic performance of the understudies. These investigations indicate that the university environment is not directly 
connected to the academic performance of international students through its effect on different aspects of the psychological, sociocultural, and 

academic dimensions. 

 

DEVELOPMENT OF HYPOTHESES 

University Environment and Psychological Adjustment 

University environment comprises different apparatuses and substantial help accessible at the university including the offices, hardware, 

and elusive help, for example, administration accessible for the university students. The university offers assistance to students through its 

facilities, just as the units’ bolster administrations (e.g., recreational or sports unit, library, settlement), college staff administrations (e.g., 
directing an international students’ office) in tackling students' living, academic, and social requirements. Facilities regarded essential for most 

students are classrooms, research facilities, and convenience, intra-university transportation, student center, counseling center, sports 

equipment, and facilities (Arambewela & Hall, 2013). Introductory presentation to another university environment frequently discourages 

international students’ psychological well-being, and international students regularly pull back from outside situations by not interacting due to 

new backgrounds of other students (Ramachandran, 2011).  

Factors interrelated with the university environment were already inspected to as for the relationship with the level of psychological (Gan, 

2009) and academic adjustment (Safahieh & Singh, 2007; Janjua, Malik, & Rahman, 2011). (Safahieh & Singh, 2007) investigated one study 

about the relationship of the university environment with academic adjustment in Malaysia. Although, in this study, some limitations were 
revealed and that was a small sample size. A couple of universities shrouded in the studies. Also, just certain components of the University 

Environment Scale (UES) were tried, and no connection between the university environment and psychological adjustment in Malaysia. 

Consequently, the current investigation will fill this study gaps by inspecting the relationship between the university environment and 

psychological adjustment. 

Gan (2009), inspected Chinese international students’ change in accordance with the International Baccalaureate Diploma Program in 

Australian secondary school. The study revealed that students noticed that educating and learning were much more relaxed in Australia than in 

China on the grounds that because of modest class sizes and a lower competitive environment. In different methods, the university environment 

may assume a noteworthy role in the psychological adjustment of international students. Thus, the following proposition is proposed:  

 Proposition 1: University environment will be positively influencing on psychological adjustment. 

 

Psychological Adjustment and Academic Performance 

The authors in (Lee & Padilla, 2016) investigated the relationship between environment (i.e., adversity, social support, and socioeconomic 
status) and agency (i.e., resilience efficacy and social efficacy) levels of happiness one hundred ninety eighty university students (138 males, 60 

females) from four different universities in South Korea. The connection between students’ perceptions of the school social environment and 

student outcomes of 3747 students from 147 schools were investigated by Oh, Butler, & Lee, (2014). The study revealed that teacher-student 

connections influenced the behavioral and emotional student engagement and were a noteworthy indicator of understanding execution. A 
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decent relationship with educators or instructors showed great correspondence and common comprehension among students and the teacher. 

The current study proposed that high psychological adjustment forecasts better academic performance. More prominent psychological issues 

were identified with lower academic achievement  Yasin and Dzulkifi’s (2008)’s study supports this point of view. Zhang, Zhang, Zhang, 

Zhang, & Feng (2018),  exposed that most Chinese students encounter moderate to sincere psychological distress, which might be harmful to 

their wellbeing academic performance, and even maintenance in universities. 

Ra & Trusty (2017), discovered that “depression and psychological wellness side effects were related to English language familiarity and 

English language capability filled in as a precipitator for acculturative pressure.” Therefore, a shortage of English fluency is probably too 

negative impact on international students’ academic accomplishments, and these academic troubles can thus influence their psychological 
adjustment. Which may interfere negatively impact international students’ academic performance (Lee, Locke, Stajkovic, Bandura, & Sergent, 

2017). 

Figure 1 shows the conceptual structure that depends on past investigations related to international student academic performance. Using 

this framework, the impact of the university environment, psychological adjustment on academic performance is investigated. 

 

 

Figure 1: Conceptual Framework. 

 

Considering the past investigations and contentions, it is along these lines theorized and notified by the conceptual framework, the 

accompanying exploration theories are produced for the current study: 

Proposition 2: Psychological adjustment will be positively related to academic performance. 

 

DISCUSSION 

The goal of this investigation is primarily to decide the impact of the university environment on academic performance. In view of the 
current literature, academic performance or achievement of international students is the result of fewer troubles during the adjustment process. 

A few elements are influencing straightforwardly in the direction of academic performance, yet some others have an indirect effect. For 

example, academic and language barriers may straightforwardly influence the academic performance of international students. This is because 

of the components of the academic itself contain language as a mechanism of correspondence, and academic framework is the operational 
arrangement of academics. Different components which including racial separation, social worth contrasts, homesickness, loneliness, transport 

difficulties, and financial constraints are affecting the psychological and sociocultural adjustment of international students. This investigation 

inspected the relationship between the university environment and psychological adjustment among international students in a rising education 

canter point. Other then, the relationship between psychological adjustment and academic performance was evaluated. 

 

 

 

CONCLUSION 

Several studies have examined the factors interrelated with the university environment that were already inspected to as for the 
relationship with the level of psychological and academic adjustment. One study investigated the relationship of the university environment 

with academic adjustment in Malaysia. The top research universities are included in the studies. Additionally, certain components of the 

University Environment Scale (UES) were tried, and there is no connection between the university environment and psychological adjustment 

in Malaysia. Consequently, this paper attempts to fill the gap and extend the previous research by developing a more comprehensive model to 
provide better explanations related to psychological adjustment and its impact on academic performance. Numerous bodies, for example, the 

Ministry of Education, Malaysian public universities, and policymakers, academicians, and staff at universities should worry about 

international students' experiences and adjustments’ factors. This worry is critical to important to attract and cater to more international 

students, which expected to reach 250,000 by the year 2025 and to accelerate Malaysia as an educational hub. It is believed that Malaysian 
public universities, especially, ready to advance better administrations and to guarantee a positive learning environment for the international 

student sooner rather than later. 
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Abstract  

The purpose of this study is to conceptualize the effect of environmental concern on employee green behavior (EGB) through the mediation of 

attitude, perceived behavioral control (PBC), and environmental knowledge. The result of the extant literature review proposes that 

environmental concern may influence EGB directly and indirectly through the mediation of PBC, attitude, and environmental knowledge. 

Based on the authors` knowledge, no study has empirically examined the effect of environmental concern on attitude, PBC, and environmental 

knowledge among employees, therefore empirical studies should be carried out to test the propositions. 

 
Keywords: Attitude, Employee Green Behaviour, Environmental Concern, Environmental knowledge, Perceived Behavioural Control  

 

BACKGROUND 

The emphasis on environmental sustainability (ES) has become a major discussion in various conventions around the world. This is based 
on the need to save the environment which will support the current and future generations, hence, the ratification of the United Nations 

Sustainable Development Goals, AGENDA 2030. The Theme of AGENDA 2030, is “Agenda of the people, by the people, and for the people – 

and this will ensure its success” (United Nations, 2015, p.12).  

This AGENDA 2030 has been adopted by several countries around the world, including Malaysia.  The key objective of Malaysia’s 12th 
National plan is ES (Malaysia, 2015). The goal is to attain ES through the participation of the populace. Therefore, the reduction of carbon 

release by 45 percent in the year 2030 is a core ES goal of the Malaysian government (Babatunde et al., 2018). This means that people will 

have to be at the forefront of sustaining the environment, by altering their behavior and actions towards preserving the environment. De Groot 

and Steg (2010) affirm that pro-environmental activities tackle pollution problems and promote environmental sustainability. 

Employee activities significantly impact the environment in several ways, such as driving to work, use of air-conditioning, and other work 

materials, which could directly or indirectly degrade the environment. Studies indicated that employees spend 70% of their time at work (Gao 

et al., 2017), therefore, the encouragement of EGB among employees will make a huge impact on sustaining the environment.  

Several studies have been carried out to understand the predictors of EGB in organizations. Studies have used the psychological means to 
understand the drivers of this EGB, such as the use of Theory of planned behavior (TPB) (Wesselink et al., 2017), Value-belief-norms (VBN) 

(Yeboah & Kaplowitz, 2016), Norm activation model (NAM) (Fang et al., 2019; Zhang et al., 2013). While others used Ability-motivation- 

opportunity (AMO) (Pham et al., 2019). Nevertheless, studies regarding TPB with other theories such as VBN has not been fully explored to 

explain EGB (Lau & Hashim, 2019). 

This research conceptualizes the impact of employees’ environmental concern (EC) on their attitude towards environmental preservation, 

perceived behavioral control (PBC), environmental knowledge (EK), and EGB. Studies have been done on the EC role in TPB, however, the 

studies focused on the intention to adopt green concepts (Lau & Hashim, 2019), as well as the intention to visit green hotels (Chen & Tung, 

2014). Therefore, this study aims to develop a conceptual framework on the role of EC with EGB, through the mediation of attitude, PBC, and 

EK. 

 

CONCEPTUAL FRAMEWORK DEVELOPMENT 

Environmental Concern and Employee Green Behavior 

EC is alluded to as “the degree to which people are aware of problems regarding the environment and support efforts to solve them and or 

indicate the willingness to contribute personally to their solution” (Dunlap & Jones, 2002, p. 485). Environmentally concerned individuals 
would feel the need to contribute to preserving the environment. This would include taking every precaution in ensuring that their actions do 

not jeopardize the environmental well-being. Findings argued that individuals with higher EC have more propensity to carry out energy-saving 

curtailments (Urban & Scasny, 2012), such as switching off the computer and all electronics when not in use. 
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Furthermore, Kim and Han, (2010) postulate that environmental conscious behavior is influenced by EC. Studies have narrated that one of 

the influences of environmental behavior is EC (Chan et al., 2014). This postulation has been supported by researches (Gkargkavouzi et al., 

2018; Iversen & Rundmo, 2002; Okumus et al., 2019). The study among hotel employees in Turkey indicated that their environmental concern 

significantly impacted their ecological behavior. Hence, this study proposes the following; 

Proposition 1: EC significantly impacts EGB. 

Environmental Concern and Attitude 

When employees are disturbed about the environment due to the evidence of ecological degradation being experienced, their attitudinal 

disposition would be inclined toward environmental conservation. Such attitudinal disposition stems from a sense of responsibility and desire to 
contribute to saving the environment. EC can impact behavioral belief that the environment is in danger and there is a need to start carrying out 

actions to preserve the environment (Ajzen, 2015b). 

Studies have indicated that attitude is impacted by EC (Albayrak et al., 2013a; De Groot & Steg, 2007; Lau & Hashim, 2019; Verma et al., 

2019a). It is declared that individuals’ EC will determine their attitude toward visiting green hotels (Verma et al., 2019a). Likewise, Albayrak 
et al., (2013a) declared that the higher the EC of individuals, the heightened their attitudinal disposition to participate in ecological-friendly 

buying behavior. Based on this postulation, it is proposed that; 

Proposition 2: EC significantly impacts the attitude. 

Environmental Concern and Perceived Behavioral Control 

Environmentally concerned employees would look for opportunities to contribute to environmental sustainability through environmentally 

friendly actions. In TPB, it is declared that control beliefs, which are predictors of PBC are related to the perceived presence of factors that can 

influence a person’s ability to perform the behavior (Ajzen, 2015a).  This is because environmentally concerned employees are more 

intentional to find solutions to environmental degradation and they are confident of it. Studies showed that individuals’ EC increases the self-

efficacy of individuals towards preserving the environment (Clayton et al., 2017). 

Studies have shown that PBC is influenced by EC (Chen & Tung, 2014; Lau & Hashim, 2019; Wu et al., 2019). It is stated that the EC of 

employees will determine their PBC to use autonomous electric vehicles which is environmentally friendly conduct (Wu et al., 2019).  Based 

on this notion, it is proposed that; 

Proposition 3: EC significantly impacts PBC. 

Environmental Concern and Environmental Knowledge 

EC of employees would lead them to seek skills and knowledge on how to conserve the environment. EK refers to the degree to which an 

individual is well-informed regarding the connections between persons and their environments, ecological matters, and the several connections 
in environmental systems (Burchett, 2015). It is narrated that individuals with EC will develop the knowledge to use biofuels for environmental 

sustainability (Pagiaslis & Krontalis, 2014). Studies have shown a link between EC and EK (Okumus et al., 2019). It was discovered that the 

EC of employees is significantly associated with EK of hotel workers in Turkey (Okumus et al., 2019). Based on this premise, it is proposed 

that; 

Proposition 4: EC significantly impacts EK. 

Attitude Mediates Environmental Concern and Employee Green Behavior 

Attitude alludes to worker’s feelings to perform precise behavior (Gao et al., 2017). Individuals’ deed of executing or not executing green 

behavior hinge on their belief about the positive or negative outcome attained (Nguyen et al., 2016). This belief may include the unease about 

environmental degradation and the zeal to be part of the solution. 

It is believed that EC will impact the attitude of employees, which will result in EGB. The study regarding green consumer disposition 

toward patronizing green hotels in Taiwan revealed that the attitude significantly mediates the association between individuals’ EC and their 

environmental-friendly behavior (Chen & Tung, 2014). Based on this postulation, it is proposed that; 

Proposition 5: The association between EC and EGB is significantly mediated by Attitude. 

Perceived Behavioral Control Mediates Environmental Concern and Employee Green Behavior 

PBC alludes to a person's notion that volition is possessed over the execution of an anticipated behavior (Ajzen, 1991; Bandura, 1997). 

Studies suggest that highly environmentally-concerned individuals are more confident that higher levels of behavioral control can be achieved 
over any green behaviors being participated in, in comparison to people with lesser environmental concerns (Bamberg, 2003). This means that 

people with heightened EC have more self-assurance of performing EGB. Further, it is posited that increased EGB is influenced by a higher EC 

(Iversen & Rundmo, 2002). This insinuates that the confidence portrayed by employees with EC will lead to the performance of EGB.  

The study on green consumer disposition toward patronizing green hotels in Taiwan indicated that PBC significantly mediates the 
association between individuals’ EC and their environmental-friendly behavior (Chen & Tung, 2014). Likewise, the study by Wu et al., (2019) 

identified that the perceived ease of use of autonomous electric vehicles mediates the link between EC and environmentally friendly behavior 

of individuals. Based on this notion, this study proposes that; 

Proposition 6: The association between EC and EGB is significantly mediated by PBC  

Environmental Knowledge Mediates Environmental Concern and Employee Green Behavior 

It is declared by Levy and Marans (2012) that the factors which impact persons’ environmental-friendly behaviors are issues and 

procedural knowledge. It is purported that EK and environmental-friendly behavior strengthen each other, predominantly when information on 

ecological issues are sought (Zsóka et al., 2013). Therefore, enhancing EK is comparable to increasing accountable environmental conduct, and 

individuals’ deeds reflect their level of EK (Zareie & Navimipour, 2016).  
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Further, studies showed that EC is what drives the desire to seek EK of issues and procedures. When people get worried about the 

situation of the environment and want to contribute to the solution, they will seek out the knowledge in ensuring that they can effectively 

contribute to environmental sustainability. It is postulated that the heightened employee’s knowledge about recycling, results in increased 

participation in green deeds (Tudor et al., 2008). Further, EK has been indicated to mediate the link between EC and EGB among hotel 

employees (Okumus et al., 2019).  

Based on this notion, this study proposes that; 

Proposition 7: The association between EC and EGB is significantly mediated by EK 

 
Fig 1: Proposed Conceptual Framework 

 

DISCUSSION 

The practice of EGB is of the utmost in the successful implementation of environmental sustainability initiatives in organizations. Based 

on the extant literature review, it can be opined that TPB is a robust model that is inclusive of variables from other theories such as VBN.   This 
study has been able to produce a conceptual framework which could pose as a psychological means to influence employees’ EGB. This 

conceptual study reveals that there is a strong inclination that the heightened concern about environmental degradation and its consequences 

will influence employees to practice EGB, hence contributing to the solution of saving the environment.  Furthermore, it is hinted that the 

favorable or unfavorable disposition among employees would be influenced by the level of their concern about environmental degradation. 
This finding implies that more environmentally concerned employees would form a more favorable attitude towards environmental 

conservation, which will impact their actual EGB performance. This is because EC may impact the attitude of employees toward the 

environment. It is revealed from the literature reviews that the higher the EC of employees, the easier it will be to perform environmental-

friendly practices, because of the level of passion and obligation toward sustaining the environment. Consequently, it is opined that 
environmentally concerned employees would be confident to practice EGB with ease, which consequently leads to their actual practice of EGB.  

Additionally, it is insinuated that employees worried about the environment will seek for more knowledge on how to better conserve the 

environment through their daily activities. This includes employees being equipped with both factual and procedural EK, which will 

consequently influence their performance of EGB. 

This proposition shows that efforts should be made by the top management to give information about the state of the environment and the 

possible negative consequences should be frequently communicated to employees so that their EC can be increased which would influence 

their positive attitude toward the environment, confidence about being able to efficiently conserve the environment and the increased passion to 

continuously seek for knowledge which will be effective in preserving the environment. 
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Abstract  

This study examined the relationship between job crafting and work engagement at manufacturing employees in Indonesia. Participants were 

187 employees working in two manufacturing companies in Indonesia. Job crafting was assessed using Job Crafting Scale (JCS) by Tims, 

Bakker, and Derks (2012), and work engagement was assessed using the Utrecht Work Engagement Scale -9 (UWES-9) by Schaufeli, Bakker, 

and Salanova (2006). Results indicate that there is a relationship between job crafting and work engagement in employees in the manufacturing 

industry with r correlation (r) .40. Furthermore, job crafting dimension increasing structural job resources, increasing social job resources, 
increasing challenging job demands had positively associated with work engagement. Decreasing hindering job demands had no significant 

relationship with work engagement. 
 
Keywords: Job Crafting, Manufacturing Industry, Work Engagement  

 

INTRODUCTION 

The manufacturing industry in Indonesia contributes high profits to the economy of the country. Data from the Kementrian Perindustrian 

Republik Indonesia show that the manufacturing sector in Indonesia in 2019 accounted for 20% of Indonesia’s gross domestic product 

(Kemenperin.com, 2019). Therefore, the development of the manufacturing industry needs more attention to further enhance the economic 
development of the state. This industry also has the characteristics of labor-intensive work or jobs that require a lot of labor, so it is expected 

that the employees of manufacturing companies can work effectively and efficiently.  

To continue supporting the Indonesian economy, companies with manufacturing businesses need to increase their productivity. One way 

to increase company productivity is to improve the quality of human resources, in this case, employees, in manufacturing companies. 
Companies need employees who are energetic, dedicated, and engaged in their work because the performance of human resources in a 

company is very important for the success of the company (Lu, Lu, Du, and Bakker, 2014). The aspect of employee work engagement is 

closely related to company performance (Christian, Garza, and Slaughter, 2011). Employees who are engaged in their work will be more alert 

and more focused on their work assignments so that work engagement is positively related to employee job performance (Halbesleben, 2010; 

Christian et al., 2011).  

Surveys have found that the level of employee work engagement in Indonesia compared to that in other countries still tends to  be low, 

especially in the manufacturing industry. Gallup Research (2013) released the result of a survey titled State of the Global Workplace that 

measures employee work engagement in more than 1000 companies with a minimum number of 100 employees in each company, in 60 
industrial work fields, in more than 140 countries. The study showed that only 8% of Indonesian employees in the manufacturing industry fell 

into the high work engagement category. If employees in the manufacturing sector are capable of increasing the work engagement rate, then the 

company’s performance will also get a good impact, which enables the company to give a more broadly and even better contribution to the 

state revenue.  

Several factors that affect work engagement, one of which is job change or job crafting. Studies have found that employee work 

engagement, in general, can be improved by changing employee’s job called job crafting initiated by the employee (Vogt, Hakanen, Brauchli, 

Jenny and Bauer, 2015; Tims et al., 2012; Petrou, Demerouti, Peeters, Schaufeli, and Hetland, 2012). According to Tims and Bakker (2010), 

job crafting is a change in job that employees make to balance job demands and job resources with personal abilities and needs. Furthermore, 
job crafting is a change in job that employees make to balance job demands and job resources with personal abilities and needs (Tims, Bakker, 

and Derks, 2011).   

Tims et al. (2012) divide job crafting into four dimensions which consist of Increasing structural job resources, decreasing hindering job 

demands, increasing social job resources, and having more challenging job demands (Tims et al., 2012). An example of job crafting daily in the 
working environment is when employees have a lot of workloads; then they reduce the scale and scope of work activities to avoid fatigue 

(Wrzesniewski and Dutton, 2001). Broeck, Anja, Elst, Tinne, Baillien, Elfi, Sercu, Maarten, Schouteden, Martijn, Witte, Hans, & Godderis, 

Lode (2017) researched job demands, job resources, work fatigue, and work engagement in a variety of industries, and found that 
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manufacturing industries have complicated bureaucracy and limited social support when compared to other industries, such as health and other 

services. Tims et al. (2012) state that job crafting can also be done on rigid jobs as long as the changes in the jobs are carried out by company 

goals. Therefore, this research is to prove whether it is possible to do job crafting in manufacturing industries which have the characteristics of 

work with a bureaucracy that is not as easy as that in other industrial fields to do job crafting. 

This effort of the employee defence mechanism has a positive impact as seen from the research of Hakanen, Sepala, and Peeters (2017) 

that discovered that job crafting lessens the correlation between job demands and work engagement or the negative correlation that exists in job 

demands against work engagement that becomes weak, in the case of employees who can implement job crafting to their jobs. The action of 

formatting, creating, and reordering employees’ jobs can bring about improvement in employee work engagement. 

Several studies have found the usefulness of job crafting behavior in employees, especially with work engagement. In the future, further 

research is needed particularly for employees of manufacturing industries in Indonesia. So far, there still has not been much research that has a 

focus on understanding the concept of work engagement and job crafting particularly in a developing country like Indonesia in the field of 

manufacturing industries. There are only fewer than 20 studies that can be found with Indonesian employee participants within the period of 
2012-2020. Besides, Bakker, Munoz, and Vergel (2016) state that further research using the JD-R (Job Demand-Resource) model must be 

directed towards the clarification of the correlations between different elements of job crafting to provide more knowledge about the 

phenomenon of job crafting in employees. Therefore, this research also aims to see the correlation between job crafting variables and job 

crafting dimensions in work engagement with samples that are different from those in previous studies, i.e. employees of manufacturing 
industries in Indonesia. In the end, it is expected that this research can more deeply examine the factors that can influence work engagement. 

This research uses the Utrecht Work Engagement Scale-9 (UWES-9) and Job Crafting Scale (JCS). 

 

RESEARCH METHODS  

Sample 

The first criterion of employees that can become the participants in this research is that they are permanent employees at PT PS and PT 
HJC, which are both categorized as manufacturing industries. Moreover, the minimum level of education of the participants is a high school or 

equivalent. The next criterion is employees who have superiors because there are some items in the Job Crafting Scale (JCS) that ask about 

employees’ attitudes towards their superiors. 

Research Design 

If it is seen based on the number of contacts with participants, this research is categorized as cross-sectional research. Then if it is viewed 

based on the nature of the study, this is non-experimental research. 

Research Instruments 

There are two research instruments used to measure job crafting and work engagement, i.e. self-report questionnaires for both variables. 

Job Crafting Measurement Tool 

In this research, job crafting was measured using the JCS (Job crafting scale) developed by Tims, Bakker, Derks (2012). This tool 

measures job crafting as a multidimensional construct consisting of four dimensions. In JCS (Job Crafting Scale), each dimension is 

represented by five to six items so that in total there are 21 items in the measurement tool. This measuring instrument has responses from 

‘never’ that scores 1 to ‘very often’ that has a score of 5. In this instrument, there are also 21 favorable items. 

Table 1 Examples of job crafting items in the questionnaire 

Dimension Item Number Item Example 

Increasing structural job resources 1, 2, 3, 4, 5 I try to learn new things in working 
environment. 

Decreasing hindering job demands 6, 7, 8, 9, 10, 11 I reduce difficult decision making. 

Increasing social job resources 12, 13, 14, 15, 16 I ask my superior whether he/she is 

satisfied with the results of my work. 
Increasing challenging job demands 17, 18, 19, 20, 21 When there is an interesting work, I 

actively offer myself to do the job. 

 

WORK ENGAGEMENT MEASURING TOOL 

The measuring tool for work engagement used in this research was the Utrecht Work Engagement Scale-9 (UWES-9) which was 

developed by Schaufeli, Bakker, and Salanova (2006). This tool contains nine items which are all favorable items. There are three dimensions 

in this measurement tool, which are vigor, dedication, and Absorption. The following is the description of items in the measuring tool (UWES-

9) from Schaufeli, Bakker, and Salanova (2006). 

Table 2 Work engagement item 

Dimension Item Number Item Example 

Vigor 1, 2, 5 When working, I feel strong and excited. 

Dedication 3, 4, 7 I am proud of my work. 

Absorption 6, 8, 9 I am absorbed in my work. 

Research Procedures 
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The researcher sought for an appropriate tool to take measurements of the two constructs. The researcher decided to use the measurement 

tools of Utrecht Work Engagement Scale-9 (UWES-9) developed by Schaufeli and Bakker (2006) and of JCS (Job crafting scale) developed by 

Tims, Bakker, Derks (2012). After obtaining the tools which were going to be used to measure the two constructs in this research, the 

researcher examined the tools and made sure that the tools were reliable and valid so that they could measure the constructs in this research 
well. The Job crafting scale tool was adapted and tested for its reliability and validity in the previous research conducted by Andini (2016), and 

in the test, this measurement tool was proven to be good in both reliability and validity. The validity and reliability of the work engagement 

measuring tool were also tested by another researcher in a study carried out by Wardhani (2015) and were proven to be reliable and valid. 

Next, the researcher sought help from an expert in work engagement constructs to review or carry out the content validity of the measuring 
tools for job crafting and work engagement in order to see language suitability. Changes were made on some items in the job crafting 

questionnaire, which is in the dimension of decreasing hindering job demands. The statement “I organize my work so as to minimize contact 

with people whose expectations are unrealistic” that was previously translated into “Saya mengorganisir pekerjaan saya, dengan meminimalisir 

kontak dengan individu yang memiliki target kerja atau harapan yang tidak realistis” was then changed to “Saya mengurangi berhubungan 
dengan orang lain yang harapannya tidak realistis terhadap saya”, and the statement “I try to ensure that I do not have to make many difficult 

decisions at work” that was previously translated into “Saya mencoba memastikan bahwa saya tidak menemui banyak kesulitan dalam 

mengambil keputusan di tempat kerja” was then changed to “Saya mengurangi pengambilan keputusan yang sulit”. 

Changes were also made on some items in the work engagement questionnaire in the dedication dimension. The statement “My job 
inspires me” that was previously translated into “Pekerjaan saya menginspirasi saya” was then changed to “Pekerjaan saya membangkitkan 

kepercayaan diri saya”, and the statement “I am enthusiastic about my job” that was previously translated into “Saya antusias dengan pekerjaan 

saya” was then changed to “Saya merasa gembira melakukan pekerjaan saya”. The researcher then conducted face validity to 10 participants to 

discover whether the measuring tool used can be understood by the participants. The result showed that JCS and WE were quite easily 

understood by the participants. 

Furthermore, the researcher carried out a reliability test to the job crafting and work engagement measuring tools. This was done to 

reassure how effective the job crafting and work engagement measuring tools were after going through the stages of expert judgment’s review. 

The researcher distributed the questionnaires of job crafting and work engagement measuring tools that had been reviewed by expert judgment. 
The questionnaires were disseminated online and 30 participants filled in the questionnaires and met the required criteria of employees with 

minimum high school education. Based on the feedback from some participants, the researcher changed the scales of UWES-9 from 0-6 to 1-5 

for the convenience of participants in choosing answers that suit them. After that, the researcher used the data taken from the 30 participants to 

see the reliability of the measuring tools. The reliability of the WE measuring tool was 0.859, while the reliability of the JCS measuring tool 

was 0.742. Kaplan and Sacuzzo (2005) state that a reliability index is considered good if it has reached 0.70. 

 

RESULTS 

The total number of participants in this research was 193. However, the researcher sorted out the questionnaires collected again to meet 
the criteria, one of which is the questionnaires must be filled in full of data on both demography and items. Six of the participants did not fill in 

the JCS and WE questionnaires so that their data were not included to be processed. In other words, the total number of data that were 

processed and analyzed in this research was 187.  

Table 3 Correlation between job crafting and work engagement 

Variable N r p r2 Remark 

Job crafting and work engagement 187 .402 .000 .162 Significant (2tailed) 

The researcher used the Pearson Product Moment statistical technique to see the correlation between job crafting and work engagement in 

187 participants. The following is the result of the Pearson Product Moment’s calculation to see the correlation between the two variables in 

this research. The result of the correlation between the total scores of jobs crafting and the total scores of work engagement is as follows. The 

correlation value r = .402, p < 0.05, and n=187 indicates that there is a correlation between job crafting and work engagement. With the result, 
the alternative hypothesis of this research is accepted, and the null hypothesis in this research is rejected. The correlation value r² = .162 is 

categorized as moderately correlated. As much as 16.2% variation of work engagement score is explained by job crafting so that the remaining 

83.8% of work engagement variation is affected by other factors. 

Table 4 Correlations between job crafting and work engagement dimensions 

Dimension N r p r2 Remark 

Increasing structural resources 187 .479 .000 .229 Significant (2 tailed) 

Decreasing hindering job demands 187 -.021 .776 .000 Not significant (2 tailed) 

Increasing social job resources 187 .262 .000 .069 Significant (2 tailed) 

Increasing challenging job demand 187 .403 .000 .163 Significant (2 tailed) 

The first dimension of job crafting that is increasing structural resources with a correlation value r = .479, p < 0.05 and n=187 indicates 

that there is a correlation between increasing structural resources and work engagement. With the result, the alternative hypothesis in this 

research is accepted, and the null hypothesis is rejected. The correlation value r² = .229. can be categorized as moderately correlated. As much 
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as 23% score variation of work engagement is explained by increasing structural resources so that there is a remaining 77% of work 

engagement variation that is caused by other factors. 

The second dimension of job crafting that is decreasing hindering job demands with a correlation value r = -.021, p < 0.05, and n=187 

indicates that there is no correlation between decreasing hindering job demands and work engagement. With the result, the alternative 

hypothesis in this research is rejected and the null hypothesis in this research is accepted. 

With the result shown in the third dimension that is increasing social resources, the alternative hypothesis in this research is accepted and 

the null hypothesis in this research is rejected. The correlation value r² = .069. can be categorized as moderately correlated. As much as 0.7% 

score variation of work engagement is explained by increasing social resources so that there is a remaining 92.3% of work engagement 

variation that is caused by other factors. 

The fourth dimension that is increasingly challenging job demand with a correlation value r = .403, p < 0.05, and n=187 indicate that there 

is a correlation between increasing challenging job demand and work engagement. With the result, the alternative hypothesis in this research is 

accepted and the null hypothesis in this research is rejected. The correlation value r² = .163. can be categorized as moderately correlated. As 
much as 16% score variation of work engagement is explained by increasing challenging job demand so that there is still 84% of work 

engagement variation that is caused by other factors. 

 

DISCUSSION 

The results of this research indicate that there is a significant correlation between job crafting and work engagement in manufacturing 

industries so that it can be concluded that the higher the job crafting done by employees, the higher the work engagement of the employees. 

This result supports the previous research conducted by Siddiqi (2015) that found that the higher the job crafting rate in employees, the higher 

the work engagement of the employees. Another research carried out by Lee, Shin, and Baek (2017) also found that job crafting has a positive 

correlation with employee’s work engagement. 

The average work engagement rate in this research is categorized high. At first, the researcher thought this resulted from the fact that one 

of the companies whose samples were taken is a subsidiary of PT.HJC, a company in Japan, a developed country; therefore, it was possible that 
the management of the company was quite good that the employees could have a higher work engagement rate. The researcher then compared 

the mean of the work engagement rate of PT.HJC with the mean of that of PT.PS, which is a company originated from Indonesia, a developing 

country, and the result did not show any significant difference in the mean between PT.HJC and PT.PS. Therefore, it could be concluded that 

the average work engagement rates in both PT.PS and PT.HJC was high and above the average work engagement rates in companies in 

Indonesia. 

There is a significant correlation between the dimensions of job crafting and work engagement in the employees of manufacturing 

companies, namely increasing structural work resources, increasing social job resources, and increasing challenging job demands. However, in 

this research, there is no significant difference between decreasing hindering job demands and work engagement in the employees of 
manufacturing companies. This finding is in line with the research with similar samples from manufacturing companies carried out by De Beer, 

Tims, and Bakker (2016) who studied 260 employees at mining companies and 210 employees of manufacturing companies in the Netherlands, 

and they found that in manufacturing companies, decreasing hindering job demands was not significantly correlated with work engagement, 

whereas in different industries, namely construction and mining industries, the study even found a negative correlation between decreasing 

hindering job demands and work engagement (De Beer, Tims, and Bakker, 2016). 

There is no significant difference between decreasing hindering work demands and work engagement in the employees of manufacturing 

companies. The research conducted by De Beer, Tims, and Bakker (2016) stated that this was possible because of the characteristics of the 

work environment in manufacturing companies that had many regulations that did not allow their employees to reduce job demands. Besides, 
Tims et al. (2012) who stated that decreasing hindering job demands did not correlate with employee work engagement found that this 

dimension was more related to another construct that was work fatigue or burnout. Demerouti, Bakker, and Gevers (2015) asserted that if 

employees decreasing hindering job demands, they would also reduce the scope of their work which in turn would hamper their development 

and would probably limit their learning opportunities. He further stated that job demands had the characteristics that were given by the 
company; for instance, some targets must be completed each day, so it might be quite difficult for employees to decreasing hindering job 

demands because if manufacturing employees reduced the targets, it would affect the work of the team. 

Although this research did not find a significant correlation between decreasing hindering job demands and work engagement in the 

employees of manufacturing companies, the study found that the dimension of increasing challenging job demands had a significant correlation 
with work engagement in the employees of manufacturing companies. This shows that not all job demands have a negative contribution to 

employees. Future research can focus on other aspects of job demands, such as production demands. The research conducted by Cheung, 

Sinclair, Shi, and Wang (2015) found that in manufacturing industries, production demands, such as time pressure and workload, are positively 

correlated with employees’ wellbeing. 

There are several supporting reasons why job crafting is related to work engagement. Inoue et al. (2013) studied the correlation between 

job resources and work engagement in 1095 white-collar employees at manufacturing companies in Japan and found that job resources such as 

flexibility in decision making could lead employees to have a high level of work engagement. When employees were given the freedom to 

make job decisions, they would see their work more enjoyable. Participating in decision making in the work environment would increase 

employee work engagement and could increase their commitment to the organization (Inoue et al., 2013). 

Moreover, other studies have also mentioned the supporting reasons why job crafting is correlated with work engagement. Tims, Bakker, 

and Derks (2014) stated that when individuals knew how to create an optimal work environment, they could monitor the characteristics of the 
work they were participating in, and this could, in turn, be needed to prevent any negative results, such as demotivation or declining job 

performance. Therefore, job crafting could be an attractive strategy to use so that employees could be more engaged in their work, and would 

feel more valuable for their work. Also, this study further pointed out, when employees voluntarily performed new tasks, such as changing 

work behavior, then it could balance the unpleasant aspects of the job with more meaningful tasks that could enhance work engagement along 
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with positive experiences gained at work, such as learning experiences, and sensations of achievement and pleasure (Hakanen, Seppala, and 

Peeters, 2017). 

Even though the benefits of job crafting are good for employees, there are several characteristics of work that give limited opportunities to 

do job crafting. When work provides a very small opportunity for job crating behavior, employees can look for alternative behaviors. A study 
found that employees could make alternative changes in behavior, such as making changes in leisure time called leisure crafting, instead of 

making changes at work (Petrou, Bakker, and Heuvel, 2017). Future research can further examine such a construct to enrich the understanding 

of the job crafting construct. 

 

RECOMMENDATIONS 

This research did not find a significant correlation between decreasing hindering work demands and work engagement in the employees of 

manufacturing companies. Another research found a negative significant correlation between decreasing hindering job demands and work 
engagement in participants from different industries, namely mining and construction industries (De Beer, Tims, and Bakker, 2016). Future 

studies can examine the correlation between decreasing hindering job demands and work engagement in participants with a variety of industrial 

backgrounds to clarify the role of such a dimension in work engagement. 

Increasing structural job resources has been found correlated with work engagement in manufacturing employees. Therefore, employees 
need to be given freedom or job autonomy, considering that it gives a positive impact on the organization. There is also a correlation between 

increasing social resources and work engagement in the employees of manufactures. The dimension of increasing social resources includes 

manufacturing employees and their superiors. Therefore, superiors can provide positive feedback on the job crafting that employees have on 

their behavior. Manufacturing companies in carrying out a production process certainly require employees who can adapt to the evolving 

technology. To respond to this challenge, the employees of manufacturing companies can implement the dimension of increasing challenging 

job demands to be able to adapt to the work situation. 
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Abstract  

Stress is one of the national issues to be discussed by each governing body to understand how it affects its employees and the organization. 
Today, workplace stress is one of the most daunting challenges many organizations face. Fong (2017) reported that at least one dimension of 

work stress was identified by 53% of Malaysian workers, while 12% suffered from high rates of anxiety. This issue also getting the attention of 

the Minister of Human Resources. Job stress was caused by various causes, regardless of occupation and career. Therefore, this study aims to 

evaluate the contribution to work stress among government employees by relationships between leadership, work group conflict and 
personality factors and the effect of service climate as a mediator. A multi-level longitudinal survey is used to obtain quantitative data from the 

process. The respondents were government employees in the Department of Putrajaya. Five-point Likert Scale is used to represent the views of 

the respondents for each item in the questionnaire. The descriptive research would evaluate the frequencies and the spectrum of medium and 

normal combinations of the respondent’s demographic profiles. The correlation between work stress rates for all stakeholders will be tested 
with the intention of looking at the relationship between these variables. The findings of this study will enable the Department of the Public 

Service to establish new strategies for minimizing public service stress. 

 
Keywords: Civil Servant, Job Stress, Leadership, Personality, Team Conflict  

 

BACKGROUND 

Work tension is one of the organization's most troublesome situations (Daus et al., 2013). Stress is seen as the most recent social illness in 

all working conditions in different forms (Yadav & Kumar, 2014). Pressures can be defined as adversely affected psychologically and 

physically due to failure to adapt to their unforeseen demands (Dwamena, 2012; Shahu & Gole, 2008). Demand is one of the sources of stress, 

especially on the job. The workplace is one of the key factors for the pressures, says Carr, Kelly, Keaton and Albrecht (2011). 

Employment is of the utmost importance in many people's lives and hence the influence of work stresses (Bradley & Sutherland, 1994). 

The level of tension at work today is higher than in the past (Minter, 1999). Workplace pressure takes several types, such as  tight schedules, 

blurred roles (Gilboa, Shirom, Fried & Cooper , 2008), conflicts of duties (Les Tien, 2011). Nyberg, Bernin and Theorell (2005) address 

leadership and its impact on different facets of organizational safety. 

Education institutions, like teachers or employees of banks, have taken precedence studies, but few studies have mentioned the public 

sector as a workplace causing pressures. The aim of this study is to understand the phenomena of stress amongst civil servants in the Malaysia 

Federal Public Sector by exploring the connections between leadership, team conflict, personality, service climate and job stress. The outcome 
of the study will add value to the existing literature on pressing issues such as leadership, team conflicts and individuality that contribute to 

stressful jobs for workers in the public sector. 

 

OBJECTIVE 

The research paper seeks to achieve its general objective of leadership, team conflict, personality, and service climate on job stress by 

focusing on the following specific objectives: 

i. To determine the relationship between leadership style (transactional leadership), team conflict and personality on job stress amongst 

public sector employees.  

ii. To determine whether the service climate mediates the relationship between leadership style, team conflict, personality and job stress 

amongst public sector employees.  

iii. To examine the relationship between service climate and job stress amongst public sector employees. 

 
 
* Corresponding author: ainadaniel77@gmail.com 
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LITERATURE REVIEW AND PROPOSITION DEVELOPMENT 

Job Stress 

Work stresses include instability emotional and physical responses, which occur to employee when they see an inadequate balance 

between their job demands and their needs (Lingard, 2004). Job stress include uncertainty. Stress in work can lead to ill health (Robbins & 

Judge, 2011). Stress will adversely affect your wellbeing, relationships, and productivity. Fong (2017) reported that at least one dimension of 
workplace stress was reported by 53% of Malaysian employees, while the anxiety or depression was high at twelve%. George (2011 ) stresses 

that workers are under pressure due to several factors. 

According to the theories of Gray-Toft and Anderson (1985), work tension decreases work activities and decreases job satisfaction, an 

indirect cause of absenteeism. Whilst French et al, (1976) indicated that work stress refers to any particular nature of the working environment 
that poses a threat to the worker, whether it is unreasonable demands or not enough supplies to meet his or her needs. He added that the 

association of working conditions with the characteristics of the worker is occupational stress such as the demand for labor that exceeds the 

worker's capacity to deal with it. A combination of needs and resources allows people to work well and conflict arises when a sign of in 

satisfactoriness exists between the two. 

Leadership Style and Job Stress 

The leadership style is designed to inspire, share the ideas, pay attention to the employee, provide encouragement, interact, and encourage 

two different ways or reward the employee. Top management reflects the senior management style of the company. Good leadership can 

influence the productivity of organization and contribute to success in the organization (Jam et al, 2010). In addition to impacting the wellbeing 
of employees, leaders may influence the workforce 's efficiency. This ensures that workers who damage their wellbeing cannot concentrate on 

the workload so that productivity is poor. 

Transactional leadership is one of leadership styles that much related to stress. Kuhnert and Lewis (1987) stated transactional leadership 

represents an exchange between leaders and followers, satisfying the interest of the leader and the desires of the follower. Transactional 
leadership is based on three forms: contingent compensation, extraordinary management (active exclusion) and extremely passive management 

(Passive exclusion) (Lyons & Scneider, 2009). 

Janssen and Van Yperen (2004) suggests that a good supervisor–subordinate relationship in which the supervisor practice transactional 

leadership treats his subordinate with a high degree of cordiality. Thus, employees enjoy the confidence, favour and support given by their 
supervisor. The support which are exclusively within the supervisor’s discretion includes priority information, and stronger performance 

ratings. As such, it has been argued to reduce job stress. The proposition is, it can be deduced that: 

Proposition 1: Leadership style (transactional) will be negatively related to job stress. 

Team Conflict and Job Stress 

Robbins and Judges (2011) stated work teams are defined as a group whose efforts produce greater performance than the individual inputs. 

Guzzo and Shea (1992) explain that teamwork has received the attention of social psychology and organizations over the last few decades. 

Most of the work in teams today. Teamwork leads to good success and creative ideas but can also be overwhelming. Nonetheless, there is not a 

great deal of study to prove how challenging and frustrating the teamwork can be. There are conflicts, people are overly dependent and 

sometimes people are even not credited (Harvard Business Review, 2019). 

 Employee, themselves alone will not cause stress rather, they may find themselves in conflict as discussions lead them into uncharted 

waters (Peter B. Grazier, 1997) and the employees perception and impression of organization (service climate) goes wrong, causing stress. 

Thus, the suggestion proposition will be: 

Proposition 2: Team conflict will be negatively related to job stress.  

Personality and Job Stress 

Campbell (2010) defines the classification of personality types covering many aspects of human behavior such as attitudes, actions and 

reactions, thoughts, learning, feelings, and lifestyle. The behavior of a person with a different kind of personality reflects the way a person sees 
the world. Robbins and Judges (2011) state about personality as the total number of ways a person reacts and interacts with others. Factors of 

interest in the work characteristics of healthcare workers include sensitivity to personality traits, the way to communicate with clients and the 

way to handle stressful work aspects. The behavior of people depends on their characteristics. Personalities may be a source of innovation and 

growth or the cause of conflict, disappointment, and unavoidable organizational difficulties for the public workers of an organization. 

Often, personality being part of a research, it was sum up based on five broad dimensions, which are called the Big Five: neuroticism, 

extraversion, agreeableness, conscientiousness, and openness to experience (Costa & McCrae, 1992). As most of the personality traits are 

positive characters, many researchers point that it has low probability in causing job stress (Mc Crae & Costa, 1992; Cassidy & O’Connor 

2004; Kivimaki et al, 2005). Thus, we propose the following: 

Proposition 3: Personality will be negatively related to job stress 

 

CONCEPTUAL MODEL 

Considering wide exploration of similar research work, the conceptual framework was designed. This study focuses on identifying and 

analyzing the relationship between leadership, team conflict, personality and service climate on job stress. In order to achieve the objectives, 

the study tests the conceptual model presented in Figure 1. 
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Figure 1: Conceptual framework for the study. 

CONCLUSION 

This concept paper gives a general review of a framework that integrates the leadership, team conflict and personality towards job stress 

into a single model is proposed. According to Hinkle (1973), stress is a force act that can cause pain or tension and the study’s findings are 

expected that leadership, team conflict and personality have high probability to cause job stress among employees regardless of their 

profession. The model will provide a new perspective in the integration of leadership, team conflict, personality and job stress. This paper 

contributes to the procurement literature by proposing a new insight of job stress conceptual model to better explain causal relationship 

between construct. 

 

REFERENCES 

Aguinis, H., Gottfredson, R. K., & Culpepper, S.A. 2013. Best-practice recommendations for estimating cross-level interaction effects using multilevel modeling. 

Journal of Management, 39(6): 1490-1528. doi: 10.1177/0149206313478188. 

Bass, B. M., & Avolio, B. J. 1997. Full Range Leadership Development: Manual for the Multifactor Leadership Questionnaire. Redwood City: Mind Garden Inc. 

Bradley, J. R., & Sutherland, V. 1994. Stress management in the workplace: Taking employees’ views into account. Employee Counseling Today, 6(1): 4-9. 

Brown, M.E., & Trevino, L.K. 2006. “Ethical leadership: a review and future directions”, The Leadership Quarterly, Vol. 17, pp. 595-616. 

Bowen, P., Edwards, P., & Lingard, H. 2013. “Workplace stress experienced by construction professionals in South Africa”, Journal of Construction Engineering 

& Management, Vol. 139 No. 4, pp. 393-403. 

Carr, J., Kelley, B., Keaton, R., & Albrecht, C. 2011. Getting to grips with stress in the workplace: Strategies for promoting a healthier, more productive 

environment. Human Resource Management International Digest, 19(4): 32-38. 

Cassidy, C., O’Connor, L. C., 2004. Perceived Discrimination and Psychological Distress: The Role of Personal and Ethnic Self-Esteem. Journal of Counseling 

Psychology, 51(3):329-339. 

Cooper, C. L., & Marshall, J. 1978. Understanding Executive Stress, Macmillan, London.  

Cooper. Costa Jr, P. T., & McCrae, R. R. (1992). Reply to eysenck. Personality and individual differences, 13(8), 861-865. 

Darus, A., Ahmad, F., Roslan, A., & Jali, M. N. 2013. Work Stress Among Bank Employees: A Case Study of Bank Rakyat. Malaysian Management Journal, 17, 

115-124. 

Dwamena, M. A. 2012. Stress and its Effects on Employees Productivity: A Case Study of Ghana Ports and Habours Authority, Takoradi (Unpublished master’s 

thesis). Kwame Nkrumah University of Science and Technology, Ashanti, Ghana. 

Flaherty, K. 2011. “Chapter 3: Strategic Leadership in Sales: Understanding the relationship between the role of the salesperson and the role of the sales 

manager”, in Le Meunier-Fitzhugh, K., Piercy, N., and Cravens, D. W., (Eds), The Oxford Handbook of Sales Management and Sales Strategy, Oxford 

University Press, Oxford. 

Fong (2017) Survey: Malaysians work most hours but are least productive. Retrieved from https://www.thestar.com.my/news/nation/2017/11/17/survey-

malaysians-work-most-hours-but-are-least-productive 

Gilboa, S., Shirom, A., Fried, Y., & Cooper, C. 2008. A meta-analysis of work demand stressors and job performance: Examining main and moderating effects. 

Personnel Psychology, 61(2): 227-271. 

Gray-Toft, P., & Anderson, J. G. (1985). Organizational stress in the hospital: Development of a model for diagnosis and prediction. Health Services Research, 

19, 753-774. 

Hoffman, D. A., & Gavin, M. B. 1998. Centering decisions in hierarchical linear models: Implications for research in organizations. Journal of Management, 

24(5): 623-641. doi: 10.1177/014920639802400504. 

Hox, J. J. 2010. Multilevel Analysis: Techniques and applications (2nd ed). New York, NY: Routledge. 

Jam, F. A., Akhtar, S., Haq, I. U., Rehman, M. A., & Hijazi, S. T. 2010. Impact of leader behavior on employee job stress: Evidence from Pakistan. European 

Journal of Economics, Finance and Administrative Sciences, 21, 172-179. 

James, L. R., Demaree, R. G., & Wolf. G. 1984. Estimating within-group interrater reliability with and without response bias. Journal of Applied Psychology, 

69(1): 85-98. doi: 10.1037/0021-9010.69.1.85. 

James, L. R., Demaree, R. G., & Wolf. G. 1993. Rwg: An assessment of within-group interrater agreement. Journal of Applied Psychology, 78(2): 306-309. 

Janssen, O, Van Yperen, NW. 2004. Employees’ goal orientations, the quality of leader member exchange, and the outcomes of job performance and job 

satisfaction. Acad Manage J 2004; 47: 368–384. 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020)  Page | 538  

Kivimaki, M., Vahtera, J., Elovainio, M., Helenius, H., Singh-Manoux, A., Pentti, J., 2005. Optimism and Pessimism as Predictors in Change in Health after 

Death or Onset of Severe Illness in Family. Health Psychology 24(4):413-421. 

Kuhnert, K. W., & Lewis, P. 1987. Transactional and transformational leadership: A constructive or developmental analysis. Academy of Management Review, 

12, 648-657. 

Lyons, J. B., & Schneider, T. R. 2009. The effect of leadership style on stress outcomes. The Leadership Quarterly, 20, 737-748. doi: 

10.1016/j.leaqua.2009.06.010. 

Lessard, S. & Baldwin, B. 1999. Net Slaves: True Tales of Working the Web, McGraw-Hill, New York, NY. 

Lee, L. T. S. 2011. The effect of challenge and hindrance stressors on unlearning and NPD success: The moderating role of team conflict. African Journal of 

Business Management, 5(5): 1843-1856. 

Lingard, H. (2004). “Work and family sources of burnout in the Australian engineering profession: Comparison of respondents in dual and single-earner couples, 

parents and nonparents”, Journal of Construction Engineering and Management, Vol. 130 No. 2, pp. 290-298. 

Maas, C. J. M., & Hox, J. J. 2005. Sufficient sample sizes for multilevel modeling. Methodology, 1(3): 86-92. doi: 10.1027/1614-1881.1.3.86. 

Mackinnon, D. P., Lockwood, C. M., & Williams, J. 2004. Confidence limits for the indirect effect: Distribution of the product and resampling methods. 

Multivariate Behavioral Research, 39(1): 99-128. doi: 10.1207/s15327906mbr3901_4. 

Mathieu, J. E., & Taylor, S. R. 2007. A framework for testing meso-mediational relationships in organizational behavior. Journal of Organizational Behavior, 

28(2): 141-172. doi: 10.1002/job.436. 

Minter, S. G. 1999. Too much stress? Occupational Hazards, 61(5): 49-52. 

Nyberg, A., Bernin, P., & Theorell, T. 2005. The impact of leadership on the health of subordinates. National Institute for Working Life and Authors, 1-32. 

Podsakoff, P. M., MacKenzie, S. B., Lee, J. Y., & Podsakoff, N. P. 2003. Common method biases in behavioral research: A critical review of the literature and 

recommended remedies. Journal of Applied Psychology, 88(5): 879-903. doi: 10.1037/0021-9010.88.5.879. 

Podsakoff, P. M., MacKenzie, S. B., & Podsakoff, N. P. 2012. Sources of method bias in social science research and recommendations on how to control it. 

Annual Review of Psychology, 63, 539-569. doi: 10.1146/annurev-psych-120710-100452. 

Poon, S. W., Rowlinson, S. M., Koh, T., & Deng, Y. 2013. “Job burnout and safety performance in the Hong Kong construction industry”, International Journal 

of Construction Management, Vol.13 No. 1, pp. 69-78. 

Raudenbush, S. W., Bryk, A. S., Cheong, Y. F., Congdon, R. T., & du Toit, M. 2011. HLM 7: Hierarchical linear & nonlinear modeling. Lincolnwood, IL: 

Scientific Software International Inc. 

Robbins, S. P., Judge, T. A. 2011. Organizational behavior. New Jersey: Pearson. 

Schein, E. H. 1992. Organizational Culture and Leadership, Second Ed. San Francisco: Jossey-Bass 

Shahu, R., & Gole, S. 2008. Effect of Job Stress and Job Satisfaction on Performance: An Empirical Study. AIMS International Journal of Management, 2(3): 

237-246. 

Soylu, A. 2007. Foreigners and workplace stress. Journal Individual Employments, 12(4): 313-327. doi: 10.2190/1E12.4.d. 

Yadav & Kumar. 2014. Oxidative Stress, Prooxidants and Antioxidants: The Interplay BioMed Research International Volume: 

http://dx.doi.org/10.1155/2014/761264. 

 



ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 539  

The 5th International Conference on Management in Emerging Markets 

 

DESIGNING GAMIFICATION BY USING BARTLE PERSONA AND OCTALYSIS 

FRAMEWORK FOR LEARNING MANAGEMENT SYSTEM T PT BERAU COAL 

Junialdi Dwijaputra*a, Ira Fachirab, Cahyo Andriantoc,  

a,b,cInstitut Teknologi Bandung 

 

Abstract  

PT Berau Coal has a functional strategy that is focusing on the Learning Management System. It is the Health Safety and Environment 

Certification and Training Department. Sintesis + is a Berau Coal Learning Management System platform that was developed as a tool of HSE 

knowledge and operational information. It has two alternative solutions from its design: namely in-house or customization applications and 

open-source or free license applications using Modular Object-Oriented Dynamic Learning Environment (Moodle) that can accommodate the 

needs of users (employees and also out-source employees). The Gamification approach will be analyzed using Bartle persona of the employee 
at PT Berau Coal which the data gathered from a quantitative survey from 102 employees and using the Octalysis Gamification Framework 

which was founded by Yukai-Chou to create engagement between the learning management system and LMS's user. Gamification is 

implementing design concepts from games, loyalty programs, and behavioral economics to drive user engagement. Based on Yukai-Chou, there 

are various types of game techniques that give motivation differently. There are coming from inspiration and empowerment, as well as 
manipulation and obsession. The result of various types of game techniques in the gamification design framework is the Bartle test of 

psychology that was designed by Richard Bartle to know user persona. The persona will help LMS owner to design gamification. Furthermore, 

the design of gamification will consider the result based on Bartle Persona mapping. Employees at PT Berau Coal mostly have explorer’s 

persona, which drives to discover content that they have not seen before referring to Core Drive 7: Unpredictability & Curiosity. It drives them 
to discover novel content that they have not seen before. There are also seeds of Core Drive 2, 3, and 6 because They use their creativity to find 

ways to test every boundary that constraint, and when successful, they are fulfilled by a sense of accomplishment. 

 
Keywords: Gamification, Learning Management System, Persona  

 

BACKGROUND 

The education area unconsciously has been using a gamification model. For instance, students who have excellent performance in the 

exercise lesson get a good mark, and those who make a number of mistakes earn a bad one. Do not think that gamification is a panacea. 

Through that illustration, it can be said that gamification can help to achieve goals despite the fact that some gamification does not make sense. 
However, inappropriate use of gamification in learning is the direct path to disappointment in the methodology itself such as the award for 

nothing, short strategy, and focus in competition. (Anadea, 2017). Successful of gamification can be seen from Nike, after finishing the run, 

users get badges and can compete with other runners, and it awards you virtual trophies for meeting milestones. Most runners who engage in 

the Nike+ game would never think of owning another brand of running shoes. 

Discussing the Learning Management System, PT Berau Coal has a functional strategy that is focusing on LMS. It is the Health Safety and 

Environment Certification and Training Department. Sintesis + is a Berau Coal Learning Management System platform that was developed as a 

tool of HSE knowledge and operational information. It has two alternative solutions from its design, namely in-house or customization 

applications and open-source or free license applications using Modular Object-Oriented Dynamic Learning Environment (Moodle) that is able 

to accommodate the needs of the user (employees and also out-source employees). 

To understand Sintesis+ Platform (Figure 1 ) author will analyze STP 

 

Figure 1. Sintesis+ Logo 
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Based on segmentation, there are three categories, first employees who work at Berau Regency, East Kalimantan Province. Second, the 

demographic segment PT Berau Coal has 21.212 numbers of total employees, both Berau Coal and Contractors. Furthermore, 48% of employee 

proportion is millennials and generation z from 17-35 years old, which has a specific position from officer or mechanic and operator and also 
supervisor or engineer, lastly, regarding behavior segment Employees who are training related to Health Safety Environment competencies 

because it is integrated with the working permit, namely Single Identity System (SID). Employees can be trained at training centers or self-

learning and ensure their competencies at every test center on their site. Targeting of this platform is to ensure and develop HSE and 

Operational Competencies. This platform is targeting the category of employees into several targets and employees who work at high-risk 
activities and want training with an online learning platform. Lastly, the positioning of this platform is offering the learning management 

system platform, which can be accessed anytime and anywhere. 

 

BUSINESS ISSUE 

Based on Sintesis+ feedback report in January 2020, there are 47 respondents from 86 respondents, accounted for 54%, never access 

Sintesis+. It is indicated as a significant gap in platform awareness since Sintesis+ launched in 2018. It also can be said that the promotion mix 
of this application should be evaluated.  The most striking reason why employees did not access Sintesis+ is that they did not know how to 

access Sintesis+. Moreover, the average of access is still low: 62% of users only access this platform 1-2 times per week. However, if the 

learning management system useful by the user, the accident in people programs can be decreasing. Based on the success story of engagement, 

Nike can engage their users with gamification. There are some researches said that gamification could yield an 80% contribution to engage 
their learner (Financial Online Research). Therefore, gamification can be considered as one of the solutions to increase engagement. The author 

will analyze the application of gamification in the learning management system of PT Berau Coal. 

 

METHODOLOGY 

This research (Figure 3) will analyze of hypothesis gamification design for LMS at PT Berau Coal. Based on the figure below, there are 
two analyses. Firstly, from the internal condition that will discuss quantitative analysis from PT Berau Coal employees. The data will be taken 

from the survey, which depicts Bartle Persona of LMS users from The LMS Plugin, which exists at Moodle. From the external condition, 

secondary data regarding the Octalysis Gamification Framework will discuss the eight-core drive of the gamification approach. Lastly, the 

gamification design, which is suitable for Moodle plugin from persona and gamification framework, will be presented at the conclusion.  

 

Figure 3. Research Methodology 

 

DISCUSSION 

This implication of this research will give recommendations of the gamification approach for the learning management system based on 

the Bartle Persona and Octalysis Gamification Framework, which created by Yukai-Chou.  

The quantitative analysis objective is to find the persona of employees of PT Berau Coal based on Bartle Taxonomies Player. Bartle 

(1996) created a study of gamer psychology in virtual worlds. Based on his analysis, players are classified into four types: Achievers, 

Explorers, Socializers, and Killers. Measuring the quantitative research, the right number of responses must be assessed. The sample size is the 
number of completed responses your survey receives. It is called a sample because it only represents the part of the group of people. According 

to population size at PT Berau Coal, 20.000 employees with the margin of error is expected 10% with the confident level of 95%. The 

minimum sample size used in this research is 96. 

The survey was distributed by using an online questionnaire to Berau Coal and contractor's employees. From the survey that had been 
conducted, 102 total respondents can give information about demographics and persons based on Bartle persona player. The figure above 

depicts that 56,86 % of respondents come from the millennial age group (1981-1994) while the other comes from Generation Z. In addition to 

that, the figure describes that 62,75% of respondents are male, and 37,25% of the respondents are female. Moreover, 84,31 % of respondents 

are in the supervisor job role. 

According to paper Redesigning the Bartle Test of Gamer psychology, it is necessary to know the personality types of gamers who 

dominate the audience. The reason for that is to implement successful gamification processes of learning and to incorporate both mechanics and 

dynamics in the system design relevant for the types of gamers found. The Bartle test of gamer psychology is an instrument that is widely used 

by video game designers to identify four Gamer personalities: Achievers, Explorers, Socializers, and Killers. 
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Respondents assessed themselves using the Bartle Test of Gamer Psychology template from website https://matthewbarr.co.uk/bartle/. The 

website's content has been researched based on the paper from Richard Bartle with the title Hearts, Club, Diamond, Spades: Players Who Suit 

Muds.  Respondents fill their persona in the questionnaire after finding out their persona from that website. The result of the assessment can be 

seen from the figure below (Figure. 4). It can be stated that 37 % of the employees of PT Berau Coal have explorer persona while Killers and 

Socializer have respectively 24% and 23% proportion. Lastly, achievers sat in the bottom position with 18 %.  

 

Figure   4.   Bartle Persona 

By looking at the graph, there are four types of persona referring to Bartle Paper:  

• Achievers are proud of their formal status in the game's built-in level hierarchy, and of how short a time they took to reach it. 

• Killers are proud of their reputation and their oft-practiced fighting skills. 

• Explorers are proud of their knowledge of the game's finer points, primarily if new players treat them as founts of all 

knowledge. 

• Socializers are proud of their friendships, their contacts, and their influence. 

Octalysis Gamification Framework 

The Octalysis gamification framework was created by Yukai-Chou for more than ten years of research and study. This framework has 

become required literature in Gamification instruction worldwide. Referring to Yukai-Chou, there are eight core drives within in Octalysis 
gamification framework. The core drive is pivotal to notice because it suggests that there are none of these core drives behind the desired 

action, there is no motivation, and no behavior happens. (Yukai-Chou, 2015) 

 

Figure 5.  Octalysis Gamification Framework 
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The number one until eight at table below refer to each core drive, there are: 

• Core Drive 1: Epic Meaning & Calling 

• Core Drive 2: Development & Accomplishment 

• Core Drive 3: Empowerment of Creativity & Feedback 

• Core Drive 4: Ownership & Possession 

• Core Drive 5: Social Influence & Relatedness 

• Core Drive 6: Scarcity & Impatience 

• Core Drive 7: Unpredictability & Curiosity 

• Core Drive 8: Loss & Avoidance 

Moodle Plugin Analysis 

Based on the gamification feature LMS, PT Berau Coal does not use this plugin to engage the user. However, according to the analysis 
above, it can be seen that Level Up & Ranking Block plugin reflects Core Drive 2 & 5 since it represents ranking and also social influence. The 

Interactive Content-H5P plugin represents the Core Drive 3 & 7 because it makes learning more fun, and users will wait for the type of quiz 

which they face further. Moreover, Game and Quizventure depict Core Drive 3 because of the interactive content. Lastly, Motrain or 

Mootivated represents Core Drive 4 because users can edit their avatar. 

Table 1. Core Drive Approach at Plugin Moodle 

Plugin Moodle 
Core Drives Approach 

1 2 3 4 5 6 7 8 

Level Up !  •   •    

Interactive Content – H5P   •    •  

Game   •      

Quizventure   •      

Motrain/Mootivated    •     

Ranking Block  •   •    

Based on the analysis of user persona research as well as number popularity of e-learning (Table1), it can be seen that Core Drive 2 & 3 
are the most recommendation core drives. Meanwhile, Core Drive 4, 5, 6 sits on the second core drive recommendation to apply at PT Berau 

Coal Learning Management System. 
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Abstract  

The use of multicultural teams in work arrangements has become frequent in today's globalized world, where people need to work together 

with culturally diverse team members for common goals. It becomes a challenge for team members to overcome the differences among them 

while ensuring extensive information exchange and processing. Inspired by Hofstede's (1980) cultural dimensions and Early and Ang's (2003) 

concept of cultural intelligence (CQ), this research aims to explore conceptually how cultural dimension and cultural intelligence are 
manifested in knowledge sharing with shared values and team efficacy as mediators. 
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BACKGROUND 

Creating a successful work in a team is important yet complicated to achieve, especially in a multicultural context. One main challenge is 

the knowledge sharing process that is deemed essential for working in a team, considering that knowledge sharing is highly dependent on 

communication. The condition will be harder when the multicultural team works together and faces obstacles. Cross-cultural collaboration is 

essential not only for companies to gain a competitive edge in the global marketplace but also linked to a sound strategic business plan 

(Agrawal, 2012).  

The language, per se, also holds a great deal when affecting the whole interaction process, aligned with collective memories, personal 

beliefs, and ethics. According to Schaefer (2006), culture is composed of all objects and ideas within society. Thus, objects and concepts need 

to go through acceptance processes within the community. Blumer (1969) infer that one of the distinctive characteristics of people-to-people 
social interactions is that they appear to perceive each other's actions and not merely obtaining or responding to those actions. By understanding 

these concepts, it can be inferred that our expectations from reality about arising issues and these expectations are strongly influenced by 

traditions, symbols, local knowledge, and virtues. Instead, these ideas are commonly deciphered for meaning and embraced by our shared 

values or rejected since they are not associated with our culture. 

Since all these people that are involved in multicultural teamwork are the agent of the culture-bearer engaging in the process of 

enculturation (Fay, 1996), the culture is reconstituted as well. Previous researches have explored the topic of teamwork and how factors of the 

cultural environment, perceived team efficacy, and knowledge sharing play notable roles in it (e.g., Bandura, 1986; Chiu, Hsu, & Wang, 2006; 

Saengratwatchara & Pearson, 2004; Paul, Hauser, & Bradley, 2007). Unfortunately, previous researches on how and what specific cultural 
intelligence improves knowledge sharing in work teams is still sparse and unsystematic. No previous research related to cultural intelligence 

has investigated how social cognitive theory functions to simultaneously explain the relationship between cultural intelligence, cultural 

dimension, and knowledge sharing. This leaves a research gap for this study to explore how cultural intelligence (CQ) and cultural dimension 

(CD)  influence knowledge sharing (KS) across teams. 

 

LITERATURE REVIEW 

Multicultural Team (MCT) 

MCT is "a group of people from different cultures, with a joint deliverable for the organization or another stakeholder" (Stahl, et al., 2010: 

439). Members in such teams are jointly responsible for performing specific tasks despite possible cultural differences inherent in team 

composition. MCTs typically have the benefits of a larger pool of expertise, knowledge, and points of view, with various viewpoints that 
promote creativity (Stahl, et al., 2009; Stahl, et al., 2010). Besides, MCTs may have more capacity to serve a variety of client needs across 

space and time (Lee, 2012).  
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However, operating with international teams also means greater difficulty due to cultural diversity (Lee, 2012). Culture can be defined as 

"the collective conditioning of the human mind, which distinguishes the members of one group from the members of another" (Hofstede, 2001: 

9). In some way, culture is seen as a reference to constructs that form how we make sense of the world. Therefore, it affects the underlying 

view of the nature of teams so that members from different cultural backgrounds have different beliefs. 

Cultural Dimension (CD) 

Several scholars in the second half of the 20th century have speculated about the existence of societies' fundamental issues, which would 

give rise to distinct cultural aspects (Hofstede, 2001; Hofstede & McCrae, 2004). The definition of the national cultural element arose from the 

findings of Hofstede 's measurement research (1980, 2005) review. The measurement aims to understand the stable and relatively slow change 
of national cultures regarding their societal values (Huang & Crotts, 2019). National cultural values are complex collective attitudes and 

behaviors that act across society, as opposed to personal values that affect individual attitudes and behaviors (Hsu, et al. 2013). 

Hofstede (2011) distinguished six dimensions of national culture: Power Distance (PDI), Individualism/Collectivism (IDV), 

Masculinity/Femininity (MAS), Uncertainty Avoidance (UAI), Long-Term versus Short-Term Orientation (LTO), and Restraint versus 
Indulgence (IND). Given the availability of "scores" for many countries, Hofstede's (2011) six dimensions of national culture are useful. His 

five dimensions include country variations in the reasons for purchasing goods and services, the degree of brand dependency, the adoption of 

modern technology, and media use (de Mooij & Hofstede, 2002). 

Some critics of this model, however, presented no empirical proof. In comparison, many scholars find considerable significance in the 
interpretation of human actions in national cultural theories, including Clark (1990), Dewar & Parker (1994), Hofstede (2002), Schwartz 

(2006), and Steenkamp (2001). They point out that it is almost impossible to delimit subcultural groups within a nation. The nation is a 

significant proxy for culture because there are commonalities within the country and differences between countries (Dewar & Parker, 1994; 

Schwartz, 2006; Steenkamp, 2001). Despite being criticized (Holden, 2002; McSweeney, 2002; Williamson, 2002), Hofstede's model is 
recognized as being the most comprehensive national cultural system that is widely cited by worldwide researchers and practitioners 

(Michailova & Hutchings, 2006). 

Cultural Intelligence (CQ) 

CQ is operationalized as a particular type of intelligence (Erez, et al., 2013), which indicates that individuals can effectively handle 
circumstances marked by cultural diversity and include individuals from cultural diversity (Earley & Ang, 2003). Ang, et al. (2007) argue that 

CQ theory has its roots in Sternberg's (1986) intelligence theories, which suggest that an individual has different "loci" of intelligence. (2017, 

Gooden et al.). CQ is defined as 'an individual's ability to function effectively in situations marked by cultural diversity' (Ang & Dyne, 2015). 

CQ is defined as the capacity of a person to work and adequately manage in culturally diverse settings. It was classified into four dimensions: 
metacognitive CQ, cognitive CQ, motivational CQ, and behavioral CQ (Earley & Ang, 2003). Metacognition, cognition, and motivation are 

mental abilities in the head, whereas overt actions are behavioral. These four represent different individual capabilities that form overall CQ.  

Though CQ is presented as intelligence and situated within the theoretical framework of multiple intelligences (Sternberg, 1986), CQ is 

distinct from general cognitive intelligence, emotional intelligence, and social intelligence. Construction validity work has found CQ to be 
different from emotional intelligence, social intelligence, and general mental capacity (Moon, 2010; Ward & Fischer, 2008). According to 

Earley and Ang (2003), to have an overall high CQ, one must learn how people act and adapt in a new culture, as well as create a new mental 

framework to understand what is experienced and witnessed (Earley & Ang, 2003). 

The Role of Cultural Intelligence in Multicultural Teams 

CQ is also vital to research in a team context because organizations are increasingly using global teams to handle uncertainty and organize 

activities within the organization (Janssens & Brett, 2006). Furthermore, given that there are many multicultural societies and organizations 

(Fukuyama, 1995), the CQ should promote team learning, knowledge sharing, meaning-making, and understanding in MCTs, leader and team 

member (Ang & Inkpen, 2008; Groves & Feyerherm, 2011; Ng & Metz, 2015). 

CQ's external motivational and behavioral aspects are directly related to how individuals adapt to an environment. This is aligned with 

previous research that shows how both predict individuals' ability to adapt and adjust in a cross-cultural encounter (Ang, et al., 2007). 

Motivational CQ is a motivation to learn and work effectively in an agile new environment (Earley & Ang, 2003). Individuals with high 

motivational CQ may show flexibility and willingness to adapt to others, focus their attention and energy on cross-cultural circumstances as 
they are emotionally interested in these circumstances and are motivated to excel in these contexts (Ang, et al., 2007). It helps MCTs develop 

shared values.  

The most abstract facet of CQ is metacognitive CQ and is often defined as the ability to think about how people think about cultural 

differences (Earley & Ang, 2003). Team-level cultural metacognition has been shown to improve innovation and task efficiency in culturally 
diverse teams. Similarly, teams with high metacognitive CQ levels would have qualified participants to identify and alter the participants ' 

distinct beliefs. Hence, metacognitive CQ would help the MCTs establish shared values.  

The metacognitive dimension of cultural understanding reflects the intellectual consciousness and perception of man during intercultural 

experiences (Bogilovic & Skerlavaj 2016). Ang, et al. (2007) demonstrated that metacognitive cultural knowledge is about how people track 
their beliefs during actual multicultural experiences and how they forge mental changes should the perceptions differ from their multicultural 

experiences. 

Meanwhile, cognitive CQ refers to an individual's knowledge of social values, customs, and conventions of particular cultures (Earley & 

Ang, 2003). Cultural awareness can help MCTs develop shared principles but can only do so if team members are correct in their 
understanding. Around the same time, one can argue that if team members' knowledge is inaccurate and/or their cross-cultural understanding is 

overestimated, cognitive CQ may conflict with team-shared cognition. Whether cognitive CQ would support or impede the creation of shared 

values for MCTs is uncertain (Adair, Hideg, & Spence, 2013). 

Knowledge Sharing (KS) 
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KS is essentially a shared exchange of ideas and facts on companies' learning processes (Shamsie & Mannor, 2013). Although KS is a 

requirement for achieving successful collective processes, it is critical that shared knowledge turned into an integral part of a synergistic 

approach (Carlile, 2004; Levina; 2005; Levina & Vaast, 2008). Information management literature draws attention to the value of mutual 

knowledge, experience, utility, and consistency (Haas & Hansen, 2007). Consequently, developments in the transmission of information are 
due to improvements in the receiver's interpretation of information (Szulanski, 1996, Hasty, et al., 2006). This implies the need to share 

valuable and high-quality information, as it fosters the internalization of mutual knowledge (Kane, Argote, & Levine, 2005; Li & Hsieh, 2009). 

Besides, Li and Hsieh (2009) explain that the feasibility of KS in terms of how satisfied receivers were regarding the utility and applicability of 

the shared information. 

Werr and Sjernberg (2003) describe colleagues' experiences as an essential source of knowledge through the sharing process. Sharing 

direct experience raises awareness about the decision-making processes of the sharer (Carlile, 2002). Therefore, the exchange of knowledge 

will promote the transformation of tacit information into a more concrete form (Cohen & Levinthal, 1990). The exchange of specific 

interactions facilitates the transfer of implicit knowledge in such a way that it can be accepted for further use by others (Nonaka & von Krogh, 

2009). 

 

DISCUSSION 

Cultural Dimension and Knowledge Sharing 

Individualism-collectivism is considered to be the major distinguishing feature of how different societies process and deal with 
information (Bhagat, et al., 2002; Earley & Gibson, 1998; Hofstede, 1994; Triandis, 1995, 1998) and is therefore particularly suited to the 

development of our KS propositions. There is a fluid interplay between the IC and the elements of Universalism-particularism. Particularism is 

statistically positively correlated with collectivism (Hofstede, 2001), and it has been found that universalistic and particularistic cultures differ 

in the way they treat and deal with information (Trompenaars, 1994), a feature that is important when studying the KS (Michailova & 

Hutchings, 2006). 

Cultural Intelligence and Knowledge Sharing 

Motivational CQ thus helps individuals to appreciate and have more trust in communicating with culturally different colleagues and 

succeed while cross-cultural experiences become daunting (Bandura, 1997; Ng, Van Dyne, & Ang, 2009). Additionally, individuals with a high 
degree of motivational intelligence may seek opportunities to engage with members of the out-group. They enjoy the advantages of cross-

cultural experiences, tend to be more interested in intercultural interactions, and are therefore more likely to solve obstacles, setbacks or failures 

due to cultural misunderstandings (Ang, Van Dyne, & Koh, 2006). 

Empirical studies have shown that individuals' motivational CQ relates to higher job performance (Chen, Lin, & Sawangpattanakul, 2011; 
Chen, et al., 2010; Chen, Liu, & Portnoy, 2012), sharing of knowledge (Chen & Lin, 2013), and negotiating beneficial agreements (Imai & 

Gelfand, 2010) in a culturally diverse environment. Moreover, there is a clear and constructive correlation between cultural cognitive and 

behavioral intelligence and cultural metacognitive and motivational intelligence (Bogilovic & Skerlavaj, 2016). 

Cultural Intelligence and Team Efficacy 

Social cognitive theory has proved useful for interpreting cultural context variables (e.g., Paul, Hauser, & Bradley, 2007; 

Saengratwatchara & Pearson, 2004), presumed team efficacy, and diffusion of information (e.g., Bandura, 1986; Chiu, Hsu, & Wang, 2006). 

Bandura's (2001) social cognitive theory adequately clarifies the impact of cultural wisdom on information sharing, and it is an appropriate 

theory examining why people conduct KS behaviors (Hsu, et al., 2007). 

Perceived team efficacy is included because it is an essential perception of the extent to which a team can perform its job tasks 

successfully (Porter, 2005). More recent research by Chen and Lin (2013) confirms the essential role of team efficacy. While knowledge is 

directly influenced by metacognitive, cognitive, and motivational CQ; metacognitive and behavioral CQ impacts KS through perceived team 

efficacy as a mediator. Chen and Kanfer (2006) also suggest that team efficacy is crucial because it incorporates team members' common 
confidence that they should accomplish their tasks. Previous studies indicate that teams with cultural diversity increase their innovative KS 

when given enough time to work through miscommunications and conflicts (Mishra & Gupta, 2010; Swann, et al., 2003). That makes KS 

critical to teams' success (Ang & Inkpen, 2008; Lin, et al., 2010).  

Cultural Intelligence and Shared Values 

Zheng, Yang, and Mclean (2010) suggest that how well knowledge is managed is primarily associated with how well cultural values are 

translated into the organizational values, as well as shared values. Shared values act as basic behavior guides converging the diverse goals and 

interests of the channel members to uniformity in behaviors and common goals. 

Behavioral CQ and metacognitive CQ were helpful for the development of shared team values in culturally heterogeneous teams, but not 
in culturally homogeneous teams. This is because high behavioral and metacognitive CQ facilitates the understanding of diverse cultural 

backgrounds and values, and the development of a deep shared understanding (Groves & Feyerherm, 2011). MCTs with a higher average 

behavioral CQ at inception are more likely to develop shared team values (Adair, Hideg, & Spence, 2013). 

Skills in sensing and communicating are some of the most critical forms of CQ for MCTs to develop shared values. Metacognitive CQ had 
a positive effect on shared values in MCTs. When MCT members had a greater awareness of how people think in multicultural settings, they 

would adjust their values to develop shared team values when working in a team (Adair, Hideg, & Spence, 2013). 

Shared values and relational embeddedness play a vital role in inter-organization trust. Trust is enforced when organizations develop 
shared values and form social-relational embeddedness. This highlights the strategic importance of social and cultural factors in inter-

organizational interaction. Furthermore, inter-organization trust is the foundation for and leads to inter-organizational KS (Chen, et al., 2014). 

Cultural Intelligence and Cultural Dimensions 
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In a multicultural context, an individual's national cultural background determines how people are interacting in a team. That is the main 

idea of the CD. At the individual level, CQ is the ability to operationalize the four aspects of CQ in responding to cultural differences. The two 

facets of CQ (cognition and metacognition) are intention, act as behavior predisposition, by observing, interpreting, and understanding cultural 

differences, whereas the behavioral dimension (motivation and behavior) is how a person reacts to multiculturalism. 

Wei, et al. (2008) use the theory of planned behavior (Fishbein & Ajzen, 1975) as a theoretical base of their KS model. According to the 

theory, turning intention into action involves subjective norms. The subjective norm is an external reference in the form of what other people 

expect us to do. In this situation, the CD is a subjective norm for CQ, a context that involves information, values, literature, morality, tradition 

as well as a mutual mindset as a guide to shaping perception and then evaluating behavior toward cultural differences. 

This is in line with Adair, Hideg, & Spence (2013), who states that CQ is divided into internal (metacognitive and cognitive) and external 

facets (motivational and behavioral). Internal facets of CQ have more to do with knowledge content and innate cognitive abilities, that their 

references are from environmental views to cultural diversity in this case CD, and then when manifests in external facets are checked using the 

CD. The relationship between CQ and CD in driving KS in MCTs can be seen in figure 1 below. 

 

CONCLUSION 

KS is quite intricate and profoundly affected by an individual's knowledge and intelligence, both by emotional intelligence and CQ, which 
holds a considerable portion of each individual's ability to understand and adapt to other cultural settings. CQ is embedded with the individual 

internal beliefs and customs where they live; thus, it will be highly aligned with the situated context. Once these individuals work in other 

cultural settings, they will try to adapt and use international norms even though they will still embed their subjective norm. Based on the 

cultural understanding of people from different countries, we already know that each individual also has an embedded CD. Thus, each of these 

individuals will trigger discussion and inquiry induced from implicit knowledge. 

We found that this process is significant in raising individuals' natural ability in demonstrating and/or the willingness to share their 

aspirations. In some ways, the cultural knowledge allowed individuals to understand and have more trust and communication within their peers; 

however, this condition depends on the motivational CQ, whether there are reciprocal connections (close ties) between members of these 
MCTs. Moreover, individuals with a high degree of motivational intelligence can pursue opportunities to communicate with members of the 

out-group. They appreciate the benefits of cross-cultural encounters and be more involved in intercultural interactions. We found that shared 

values and perceived team efficacy are essential because they reflect the shared trust within team interaction, thus affecting the KS process. 

However, how well information is handled is primarily related to how well cultural values and common beliefs are converted into shared values 

that become the guidelines of the multicultural interactions. 

 

Figure 1. Conceptual Relationship between CQ and CD in Driving KS in MCTs 

One of the main significances of this research is to understand how these CQ are used as powerful tools to enhance KS. In practice, we 

found that the ability of each individual to adapt to the circumstances and cultural settings ought to be embraced by the organization to increase 

the efficacy and KS. Thus, worldwide companies usually hire multicultural employees hoping that they could promote team learning, exchange 
knowledge, make sense and understand how KS might affect team efficacy that leads to a more sustainable company's strategic plan. We are 

aware of the limitations incur from this conceptual paper that merely focuses on the relation of each dimension towards the KS process. We 

recommend conducting further research in empirical manners to provide a comprehensive understanding of the influence of CD and CQ on KS. 
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Abstract  

The world is currently facing an unprecedented happening that companies must recognize, understand, and overcome if they wish to survive 

which is Coronavirus Pandemic 2019-2020, including KG, one of the largest media company in Indonesia. While conducting WFH practice, 

employees are required to implement new ways of working that most of them have not done before. With this new working system, employers 

are afraid that the employees may not perform well, therefore an analysis on how employee experience affect employee performance is needed 

to achieve a new benchmark and gathers recommendations on how to retain employee experience within the pandemic situation and what 
aspects that needed to be addressed first. The analysis and research use quantitative data gathered from two employee experience surveys and 

qualitative data from an interview conducted in the company. Based on the linear regression analysis, it is found that four aspects of employee 

experience (culture, space, technology, and learning) simultaneously affect the employee performance by 82.3%. Then by conduction fish-bone 

diagram analysis, the main issue regarding employee experience in this pandemic situation can be detected. There are three root causes 
gathered from the analysis which each belong to learning, technological, and culture aspect of employee experience. Therefore, specific 

suggestions that match with each aspect is given which are the improvement and deployment of the learning platform provided by the company 

for learning aspect, designated work system and file sharing for technology aspect, and leadership enhancement that is related to culture aspect 

of employee experience. 
 
Keywords: Business Strategy, COVID-19, Employee Experience, Employee Performance, Human Resources, Media Company, People Development  

 

BACKGROUND 

The world is currently facing an unprecedented happening that companies must recognize, understand, and overcome if they wish to 
survive which is Coronavirus Pandemic 2019-2020. In Indonesia, in response to the outbreak of coronaviruses that spread in the country, the 

Government has taken various measures to reduce the number of confirmed cases, including the application of PSBB (Large-Scale Social 

Restrictions) which calls on people not to engage in unnecessary social contact which one of the solution is by conducting WFH (Work From 

Home) practice. While doing so, employees are required to implement new ways of working that most of them have not done before. As it was 
a sudden change that happen in less than a month, employers are afraid that the employees may not perform well due to the new environment. 

Being in a situation where both VUCA (Volatility, Uncertainty, Complexity, and Ambiguity) aspects and possible number of audience 

increasing, for KG, with an appropriate strategy, it could be turned into a great chance for the company to gain additional revenue, but it also 

should be pushed by a more productive environment of the workers or the Human Resource aspect. In this research, the author is trying to find 
the best solutions in keeping the performance of the employees despite the situation that require them to work in a completely different  

environment and working phase. An analysis on how employee experience affect employee performance is needed to achieve a new benchmark 

and gathers recommendations on how to retain employee experience within the pandemic situation and what aspects that needed to be 

addressed first. As one of the largest media company, KG, and CHR (Corporate Human Resource) business unit in specific, needs to face many 
challenges in its business during this pandemic situation. In the other side, KG realized that this situation could bring potentials revenue with 

how society relies on media company for updates about the pandemic. Based on this situation, the author wants to evaluate the company’s 

employee experience and employee performance condition and its relationship to the current “new normal” situation to propose the right 

strategies and actions plan that will be effective for the company to maximize not only its revenue but also its profit in the current situation and 

for the future. 

 

LITERATURE REVIEW 

Employee Experience defined by (Morgan, 2017) is about how an organization creates a place where people will show up without the 

company needing to wait until those people are “needed” to show up. This shift from “needs” to “wants” is the initial change that is beginning 

to be experienced by organizations throughout the world. Investments in office space, health programs, maternity leave and paternity, canteens 

with healthy food, and workplace flexibility are just a few examples of efforts that have been made by companies in the world. 
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The concept of employee experience has been considered to be way ahead of employee engagement practices in the organisations, leading 

towards a purposive direction to achieve the highest level of employee engagement through an ultimate experience provided by the 

organisation to its workforce. Employee experience was theorized based on customer experience management, which begins at the heart of an 
organization (Harris, 2007). Like the shift in the idea of marketing concepts from customer satisfaction to overall customer experience, 

organizations must restructure the HR strategies and activities to enhance the overall employee experience. ‘Experience’ as a delivery model 

was first operationalized in the service industry and outcomes accounted led to rise in sales and financial performance. Experiences are 

inherently personal, an outcome of one’s feelings, belief, cognitive perception, and emotions about inwardly directed external stimuli. 
Experiences that are targeted towards the actualization of specific needs or emotions result in higher loyalty and stronger bonding (Davenport 

& Beck, 2002). This is not only true for the customers but also to the employees. According to the Deloitte report 2017, earlier research in the 

fields of HR&OB, Industrial relations, psychology, psychometric and statistical – the notion of positive employee experience has become a 

new contract between employer and employee (Walsh & Volini, 2017). There are many things that can be done to create a good employee 
experience, but in fact the company only needs to focus on three things without looking at aspects of the industry, geography, or size of the 

company namely the physical environment, cultural environment, and technological environment (Morgan, 2017).  

Meanwhile, Employee Performance is driven by employee motivation in producing maximum output by working productively through 

goal setting. Employee performance will usually then be compensated with rewards both intrinsically and extrinsically (Chandrasekar, 2011). 
Intrinsic rewards include personal achievement, professional growth, and the sense of pleasure felt by employees after successfully achieving a 

given target, while extrinsic rewards are tangible things that are given by the employee’s leader or the company itself such as extra payment or 

product’s vouchers. (IBM, 2018) has also discover positive relationship between employee experience and company’s profitability counted by 

ROA (Return on Asset) and ROS (Return on Sales). But the main goal in providing good employee experience is to manage and retain talent. 
An organization that has perfect employee experience will benefit from employees who feel satisfied and involved. Employees who are 

enthusiastic about their work will take positive action in achieving goals which can then result in better employee’s performance. 

 

METHODS 

As the first step of the analysis, correlation between employee experience and employee performance need to be explored to understand 
whether employee experience really affect employee performance and which aspects is needed to be addressed first. The methodology used is 

Linear Regression with tool of SPSS 16. For this analysis, a survey is conducted by the CHR team in 2019 which contained the emp loyee’s 

opinion of the employee experience received from the company. The survey was attended by thirteen active employees who already had 

performance appraisals that year. This survey is divided into 4 question sections where each section represents one aspect of the employee 
experience that was discussed earlier (Culture, Space, Technology, and Learning). Before going into the regression analysis, reliability of the 

questioner needs to be check with reliability test. The F test is useful for testing whether there are simultaneously four aspects of influence on 

employee PK scores with the F test hypothesis “there is an influence of Culture (X1), Space (X2), Technology (X3), and Learning (X4) 

simultaneously on PK (Y) “. The basis for decision making in linear regression analysis is based on the significance value (Sig.) of the 

ANOVA Output obtained (Sujaretni, 2015). 

After the first analysis, then a fish-bone diagram analysis is conducted to find the root causes to the problem. This diagram will show an 

impact or effect of a problem, with various causes. The effect is written as the fish’s head while fish bones are filled by causes according to the 

approach to the problem. Fishbone diagrams are used when we want to identify the possible causes of a problem and especially when a team 
tends to fall into a routine (R. Tague, 2005). For the fishbone diagram analysis, the data set used is the results of another employee survey 

conducted in 2020 which contained the employee’s WFH experience during the pandemic time. The survey was filled by 276 active  employees 

diverse between various business unit in KG. The reason why this survey is scattered in the whole organization is to fully understand what the 

employee’s urgency are regarding their new experience at working. All the information and findings gathered from both analyses then used to 

create an employee experience canvas of the company. An employee experience canvas is the canvas that can be used in two primary ways: as 

a diagnostic tool to understand the existing conditions or a generative tool to conceive of the future (recall that design is fundamentally about 

changing a current situation into a more desirable one in the future). Employee experience canvas is used to help the author on developing 

strategies that are matched with the current condition of the company’s employee experience. It is also a tool used in managing and handling 

people and teams to develop focus on the same strategy as the business. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

From the data processing with tool of SPSS 16, there are two expected findings to be obtained which are the result of reliability test and 
the correlation between employee experience and employee performance. Reliability of the questionnaire used can be seen from the results of 

Cronbach’s Alpha obtained from tests conducted. The basis for decision making in the reliability test is if the value of Cronbach’s Alpha> 0.60 

then the questionnaire is said to be reliable or consistent whereas if the value of Cronbach’s Alpha <0.60 then the questionnaire is said to be 

unreliable or inconsistent (Sujaretni, 2015).  The results of the reability statistics test show that the Cronbach’s Alpha number is 0.801. Since 
Cronbach’s Alpha 0.801> 0.60, as the basis for decision making in the reliability test above, it can be concluded that all 20  or all question items 

are reliable or consistent. 

As for the linear regression analysis, with the F test hypothesis of “there is an influence of Culture (X1), Space (X2), Technology (X3), 
and Learning (X4) simultaneously on Employee Performance (Y)”, the result is as shown below. The basis for decision making in linear 

regression analysis is based on the significance value (Sig.) of the ANOVA Output obtained. If the Sig. <0.05 then the hypothesis is accepted 

and if the Sig. > 0.05 then the hypothesis is rejected (Sujaretni, 2015). 
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Table 1. Linear Regression Analysis Result 

 

Based on the SPSS output table, the Sig. is 0.041. Because the value of Sig. 0.041 <0.05, then according to the basis of decision making in 

the F test it can be concluded that the hypothesis is accepted. The next step after the initial hypothesis is accepted, is to see what percentage (%) 
influence is given by the Culture (X1), Space (X2), Technology (X3), and Learning (X4) variables simultaneously to the PK (Y) variable. This 

can be done by referring to the results of the multiple linear regression analysis in the Model Summary table shown below. 

Table 2. Model Summary from the Linear Regression 

 

Based on the SPSS output table, it is known that the coefficient of determination or R Square is 0.823 or equal to 82.3%. This implies that 

the Culture (X1), Space (X2), Technology (X3), and Learning (X4) variables simultaneously affect the PK (Y) variable by 82.3%, while the 

rest (11.7%) is influenced by other variables outside the equation this linear regression (variable not examined). By taking the Coefficient table 

result, the author also takes in information of which aspect gives effect to the employee performance (PK) independently. The hypothesis used 
for this analysis are culture aspect partially and positively affects performance variable (H1), physical space aspect partially and positively 

affects performance variable (H2), technological aspect partially and positively affects performance variable(H3), and learning aspect partially 

and positively affects performance variable (H4). 

Table 3. Coefficients Result of Linear Regression Analysis 

 

Based on the table coefficients, culture and space aspect gives out negative result which means that H1 and H2 hypothesis are declined, 
meanwhile technological and learning aspect both resulted in Sig. number < 0,05 which means H3 and H4 are accepted. So overall, with 

analysis of the quantitative data (employee experience survey), Culture (X1), Space (X2), Technology (X3), and Learning (X4) variables 

simultaneously affect the PK (Y) variable by 82.3%, while the rest (11.7%) is influenced by other variables outside the equation of this linear 

regression. Meanwhile when analysed individually, only technological and learning aspects that affect the employee performance. The result of 

this analysis will later use for comparison with the qualitative data gathered from the interview conducted. 

For the fish-bone diagram analysis, stages that are need to be done in are identifying effects or problems, identifying various categories of 

main causes, finding potential causes by contributing suggestions, reviewing each major cause category, and reaching agreement on the most 

likely causes. After information from the employee experience during the pandemic survey are extracted, the points are then moved to the 

diagram to clearly pictured what have been discussed before. The final fishbone diagram is shown below. 
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Figure 1. Final Fish-bone Diagram 

Looking at the diagram, there are one point each to learning aspect, technological aspect, and culture aspect that has more than one roots to 

the causes. In learning aspect, the main learning platform provided by the company to the employees are still considered unfamiliar or even not 

needed by the employees. Even though the platform provides numerous topics for the employees to choose that align with the company’s value 
and business issue, the platform is still considered “not popular” between the employees. They also have limited time to study about new things 

when they have works to be done and submitted every day. In technological aspect, limited resource becomes the main cause that make 

employee experience unpleasure during the WFH practice. The employees feel that it is hard to perform to the expectation with their limited 

internet resource and limited accessibility to the company’s data. And the last aspect is culture which leadership takes part as the sole problem 
in this case. It is founded that hierarchical status and result-oriented leader is a big obstacle for the employees to perform better and to meet the 

expectation. They often feel distance with their leader and at the same time carry a high expectation from the leader. 

After both analyses, strategies that could be applied for the company to retain employee experience during the pandemic needs to be find 

and suggested. In this case, the suggestion given will be displayed in an employee experience canvas so that it is clear where the changes need 

to be made in the company whether it’s on the physical environment aspect, technological aspect, or any other aspect.  

In the learning aspect, when the main learning platform provided by the company is still considered “not popular” between the employees, 

the company needs to upgrade the platform so that it is more accessible, more interesting, and more insightful. From the results of the previous 

interview conducted, it was found that aspects of learning are usually requested by employees as facilities that can support their work. In a 
discussion conducted by the interviewees with unit employees a few months ago, there were employees who felt that they had 'enough' with 3 

other aspects of the employee experience provided by the company, but they clearly stated they were still dissatisfied because they felt they 

were not given access to learning by their superiors, even though the work they are related to innovation or strategy making (which can be 

developed through online courses, books, etc.). So, in this case, beside upgrading their own learning platform, the company also needs to 
provide enough resource of information and learning materials for the employees. For upgrading the Kognisi platform, the company first needs 

to work on the familiarization of the platform to all employees by doing more wider deployment such as to branch offices and stores (not only 

on the HQ office as what has been conducted until today). The company can also improve the UI and UX of the platform so it appears more 

interesting to the employees to access, and while the current administrator of the platform being an outsourced company, it will be better if the 
management of the platform is directly done by the company to reduce troubleshooting completion. The company can also use the platform as 

the main information providing platform such as informal events schedule and conduct research on which topics to cover that will help 

employees from diverse. Also, to suit the employees needs on learning aspect, the company needs to wider their learning material resource such 

as providing better libraries throughout the company, and additional free access to online courses held by parties outside the company.  

For the technological aspect, in this specific current condition where employees are requires doing WFH practice, technology resource 

becomes important for the employees. When the employees feel that it is hard to perform to the expectation with their limited internet resource 

and limited accessibility to the company’s data, a solution is needed immediately. From the results of the previous interview  conducted, it was 
found that in terms of technology, before the pandemic situation, not many employees could use video conferencing, so meetings had to be held 

face-to-face with all the difficulties that had to be faced in arranging and booking schedules with many people. However, during the pandemic, 

all of them were forced to adopt technology and respect more time so that more work or meetings whose coordination should run more 

smoothly. When it is impossible to provide each employees with internet access facilities, the company can help by simplifying their working 
process requirements such as choosing the most light and easy to access communication platform, centralizing information and data flow in one 

platform that is easy to access for the employees, and provide a clear regulation on how the communication, information sharing, and files 

sharing between employees during this specific condition. So, the employees will not feel burden in preparing more expensive and complicated 

separate technology resources. 

As for the culture aspect, based on the linear regression analysis it is found that culture does not affect the employee performance partially, 

but based on the interview conducted as practical or managerial implication, it is believed that culture is important in keeping the employee 

perform well as it is related to employees motivation. So, for this specific aspect, both results will be used from the mix methods to find 

additional suggestion that can help the company in retaining their employee experience. Leadership plays an important role for the employees’ 
performance. From the results of the previous interview conducted, it was found that the leader and a working environment that has a good 

culture can motivate employees even though the budget for employee experience is not as much as other units. Leaders who can provide 

transparency of information, challenging work targets, open opportunities for employees to work cross-function, provide opportunities for two-

way communication, and foster a healthy competitive culture will certainly be highly valued by employees. So, great leadership is the key. 

Providing periodical coaching for employees (with growth conversations, for example) is good for providing feedback on employee 

performance and getting input from employees on what they need so they can work more optimally in the afterwards period. With 
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circumstances that require employees to be able to work under the pressure of WFH practice, in addition to growth conversations, leaders can 

sincerely listen to complaints from employees (related to work) and finding the solutions together by providing suggestions so that employees 

can do their work gracefully. 

 

CONCLUSION 

Until this research is finished, the pandemic is still happening, and it is still unclear until when is the new norm of working regarding 

WFH will be used. To meet its maximum potential during the crisis time, special strategies need to be formed and applied to help the company 
in achieving its goals. When to company and its people manage to conquer and find the grip to hold on this situation, the company may be able 

to not only survive from the pandemic situation but also to perform beyond what it has achieved before.  

 

Figure 2. Employee Experience Canvas 

Strategies that could be applied for the company to retain employee experience during the pandemic has been given in previous chapter. 

The suggestion given will be displayed in an employee experience canvas so that it is clear where the changes need to be made in the company 
whether it’s on the physical environment aspect, technological aspect, or any other aspect. There are several suggestions given for the company 

after the root causes of the problem is found. Each strategy touches each aspect covered and hopefully the new strategy can help the company 

in retaining its employee experience during the pandemic situation. All the suggestions above then are placed to the new employee experience 
canvas as above with additional points highlighted in red. For the physical environment, rather than a suggestion, the point added is about the 

new condition faced by the company which is the WFH practice and minimal physical contact that already used by the company since the 

pandemic happen. For tools and technology aspect, a designated work system and file sharing is the solution in keeping the employee performs 

and the employees will not feel burden in preparing more expensive and complicated separate technology resources. For people and culture, a 
characteristic of a clan like an extended family point is added because it is believed that a great leadership and teamwork system will help the 

employee in performing better, especially during the specific pandemic condition. The company also needs to create a new learning culture that 

is accessible for all to help the employees in upgrading their skill and knowledge regarding their work. As for work process, leaders need to 

perform periodical evaluations and growth conversation so that the employee’s problems can be heard, and the solution can be found together. 
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Abstract  

Tariff is one of the macroeconomic policies set by the government that must be responded by economic actors, such as producers and 
consumers. The tariff of consumer goods will affect the dynamics of consumers in maximizing the utility and tariff of investment goods will 

affect the dynamics of producers in maximizing the profit. This research concerned with the application of optimal control in macroeconomic 

model so that the growth of macroeconomics variables is known in long term. In specifically, this research purpose to know the impact of 

variation consumption tariff and investment tariff in long term towards welfare. The numerical simulation for the optimal control problem is 
concern to know the impact of variation consumption tariff and investment tariff in long term. From the simulation result in the long term, it is 

shown that the growth of capital, shadow value of capital and bond would convergent headed a steady point. The changes in consumer 

dynamics and producer dynamics must be responded by government dynamics as policy makers. 

 
Keywords: Consumption tariff, Investment tariff, Macroeconomics dynamic, Welfare  

 

BACKGROUND 

Tariff is one of the macroeconomic policies set by the government that must be responded by economic actors, producers and consumers. 

Tariff of consumer goods will affect the dynamics of consumers in maximizing utility and tariff of investment goods will affect the dynamics 
of producers in maximizing profit. The impact of trade liberalization affects not only the dynamics of producers in utilizing the production 

factor market to produce goods and services that will be marketed in the production market, but also there can be changes in the dynamics of 

consumers in consuming goods and services produced by producers. The impact of trade liberalization affects not only the dynamics of 

producers in utilizing the production factor market to produce goods and services that will be marketed in the production market, but also there 

can be changes in the dynamics of consumers in consuming goods and services produced by producers. 

Abel and Blanchard (1983) say that consumer dynamics will maximize utility over time by utilizing its revenue to buy consumer goods 

against bond accumulation comprising wages, asset income, profit minus consumption. Abel and Blanchard (1983) also say that producer 

dynamics will maximize the remainder of production after deducting adjustment and wage costs over time by capitalizing on capital and labor 
production factors on capital accumulation comprising investments minus capital depreciation. The first tariff analysis in macroeconomics is 

reviewed by Sen and Turnovsky (1989), said that consumers will maximize consumer utility consisting of domestic consumer goods and 

imported consumer goods and there is an all-time free time on the accumulation of bonds with the addition of subsidies and reductions with 

imported consumer goods plus tariffs. Heijdra and Ligthart (1998) said that the accumulation of bonds coupled with wage rates and leisure 
tariffs and said that producer dynamics in maximizing profits coupled with the tariff of capital, on the accumulation of capital without any 

adjustment costs. sang and Turnovsky (2000) analyzed the impact of changes in consumer goods tariffs and investment goods in economic 

growth with elastic labor supply. The result is that the increase in the tariff of consumer goods and investment goods has a negative impact on 

output, while consumption and leisure time have a positive impact. 

 

LITERATURE REVIEW 

2.1 Consumer Dynamics 

Consumers will use their income to buy goods and services for consumption in order to maximize utilities over time. Utility is the 

satisfaction consumers receive when consuming goods and services. According to Sen and Turnovsky (1989) states that every consumer will 

maximize utility consisting of consumption of imported goods, domestic goods, and leisure time which is generally expressed in the following 

mathematical equations: 
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with  as import goods consumption,  as domestic goods consumption, and  as spare time with  as utility function that 

assumed as konkav function.  as discount factor which is a parameter that show time preference rate of change in each time and has value 

more than zero ( ) which means that the end of the accepted utility will have lower value. Based on consumer behavior, the utility of 

consumers in maximizing the utility of consumption and spare time always faced with its budget constraints. The model for consumer in 

maximizing the utility of consumption formed by consuming import goods and domestic goods and utilize spare time in certain time with 

constraint from the level change of the bond which expressed as follow: 

 

toward 

 

with initial condition , with determined optimal condition for , , , and , constant and variable given by ,  and . 

2.2 Producer Dynamics 

Producers are economic actors who carry out the production process. Producers have access to production technology to change the capital 

input factors and labor borrowed from consumers into output. Each output produced can be used for either consumption or investment. The 

producer will maximize the profit in each of production activity. The total profit is something that still belongs to the producers when they have 
paid all the borrowing costs of the production factor at the wage rate w (t), production function F (.) and adjustment cost function of the 

adjustment in the mathematical equation is written as: 

 

Abel and Blancard (1983) and Kalyvitis (2002) stated that as well as consumer behavior that maximize utility confronted with budget 

constraints, the behavior of producers in maximizing the profit to reach at the optimum level faced with the obstacle that is accumulation of 

capital. Accumulation of modal in production activity is come from lesser investation by the depretiation of modal. The models for producers in 

maximizing their profits over certain time with the constraints of the rate of change of capital expressed as follows: 

 

toward 

 

with initial condition  

2.3 Government Dynamics 

Any economic action undertaken by consumers and producers in achieving their economic goals, will result in a market equilibrium. 

Government as the economic actors in charge of regulating market mechanisms that occur due to the interaction between consumers and 
producers strive to achieve economic goals, which is to increase public welfare. For that the government issued a variety of economic policies 

that can affect consumer behavior and producers. One of the policies undertaken by the government in this era of globalization is policy tariffs 

of imported consumer goods and tariff of investment goods. Several of government policies could be made into equation : 

 

If definition total of government subsidiary , the equation is: 

 

This equation show that changes in bonds derived from productions made by producers and revenues from bonds held and subsidies for 

both economic actors and reduced by adjustments to the cost and consumption of imported and domestic goods. The results of three economic 

actors with their various behaviors resulted in an optimal control equation : 

 

With 

 

 

 

 

 

 

METHODS 

The optimal control system will be determined from the merging of the behavior of economic actors so that the system of differential 

equations and the settlement is made within a certain time period (fixed final state). Simulated numerically will be done with a uniform tariff 

variation of 50% and 100% as well as changes in the tariff of investment goods with the tariff of the goods and the changes in the tariff of 

consumer goods with the tariff of fixed investment goods (variation in the tariff on the investment goods). Optimal control equation is started 

from maximization of object function by using Hamiltonian towards control equation of three economics actors. Stability of dynamics balance 
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model over certain times will be completed with finishing the differential equation system of b_t, K_t, λ_t and q_t. The differential equation 

system will be determined by using linearization method of Taylor first degree. The simulation required the end value of state variable, 

specifically bond and modal. Measurements of economic performance can be analyzed based on the value resulting from the dynamic analysis. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The results of the simulation and calculation of the optimal control equations generate the values in the long term: 

Table 2. Economic Performance in Long Term 

Variable Value 

Capital 
 

7,5584 

Shadow Value of Capital 
 

1,1600 

Bond 
 

67,7256 

Investment 
 

0,2268 

Import Goods Consumption 
 

2,5316 

Domestic Goods Consumption 
 

4,4050 

Labor 
 

0,4096 

Leisure 
 

0,5904 

Shadow Value 
 

0,3293 

Output 
 

2,4226 

Dynamic analysis of various macroeconomic variables shows that when economic conditions are in the long term length, output level 

(F) over the production function will have value of 2.4226. This value means that when the parameters are specified and the long-term state 

values in the constant table will get a result of per capita output level of 2.4226%. This means that if the tariff on consumption and investment 

is set at 16% or 0.16, in the long term, the growth of output will reach the value of long-term state at a magnitude of 2.4226%. Measurements 

of economic performance can be analyzed based on of the value resulting from the dynamic analysis. Measurements used to see the 

performance of the Indonesian economy in terms of significant ratios include Debt-GDP Ratio, Output-Capital Ratio and Consumption-GDP 

Ratio. 

Table 2. Long Term Simulation Result 

Indicator Value 

Debt-GDP Ratio 
 

27,9562 

Output-Capital Ratio 
 

0,3205 

Consumption-GDP Ratio 
 

2,8633 

Debt-GDP Ratio of 27.9562% indicates the long-term capacity of the debtor country to repay its debts. The ratio of 27.9562% is a fairly 

high ratio, so the ability of the debtor country to meet its debt bonds will decrease. Output-Capital Ratio of 0.3205 shows that the capacity and 

capital capability in the long term to produce output of 0.3205. The ratio of 0.3205 is a small ratio so that to increase output in the long term 
main required a very large capital. An increase in capital will increase the marginal product of capital which in turn will increase output. 

Consumption-GDP Ratio shows the magnitude of the consumption level response to the level of output, so the high level of consumption will 

bring an increase in the level of output. 

Table 3. Economic Performance with The Same Tariff Reduction and The Same Tariff Increasing 

Variabel 

ti = 0.16 ti = 0       ti = 0.08 ti = 0.16        ti = 0.24        ti = 0.32 

tc = 0.16 tc = 0       tc = 0.08 tc = 0.16        tc = 0.24        tc = 0.32 

Value Value Change Value Change Value Value Change Value Change 

Debt GDP Ratio 27,9562 29,45

39 
5.36% 28,66

36 
2.53% 27,9562 27,319

2 
-2.28% 26,742

2 
-4.34% 

Output Capital Ratio 0,3205 0,320

5 
0.00% 0,320

5 
0.00% 0,3025 0,3205 0.00% 0,3205 0.00% 

Consumption GDP 

Ratio 
2,8633 

2,968

2 
3.66% 

2,912

8 
1.73% 2,8633 2,8187 -1.56% 2,7784 -2.97% 

In case of decline, in which both tariffs are initially set at the tariff level of tc = 0.16 resulted in long-term Debt-GDP Ratio, Output-

Capital Ratio and Consumption-GDP Ratio respectively valued at 27.9370, 0.3205, and 1.9533. By means of the decrease of consumer goods 
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tariff and the tariff of investment goods by 50% and 100% causing the decrease in production and have implication on the change of three ratio 

which has increased. The decline in consumption and investment goods tariffs by 50% and 100% will affect an increase in welfare. In case of 

tariff increase, where both tariffs are initially set at the tariff level of tc = 0.16, produces long-term in Debt-GDP Ratio, Output-Capital Ratio 

and Consumption-GDP Ratio respectively valued at 27.9370, 0.3205, and 1.9533. By means of the increase of tariff of consumer goods and 

tariff of investment goods by 50% and 100% causing an increase in production and have implication on the change of three decreasing ratio. 

The increase of consumer goods and investment tariffs by 50% and 100%, causing a decrease in welfare. 

Table 4. Economic Performance with Investment Tariff Reduction and Investment Tariff Increasing with Fixed Consumption Rate 

Variabel 

ti = 

0.16 
ti = 0 ti = 0.08 

ti = 

0.16 
ti = 0.24 ti = 0.32 

tc = 

0.16 
tc = 0.16 tc = 0.16 

tc = 

0.16 
tc = 0.16 tc = 0.16 

Value Value Change Value Change Value Value Change Value Change 

Debt GDP 

Ratio 

27,956

2 

22,54

28 
-19.36% 

25,18

95 
-9.90% 28 31 10.33% 34 21.10% 

Output Modal 

Ratio 
0,3025 0,276

3 
-13.79% 0,298

4 
-6.90% 0,3205 0,342

6 
6.90% 0,364

7 
13.79% 

Consumption 

GDP Ratio 
2,8633 

2,469

4 
-13.76% 

2,662

7 
-7.01% 

2,8633 

3,071

6 
7.27% 

3,287

6 
14.82% 

The decrease in tariffs on investment goods has an impact on production, which will ultimately impact on various macroeconomic variable 

ratios. A decrease in investment rates in the long term will result in a large number of investments that will increase capital. The decline in 
tariffs on investment goods in the long term will lead to increased production and labor. the decrease of the tariff of investment goods with the 

fixed consumption goods tariff by 50% and 100%, causing the increase of welfare. The increased tariffs on investment goods have an impact 

on production, which in turn will affect various macroeconomic variable ratios. Increased tariffs on long-term investment goods will lead to 

lower production and labor. An increase in demand for domestic goods consumption will cause the relative price to increase or the exchange 

rate will decrease and will hamper exports that will lead to a decrease in production. 

Table 5. Economic Performance with Consumption Tariff Reduction and Consumption Tariff Increasing with Fixed Invesment Rate 

Variabel 

ti = 0.16 ti = 0.16 ti = 0.16 ti = 0.16 ti = 0.16 ti = 0.16 

tc = 

0.16 
tc = 0 tc = 0.08 

tc = 

0.16 
tc = 0 tc = 0.08 

Value Value Change Value Change Value Value Change Value Change 

Debt GDP Ratio 27,9562 36,77

72 
31.55% 31,8631 13.98% 27,9562 24,7967 -11.30% 22,2031 -20.58% 

Output Modal 

Ratio 
0,3205 

0,371

8 
16.00% 0,3443 7.41% 0,3205 0,2998 -6.45% 0,2817 -12.12% 

Consumption 

GDP Ratio 
2,8633 

3,493

7 
22.02% 3,1433 9.78% 2,8633 2,6357 -7.95% 2,4477 -14.52% 

The decline in consumer goods tariffs has an impact on consumption, which in turn will have an impact on various macroeconomic 
variable ratios. The decline in consumer goods tariffs in the long run will lead to a decrease in production and labor. Capital will decrease due 

to reduced domestic consumption. The increased tariff of consumer goods has an impact on consumption, which will ultimately impact on 

various macroeconomic variable ratios. Increased tariffs of consumer goods in the long term will lead to increased production and labor. 

 

CONCLUSION 

By setting the end point of the state variable, capital and bond will result in a decrease in welfare. The impact of an equally large tariff 
increase will lead to rapid capital and bonds to the specified end point as well as increased shadow value of capital and decline in welfare, 

Debt-GDP Ratio and Consumption-GDP Ratio declines and Output-Capital Ratio increases. The impact of an increase in investment goods 

tariff will lead to rapid capital, bonds to the end point specified as well as increased shadow value of capital and decline in welfare, Debt-GDP 

Ratio, Consumption-GDP Ratio and Output-Capital Ratio remains. The impact of an increase in consumer goods tariffs will result in slower 
capital, bonds to the end point specified as well as shadow value of capital and decline in welfare, Debt-GDP Ratio and Consumption-GDP 

Ratio decline and Output-Capital Ratio increases. The impact of long-term simulations, capital, shadow value of capital and bonds will 

converge toward a point of equilibrium. The impact of an equally large tariff increase will result in an increase in capital and shadow value of 

capital and lower bonds and welfare, Debt-GDP Ratio and Consumption-GDP Ratio decreases and Output-Capital Ratio remains. The impact 
of an increase in the same rate of investment goods will lead to an increase in bonds, shadow value of capital and welfare and decrease capital 

and welfare, Debt-GDP Ratio, Consumption-GDP Ratio and Output-Capital Ratio increase. The impact of an increase in consumer goods 

tariffs will lead to an increase in capital and shadow value of capital and lower bonds and welfare, Debt-GDP Ratio, Consumption-GDP Ratio 

and Output-Capital Ratio decline. 
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Abstract  

The private sector is one of the parties contributing to the achievement of Sustainable Development Goals (SDGs). Its integration in business 

can include a strategic decision that involves the role of principals and pressures from stakeholders. Based on legitimacy, reputation, and 

agency theory, this study investigates whether organization visibility, family ownership, and foreign ownership become factors in explaining 
SDGs reporting. This study analyzes the sustainability report published by firms in the sample of emerging economies in Southeast Asia 

context. Combining data from various resources, the result found that a lower percentage of family ownership and a higher percentage of 

foreign investors is associated with a higher number of SDGs contribution reporting. In contrast, there is no evidence that organization 

visibility plays a significant role in SDGs reporting in the sustainability report. This study helps managers and stakeholders in identifying their 
strategic decision while aligning support for the advancement of Sustainable Development Goals.  

 
Keywords: Family Ownership, Foreign Ownership, Organization Visibility, Sustainable Development Goals (SDGs), Sustainability Reporting  

 

BACKGROUND 

The accounting profession has been actively engaged in the global level in regards to Sustainable Development Goals (Bebbington & 

Unerman, 2018). SDGs reporting becomes an interesting area to explore to understand to what extent business contributes to the achievement 

of SDGs goals (Bebbington & Unerman, 2018). This is essential for the benefit of various stakeholders. For policymaker, investigations 

towards SDGs reporting of companies benefit in determining policy concerning disclosure on SDGs reporting, or whether or not SDGs 
reporting needs assurance (Du, Yu, Bhattacharya, & Sen, 2017; Miralles‐Quiros, Miralles‐Quiros, & Arraiano, 2017). Other stakeholders such 

as investors, SDGs reporting is one of the considerations in socially responsible investment (Martin & Moser, 2016). Consumers and civil 

society may benefit from information on the social justice aspect reflected in the SDGs goals, when Global Reporting Standard is not able to 

provide so (Bradford, et al, 2017). All of these benefits become the reasons why it is important to investigate SDGs reporting in companies.  

Notwithstanding, research related to SDGs reporting has been very limited. Empirical research in this area of interest has been under-

explored (Rosati & Faria, 2019). Previous studies concerned on literature review and descriptive analysis on the potential discussion under 

SDGs reporting (Bebbington & Unerman, 2018; Betti et al., 2018; Biermann et al., 2017; Pineda-Escobar, 2018; Scheyvens et al., 2016; Taylor 

et al., 2018; Terama et al., 2016). Rosati & Faria (2019) specifically identified the association of SDGs reporting in company sustainability 
report with organizational and institutional factors. Within the institutional factors, Rosati & Faria (2019) found that companies that report 

SDGs contributions are located in countries that contribute more towards climate change, have pleasant culture and uphold people's equality, 

and have low labor and market regulation. Under the organizational factors, Rosati & Faria (2019) showed that company size, assurance upon 

sustainability reporting, and governance are positively related to SDGs reporting.  

While Rosati & Faria (2019) have given insights on SDGs reporting factors, other complementary factors may contribute to the decision 

on SDGs reporting. First, under legitimacy theory, companies seek to get legitimacy from both internal and external parties. Company size is a 

reflection of internal parties which may constitute legitimacy from laborers' work for the company (Gallo & Christensen, 2011). In this case, 

the company is likely to determine a bureaucratic mechanism related to the social norm and company code of ethics to deal with the growing 

number of internal resources during company operational business.  

From external parties, company legitimacy is constituted from acceptance of social structure where the company existed (Yu, et al, 2016). 

This may be correlated to organizational visibility. Organizational visibility is identified as characteristics owned by the company such as a 

high reputation, status, competitive advantage, which makes the company known by wider society (Marquis & Toffel, 2012). A company that 
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creates more damages to the social and surrounding environment is likely to get scrutiny from society. Due to such differentiation, research 

needs to investigate organizational visibility as one determinant of SDGs reporting.  

Second, sustainability reporting is management discretion. Management has opportunistic behavior to improve their prosperity while 

overriding the principal’s wealth. As a result, the principal assesses the credibility of sustainability reporting (Cho, et al, 2012) to  encourage 
quality disclosure and sustainability reporting. This is done as stakeholders put much attention on principal identity when assessing valuation 

on non-financial information (Granata & Chirico, 2010). This occurs both in case of family ownership and foreign ownership.  

Companies owned by family have special characteristics that differentiate them from other companies. They seek to maintain relationship 

stability with stakeholders because their long term partnerships are mostly based on trust (Stanley & McDowell, 2014). They also maintain 
their existing positive reputation (McGuire, et al, 2012) and will not damage such reputation with unethical behavior (Berrone, et al, 2010). In 

the ASEAN context, many companies are owned by the family principal. Such principals even position their representatives in the management 

and directorship to fulfill such an effort for business and management control over the company. The control includes sustainability practice 

and its reporting.  

In the context of foreign ownership, foreign investor prefers to invest in the industry which does not need local knowledge such as finance, 

transportation, technology and equipment, metal and non-metal, and machinery (Bredin & Liu, 2011; Zou, et al, 2016). Such investment tends 

to bring more damages to the social and environment which results in higher scrutiny to the company. As foreign investors have long term 

interests over the economic, social, and environment in such industry, they put a focus on long term sustainability practice (Zou, et al, 2016) 
which contribute to global sustainability (Fernandez-Feijoo, 2014), to minimize political cost (Delgado-Marquez, 2017). Based on the previous 

argument, it is essential to investigate SDGs reporting determinant from the principal point of view.  

When looking at the research methodologies, Rosati & Faria (2019) used dummy measurement, 1 for the company which reports SDGs, 

and 0 otherwise. Such measurement did not put the number of SDGs goals into consideration. More detail measurement which includes the 
number of SDGs goals is needed to show a variety of sustainability practices of the company and its contribution towards SDGs achievement. 

The main concern of which detail measurement can capture is that companies are disclosing more information but less variety of aspects of 

sustainability and other companies are disclosing otherwise; less information but more vary of sustainability aspect (Michelon, et al, 2015). 

Furthermore, a detailed measurement can show the effectiveness of SDGs goals implementation in a wider range of organizations which gives 

advantages to the policy-making and other practices for SDGs achievement.  

This research would like to fill in the gap of the previous research on SDGs reporting and its determinant. This research aims to capture 

SDGs reporting determinant in the unique context of emerging countries in Southeast Asia. In general, emerging countries are of interest due to 

political influence on research and policy, lack of quality research and its reporting, and the influence of donors in the policymaking (Young, 
2005). In emerging countries in Southeast Asia, data shows that gross domestic product growth increases significantly from 2016 to 2018 as 

much as 5% (Arteta et al, 2019). This is far from other emerging countries in other parts of the world. This indicates a serious effort and 

synergy from various parties, including private sectors in terms of shared prosperity as one of SDGs goals. Therefore, this research intends to 

investigate the association of organization visibility, family ownership, and foreign ownership with SDGs reporting in the Southeast Asia 

context. 

 

LITERATURE REVIEW 

SDGs Adoption as Sustainability Framework 

Sustainability is defined as the company able to fulfill stakeholder's interest such as investors, labor, customers, community, government, 

etc, without sacrificing resources for future stakeholders (Dyllick & Hockerts, 2002). Companies based their sustainability practice based on a 
certain global acceptable framework. Besides ISO 14001, SDGs provide comprehensive sustainability guidelines that cover the whole living 

aspects, including economic, social, and environment (UN, 2015). Therefore, its utilization as a framework for company sustainability practices 

can benefit stakeholders positively in the long term horizons (Rosati & Faria, 2019).In the sustainability literature, SDGs have played different 

roles. Prior research uses SDGs goals to conduct assessment toward company sustainability practice (Topple, 2015). Others also mentioned 
SDGs as a guideline for company engagements in corporate social responsibility (Schonherr, 2017). Further, SDGs are the foundation when 

transforming a company into a sustainable business model (Morioka et al, 2017). 

 

Organization Visibility and Sustainability Reporting 

Prior research showed that organization visibility is one of the firm internal characteristics which is positively related to quality 

sustainability reporting (Baldini, 2018; Hassan, 2018; Schreck & Raithel, 2015). Legitimacy theory postulated that company which has high 

visibility tend to get pressure from stakeholders (Dawkins & Fraas, 2011b), under public and government scrutiny (Bhatia, 2017; Bergmann, 

2018) and become government regulation subject. As a result, such a company is likely to build and maintain its legitimacy through 
information exchange in the sustainability report (Bhatia, 2017). Organization visibility is measured by cross-listing (Baldini, 2018). A firm 

which is listed in a different country stock market tends to improve its quality sustainability reporting to comply with different regulation and 

needs of the various stakeholders. In this case, legitimacy theory explains that such firms have incentives to maintain and build legitimacy to 

support their operational activity. Therefore, such firms are likely to report SDGs contribution as sustainability practice and disclosure 

recommendation of jurisdiction so that its reporting might enhance the reputation and build legitimacy.   

H1 Organization visibility is positively associated with SDGs reporting in the sustainability report.  

 
Family Ownership and Sustainability Reporting 

Family ownership has unique characteristics that differentiate them from others. Family companies tend to build strong relationships with 

stakeholders. Such a relationship gives benefits to maintain relationship stability as one of the long term partnerships based on trust (Stanley & 

McDowell, 2014). Other research showed that family companies tend to maintain their reputation (McGuire, et al, 2012). Due to that, family 
ownership encourages a company to adopt socially responsible business practice and less do such negative behavior (Cennamo, et al, 2012; 

Deephouse & Jaskievics, 2013). The purpose is likely to get the label "good" from stakeholders (Nekhili, et al, 2017). One of the “good” 
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business practice are doing corporate social responsibility (Park, et al, 2014). SDGs is a sustainability framework covering the whole needs of 

wider stakeholders, and its implementation makes a firm a socially responsible firm. Further, communication of such activity via sustainability 

reporting influence public positive perception (Nekhili, et al, 2017). Therefore, reporting SDGs in sustainability reports might have an 

association infirm and family reputation building manner.  

H2 Family ownership structure is positively associated with SDGs reporting in the sustainability report.  

 

Foreign Ownership and Sustainability Reporting 

Foreign investors are also actively engaged in sustainability reporting. Prior research regarding the association between foreign ownership 
and sustainability reporting has been inconclusive. Research showed that a high percentage of foreign ownership associated positively with 

sustainability reporting (Gallo, 2011; Fernandez-Feijoo, 2014; Masud, 2018). In contrast, other research showed there is no significant 

association between both (Dissanayake, 2019; Kuzey & Uyar, 2017). Those research further argued that despite applicable regulation related to 

sustainability practice and its reporting, the foreign investor did not show compliance in countries with low and less monitoring from the 

government (Dissanayake, 2019).   

In case of contribution toward SDGs disclosure in sustainability reporting, foreign ownership likely has a positive association with it. 

Foreign investors prefer to invest in an industry that does not need local knowledge such as financial, transportation, technology and 

equipment, metal and non-metal, and machinery (Bredin & Liu, 2011; Zou, et al, 2016). Such investment tends to bring high damage to the 
social and environmental aspect and it is mostly long term investment in nature. Therefore, stakeholders tend to put more tight monitoring to 

the firms. As foreign investors have an interest in economic, social, and environmental resources in the industry, they focus on the long term 

sustainable activities to contribute to global sustainable development (Fernandez-Feijoo, 2014). This is also to reduce political costs arisen from 

tight monitoring from authorities (Delgado-Marquez, 2017). Besides, foreign investment involves two or more countries, which are the host 
and origin country. Consequently, foreign investment has contributed to institutional strengthening (SDGs 16) in the host country which further 

contributes to other SDGs target. Based on those arguments, foreign ownership is likely to monitor and influence management to contribute to 

SDGs and report it transparently to assess sustainability practice in the firms for future benefit.  

H3 Foreign ownership structure is positively associated with SDGs reporting in the sustainability report.  
 

METHODS 

Sample in this research consists of public companies in emerging countries in Southeast Asia who submit sustainability reports to the 

Global Reporting website (database.globalreporting.org) from 2015 to 2018. The data start from the sustainability report year 2015 to anticipate 

early SDGs reporting in the year it is first launched. From the sample selection process, there were 218 public companies located in Indonesia, 

Malaysia, Phillippines, Thailand, Vietnam, and Cambodia published a sustainability report and submit the report to the Global Reporting 
website. There were no public companies in Myanmar, Brunei Darussalam, and Laos submitted sustainability reporting in the GRI database. 

The final observation was 377 observations.  

There are three independent variables in this research. Following Baldini, et al (2018), this research use organization visibility (VIS) using 

the number of the stock market where the firms' shares listed. Data were taken from Eikon Thomson Reuters. The second variable is family 
ownership (FAM). Following Arifin (2003), this variable is measured by ownership of individual or entity, where both of the owners are 

affiliated and not affiliated, which is recorded more than 5% of company shares and they are not public companies, state, financial institution, 

or foreign company. Data were taken from the annual report. Lastly, following Rustam (2019), this research used foreign ownership (FOWN) 

which is measured by the percentage of shares owned by foreign investors. Data were taken from the annual report.  

 
SDGR = β0 + β1 VIS + β2 FAM + β3 FOWN + β4 SIZE + β5 LEV + β6 ASSR + β7 FEM + β8 AGE + β9 GDP + β10 

VULN + β11 HDI +Fixed Country Effect +Fixed Industry Effect + ε    
       (1) 

 

The dependent variable in this research is SDGs reporting. This research differs from Rosati & Faria (2019) in the SDGs reporting 
measurement. This research utilized a more detailed measurement using the number of SDGs goals disclosed by a firm in the sustainability 

report. It is argued that more detailed measurement can capture a variety of sustainability activities in the company. This research included 

variables proven to be associated with SDGs reporting following Rosati & Faria (2019) as control variables. They are the size of the company 

(SIZE) measured by total asset, leverage of the company (LEV), assurance from external party toward sustainability report (ASSR), female 
director member percentage (FEM), and age of the youngest director (AGE). This research also controls differenced in the institutional 

environment using gross domestic product (GDP), climate change vulnerability (VULN), and human development index (HDI). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

SDGs reporting in the sample is found to be low, less than fifty percent of the company in each country disclosed the company's 

contribution to SDGs. The number of SDGs goals disclosed ranges from 0 to 17 with an average number of 2,523. This indicates that a variety 

of sustainability activity in the company is relatively low or only focus on a certain aspect. SDGs goals being the most frequent aspect which 

the company focuses on are SDG 8, SDG 13, and SDG 3. This indicates that company sustainability practices have contributed to decent work 

and economic growth, climate action, and good health and wellbeing.  

Next, we regress organization visibility and firm ownership toward SDGs reporting. The result shows that there is no significant 

association between organization visibility and SDGs reporting in the sustainability report. The coefficient for this variable was positive but not 

significant. Therefore, hypothesis 1 is rejected. Family ownership (FAM) is found to have a negative association with SDGs reporting. This 

implies that the higher the percentage of family ownership, the fewer goals reported by the company. Therefore we reject hypothesis 2 and we 

accept the findings in otherwise direction. In contrast, a higher percentage of foreign ownership (FOWN) is associated with a higher disclosure 
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of SDGs contribution. The relationship is strong and significant at 1%. As predicted in hypothesis 3, foreign ownership is positively associated 

with SDGs reporting in the sustainability report.  

Tabel 4.1 

Regression Analysis Result 

 

Independent Variable Coefficient P>|t| Note 

Organization Visibility (VIS) -0,8543 0,335 H1 Rejected 

Family Ownership (FAM) -1,4865 0,056* H2 Rejected 

Foreign Ownership (FOWN) 3,8075 0,000*** H3 Accepted 

Size (SIZE) 6,63e-11 0,015**  

Leverage (LEV) 1,1392 0,333  

Assurance (ASSR) 2,7411 0,000***  

Female Directors (FEM) -1,7169 0,329  

Age of the Youngest Director (AGE) 0,0044 0,893  

Gross Domestic Product (GDP) 2,28e-12 0,038**  

Climate Change Vulnerability (VULN) -0,0353 0,000***  

Human Development Index (HDI) 5,2006 0,470  

Industry and Country Control Yes   

R2 Overall 0,2889   

Prob > F 0,0000   

*** 1%, **5%, *10% 

Note: 

SDGR: total number of SDGs reported; VIS: total number of the stock market where the firm listed; 

FAM: percentage of family ownership; FOWN: percentage of foreign ownership; SIZE: company size 

measured by total asset; LEV: company leverage; ROA: profitability: ASSR: assurance toward 

sustainability report; FEM: female director percentage; AGE: age of the youngest director; GDP: gross 

domestic product of each country; VULN: index of climate change vulnerability of a country; HDI: 

human development index of a country. 

 

DISCUSSION 

This research identifies SDGs reporting determinant based on the operationalization of legitimacy theory using organization visibility. The 

result shows that there is no significant association between organization visibility and SDGs reporting. This is in contrast with Baldini (2018) 
and Hassan (2018) who found a positive association. The finding might be due to the data that 95% of the sample is only listed in one market 

located in an emerging country. In such a country, there is less pressure for firms to gain legitimacy from stakeholders in different institutional 

environments. Therefore, organization visibility does not influence firms to disclose SDGs goals.  

Regarding family ownership, the result does not show support for the second hypothesis. Different from Nekhili, et al (2014), regression 
analysis shows that family ownership has a negative and significant association with SDGs reporting in the sustainability report. Cruz (2014) 

argued that family companies tend to improve their sustainability activity in case of high external pressure. In contrast, in the context of 

developing and emerging countries, monitor from external parties seems to below. Moreover, the family is the controlling owner of the 

company where mostly they involved in operational activity. In this case, information asymmetry regarding non-financial activity between the 
principal and management is low. Therefore, family firms do not need to show their commitment to sustainability practice in terms of SDGs 

contribution as there is less pressure from both investors and other stakeholders. This is probably the reason for the findings that the higher the 

percentage of family ownership in a firm, the less SDGs goals reported by the firms.  

Foreign ownership is found to be strongly positive and significantly associated with SDGs reporting in the sustainability report. This 
supports the third hypothesis. In line with Delgado-Marquez, et al (2017) and Rustam, et al (2019), regulation from government and monitoring 

toward the economic interest of foreign investors has improved investors' commitment to good sustainability practice. As a result, foreign 

investors tend to influence management to invest based on sustainability boundaries, which is to secure them for long term business survival. 

As control over management activity, foreign investors encourage more transparency in sustainability practice and its contribution towards 

SDGs as a global sustainability framework.  

 

CONCLUSION 

This study contributes to the research of SDGs contribution disclosure in the emerging countries and the literature of legitimacy, 

reputation, and agency theory in explaining the early adoption of SDGs reporting. In this study, we investigated whether organization visibility 

and firm ownership influence the company to report SDGs contribution in the sustainability report. In particular, this study concluded that a 
company that reports a higher number of SDGs contribution have a lower percentage of family ownership and a higher percentage of foreign 

ownership. Whether organization visibility plays a role in SDGs reporting in the sustainability report has been inconclusive. This research did 

not found evidence for such a case.   

In practice, this study contributes to helping managers understand firms' characteristics which is useful to choose different strategies and 
allocation of sources of SDGs contribution. For policymakers, this research is useful to design country-specific policies aiming at contributing 

to SDGs achievement. For instance, policymakers recommend disclosing SDGs contribution in countries where there are quite a large number 

of foreign investors within the companies. While for potential investors, understanding firm characteristics regarding SDGs reporting helps 

them evaluate SDGs integration in the company which may bring future benefits for their investment.  

Limitations of this research are, first, this study used unbalanced panel data from GRI where there might be bias in the sample due to the 

use of the GRI sustainability reporting framework. Second, the generalization of these findings should be taken very carefully due to our 

limited context of emerging countries in Southeast Asia. Lastly, this research only addresses public visibility through the number of the stock 
market where the company listed. Further research might focus on the context of multinational companies which is naturally exposed to a 
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different institutional environment with a detailed analysis of the country of operation. In such analysis, more stakeholders are involved in 

company operational activity which may result in different SDGs contribution strategies.  
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Abstract  

One of the government’s social responsibility programs for the state-owned enterprise in developing SME is the Partnership program (PK). The 

program can improve the image of the company’s brand, engage customers, and help the company to stand out from the competition. This 

study conducted in PT.XYZ, one of the SOE in the mailing industry, aims to calculate the effectiveness of the partnership program and 

determine the factor that has a significant correlation among the partnership program’s variables studied. The variables studied are Financial 

Assistance, Training Assistance, Marketing Assistance, and Monitoring with the data from 2017 until 2019. Currently, the previous data of the 
4th period in 2019 showed there are 12,761 out of 14,265 accumulation of MB are in the bad debt collectability status until 2019. Especially, 

Regional V (West Java area) has the highest accumulation of loan collectability which can be seen on the significant decreasing flow of quality 

of a loan in MB every year until 2019. It can be a problem in the sustainability of the partnership program when many of them have declining 

status, which means they do not have the opportunity again to join the development activities and if they are unable to grow or sustain their 
business, then they cannot pay their loan. This situation will increase the total uncollectable loan and the effectiveness to achieve the 

partnership program’s goals will not be achieved. Therefore, the result of this study is the recommendations for the partnership program in 

regional V of PT. XYZ. 

 
Keywords: Financial Assistance, Marketing Assistance, Monitoring, Program effectiveness, Training Assistance  

 

BACKGROUND 

The business’s competition encourages businesses to keep their existence inside and outside of the business industry to avoid the risk of 

collapse and bankruptcy. The last article done by Murphy (2019) described that over the last several years, the important thing for a company is 
social responsibility. Collier (2018) also said that the benefits of implementing Social Responsibility are improving the company’s brand, 

engaging customers, and helping the company to stand out from the competition.  

According to this phenomenon, the Indonesian Government imposes the regulation on SOE in implementing the Partnership and 

Environmental Guidance Program (PKBL) that is stated on the Law of the Republic of Indonesia No. 19 of 2003 and State-Owned Ministerial 
Regulation number PER - 02/MBU/7/ 2017 on July, 5th 2017. Especially, in partnership program is the program to develop the development 

partner or Mitra Binaan (MB) to be independent and though by giving the loan to their business that utilized from the two percent of state-

owned enterprise’s profit (Menteri Badan Usaha Milik Negara Republik Indonesia, 2017). 

This study took place at PT. XYZ, one of the SOE that operates in the mailing industry and implements the partnership program. 
According to circular letter number SE.29/DIR-6/0519, the partnership program is implemented four times within a year and they divided their 

development partner (MB) into four levels of loan collectability status, there are Pass debt, Substandard collectability, Doubtful collectability, 

and Bad debt. Additionally, the partnership program has three main development activities to develop their development partners (MBs) such 

as monitoring, marketing events or exhibition, and training. Those activities can be accessed with all development partners (MBs) when they 
are in the pass debt status (Divisi Program Kemitraan dan Bina Lingkungan, 2019). On the contrary, the data showed that even though it has the 

opportunity to join all the development activities, the number of the declining status of the 

development partner (MB) always increase every year. 

The previous data in Regional V (West Java area) has a significant decreasing number 
of the pass debt MB until 2019. The total MB who joined in 2017 numbered 46 MBs, 42 of 

which are in pass debt status, and the rest are in substandard collectability status. The 

number of MB in pass debt collectability status for the MB who joined in 2017 decreased 

from 42 to 10 MB in 2019. In the same situation, the MB who joined in 2018 and 2019 have 
decreased numbers within or before a year. The data from 2017 until 2019 showed that there 

are only 15 MB who already paid off their debt. It indicates that the development partner 

(MB) who already has a declining status will not have another opportunity to join the 
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development activities, but they still have to pay their loan.  

This situation can be a problem in the sustainability of the partnership program when the development partner (MB) does not have the 

opportunity to join the development activities and cannot grow or sustain their business, then they are unable to pay their loan. This situation 

also gives an impact on the partnership program in contributing to an increase in the number of bad debt development partners (MBs). 
Currently, there are 12,761 out of 14,265 accumulation of development partners (MBs) are in the bad debt collectability status until 2019. 

Especially, regional V has the highest accumulation of total loan is Rp6,305,928,475 until December 2019 (PKBL Division, 2019). This 

situation implies that if the number of bad debt development partner (MB) increase, the total loan will be increased. Then, the partnership 

program will be ineffective because they are unable to achieve their goals. 

For the information, the government made regulations for evaluating the partnership program as described on State-owned Ministerial 

Decree number KEP-100/MBU/2002. The indicators of the partnership program are the effectiveness of fund distribution and the level of loan 

distribution (Kementrian Badan Usaha Milik Negara, 2002). Those indicators are only measured on financial aspect without looking at the 

development activities. According to Kotane (2015) explained non-financial measurement is highly important than the financial measures in 
evaluating the company’s performance to achieve effectiveness. In this research, the meaning of effectiveness as referred to Yudhaningsih 

(2011) is the ability of the organization to choose the right actions in achieving the partnership program’s goals which are financing and 

developing the development partner (MB). 

Therefore, this study is important to help the company in improving the partnership program for achieving their goals. The main focus of 
this study is to evaluate the effectiveness of the program. Furthermore, this study will give preference in which development activities that have 

a huge impact on the effectiveness of the partnership program to focus on strengthening the huge impact activities to achieve the effectiveness 

of the program. The study explores in two research questions: 

a. How effective are the partnership programs to the development partners (MB)? 

b. Which factor has a significant correlation with the effectiveness of the partnership program? 

The originality of this study comes from the Indonesian context of the government support program’s effectiveness factor with the actual 

needs of the SME. The limitation of this study is the use of one regional area in a company and a study of 3 years’ data behind. Therefore, the 

conclusion of this study cannot be generalized. 

 

LITERATURE REVIEW 

Effectiveness  

According to Yudhaningsih (2011), effectiveness is the ability of a person or organization to choose the right equipment in achieving the 

goals that have been set. According to the previous journal that was described in assessing the effectiveness of the government support program 

for SME sector in Poland, Klonowski (2010) analyzed that there are two main points to assess its effectiveness, government support programs 
should be structured and should meet the actual needs of the SME. Besides that, according to Irjayanti & Azis (2012), the effective way for the 

government to developing Indonesian SME is realizing the SMEs' real problems by developing their potentials. 

Variables of Effectiveness 

The previous journal from (Ismail & Othman, 2014) described that the three factors of government support programs to increase the 
SME’s business growth. The following factors are: (1) Financial Assistance for providing credit to the SME should be cheaply available, which 

means it has to be below the market interest rate and accessible to the SME means SME has easy access to get the funds. (2) Training 

Assistance, Ladzani & van Vuuren (2002) described that the public sector should support and strengthen the initiative especially for SME by 

doing three dimensions of training, namely motivations, entrepreneurial skills, and business skills. (3) Marketing Assistance, Konsti-Laakso & 
Salminen (2016) said that SMEs are identified with having limited resources. Especially in external sources of partnership and poor marketing 

(Ismail & Othman, 2014). So, SMEs need to have marketing consultancy services and make networks to find markets for their products 

through the exhibition. According to Ismail & Othman (2014), all the factors give positive and high impacts on effectiveness in government 

support programs. 

Monitoring also has the same important role and position with the business practices to achieve the effectiveness of the program (Boadi et 

al., 2017). According to Dalíková & Doležalová (2012), the current business trend is focusing on planning and monitoring or process 

management. They also described that the monitoring should be monitored within the key processes of the business such as marketing, 

production, human resource management, and financial. In the marketing process, the previous journal indicated to monitor the customer 
communication aspect, market analysis, and product sales. In the production process, the previous journal indicated to monitor supplier 

communication. In the human resource management process, the previous journal indicated to monitor employee evaluation, recruitment, 

training, and education. Last, in the financial process, the previous journal indicated to monitor financial management, revenue and expense 

management, and financial planning. Dalíková & Doležalová (2012) found that monitoring has a high and positive relation to the effectiveness 

of the program. 

 

METHODS 

In collecting the data, the authors will use a quantitative method approach and expert judgement. The authors will gather the data using a 

quantitative method first by distributing the questionnaires with the Likert scale 1 to 5 for 85 samples in the research object. The sample size 
has been calculated using Slovin’s formula with the population is 101 MB and set a 5% error. Meanwhile, according to Hardesty & Bearden 

(2004), expert judgement is a method to ensure the quality of the variables in the survey that is used the judgement of the expert by doing an 

interview. Expert judgement will be done by doing an in-depth interview with a reliable informant who has a huge responsibility in the program 

to get the best understanding and confirmation about the research problems as a justification for the quantitative result. 

After that, the authors will conduct a normality test that is important to decide the use of the measures in central tendency and statistical 

methods for analyzing the data (Mishra et al., 2019). Then, the authors also conduct the descriptive statistics to determine the data into 3 
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categories of effectiveness: Low, Medium, and High from the categorization formula to place the sample into separate groups (Azwar, 

2014:154). Then, the authors will do validity and reliability test to measure the quality of the data. As known, this study is a non-parametric 

analysis. Therefore, the authors will measure the coefficient correlation between the variables with the ordinal data scale by the Spearman 

Correlation test (Nugroho, Akbar, & Vusvitasari, 2008).  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The authors divided the 85 samples data into 3 categories. The data result shows that 47 MB at a low and medium index level. There are 

30 MB in the low index level which means that they are not satisfied with the partnership program. This situation might have happened because 
of the MB2017 and 2018 are having difficulty in paying their loan, because of that, they cannot join any training and marketing assistance. On 

the other situation, there are 17 MB on a medium level index which means the MBs are quite satisfied with the program but not as satisfied as a 

high level. This situation also relates to the declining flow toward MB debt status in the figure above. The figure explains that most of the MB 

will decline their loan status in incoming years. Meanwhile, there are 38 MB who regard the program effectively. This situation might have 

happened because 29 MB2019 are new in joining the partnership program to contribute to give an evaluation of the program’s effectiveness. 

From the result of the Spearman correlation test, the authors found: 

 

• The significant value of the Financial Assistance variable is 0.000 with the asterisk (**) that is significant at the 0.01 confidence interval 

level which means the Financial Assistance has a high and positive correlation value towards the effectiveness. It indicates that the 
Financial Assistance has a deep meaning towards the effectiveness of partnership programs, and if there is an improvement in financial 

assistance, the effectiveness of the program will increase. This finding matches with the previous study from Ismail & Othman (2014) and 

the Regional V head office also said, 

“It is easy to join, especially with the administration fee (loan interest rate) that is relatively low. Besides that, we were even looking for 

the MB in the SME communities, Handicraft center, and SME data in the regional office.” (Bombom Guntur, private interview, 06/03/2020) 

• The significant value of the Training Assistance variable is 0.039 with the asterisk (*) that is significant at the 0.05 confidence interval 

level which means the Training Assistance has a low and positive correlation value towards the effectiveness of the program. It indicates 

that the Training Assistance has a lower impact on the effectiveness of the program, and if there is an improvement in training assistance, 
the effectiveness will increase but has low impact. This finding is contradictive with the previous journal from Ismail & Othman (2014). 

The low influence might have happened in the current situation that the training activity that is only for the pass debt MB status and the 

Regional V head office also said,  

“This training program for the MB in developing their business. All the programs were constructed and planned by the central office and 
there is a limit for each region, for Regional V only 4 MB in pass debt status, has a good business report, has good business prospects, and 

good communication with us for joining the training.” (Bombom Guntur, private interview, 06/03/2020) 

• The significant value of the Marketing Assistance variable is 0.017 with the asterisk (*) that is significant at the 0.05 confidence interval 

level. It indicates the Marketing Assistance has a low and negative correlation which means the Marketing Assistance has a lower impact 

on the effectiveness of partnership programs, and if there is an improvement in marketing assistance, the effectiveness of the program will 
decrease. This finding is contradictive with the previous journal from Ismail & Othman (2014) and this situation might probably happen 

because of the availability of the exhibition. The Regional V head office also said, 

“That is right, this marketing program especially the exhibition did not include the success factors for all MB because of the limited 

number and availability events, we also need to look and adjust the events with our MB’s feasibility.”  (Bombom Guntur, private interview, 

06/03/2020) 

• The significant value of the Monitoring variable is 0.000 with the asterisk (**) that is significant at the 0.01 confidence interval level 

which means the Monitoring has a high and positive correlation value towards the effectiveness. It indicates that the Monitoring has a 

deep meaning towards the effectiveness of partnership programs, and if there is an improvement in Monitoring, the effectiveness of the 

program will increase. This finding matches with the previous study from Ismail & Othman (2014) and the Regional V head office also 

said, 

“For monitoring, all the MB gets to be monitored by the business report book every 3 months. If the MB gets difficulty in their business, 

we usually advise by benchmarking to success MB in the same sector. I think it is much more effective with monitoring because we can monitor 
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their business growth directly to the MB which can be easily reached both in place or communication.”  (Bombom Guntur, private interview, 

06/03/2020) 

 

CONCLUSION 

This study has two objectives, the first is to determine the effectiveness of the partnership program to the development partners (MB) and 

the second is to determine the factor that has a significant correlation with the effectiveness in the partnership program. The results from 

collecting and analyzing the data are below: 

1. Based on the analysis of the data, from 85 samples, there is a 55.3% effectiveness index on the low and medium index in MB2017 until 

2019 of the partnership programs. That means most of the MBs are either quite satisfied or unsatisfied at all with the partnership program 

and have an attempt to meet their needs for their business. Meanwhile, there is a 44.7% effectiveness index on the high index in MB2017 

until 2019 of the partnership programs. That means the rest of the total sample is satisfied with the partnership program in everything they 
get and have. This situation probably happened because the MB2019 are still new in joining the partnership program. They might think the 

program is effective for their business after they get financial assistance. 

2. Based on the analysis of the data, Financial Assistance and Monitoring have a positive and significant correlation towards the 

effectiveness of the partnership program. According to the result, if the Financial Assistance and Monitoring are improved, it will increase 
partnership program effectiveness. This result might happen because the loan’s administrative fee from the Financial Assistance is 

relatively lower than other institutions and it is easy to join as the MB. From the Monitoring Assistance, the MBs always in control with 

each PKBLD, and also, there is a business progress report book that provides the information for the officer in the context of financial, 

marketing, operation, and human resources.  

From the findings above, the authors have four main recommendations for each development activity related to the partnership program in 

PT. XYZ from this study. First, the improvement in financial assistance could be done by giving more access and attention in promoting 

partnership program. As the head of PKBLD regional V said, “we were even looking for the MB in the SME communities, Handicraft center, 

and SME data in the regional office” (Bombom Guntur, private interview, 06/03/2020). Therefore, there should be a possibility for financial 
access to unregistered SMEs. The access could be in offline media such as the current way from SME data in the regional office, SME centers, 

and community and online media such as cooperating with the online platform government and non-government official accounts. 

Second, the partnership program needs Monitoring’s improvement in marketing, production, human resource management, and financial 

aspects by using the technology such as the official website that could give the benefit for MBs and PKBLD division. The last journal by Islam 
& Nasira (2017) studied about the role of technology in developing the SME in Bangladesh, the result gave the positive impact to SME in 

aware and adapt techniques and technology in information systems for the current digitalization era and facing the market. The PKBLD 

division is also able to monitor and give suggestions to MB’s business easily and fast. 

Third, this study also found Training Assistance will give a low impact towards the effectiveness, but if the training assistances are not 
possible to be erased, the authors recommend to add the number of training assistances and change the managerial policy for the MB who need 

to be trained without looking at loan status. So, it is not only for “rewarding” the pass debt MB, but the training assistance able to develop the 

MB’s business. The previous journal by Pauli (2020) studied the training process design able to determine the SMEs’ performance, which 

means that the use of “best practice” in the application of procedures and training scheme gives the expected level impact for SMEs. 

Fourth, marketing assistance has an inverse effect, such as if there is more marketing assistance, it will be more ineffective, and also 

marketing assistance give a low impact on the effectiveness of the partnership program. Therefore, the authors recommend erasing the 

marketing assistance, if it not possible, it could be used to decrease the number of marketing assistance and change the managerial policy for 

the MB who needs to be marketed and has the feasibility to grow without looking at loan status. So, it is not only for “rewarding” the pass debt 
MB, but the marketing assistance can develop the MB’s business. One of the findings in the previous journal (Maro’ah & Subroto, 2017) found 

that the promotion or exhibition is used by a partner who has difficulties in marketing and business competition by forcing to be marketed and 

known by the public. 

This research has several limitations that need to be considered for further research. First, this research only explored in one region of a 
company, further research could explore more in many state-owned companies. Second, the study only explored in 3 years of data behind, 

further research could explore more years of data behind and give different perspectives. 

This study implies in developing and testing the theories from the previous journals of the government support program’s effectiveness 

measurement systems in the Indonesian context using four variables: Financial Assistance, Training Assistance, Marketing Assistance, and 
Monitoring. Besides, this study can give a contribution to PT. XYZ by knowing the results of this study, the company will know the right 

actions to develop their development partners (MBs) that are hoping to not give the contribution to increasing the number of bad debt 

development partners (MBs) and the total uncollectable loans. 
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Abstract  

Financial inclusion is one way to improve the economy through the use of financial services in the community. Financial inclusion is urgently 
needed by Indonesia to increase economic growth and the growth rate of young people who have just graduated from universities. The 

percentage of unemployment for undergraduate students has increased from 2017 to 2018 by around 2% (Thomas, 2019). This level of 

unemployment is also linear with the level of financial inclusion in these circles, which is still below the average national financial inclusion. 

The development of financial technology-based creates one of the easy ways to use financial services in society. Just an example is the trading 
platform for buying and selling products that provide financial services. Based on the Multi Linear Regression test, there is a relationship 

between the trading platform of buying and selling products, especially the marketplace, and increasing financial inclusion among 

undergraduate students. Factors that affect are transaction usage and also strategic usage (looking for business opportunities activity). This trial 

is conducted by using a questionnaire to 385 undergraduate students in Bandung, who used Tokopedia and Bukalapak as samples. From this 
research, the trading platform of buying and selling products with marketplace types such as Tokopedia and Bukalapak can be used to improve 

financial inclusion with transactional and strategic usage activity by users. 
 

Keywords: Bandung, financial inclusion, marketplace, undergraduate students, Multi Linear Regression  

 

BACKGROUND 

Indonesia currently abundant the chance of leveraging the growing trend of technology used for financial technology and also the trading 

platform like e-commerce. The pattern of technology used for financial service transactions besides using the bank makes some collaboration 

between financial technology and trading platforms (e-commerce), especially in the digital marketplace. The examples are Bukalapak with 
Kredivo and Tokopedia with Modalku. Trends of trading platforms (e-commerce) support this trend, including the digital marketplace shown 

by Bank Indonesia (2019), there is significant growth for each year in this sector. The extension can be 100% until 150% for each year (Intan, 

2019). Indonesia is a country with a lot of diversity characteristics of a community that makes it exposed to challenges when it wants to 

increase financial inclusion. Therefore, it needs a precise strategic step under which condition it can overcome those challenges.Using trading 
payment (e-commerce), especially the marketplace with financial services in their feature, could help those who are underserved and unbanked 

to be financially included. Unfortunately, according to the data shown by Otoritas Jasa Keuangan (OJK), there is 76.19% of the financial 

inclusion index in Indonesia. This percentage fulfilled the government target for financial inclusion in Indonesia, around 75% in 2019. 

Indonesia's Government target had achieved in 2019. However, compared to countries in Southeast Asia, such as Singapore, Malaysia, 
Thailand, and even the Philippines, Indonesia's community access to financial services is still considered lagging (Alaydrus, 2019). The 

inclusion in financial is essential for increasing economic growth, especially for the stagnant economic growth in Indonesia, around 5%. In this 

situation, the researcher wants to see the tools of trading payment (e-commerce), especially the digital marketplace, to increase the inclusion 

index. In this research, it focuses on the young generation. We know that the young generation, especially students and college students, is 
essential to make themselves ready to plan their financial planning. This situation can happen with the growth of technology as a tool for 

increasing financial services. The new invention of technology in financial services is FinTech, and also nowadays, there is another approach 

from trading platforms like the digital marketplace, which collaborates with FinTech. In this case, the researcher wants to see the student's 

inclusion, especially in using the digital marketplace as a tool for the government to increase inclusion in the young generation, primarily 

undergraduate students.  

In this research, Bandung is an object of the sample. Bandung is chosen in this research because this area is the capital city of 

West Java, which has an excellent financial inclusion index, is 88.48%, and also the area that the government pushes the 

collaboration with digital marketplace companies for increasing the growth of the economy. The other aspect is the demographic 

profile from Bandung undergraduate students can also support this research in differentiation in gender, income, educational 

major, and distinction of origin. Because of this condition, the researcher wants to see the impact of a digital marketplace for 
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increasing financial inclusion in Bandung undergraduate students by referring to the previous research around technology such as 

Financial Technology (FinTech) and trading platform (e-commerce). 

 

LITERATURE REVIEW 

Financial Inclusion 

Financial inclusion is access to financial services from banking and other financial institution community conditions in each country. In 

measuring the financial inclusion index, the researcher uses measurement that is proposed by Sarma (2008) and also Global Findex in this 

survey 2017. This method is comprehensive, which assigns value 1 for inclusion and 0 for otherwise. This method measures financial inclusion 

from considering three dimensions: Penetration, Availability, and Usage. This calculation of dimension formula is 

 

                                                                                                           (Ai− mi) 

                                                                                                   i       (Mi−mi ) 

 

Where, 

Ai : Actual value of dimension i 

mi : Minimum value of the dimension Mi : Maximum value of the dimension 

After doing this calculation value of each dimensional index, the next step is to measure the financial inclusion index score by using this 

formula: 

 
 

 

The result of that calculation is the index of financial inclusion and the result can be categorized based on the following rule: 

The interval 0.5 ≤ IFI ≤ 1 means high financial inclusion 

The interval 0.3 ≤ IFI ˂ 0.5 means medium financial inclusion 

The interval 0 ≤ IFI ˂ 0 means low financial inclusion 

 

E-Commerce and Marketplace 

There are three usages of trading platforms (e-commerce) that can represent marketplace usage based on Bergeron, Raymond (2008). 

There are 

Informational Usage 

This kind of usage contains product information on the platform and includes information on financial services provided. This aspect 

covers giving details on the products, services, business partners, operational information (guides in using the product), communicating with 

business partners, and taking a customer or other buyer suggestions. 

Transactional Usage 

In this part, the usage of trading platforms (e-commerce) covers selling products/customers online, doing data exchange for the 
transaction, doing electronic fund transfer, making payment to payment on the internet, allowing payment on the internet, billing to the internet, 

doing online stock transactions and also conducting the auction on the internet. 

Strategic Usage 

Unlike the previous usage, this usage covers the chance for people to see the new partners, open the business through this media, enter 

new markets, and provide personalized offers and coupons. 

 

Financial Services in Marketplace 

The market place where the sellers and buyers meet in the community can already be accessed online. Because of this condition, Bank 

Indonesia controls the payment instruction for the road map of the trading platform (e-commerce) as an Economic Policy Package in 2016. A 
president's directive about develops digital economy. This condition also makes some trading platforms (e-commerce), especially the 

marketplace in Indonesia, collaborate with Fintech to expand its market in financial services. For example, Bukalapak, which has investment 

tools work with Tanam Duit to open BukaReksa (merdeka.com, 2018). 

 

Financial Inclusion in Indonesia Undergraduate Student 

Financial inclusion in the young generation is essential. Besides helping the government to grow the economy in a country, the financial 
inclusion makes the young generation primarily undergraduate students can plan their future economic plan like the statement from BRI 
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Director of Network and Services Osbal Saragi in AksiMuda event to push the young generation saving their money (detik.com, 2019). Based 

on data obtained from OJK, the financial inclusion in undergraduate students still extends around 64,2% who use the financial  services 

(merdeka.com, 2018). This condition shows the need for improving financial inclusion for the young generation, primarily undergraduate 

students, to help the government reach its target and enhance the awareness for them to plan the future. 

 

 

METHODS 

Multi Linear Regression 

This part involves seeing the relation of both variables between financial inclusion and trading platform (e-commerce), especially the 

marketplace. This part also happens after measuring the financial inclusion index. Multi Linear Regression also used to see factors that affect 

the dependent variable. The formula of Multi Linear Regression: 

 
 

Table 1 Financial Inclusion Index 

 

 

Based on the respondents as representative from undergraduate students that use the marketplace trading platform, the average of their 

financial inclusion index is 66.95% or has the high Financial Inclusion Index. The following table shows the specific distribution of financial 

inclusion index across levels. 

 

Table 2 Financial Inclusion Index Distribution 

 

 
Stage IFI 

 
% 

 
Low IFI 

 
0.78 

 
Middle IFI 

 
11.95 

 
High IFI 

 
87.27 

 

 

Regression Analysis 

Researchers use the multiple linear regressions to see the predictor variables which can affect the dependent variable. The table shows 

whether each variable affects or not to the dependent variables. Based on this analysis, the predictor has value <0.05 in sig. Because using a 

95% level of confidence. The independent variables that correlate with the financial inclusion index are transactional usage and strategic usage. 

Based on the available data, assuming the independent variables have 0 values, except constant, the financial inclusion index will have value 
0.386. The regression illustrates that every one unit increase in transactional marketplace activity will lead to a 0.074 increase in financial 

inclusion; every one unit increase in strategic marketplace activity will lead to a 0.019 increase in financial inclusion. The other variables have 

no impact or correlation toward financial inclusion. This data shows that only transactional and strategic activity are predicted to increase the 

value of the financial inclusion index. Based on this regression, we can say reject H0 for transactional and strategic usages factor because the 
sig <0.05, then we should not reject H0 for informational usage because its significance is more than 0.05. Based on this regression analysis, 

we can make the multilinear regression equation as below: 
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Based on this equation, we can define there are 0.386 variables outside transactional usage and strategic usage. Then, the government and 

trading platforms (e-commerce) especially marketplace platforms can increase the use of financial services (increasing financial inclusion 

index) with this platform to maximize the feature or approach which is related to transactional and strategic usage. This is the table of 

regression analysis: 

 

 

CONCLUSION 

Based on the analysis, the researcher finds the effect of a trading platform like marketplace provides the financial service features in their 

platform. The respondents of this research with the amount are 385 respondents from Bandung Undergraduate Students who use marketplace 

Tokopedia and Bukalapak have the financial inclusion around 66.95%. Based on the financial inclusion result, there is a finding of the Bandung 

Undergraduate Students prefer to save their money in Financial Technology or other online platforms than in their saving deposits. This 

behavior shows there is the impact of approaching online platforms like FinTech and other platforms like trading platforms (e-commerce) with 

marketplace type. This condition indicates the increasing financial inclusion in Bandung Undergraduate Students can be affected by online 

financial services (Ozili, 2018). 

Collaboration FinTech with other platforms like trading platforms (e-commerce) also can increase the financial inclusion index. This 
condition relates to findings in the result that shows there is the effect of the marketplace as a one of trading platform (e-commerce) type. The 

factors that can affect the level of financial inclusion through this marketplace are not all factors of usage in the marketplace. From three usages 

of the trading platform (e-commerce) like a marketplace, two factors impact in affecting marketplace for financial inclusion. The factors which 

influence in increasing financial inclusion are transactional usage and strategic usage. The transactional is very close to increasing the financial 
inclusion index through trading platforms, especially the marketplace. The transactional tells about the feature of application in saving, 

investing, and transaction as seller/buyer. The strategic usage in marketplace Tokopedia and Bukalapak makes the users can increase their 

financial inclusion index. This finding shows that the growing and effect of business aspects in Bandung Undergraduate Students can enhance 

their desire to use the marketplace in searching vendors and the business' funding. The informational usage does not impact the increasing 
financial inclusion index. It shows the information about that post in the marketplace like Tokopedia and Bukalapak is not a significant impact 

on increasing financial inclusion. 
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Abstract  

Palm oil has been the vital commodity of world trade, as it is utilized into many products such as cooking oil, margarine, cosmetic, 

pharmaceutical, and bio-fuel. European Union as the second-largest palm oil importers, enacted a regulation requiring that every palm oil and 

its derivative must comply with the sustainable standard of RSPO, and the commissioner also established their plan to stop using palm oil 
completely by 2030. Although the regulation is far from effectively in motion, producer countries around the world become uncertain and the 

market becomes more volatile. In this research, the author will examine the influence of EU regulation using the stock market price of listed 

palm-oil producer companies in Indonesia and Malaysia. This research conducted using the event study method with the market-adjusted model 

approach. The observation period will be made into three periods of three main events determined prior. The author will analyze the data using 
statistical analysis on Abnormal Return and Trading Volume Activity using paired sample t-test and Wilcoxon signed-rank test with an 

observation period of 10 days, 5 days prior and 5 days after. The research outcome will show whether EU regulation affects the palm oil market 

in both Indonesia and Malaysia. The influence indicator will be decided by the result of the analysis method used, whether abnormal return and 

trading volume activity of the listed company in the corresponded period shows a significant difference or not. If significant difference 
achieved, thus the regulation influencing the market. 

 
Keywords: Abnormal Return, European Union, Palm Oil, Stock Market, Trading Volume Activity 

 

BACKGROUND 

Vegetable oil is one of the essential commodities in the international trade comprising of edible and non-edible oil. It becomes essential 

because the derivative from the vegetable oil itself is not only as cooking only but also other products we used every day such as food 

ingredients, pharmaceuticals, toiletries and cosmetics, and biofuel (MPOB,2013). European Union (EU) as one of the major consumers of 

vegetable oil takes controversial steps about this commodity which implemented through RED II (Renewable Energy Directives II) which 

regulates which vegetable oil does qualified to be traded in EU Community. In general, every vegetable oil entered EU Community shall not be 

identified as a "high indirect land-use change (ILUC) risk" which labeled to certain types of vegetable oil when through its operation process, 

land used as plantation affecting the surrounding environment become unstainable, eliminate native ecosystem and producing high carbon 

emission. As published in Fact Release about Palm oil EU's delegates to Indonesia and Brunei Darussalam, palm oil categorized as "high 
indirect land-use change", in EU Community point of view, current plantation takes up the majority of peatlands, primary and secondary 

forests, utilized heavily with less consideration of sustainability for the environment. (Press information team of EU's delegates to Indonesia 

and Brunei Darussalam, 2019). Around 4.5 million hectares of primary forest converted from 2000 to 2015 in Indonesia and Malaysia both 

legal concession and illegal concession holders but still contributed to the same supply chains.  

The stock market in its nature is very dynamic as it happened in real-time, the movement of stock prices cannot be predicted (Mostafa & 

Attiya, 1996). As it represents the company listed share price, the stock market is highly sensitive to the information and events interrelated to 

factors include economic, political, psychological, and company-specific variables (Zhong & Enke, 2017). Investors as the actors of the stock 

market will use every benefit and leverage, they have to achieve a maximum return in their trading activity. Information becomes the main 
weapon in this adversary as every investor would obtain information as many as they could. The information therefore used in the technical and 

fundamental analysis to help the investors decision making on their investment plan. Information influence towards stock price can be 

measured by using the event study. 

Furthermore, The EU's boycott, considering the facts surrounding, becomes irrelevant. EU simply could not ignore the CPO'S appealing 
price because it benefits the whole EU itself by reducing the price of vegetable oil. Also, the EU's vegetable oil consumption cannot be fulfilled 

by its domestic production alone. Countries of Europe only able to produce 68% of its total consumption by 2016 and to fulfill the rest, EU 

import vegetable oil from the global market with palm oil as the major vegetable oil imported (Purba, 2017, p. 36). Using forecasting based on 

data from 1999 through 2016, there is a gap between production rate and consumption rate in which production rate would grow 2,8% per year 
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while consumption rate would grow higher at 4,8% per year (Purba, 2017, p. 36), the gap would continue to become wider in the future. 

Suppose the EU still block the CPO imports, all commodity made from CPO and its derivative product would possibly rise thus affecting the 

market for vegetable oil derivatives product. 

While the EU always tries to establish the boycott but yet always meets delay, during the process the market for CPO becomes unstable 
which affecting the price of CPO both domestic and international. The uncertain atmosphere of ongoing boycott establishment affects the stock 

market of agribusiness companies with a major production of CPO around the world and in this research, the analysis will study the effect of 

uncertain EU regulation for import boycott of CPO from Indonesia and Malaysia on companies with major revenue stream comes from crude 

oil operation.  

Research Question 

1. Does the significance difference of abnormal return gain by investors exist before and after the event? 

2. Does the significance difference of trading volume activity by investors exist before and after the event? 

Research Objectives 

1. To identify the significant difference in abnormal return gain by investors existence before and after the event. 

2. To identify the significant difference in trading volume activity by investors existence before and after the event. 

Scope and Limitation 

The research will only be limited for stock price fluctuation during the selected event chosen specifically for the research. Companies 
observed would be only listed companies in Indonesia and Malaysia with major revenue stream comes from crude oil operation for foreign 

market (exported commodity). Research data will be obtained from stock market price history correspond with the selected event in the period 

of (D-5<X<D+5; x is the day of the event published or announced). The data will be processed using a proper method to analyze the impact of 

the situation on the financial condition of the company from a stock price perspective. This research will have a limitation concerning the 

generality of the research findings. Hence, it may be uncertain whether the findings will generalize to other geographical areas or situations. 

 

LITERATURE REVIEW 

Crude Palm Oil (CPO) 

Crude palm oil is produced by many countries around the world, Indonesia and Malaysia are the major producers of oil palm in the world 

producing combine 57 million metric tons in the year 2017 making it 80% of oil palm production worldwide. Both countries have produced 
palm oil plans since the 1960s and ever since it started the palm oil plantation has grown rapidly in both Indonesia and Malaysia. European 

countries of 27 nations are the second-largest CPO importers of the world palm oil market. As palm oil is a tropical plant, Europe cannot 

produce its palm oil therefore relies entirely on global import. Although accounted for 7,300 metric tonnes of palm oil imports, around 34% of 

palm oils enter Europe through major port countries such as the Netherlands, delivered to whole mainland Europe via port Rotterdam, where 

there are major palm oil producer refineries such as Sime Darby, Wilmar and IO Loders (Goggin & Murphy, 2018).  

Being the most productive vegetable oil by yield ratio, many farmers or smallholders and companies raced to plant oil palm as many as 

they could, millions of hectares of rainforest in Sumatra and Borneo cleared to make space for the plantation. Smallholders and private sector 

of the plantation is the major actor on the expansion, while state-owned plantation expanded slower (Purnomo et al., 2018). This results in 
environmental problems like soil erosion, water pollution, reduced biodiversity while the rapid expansion of plantation area is in motion (Koh 

and Wilcove 2008; Obidzinski et al. 2012; Rival and Levang 2014). Many countries especially European very concerned about this issue and 

they take some serious measures with the planning of regulation of which to halt every palm oil that does not comply with sustainability 

certification. Solutions made by Indonesia and Malaysia is a mandatory certification for plantation industries to limit plantation industries that 

do not support surrounding ecosystem sustainability and also to keep their palm oil still in European Market, for Indonesia it is called 

Indonesian Sustainable Palm Oil System (ISPO) and Malaysia it is called Malaysian Sustainable Palm Oil (MSPO). A credible sustainability 

certification can support the further penetration of palm oil in the European market and reinforce the reputational capital of palm oil producers 

already active in Europe (Novelli, 2015). 

Economic Boycott 

The economic sanction is one of the examples of a strategy used by countries to win over the competition and it has been more common in 

recent years (Caruso R, 2003). Boycott and other practice of economy are sanctions impact both sanctioning country and target country 

(Kaempfer and Lowenberg 2007).  

Through concern of sustainability issues, EU established factsheet on September 2019 concluding that EU will cease any palm oil 

imported that does not have certification of sustainability (must fulfill criteria met by Member States national or Voluntary Schemes) which 

will be implemented as soon as 2023 and before factsheet establishment, palm oil imports have decreased by 22% percent. Though only 

banning non-certificate palm oil, the EU indirectly supports the "Palm Oil Free" campaign and stating the campaign as an expression of the 
genuine environmental concerns of consumers as well as manufacturers (Fact Release about Palm oil by EU's delegates to Indonesia and 

Brunei Darussalam, 2019). This gave Indonesia an economic uncertainty on the palm oil sector, EU implemented the factsheet only to protects 

its regional vegetable oil market which comprises of rapeseed oil and corn from palm oil which in fact has cheaper price among other 

alternatives (Sardjono, 2019). 

Stock Market 

The stock market plays an important role in the country's economies, it becomes the environment to facilitate regular activities of buying, 

selling, and issuance of shares of publicly-held companies in a country. These activities will run under institutionalized formal exchange which 
operates under a defined set of regulations of countries where the exchange domiciled. A formal exchange institution is called a stock exchange 

and it facilitates and supports activities in the stock market like fair transactions, price discovery, liquidity maintenance, security and validity of 
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a transaction, and investor protection (Chen, 2019). All and all, the stock exchange is the heart of the stock market and without it, stock market 

activities are almost impossible to exist. 

Agriculture Sector 

Agriculture contributes significantly in Indonesia and Malaysia economy, as most of the region covered with large tropical forest and with 
a tropical climate, an average of 13,15% of Indonesian GDP comes from agriculture sector from 2007-2017 (Plecher, 2019), while in Malaysia, 

the industry contributed 4.67% of the country's Gross Domestic Product (GDP) (Department of Statistics, 2010). Palm oil plantation covered an 

area of more than 20 million ha. Palm oil industries powerhouse is smallholders spread across both countries and second to smallholders are 

corporations both state-owned and private. Smallholders own 41%, corporations 52%, and state-owned enterprises 7%. Palm oil plantations 
doubled in the area from 2005 to 2015. Smallholders and private sector of the plantation is the major actor on the expansion, while state-owned 

plantation expanded slower.  

Event Study 

EU boycott policy influence on the listed company could be examined through the event study. An event study is a statistical method to 
determine the influence or impact of a specified event on the value of a firm or company. Fama et al. (1969) in their research used event study 

methodology to investigate the stock price behavior in the vents of accounting rule changes, earning announcements, change in severity 

regulation, and money supply announcement. In its early, event study was used to examine the effect of the economy-related event on the stock 

market until the past two decades, the event study methodology was also used to test market reaction towards the non-related economic event 
(Suryawijaya & Setiawan, 1998). Therefore, as for this research examined not only economic events but also political events, event study 

methodology is a proper method to be used. 

For studying stock market reaction towards specified events, according to Mckinlay, 1997 there are two models of measuring the event's 

effect towards market price, mean return model, market model. However, the most common model is using the market model approach, the 
model used a statistical model that relates the return of any security to the return of the market portfolio. The benefit of using a market model is 

the superior ability to detect event effects, because the model will remove the portion of return that is related to variation in the market return, 

therefore the variance of abnormal return is reduced, giving the more accurate result of the analysis.  

First Event, Delegated Regulation Supplementing Directive 2018/2001 of the Europe Union (EU) Renewable Energy Directive II 

The new regulation made by EU Commissioner to support Directive 2018/2001, the regulation comprises mainly revisions towards the use 

of energy from renewable sources. This regulation published in March 2019. The regulations will set the overall percentage usage of renewable 

energy on the total share of energy on EU energy consumption by the year 2030. The main topic of the regulation is the type or criteria source 

for renewable energy. Major criteria are the level of sustainability and the carbon footprint emit during production and usage. Highlighted for 
the following events are the contents of the regulations in which for the entire European Union countries palm-oil-based biofuel are banned 

entirely. Through the concept of Indirect Land Use Change (ILUC), palm oil (CPO) classified as high ILUC in which stated that palm oil 

products produced by palm oil plantation has highest level carbon footprint among other vegetable oil plantation. 

Second Event, Press Conference of President Jokowi and Prime Minister Mahathir Sign a lawsuit against EU Commissioner 

With millions of smallholders and companies owning palm oil plantation in Indonesia and Malaysia and palm oil export in danger. 

Indonesian President and Malaysian Prime Minister make their move towards the EU community. "European countries were covered with 

forests but they cut them down and no one argued with them about that. But when we clear our land, they say that it pollutes the climate" said 

Mahathir during a press conference in Istana Bogor, June 29th, 2019. The governments of Indonesia and Malaysia agreed to submit objections 
related to discrimination of palm oil products and their derivatives to the European Union (EU) through a letter signed jointly by President Joko 

Widodo (Jokowi) and Prime Minister (PM) Mahathir Mohamad and be presented to World Trade Organization conference. 

Third Event, EU Release of Fact Release about Palm Oil 

 EU's delegates to Indonesia and Brunei Darussalam released a fact sheet on September 9th, 2019 about EU regulation towards palm 
oil market in EU countries, there are four documents regarding the fact sheet. These documents express palm oil produce high-level carbon 

footprint and also high rate deforestation per year in the tropical forest, but the EU does not decline to trade palm oil with Indonesia, instead, 

they required every palm oil products and CPO to fulfill certification of sustainability either regional or international. These documents refer to 

Delegated Regulation Supplementing Directive 2018/2001 of the Europe Union (EU) Renewable Energy Directive II, the purpose of these 
document is to represent essential or vital content of the regulation but it is made specifically for the public, therefore, the fact sheet was made 

with simpler literation to make it easy for the public to understand without changing the regulation content as a whole. 

 

METHODS 

This research is a qualitative type of research. the source of data in this study uses secondary data with data collection methods, namely 
the method of documentation. The data in this study are data on daily stock prices (adjusted prices), JKSE, and KLSE index values and stock 

trading volume. The population in this study is all shares of agribusiness companies with the main revenue stream coming from the sale of 

palm oil and its derivative products. The sample in this study is all of the company's shares in three periods, 6-20 March 2019, 24 June - 8 July 

2019, and 2-16 September 2019. The determination of the sample in this study was determined based on the purposive sampling method, which 

means the sample was taken from a population-based on certain criteria. 

Data Analysis Technique 

This research is an event study with an observation period of 10 days, namely 5 days before and 5 days after for each of the three periods. 

The analysis in this study is as follows: 

1. Calculating abnormal return and trading volume activity 

Abnormal Return:  
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ARi,t = Abnormal return of stock I in the period t 

 

Ri,t = Actual return of stock I in the period of t 

E(RMi,t) = Expected return of stock I in the period of t 

To obtain an actual return, the following formula is used 

 

Ri,t  = Actual return of stock I in the period t 

Pi,t  = The price of stock I in the period of t 

Pi,t-1  = The price of stock I in the period of t-1 

To obtain expected return, the following formula is used 

  

E(Ri,t) = Expected Return of stock I in the period t 

Rm,t = Market Return in the period t 

Trading Volume Activity 

  

TCAi,t  = Trading Volume Activity I in the event j 

T = the length of the period 

2. The Calculating mean of abnormal return and trading volume 

activity 

Average Abnormal Return 

   

Average Trading Volume Activity 

  

 

3. Descriptive statistical analysis to obtain the value of mean, maximum, minimum, and standard of deviation on variable: abnormal 

return and trading volume activity. 

4. Assumption test of normality test on variable: abnormal return and trading volume activity to identify whether the data distribution is 

normal or not. 

5. Difference test on variable: abnormal return and trading volume activity to identify significance difference using paired sample t-test 

and Wilcoxon signed-rank test. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The analysis result shows that through the first and second periods, both Indonesia and Malaysia companies do not show significant 

reaction by variable abnormal return and trading volume activity. But when in the third period the result is different, Malaysia market does not 

show a significant difference in both variables while in Indonesia both variable show a significant difference, after observing the market in that 
period, it is possible that this reaction probably caused by the upcoming president Jokowi inauguration and during the fourth quarter of the year 

there is a wildfire in Riau caused by palm oil plantation expansion activity that conducted illegally. In brief, by considering the circumstances 

in the third period, both Indonesia and Malaysia market did not show reaction towards EU boycott policy represented by three events selected. 

 

CONCLUSION 

From the analysis result, the EU boycott policy, represented by the three events selected, did not have a significant influence on the palm 

oil market in producer leader countries of Indonesia and Malaysia using the listed palm oil producer company in both countries as the research 
subject. Using abnormal return and trading volume activity as the control variable and paired sample t-test and Wilcoxon signed-rank test as the 
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analysis tools, overalls findings stated that there is no significant difference presence of abnormal return during the three events, although in 

Indonesia market there are two abnormal returns and one trading volume activity significance different occurred. However, considering the 

non-existence of significant differences in both variables on the Malaysian market, it is not plausible to support EU boycott policy influence 

towards both country's markets. Supporting the analysis result, by considering the economic and political environment surrounding the events, 
the EU boycott policy does not influence the palm oil market in Indonesia and Malaysia. The listed palm oil producer in both countries do not 

show reaction towards the three events corresponds to EU boycott policy. 
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Abstract  

The pharmaceutical market in Indonesia has been growing since 2012 due to Indonesia's government's initiation in universal healthcare. The 

initiation surely will increase Indonesia's healthcare coverage, which will increase the accessibility of healthcare and improve the 

pharmaceutical industry in Indonesia. One of pharmaceutical company in Indonesia is PT Phapros Tbk, which already listed as a public 

company in 2018 and was acquired by Kimia Farma (Persero) Tbk in March 2019. In 2019, PT Phapros Tbk had an issue: decreasing net profit 
when the revenue increased compared to the previous year. Furthermore, PT Phapros Tbk's stock price is declining after the acquisition, which 

could relate to the decrease in profitability. Hence, the financial performance assessment of PT Phapros Tbk should be done to know the real 

financial condition of PT Phapros Tbk. PT Phapros Tbk will also be compared to other pharmaceutical companies which already listed as 

public companies. The methodology of this research will use financial ratios comparison with both time series analysis and cross-sectional 
analysis, DuPont analysis, also BUMN Framework. The assessment result of PT Phapros Tbk in the period of 2015-2019 shows that it has bad 

financial performance compared to other companies. However, several factors could be improved to make PT Phapros Tbk better than other 

companies, including the activity ratio and solvency ratio. 
 

Keywords: BUMN Framework, DuPont analysis, financial performance, financial ratios, pharmaceutical  

 

BACKGROUND 

In Indonesia, the pharmaceutical market has been rising since 2012. The government has initiated a single program to merge Indonesia's 

social insurance programs, which will extend healthcare coverage to the Indonesian population. Increasing accessibility to health care has 
positive effects on Indonesia's pharmaceutical industry. According to Global Data, the pharmaceutical market in Indonesia has grown from 

under USD 3 billion in 2008 to around USD 7 billion in 2015. In 2018, the pharmaceutical industry's growth rate increased by around 5%-7%, 

which will be expected to hit USD 12.6 billion by 2020. Indonesian universal healthcare scheme, known as Jaminan Kesehatan Nasional 

(JKN), boosts the Indonesian pharmaceutical industry.  

PT Phapros Tbk is a company in the pharmaceutical business industry which was listed as a public enterprise on 26 December 2018. The 

acquisition by Kimia Farma (Persero) Tbk of PT Phapros Tbk occurs on 27 March 2019, which makes PT Phapros Tbk the subsidiary of Kimia 

Farma (Persero) Tbk. Before, PT Phapros Tbk was owned by PT Rajawali Nusantara Indonesia (RNI). Linked to the rise of the pharmaceutical 

industry in Indonesia, PT Phapros Tbk was supposed to have positive growth in revenue and profitability. Nonetheless, PT Phapros Tbk's 
financial statement in 2019 announced that PT Phapros Tbk has revenue of approximately Rp 1.105 trillion, which is growing compared to 

2018. Nevertheless, PT Phapros Tbk's net income has decreased from about Rp 133 billion to about Rp 102 billion. Furthermore, the stock 

price of PT Phapros Tbk has been decreasing since the acquisition. Wiagustini (2014) said that one of the reasons to make an acquisition is to 

promote cooperation in the productivity of the business of both parties. That can be expressed in the company's stock price. Therefore, the 
acquisition should increase the firm's stock price, but not in PT Phapros Tbk's case. The decline in stock price can also be linked to a decrease 

in profitability. The fall in net profit will affect the company's stock price (Nawangwulan, Ilat, & Warongan, 2018). Reducing net income 

means the company's prospect of carrying out its future activity is small, expressed in the company valuation, which can be seen from the 

dropping stock price (Tarima, Parengkuan, & Untu, 2016). 

With these conditions of profitability, stock price, and evaluation of PT Phapros Tbk's financial performance, it is necessary to know PT 

Phapros Tbk's real financial situation. PT Phapros Tbk will also be associated with other pharmaceutical companies chosen, which already been 

listed as public companies and operate in the same industry as PT Phapros Tbk's competitor. The competitor of listed public companies is 

expected to equate the PT Phapros Tbk market price to other rivals in the same industry. Therefore the financial condition assessment may 
become more sufficient. Furthermore, PT Phapros Tbk also requires advice to boost its financial results to address the profitability problem and 

lift the stock price. 
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LITERATURE REVIEW 

Financial Ratios 

The financial ratios are structured to assist in reviewing financial statements (Brigham & Ehrhardt 2010). The financial ratios are used to 
determine a company's situation and financial performance. Financial analysis was carried out by examining various aspects of the company's 

financial health using a frequently used tool, namely the financial ratio, which relates to two parts of the financial data from the balance sheet 

and the income statement (Van Horne & Machowicz, 2008). According to Gitman and Zutter (2012), there are five financial ratios, which are 

liquidity, activity, solvency, profitability, and market ratio. 

Tabel 1 

 

 

DuPont System of Analysis 

The DuPont system of analysis is used to review the company's financial statements and to assess the financial condition (Gitman & 

Zutter, 2012). DuPont system of analysis was used and implemented first by DuPont Corporation since the 1920s until now. This approach 

blends income statement and balance sheet into Return on Assets (ROA) and Return on Common Equity (ROE). Three crucial things in this 
analysis are total asset turnover, financial leverage multiplier, and net profit margin (Ross, Westerfield, & Jordan, 2008). Those three things are 

used to calculate Return on Equity (ROE), as shown below: 

ROE = Net Profit Margin x Total Asset Turnover x Financial Leverage Multiplier 

 

BUMN Framework 
BUMN Framework is an assessment used to evaluate the good degree of Badan Usaha Milik Negara (BUMN), according to Keputusan Menteri 
Badan Usaha Milik Negara. The company’s healthy level can be measured based on the financial dimension of the company’s performance. 

Below is the financial factor predictor and score of BUMN Framework: 

Tabel 2 

 
 

METHODS 

The research conducted is quantitative descriptive. This research will use PT Phapros Tbk as the main object that will be analyzed. The 

financial performance of PT PT Phapros will be analyzed for the period year of 2015-2019 in conjunction with other pharmaceutical firms in 

order to know the real financial condition of PT Phapros Tbk compared to its competitors. The secondary data from the annual report of PT 

Phapros Tbk and other pharmaceutical companies from the year 2015 until 2019 is the data that will be used in this research. The other 
pharmaceutical companies which will be a comparison to PT Phapros Tbk are Darya-Varia Laboratoria Tbk (DVLA), Kimia Farma (Persero) 

Tbk (KAEF), Kalbe Farma Tbk (KLBF), Merck Tbk (MERK), Pyridam Farma Tbk (PYFA), PT Industri Jamu dan Farmasi Sido Muncul Tbk 

(SIDO), and Tempo Scan Pacific Tbk (TSPC). Those seven companies chosen because those companies already listed as public companies in 

Bursa Efek Indonesia (BEI) and engaged in the same field as PT Phapros Tbk, which is the pharmaceutical industry. The data will be collected 

through the Indonesian Stock Exchange website or the website of each company. The data collected will be processed using certain tools in 

order to achieve the research’s objectives. The financial performance of PT Phapros will be analyzed with four different methods, which are 

financial ratios with time series analysis and cross-sectional analysis, DuPont analysis, and BUMN Framework. Time series analysis used to 

assess the financial performance of PT Phapros Tbk in the current year compared to the past year. Meanwhile, the cross-sectional analysis used 

to analyze the financial performance of PT Phapros Tbk compared to other pharmaceutical companies, as mentioned above. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Financial Performance Analysis 
Liquidity Ratio 
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Tabel 3 

 

Based on the result, PT Phapros Tbk has a bad liquidity ratio compared to the average of other companies even though the liquidity was 

increasing and reach a peak in 2017. In 2017, the liquidity ratio of PT Phapros Tbk was above the other companies’ average, which considered 

good. However, in most years, the liquidity ratio of PT Phapros Tbk is below the average. In 2018 and 2019, PT Phapros Tbk will still be able 

to use its current assets to cover its short-term liabilities but will not be able to pay if the inventory is removed from the current assets. The 

company which has the highest liquidity ratio is PT Industri Jamu dan Farmasi Sido Muncul Tbk. 

 

Activity Ratio 

Tabel 4 

 

Based on the result, PT Phapros Tbk had the worst activity ratio performance in 2019. The table above shows that the calculations of the 
ratios in 2019 are the lowest in comparison to other years. The best ratio of inventory turnover and the average age of inventory happened in 

2017. However, the quickest of PT Phapros Tbk in collecting accounts receivables and paying accounts payable happened in 2016. Meanwhile, 

the most effective year of PT Phapros Tbk in utilizing its assets to generate sales happened in 2015. In comparison to other companies, PT 

Phapros Tbk considered has a bad performance in activity ratio. This means that PT Phapros Tbk ineffectively utilizes its company’s assets to 

generate sales compared to other companies even though there are companies that are still below PT Phapros Tbk. 

 

Solvency Ratio 

Tabel 5 

 

Based on the result, the solvency ratio of PT Phapros Tbk is decreasing in 2015 until 2016. However, it was significantly increasing from 
2017 until 2019. The highest solvency ratio of PT Phapros Tbk happened in 2019, which is not good. In comparison to other companies, PT 

Phapros Tbk also considered a high solvency ratio even though there are companies with a higher solvency ratio, such as Kimia Farma 

(Persero) Tbk, in 2015 until 2018. Companies which has high solvency ratio are in a high-risk position to lose. 

 

Profitability Ratio 
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Tabel 6 

 

Based on the result, the profitability ratio of PT Phapros Tbk is increasing from 2015 until 2018 and decreasing in 2019. In 2019, PT 

Phapros Tbk had the lowest gross profit margin, earnings per share, and ROA. Meanwhile, the lowest operating profit margin, net profit 

margin, and ROE happened in 2015. However, PT Phapros Tbk considered having a good profitability ratio compared to other companies’ 
average, even though there are companies with a higher profitability ratio. This means that PT Phapros Tbk is still able to control its prices and 

expenses to increase its profitability. 

 

Market Ratio 

Tabel 7 

 

 

 

 

 

 

This research used data only from 2018 and 2019 because PT Phapros Tbk became a public company in December 2018. Based on the 
result, the market ratio of PT Phapros Tbk is declining from 18,08 in 2018 to 8,7 in 2019. The ratio of PT Phapros Tbk is considered high in 

2018 compared to other companies because it positioned in the fourth rank. However, in 2019, PT Phapros Tbk has the lowest ratio in 

comparison to other companies. The decrease of the P/E ratio of PT Phapros Tbk was because the stock price of PT Phapros Tbk is decreasing. 

 

 

DuPont Analysis 

Based on the result, PT Phapros Tbk has the lowest net profit margin in 2015 and the lowest TATO in 2019. The highest net profit margin 

was in 2018, and the highest TATO was in 2015. Therefore, the result of ROA shows that 2019 is the lowest ROA of PT Phapros Tbk, 

followed by 2018, 2015, 2016, and 2017. However, the financial leverage multiplier in 2019 is the highest and in 2015 is the lowest. This made 

the ROE of PT Phapros Tbk in 2019 higher than ROE in 2015 and 2016. This means that the financial leverage multiplier has a significant 
effect on increasing or decreasing ROE. Hence, if PT Phapros Tbk wants to increase its ROE, it should increase its financial leverage multiplier 

by increasing total assets and decreasing common stock equity. In comparison to other companies, PT Phapros Tbk considered having a high 

ROE because the lowest rank it went through is in the fourth position, which happened in 2015. 

 

BUMN Framework 

Tabel 8 
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Based on the result, PT Phapros Tbk considered as healthy with the total score 52,9 and rating of A. But, PT Phapros Tbk still ranked sixth 

below Tempo Scan Pacific Tbk with score 59 and rating of AA. To increase the rating of PT Phapros Tbk to become AA, it should increase its 

cash ratio by 10% and total asset turnover by 105%. Those two ratios of PT Phapros Tbk are far below the other companies. Hence, PT Phapros 

Tbk should increase both ratios. PT Phapros Tbk also should reduce its collection time to 150 days. Consequently, the total score of PT Phapros 

will increase to 56, and the rating will be AA. 

 

CONCLUSION 

The researcher concludes the result of the study into several conclusions, which are: 

1. Based on the analysis of the financial ratios, the researcher concludes that PT Phapros Tbk has bad financial performance in the 

year of 2015-2019. PT Phapros Tbk is considered to have good performance in profitability ratio and market ratio compared to 

other companies. PT Phapros Tbk has bad performance in liquidity ratio, solvency ratio, and activity ratio, which makes the 
overall financial performance of PT Phapros Tbk is bad. PT Phapros Tbk has strength in gross profit margin, ROE, and P/E 

ratio.  

2. Based on the DuPont Analysis, the financial condition of PT Phapros Tbk is considered good. PT Phapros Tbk has a high net 

profit margin, but low in total asset turnover, which resulted in the ROA of PT Phapros Tbk still be able to compete with the 
ROA of other companies. Fortunately, the financial leverage multiplier of PT Phapros Tbk is considered high compared to other 

companies, which resulted in the high ROE.  

3. According to BUMN Framework, PT Phapros Tbk considered healthy with a rating of A. However, the cash ratio and total asset 

turnover of PT Phapros Tbk are still far below other competitors. Besides, the collection period of PT Phapros Tbk is the longest 

compared to other companies. Those factors are affecting the healthiness of PT Phapros Tbk, which still can be increased.  

PT Phapros Tbk's recommendation is to improve its activity ratio by decreasing the cost of goods sold, increasing inventory, decreasing 

accounts receivables and accounts payables, and increasing its sales. Other than that, PT Phapros Tbk should improve its solvency ratio. PT 

Phapros Tbk will be able to do it by decreasing liabilities and increasing total assets and common stock equity. 

 

 

REFERENCES 

Annual Report Darya-Varia Laboratoria Tbk for the period 2015-2019. (2020, May 1). Retrieved from http://www.darya-varia.com/en/investors/annual-report 

Annual Report Kalbe Farma Tbk for the period 2015-2019. (2020, May 1). Retrieved from https://www.kalbe.co.id/investor/financial-reports-and-

presentations/annual-report 

Annual Report Kimia Farma (Persero) Tbk for the period 2015-2019. (2020, May 1). Retrieved from 

https://www.kimiafarma.co.id/index.php?option=com_content&view=article&id=372&Itemid=175&lang=id 

Annual Report Merck Tbk for the period 2015-2019. (2020, May 1). Retrieved from https://www.merckgroup.com/id-id/company/investors.html 

Annual Report PT Industri Jamu dan Farmasi Sido Muncul Tbk for the period 2015-2019. (2020, May 1). Retrieved from 

https://investor.sidomuncul.co.id/en/home.html 

Annual Report PT Phapros Tbk for the period 2015-2019. (2020, May 1). Retrieved from https://phapros.co.id/laporan-tahunan 

Annual Report Pyridam Farma Tbk for the period 2015-2019. (2020, May 1). Retrieved from https://www.pyridam.com/report.html 

Annual Report Tempo Scan Pacific Tbk for the period 2015-2019. (2020, May 1). Retrieved from https://www.temposcangroup.com/en/investors/annual-report 

BEI. (2020, 05 05). IDX. Diambil kembali dari idx.co.id: https://www.idx.co.id/perusahaan-tercatat/profil-perusahaan-tercatat/detail-profile-perusahaan-

tercatat/?kodeEmiten=PEHA 

Brigham, E., & Ehrhardt, M. (2010). Financial Management Theory and Practice 13th Edition. Mason, Ohio: South-Western Cengage Learning. 

Chapela, V. A., Premjee, N., & Stevenson, B. (2015). Indonesia Pharmaceuticals 2015. Global Business Reports. 

Gitman, L. J., & Zutter, C. J. (2012). Principles of Managerial Finance. Pearson Prentice Hall. 

Kementerian Badan Usaha Milik Negara. (2002). Keputusan Menteri Badan Usaha Milik Negara Nomor: KEP-100/MBU/2002 Tentang Penilaian Tingkat 

Kesehatan Badan Usaha Milik Negara. Jakarta: Kementerian Badan Usaha Milik Negara. 

Nawangwulan, A. D., Ilat, V., & Warongan, J. D. (2018). Pengaruh Total Revenue dan Laba Bersih Terhadap Harga Saham (Studi Pada Perusahaan Manufaktur 

yang Terdaftar di Bursa Efek Indonesia). Jurnal Riset Akuntansi Going Concern, 174-183. 

Ross, S. A., Westerfield, R. W., & Jordan, B. D. (2008). Corporate Finance Fundamentals. McGraw-Hill. 

Tarima, G., Parengkuan, T., & Untu, V. (2016). Pengaruh Profitabilitas, Keputusan Investasi, dan Keputusan Pendanaan Terhadap Nilai Perusahaan Farmasi 

yang Terdaftar di BEI Periode 2011-2014. Jurnal Berkala Ilmiah Efisiensi. 

Van Horne, C. J., & Machowicz, J. M. (2008). Funadamentals of Financial Management 13th Edition. England: Prentice Hall Imprint. 

Wiagustini, N. L. (2014). Dasar-Dasar Manajemen Keuangan. Denpasar: Udayana University Press. 



ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 585  

The 5th International Conference on Management in Emerging Markets 

 

THE IMPLICATIONS OF DIGITAL MATURITY ON FINANCIAL 

PERFORMANCE:  EVIDENCE FROM INDONESIAN PUBLIC COMPANIES 

Erlanggaa*, Subiakto Soekarnob  

a,b School of Business and Management ITB, Jl. Ganesha no.10, Bandung 40132, Indonesia 

 

Abstract  

As digital technologies start to gain momentum in our economic landscape, more companies invest in digital technologies than ever before. 

Even so, investing in these technologies is not cheap whatsoever. Uncertainties also loom as companies invest a lot of money on these 

technologies due to its novel phenomenon. This study examines the trend of digital technology adoption in Indonesia, specifically with the 

sample of publicly listed firms in KOMPAS100 Index during the 2014 - 2018 period, which numbers up to 47 sample firms in total. This study 

utilizes a digital maturity measurement based on the digital activity-related mentions in the firm's annual reports, with a tercile-based coding, to 
find out the effect of the digital maturity of a company on its financial performance. The results suggest that the digital technology utilization of 

Indonesian companies has a rising trend in the 2014 - 2018 in terms of proportion of companies that utilize each of the observed digital 

technology dimensions. On the other hand, the result of the panel data regression also suggests that digital maturity has positive significant 

effects on profitability proxies, namely Return on Assets (ROA) and Net Profit Margin (NPM). Furthermore, it also positively affects the stock 
performance proxy, measured by the annual stock return of the company. Howbeit, digital maturity has no significant effect on sales growth of 

the company, as measured by the sales growth variable (SG) 
 

Keywords: Digital Activity, Digital Maturity, Sales Growth, Profitability, Stock Performance  

 

BACKGROUND 

It is no doubt that digital technologies reshape how firms organize, invest, and operate their business (Chen & Srinivasan, 2019). 

Attributes like artificial intelligence, big data, cloud computing, and machine learning are the manifestation of data-driven digital technologies. 

The presence of the previously mentioned technologies has been intensifying in the world's economy. Furthermore, it has been transforming the 
human lifestyle, specifically after the arrival of information technology. Digitalization has also shifted from a rather futuristic concept into a 

more realistic transformative concept that acts as a major disruptor in every industry in the world (Weill & Woerner, 2015; Bughin et al, 2017; 

Schwab, 2017; Zammuto et al., 2007). Additionally, it has also influenced non-tech companies by tempting them to invest in digital 

technologies by offering promising benefits (Weill & Woerner, 2018). As it happens, some non-tech firms have braved themselves to adopt 
digital technologies at a significant scale due to the plethora of public opinions that are in favor of digitalization (Bass, 2018). The hunger of 

customer data is also one of the main drivers that make them invest in digital technologies since data is now regarded as one of the most 

valuable resources that a firm can have (Sadowski, 2019). The digitalization trends have caused systemic effects on industries, making the 

urgency of adopting digital technologies to be higher than ever. It is also due to the presence of newly established tech-based companies that 

challenge the existing traditional companies through its effectiveness in using customer data (Skog 2018). 

As firm adopts digital technologies, they utilize the digital technologies in their operations. The level of digital technology usage in a firm 

is known as the level of digital maturity, often quantified by the digital activities inside the company. As mentioned previously, adopting digital 

technologies does not come at no cost. Companies should spend a large number of funds to invest in the digital world, which may also cause 
opportunity cost for their day-to-day operations since the investments are not cheap. Despite that, some argue that maintaining a status quo of 

the firm on not adopting digital technologies induce a higher opportunity cost for them (Dery, 2018). Most company managers of firms with 

large market capitalization believe that investing in new technology is a rather short-term sacrifice, which will bring more opportunities in the 

company's prospects and performance in the long run (Scott et al, 2017). 

Regardless of what the managers believe, controversies loom over the topic, on whether the level of digital maturity of a firm affects their 

performance as widely claimed by the public. Some previous studies found out that digital maturity does not bring any substantial effect on 

company performance, one of which was Wroblewski (2018). He found that the level of digital maturity of a firm is not positively significant to 

subsequent firm performance. On the other hand, Chen and Srinivasan (2019) found rather mixed results for their study on this topic. They 
found that the digital maturity of a company has a positive significant effect on its first 12-months and 36-months long-short portfolio but has 

no significant effect on profitability nor sales growth. On the contrary, other studies, such as conducted by Westerman et al (2012) on the 
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publicly listed firms in the United States, indicate that the digital maturity of a firm is proved to increase the profitability and sales growth of 

the firm. 

Along with the controversies going on, there has been very little academic work going on the implications of the digital maturity of a 

company on its financial performance. In Indonesia alone, academic work that investigates this topic is still nowhere to be found. Thus, this 
study aims to investigate this topic by first, identifying the trends of digital technology adoption in Indonesian firms. Moreover, this study also 

aims to address the implications of the digital maturity level of a firm on its financial performance with the scope of publicly listed firms in 

Indonesia, especially firms with large market capitalization and transactional value as listed in the KOMPAS100 Index in 2014 - 2018 period. 

The firm performance, in this case, relates well to the profitability, sales growth, as well as the stock performance of the company. In the end, 
this study will contribute as a complement to the existing body of knowledge which lacks this type of academic works. Besides, this study will 

also help Indonesian firms in enhancing their investment decision on digital technologies by shedding light on the implications of digital 

maturity on financial performance. 

 

LITERATURE REVIEW 

Digital Technology, Digital Maturity, and its Dimensions  

The word digital refers to the system of new technologies that are used to boost the information and data collection process, especially 

those that enhance the capacity of human beings (Thomas et al, 2014). The presence of digital technologies helps businesses in reinventing a 
new way to conduct day-to-day operations, developing new products, as well as changing how customers and suppliers interact (Wroblewski, 

2018). These changes introduced by the presence of digital technologies are called digital disruptions. Digital disruption consists of three 

elements: the digital ecosystem, value logics, and digital innovation. Digital innovation could also be located in a wider change process called 

digital transformation. As firms experience digital transformation, changes to business models, core business operations, and organizational 
structures, and products or services offered are becoming prevalent. When a firm decides to go digital, the process of digital maturation will 

occur. Digital maturity itself is a gradual process that is experienced by the firm when adapting to its digital environment (Kane, 2017). The 

level of digital maturity of a firm is often signified by the prevalence of digital activities occurring in the firm (Chen & Srinivasan, 2019). 

In general, there are six main dimensions of digital technologies in organizations: big data analytics, cloud computing, artificial 
intelligence, process automation, internet of things (IoT) technologies, and computer simulations (Sebastian et al, 2017). Other dimensions, 

such as online technologies, also exist in shaping the digital construct of a firm. The online technologies dimension is the most prevalently used 

in current business operations (Eremina et al, 2019). The implementation of these elements is reflected in the level of digital maturity of a firm, 

as quantified by digital activity mentions in the firm's disclosure. 

 

Value Relevance of Corporate Disclosure and Measurement of Digital Maturity 

Haely and Palepu (2001) define corporate disclosure as the way of communicating information by people inside a corporate towards the 

people outside the firm. Disclosure is used as the tool in communicating the performance and governance of the firm to outsiders. Corporate 

disclosure usage is not limited to shareholders and investors. Stakeholders could also use it to find out about the respective firm's social and 

environmental policies. One of the most prevalently used tools in analyzing non-financial information of corporate disclosure is the textual 
analysis. A previous study conducted by Li (2010) suggested that the linguistic aspects of qualitative disclosures in the MD&A section of the 

10-K are well associated with the future performance of a firm and its returns. Another study conducted by Brown and Tucker (2011) also 

found that significant changes in the MD&A section are well associated with economically significant differences in the company's future 

performance. Thus, corporate disclosure that consists of non-financial information also has value relevance to the market. Accordingly, 

stakeholders could benefit from the non-financial information as included in the firm's disclosures. 

The digital maturity of a company could also be measured based on the non-financial information in the corporate disclosures, specifically 

those that are related to the digital activity of the firm. Previous studies on the related topic show that there are several ways to depict the level 

of digital maturity in organizations. Most of them leverage the value relevance characteristics of the company's disclosure, especially its annual 
reports (Chen & Srinivasan, 2019; Eremina et al, 2019; Yen & Wang, 2019). The measurement of digital maturity developed by Eremina et al 

(2019) uses the raw count of digital activity mentions in the annual reports of selected listed companies in the Baltic States, including Estonia, 

Latvia, and Lithuania. On the other hand, Chen & Srinivasan (2019) developed their measurement of digital maturity which quantizes the raw 

counts into terciles. Other studies such as conducted by Yen & Wang (2019) used dummy variables and the natural logarithm of one plus the 

number of technology-related keywords as the measure of digital maturity. 

 

Financial Performance Measures 

How organizations perform financially in generating profit for a certain period could be measured by the financial performance of the 

company itself. It could be measured by several dimensions. The first dimension is the profitability since profit is the main objective of a 

business (Nimalathasan, 2009). It comprises of two main categories: margin ratios and return ratios. Margin ratios include gross profit margin, 
EBITDA margin, operating profit margin, and net profit margin. While return ratios include return on assets (ROA), return on invested capital 

(ROIC), and return on equity (ROE). Secondly, financial performance could be determined by its growth of net revenue, which could be 

depicted by calculating the variable sales growth. Not to be missed, stock return also possesses a crucial position in determining financial 

performance. The stock return could be defined as the appreciation of stock price plus the dividends that have been paid by the company, 

divided by the initial price of the stock. 

 

Findings of Previous Studies 

In terms of profitability, Bughin et al. (2017) found that digital maturity or intelligence is positively correlated with a firm's financial 

performance. Higher digital intelligence score means more positive impacts on sales revenue, EBIT, and financial growth. On the other hand, a 
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comprehensive study by Westerman et al. (2012) also gives hope in finding the answer to the implications of digital maturity to firm 

profitability. Another study conducted in the Baltic states also suggests the same results, that firms with digital technologies tend to score better 

on profitability measures (Eremina et al., 2019). However, other studies such as conducted by Chen and Srinivasan (2019) suggest a mixed 

result. The results show that their profitability measures, such as ROA and net margin, suggests that they are either insignificantly or negatively 

correlated with digital maturity. 

Moving into the effects of digital maturity on sales growth, most of the previous studies that have been conducted up to 2020 suggested 

that digital transformation is positively correlated to sales growth, even though each of the researches utilized different methodologies and 

samplings (Eremina et al., 2019; Westerman et al., 2012; Wroblewski, 2018). Previous studies also provide conflicting evidence on the effect 
of digital maturity on stock returns. Wroblewski (2018) argued that Swedish firms with high digital maturity do not differ significantly with 

those that are less digitally mature in terms of stock returns. Eremina et al. (2019) also suggested that there is no relationship between both 

variables in the Baltic countries. However, Chen and Srinivasan (2019) suggested the opposite, which supports that digital maturity 

significantly and positively affects US stock performance, specifically the 12 months return of the long-short portfolio. 

 

METHODS 

Research Framework and Hypothesis Development 

The research uses secondary data gathered from the annual reports and financial statements of the firms listed in the KOMPAS100 Index 

of Indonesia between 2014 - 2018. The data consists of textual data for the digital maturity proxy and numerical data of the financial statements 

for the financial performance proxies. The figure below depicts the conceptual framework of this study. This research aims to identify the effect 

of digital maturity on profitability (proxied by Return on Assets and Net Profit Margin), Sales Growth, and stock performance (proxied by 

Annual Stock Return) of the firm. 

Thus, the hypothesis of the studies are as follows: 

 

Hypothesis 1: Digital maturity has a positive significant effect on the 
profitability of the firm 

 

Hypothesis 2: Digital maturity has a positive significant effect on the 

sales growth of the firm 
 

Hypothesis 3: Digital maturity has a positive significant effect on the 

stock performance of the firm 

 
 

        Figure 1. Conceptual Framework of the Research 

 

Population and Sample 
The population of this research is firms listed in the KOMPAS100 Index, with criteria of having their names always mentioned in the 

KOMPAS100 Index from February 2014 - July 2014 period until August 2018 - January 2019 period. The firm should also be non-financial 
and non-bank firms. In addition to that, another prerequisite is that the sample firms' annual reports should be text-based for the textual content 

analysis purposes. Given the criteria, only 47 firms out of 100 firms listed in the KOMPAS100 are used to become the sample of this study. 

Table 1. Sample Firms of the Research 

No. Ticker No. Ticker No. Ticker No. Ticker No. Ticker No. Ticker No. Ticker No. Ticker 

1 AALI 7 ASII 13 BWPT 19 ICBP 25 JPFA 31 MNCN 37 SCMA 43 TLKM 

2 ACES 8 ASRI 14 CPIN 20 INCO 26 JSMR 32 PGAS 38 SMGR 44 UNTR 
3 ADHI 9 BEST 15 CTRA 21 INDF 27 KLBF 33 PTBA 39 SMRA 45 UNVR 

4 ADRO 10 BHIT 16 EXCL 22 INTP 28 LPKR 34 PTPP 40 SSIA 46 WIKA 

5 AKRA 11 BMTR 17 GGRM 23 ISAT 29 LPPF 35 PWON 41 TBIG 47 WSKT 

6 ANTM 12 BSDE 18 GJTL 24 ITMG 30 LSIP 36 RALS 42 TINS 

 

Variable Measurements 
The independent variable consists of a digital maturity variable that aims to depict the digital maturity of the firm by using text queries 

developed by Eremina et al (2019) for their study added with several word queries as an addition. To eliminate the noisy nature of the raw 

wordcounts, this study uses the digital maturity calculation method developed by Chen & Srinivasan (2019).  
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Index Description 

0 
There is no mention of digital activity-related words in 

the company disclosures. 

1 
Digital words mentioned by the company fall in the 

bottom tercile of digital mentions during the year. 

2 
Digital words mentioned by the company fall in the 

middle tercile of digital mentions during the year. 

3 
Digital words mentioned by the company fall in the top 
tercile of digital mentions during the year. 

 

Figure 2 and 3. Digital Maturity Text Queries and Measurement Model 

The main control variables used are firm size, firm age, leverage. Some other control variables such as market-adjusted return (MAR), 
sales growth (SG), Market-to-Book ratio (MB), or even stock performance specific control variables (Book-to-Price ratio (BP), Earnings-to-

Price ratio (EP), Sales-to-Price ratio (SP), and Dividend-to-Price ratio (DP)) are also used to model the panel data regression. While the 

dependent variable consists of the determinant variables for financial performances namely Net Profit Margin (NPM), Return on Assets (ROA), 

Sales Growth (SG), and Stock Return (SR). 

 

Research Model 

The research uses two models: descriptive statistics to depict the trends of digital technology in Indonesian firms and panel data 

regressions to depict the effect of digital maturity on profitability, sales growth, and stock performance of the firm. To do the panel data 

regression, panel estimation tests (Chow, Hausman, LM) and classical assumption tests (autocorrelation, heteroscedasticity, and 

multicollinearity) are conducted. The data is exempted from normality tests due to the number of observations more than 100, specifically at 
235 observations (Gujarati, 2004). All of the tests and panel data estimations are done in Eviews 10, except for inconclusive autocorrelation 

tests that need Wooldridge Test in Stata 16. The equation model for the panel data regressions are depicted in F1 for profitability, F2 for sales 

growth, and F3 for stock performance: 
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where PROFit is the dependent variables for Profitability proxies, which includes ROA and net profit margin, SGit is sales growth of the 

company which acts as the dependent variable of its name, and SRit is the annual stock return which acts as the dependent variable of stock 

performance proxy. The dependent variables are regressed on the digital maturity level of the firm (Digitalit) as the independent variable, and 

control variables such as firm size (SIZEit), leverage (LEVit), firm age (AGEit), sales growth (SGit), market-to-book ratio (MBit), market-

adjusted return (MARit), return on assets (ROAit), earnings-to-price ratio (EPit), book-to-price ratio (BPit), dividend-to-price ratio (DPit), and 

sales-to-price ratio (SPit). The estimates of interests are β which depicts the co-movements of the independent and each control variables 

respectively. The  
it 

is the error term for the model. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Descriptive Statistics 
Table 2. Results of Descriptive Statistics 

 Digital Mentions ROA NPM SR MB SG SIZE LEV AGE MAR BP EP DP SP 

Mean 2.000 173.83 0.083 0.128 0.091 5.432 0.081 30.901 0.485 3.683 0.012 0.707 0.057 0.022 0.883 

Median 2.000 109.00 0.064 0.129 -0.007 2.059 0.066 30.846 0.483 3.738 -0.106 0.486 0.054 0.016 0.586 

Max 3.000 1000.0 0.467 0.717 3.010 246.46 1.221 33.474 0.948 4.718 3.148 12.594 0.490 0.244 10.829 

Min 1.000 8.000 -0.057 -0.242 -0.780 0.079 -0.916 28.712 0.133 2.398 -0.983 0.004 -0.339 0.000 0.071 

Std Dev 0.824 182.26 0.089 0.129 0.540 18.437 0.225 0.912 0.195 0.451 0.524 0.984 0.063 0.026 1.110 

The table presents the overall condition of the mean, median, maximum value, minimum value, and the standard deviation of all variables used in the regression analysis. It is 

calculated based on the data of 47 companies in the KOMPAS100 Index between 2014 - 2018. 

 

Digital Maturity Trends of Indonesian Firms 

Based on the results in Figure 4 and 5, the digital maturity level of Indonesian firms showed a positive growing trend, for all of the digital 

technology dimensions observed. The data analytics and internet of things (IoT) achieved the largest increase in terms of percentage of 

companies that utilize the technologies (by around 23% increase) from 2014 - 2018. This suggests that Indonesian firms are leaning towards 

connectivity and seamlessness in recent years. Whereas the average digital maturity level was achieved by the Infrastructure and Transportation 

industry with digital maturity score of 2.50 out of 3.00. This is may be due to the presence of telecommunications companies in the industry. 
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Figure 4 and 5. Digital Technology Utilization per Query Types and Average Digital Maturity Level per Industry 

 

 

 

 

 

 

Panel Data Regressions 
Table 3. Panel Data Regression Results 

Panel Data  ROA  NPM  

 Sales Growth 

(SG) Panel Data 

Stock Return 

(SR) 

Method 
FE Cross-Section 

W. 

FE Cross-Section 

W. 

FE Cross-Section 

W. 
Method 

FE Cross-Section 

W. 

Constant 0.821395 1.143394 -4.430658 Constant 24.45941 

Independent Variable 

Digital 0.007973*** 0.010009* -0.017038 Digital 0.098506* 

Control Variables  

SIZE -0.004361 0.011108 0.161439*** SIZE -0.763231*** 

LEV -0.171266*** -0.261407*** -0.004190 LEV -0.215176 

AGE -0.148232*** -0.343387*** -0.119477 AGE -0.054454 

SG 0.044248*** 0.109710*** - BP -0.098436*** 

MB 0.000697* 0.000342** 0.000698 EP -0.068143 

MAR 0.008906*** 0.011758*** -0.001804 DP -11.63411*** 

  SP 0.017100 

Weighted Statistics 

R Squared 0.949483 0.935077 0.320743 R Squared 0.548599 

Adjusted R-

Squared 0.934691 0.916067 0.126669 

Adjusted R-

Squared 0.413179 

F-Statistic 64.18835 49.1873 1.6572687 F-Statistic 4.051091 

Prob (F-Statistic) 0.000000 0.000000 0.008313 Prob (F-Statistic) 0.000000 

Estimation Model and Classical Assumptions 

Chow Test 0.00000 0.00000 0.01550 Chow Test 0.00010 

Hausman Test 0.00000 0.01120 0.00430 Hausman Test 0.00000 

DW (Wooldridge) 1.84626 1.82536 2.24813 DW (Wooldridge) 2.70120 (0.52470) 

Heteroscedasticity 
LR 

Cross-Section 
Hetero. 

Cross-Section 
Hetero. 

Cross-Section 
Hetero. 

Heteroscedasticity 
LR 

Cross-Section 
Hetero. 

Multicollinearity 
Test 

No 
Multicollinearity 

No 
Multicollinearity 

No 
Multicollinearity 

Multicollinearity 
Test 

No 
Multicollinearity 

The table shows panel regression result where p<0.1 *, <0.05 **, <0.01 ***. The values in each variable's cells are the 
coefficient of the variable. Variables in the table are described as follows: ROA as Return on Asset, and NPM as Net Profit 

Margin, Sales Growth (SG) as the annual growth in sales, Stock Return (SR) as  , Digital as the level of digital maturity 

(coded 0 for no digital activity disclosure, 1 for bottom tercile, 2 for middle tercile, and 3 for top tercile), Firm Size (SIZE) as in 

ln(Total Assets), Leverage (LEV) as a ratio between debt and total assets, Firm Age (AGE) as in ln(Age since Incorporation), 

MB as Market-to-Book Ratio, and Market-Adjusted Return (MAR) being the difference in stock's and market's annual return. 
BP as book-to-price ratio, EP ratio as the earnings-per-price ratio, DP ratio as dividend yield, and SP ratio as the sales-to-price 

ratio. There is no autocorrelation and multicollinearity problem in all of the panel, but cross-section heteroscedasticity problem 

occurs in all, thus needing a Cross-Section Weights in the GLS weights of the Fixed-Effect Model. 

 In the ROA panel data depicted above, it could be inferred that digital maturity (Digital) significantly affects the level of ROA at the 

level of significance of less than 1%, specifically at 0.24%. The variable Digital also has a positive coefficient of 0.007973 which means it 

positively increases ROA by the value of the coefficient for every point of digital maturity, thus making positive profitability effects on the 
firm. This means the firm is better at generating profits efficiently and optimally from its assets, and it confirms the first hypothesis of this 

study. The NPM panel data also suggests that digital maturity (Digital) is significantly affecting the level of NPM at the level of significance of 

less than 10%, specifically at 7.57%, thus confirming the first hypothesis of this study as well. The variable Digital also has a positive 

coefficient of 0.010009, which suggests that it positively increases NPM by the value of the coefficient for every point of digital maturity. This 
means the variable Digital will bring positive profitability effects to the firm. This result supports the general idea that the presence of digital 
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technology in the firm will help in cutting unnecessary marginal costs thus creating larger profit margins for the firm, thus supporting the 

sustainability of the firm in the long-term. The high number of Adjusted R Squared for both ROA and NPM, which stands at 0.934691 and 

0.916067, suggests that the model is accurate in predicting the ROA and NPM through its variables. 

 Based on the Sales Growth panel data depicted above, it could be inferred that digital maturity (Digital) does not have any significant 
effect on the level of Sales Growth, which rejects the second hypothesis. This is proved by the probability that is higher than the 1%, 5%, and 

10% value of significance, specifically at 36.77%. The lack of significant effects by digital maturity on sales growth may have been caused by 

the fact that there are a lot of other variables that may have been more significant in shaping the sales growth figure of a company, proved by 

the relatively weak Adjusted R Squared at 0.126669. The negative coefficient on the finding of this study may also be caused by the fact that 

digital technologies tend to manifest in a longer-term such as signified by the results of the study conducted by Scott et al (2017). 

 In terms of stock performance, measured by the Stock Return panel data, it could be inferred that digital maturity (Digital) has a 

significant effect on the level of Stock Return of the firm at the level of significance of less than 10%, specifically at 6.10%. The variable 

Digital also has a positive coefficient of 0.098506, which means that it positively increases the level of Stock Return by the coefficient value 
for every point of digital maturity. The result may be due to the snowball effect of increasing profitability due to digital maturity. The result 

also substantiates the findings by Chen & Srinivasan (2019), which suggest a positive significant effect on the first 12-months and 36-months 

long-short portfolios. It could also be inferred that digital technologies also bring profits towards investors. Looking from the Adjusted R 

Squared of this panel, it performs relatively well in depicting the model, with a score of 0.413179. 

 

 

CONCLUSION 

This study showed a positive growing trend for all of the digital technology dimensions observed. The data analytics and internet of things 

(IoT) achieved the largest increase in terms of percentage of companies that utilize the technologies (by around 23% increase) from 2014 - 

2018. This study combined the method of digital maturity measurement based on the annual disclosure of digital activity-related words in the 
firms' annual reports as developed by Eremina et al (2019) and few additional words with the tercile-based digital maturity measure developed 

by Chen & Srinivasan (2019). The study sheds light on the effect of digital maturity on the financial performance of Indonesian firms, signified 

by the positive significant effect on profitability, through variables namely return on assets (ROA) and net profit margin (NPM). Thus, in terms 

of management perspective, since the finding of this study suggests a positive significant effect of digital maturity on profitability, it could be 
inferred that adopting digital technologies may bring substantial benefits towards the firm's financial performance, by boosting efficiency and 

the ability in generating profits. 

A similar finding also takes place in terms of stock performance measures, specifically a positive significant effect on stock return. Thus, 

in terms of investment perspective, the results of this study show that stock investors could benefit themselves by looking into firms with higher 
digital maturity levels, as quantified by digital activity mentions. However, this study finds a mixed result in the effect of digital maturity on 

sales growth. The sales growth is not significantly affected by the level of digital maturity of the firm, and even if it is significant, it has a 

negative coefficient. This could be due to (1) the presence of other variables that are more significant in predicting sales growth, thus creating 

an insignificant effect, and (2) positive effects of digital technologies may manifest in a few years after as mentioned by Scott et al (2017), thus 

the negative coefficient is just the onset of this effect. 
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Abstract  

Indonesia is a fast-growing market for cosmetics driven by two key trends of natural ingredients and product safety certifications. PT XYZ, a 

micro enterprise in this industry, produces their own line of natural handmade soap but have not been registered yet for cosmetic products 

registration from Badan Pengawas Obat dan Makanan Republik Indonesia (BPOM-RI) and halal certification from Majelis Ulama Indonesia 

(MUI). To be qualified for the certifications and tap into their market potential of health-conscious customers, PT XYZ must use more 

industrial means to produce their soap bars. The owners plan to invest in a new set of production machine that costs Rp15,814,800, fully funded 
using equity. Since the number is not small for a newly established MSME, the owners are interested in understanding the financial feasibility 

of the project before proceeding with the investment.  

The data went through a six-stage process of analysis. The incremental Free Cash Flow to the Firm (FCFF) between the condition with and 

without the investment is analysed using Discounted Payback Period (DPP), Net Present Value (NPV), and Internal Rate of Return (IRR). 
Based on this analysis, the project is considered feasible since the result surpassed all the acceptance criteria and to strengthen the result, a 

sensitivity analysis and Monte Carlo simulation is performed. The overall findings indicate that the investment is feasible but still has risks of 

failure, thus, the related variables must be maintained at a stable rate. 
 

Keywords: Capital Budgeting, Cosmetics, Feasibility Study, Net Present Value, Risk Analysis  

 

BACKGROUND 

Indonesia has been named as one of the most promising markets for cosmetics. The increasing awareness of health and beauty care as well 

as buying power have pushed the growth of this market and it is predicted that will become the fastest-growing cosmetics market in Asia 

(Euromonitor, 2018). More than 760 local businesses are recorded in this market, in which 95% of them are Micro, Small, and Medium 

Enterprises (MSMEs) (Kementrian Perindustrian, 2018). Some of the key trends that drive this market are natural ingredients as well as product 
certifications. A survey reveals that up to 75% of Indonesian women prefer beauty products made with natural ingredients (L’Oreal, 2018) and 

75.74% believes that product certification is important (Jakpat, 2017). This product certification mainly concerns with cosmetic products 

registration from Badan Pengawas Obat dan Makanan Republik Indonesia (BPOM-RI) and halal certification from Majelis Ulama Indonesia 

(MUI). 

PT XYZ is an MSME built in 2018 and based in Bandung, Indonesia. Taking advantage of the continuously growing demand for natural 

and organic skin care products, PT. XYZ uses natural ingredients to produce their line of homemade hand soap bars. Although natural 

ingredients have been incorporated in the product, they are still not registered for product certifications due to the products inconsistency. Their 

inability to register for product certifications from BPOM-RI and MUI has made them unable to fully benefit from the natural and eco-friendly 
market in Indonesia. To tap into this market potential, PT XYZ owners are planning to purchase a new set of soap production machine so they 

can fulfil the criteria for certificates registration. 

The investment project will cost Rp15,814,800 to replace their manual production. PT. XYZ has only been operating since the middle of 

2019 so this is not a small amount of money for them. As PT. XYZ position as a newly established MSME is vulnerable, they must be able to 
manage their strategic decision wisely. Before proceeding with the production machine investment, PT. XYZ owners want to understand the 

project’s feasibility and relevant risk comprehensively. Therefore, this research covers an important topic that would help PT. XYZ maximize 

their potential and compete better in the cosmetics market by analysing the financial feasibility of the new machine investment, the sensitive 

variables, and the probability of success. 

 

LITERATURE REVIEW 

A feasibility study is a tool utilized to objectively and rationally determine likely chances for success (Björnsdóttir, 2010). Conducting a 

feasibility study is an effective way to avoid wastage of further investment (Bickerdyke et al., 2000). Financial feasibility judges two main 
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criteria of the feasibility of an investment which are cost requirement and expected value to be delivered. For the purpose of deciding whether 

an investment is worthy, the analysis typically focuses on investment appraisal or commonly referred as capital budgeting. 

Capital budgeting is the process of identifying, selecting, and allocating investments in long-lived assets that is expected to produce 

benefits over more than one year (Peterson & Fabozzi, 2002). There are several areas of capital budgeting decisions, the most distinct is 
expansion and replacement project. While expansion generates new cash flow from a new line or branch of business, replacement generates 

substitute cash flow from the existing one (Chen & Mayes, 2012). Therefore, an opportunity cost will occur for a replacement project. 

In evaluating a capital expenditure, a traditional method of capital budgeting includes Payback Period (PP) and Discounted Payback 

Period (DPP). Additionally, a contemporary capital budgeting technique is divided into two main classifications incorporating the concept of 

Discounted Cash Flow (DCF) which are Net Present Value (NPV) and Internal Rate of Return (IRR). 

Among the available sophisticated techniques, Payback Period (PP) remains one of the most widely used method due to its computational 

simplicity and intuitive appeal. PP method uses the amount of time required for a firm to obtain its initial investment back as the basis for 

decision making. Hence, the investment is considered acceptable when its payback period is the same or below the minimum acceptance 
criteria of the project lifetime. However, since payback period does not take fully into consideration the time factor in the value of money, it is 

suggested that MSMEs should apply the Discounted Payback Period (DPP). Even so, this can only be used as an initial screening device 

because it does not take into account the cash flow after the payback period and is not going to indicate investments that maximize owners’ 

wealth (Peterson & Fabozzi, 2002). 

Net Present Value (NPV) is a popular method used by large companies to assess investments because it reflects the return on the money 

that investors invest to firms (Gitman & Zutter, 2015). The investment is acceptable when NPV is positive or greater than zero meaning that the 

investors will gain a return greater than its initial investment thus making the investment worthy as it generates profit. Because the NPV 

measure how much owners’ wealth is expected to increase as a result of an investment, NPV can help the firm to identify investments that 

maximize owner’s wealth (Peterson & Fabozzi, 2002). 

Internal Rate of Return (IRR) is the discount rate that sets NPV to zero reflecting the rate of return the firm will earn if it invests in the 

investment. The acceptable criteria are when IRR is greater than the cost of capital indicating that the investment will at least reach the 

breakeven point. Compared to other methods, IRR is considered to be easier to communicate. Although in terms of accuracy NPV is still the 

better practice, IRR as a measure of investment efficiency may give better insights in capital constrained situations. 

Many researchers found that MSMEs are less likely to use modern capital budgeting techniques because they only focus on liquidity. 

However, MSMEs still can gain the benefits from sophisticated as many studies have found a positive relationship between the adoption of said 

techniques and organization performance (Haka et al., 1985; Kim, 2007; Moore & Reichert, 1989). Therefore, the research will use DPP, NPV, 
and IRR to comprehensively determine the feasibility of PT. XYZ new production machine investment as each technique have their own 

advantages and disadvantages that can complement one another. 

The concept of capital budgeting is to predict how well an investment will perform financially within a certain time period resulting in a 

single-value estimate. However, in reality, as the estimates are not absolute there are always a range of other probable outcomes. Therefore, a 
risk analysis must be conducted along with the capital budgeting calculation to account for possible margin of error associated with it (Suresh, 

2012). The most common practice of risk analysis involves sensitivity analysis and simulation analysis. 

 

METHODS 

In this research, the data is collected using two methods which are primary data collection and secondary data collection. Primary data 
utilize semi-structured interviews with the owners of PT. XYZ to better understand the investment and generate related financial assumptions. 

Secondary data include historical financial report of PT. XYZ throughout 2019 – Q1 2020, market research on customers preference, and 

government regulations to support the financial assumptions. 

The data analysis process is a six-stage process. The first and the second stage is developing pro forma financial statements for the 
scenario with and without the replacement project. This is done based on the predetermined assumptions. The third stage is calculating the 

appropriate WACC to discount the cash flow. The fourth stage is calculating the terminal value and incremental FCFF between the scenarios to 

account for opportunity cost between the new and old production model. After that, the feasibility analysis is performed using DPP, NPV, and 

IRR. Lastly, to ensure the success of the investment plan, a risk analysis is conducted using sensitivity analysis and Monte Carlo simulation. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Initial Investment 

The initial investment is estimated to be Rp15,814,800 which will cover the cost of the filling machine, liquid mixer, solid stamps, scales, 

hand blender, soap mold, cutleries and glassware, mini studio, brand license, CPKB certificate for BPOM, and halal certificate. PT. XYZ is 

planning to fund the investment using 100% equity.  

 

Free Cash Flow to the Firm 

Two sets of financial statements are constructed for the condition with and without the replacement project. The assumptions for both 

scenarios are based on both primary and secondary data. As PT. XYZ sell some of their products based on special occasion, a monthly basis is 

determined to capture this seasonality. After the monthly basis of the financial statements are made, the yearly pro forma income statement, 

balance sheet, and cash flow statement can be constructed using the relevant growth assumptions. The FCFF for both conditions are as follows: 

 

Table 1 Free Cash Flow to the Firm without Investment in New Asset 
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  EBIT Tax Income NOPAT D&A OCF Changes in NWC Net CAPEX FCFF 

0 2020E 3,483,100 - 3,483,100 292,400 3,775,500  1,670,211  (584,800) 4,860,911  

1 2021F 1,965,310 149,650 1,815,660 106,825 1,922,485  (4,206,000) - (2,283,515) 

2 2022F 2,529,802 163,119 2,366,684 106,825 2,473,509  (547,425) - 1,926,084 

3 2023F 3,161,839 177,799 2,984,039 106,825 3,090,864  (596,693) - 2,494,171 

4 2024F 3,868,433 193,801 3,674,631 106,825 3,781,456  (650,396) (120,767) 3,010,294 

5 2025F 4,694,549 586,819 4,107,731 69,567 4,177,297  (708,931) (188,382) 3,279,984 

6 2026F 5,527,044 690,881 4,836,164 116,662 4,952,826  (772,735) - 4,180,091 

7 2027F 6,506,669 813,34 5,693,336 116,662 5,809,998  (842,281) - 4,952,826 

8 2028F 7,596,546 949, 568 6,646,977 116,662 6,763,640 (918,087) (135,924) 5,709,629 

9 2029F 8,843,479 1,105,435 7,738,044 81,077 7,819,121 (1,000,714) - 6,818,406 

10 2030F 10,235,713 1,279,464 8,956,249 33,981 8,990,230  (1,090,779) - 7,899,451 

 

Table 2 Free Cash Flow to the Firm with Investment in New Asset 

  EBIT Tax Income NOPAT D&A OCF Changes in NWC Net CAPEX FCFF 

0 2020E 3,483,100 - 3,483,100 292,400 3,775,500  1,670,211  (15,814,800) (10,369,089) 

1 2021F 2,296,450 265,450  2,030,755 1,995,575 4,026,330 (9,060,000) - (5,033,670) 

2 2022F 4,258,694 296,508  3,862,186 1,995,575 5,857,761 (1,279,571) - 4,578,191 

3 2023F 6,319,864 331,199  5,988,665 1,995,575 7,984,240 (1,429,280) - 6,554,959 

4 2024F 8,820,281 369,949  8,450,332 1,995,575 10,445,907 (1,596,506) (6,172,599) 2,676,802 

5 2025F 11,629,982 1,453,748 10,176,234 2,071,275 12,247,509 (1,783,297) (500,000) 9,964,212 

6 2026F 14,851,911 1,856,489 12,995,422 2,171,275 15,166,697 (1,991,943) (194,033) 12,980,720 

7 2027F 18,619,929 2,327,491 16,292,438 2,219,783 18,512,221 (2,225,000) - 16,287,221 

8 2028F 22,996,448 2,874,556 20,121,892 2,219,783 22,341,675 (2,485,325) (6,696,297) 13,160,053 

9 2029F 27,915,029 3,489,379 24,425,651 2,311,333 26,736,983 (2,776,108) - 23,960,875 

10 2030F 33,641,625 4,205,203 29,436,754 2,311,333 31,747,754 (3,100,913) - 28,646,841 

 

Weighted Average Cost of Capital 

The Weighted Average Cost of Capital (WACC) will be used to determine the cost of capital as the discount rate for the feasibility 

analysis. The Capital Asset Pricing Model (CAPM) will be used to calculate PT. XYZ’s cost of equity. The components of the formula include 
risk-free, expected return of the market and levered beta of the company. The risk-free rate is directly obtained from IBPA rate for 10 years 

taken on April 30th, 2020 while the expected return of the market is provided by Fenebris’ market-wide Implied Cost of Capital (ICOC) taken 

on March 31st, 2020. The beta is calculated from the average beta of comparable companies in the industry as compiled by Damodaran. Using 

this data, the cost of equity will result in the calculation below:  

 
 

PT. XYZ will not be using any debt to fund the project but if in the future the funding requirement exceeds 25 million rupiah, they will use 
debt offered by local banks. The average of micro credit prime rate from these banks are used as a basis for the possible cost of debt. The rate is 

12.51% calculated from 15 banks that operate in Bandung and publish their micro credit prime rate updated on April 30th, 2020. Since the 

capital structure will be 100% equity and 0% debt, the value of the WACC can be calculated as follows: 

 

 

 

Terminal Value and Incremental Free Cash Flow to the Firm (FCFF) 

For the terminal value, the terminal growth rate that will be used after the period analysis is based on Indonesia Population Growth of 

1.13% taken from The World Bank data on March 31st, 2020. The sum of FCFF and terminal value of the two conditions will later be 

calculated into an incremental FCFF to account for the opportunity cost PT XYZ have to bear due to the replacement of the old production 

model. The number is obtained by subtracting the total FCFF of the two conditions. Below is the calculation: 

Table 3 Terminal Value and Incremental Free Cash Flow to the Firm 

  
With Investment in New Asset Without Investment in New Asset 

Incremental FCFF PV Incremental FCFF 
FCFF Terminal Value FCFF Terminal Value 

0 2020E (10,369,089)  4,860,911   (15,230,000) (15,230,000) 

1 2021F (5,033,670)  (2,283,515)  (2,750,155) (2,442,571) 

2 2022F 4,578,191  1,926,084  2,652,107 2,092,046 

3 2023F 6,554,959  2,494,171  4,060,788 2,844,990 

4 2024F 2,676,802  3,010,294  (333,492) (207,513) 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 595  

5 2025F 9,964,212  3,279,984  6,684,228 3,694,043 

6 2026F 12,980,720  4,180,091  8,800,629 4,319,710 

7 2027F 16,287,221  4,952,826  11,319,504 4,934,674 

8 2028F 13,160,053  5,709,629  7,450,424 2,884,710 

9 2029F 23,960,875  6,818,406  17,142,468 5,895,012 

10 2030F 28,646,841 252,838,013 7,899,451 69,720,831 203,864 62,264,898 

 

Feasibility Analysis 
After the Incremental FCFF has been calculated, the value can now be used to analyse the feasibility of the project using WACC as the 

discount rate. Below is the calculation: 

Table 4 Feasibility Analysis 

Techniques Result Criteria Decision 

Discounted Payback Period (DPP) 7.00 The same or less than project lifetime (≤ 10) Accept 

Net Present Value (NPV) 71,050,000 Positive or greater than zero (≥ 0) Accept 

Internal Rate of Return (IRR) 21.67% Greater than the cost of capital (≥ 12.59%) Accept 

 

Risk Analysis 
To strengthen this analysis, the model is be further assessed using sensitivity analysis and Monte Carlo simulation. There are 30 variables 

used as an input variable for the sensitivity analysis. These variables are tested using ±10% change from its base state. The 4 variables which 

have an NPV swing higher than the input variable change are then simulated into 1,000 different scenarios resulting in 79.00% probability of 

success. 

  

Figure 1 Sensitivity Analysis Tornado Chart and Monte Carlo Cumulative Probability Result 

 

 

CONCLUSION 

Based on the overall analysis, the new production machine investment plan of PT XYZ is deemed feasible to be executed which can be 

seen from its ability to achieve all acceptance criteria of DPP, NPV, and IRR. Furthermore, the risk analysis also shows that it has a good 

chance to succeed with 79.00% estimated percentage of success. However, there are risks that should not be neglected. In conclusion, PT XYZ 

new production machine investment is feasible but still has risks for failure, thus, the related variables must be maintained accordingly. 

PT XYZ is recommended to invest in the new production machine investment plan so they can tap into the full potential of their market. 

Their increased capability in producing products using more industrial means will assist them in increasing their production quantity and 

consistency, gaining the relevant product certifications, strengthening their customer base, and distributing products to more channels such as 

organic bulk stores. 

If PT XYZ proceed with the investment, special attention must be paid to sensitive variables that are previously identified to ensure the 

success of the project. Hamper Package should be maintained by maximizing increased production capabilities to fit with the trends. As the 

business is able to gain product certifications, thus, access to more relevant customers and distribution channel, PT XYZ must be able to utilize 
these benefits by establishing good partnership and meeting expectations to maintain the expected sales quantity of the product. Furthermore, 

Salary Expense is quite sensitive towards change. To maintain the efficiency of this spending, PT XYZ should control the productivity of the 

management team which can be done by continuously monitoring, evaluating, and improving their performance. 
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Abstract  

The main objective of this paper is to analyze the performance of the Exponential Moving Average, Simple Moving Average, MACD, and 

Triple Screen techniques in an actual trading system that included the finance sector index of the Indonesia Stock Exchange (IDX) which 

consists of 93 stocks. This paper studies the performance of such methods in three different market conditions such as bear, sideways, and bull 

market. The results indicate that Triple Screen is considered as the best technique which outperforms the other techniques and short-term 
trading (14 days hold period) rule considerably affects the return value of each method. 

 

Keywords: Trading System; Exponential Moving Average;Simple Moving Average; MACD; Triple Screen.  

 

INTRODUCTION 

Background 

Analytical methods may be broadly divided into two broad categories. First is Fundamental analysis being an examination approach 

focused on the company's economic basis. And the second is Technical analysis, that is the study, second-by-second, day-by-day, of market 

fluctuations or measurements, in the form of diagrams/charts/graph, which is displayed over a certain amount of time (Robert,Ang, 1997). The 
Technical Analysis (TA) involves trying to analyze future price movements of assets based on an analysis of previous prices using qualitative 

methods, such as graphic analysis, quantitative methods such as Moving Averages (MA), or a combination of both (Menkhoff and Taylor, 

2007; Gençay, 1998, p. 937, 2007) and (Taylor and Allen, 1992) surveyed British firms to measure TA's market presence and concluded that at 

least 90 percent of those consulted profit from TA resources while making portfolio decisions. Studies conducted by (Menkhoff, 2010) has 

observed that the stock market is heavily affected by TA.  

Nevertheless, few findings in the empirical environment on TA metrics are available (Oliveira, 2010). Although the significance of TA is 

clear from the present scenario, according to (Ming-Ming and Siok-Hwa, 2006), the efficiency of TA tools does not concur. Scarce research has 

attempted to examine the effects of all those strategies or frameworks in emerging markets like Brazil even if (Chang et al, 2004) argues that 
such a market is a good solution for investors looking to diversify their portfolios economic science because of the clear connection between 

capital transactions and gamers of chance. This reflects the excitement and complexity of this issue that many leading mathematicians and 

scientists have used their tremendous expertise in predicting financial security rates, (Campbell et al, 1997).  

Also, the study conducted by (Wong et al., 2005)research in 3 Asian capital markets, namely China, Hong Kong, and Taiwan. This study 
compares the technical analysis tools of simple moving averages, exponential moving averages, dual moving averages, triple moving averages, 

MACD and TRIX with buying and hold strategies. As a result, the moving average group outperformed buy and hold and produced a 

significant positive return on the Chinese capital market group (China, Hong Kong, and Taiwan). The same results were obtained in the period 

before and after the 1997 crisis. These tools also worked well in a variety of market conditions, namely bulls, bears, or mixes (sideways). This 

implies that the three capital markets in China are classified as inefficient. 

The main objective of this paper is to analyze the performance of a Trading System based on Simple Moving Average techniques (SMA), 

Exponential Moving Average (EMA), Moving Average Convergence Divergence (MACD) and Triple Screen in three stock market condition 

which are bear, sideways, and bull market. More precisely, this paper objects to study the following aspects: 

Which TA tool does have the best performance in the finance sector of IDX? 

Which TA tool does have the best performance in the finance sector of IDX when it comes to bullish market? 
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Which TA tool does have the best performance in the finance sector of IDX when it comes to sideways market? 

Which TA tool does have the best performance in the finance sector of IDX when it comes to bearish market? 

This paper is designed as follows. The second part provides a brief description of the TA concepts and a brief historical background of the 

general topic. The third part deals with the analysis of the methodology and theoretical model used during the experiment and discusses the 

findings in the discussion section. The final segment discusses the key results of the research. 

 

LITERATURE REVIEW 

Technical Analysis 

Technical analysis is used to analyze and forecast potential prices of shares by analyzing subjects such as market fluctuations, maps, 

patterns, amount of exchange, and other variables. Contrary to a big study, the technical analysis concentrates on market signals in order to 

delineate successful investment and trading prospects by analyzing the patterns of the investment through its exchange details and other 

statistical elements. In fact, the present or past price of defense is the greatest predictor of the potential price of this defense, according to the 
theoretical studies. To order to support investors and consumers determine whether or not a defense can be feasible or not, and what step, the 

technological analyzes depend extensively on financial charts and facts and data to discover the benefits or potential vulnerabilities of a project, 

(Sraders, 2019). 

Moving Average Convergence / Divergence - MACD 

MACD stands for Moving Average Convergence / Divergence, which is an indicator of technical analysis created by Gerald Appel in the 

1960s. MACD is an indicator for overbought or oversold by looking at the relationship between the long- and short-term moving averages 

(moving averages). The MACD line is the difference from the 2 MA above. The second line is the sign line is the short-term MA from the 

MACD line. The standard period suggested by Gerald Appel in the 1960s was to use periods of 12 and 26 days. 

The formula for MACD: 

 

The standard period for this is 9 days, 

 

The difference between the MACD and the signal line is often calculated and stated not in the form of lines but in the form of a filled box 

histogram. This construction was made by Thomas Aspray in 1986.  

 

 

Exponential Moving Average 

 The exponential moving average (EMA) is a form of moving average (MA) that gives the most recent data points greater weight and 

importance. The exponential average trend is also called the exponentially weighted avg. The moving average with a weight of exponential 

exponentials is more strongly sensitive to recent price shifts than the moving average (SMA), (Hayes, 2019) 

The formula for EMA is:  

EMA Today = Yesterday  

Where EMA = Exponential Moving Average 

 

Simple Moving Average 

The simple moving average (SMA), which is determined by applying recent closing prices to the binary moving average, is separated by 

the average time intervals. A simple, or arithmetic, moveable average, calculated by an additional security closing price for several periods and 
subsequently divided by the same number of periods. The short-term averages quickly respond to changes in the underlying values, while the 

long-term averages gradually response, (Hayes, 2019). 

The formula for SMA is: 

 

Where: 

An = the price of an asset at period n 

N = the number of total periods 

 

Stochastic Oscillator 

Stochastic oscillators are motion indicators used in technical analysis introduced by George Lane in the 1950s, to compare the closing 

price of a commodity against the price range in a certain period. Basically, this indicator is used to measure the relative strength of the last price 

to the highest price range and lowest price during the period that we want. 

This indicator is usually calculated with the following formula: 
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Where H5 and L5 are the highest and lowest prices in the last 5 days respectively, while %D is the 3-day moving average of %K (the last 

3 values of %K). Usually this is a simple moving average but can be an exponential moving average for a less standardized weighting for more 

recent values. There is only one valid signal in working with %D alone — a divergence between %D and the analyzed security (Hayes, 2020). 

 

Triple Screen 

The Triple Screen method is focused on three separate displays to render buying orders and sales of operations more comprehensive. The 

program also utilizes pattern and application approaches that work against patterns and therefore avoids false messages that are suggested by 

patterns. The triple screen analyzes the Elder map in 2004 (p. 251), which is a larger indicator than the test expected. The first screen then 

utilizes markers to chart patterns and predict long-term changes.    

When the second screen displays smaller activity compared with earlier motions and the higher amplitude pattern suggests an increase, the 

smaller opposite appears reveal buying incentives, while the opposite displays short sales. The Triple Screen only acknowledges buy-in with 

smaller oscillators, for example, the intensity index (used in this paper) and avoids sales-intensive signals while the level with greater amplitude 

is strong. On the other side, as the bigger trend declines, it just recognizes indicators of shorter oscillators and lacks the buying signals (Elder, 

2004). 

The third screen is based on the same principle which uses days fewer than the previous monitor to recognize opposition movements. This 

does not also involve a chart and predictor so it is just a strategy that may help enter the stocks when a buy signal or a short sell is given on the 

first and second screens. The third screen is referred to as the upward trending requires a buy-stop strategy and downward direction sell-stop 
trailing system. Accommodation trailing stops are catching upward disturbances, so where there is a greater so lower pattern, the truck retail 

stops caught downward dislocations, (Elder, 2004). The greater level is small while the lower pattern is big. Table 2 shows the structure of the 

triple-screen. 

 

METHODS 

Analysis Steps 

Analysis conducted by using the trading system method to organize and examine the data collected. The procedure for the event study is 

as follows: 

Trading System 

 The Trading System used in this work was executed entirely by the author and all simulations were performed manually using 

Microsoft Office Excel©. In all simulations, the initial capital is IDR 1,000,000.00. Furthermore, in this system, all available capital has always 
been invested in an operation. That is, as much index as possible was purchased with the capital available. This research develops short trading 

with maximum hold duration is 14 days and there are no long sales are conducted. Due to different value in brokerage fees that security has, in 

the trading system a brokerage fee is not considered. Thus, a purchase order was only formalized when the amount of available cash on hand is 

greater than or equal to that of the possible share price. On a global scale, the Trading System can be divided into three main steps, the 
interface, the system, and the results (da Costa, Nazário, Bergo, Sobreiro, & Kimura, 2015). The first step, interface, is the environment in 

which there is initial user communication with the Trading System. It is in this early stage where all conditions are chosen, such as stop and 

study sample. This is followed by the second step, system. In this phase, which is fully done manually by the author, the calculations of the 

values of the TA tool chosen are conducted as are all negotiations. The final step is the results phase. In this phase were performed manually 

using Microsoft Office Excel©. Fig. 1 illustrates the set three key steps of the Trading System. 

 

 

Figure 1 Trading System 

Determine the Finance Companies Index of the Event 

To accomplish this research the financial sector index traded on the IDX Composite stock market chosen for the analysis of the event are 

selected as the object of the study, based on the daily data in Stockbit© the finance sector which consists of 93 stocks.  

Determine the Day of the Events and the Research Period 
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There will be three events to be observed in this research. The three events divided by the market condition that will be used as the data 

calculation which are bear, sideways, and bull market. 

 

 

 

 

 

Table 1 The events and the research period 

Market Condition Starting date End date Period (days) 

Bear April 1st, 2015 October 1st, 2015 180 

Sideways November 3rd, 2015 May 4th, 2016 180 

Bull December 2nd, 2016 June 2nd, 2017 180 

Method of creating purchase and sale order 

 This paper studies the behavior of four TA tools – the Simple Moving Average, the Exponential Moving Average, the MACD, and 

the Triple Screen – by applying them on an automated system in the finance sector of the IDX. To accomplish this, each method for calculating 

the TA has a specific way of building a trading order. Concerning the Moving Averages tool, two identical types of MA were used 

simultaneously to conduct negotiations, one with the smallest k period called the short MA, and another period with a longer k period, referred 

to as the long MA. At the instant that the value of the short MA is greater than the long MA, a purchase order is made. If the opposite occurs, it 

signals a sale. More succinctly, and based on (Ellis and Parbery, 2005), the dynamics of the buying and selling of shares is as follows: 

Purchase: when the curve of the short MA crosses the long upward MA curve; and 

 Sale: when the curve of the short MA crosses the curve of the long MA from top to bottom.  

In the book (Clif Droke, n.d.), he has checked numerous graphs utilizing the moving average for 30 days and 60 days. Concerning the 

construction of the signs of the negotiation order of MAs and MACD, all possible combinations were tested, considering the periods or 

values as follows: 

Short: kshort = 12 

Long: klong = 26 

Signal length (SL): k = 9. 

Taking this into account, the values for the periods when calculating the MACD line were identical to those used by the MA technique. 

About the SL, the EMA of k periods from the line MACD is used as the referenced standard by (Vidotto et al., 2009) and (Tung and Quek, 

2011) with a value of k equal to 9 (HIll, n.d.). 

Following the methods proposed in this paper, we implement the Triple Screen method based on the information of (Elder, 2004) whereby 

I use different combinations of periods. This method of TA employs the indices (k) as follows: 

EMA: 9 and 20 

Elder’s Force Index: 13 

Stochastic: 14,3,3 

Table 2 shows an example of how the Trading System runs and elaborates indicators about the dynamics of buying and selling of shares, 

considering the signals generated for all Technical Analysis techniques used in this paper. 

Tabel 2 Example calculation of value of return for an index 

 

 

 

 

 

 

Performance Indices 
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 To measure the performance of the Trading System and the applied tools, this study examined the performances of the tools both in 

terms of risk and return. In more detailed terms, Concerning the returns obtained by the simulations, the complexity of the analysis should be 

considered as the period in which the capital is effectively compromised can differ greatly. Such complexity can also prevent the evaluation of 

similar returns as the invested capital is at risk for varied periods of time, in other words, the invested capital is exposed to greater volatility 
over longer periods. Thus, to objectively evaluate the wide range of results, the ratio between average return of trading and its standard 

deviation (τ) was considered, as shown in Table 3.2.  

The τ was also part of the construction of the evaluation index of the average of best performance studied. This index, called the Relative 

Average Deviation (RAD), has been explored in papers by (Sobreiro and Nagano, 2012); (Sobreiro et al., 2014). RAD performs a global 
comparison of four techniques applied to TA and uses as a basis the value of τ, as shown in Eq. (7). RAD indicates that the smaller its value, 

the better the TA. 

RAD =  (7) 

Where: 

f (h) = the target function related to the τ value 

of the simulated technique; and 

f ∗    = the best-known value studied thus far. 

Briefly, the RAD measures the distance between the value h of a TA tool regarding the known best value. In this sense, the model that has 
the lowest value of the RAD is considered the most profitable, considering the study of the return on risk. Finally, like the studies of 

(Alexander, 1961) and, more recently, Teixeira and (Oliveira, 2010), among others, this research set a passive strategy of buying, that is, the 

buy-and-hold strategy as the best-known value studied thus far.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The Trading System found 47 valid and 19 invalid (over 14 days hold period) trading signal returns of finance sector of IDX which 

consists of 93 stocks were studied through combinations of periods of TA methods, including EMA, SMA, MACD and Triple Screen. To 

appropriately produce all results, such tools were analyzed in three different market condition, namely, bear, sideways and bull market. It is 
important to highlight that the scenario brokerage fees and Stop- Loss are not considered because the brokerage fee of each security has 

different value also it has a strong influence on the return which considerably will affect the TA performances. And in terms of the Stop-Loss is 

just one trigger to start the operation (da Costa et al., 2015) . Accordingly, Table 3 present the main results of the simulations. 

Table 3 Results relative to the τ and the RAD. 

 

Table 3 shows the influence of the three scenarios proposed in τ and, consequently, also indicates the performance of the TA method as 
measured by RAD. With the respect to all scenarios examined, overall Triple Screen exhibits the best performance when compared both to the 

arithmetical average of the return for risk (RAD) and to the arithmetical average of the τ on those three market conditions. Triple Screen 

technique performs best on sideways market with the value of τ and RAD equals to 1.086 and 0.606, respectively. However, EMA has the 

weakest performance when compared to the other methods with the value of the τ and RAD both in the bear and sideways market. Besides, 
standard deviation of τ related to the EMA considerably less than that of the other tools at 0.014. Furthermore, MACD appears as less preferred 

tools when compared with Triple Screen on the bull market condition. Considering the data presented in Table 4.1, the researcher further notes 

the strong impact of 14 days short trade duration rule. Also related to this rule, several findings shows “–“ as invalid data. As a result, the SMA 

data must be rejected since most of the order signal exceed the trade duration rule of this paper. The trade duration rule also affects the result 
most on the bull market, eventually several positive returns that must be rejected. Furthermore, this paper limited to the findings that may signalize that 

using EMA and SMA using different the indices (k) and/or long-term investments, can be more profitable in the finance sector of IDX. 

 

CONCLUSION 

To apply popular TA strategies and study their performances in the Finance sector of IDX market, this study tested the SMA, EMA, 

MACD, and Triple Screen tools by assembly a Trading System using a sample that consisted of closing prices of the finance sector index 

which consists of 93 stocks traded in the Indonesian stock market from April 1st, 2015 to June 2nd, 2017. Several variations of periods that 
make up the calculation of the tools, as well as the market condition and short-term (14 days hold period) trading were considered. The results 

show that the application of the TA tools in the market considered leads to a high probability of obtaining a return that exceeds the investment 

value. However, the short-term (14 days max hold period) has a strong influence on the return due to the use of the system. Although in the 

scope of the results, when referring mainly to the Triple Screen, it was evidenced that a variation of the periods adopted for calculating the TA 
method is favorable for higher returns (Gomes, 2009).As measured by the RAD index, the Triple Screen technique exhibits the best 

performance when compared to the ratio of the return for risk. The experiment conducted in this case with the built trading system is beneficial 

for investors seeking, while taking into account the considerable number and positive returns, not only to use TA methods but  also to study 

investments in the financial sector of the IDX market. For more study, such approaches are recommended to be used in various sectors and over 

a longer period to provide wider industry dynamics. 
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Abstract  

The negative global sentiment, Corona Virus Disease 2019 (COVID-19) caused several listed companies in Indonesia to conduct a stock 

repurchase in the hope of maintaining and increasing the company's stock price. The research objective is to analyze the effect of stock 
repurchase announcements on market reactions that are reflected in abnormal return and trading volume activity in 2015-2019 as a guide for 

companies to make decisions in the present and the future regarding the same issue. This research uses a sample of 64 companies listed on the 

Indonesia Stock Exchange (IDX) during the observation period. This study uses the event study method with the significance of the hypothesis 

test of 0.05. The results showed that there is no significant difference between before and after stock repurchase announcements for both 
variables. This is caused by the presence of negative sentiment throughout the observation period such as the Brexit tragedy, elections in the 

US won by Donald Trump, and the issue of the trade war by the US-China, this makes the market does not yet have full trust in the Indonesian 

capital market. Based on the results of the study, it can be concluded that the stock repurchase announcement did not have a significant effect 

on the market reaction. 
 

Keywords: Abnormal Return, IHSG, Market Reaction, Stock Repurchase, Trading Volume Activity  

 

BACKGROUND 

Rapid economic competition nowadays requires companies to be more creative in finding opportunities. One of the opportunities that can 

be utilized is involving the public to participate in capital participation in the company so that the company can expand the business even more. 

Companies that have shared ownership with the public require management to work professionally. In this way, the company will provide good 
information to the public. This information can be a signal that one of them affects the stock price either positively or negatively on the stock 

market. A quick reaction to the information given to the market means that the market is efficient. The market will react to information to reach 

a new equilibrium price (Hartono, 2003). One of the information is the stock repurchase. The stock repurchase is one of the corporate actions 

that repurchase shares that have been offered to the public. Stock repurchase becomes a stock price stabilization solution due to the influence of 
undervalued stock prices because stock repurchase conducted by the company or issuer will result in an increase in earnings per share (EPS) of 

share ownership by the public and also intended to make a profit for shareholders when the shares price increase. 

At the beginning of 2020 until this research been written, the Indonesia stock market (IDX) was experiencing significant pressure as 

indicated by Jakarta Composite Index (IHSG) experienced the level of 3,937.632, it is the lowest level of the IHSG throughout 2020 until the 
time of this research been written, or the lowest since August 27, 2013, which shows the level of 3,967,724. This significant pressured caused 

by negative sentiment, one of them is the coronavirus outbreak which has continued to suppress global economic performance since the 

beginning of 2020. This has been made worse since the World Health Organization (WHO) announced that Corona Virus Disease 2019 

(COVID-19) became a global pandemic on March 12, 2020. This negative sentiment also resulted in capital markets around the world 

experienced unstable conditions. 

Based on this condition, Otoritas Jasa Keuangan (OJK) issued a policy through Surat Edaran Otoritas Jasa Keuangan (SEOJK) No. 4/2020 

which contains allowing issuers or public companies to repurchase outstanding shares without having to go through the approval of the General 

Meeting of Shareholders in fluctuating market conditions. Issues or companies that will buy or are repurchasing their shares can do a maximum 
of 20% of paid-up capital total repurchase, with the least provisions outstanding shares being 7.5% of paid-up capital. The company can buy 

back shares after submitting information disclosure to OJK. This policy was taken because it is considered as a price stabilization solution since 

it will increase the EPS of share ownership and the investor will perceive it as the positive signal, and as said by Rasbrant (2011), if investors 

consider the stock repurchase transaction as a positive signal, then it will increase the company's image in the eyes of investors. This increasing 
company's image will ideally affect the stock price, but it is still uncertain that stock repurchase will have an impact on market reactions, 

whether it has a positive impact or a negative impact. 
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Therefore, this research is written to explain the effect of the stock repurchase announcement on the market reaction using a sample of the 

last 5 years (2015-2019) as a reference for stakeholders to make decisions regarding the conditions of the stock repurchase announcements that 

occurred throughout 2020 due to fluctuations of IHSG. This research will examine whether stock repurchase transactions affect market 

reactions or not based on two variables, which are abnormal return and trading volume activity since the movement of the trading volume 
shows the level of investor interest in trading these shares and abnormal returns reflect the stock price movement during the stock repurchase 

announcement. This research will analyze the significant difference of abnormal return and trading volume activity between before and after 

the stock repurchase announcement. This research also wants to confirm results documented in previous studies that showed the market reacts 

positively to stock repurchase, which is marked by significant positive changes in abnormal returns (Stephens & Maxwell, 2003; Nishikawa et 
al, 2011; & Rasbrant, 2011) and also test the Trading Volume Activity (TVA) variable refers to similar research conducted by Nur and Dadan 

(2017) which shows a significant negative market reaction. Besides, in this research, the author will divide the total sample of companies into 

sub-samples based on the respective industry sector of the company. The author will also conduct a similar study for the sub-samples to explain 

the effects of the stock repurchase announcements on market reaction using a sample of the last 5 years (2015-2019) for each industry sector. 
The author decides to conduct a sub-sample research to compare the results of the total sample research with the results of each industry sector 

research, with the hope that if there is a difference between the results of an industry sector with the overall sample results, the author can 

further analyze the differences and relate it to phenomena that occur in the real world. 

 

LITERATURE REVIEW 

Capital Market 

According to Husnan (2001), capital markets can also be defined as long-term financial instruments (securities) trade, both in the form of 

stocks and bonds, both issued by the government (public authorities) and by go-public companies (financial markets). In Indonesia, its capital 
market is called the Indonesia Stock Exchange (IDX) and been supervised by OJK. IDX itself has an index as a statistical measure that reflects 

the overall price movement of whole companies listed in IDX and is evaluated periodically, it is called the Jakarta Composite Index (IHSG). In 

the capital market, one of the securities traded is stock. Stock or shares are securities that are traded as proof of equity participation or 

ownership of individuals or institutions in a company (IDX, n.d.). The portion of ownership is determined by the number of stock is invested in 

the company concerned. 

 

Efficient Market Theory 

Fama first mentioned the efficient market hypothesis in an article in 1965, that what is called an efficient market is a condition where the 

price of securities fully reflects the available information. A market is said to be efficient if the reaction of market prices to new information is 

very fast and unbiased (Malkiel, 1989). According to research done by Scholes (1972) information is quickly and efficiently reflected in the 

price of a security at any point in time, so old information cannot be used to predict the price of that security in the future. 

 

Stock Repurchase 

The stock repurchase is a corporate action in which a company repurchases its shares that have subsided in the stock market, which is 

owned by shareholders. The purpose and objectives of implementing this corporate action include to increase stock liquidity, obtain profits by 

reselling after prices have increased or as a step to reduce paid-up capital (BAPEPAM-LK, 2008). Stock repurchase also can be considered as 

the information for the market which will affect the stock price. 

 

Event Study 

In this research, the author commits to conduct research using event study. An event study is an important methodological approach and is 

also widely used to test the market reaction of an event or announcement (Sorescu, et al., 2017). Event Study is also a research technique that 

allows us to assess and study the effect of an event on stock prices in the capital market. Event studies directly measure the effect of events on 
the company's stock price at the time before the event, during the event, and after the event, in this research, the stock repurchase 

announcement will be the event. In this research, the variables assessed are abnormal return and trading volume activity. 

 

Abnormal Return 

Abnormal return is the difference between the actual return and the expected return (Hartono, 2003). Abnormal return is a proxy of market 

reaction, if there is information on the event being observed, then the abnormal return will follow the event, and vice versa, if the event has no 
information content, then the event does not provide an abnormal return (Wirajaya, 2011). The author decides to use the market model 

abnormal return in conducting this research. This is based on research conducted by Brown and Warner (1980) who found that market models 

perform well under a wide variety of conditions. The abnormal return can be calculated by: 

 

 
 

Which, 

 

 

 

 
 

 
 

 = Abnormal return of stock i at period t 

 = Return of stock i at period t 

 = Expected return of stock i at period t 

 = Intercept for stock i 

 = Slope coefficient which is a beta of stock i 

= Market return at period t 

 = Composite stock price index at period t 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 605  

 

 
 = Composite stock price index at period t-1 

 = Stock price of company at period t 

 = Stock price of company at period t 

Trading Volume Activity 

Stock trading volume activity is the total shares traded on the secondary market on a particular day during the observation period. The size 

of the trading volume indicates the level of interest of investors in investing in the stock i. The TVA approach is used to test market hypotheses 

that are not efficient yet. This happened because, in an inefficient market, the price changes occurred do not reflect the available information 

immediately, so researchers can only observe the reaction of the capital market through trading volume movements (Teddi, 2006). According 

to Baldric and Twenty (2005) calculating the trading volume of shares can be seen using the Trading Volume Activity (TVA) indicator like the 

following model: 

 

 
 

 = Trading volume activity of stock i at period t 

 = Total volume of company i’s share traded at period t 

 = Total number of company i’s share outstanding at the same observation period 

 

 

 

METHODS 

This research uses 64 companies that conducted the stock repurchase announcement during 2015-2019 as the sample. This research will 

use 5 days before and 5 days after the event as the event window, and 30 days before the event window as the estimation period for calculating 

the expected return. 

 

Hypothesis 

In this research, the hypothesis developed is that there is a significant difference between before and after the stock repurchase 

announcements for each variable, or the details of the hypothesis can be explained as follows: 

1. H1: There is significant abnormal return difference between 5 days before the stock repurchase announcement and 5 days after 

the stock repurchase announcement. 

2. H2: There is significant trading volume activity difference between 5 days before stock the repurchase announcement and 5 days 

after the stock repurchase announcement. 

3.  

Normality Test 

The normality test aims to determine the proper statistics tools that will be used for this research and also to test whether the data has a 

normal distribution or not. For this research, the Shapiro-Wilk test was chosen because it is the most powerful normality test among other tests, 

and also Shapiro-Wilk is better used in small-middle sample size (Razali & Wah, 2011). The basic concept of Shapiro-Wilk is to compare 
standard normal distribution with research data distribution (or later called p-value) using two-tailed tests. This test uses a level of significance 

(α) = 5% (= 0.05). If the p-value above the significant level means the data is normal distribution and vice versa. 

 

Statistical Hypothesis Test 

After conducting a normality test, the data will be tested using a statistical hypothesis test to assess the significant differences between 

before and after the announcement of the stock repurchase for each variable. This test consists of 2 types of statistical tests, the first is the 
parametric statistical test used for normally distributed data and the second is the non-parametric test for not normally distributed power. In this 

research, the parametric statistic test used is the Paired T-test, and the nonparametric statistic test used is the Wilcoxon Signed Rank Test. 

For Paired T-tests, the mean data of before and after the event for each variable will be compared whether they have significantly different 

results or not, if the p-value (sig.) > 0.05, then H0 is accepted, and vice versa. This also applies to the Wilcoxon Signed Rank test, provided that 

the data must come from the same population, and data should use an ordinal scale. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

General Descriptive for the Variables 

For abnormal return, based on (Table 1) the overall company's average abnormal return (AAR) before the announcement is 0.00004933, at 

the stock repurchase announcement is 0.01303541, and after the announcement is 0.00337353. This reflects that there are reactions that tend to 
be positive from investors. While for trading volume activity, based on (Table 2) average trading volume activity (ATVA) before the 
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announcement of the stock repurchase is 0.00175205, at the time of the announcement is 0.00182443 and after the announcement is 

0.00248378. This reflects that there are reactions that tend to be positive from investors. 

Table 1 AAR Before, At, and After the Announcement 

AAR Before Announcement At Announcement After Announcement 

Mean 0.00004933 0.01303541 0.00337353 

Minimum -0.041562 -0.52556 -0.033332 

Maximum 0.053342 0.128516 0.140323 

 

 

Table 2 ATVA Before, At, and After the Announcement 

ATVA Before Announcement At Announcement After Announcement 

Mean 0.00175205 0.00182443 0.00248378 

Minimum 0 0 0 

Maximum 0.020089 0.14260 0.074466 

 

Normality Test 

Based on result in (Table 3), it concludes that AR and TVA data for both of before and after the stock repurchase announcement are not 

normally distributed. So, the Wilcoxon Signed Rank test will be used for both of variables since its significance < 0.05. 

 

Table 3 Normality Test 

Period 

Sig. 

Abnormal 

Return 

Trading Volume 

Activity 

Before Announcement 0.000 0.000 

After Announcement 0.000 0.000 

 

Statistical Hypothesis Test 

After the normality test results for each data are obtained, the next step is to conduct a statistical hypothesis test to test the significant 

difference of each variable between before and after the stock repurchase announcement. 

 

Abnormal Return 

Table 4 Hypothesis Test for Abnormal Return 

 Z Asymp. Sig. (2-tailed) 

Abnormal Return Before Announcement 
-0.829 0.407 

Abnormal Return After Announcement 

 

Based on the results of the Wilcoxon Signed Rank Test that can be seen from the (Table 4), that the p-value of the two data (shown by 

Asymp. Sig. 2-tailed) produces a number of 0.407, which means > 0.05. So H0 is failed to be rejected, this means there is no significant 

difference between the average abnormal return before the stock repurchase announcement and the abnormal average return after the stock 

repurchase announcement. 

 

Trading Volume Activity 

Table 5 Hypothesis Test for Trading Volume Activity 

 Z Asymp. Sig. (2-tailed) 

Abnormal Return Before Announcement 
-0.445 0.657 

Abnormal Return After Announcement 

 

Based on the results of the Wilcoxon Signed Rank Test that can be seen in the (Table 5) that the p-value of the two data (shown by 
Asymp. Sig. 2-tailed) shows value of 0.657, which means > 0.05. So H0 is failed to be rejected, this means there is no significant difference 

between trading volume activity before the stock repurchase announcement and trading volume activity after the stock repurchase 

announcement. 

 

Result Discussion 

The absence of a significant market reaction to stock repurchase can also be caused by information that is easily accessed by investors so 
that information about stock repurchase announcements is no longer private, bearing in mind that abnormal returns will be more affected by 

private information (Rachzari, 2016). Not only that, market trust in capital market performance also influences the significance of market 

reaction. Through 2015-2019, IHSG recorded a sufficient increase significantly and listed as one of the best exchanges in the world. The results 

of this positive trend should ideally give a positive signal to the market and can increase market trust in the Indonesia stock exchange, but this 
is not very meaningful given that throughout 2015-2019, many global issues have become negative sentiments for world capital markets, 
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including for Indonesian capital market, such as the UK decision for leaving the European Union, the election in the US won by Donald 

Trump, and the trade war between China and US. This issue is what makes the market does not yet have full trust in the Indonesian capital 

market even though the current year has got a performance with a positive trend. With this, it supports no significant market reaction to the 

stock repurchase conducted by companies. 

 

Industry Sector Analysis 

For industry sector analysis, there are 8 industry sectors divided from a total of 64 samples of companies. The test will be the same as the 

whole data samples before. And the hypothesis statistical test results are, for basic industry and chemicals has significance value of 0.228 for 

AAR and 0.893 for TVA; agriculture has significance value of 0.109 for AAR and 0.109 for TVA; consumer goods industry has significance 

value of 0.683 for AAR and 0.997 for TVA; finance has significance value of 0.182 for AAR and 0.625 for TVA; infrastructure, utilities, and 
transportation has significance value of 0.581 for AAR and 0.416 for TVA; mining has significance value of 0.887 for AAR and 0.741 for 

TVA; property, real estate, and building construction has significance value of 0.213 for AAR and 0.534 for TVA; and trade, service, and 

investment has significance value of 0.858 for AAR and 0.783. Based on the result, it means that all of the industry sectors do not  have a 

significant difference between before and after the stock repurchase for both variables. This result is in line with the overall data results of 64 
companies, which means that all aspects that influence the absence of a significant market reaction to the stock repurchase, also have the same 

effect on each industry sector. 

 

CONCLUSION 

According to the research conducted, there are several conclusions obtained. Based on the abnormal return variable, this research confirms 

that there is no significant difference between the abnormal return before the stock repurchase announcement and the abnormal return after the 
stock repurchase announcement. This means that a company's abnormal return is not affected by stock repurchase. Based on the trading volume 

activity variable, this research found that there is no significant difference between trading volume activity before the stock repurchase 

announcement and trading volume activity after the stock repurchase announcement. This means that investor interest in a stock is not 

influenced by the stock repurchase.  

Based on the results of this research which confirms that there is no impact of stock repurchase towards market reaction in terms of 

abnormal returns and trading volume activity, the recommendations that author can give, for companies, the authors recommend to not sticking 

to the stock repurchase program as ways to increase stock prices and increase investor interest. The author also recommends companies to do a 

stock repurchase when the company has excess funds (idle cash) and does not use stock repurchase as a substitute for cash dividends because 
based on this research, no significant changes in positive abnormal returns are found, so there is no profit gained by the investor (capital gain). 

This can be a negative perception towards the company. 
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Abstract  

Islamic banks, led by Shariah principles, are urged to perform a more proactive Corporate Social Responsibility (CSR) as it portrays the true 

value of Islam. Previous studies have shown that politics affects CSR of Islamic banks. Henceforth, his study investigates the relationship 

between political affiliation and CSR in 14 Indonesian and 12 Malaysian Islamic banks over FY 2014-2018 by analyzing the political 

affiliation of Shariah Supervisory Board (SSB) and Board of Director (BOD) as the primary decision makers of CSR. Using panel data 

regression, this study reveals a positive and significant relationship between political affiliation and CSR of Islamic banks. CSR in Indonesian 

Islamic banks is more affected by politically affiliated SSB, while CSR in Malaysian Islamic banks and in Indonesian & Malaysian Islamic 
banks (combined) are more affected by politically affiliated BOD. This is due to SSB cross-memberships, thus limiting their roles on Shariah 

supervision. This finding can be explained by legitimacy theories where in open communities, like in Indonesia and Malaysia, Islamic banks 

perform CSR to legitimize their positions by showing their compliance within Shariah principles and society’s value systems. Political 

affiliation is proven to increase CSR given a better access to key resources and latest government policies, thereby encouraging policymakers to 
appoint politically affiliated SSB and BOD members in Islamic banks to improve CSR. 

 
Keywords: CSR, Indonesia, Islamic banks, Malaysia, political affiliation  

 

BACKGROUND 

Islamic banking has been rising significantly since 1970, as evidenced by the total assets up to USD 1.72 T in 2017, contributing to 71% 

of the Islamic finance industry’s assets (Cambridge Institute of Islamic Finance, 2018). In carrying out financial and banking transactions, 
Islamic banks are led by Shariah principles whose core principles include prohibition of interest (riba), legally permitted activities, and equal 

distribution of profit (Basah & Yusuf, 2013). Hence, besides the Board of Director (BOD), Islamic banks corporate governance requires 

Shariah Supervisory Board (SSB) consisting of Islamic scholars whose tasks include supervising the entire business activities and affairs within 

Shariah framework (Paino et al., 2011).  

On the same line, corporate social responsibility (CSR) has been emerging in the past years due to a massive number of social and 

environmental issues (Turker, 2016). CSR allows businesses to perform social and environmental activities while aiming for maximum profit 

and outstanding reputation, thus stronger trust from stakeholders (Hassan & Harahap, 2010). CSR in conventional banks is primarily motivated 

by strategic choices and financial performance (Wu & Shen, 2013). Whereas, in Islamic banks, CSR is the expected results of Islamic ethics 
(Platonova et al., 2018) given Islam, as a religion, encourages Muslim to serve the society at all time (Thani et al., 2016) thereby urging the 

economic growth (Kabir & Qayum, 2016).  

Previous studies have analyzed determinants of CSR in Islamic banks through SSB and BOD characteristics (Mallin et al., 2014; Rahman 

& Bukair, 2013, 2015). Responding to these previous studies, there is a gap where characteristics of SSB and BOD members in Islamic banks, 
specifically political affiliation, have not yet been included as one of the factors influencing CSR. The urgency lies on certain possibilities that 

political affiliation affects firms differently since board members will take multiple actions by leveraging their way to the government (Zhang 

et al., 2016). Politically linked board members may use their power for the sake of their banks and utilize CSR as a way to retain credibility 

before the government (Marquis & Qian, 2014; Zhang, 2017). However, findings by Farook et al. (2011) reveal a negative relationship between 
level of political & civil repression and CSR in Islamic banks, meaning that politics play an important role in CSR of Islamic banks to meet 

certain goals. Henceforth, this study aims to investigate whether political affiliation of Boards affects CSR of Islamic banking, especially in 

Indonesia and Malaysia, since both are promoting Islamic banking system, categorized as developing countries in the same region and with 

relatively similar culture, and the presence of Islam as the dominant religions (Amran et al., 2017).  

The author develops three research questions adhering to previous explanations, (1) Does political affiliation affect CSR of Islamic banks 

in Indonesia?, (2) Does political affiliation affect CSR of Islamic banks in Malaysia?, and (3) Does political affiliation affect CSR of Islamic 

banks in Indonesia and Malaysia? The objective is, therefore, to identify the impact of political affiliation on CSR of Islamic banks in Indonesia 

and Malaysia. 
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LITERATURE REVIEW 

Islamic vs. Conventional Banking 

Islamic banking activities reflect Shariah financial laws and values as they provide collection of duties on commercial transactions (Imam 
& Kpodar, 2016). They prohibit games of chance (maysir) and chance (gharar), illegal (haram) activities, and most dominantly, interest (riba). 

Profit and Loss Sharing (PLS) is used to substitute interest, expressed through mudarabah (profit-sharing), musharakah (joint venture), ijarah 

(leasing), and murabaha (trade with markup) (Kettell, 2012). Islamic banks must also redistribute income to benefit society in the form of zakat 

(Basah & Yusuf, 2013). Whereas, conventional banks make profits by lending money and interest rates given its independence of any religious 

interest (Ascarya & Yumanita, 2005). 

 

Islamic vs. Conventional Corporate Governance 

Conventional banks adopt a “single-layer” governance structure comprising the BOD and executives, thus, internal control of functions is 

necessary through risk management & compliance and internal audit (Aebi et al., 2012). Meanwhile, corporate governance in Islamic banks is 

strongly influenced by Shariah rules (Bukhari et al., 2013). According to Alnasser & Muhammed (2012), Islamic banks require SSB to issue 
fatwas for financial instruments, verify transactions, calculate zakat, and eliminate non-Shariah compliant earnings. BOD acts as the multi-layer 

governance of Islamic banks demonstrating social justice by avoiding poor-quality and risk-taking activities (Rahman & Bukair, 2015).  

 

Indonesian vs. Malaysian Islamic Banks Corporate Governance 

Indonesian Islamic banks corporate governance follows Bank Indonesia in Ascarya & Yumanita (2005) where the highest organ is General 

Meeting of Shareholders (GMS), a decision-making forum. The BOC supervises management, while SSB provides recommendations about 
Shariah to the BOD. SSB are appointed by the GMS under the recommendation from Indonesian Ulema Council. The BOD (CEO and 

directors) is responsible for daily management activities. 

Malaysian Islamic banks corporate governance refers to Bank Negara Malaysia (2011) where BOD leads Islamic banks by acting in the 

best interest of the bank and performing oversight roles in the overall management. BOD, consisting of executive director (the CEO), non-
executive directors, and independent directors, must establish a Shariah committee to ensure Shariah compliance within all products, 

operations, and activities. 

 

Corporate Social Responsibility 

Corporate social responsibility (CSR) is business activities related to social and environmental engagement, ethical principles, legal-

compliance, and community growth (Hassan & Harahap, 2010). High-CSR firms connect with stakeholders over a long-term period (Cheng et 
al., 2014), thereby preventing managers from pursuing short-term opportunities (Bénabou & Tirole, 2010). The concept of CSR pyramid is 

pointed out by Carroll (1999): (1) economic, aims for profit, (2) legal, operates within law, (3) ethical, comply with society’s expectations, and 

(4) philanthropic, a good corporate citizen by voluntarily engaging in social activities. In light of Islamic banking, CSR is the true value of 

Islam with the underlying foundations of unity (tahwid), Shariah, justice, and benevolence (ihsan) (Basah & Yusuf, 2013). Hence, Islamic 

banks are expected to perform a broader and more significant CSR due to the ethical nature of Islamic finance (Aracil, 2019). 

 

Political Affiliation 

Politically affiliated firms are those with strong government links with either lead to a better access to government resources or to better 

monitoring, hence, more likely to adhere to government signals (Reimsbach et al., 2018). Politically affiliated firms have been found to have 

lower stock returns (Astuti & Nainggolan, 2019), greater access to lending and are more likely to be recovered in bankruptcy (Hung et al., 
2017), and retain property rights (Zhou, 2013). Concerning Islamic banks, politically affiliated ones are more open to tax avoidance through tax 

reductions (Ajili & Khlif, 2020).  

 

Political Condition of Indonesia vs. Malaysia 

According to Indonesia Investment (n.d.), Indonesian political system is a presidential republic where the President is the head of state, 

head of government, and commander-in-chief of the Indonesian armed forces. It rose as the 3rd  largest democratic country in the world (The 

Economist Intelligence Unit, 2015). Meanwhile, Malaysian political system is a federal constitutional monarchy with Yang di-Pertuan Agong, 

the king, as the head of state and the Prime Minister of Malaysia as the head of government. Both countries are further categorized as flawed 

democracies by The Economist Intelligence Unit (2015). 

 

Hypothesis Development 

Previous studies have shown a positive relationship between political affiliation and CSR in developed and developing  countries in which 
politically affiliated executives utilize their power to obtain environmentally-related government grants, subsidies, and tax reduction (Rahman 

& Ismail, 2016; Reimsbach et al., 2018; Zhang, 2017). But, political affiliation can also affect CSR negatively as shown by Muttakin et al. 

(2018) due to lower perceived need for CSR in politically connected firms. 

In regards to Islamic banks, Farook et al. (2011) showed a negative association between the level of political repression and CSR, thereby 

reinforcing Islamic banks’ need to conduct CSR in open communities for the sake of political legitimation. Considering both Indonesia and 
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Malaysia are positioned at flawed democracies where political freedom and civil liberties are respected, Islamic banks are encouraged to 

perform a more proactive CSR to legitimate their positions in politics. This is supported by Anwar (2019) and Raghu (2020) that reveal strong 

Islam’s influences in both countries politics. Hence,  

H1: There is a positive relationship between political affiliation and CSR of Islamic banks 

 

METHODS 

Data Collection 

This study employs data from Islamic banks in Indonesia and Malaysia listed on Financial Services Authority (Indonesia) and Central 
Bank of Malaysia, respectively, which disclose their CSR and/or Zakat expenditure over FY 2014-2018, obtained through annual reports, 

corporate governance reports, BankScope database, and World Bank’s database. Dependent variable is CSR, measured in six ways: CSR 

Expenditure (CSR), Natural Logarithm of CSR Expenditure (LCSR), CSR & Zakat Expenditure (CSRZ), Ratio of CSR & Zakat Expenditure to 

Total Equity (CSRZE), Zakat Expenditure (ZAKAT), and Ratio of Zakat Expenditure to Total Equity (ZAKATE), consistent with Javaid & Al-
Malkawi (2018), Julian & Ofori-Dankwa (2013), and Raimi et al. (2014). Independent variable is political affiliation as dummy variable (Ajili 

& Khlif, 2020; Zhang, 2017) and proportion (Astuti & Nainggolan, 2019), divided into six different variables: SPOLD (SSB dummy), DPOLD 

(BOD dummy), POLD (combined dummy), SPOLP (SSB proportion), DPOLP (BOD proportion), and POLP (combined proportion). Dummy 

1 for politically affiliated members, 0 otherwise. SSB or BOD member of Islamic banks is categorized as politically affiliated if he/she is a 
current or former Member of Parliament, and/or a Minister or head of local government or is closely related to a Minister, and/or a current or 

former BOD of SOEs, and/or a current or former politician or party member, and/or a current or former member of National Armed Forces 

(Ajili & Khlif, 2020; Wahab et al., 2017). Bank-specific characteristics are control variables: bank size (SIZE), financial leverage (LEV), 

profitability (ROA), SSB size (SSIZE), BOD size (DSIZE), and board size (BSIZE). GDP growth rate (GDP) and inflation rate (INFL) are 
institutional conditions, used when pooling combined data from Indonesian and Malaysian Islamic banks. SIZE is ln of total assets, LEV is debt 

ratio, ROA is return on assets, SSIZE, DSIZE, BSIZE are numbers of SSB, BOD, SSB & BOD members, respectively. GDP is annual GDP 

growth rate, and INFL is annual inflation rate based on CPI. All numbers are expressed in USD.  

 

Research Models 

Classical assumption tests are conducted before running panel data regression, consisting of Shapiro-Wilk (normality), Breusch-Pagan 
(heteroscedasticity), VIF (multicollinearity), and Wooldridge (autocorrelation). Then, the Hausman test is performed to determine fixed effect 

or random effect models. All tests employ 5% significance levels. Finally, adopting Reimsbach et al. (2018) and Zhang (2017), the main 

regression model is as follows, 

 

where: 

 = CSR measurements for Islamic bank i at time t, including CSR, LCSR, CSRZ, CSRZE, ZAKAT, and ZAKATE 

 = constant 

,  = regression coefficients 

 = political affiliation indicators for Islamic bank i at time t which include SPOLD, DPOLD, POLD, SPOLP, DPOLP, 

POLP tested separately in different models  

 = control variables for Islamic bank i at time t, including SIZE, LEV, ROA, SSIZE, DSIZE, BSIZE, GDP, INFL 

 = error term 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Descriptive Statistics 

 

Comparing the summary results in Panel (A) on Table 1 and 2, Malaysian Islamic banks have higher CSR and zakat than Indonesians do. 

Meanwhile, according to Panel (B), more than 50% Indonesian Islamic banks’ SSB have at least one politically affiliated member, and more 

than 50% Malaysian Islamic banks’ BOD have at least one politically affiliated member. When SSB and BOD are combined, Malaysian 

Islamic banks are more politically affiliated. Seen from proportion variables, more than 50% SSB members in Indonesian Islamic banks are 
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politically affiliated, and more than 40% BOD members in Indonesian Islamic banks are politically affiliated. When SSB and BOD are 

combined, Indonesian Islamic banks are more politically affiliated. In the case of Indonesia and Malaysia, on average, more than 70% Islamic 

banks are politically affiliated and each Islamic bank has more than 30% politically affiliated SSB and BOD members. Control variables in 

Panel (C) on Table 1 and 2 show that Malaysian Islamic banks are larger in size, more leveraged, but less profitable. They have larger SSB 

size, larger BOD size, and larger board size. 

 

Correlation Matrix  
 

 
 

 

Table 4 provides Pearson pairwise correlation matrix among independent and control variables, consisting of Matrix (1), (2), and (3) for 

Indonesian data, Malaysian data, and Indonesian and Malaysian data, respectively. Grey-shaded cells indicate that collinearity between those 

variables are neglected because they are not included in the same regression model. ***, **, * denote statistical significance at 1%, 5%, and 

10% levels, respectively. According to all matrices, there is no multicollinearity among political affiliation variables in Indonesia and Malaysia 

since all P-values are less than 0.4.  

 

Regression Analysis 

The results of regression models are divided into six panels each representing dependent variables CSR, LCSR, CSRZ, CSRZE, ZAKAT, 

and ZAKATE. Each panel consists of 18 models: Model 1-6 analyze Indonesian Islamic banks, Model 7-12 analyze Malaysian Islamic banks, 

and Model 13-18 analyze Indonesian and Malaysian Islamic banks (combined). The independent variables in Model (1, 7, 13), (2, 8, 14), (3, 9, 
15), (4, 10, 16), (5, 11, 17), and (6, 12, 18) are SPOLD, DPOLD, POLD, SPOLP, DPOLP, and POLP, respectively. Units of measurement for 

(1) SPOLD, DPOLD, POLD are dummy 1 = politically affiliated, 0 otherwise, (2) SPOLP, DPOLP, POLP are decimal, (3) SIZE is log USD, 

(4) LEV is decimal, (5) ROA is decimal, (6) SSIZE is number of people, (7) DSIZE is number of people, (8) BSIZE is number of people, (9) 

GDP is decimal, and (10) INFL is decimal. All models use robust and clustered standard error to overcome normality, heteroscedasticity, and 

autocorrelation problems.  

 

Table 5 summarizes the relationship between independent variables and CSR (all measurements), as well as control variables and CSR (all 

measurements) based on all panels. According to Table 5, political affiliation has positive and significant relationships with CSR, regardless of 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 612  

the measurement. Concerning control variables, SIZE and DSIZE positively significantly affect CSR, while SSIZE and BSIZE negatively 

significantly affect CSR. LEV and ROA, whereas, affect CSR both positively and negatively.   

 

Discussions 

Adhering to Table 5, there is a significant positive relationship between political affiliation and CSR of Islamic banks in Indonesia and 

Malaysia, thereby supporting the hypothesis. This finding is robust to various alternative measurements of CSR and political affiliation. This is 
consistent with Farook et al. (2011) suggesting a higher Islamic banks’ CSR in open communities as one of the attempts to legitimize their 

existence. Referring back to The Economist Intelligence Unit (2015) which rated Indonesian and Malaysian political systems as flawed 

democracies, this implies that the governments respect basic political rights and civil liberties, leading to a growing political engagement and 

higher public expectation in both countries. Henceforth, these findings can be explained by legitimacy theory where political interests of 
Islamic banks interfere with CSR decisions for pursuing legitimation before the government and the society. Resonating with Aracil (2019) that 

emphasized a higher perceived need for social responsibility in Islamic banks, they might use CSR to highlight their Shariah compliance, 

thereby fulfilling society’s expectation and enhancing their images as Islamic organizations.  

Political affiliation can also be used to obtain assets and information about latest government environmental policies, resulting in a better 
decision making about CSR investment and the pioneer advantage (Zhang, 2017). Hassan & Harahap (2010) also found several Islamic banks 

joining government-sponsored social welfare activities. Hence, political affiliation leads to a better access towards key resources, thus, higher 

CSR.   

Further, it can be inferred that politically affiliated BOD is more prominent towards CSR than politically affiliated SSB is in Indonesian 
and Malaysian Islamic banks. This finding, eventually, complements Rahman & Bukair (2015) indicating some BOD characteristics that affect 

CSR positively in Islamic banks. Moreover, this extends Nomran et al. (2018) highlighting SSB’s insignificant influences in Malaysian Islamic 

banks considering cross-memberships in SSB members resulting in a board ineffectiveness. These multiple positions might decrease SSB 

members’ ability to undertake monitoring roles, thus limiting their opinions on Shariah compliance in Islamic banking (Mollah et al., 2017). 
Despite being contradictory with Indonesian Islamic banks where politically affiliated SSB is more influential, this result emphasizes that 

Malaysian Islamic banks have been demonstrating a greater power in the region, thus supporting Amran et al. (2017).  

 

CONCLUSION 

This research examines the relationship between political affiliation and CSR of Islamic banks in Indonesia and Malaysia. This study 

provides some evidence for the hypothesis claiming a positive relationship between political affiliation and CSR of Islamic banks. The results 
are robust to alternative measurements of political affiliation and CSR in Indonesia, Malaysia, and Indonesia & Malaysia. Politically affiliated 

SSB is more influential towards CSR in Indonesian Islamic banks, while politically affiliated BOD affects CSR greater in Malaysian and 

Indonesian & Malaysian (combined) Islamic banks. This can be explained by Mollah et al. (2017) and Nomran et al. (2018) where SSB might 

hold multiple positions that lead to board ineffectiveness, hence allowing BOD to take over their decisions. This finding, ultimately, 
complements Farook et al. (2011) which previously analyzed the relationship between political economy and CSR of Islamic banks. Hence, it 

can be inferred that Islamic banks perform CSR to legitimize their existence in the society by showing their compliance with Shariah principle 

and society’s value systems. Thus, policymakers, in future, should appoint politically affiliated SSB and BOD to help increase CSR. 
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Abstract  

Firm's speed of adjustment towards its optimal capital structure is still becoming one of the interesting topics in capital structure studies. It is 
because the speed of adjustment indicates how firm flexibility in designing its capital structure. Aligned with the previous studies, financial 

flexibility should be the focus for managers because it shows how the manager reacts whenever faced with unforeseen changes in cash flow or 

investment opportunity. With the current emerging and uncertain conditions of Indonesia, a firm might face a serious challenge in choosing 

their capital structure, since it is believed that political connection has a positive sign with the firm's financial flexibility. Thus, this research 
aims to investigate how political influence is affecting firm financial flexibility. In total, this research uses 48 firms listed consistently on 

KOMPAS100 Index for ten periods from 2014 – 2018. Using panel data regression, this research found that political connection has a positive 

and significant effect on large-size firm's financial flexibility while the possibility of negative and insignificant on small-size firms. This result 

is robust to alternative measurements of political connection, whether using a dummy variable or proportion of political-connected firms' board 
members. This research shows that 75% of the firms listed are politically connected; political connections measured by board members are 

found to be more significant in increasing financial flexibility. This research presents new findings for the firm's stakeholders to appoint 

politically connected board members because having politically connected board members are essential in increasing the firm's financial 

flexibility. 

 
Keywords: Capital Structure, Financial Flexibility, Indonesia, KOMPAS100, Political Connection  

 

BACKGROUND 

There are several political systems that one country could select; therefore, each country has a political system. One of them is a 
democratic political system. Moreover, since 1998, Indonesia has adhered to the principle of democracy system as the fundamental for its 

political system. Political influence and economy are the two aspects that cannot be separated in one nation, especially in the current world, 

where economic results depend on political influence. 

In Indonesia, the political connection is perceived to be having both positive and negative impacts. The benefits are it helps a firm to 
guarantee beneficial regulatory conditions (Agrawal & Knoeber, 2001), including access to critical reserves - bank credits that are granted at 

favorable terms (Charumilind et al., 2006; Brown & Serdar, 2005), favorable tax treatment (Faccio, 2006), easy industry access 

(Bunkanwanicha & Wiwattanakantang, 2006) and government-subsidized bailouts (Yu & Pan, 2008). While it also possesses a negative 

impact: reduce management practices, cause in increase rent-seeking cost and cost of debt (Shleifer & Vishny, 1994), excessive employment, 

and innovation deficiency in science and technology (Baumol, 1990). 

Adhering to the previous paragraph, the impact of political influence on firm decision making are still inconclusive. With political 

influence can be divided into macro- and micro-level. The most prominent example of the macro-level is the presidential election (Gao & Qi, 

2013) and shifts in regulation (Bloom et al., 2007). While for the micro-level, firms' political influence can be seen through lobbying or 

offering services to the government. 

In corporate finance studies, financial flexibility is said to be the main focus of managers' decisions because it shows a firm's ability to 

react whenever faced with uncertainty (Graham & Harvey, 2001). However, in some cases relationship between flexibility and political 

connection is even intentionally-made by the company to reduce environmental uncertainty and eliminate the political influence of financial 

constraints. Especially in Indonesia, where private firms are more subjected to institutional discrimination than state-owned firms. (Liu, 2017) 

None of the earlier studies have ever investigated the relationship between political factors and firm flexibility, especially in the context of 

Indonesia. Most of the researches were about examining political factors with the cost of equity (Pham, 2019), firm performance (Su & Fung, 

2013), debt restructurings (Halford & Li, 2019), firm value (Goldman et al.,2009), financial flexibility of private firms (Liu, 2017), cost of debt 

(Bliss et al., 2018), investment efficiency (Chen et al., 2011), share price (Chen et al., 2014), and capital structure (Fras et al., 2006). 

This research objective is to identify the relationship of political connection to a firm's financial flexibility since it might impact a firm's 

performance and value indirectly through the decision on capital structure (Gu et al., 2018) and to identify other determinants that might affect 
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firm's financial flexibility. Moreover, with the various examples of political connection impacting the firm's performance, especially in 

President Soeharto's regime, this research aimed to fill the gap and examines the influence between politics and financial flexibility.  

 

LITERATURE REVIEW 

Political Connection 

Political Environment 

According to North (1990), a country's political environment can influence the performance of firms operating within its borders. While 

sometimes, it can reduce uncertainty in business; however, excessive regulations or intervention can oppositely affect a firm's value. Richards 

et al. (2009) opine firm's performances are inseparable from the political environment, with political environment refers to forces and issues 

arising from the political government decision on changing the expected outcome and economic action. Meanwhile, Ibeto (2011) defines the 
political environment as a factor that arises from changes in government policies or programs that may influence economic entities in achieving 

their goals. 

 

Political Strength  

Resource dependence theory (RDT) by Pfeffer & Salancik (1978) implies that the main objective for the firm establishing political 

connection is to reduce external environment uncertainty. Because it can provide firms with a more reliable resource base, for instance, links to 
government, counsel advice, and experience. Several literature studies have defined the relationship between political connection and firms, 

one of the examples is by Yeh et al. (2013) that stated there are costs in obtaining political connection because they have to contribute through 

political intervention or donation (Fan et al., 2007).  Mixed evidenced resulting in this study has also emerged recently, such as by Fan et al. 

(2007) that show firms with politically connected CEO underperform those without politically connected. Wu et al. (2012) also shows that 
local SOE with connected CEO and chairman might have lower firm's value compare to non-SOE. Furthermore, Chen et al. (2015) also find 

that SOEs with connected managers might hurt investment efficiency.  

 

Capital Structure 

Optimal Capital Structure 

Theories of capital structure have been widely recognized and verified in literature since the work of Modigliani and Miller (1958), which 

stated that firm value is independent of its capital structure. Since then, many theories and hypotheses have been developed to arrive at an 

optimal capital structure. One of the debates regarding the optimal capital structure is the static trade-off model (Buvanendra et al., 2018), 
which argues that firms choose the optimal level of debt by trading off the benefits of debt against its cost. Alternatively, the firm will seek to 

maintain an optimal capital structure by balancing the benefits and the cost of debt (Scott, 1976). This theory also rationalizes average debt 

ratios. In this model, the capital structure of the company is always at the optimal point. 

In contrary to the static model, the development of dynamic trade-off theory found by Kane et al. (1984) stated that company leverage 
could fluctuate until a certain level until it starts adjusting the leverage back (Soekarno et al., 2016). If the adjustment cost is zero, the company 

will not be driven to deviates from the optimal capital structure. Thus adjustments will be made immediately. However, because of the 

imperfect market condition such as asymmetry information and financing costs, the company might deviate its optimal capital structure. (Elliot 

et al., 2008).  

 

Financial Flexibility 

Several studies from Graham & Harvey (2001), Broumen et al. (2004), and Piengar & Wilbricht (1989) have shown that financial 

flexibility is believed as the primary order determinant of corporate financial policies. Until now, there is still no uniform and authoritative 

definition of what financial flexibility is. There is much literature that emphasizes financial flexibility's function as "precaution" and "utilize" 

when facing an uncertain environment (Liu, 2017). Deangelo & Deangelo (2007) and Gamba et al. (2008) define a firm's financial flexibility 
refers to its ability to timely obtain and employ financial resources to prevent and utilize uncertain events and then control the valuable 

investment opportunities to reach value maximization.  

The issue of financial flexibility has been essential to corporate financing decisions, especially in developing countries for two reasons, (1) 

their stock markets have not fully developed and are characterized by a high volatility of capital flow (Setianto & Kusumaputra, 2017). (2) ease 
of capital flows evaporation experienced by developing countries will prevent the supply of funds in capital markets and bank loans, thus 

affecting the availability of capital to finance the firm's investment. (Guo & Stepanyan, 2011). 

 

Political Connection and Financial Flexibility 

According to Cook & Tang (2010), macroeconomic conditions do affect companies' financing choices, implying that companies adjust 

their leverage toward target faster in good macroeconomic states rather than in bad states. Another supported research by Oztekin & Flannery 
(2012) also proved that financial and legal conditions might vary to debt adjustment speeds. Consistently, Baum et al. (2016) also followed a 

similar approach in comparing the speed of adjustment to leverage across countries indicate that companies with above-target leverage added 

with financial surpluses adjust their leverage quickly when macroeconomic risk is high and firm-related risk is lower. Meanwhile, companies 

with below-target leverage or financial deficits adjust their capital structure more quickly when both types of risk are low.  

Arslan-Ayaydin et al. (2014) found that financially flexible firms had better investment levels, which cause in increasing a firm's 

investment ability (Yung et al., 2015). Firm with higher financial flexibility will have the ability to execute and pursue sudden more investment 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 616  

opportunities and anticipate potential future growth than less financially flexible firms (Setianto & Kusumaputra, 2017); it is because it can 

adopt a low leverage ratio (conservative debt policy) as well as maintaining a high level of cash holding for several periods. Yung et al. (2015) 

argue that financially flexible firms have easier access for external financing sources since they have unused debt capacities, thus make them 

less dependent on internal financing sources.  

 

Political Connection and Capital-Related Decisions 

In developing countries, politically connected firms are more likely to get funded by the government, thus correlated with a lower cost of 

debt (Liedong & Rajwani, 2017). It is because it reduces the average loan spread because bankers recognize that connection might have a 

positive impact on "profitability," "information access," and "policy risk reduction" (Houston et al., 2014). 

Xu et al. (2010) have found that state-owned enterprises tend to over-invest, whereas privately controlled firms are apt to under-invest. 
Extending the research, firms with political connections also enjoy exceptional access to government loans, hence is more likely to use 

excessive leverage in financing decisions (Ebrahim et al., 2014). Supporting the statement, Belghitar et al. (2016) also find that political 

connections influence managerial, financial decisions. It shows that politically-connected firms through the board of directors are highly 

leveraged, use more long-term debt, reserve excess cash, and associated with lower financial reporting compared to non-connected firms.  

In contrast, some banks might also see politically affiliated firms are risky, especially when they must "give back" by supporting the 

government's community or monetary goals (Luo, 2001) or giving gifts to them (Peng & Luo, 2000). Ling et al. (2016) added that the existence 

of politicians in the board increase firm investment risk because they tend to overinvest the assets and to cause it to be less efficient as the 

government may distort a firm's investment behavior (Chen et al., 2011). Moreover, the absence of effective institutional checks and balances, 
especially in emerging countries, allows connected firms to default on loans and indulge in morally hazardous behavior as politicians protect 

them. (Liedong & Rajwani, 2017) 

 

Hypothesis Development 

In the context of Indonesia, a firm with political connections are found to be more treated differently compare to non-political connected 

firms (Liu, 2017). It is because firms with having a political connection are found to have strong support from the government. An implication 
of beneficial impact also shown by Omonona (2019), Golden Key - a manufacturing company, had been granted a loan from the state-owned 

bank at a favorable-terms because the shareholders were President Soeharto's son in the 1990s. This researches also supported Faccio's (2006) 

statement that stated politically connected firms are easier to be bailed out by the government compared to those that are not connected. The 

easiness of getting loans also means that the firm will be benefited and might cause them to increase the debt in the firm, hence will increase 

the firm's adjusting to its target leverage.  

Adhering to the previous paragraph, where firms with political connections are beneficial in adjusting the capital structure, especially in 

the context of obtaining loans and raise its leverage. Therefore, the following hypothesis is proposed: 

H1: There is a positive relationship between the strength of political connection to firm financial flexibility 

 

METHODS 

Dependent variables in this research are the firm's leverage ratio and financial flexibility. While for the independent variables, this 

research uses political connection POL measured by dummy (POLD) and proportion (POLP). Firm's leverage is calculated from its total 

liabilities to total assets obtained from the company's annual report. Financial flexibility is the deviation between the firm's target leverage and 

the firm's actual leverage. Since the firm's target leverage cannot be observed, but can be estimated. Target leverage is a function of lag 

variables of its determinants. Control variables data are acquired from the firm's annual report. They are firm size (SIZE), profitability (PROF), 

non-debt tax shield (NDTS), dividend payout ratio (DPOR), and growth opportunities (GROW). SIZE is the logarithm of total assets; PROF is 

total EBIT to total assets, NDTS is the ratio of total depreciation to total assets, DPOR is the total dividend distributed to total income and 
GROW is a change in total assets from the previous year. The population of this research is all firm listed that consistently listed in 

KOMPAS100 Index from 2014 – 2018. On the whole, the author analyzes 48 firms with 39 of them are politically-connected, and 9 of them are 

none. 

 

ANALYSIS OF FINDINGS AND DISCUSSION  

Regression Results 

Static Measure 

Since the firm's target leverage cannot be observed, this research will use variables mentioned in the previous research model in predicting 

it. Adhering to the results, NDTS, DPOR, and GROW variables are aligned with the expected sign stated in the previous chapter. NDTS is 

expected to reduce the firm's leverage ratio, and GROW expected to increase the firm's leverage. Meanwhile, DPOR is the only variable that 
shows significant results at a 5 percent level. In contrast, the other two variables – profitability and firm's size results are found to be 

insignificant and unaligned with the previous studies. 

 

Dynamic Measure 

Adopting the methodology in previous sections, DPOR is the only variable that was significantly affecting the firm's leverage. Hence only 

its coefficient is used in this regression model. Following the results of SIZE has the most substantial deviation, then the research also examines 

whether POLD(-1) or POLP(-1) in different samples of a firm's size impacts on the firm's financial flexibilities. This research will use a 

combined, large-size, and small-size firm to make the result more robust. 
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The results show that PROF(-1), NDTS(-1), SIZE(-1), and GROW(-1) are consistently affecting the firm's financial flexibilities in both 

three models. Variables that shows positive relationship are PROF(-1), NDTS(-1), and SIZE(-1), while GROW(-1) show negative implication 

to financial flexibilities. However, DPOR(-1) show mixed results with negative value in all-sample and large-size sample, but positive in small-

size samples. Vice versa, POLD(-1) and POLP(-1) show a positive sign on model with combining all sample and large-size sample, but 

negative in small-size firms. 

The interpretation of positive and negative coefficient of variables to financial flexibility can be interpreted by increasing or decreasing of 

firm's flexibility to reach its target leverage from the actual leverage. 

 

Discussion 

From the regression results, it can be inferred that there is a mixed relationship between the political connection and financial flexibilities 
of firms listed in the KOMPAS100 Index. The result is depending on the firm's size and various measurements of political connection. The 

results also show that when a political connection is measured by proportion, it shows a higher estimated coefficient compares to dummy. 

Thus, this can be inferred that politically connected board members are more prominent towards financial flexibilities.  

Private firm with political connections also can benefit them in reducing the transaction costs of external financing, which increase the 
firm's flexibility (Kuang et al., 2017). This also intrigues private firms in forming a relationship with politicians. Lastly, Liu (2017) also stated 

that due to institutional discrimination against private firms, the speed of adjustment could be solved by building political rent-seeking or 

employing political connections.  

For the control variables, GROW is negative and significant in the models, which also supports Chen (2004), Lang et al. (1996), and 
Jensen (1986), showing that growing firms are unlikely to raise debt because they can signal investment opportunities. PROF is found to be 

positive and significant to the firm's financial flexibility supporting the trade-off theory, which stated that firms with higher profitability would 

take debt to benefit from tax shield. Furthermore, because they are likely to be gain cheaper financing costs from creditors (Salim & Wendy, 

2019). Moreover, SIZE also shows positive and significant results, which also supports the trade-off theory model, which suggests larger firms 

tend to gain more trust as they are more transparent and less likely to suffer from financial distress.  

DPOR, while in the static model, found to be significant in determining the firm's leverage; it only aligns when using a large-size sample 

model—showing significant relationship to the firm's financial flexibility. This result is aligned to Soekarno et al. (2016), which shows that the 

dividend payout ratio is significant in determining capital structure.  

 

CONCLUSION 

This study aims to determine the impact of political connection towards firm financial flexibility in Indonesia. This research also adds a 

unique contribution by adding a literature review in finding the relationship which has never been done in Indonesia before.  

After conducting a two-steps panel data regression model, in which (1) predicting the target leverage and (2) determining the financial 

flexibility, this study shows some evidence for the hypothesis in claiming that there is a positive relationship between political connections and 
financial flexibility in large-size firms. However, political connections in small-size firms might have the possibility of negative and 

insignificant results.  

These research findings suggest that politically connected board members increase financial flexibility in a large-size firm; hence, 

stakeholders should be encouraged to choose a board member who is politically connected to help increase its flexibility. While for small-size 
firm, stakeholders should not choose a board member who are politically connected as it will decrease its flexibility. Moreover, this research 

also shows good evidence to stakeholders that having political connections is more critical to non-connected on a firm's decisions making.     
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Abstract  

Inequality is one of the problems faced by the whole world, both in developed and developing countries. The purpose of this research is to 

examine the effect of macroeconomic factors on economic inequality by using linear regression analysis. This study uses a sample based on 

secondary data from SUSENAS for the period 2013-2018 and the object of research is 27 cities/districts in West Java. The analytical method 

used is multiple linear regression to determine the relationship between gross regional domestic product (GRDP) per capita, inflation rate, 

human development index (HDI), and the total population of the Gini Ratio. The results of this study indicate that macroeconomic factors that 
have a negative effect on the Gini ratio are Gross Regional Domestic Product (GRDP) per capita and Population Number. In contrast, the 

Human Development Index and Inflation Rate have a positive impact on the Gini ratio. Simultaneously, all macroeconomic factors have a 

significant influence on the Gini ratio. Furthermore, partially, the Gini Ratio is only approved by independent variables, namely the Gross 

Regional Domestic Product (GRDP) per capita and the Human Development Index (HDI). The implications of this research that sound 
macroeconomic policy, which keeps GRDP per capita, Inflation Rate, Human Development Index, and Total Population to remain stable in the 

long run, should be a necessary initial step of any policy package implemented to alleviate inequality in West Java. Local governments should 

manage GRDP per capita by developing economic potential in each city/district and the Human Development Index by skill training programs 

throughout the West Java region. 

 
Keywords: Gini Ratio, Inequality, Linear Regression, Macroeconomics Factor  

 

BACKGROUND 

Differences in the living standards of each individual can cause economic inequality, for example, when comparing the lives of the rich 
and the poor. When it comes to equality, the gap between the rich and the poor is not a concern for anyone, and there is no dispute about the 

redistribution of income that should be a priority in public policy. (Mankiw, 2013). This situation makes the United Nations (UN) design 

several essential goals in life called the Sustainable Development Goals (SDG). In general, SDG focuses on several fields, such as poverty, 

health, education, and sustainable living. 

One concrete example of economic inequality is comparing the economic growth for each region, both in urban and rural areas. That is, 

economic growth in urban areas every year is always increasing and tends to provide positive expectations for investors or businesses. As for 

rural areas, economic growth tends to be stable and only depends on commodities or natural resource products that grow in the region. Knight 

(2013) stated that inequality can be increased or reduced through migration but depends on the ability of poor households who have enormous 

incentives to send migrants. 

For this reason, the Government could analyze and study in-depth starting from a macroeconomic perspective, by looking at strategic 

indicators carried out each period. For this reason, the government could analyze and study in-depth starting from a macroeconomic 

perspective, by looking at strategic indicators carried out each period. Galor (2011) states that Inequality adversely affect the Macroeconomic 
activities and economic development in the short-run. The higher Inequality that arises due to greater income differences between households 

leads to greater relative vulnerability to Inflation of low-income households (Albanesi, 2002). Kovacevic (2010) state that a relative measure of 

opportunity Inequality is obtained when divided by overall inequality in the Population. GDP per capita and other variables related to 

differences that already exist in a country might affect income Inequality (Brueckner, 2018). Fischer (2003) has argued that Inequality in well-
being measured by the Human Development Index has declined over time. Based on previous research journals, macroeconomic factors can 

indicate the relationship with economic inequality. 

By using data derived from SUSENAS, this has been frequently used for estimating expenditure inequality, but only rarely for analyzing 

the distribution of income (Leigh, 2009). Strategic indicators such as Gross Regional Domestic Product (GRDP) per capita, inflation rate, 
Human Development Index, and total Population can be used as independent variables to see the relationship and give an effect on economic 

inequality as a dependent variable. 
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LITERATURE REVIEW 

Economic Inequality 

Inequality measure of the position of the individual relative to the whole population and the position of a population group against other 

population groups. There are at least 2 (two) concepts of inequality that appear in the economic literature, which are economic inequality 

between individuals (households) and economic inequality between regions. Economic inequality in the regional context is often associated 

with income inequality (GRDP) between areas. Information about variation among population groups is an essential element when designing 
intervention programs/policies in development activities. One of the most commonly used indicators of inequality is the Gini Ratio. For the 

score of the Gini Coefficient to be in the interval between 0 (perfect equality) and 1 (perfect inequality), it does not change below the 

transformation scale. When a score equal to 0 can interpreted that all people have the same money value, instead choose a rating equal to 1, 

then everyone has one zero income, while one person has an amount of income. (Giorgi, 2016). 

Macroeconomics Factor 

Macroeconomics is the study of the fluctuations in the cycles of income and economic growth, unemployment, production and income 

distribution, inflation, and financial markets. Simply put, it is the study of aggregate supply and demand. (Mankiw, 2016). Economists build 

such models so that they can explain the structure of an economy and the role and significance of the parts that make up this structure. 
Macroeconomic models also used to help economists and policymakers make predictions, or forecasts, about the economy, and the effect of 

changes in one economic variable, such as exchange rates, on other variables, such as prices and output. The macroeconomics factor that will 

use as variable independents are GDRP per capita, Inflation rate, Human Development Index, and Total Population. 

The first factor is GDRP per capita. In principle, determining GDP can be done through three approaches, including the production 
approach (or value-added or output), the income approach, and the speculative expenditure approach. The production approach is the most 

direct approach of the three methods, by adding up the outputs from each level of the company to reach the total. The principle of the 

expenditure approach based on that all products must be purchased by someone, so the total value of the product must be equal  to the total 

expenditure of someone in buying something. Furthermore, the principle of the income approach is that income from productive factors must 
be equal to the value of the product and determines GDP by finding the total income of all producers. In general, the approach used to calculate 

Indonesia's GDP is the expenditure approach. The second factor is the Inflation Rate. In simple terms, inflation is understood as a persistent, 

ongoing rise across a broad spectrum of prices. The inflation target is expected to be a reference for business actors and the public in carrying 

out their economic activities in the future so that the inflation rate can be reduced at a low and stable level. One effort to control inflation 
towards low and stable inflation is to shape and direct the inflation expectations of the community to refer to (anchor) the predetermined 

inflation target. 

The third factor is the Human Development Index. Sen (1989) defines human development as an extension of the real freedom enjoyed by 

humans. Democracy depends on socioeconomic factors such as access to education, health, employment, and politics. Development humans 
are the way and the final destination. Ul Haq (1995) argues that human development is a process expansion of choices namely political 

freedom, participation in social life, the opportunity for education, survival alive and well, and enjoying a decent standard of living. The fourth 

factor is the Total Population. The total population growth rate in Indonesia is not too much different from the rate of natural population 

growth, because migration (both immigration and emigration) is not so numerous that the effect is minimal and can be ignored. Population 
growth is usually expressed as a percentage (%) and is generally calculated for a period of one per year. Another term that is often equated with 

population growth is population growth. The difference is that for an increasing population, the amount is expressed in a certain number, while 

population growth is expressed in percent (%). 

Hypothesis 

H1: Gross Domestic Regional Product (GDRP) per capita has a significant impact on Gini Ratio 

H2: Inflation Rate has a significant impact on Gini Ratio 

H3: Human Development Index (HDI) has a significant impact on Gini Ratio 

H4: Total Population has a significant impact on Gini Ratio 

 

METHODS 
This research is a type of quantitative analysis, viewed from the level of explanation. This research is an associative study with a form 

of correlation analysis. Correlation explores the nature (positive, negative, or none) and the degree of association (magnitude of closeness) 
between two variables (Senthilnathan, 2019). The research focused on the influence of GRDP per capita, Inflation Rate, Human 

Development Index (HDI), Total Population as the independent variables, and the Gini Ratio as the dependent variable of the Economic 

Inequality in West Java. The model that will be used in this study using the Multiple Linear Regression with Panel Data. Following is the 

specification of the model to analyze how the macroeconomic factors identified affect Gini Ratio as an indicator of economic inequality 
measurement. 

Gin𝑖𝑡 = 𝛽1 + 𝛽2𝑙𝑛𝐺𝑅𝐷𝑃𝐶𝑎𝑝𝑖𝑡 + 𝛽3Inflat𝑖𝑡 + 𝛽4HDI𝑖𝑡 + 𝛽5Popul𝑖𝑡 + 𝑈𝑖𝑡 

Gini  : Gini Ratio per cities/districts in West Java Province  

GRDPCap : Gross Regional Domestic Product per cities/districts in West Java Province  

Inflat : Inflation Rate per cities/districts in West Java Province  

HDI  : Human Development Index per cities/districts in West Java Province  

Popul : Total Population per cities/districts in West Java Province  

𝑙𝑛  : Notation in logarithmic form  

𝛽1  : Constants  
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𝛽2; 𝛽3; 𝛽4; 𝛽5 : Coefficient of independent variable regression  

𝑈  : Error term  

𝑖  : Cities/districts  

𝑡  : 2013-2018 panel data 

There are several methods of regression models, namely Pooled Least Square, Fixed Effect Model, and Random Effect Model. Pooled 

Least Square has the same principle Ordinary Least Square by minimizing the number of quadratic errors. Fixed Effect Model is  the 
estimation of the regression model on panel data assuming that the slope coefficient is constant. At the same time, the intercept value is 

considered to differ between cross-section units, but the intercept is supposed to be of fixed value over time. Random Effect Model 

assumes that the value of the slope coefficient is constant while the value of the intercept varies between individuals and between times or 
is a random effect. To estimate the regression model, there are several tests such as Chow and Hausman Test. Equality of error variances in 

two linear regression equations is the main restriction assumed in the Chow test (Chow, 1960). This test is carried out to determine which 

of the models between the pooled least square or fixed effect model is better used in this study. Hausman (1978) proposed a series of 

specification tests for a null hypothesis against an alternative that relies on the following bright idea. This test is carried out to find out 
which model is better to use between fixed-effect models or random effect models. 

After conducting the Chow test and the Hausman test to determine the best estimation model, the classical assumption test is then 

performed to ensure that the estimated estimation model is independent of classical assumption problems or not. For this reason, it is 

necessary to carry out several kinds of classical assumption tests such as the Normality Test, Multicollinearity Test, Heteroscedasticity 
Test, and Autocorrelation test. In this research, the normality test was carried out using the Shapiro-Wilk, Skewness-Kurtosis, and Shapiro-

Francia Test. If the computed value of the probability value of the statistic in an application is sufficiently low (lower than a (5%)), the null 

hypothesis can be rejected, which means the data residual is not normally distributed. But if the probability value is reasonably high (higher 

than a (5%)), do not reject the null hypothesis. 
In this study, the multicollinearity will be carried out using a high pair-wise correlation and variance of the inflation factor. As a rule 

of thumb, if the VIF of variable exceeds 10 will be considered having high collinearity among two variables. In this study, the 

heteroscedasticity test was carried using the Modified Wald Test and Breusch-Pagan Test. Modified Wald test can determine whether a 

model has a heteroscedasticity problem or not (Baum, 2001). The chi-square probability will identify the critical value is higher than 5%, 
and this result will not reject the null hypothesis and consider the data is homoscedasticity, and there is no heteroscedasticity occurred. 

Autocorrelation can be detected using the Wooldridge test (Wooldridge, 2010) on panel data. Statistical testing is done to strengthen the 

estimation results of a study. The statistical tests performed include the coefficient of determination (𝑅2), simultaneous significance test, 

and partial significance test. A concise measure that informs us how well a sample regression line matches the data is the definition of the 

coefficient of determination (𝑅2) (Gujarati, 2003). The use of the F test is done to determine the level of significance or see the influence 

of the overall independent variable on the dependent variable in the model at a certain level of significance. The use of a t-test is done to 

determine the level of significance or see the influence of independent variables with the dependent variable individually or each 

independent variable on the dependent variable in the model at a certain significant level. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

After explaining the methodology of this research, this time, Author will analyze the relationship between macroeconomic factors and 

economic inequality, for processing the data itself using STATA Software as a tool for analyzing multiple linear regression. For the 
observations, they numbered 162, with details of 27 cities/districts as Cross-Section data and 2013-2018 for six years as Time-Series data. 

Using Chow and Hausman Test, then Fixed Effect Model chose as the best estimation model. After determined the best estimation model, the 

classical assumption test is then performed to ensure that the estimated estimation model is independent of classical assumption problems or 

not. For normality test using the Shapiro-Wilk test with a score of 0.56, Skewness-Kurtosis test with a score of 0.42, and Shapiro-Francia test 
with a score of 0.40, obtained P-Value (Prob> Z) >Alpha 0.05 then H0 is accepted or which means cannot reject regression models is normally 

distributed. For a multicollinearity test using a VIF test with a Mean VIF score of 1.26, which obtained P-Value (Mean VIF) < 10. Moreover, 

using a correlation test with none of the correlations among variables is higher than 0.80, which means there was no multicollinearity in the 

regression model. For heteroscedasticity test using a Modified Wald test with a score of 0.0000 and Breusch-Pagan test with a score of 0.0003, 
obtained P-Value (Prob> Chi2) < Alpha 0.05 then H0 is rejected or which means regression models have heteroscedasticity problems. For 

autocorrelation test using Wooldridge test with a score of 0.16, obtained P-Value (Prob>F)>Alpha 0.05 then H0 is accepted or which means 

regression models do not have an autocorrelation problem. 

Based on Table 1, from the regression results with the Fixed Effect Model, the independent variables that are positively correlated with the 
Gini ratio as the dependent variable are "inflasi" with the numbers 0.0052132, and "ipm" with the numbers 0.0174682 whereas the independent 

variables that are negatively correlated with the Gini ratio are "pdrbcap" with numbers - 0.0012143 and "populasi" with numbers -0.0420504. 

From statistical testing, the R-Squared value is at 74.77%, and the Adjusted R-Squared is at 68.75%. 

Given the objection to this fact and contemplate that existence heteroscedasticity is a significant concern in application regression analysis 
because it can cancel the statistical test of significance which assumes that the modelling error is uncorrelated and uniform. To deal with 

heteroscedasticity, the author used a method that handles these issues with robust standard errors. For this reason, the authors plan to improve it 

by using Huber-White Robust. Regression results after correction in the heteroscedasticity test in STATA, Thus the problem of 

heteroscedasticity is not present anymore. This gives robust standards errors, which are different from standard errors in Table 1. For standard 
errors, it has been adjusted for 28 clusters in the variable "kode_kokab". Here robust standard error for the variable "pdrbcap" is 0.0004607, the 

robust standard error for the variable" inflasi" is 0.1058157. Next, the robust standard error for the variable "ipm" is 0.0039167, and the robust 

standard error for the variable "populasi" is 0.0420504. 
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Table 1 Fixed Effect Model with Huber-White Robust 

 

Source: Processed Data | Susenas 

After testing the classical assumptions, statistical tests will be performed to test the hypothesis. At the statistical testing stage, several 

hypothetical tests will be carried out, such as the Coefficient of Determinant, Simultaneous Significant Test, and Partial Significant Test. Based 

on Table 1, the coefficient of determination (𝑅2) for the Gini Ratio is 0.74%. This means the independent variables can explain 74 % of the 
distribution of the Gini Ratio. F Test results can be seen from Table 1, which can be seen in the section (Prob>F). By looking at the results of 

the table, obtained P-Value (Prob>F) < Alpha 0.05 then H0 is rejected or which means that all independent variables in the model affect 

variable dependent. The independent variable is said to be significant at the 5% level if the right-hand column is (P> t) or also called p-

value/significance <0.05. Based on Table 1, the independent variables that significantly influence the Gini ratio are "pdrbcap" with a value of 

0.014 and "ipm" with a value of 0,000. 

Based on the statistic results, hypothesis testing could be proved. From 4 hypotheses that were tested, two assumptions were proved 

correct, and two assumptions were wrong. 

H1 accepted because GRDP per capita significantly impacts economic inequality. It can be concluded that when GRDP per capita 

increase, then Economic Inequality will decrease. 

H2 rejected because Inflation rate does not significantly impact economic inequality. The inflation rate has no direct impact towards 

Economic Inequality. 

H3 accepted because Human Development significantly impacts economic inequality. It can be concluded that when the Human 

Development index increases, then Economic Inequality will increase. 

H4 rejected because Total Population not significantly impacts economic inequality. Total population has no direct impact towards 

Economic Inequality. 

Based on the results above, the linear regression model created is: 

Y = -0.7414 - 0.0012 GRDPCAP + 0.0052 INF + 0.0174 HDI - 0.0420 POP + e. 

Where Y is the dependent variable, -0.7414 is a constant, GRDPCAP is the 1st independent variable, INF is the 2nd independent variable, 

HDI is the 3rd independent variable, POP is the 4th independent variable, and e is an error. 

 

CONCLUSION 

Based on the analysis that performed on the previous chapter, related to the all the independent variables to the Economic Inequality in 

West Java in 2013 until 2018, there are two statements obtained to answer the research question in this study is to look at the relationship 
between the independent variable with the dependent variable simultaneously and the relationship of each independent variable to the 

dependent variable or partially. Based on the result of the F-Test, GRDP per capita, Inflation Rate, Human Development, and Total Population 

simultaneously had significant impact to Gini Ratio, with P-Value of 0.0005 

< Alpha 5%. The implications of this research that sound macroeconomic policy, which keeps GRDP per capita, Inflation Rate, Human 
Development Index, and Total Population to remain stable in the long run, should be a necessary initial step of any policy package 

implemented to alleviate inequality in West Java. Based on the result of the t-Test, Gini Ratio is affected by two variable, GRDP per capita and 

HDI. The GRDP per capita have a negative correlation to Gini Ratio, for every 1-unit increment in GRDP per capita it will decreasing the Gini 

Ratio by 0.0012 unit. The HDI have a positive correlation to Gini Ratio, for every 1-unit increment in HDI it will generating the Gini Ratio by 

0.0174 unit. 

GRDP per capita can be calculated from the prevailing GRDP divided by the number of residents in a city/district. GRDP per capita value 

can be high because there are some people with very high incomes in the city/district. Also, differences in income from an economic sector can 

cause economic inequality. In the long run, the effect of economic inequality on per capita income is negative on average, and the impact of 
inequality between rich and emerging countries does not have a significant difference (Herzer, 2012). Based on journals from previous studies, 

it can be concluded that there is a negative correlation between GRDP per capita and the Gini Ratio. 
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Economic development can be said to be successful if a city/district can increase economic growth and increase the standard of living of 

the people equally or better known as the Human Development Index (HDI). The problem that occurs is that the HDI in each city/district is 

different; this makes HDI one of the factors that influence economic inequality between the city/district. Alvan (2002) provides empirical 

evidence of a positive correlation between the Medium Human Development Index (MHDI) and the Low Human Development Index (LHDI) 
and the Gini Index as an indicator of economic inequality. Based on journals from previous studies, it can be concluded that there is a positive 

correlation between the Human Development Index and the Gini Ratio. 

Based on the analysis that has been done in this research, there are several recommendations. For GRDP per capita, Author suggest to use 

Regional Economic Development Program as recommendation for this issue. The target of this program is cities/districts in West Java that are 
still classified as low in GRDP per capita. This program is expected to increase economic growth with develop competitive advantage in 

cities/districts. For HDI, Author suggest to use Skill Training Program as recommendation for this issue. Skill Training Program is a program 

that is planned by providing opportunities for people who still need the development of education to get guidance and work skills training. The 

target of this program is people who have dropped out of school and are elderly in the West Java region. This program is expected to improve 
the quality of human resources in cities/districts that are still incompetent. The government must take a serious concern to solve the inequality 

issue. 
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Abstract  

Risk in corporate investment is inevitable. However, during investment decision-making process, managers might not disclose risks that are 

being faced in the company, thus creating information asymmetry that leads to agency problems. If a company wants to reduce agency costs by 

reducing information asymmetry, it is suspected to be achieved by disclosing information, risk specifically. This study aims to identify the risk 

disclosure level in Indonesia, and the relationship between risk disclosure and investment efficiency, while dividing investment inefficiency 
into underinvestment and overinvestment. Through this paper, a total of 53 companies that are based on the companies consistently included in 

the Kompas 100 index during 2017 – 2019 are thoroughly researched. It is believed that risk disclosure negatively affects investment 

inefficiency, thus positively to investment efficiency. Our findings showed that the average of risk disclosure in Indonesia is at 1.12%, and 

there is some evidence that showed significant negative relationship with investment inefficiency, and both underinvestment and 
overinvestment. Finally, this study provides a guide to corporates on disclosing risk disclosure in annual reports as it helps to make a more 

efficient investment for the company. 

 
Keywords: Indonesia,  investment efficiency, overinvestment, risk disclosure, underinvestment  

 

BACKGROUND 

Investments made by firms are essential not only for the firms themselves to survive and expand but also for economic condition as it 

might play a part in employment. Furthermore, the focus on investment should not only be on the amount itself but instead on the quality. 

Adequate investment decisions could also happen with an adequate amount of information as well. One of the important information is risk, as 
risk is inevitable in corporate investment. Information about the risk that is disclosed by the firms became important because then capital 

providers can calculate the return on investments generated by the firm and so they will limit the capital provided to just the projects that 

generate positive NPV (Lai et al., 2013). They can also monitor the project and see how their capital is being used in the project.  

However, companies do not always disclose their information thoroughly, causing information asymmetry between companies and capital 
providers, and it eventually leads to poor investment management or investment inefficiency (Bushman & Smith, 2001). Because of the 

financing and agency issues, corporate investment in companies deviates from the optimum level. Firms' managers trap into over- or under-

investment, which causes inefficiencies in investment.  

Studies on the impact of investment efficiency and risk disclosure in Indonesia are however, not yet done. This paper has several 
objectives which are knowing the level of risk disclosure in Indonesia and also investigating the relationship between risk disclosure and 

investment efficiency.  

 

LITERATURE REVIEW 

In the business and management domain, the relationship between the manager(s) and the owner(s) of the company is most widely 

considered from the point of view of the agency. A problem in this principal-agent relationship is when they have different interests, and 
asymmetric information occurs between them where one possess more information than the other, in such a way that the principal can not 

explicitly guarantee that the agent is always behaving in its best interests. The deviation of the agent from the principal's interest is called the 

"agency cost" (Bebchuk & Fried, 2004). However, disclosure can help cut the cost of monitoring the use of corporate assets for self-benefiting 

actions by managers. By reducing monitoring costs, disclosure reduces overall agency losses (Mahoney, 1995). 

Corporate investment acts as a way to serve the purpose of corporate finance, which is to maximize the shareholders’ wealth. A good 

investment is the one who will create value to the company, and eventually to shareholders. There are factors influencing investment decision 

making, such as cash flow available to the firm, leverage, firm size, business risk, and growth (Cariola & La Rocca, 2005). Internal rate of 
return (IRR) will also be used in conjunction with net present value (NPV) to compare alternative projects and choose which ones are going to 
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be taken due to its optimality in giving the company value. In a perfect world, as described in Modigliani and Miller's (1958) model, any 

project with a positive net present value (NPV) is funded as it appears, and projects that are going to provide negative NPV will not be funded. 

However, in reality, the desired result is prevented by a variety of frictions, and the most discussed one being issues originating from 

information asymmetries (Hubbard, 1998; Stein, 2003). Informational asymmetries happening in a firm can lead to some investment projects 
with a positive net present value (NPV) not being chosen to be pursued, and projects with negative net present value (NPV) will not be 

rejected.  

In investment, risk is unavoidable, and thus it plays an important role in investment decision making. Corporates then need to 

communicate risks within the company through risk disclosure. Risk reporting regulation in Indonesia itself is already acknowledged and stated 
in Keputusan Ketua Bapepam LK Nomor: Kep-431/BL/2012. Risk disclosure in a company is important to make substantial investment 

choices, and it has become a critical part of business disclosure policy as it provides greater transparency and increases the confidence of 

investors (Linsley & Lawrence, 2007; Linsley & Shrives, 2006; Solomon et al., 2000). Enhanced risk management has at least the potential to 

lead to a more secure investment operation and capital accumulation environment. 

Based on the literature review above, this research develops the hypothesis of 

H1: Risk disclosure has a negative relationship with investment inefficiency 

 

METHODS 

Data Collection 

The author collects data of Indonesian listed companies that are consistently in the Kompas100 Index from the year 2017-2019. After a 

series of filtering of observations that did not meet the requirement of the research, there are 159 firm-year observations that are selected as the 

sample. The data is collected from open resources such as Indonesia Stock Exchange, Yahoo Finance, and financial data from IDX to obtain all 

data needed in order to conduct the research. Risk disclosure is the frequency count of risk keywords in the Management Discussion and 

Analysis (MDA) section divided by total word in MDA section. This data is obtained by performing textual analysis by a software named 

Atlas.ti. 

 

Data Analysis Method 

To find the relationship between investment efficiency and risk disclosure in annual reports, the author is referring to the method of Cao 

(2012), who writes Eq. (1) as follows:  

 

𝐴BS (𝑂𝑣𝑒𝑟𝑖𝑛𝑣𝑒𝑠𝑡 𝑜𝑟 𝑈𝑛𝑑𝑒𝑟𝑖𝑛𝑣𝑒𝑠𝑡) = β0 + β1𝑅ISK𝑡 ‒ 1 + β2 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 + ∑β𝑘𝑌𝑒𝑎𝑟 + ∑β𝑗𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + ε(1) 

 

The dependent variable is ABS(overinvest/underinvest), indicating investment inefficiency. The control variables for this model are free 

cash flow (FCF), corporate growth (GROWTH), proportion of local institutional investors (INL), proportion of foreign institutional investors 

(INF), firm’s total asset (SIZE), leverage (LEV), listed years in the BEI (AGE), return on equity (ROE), number of board of directors 
(BOARD), proportion of independent commissioner (IND), loss of the company (Loss), state-owned enterprise (SOE) as dummy variable, and 

auditor from Big4 (BIG4) also as dummy variable (Li et al., 2019). 

To estimate investment inefficiency, author follows Richardson (2006) and determines the value of the new investment in Invest, and sees 

the residual, which represents overinvestment when the sign is positive or underinvestment otherwise. The model is as follows:  

   

𝐼𝑛𝑣𝑒𝑠𝑡𝑖, 𝑡 =β0 +β1𝐺RO𝑖, 𝑡 ‒ 1 +β2𝐿EV𝑖, 𝑡 ‒ 1 +β3𝐶ASH𝑖, 𝑡 ‒ 1 +β4SIZE𝑖, 𝑡 ‒ 1 + β5𝑅OE𝑖, 𝑡 ‒ 1 + β6𝐼NVT𝑖, 𝑡 ‒ 1 + ∑β𝑘𝑌𝑒𝑎𝑟 + 

∑β𝑗𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 + 𝜀(2)  

This model determines the investment spending as the function of growth. The positive regression residual using model (2) indicates 
overinvestment, while negative residual indicates underinvestment. Author calculates investment inefficiency using absolute residual value, 

where high value represents high investment inefficiency, and the low value represents low investment inefficiency. The control variable for 

the equation (2) will be leverage (LEV), firm size (SIZE), firm age (AGE), the level of cash (CASH), past stock returns (ROE) and prior firm-

level investment (INVT) (e.g., Hubbard, 1998; Richardson, 2006).   

ANALYSIS OF FINDINGS AND DISCUSSION 

Risk Disclosure and Overinvestment 

 The estimated coefficient of risk disclosure in model 2 (RISK_EN) is negative and significant at 5% level. The coefficient of 

RISK_EN equals to -2.1, indicates that ceteris paribus, every time there is a change in risk disclosure by 1%, the investment inefficiency, which 
in this case is overinvestment, will decrease by 2.1%. This result is consistent with the hypothesis (H1) that posits a negative relation between 

risk disclosure and inefficiency of investment, which is portrayed by overinvestment, specifically in this model. The result of this significance 

on overinvestment can be evidence that risk information disclosure can improve investment efficiency mainly by restraining excessive 

investment behavior. For control variables used, FCF has a significant positive relationship toward investment inefficiency, aligns with Jensen 
and Meckling (1976), and foreign institutional shareholder, ROE, and board size has a significant negative relationship toward investment 

inefficiency, consistent with Cao (2018),  Richardson (2006), and Kiel & Nicholson (2003) respectively.  

 

Risk Disclosure and Underinvestment 
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 Our findings showed combined keywords are statistically significant with underinvestment at 1% level of significance with the p-

value of 0.004. The highest of the three methods of investment inefficiency measurement. The estimated coefficient of risk disclosure is -0.274, 

and this means that every time the risk disclosure changes by 1%, ceteris paribus, underinvestment happening in the firm will decrease by 

0.274%. This is in line with the hypothesis positing a negative relationship between risk disclosure and investment inefficiency. Researches 
stated that through increased disclosure and information transparency, managers would gain more favorable terms, and capital providers will 

increase their funding to firms to fund good investment opportunities and decrease underinvestment (Myers & Majluf, 1984). For the case of 

underinvestment, the control variables that are significant and positive in model (1) are free cash flow (FCF), number of year a company has 

been listed in BEI (AGE), and a dummy variable of state owned enterprise (SOE). This is consistent with Jensen and Meckling (1976), Loderer 
& Waelchli (2011), and Chen et. al (2017), respectively. A significant and negative relationship is found in board size (BOARD), and aligned 

with Kiel & Nicholson (2003). 

 

Risk Disclosure and Overall Investment Inefficiency 

 Our findings showed that there is a negative and statistically significant at 5% relationship between risk disclosure and investment 

inefficiency with and a coefficient of -0.1805. The negative coefficient of 0.18 means that ceteris paribus, every time there is a change in risk 
disclosure by 1%, the investment inefficiency, in general, will decrease by 0.18%. This is in line with the hypothesis that there is a negative 

relationship between risk disclosure and investment inefficiency. This result alone aligns with the result of a research conducted by Li et. al. 

(2019), which infers that an increase in risk disclosure will decrease the magnitude of investment inefficiency, or to say it in a different light, 

increase the investment efficiency. For control variables used, there is a significant negative relationship growth opportunities (GRO) and 
dummy variable of audited by Big 4 firms (BIG4) with investment inefficiency. This aligns with Chen et. al., (2017), and Park et. al., (2017). 

There is a significant positive relationship with the firm’s listed years (AGE), consistent with the work of Loderer & Waelchli (2011). 

 

CONCLUSION 

This research employs the sample of publicly listed firms and found out that 159 firm-year observations are qualified to be included in this 

research. Afterward, we performed textual analysis and used risk-related keywords as the coding unit, both in English and Indonesian, using the 

Atlas.ti software as our independent variable. The risk disclosure level of Indonesian publicly listed firms that are consistently included in the 
Kompas 100 Index in 2017 – 2019 is 1.12%, and the trend is relatively stable. In this research’s sample, more firms are having the issue of 

underinvestment (53.4%) where overinvestment comprises of 46.6% of the sample.  

Based on the result of the regression, this research found a statistically significant result in overall investment inefficiency and 

underinvestment when measured with risk disclosure that is measured with combined keywords of English and Indonesian, and the relationship 
is also found to be negative, consistent with H1. Furthermore, risk disclosure is also significantly negative with investment inefficiency, 

specifically overinvestment, when risk disclosure is measured with English keywords only. The negative relationship between risk disclosure 

and investment inefficiency is consistent with the research of Li et. al (2019) that discussed that disclosures are an ample explanation for known 

risks, and it leads to information transparency and reduces information asymmetry rather than creating risk perception. 

For corporates, our research can be a valuable guideline for them in preparing their content of the annual report. It is encouraged for them 

to increase their disclosures on risks that they are facing or might face in the future, as it might lead them to decrease information asymmetry 

and agency problems in their company, as investors can have a better understanding of the company’s situation and able to monitor the 

operation of the company, the managers’ investment decisions and see how the company’s capital is used. Lastly, future research could employ 

different methods in calculating risk disclosure, such as combining mechanistic and textual analysis.   
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Abstract  

Many studies examined the relations and predictive model from social media activity used by investors and the stock return. This study 

examines the social media engagement on Instagram platform and dividend policy of Indonesia listed firms. We find social media engagement 

is positively associated with dividend payout policy. Companies with high social media activity usually have higher dividend payout thus 

attracting retail investors who prefer dividend return as evidence consistent with dividend clienteles. High interaction on social media also 
gives better prediction about firm’s earnings and dividend outcome, giving insight about social media as a platform for sharing value-relevant 

information and wisdom of crowd phenomenon. From management's perspective, optimistic mood from social media leads to a higher payout 

ratio. Finally, social media engagement of a firm's account gives insight on how a firm operates. 
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BACKGROUND 

In the past, investors relied on newspaper, stock broker, financial analyst, and auditors to receive updated news and value-relevant 

information about a stock (Bartov, Faurel, & Mohanram, 2018). As investors who trade in the stock market, time and information are the 

source of wealth. The faster information investors can receive then more opportunity to generate wealth. However, for the last decade there has 

been an explosion in the use of the internet. Internet technology has become daily needs for people nowadays. The Internet as a new way of 
retrieving information has easier access for stock market participants. One way of retrieving information from the internet is by utilizing social 

media. Social media platforms have been the biggest revolution in the dissemination of information on the internet (Bartov et al., 2018). Social 

media platforms allow its users to post their opinions or thoughts about stock to a large number of audience instantaneously. Today, social 

media has a large amount of mood data (Hai et al., 2015). Hai et al. (2015) argues the incorporating information from social media 

accompanied with historical prices of stock can improve the predictive ability of a model. Many stock traders and investors depend on news to 

gain information. Although news has certain influence over the stock market, public sentiment also takes equal important roles in determining 

stock prices (Bartov et al., 2018; Bollen et al., 2011). It is still unclear whether information in social media can be used to mislead investors.  

Predicting stock market price is crucial for tight time based trade, where stock traders have to take action and decision in a fast way to 
receive gains. On the other hand, dividend payment doesn’t need a tight timely basis on stock trade. Dividend is income generated because a 

corporation pays a certain amount of assets to their shareholder. Assets paid as dividend usually comes in the form of cash or stock and paid 

from the firm’s net profit. Dividend is categorized as corporate action, so it can affect the share prices either up or down. Investors love to 

receive dividends in any form like cash or stocks on a regular or irregular basis (Usman Kemal & Kashif, 2018). Xia (2013) found that 
companies' responses in social media affect customer’s perception. Company’s vulnerable response toward criticism in social media creates 

more positive behavior in the relationship of customers as social media users towards the image of the company (Xia, 2013). It is interesting 

how company’s engagement in social media affect their dividend policy since investors as social media user loves to receive dividend 

The objective of this research is to identify and measure social media engagement in Indonesia listed firms and examine the relationship 

between social media engagement and dividend payout policy.  

 

LITERATURE REVIEW 

The term dividend usually refers to a distribution of earnings in the form of cash. Public companies usually pay regular cash dividends, 

sometimes firms will even pay an extra cash dividend. Paying a cash dividend reduces corporate cash and retained earnings (Ross, Westerfield, 
& Jaffe, 2012). The other type of dividend is paid in the form of stock, which is called stock dividend. This is not a true dividend because the 

company didn’t make any cash payment (Ross et al, 2012). Ross et al (2012) stated that stock dividend will increase the shares outstanding thus 

reducing the current value of the share. The board of directors have authority to decide to pay a dividend of the corporations to the shareholder. 

 
 
* Corresponding Author: william_suryajaya@sbm-itb.ac.id  



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 630  

The distributable dividend will be recorded on a specific date, when a dividend has been declared it will become an obligation to the firm and 

cannot be easily rescinded by the management (Ross et al., 2012). The amount of dividend is stated in the dividend per share (DPS). This 

dividend can be stated in the percentage as a percentage from earnings, dividend payout ratio (DPR), or as a percentage of the market price, 

dividend yield (DY). 

 

Desire for current income 

Ross et al. (2012) argues that individuals desire current income. Graham & Kumar (2006) also strengthen this argument in the findings 

that elderly investors prefer high dividend yielding stocks and use the dividend income for daily expenses. Theoretically, a high dividend policy 

would be no value to the shareholder because individuals could sell the stock to provide the necessary funds. Thus this argument is irrelevant in 

the real world since there is transaction cost, taxes, brokerage fees, etc. Becker, Ivković, & Weisbenner (2011) studied demographic variations 
that affect demand for dividend of corporate payout policy. Becker et al. (2011) findings that there is a significant positive effect of older 

investors that buy specific stocks and that corporations give high dividend payout policies to cover the demand. Trihermanto & Nainggolan 

(2018) stated that shareholders prefer dividend payment because it is certain rather than future capital gains that might or might not appear if 

the earnings are retained.  

 

Behavioral Finance 

Suppose that the transaction cost of selling non-paying dividend stock will not account to the investor’s preference for dividend, according 

to (Shefrin & Statman (1984) and Ross et al. (2012) there will still be reason for wielding a high yield dividend. Ross et al (2012) argues that 

behavioral finance gives arguments for high dividends that points out a strong challenge to the theory of efficient capital markets. Shefrin & 

Statman (1984) further explain that the self-control variables help us to understand the behaviorist into making decisions toward dividend. 
Suppose that investor will think rationally, then investor will decide to receive dividend in a more economical way, for example if investor A 

has higher tax margin and transaction cost than investor B then receiving dividends would not as favorable to investor A than investor B since 

investor B can create higher profit by selling the stocks or this term is called homemade dividend. If investor B lacks self-control, then he can 

sell too much that will leave him less in the next period of dividend payouts. Although this approach may not fit for everyone, Ross et al. 
(2012) still argues that making homemade dividend as much as $20,000 and receiving $20,000 dividends will be treated differently even it 

seems equal financially because selling stocks for $20,000 may be too much leeway for one investor than other or the lack of self-control 

makes them received different benefits and behave differently. Thus Shefrin & Statman (1984) proposed some alternatives that investors could 

do based on their objectives either to do consumption or consistent with their long term goals. Shefrin & Statman (1984) concluded that 
dividend and capital gain can’t be treated as perfect substitutes even in the conditions where tax and transaction fee is absent. Investors feel that 

they have rights for receiving dividend (Ross et al, 2012), thus some investors are willing to pay premium price for cash dividend because of 

the desire to feel the income or wish to avoid regret and risk based on self-control (Shefrin & Statman, 1984).  

 

Dividend Clienteles Effect 

Miller and Modigliani (1961) in Graham and Alok (2006) and Becker et al (2011) argued that low (high) dividend paying firms will attract 
investors who dislikes (likes) dividend income. If this hypothesis is true, then there must be the same investors group that holds specific stocks. 

For example, a low paying dividend firm will have investors who dislike dividend income, vice versa. This effect is what Miller and Modigliani 

(1961) proposed about the dividend clienteles effect. The clientele effect assumes that investors are preliminarily attracted to different company 

payout policies, as result of this adjustment stock prices will fluctuate. But the determination of these set of factors who dominate are likely to 
cancel each other out (Ross et al, 2012). Graham and Alok (2006), Becker et al (2011), Dewri and Islam (2015) proposed that investors usually 

dictated into various group based on age and income. Dewi and Islam (2015) add that dividend clienteles effect tend to be growth parties versus 

the income parties. Ross et al (2012) argue that tax brackets that differ to each individual create different preferences toward different groups of 

investors. Individuals with a high tax margin prefer to have low or no dividend because the net cash from dividend paid will be much lower. In 
the price fluctuation, Ross et al (2012) give this example: suppose that there are 40% of all investors who prefer high dividend and 60% prefer 

low dividend, yet only 20% of listed firms pay high dividend. This condition will create short supply in high paying dividend firms, thus 

making the stock bid up while the stock of low-dividend should be bid down. Understanding this effect can be useful for firm’s management in 

making payout policies in order to achieve their objective to maximize the shareholder’s wealth.  

However, the dividend policies of all firms cannot be fixed in the long run (Ross et al, 2012). If there are many investors who love 

dividends, then firms can boost the stock prices by raising the payout policies, but this statement is likely to be false. Ross et al (2012) explains 

that as long there are firms that can satisfy dividend-loving investors, the firm policy to raise the dividend won’t affect the share price. Graham 

and Alok (2006) further give evidence of the tax effect, high income investors usually get more taxed thus they put much of their assets in 
lower dividend yield while lower income investors are likely to put their assets to high yielding stocks. Becker et al (2011) further studies that 

there are local dividend clienteles effects which occurred caused by the investor’s domicile.  

 

Social Media Engagement 

Since technology has developed and the internet is becoming a lifestyle for many people, social media has revolutionized the relationship 

and communication between people and even entities like companies, organizations, and government. Narving & Nilsson (2016) argues that 
digitalization brought social media to a point where companies can keep focus on dialogue with customers. Narving & Nilsson (2016) adds that 

digital word of mouth has affected the behavior of social media users and through social media companies or brands can build reputation. 

Social media provides a channel to share information to a public audience. Social media engagement especially on Instagram platforms is 
defined as the view, comment, and likes of each post a user share (Narving & Nilsson, 2016). Through the average number of views, 

comments, and likes, we can see the engagement rate of users in social media (Narving & Nilsson, 2016).  
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Wisdom of Crowd 

Bartov et al. (2018) explains the wisdom of crowd concept refers to the phenomenon that aggregation of predictions made by many 
individuals often result better than those information made by a single member of the community or even experts. One classic example of this 

phenomenon is Sir Francis Galton’s findings that when the average or median of crowd’s guesses were close to the actual ox’s  weight. The 

estimation is even closer than any prediction made by cattle experts (Bartov et al., 2018). Hong and Page (2004), Moldoveanu and Martin 

(2009) in Bartov et al. (2018) show that analytically a diverse group of intelligent decision makers have better reliability than less diverse 
groups with superior skill. Moldoveanu and Martin (2009) in Bartov et al. (2018) continues that a collection of heterogeneous problem solvers 

will always beat out a single expert problem solver. To conclude, the Wisdom of Crowd values diversity and independence of information 

made by individuals then this information may be helpful in prediction of firm’s earning and announcement returns (Bartov et al., 2018). 

Bollen et al. (2011) investigated public mood in social media platform, Twitter, by examining large-scale Twitter feeds using OpinionFinder 
tools. Bollen et al. (2011) tracked the change in public mood by examining text and changes respond to a variety of socio-cultural drivers in a 

highly differentiated manner in the Twitter platform. The result surprisingly shows that the change in 7 moods observed match with the shift of 

Dow Jones Industrial Average values that occur 3–4 days later. Furthermore, the public mood time series demonstrated significant ability to 

improve accuracy of predicting DJIA closing value. Individuals or investors use social media to share information and insights about stocks, 
while firms use social media to communicate with their investor (Bartov et al., 2018). Xia (2013) adds that companies can use social media to 

build relationships with customers. Consumers expect a brand or firm to be honest, good listener, accepting, and open. A vulnerable response to 

criticism considered as a positive response and demonstrating company’s sincerity and respect to its customer (Xia, 2013). Xia (2013) argues 

the appropriate responses will eventually increase customer satisfaction, further brand relationship, and lead to higher purchase intention and 
positive reputation. Bartov et al. (2018) further explains that the use of social media to share information regarding a company's future 

prospects for both investors and firm’s mutual benefit have important implications especially in the investing community. Information shared 

through social media may help investors in their investment decision and not mislead them according to the Wisdom of Crowds and the value 

of diversity and independence (Bartov et al., 2018).  

 

Relationship between social media engagement and dividend policy 

The hypothesis of this research is constructed based on the theory that dividend payments are paid from the firm’s retained earnings (Ross 

et al., 2012). Bartov et al. (2018) argues that social media information can be used to predict firm’s earning and stock retu rn. Investors also 

desire a dividend as their current income (Graham & Kumar, 2006; Kemal & Kashif, 2018; Trihermanto & Nainggolan, 2018). As investors 

share information in social media, firms also can use social media as a tool for their concern towards investors. This study expects that the more 
firms engage in social media, this firm also will have a high concern towards investors in the form of dividend payout. Therefore, based on 

these theories the hypothesis is as follows: 

H1. Firm’s social media engagement is positively associated with dividend payout policy. 

 

METHODS 

The research design starts with problem identification and ends with conclusions. In collecting the data, researchers examine the existing 

records from the samples taken. This method is used by tracking and examining information available like historical dividend payments, posts, 

likes, and comments on Instagram over a period of time. Theoretical foundations used in this research are collected through journals available 

online. Data process method used in this research is panel regression because the objective of this study is to examine significant relations of 

independent variables and dependent variables with time series being concerned.  

Data of this study are collected from several sources which are instagram.com, stockbit.com, rti.co.id and some related web or social 

media account auditor (i.e. phlanx.com, analisa.io). The sample of this study are listed firms in Indonesia that has constantly been on 

Kompas100 index from February 2017 to August 2020. Kompas100 index reshuffle 100 companies twice a year with period of February to 
July and August to January i.e. February 2017 – July 2017 and August 2019 – January 2020. The companies are also required to have an 

Instagram account as a social media account to be examined.  

 

Is the higher level of social media engagement increase dividend yield? 

This study objective is to examine the relationship of company social media engagement expressed by the post, comments, and likes on 

Instagram towards the dividend payout policy. In this case each post, comments, and likes are independent and assessed timely of the 

company's future dividend. To test this question, this study estimates the following model taken from Bartov et al. (2018): 

  
 

(1) 

 

In the Equation (1), the dependent variable, DY, is the increase in the dividend yield which is the adjustment of measure in Graham & 

Kumar (2006). In Graham & Kumar (2006) DY is used to measure investor preference towards dividend paying stock. The DY is taken from 

the portfolio holding of each investor, but in this study the DY is taken from each company dividend in the year divided by the adjusted stock 

price in the cumulative dividend date. In this model, we want to know from the shareholder point of view. The independent variables we want 
to test which is the SME is about the company’s social media engagement as stated in Narving & Nilsson (2016) where we collect the POST, 

COMMENT, and LIKE data and calculate using the formula from Narving & Nilsson (2016). The POST, COMMENT, and LIKE is extracted 

from the company's Instagram account posted in period t-1 (a year prior), where the 0 is the firm’s dividend cumulative date. The higher value 
of SME represents a higher level of social media engagement. In Equation (1), the hypothesis that firm’s social media engagement positively 

increases dividend yield implies in β1 > 0. 
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Is the higher level of social media engagement increase dividend payout policy?  

The second thing this study wants to test is from the management’s perspective. Management decides to pay a dividend based on the 

general meeting of shareholders in the form of dividend payout ratio. To test this view, this study estimates the following model taken from 

Bartov et al. (2018) with changes of dependent variable based on Ross et al. (2012): 

  
 

(2) 

 

In Equation (2), the dependent variable, DPR, is the ratio of dividend paid from previous year earnings or dividend paid from the same 
period of earnings. The other variables shown in Equation (2) are defined above in Equation (1). In Equation (2), the hypothesis of the firm's 

social media engagement is positively related with dividend payout ratio implied in β1 > 0. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The list of firms is obtained from Kompas100 index, we analyze firms that are constantly listed in the Kompas100 index from February 

2017 to August 2020. There are a total of 71 firms that are constantly listed. From the 71 firms, 65 firms have official Instagram accounts for 
their company or products. From 65 firms that have the official Instagram account, 11 accounts are active from 2019 only so we exclude that 

because we can’t see the social media engagement growth or activity in the dividend period. Finally, we exclude the financial sector firms 

which mostly are banking firms. In the end there are a total 44 firms that will be examined.  

We conduct regression test estimating Equation (1) and (2), there is consistent significant evidence that the higher social media 
engagement or higher interaction of a firm's Instagram account leads to higher dividend yield. In Instagram, many of the listed firms use it not 

just to market their products or services but also their activity like CSR, public education, transparency of information, etc. The more 

information received by investors, the better investors can predict firms earnings which are usually distributed to shareholders in the form of 

dividends.  

High level of social media interaction of companies also can be predictive signs that the company is doing better financially. When the 

firm increases the social media interaction to engage more to social media users, the firm usually performs better financially. Thus, investors 

can predict the firm's earnings by looking at the social media activity. Another interesting finding is firm’s that have low social media activity 

usually don’t give dividends. When investors who prefer dividend payment looking for stock to invest, investors not just need to check the 
annual reports, stock broker, financial analyst, or newspaper only to receive value-relevant information but they themselves can check the 

social media activity to see the firm’s activity in the social media which is easier to access. But to know this activity, investors also need to 

check the market value of the firm, a high market capitalization company has more predictive ability about the dividend policy by looking at 

social media engagements.  

Looking from the management’s perspective, social media is not how they interact with investors. Managements seem to be more 

concerned about the stock prices during the dividend payment and the closing price at the end of fiscal year to measure their performance. 

From this perspective, social media is not a tool to predict management’s concern towards investors in the form of dividends. There  is constant 

evidence from Baker & Powell (2012) that management's concerns about their cash or asset in deciding the dividend policy. As social media 
activity is not directly managed by the board of directors, there is less concern of top management and executives to look at social media in 

determining the dividend. However, when we change the SME variable to LIKES, there is a positive significant relation between total likes and 

the dividend payout ratio. This could be consistent findings from Bollen et al. (2011) that the likes defined as positivity or optimistic mood to 

the firm makes management feel their performance is better thus giving the earnings as dividend.  

There is also a consistent significant relation of dividend policy with the earnings and leverage. Both from investors’ perspective and 

management perspective, earnings and liquidity of firms determined the dividend policy. Baker & Powell (2012) argues that the main concerns 

of management in deciding the dividend policy is the current earnings and projected earnings. Graham & Kumar (2006) finds that investors 

also look at the firm’s earnings as one of their concerns on how much cash will be distributed to them especially in the low income, elderly age, 
and institutional investor clientele. As mentioned above, and previous study by Bartov et al. (2018), investors can predict the earnings by 

looking at the social media engagement or interaction of the firms, then investors can see if the company has a favoring dividend clientele or 

not to expect for future earnings from the dividend. Baker & Powell (2012) argues that CFO or financial directors concerns about the firm’s 

liquidity when deciding the dividend policy. Before there is a general meeting of shareholders where the dividend payout is usually discussed 
by management and shareholders, the CFO or financial directors have a meeting with the top management to discuss the earnings to be 

allocated. When there is a debt service obligated to be paid, it takes concern both from investors and management in deciding the dividend 

policy as Ross et al. (2012) explains that dividends are residual earnings that can be distributed after all the obligation is fulfilled. Therefore, it 

is not a surprise that liquidity or leverage level of firms has a significant negative relation with the dividend policy because the leverage will 

take away the cash available for investors before it is paid to investors.  

The objectives of this study is to examine whether the firm’s social media engagement is positively associated with the dividend policy. 

Firm’s social media engagement mainly focused on the investor’s perspective by looking at the dividend yield variable (Bartov et al., 2018; 

Graham & Kumar, 2006). Therefore, this study shows significant evidence that the firm’s social media is positively associated  with the 
dividend policy. Investors use social media to receive information from the firm’s activity, firms also can see their interactions in social media 

in deciding the dividend policy based on the clients segmentation. It seems that social media users are not older-age investors nor institutional 

investors but more likely to be the low-income investors clientele. High social media engagement firms show that the firm is a dividend 
attractive firm and usually has high market value. Although, this is not significant looking from the management decision by looking at the 

social media interaction, but an optimistic mood and positive interaction in social media is positively associated with how the management’s 

decide the dividend payout policy. 
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CONCLUSION 

This study examines social media activity of 44 listed firms in Indonesia with average posting activity up to 330 posts annually. We find 
that investors can rely on the social media interaction of the firm's Instagram account to receive value-relevant information about firm’s 

earnings and dividend policy.  Firms use social media to communicate to the market not just investors and individual investors use social media 

to share information and insights about a stock. This findings also confirmed recent study from Bartov et al. (2018) that social media 

information can be used to predict firm’s earnings. We also investigate that high social media engagement can be a sign of high dividend 

yielding stock. A better or increase in social media activity also signs that firm’s increase their earnings but also increase the dividend payout.  

Board of directors or executive management seems not to rely on social media interaction as their preferences in deciding the dividend 

policy. However, we find additional evidence that executives decide to increase the dividend payouts when the crowd in social media shows an 

optimistic mood. Optimistic mood in the market can drive the stock prices up (Bollen et al., 2011), thus may increase the incentives received by 
executives. The positivity will then be reflected in the form of increasing cash dividend paid to shareholders because shareholders love to 

receive dividend. The positivity from the social media may be caused by the low-income retail investors as social media users, they perceived 

attractive dividend paying stock from the portfolio yield (Graham & Kumar, 2006). When the stock price is up by the positivity mood of the 

market, firms who have large low-income investors' clients need to catch up the attractiveness of the stock by increasing the dividend payout 

ratio. 
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Abstract  

Healthcare is one of the priorities in Indonesia’s national development agenda. Currently, government expenditure on healthcare is determined 

by allocating 5 percent of the State Revenue and Expenditure Budget (APBN) (Aditya, 2019). A high customer service level is necessary for 

the pharmaceutical supply chain since it has a significant effect on patients. In this case, the problem at the hospital pharmacy mostly related to 

relatively low service levels at the inventory and the excessive expenditure for inventory costs. The inefficient inventory cost at the hospital 

pharmacy is caused by not having an appropriate method to determine when to order and how much to order. There is no strict regulation 
regarding controlling the inventory. In this study, the data analysis of the new inventory management system was using continuous review 

policy. According to the data analysis, compared to the ideal average inventory level 76% of the total item was categorized as overstock. The 

Hospital Pharmacy actually could save Rp340,902,203 if the hospital pharmacy would implement the new inventory management system using 

continuous inventory control. Moreover, an inventory simulation was performed and the average customer service level for the selected items 
was 94%, hence the continuous review policy is considered applicable to be implemented in the hospital pharmacy. All of the solutions were 

expected to increase the customer service level and efficiency of inventory costs. Future study is needed to calculate the sensitivity analysis 

between changes in prices and demand in the midst of the pandemic COVID-19. 

 
Keywords: Average Inventory Level, Continuous Review Policy, Customer Service Level, Hospital Pharmacy, Inventory Cost,  

 

BACKGROUND 

Every hospital usually has its pharmacy to support the hospital by providing medicines after patients got treatment from the doctors. In this 

case, one of the hospital pharmacies located in Bandung faced difficulty in managing its inventory management. Their problem mostly related 
to relatively low service levels at the inventory and they could not maintain the target expenditure for the inventory costs. According to 

Uthayakumar and Priyan (2013), it is important for the pharmaceutical supply chain to have a high customer service level because it has a 

direct impact on patients’ health and safety. Hence, it is very crucial to the pharmacy to increase the customer service level by managing the 

inventory efficiently. The overstock or understock that happened in the Hospital Pharmacy is usually caused by not having an appropriate 
method to determine when to order and how much to order. Sometimes, they also faced an inaccurate record of the inventory which leads to an 

inaccurate calculation for the raw material inventory. The pharmacy could optimize their performance to avoid over-stock or under-stock 

conditions by using an appropriate inventory management system. Thus, this study will be resulting in an analysis to propose the proper 

inventory system, which consists of determining the reorder point, minimum stock, total cost calculation, and the simulation to confirm if the 

new inventory system is appropriate to be implemented. 

The research objectives that want to be obtained in this research are: to summarize and compare the performance of the actual inventory 

management system at the Hospital Pharmacy with the ideal inventory management system and also provide recommendations to the Hospital 

Pharmacy regarding the inventory management system that may be implemented to increase the estimated service level. There is also the 
limitation to help the researcher to focus on several things. The hospital that was observed is one of the most reputable hospitals in Indonesia 

which has many branches in many cities in Indonesia. However, this research would only focus on the Bandung branch and will only research 

the pharmacy specifically. This research will take the data from the actual condition at Hospital Pharmacy from January 2018 to August 2018. 

The object of this research will be only for the fast-moving pharmaceutical products and consumable medical equipment, which only includes 
drugs, medicines, or the other substances that used to treat and heal the patients. These items are non-durable supplies and cannot be reused by 

more than one individual. 

 

LITERATURE REVIEW 

Inventory management includes the management and control of the assets that include procurement, storage, production, movement, 

distribution, and possible selling of raw materials, components and subassemblies, supply and tools, spare parts required to satisfy customer 
demand (Collier & Evans, 2013:251). Inventory in pharmacy operations is referred to as the stock of pharmaceutical products in the form of 
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drugs, medicines, or the other consumable medical equipment that is held to satisfy the future demand (Ali, 2011). The efficient of inventory 

management has a great role in pharmacy practice which affects both financial and operational perspectives. 

There are two strategies to determine the replenishment policy which are continuous review policy and periodic review policy. For 

periodic review policies, inventory levels are reviewed after a specified time (T) and an order is issued which can make the orders differ. The 
review interval is the time (T) between orders is placed. Meanwhile, the continuous review policy intends to determine the appropriate safety 

inventory (ss) and reorder point with a certain required customer service level. Continuous inventory control allows the timing of the 

replenishment order to be adjusted, based on the demand. Economic Order Quantity (EOQ) model is a continuous review technique aimed at 

generally finding the appropriate order quantity by considering production costs, inventory holdings, and back-order costs (Eroglu & Ozdemir, 

2007). The equation to calculate EOQ is: 

    Q* =    

Q = Number of units per order, Q* = Optimum number of units per order (EOQ), D = Annual demand in units, S = Setup or ordering cost 

for each order, H = Holding or carrying cost per unit per year 

According to Chopra and Meindl (2013), the ROP represents the available inventory to meet demand during the lead time. A stockout 

happens if the demand is higher than the ROP during the lead time. Moreover, safety stock can be described as the number of inventories held 
to fulfill the expected demand (Chase & Jacobs, 2014: 526). Safety stock is the z-value linked with the desired service level (number of 

standard deviations above the mean) times the standard deviation of demand during lead time. 

Average inventory level defined as the average amount of inventory held in the storage due to the purchase of the company or produced in 

a greater number than the customer’s demand (Chopra, 2019).  Because of the certainty in demand and lead time, the average inventory level 
simply results from dividing lot size by two. However, the average inventory level will be increased by safety stock when demand and lead 

time are uncertain (Chopra, 2019). 

According to Heizer and Render, simulation is purposed to simulate the actual system’s characteristics, structures, and attributes. The 

simulation is performed by constructing a mathematical model which takes the most similar system to reflect the reality. Simulation is also 

used to simplify the operation manager in drawing conclusions and making decisions based on the simulation results. 

Each item in inventory has its value based on its dollar volume and each of them might not equal. ABC inventory analysis classifies the 

inventory into three groups based on its annual dollar volume (Heizer and Render, 2011). The objective of classifying items into a group is to 

determine the appropriate amount to control each item based on its value. The three classifications are A, the items which represent the top 15 
percent of the items and its carrying high dollar volume; B, which is the next 35 percent where the item carries medium annual dollar volume; 

and C, which is the last 50 percent items that carry low annual dollar volume (Chase & Jacobs, 2014: 536). 

Cycle counting is a technique of physical inventory-taking that will determine which inventory is counted frequently rather than once or 

twice a year (Chase & Jacobs, 2014: 538). Using the cycle counting technique, the inventory records will be documented and verified. This will 
prevent the inaccuracy of inventory records occurs. The annual dollar volume on ABC Classification also has an impact on the review period 

on the cycle counting technique. 

 

METHODS 

The research methodology for this study is: 

1. Problem Identification 

The problem is addressed by interviewing the pharmacist regarding the current condition of the inventory. The current condition of the 

hospital pharmacy's inventory was also had to examined by calculating the average inventory level. If there is a gap between the actual average 

inventory level and the theory-based inventory level, then the problem is identified.   

2. Literature Review 

To better understand the problem on hand, some theoretical foundations from various literature regarding the topic were reviewed. In this 

research, the researcher reviewed the basic theory of supply chain management, healthcare supply chain management, introduction to inventory 

management, inventory in pharmacy, and inventory control techniques. These theories were taken from research journals and academic books. 

3. Data Collection 

In this research, the researcher used both primary and secondary data to address the problem. Primary data was used to dig and compile 

the information about the current procurement system and current inventory management system in the Hospital Pharmacy. This primary data 

was obtained by interviewing the pharmaceutical logistic manager. In the meantime, the secondary data intended to show the historical data as 

the input for the calculations. 

4. Data Analysis 

The data that had been collected on the previous phase was then analyzed using continuous review policy techniques. The calculation was 

using Microsoft Excel and Minitab. The analysis phase was conducted through four stages: evaluated current inventory management system, 
determine the optimal average inventory level, compared the average inventory level value between the actual AIL and the theory-based 

inventory management system, and develop a simulation using the appropriate inventory control strategy. 

5. Conclusion and Recommendation 

In conclusion, there will be summarized of all the findings result from data analysis that answering all of the research questions. After that, 
the recommendation was made according to the data analysis to improve the inventory management system to reach the balance of inventory 

investment and customer service level. 
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ANALYSIS OF FINDINGS AND DISCUSSION 

9 items were being analyzed. The first step in this step is to find the average inventory level from January 2018 to August 2018. AIL 

indicates that the pharmacy hospital holds some amount of capital invested in pharmaceutical products and medical equipment. The actual AIL 
for the 9 items is: Hexaxim Injeksi was Rp431.063; Ferriprox Fct 500 mg Tab (JKN) was Rp2.194.498; Infanrix Hexa was Rp431.063, 

Fluimucil Syr 75ml was Rp381.675; Lansoprazole 30mg Cap (JKN) was Rp265.568; Seloxy Cap/30 was Rp310.991; Cefila 100mg Syr was 

Rp1.749.499; Terfacef 1gr Inj G1 was Rp4.366.208, and Cefspan Tab 200 mg/ @10 @DOS was Rp3.416.062. The pharmacy hospital at that 

time hold 1.868 pharmaceutical products and consumable medical equipment with the total average inventory level at Rp538.523.894 and it 

was included with the deadstock and discontinued items. 

The next step is to find the EOQ. The Economic Order Quantity represents the appropriate amount of order quantity by considering 

production costs, inventory holdings, and back-order costs (Eroglu & Ozdemir, 2007). The economic order quantity for Hexaxim Injeksi was 2 

units; Ferriprox Fct 500 mg Tab (JKN) was 43 units; Infanrix Hexa was 2 units; Fluimucil Syr 75ml was 6 units; Lansoprazole 30mg Cap 
(JKN) was 517 units; Seloxy Cap/30 was 62 units; Cefila 100mg Syr was 8 units; Terfacef 1gr Inj G1 was 2 units, and Cefspan Tab 200 mg/ 

@10 @DOS was 30 units.  

The pharmacy should re-order the items when the item is on the reorder point. This will prevent stockout because the reorder point 

represents the available inventory to meet demand during lead time. The reorder point for Hexaxim Injeksi was 6 units; Ferriprox Fct 500 mg 
Tab (JKN) was 138 units; Infanrix Hexa was 5 units; Fluimucil Syr 75ml was 5 units; Lansoprazole 30mg Cap (JKN) was 242 units; Seloxy 

Cap/30 was 47 units; Cefila 100mg Syr was 8 units; Terfacef 1gr Inj G1 was 1 unit, and Cefspan Tab 200 mg/ @10 @DOS was 44 units. 

Besides, to reduce the cost, the pharmacy should consider the number of inventories held to fulfill the expected demand (Chase & Jacobs, 2014: 

526). The fulfillment of expected demand will be affected by the increasing customer service level. The safety stock for Hexaxim Injeksi was 4 
units; Ferriprox Fct 500 mg Tab (JKN) was 96 units; Infanrix Hexa was 3 units; Fluimucil Syr 75ml was 4 units; Lansoprazole 30mg Cap 

(JKN) was 113 units; Seloxy Cap/30 was 35 units; Cefila 100mg Syr was 4 units; Terfacef 1gr Inj G1 was 1 unit, and Cefspan Tab 200 mg/ 

@10 @DOS was 24 units.  

After finding the reorder point and safety stock, the researcher had to calculate the AIL by dividing the EOQ by two then adding the safety 
stock. This calculation will generate the AIL in a unit, to find how much it will cost in money the researcher will just multiply the AIL unit with 

the selling price. The average inventory level for Hexaxim Injeksi was 6 units which cost Rp3.548.530, for Ferriprox Fct 500 mg Tab (JKN) 

was 118 units which cost 3.893.996; Infanrix Hexa was 4 units which cost Rp2.069.100; Fluimucil Syr 75ml was 7 units which cost 

Rp372.799; Lansoprazole 30mg Cap (JKN) was 372 units which cost Rp262.260; Seloxy Cap/30 was 66 units which cost Rp608.521; Cefila 
100mg Syr was 8 units which cost Rp608.521; Terfacef 1gr Inj G1 was 2 units which cost Rp363.851, and Cefspan Tab 200 mg/ @10 @DOS 

was 39 units which cost Rp1.200.238.  

In the next stage, after finding the theory-based average inventory level, the researcher compared the actual AIL with the theory-based 

AIL. The gap between the actual AIL and the ideal AIL will be found and it will contribute to categorizing the items into understock, normal, 
and overstock item. The gap between the actual AIL and theory-based AIL for Hexaxim Injeksi was -Rp3.430.246; Ferriprox Fct 500 mg Tab 

(JKN) was -Rp1.699.498; Infanrix Hexa was -Rp1.638.038; Fluimucil Syr 75ml was Rp8.876; Lansoprazole 30mg Cap (JKN) was Rp3.308; 

Seloxy Cap/30 was Rp4.602; Cefila 100mg Syr was Rp1.140.977; Terfacef 1gr Inj G1 was 4.002.357, and Cefspan Tab 200 mg/ @10 @DOS 

was Rp2.215.824. From the gap calculation, Hexaxim Injeksi, Ferriprox FCT 500 MG Tab (JKN), and Infanrix Hexa are categorized as 
understock items. It means that the demand was too high, and the pharmacy could not fulfill the demand which affected the low customer 

service level. To increase the customer service level, the pharmacy could increase the AIL by developing the new inventory management 

system. Fluimucil Syr 75ml, Lansoprazole 30 MG CAP (JKN), and Seloxy CAP/30 are categorized as normal items, which means that the AIL 

at the pharmacy is already appropriate and suitable with the new inventory control. Cefila 100 MG Syr, Terfacef 1 GR INJ G1, Cefspan TAB 
200 MG / @10 @DOS is categorized as overstock items. It means that the pharmacy should decrease the inventory level for these items 

because it exceeded the demand for that time. The pharmacy could reduce the cost by Rp7.359.159 if they could reduce the inventory level (for 

the overstock item only).  

The next stage for the analysis is to develop a simulation using the appropriate inventory control strategy. Simulation is used to examine 
whether the new inventory control strategy using the EOQ method is suitable for the actual condition of the hospital pharmacy. The random 

number of demands is obtained and used to simulate if the EOQ method is compatible with the condition of the hospital pharmacy. Each of the 

items is simulated by different beginning inventory. The service level was obtained from how often the pharmacy encountered lost sales 

conditions. The more pharmacy experience loss sales, the service level was also decreasing. The average service level for Hexaxim Injeksi was 
92 percent; Ferriprox Fct 500 mg Tab (JKN) was 92 percent; Infanrix Hexa was 95 percent; Fluimucil Syr 75ml was 95 percent; Lansoprazole 

30mg Cap (JKN) was 93 percent; Seloxy Cap/30 was 94 percent; Cefila 100mg Syr was 95 percent; Terfacef 1gr Inj G1 was 96 percent, and 

Cefspan Tab 200 mg/ @10 @DOS was 97 percent. Each of the items was simulated to different 5 sets of data. Through the simulation, the new 

inventory management system is expected to be appropriate to be implemented at the hospital pharmacy because the average service level is 

above 90 percent. 

For the ABC Classification, the researcher did two times calculation—based on the dollar volume (15 percent, 35 percent, and 50 percent) 

and the inventory value (80 percent, 15 percent, and 5 percent). The volume-based ABC classification for class A is 280 items (equals to 

Rp7,862,395,919 in inventory value), class B is 654 items (equals to Rp1,836,480,810 in inventory value), and class C is 934 items (equals to 
Rp184,245,700 in inventory value). The cycle counting calculation for the volume-based ABC classification is class A is 12 items per day, 

class B is 9 items per day, and class C is 7 items per day. For the value-based ABC classification, the classification is for class A is 291 items 

(equals to Rp7,762,497,943 in inventory value), class B is 394 items (equals to Rp1,455,468,364 in inventory value), and class C is 1183 item 
(equals to Rp485,156,121 in inventory value). The cycle counting calculation for value-based ABC classification is for class A is 12 items per 

day, class B is 6 items per day, class C is 8 items per day. 

 

CONCLUSION 
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These research objectives are to evaluate the performance of the inventory management system at the Hospital Pharmacy then provide 

recommendations to the Hospital pharmacy regarding the inventory management system. The results of the finding and analysis found that the 

performance of the inventory management system at the Hospital Pharmacy still not too effective. The gap comparison between the actual 

average inventory level and the theory-based average inventory level was quite huge. The Hospital Pharmacy actually could save 
Rp340,902,203 if they would implement the new inventory management system using continuous inventory control. The simulation shows that 

the new inventory control technique was found to be suitable to fulfill the demand at the Hospital Pharmacy. Besides, the new inventory control 

also could minimize the unnecessary cost to achieve efficiency in the inventory. For better implementation, the cycle counting technique was 

also considered necessary to improve the record accuracy at the hospital pharmacy.  

According to the analysis above, there are several recommendations for the hospital pharmacy regarding the problem:  

1. Substitute the current inventory management system to the new inventory management system using continuous inventory control. 

This technique could reduce any unnecessary cost by calculating the appropriate amount of order based on the annual demand, 

holding cost, and setup cost. 

2. Record accuracy is considered necessary to improve record accuracy at the hospital pharmacy.   

3. Held training for the pharmacist for a better understanding of the new inventory management system.  

4. Perform adjustment if there is any change at the demand. The hospital pharmacy could do the simulation before they implement the 

new technique to predict if the calculation works for the pharmacy.  

For future studies, there are several recommendations under the current circumstances, during this COVID-19 outbreak. Hospitals often 

encounter a lack of personal protective equipment. The continuous review policy might be suitable to fulfill the demand with also maintaining 

the cost. Sensitivity analysis could also be performed towards the change of price of the pharmaceutical product and medical equipment with 

the demand at the current pandemic situation. 
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Abstract  

Uncertainty and risk are considered as familiar components whenever an individual required to conduct decision making. Several studies have 

proved that people are cognitively biased in deciding under uncertainty (Simmons, Zardkoohi, & Station, 2017). This evidence concludes that 

Expected Utility Theory is violated and people are not a fully rational decision-maker. Daniel Kahneman and Amos Tversky have proposed a 

theory named Prospect Theory, both as an alternative and critique towards Expected Utility Theory. Since then, Kahneman and Tversky have 

been recognized as the key contributors to Behavioral Finance theory. Behavioral Finance study, especially the one that affiliates with Prospect 
Theory, is newly studied in Indonesia. The purpose of this study is to identify factors that have significant influence towards the applicability of 

Prospect Theory biases, consisted of Reflection Effect, Certainty Effect, Isolation Effect, and Endowment Effect. The factors consist of  the 

respondents’ demographic profile (Gender, Age, Monthly Income, Work Experience, and Education) as well as contributing their financial 

literacy. This study specifically aimed at subjects who are West Java domiciled who are included or above the productive age (15 years old). 
The total respondents participated in this study amounted to 423 respondents, which the data obtained through an online questionnaire. The 

data analyzed both with descriptive analysis and statistical analysis (logistic regression method). This study concluded that there is significant 

influence from gender towards the Reflection and Certainty Effect, while financial literacy has significant influence towards the Isolation Effect 

exhibition. 

 
Keywords: Biased, Decision Making, Financial Literacy, Influence, Prospect Theory  

 

BACKGROUND 

The decision-making process might be difficult since the individual will be involved with the existence of uncertainty. Many researchers 
have explored the process of human decision-making to examine the importance of decision making (Erker, 2000) that results in some theories. 

One of them is Expected Utility Theory, a normative theory that declared people as rational agents. It stated that individuals always conduct 

consistent logical behavior that aimed at maximum value. Through time, people start to realize that the statement of fully rational decision is 

being less relevant. People started to recognize the imperfectness called "bounded rationality", such as emotions and heuristics. 

The realization of the unideal notion then illustrated by Daniel Kahneman and Amos Tversky, by their theory called Prospect Theory. This 

theory presented both as a critique towards Expected Utility Theory as well as an alternative model to assess individual decision making under 

the concept of risk (Kahneman & Tversky, 1979). In theory, Kahneman and Tversky describe choices under uncertainty using several decision 

problems to demonstrate the effects. It also illustrates individual risk aversion, which shows that the individual tends to risk-averse in the gain 

domain and risk-seeking in the loss domain. 

Kahneman and Tversky have been recognized to be the key contributors to Behavioral Finance study. Both Behavioral Finance and 

Prospect Theory are studies that combine the ideas from psychology, finance, and economic theory to explore subjects regarding decision-

making behavior in the context of both risk and uncertainty (Lewandowski, 2017). By exploring Behavioral Finance, it is more possible to 
provoke people into making their optimal choice by studying human decision-making behavior (DeBondt, Forbes, Hamalainen, & Gulnur 

Muradoglu, 2010). Behavioral Finance study, especially the one that affiliates with Prospect Theory, is considered to be newly studied in 

Indonesia (Anggraeni, 2016). Moreover, this study considers financial literacy as one of the aspects, which is rarely used to analyze Prospect 

Theory bias. 

Financial literacy is closely related with the individual performance in life (Damayanti, S. M., Murtaqi, I., & Pradana, 2018), while a 

country's performance is always contributed by each of its citizen's performance. According to the Financial Service Authority (OJK), the 

financial literacy level in Indonesia has reached 38.03% by 2019. Under this condition, it is suspected that Indonesian people do not yet have 

sufficient knowledge about how to optimize money for productive activities. Many provinces in Indonesia have the financial literacy level 
lower than the national average, with one of them is West Java. Recorded by the Financial Service Authority (OJK), West Java's financial 

literacy level is slightly below the national average, which is 37.43% by 2019. According to Levine (2005), financial development is known as 

one of the important determinants of economic growth. The welfare of a wider community will positively correlate with the level of financial 
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literacy (Akmal & Saputra, 2016). Therefore, it is expected for West Java, the most populated province in Indonesia, to have more contribution 

to the nation's economic development by the plan to increase its financial literacy level. In the individual benefit perspective, good financial 

literacy will generally influence their financial behavior in a positive direction (Herawati, Candiasa, Yadnyana, & Suharsono, 2018). Mouna 

and Anis (2003) proved that financial literacy is essential in conducting financial decision making. Financial decision making covered the way 
to manage sources of funds (money) to be used for funding, determination of working capital, and the decision for retirement (Ghasarma, Putri, 

& Adam, 2017). 

In order to add further insight regarding how the subject behavior on financial decision-making, this study adopts a set of demographics 

variable. This study involves several demographics, such as gender, age, income, work experience, and education level. 

Based on the introduction and problem statement above, the first research objective aimed to identify whether there is significant influence 

from any of the factors towards the Reflection Effect performance on the study subject. The other three research objectives have the same 

intention, except it is towards the other dependent variables, which are Certainty Effect, Endowment Effect. and Isolation Effect. The study 

conducts the data collection in West Java started from April 2020 until May 2020. The data collection will be conducted to a convenience 
sample of 400 West Java citizens started from 15 years old. The respondent needs to be above or equal to 15 years old because it is the start of 

productive age, meaning that they are recognized to have the ability to produce money, which in the end obliged to manage the money. The 

data is primarily gained by involving a questionnaire form. 

 

LITERATURE REVIEW 

1. Prospect Theory 

 Prospect Theory described an individual regarding their style shown when associated risk, which consists of risk-averse and risk-seeking. 

Risk-averse is in the context of gains when the probability of the occurrence is moderate or high, meanwhile risk-seeking for decisions 

involving losses in which the probability of winning is high (Kahneman & Tversky, 1979; Simmons et al., 2017; Williams & Voon, 1999). 

When outcomes are presented in the context of gains, people preferred outcomes with greater prospects that are less certain rather than more 
certain prospects that provide less payout. Meanwhile, when outcomes are addressed in terms of losses, people tend to choose less certain 

outcomes with more severe losses rather than certain losses (Kahneman and Tversky, 1979; Clark, 2011).In Prospect Theory, people's decisions 

under uncertainty are depicted by an S-shaped utility curve which concave is the gain dimension and convex is losses dimension (Clark, 2011). 

A significant property of the value function, called loss aversion, showing that the response to losses is rather more extreme than the response 

to gains. 

The difference between Prospect Theory and Expected Utility Theory is shown by the correlation of value or utility (y-axis) and wealth (x 

>0 axis is gains and x <0 axis is losses). In Prospect Theory, value is measured in terms of marginality between current wealth and wealth 

acquired after the decision, meanwhile Expected Utility Function measured the level of wealth. Kahneman and Tversky (1979) concluded that 

values should be applied to gains and losses instead of the outcomes, meanwhile, decision weights should replace probabilities. 

2. Cognitive Bias 

Regarding Prospect Theory, there are some effects (biases) that could be identified and analyzed to address the existence of irrationality. 

Those irrational behaviors are caused by systematic thinking errors that can be led by a biased cognitive process, causing ineffective decisions 
and bad judgment (Kahneman & Tversky, 1979; Rokhyadi, 2016). Those biases create limitations for the individual on conducting the 

decision-making process. 

2.1 Reflection Effect 

Reflection Effect is a bias caused by a human cognitive error that results in the preference towards negative prospects is the mirror of the 
preference towards positive prospects. This effect focuses on the contrast between the decision's result of the probability of gain and loss 

contexts and shows a dramatic shift from risk aversion to risk-seeking. 

2.2 Certainty Effect 

Certainty Effect or Possibility Effect is observed when the decision-maker happened to disproportionally assign more weight to certain 

outcomes relative to uncertain ones (Kahneman & Tversky, 1979).  

2.3 Endowment Effect 

Endowment Effect is the occurrence where an individual demands more value solely because they have ownership of that specific object 

rather than acquiring the same object but have no ownership of it. This effect was frequently associated with loss aversion. 

2.4 Isolation Effect 

describes when decision-makers attempting to simplify choice between alternatives by disregarding the components or characteristics that 

the alternatives share and focus on the components that distinguish them (Kahneman and Tversky, 1979).  

3. Financial Literacy 

Financial literacy that usually referred exclusively to 'financial knowledge', often related to one's numeracy skill and cognitive ability 

(Stevens, 2017). It also refers to the financial knowledge, experiences, and skills necessary to handle financial decisions in everyday life as the 

Figure 1 S-shaped utility curve 
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form of the competent use of the knowledge (Knoll & Houts, 2012; Lantara & Kartini, 2016). Another concept is advanced literacy, which is to 

competently make saving and investment decisions, understanding the relationship between risk and return (Yong & Tan, 2017). In certain 

cases, financial literacy is considered to identify an individual's capacity to do the calculation (Lusardi, 2012). 

Financial literacy is often applied in daily life, whether consciously or unconsciously (Herawati et al., 2018). Financial literacy will 
influence varieties of individual financial behavior, such as future planning, payment of the bill, saving for retirement, and investment (Lusardi 

& Mitchell, 2007). Lusardi and Mitchell (2007) found that financial literacy may influence saving outcome and planning activity, which at the 

end associated with wealth. Some researchers conclude that financial literacy also influences the execution of retirement planning (Barbić, 

Palić, & Bahovec, 2016; Lusardi, 2012). Other researchers also proved that financial literacy that linked with numeracy skill also influence the 
responsibility for saving, investing, and borrowing onto individuals (Lusardi, 2012; Stevens, 2017).  Several researchers also found that 

financial literacy affects an individual's financial decision making (Ali, McRae, & Ramsay, 2014; Herawati et al., 2018; Mouna & Jarboui, 

2013). Additionally, financial literacy is also found to be correlated with economic development (Hogarth, Kolodinsky, & Hilgert, 2007), as 

well as in the form of poverty reduction (Arini, Widaningrum, & Hadna, 2020). 

 

METHODS 

1. Operation of Variable 

This study consists of two variables, independent variables, and dependent variables. This study analyzes Financial Literacy as the main 

independent variable. Other independent variables are considered as demographic variables, which consists of Gender, Age, Monthly Income, 
Work Experience, and Education. Meanwhile, this study's dependent variables are four Prospect Theory's biases, which consists of Reflection 

Effect, Certainty Effect, Endowment Effect, and Isolation Effect. 

2. Hypotheses Creation 

Since this study focus on the influence of Financial Literacy variable towards Prospect Theory’s effects, the hypotheses are consisted of 

those variables. 

2.1 Hypotheses for Reflection Effect 

H0a : There is no significant influence from any of the factors towards the Reflection Effect  

H1a : There is significant influence from any of the factors towards the Reflection Effect  

2.2 Hypotheses for Certainty Effect 

H0b : There is no significant influence from any of the factors towards the Certainty Effect  

H1b : There is significant influence from any of the factors towards the Certainty Effect  

2.3 Hypotheses for Endowment Effect 

H0c : There is no significant influence from any of the factors towards the Endowment Effect 

H1c : There is significant influence from any of the factors towards the Endowment Effect   

2.4 Hypotheses for Isolation Effect 

H0d : There is no significant influence from any of the factors towards the Isolation Effect 

H1d : There is significant influence from any of the factors towards the Isolation Effect  

3. Questionnaire Development 

The questionnaire is divided into three stages. The first stage is the respondent's demographic data filling. The second stage consists of 

questions regarding Prospect Theory's effects, which are adopted from Kahneman and Tversky's Prospect Theory: An Analysis of Decision 
Under Risk (1979) and Rational Choice and the Framing of Decisions (1986). The third stage is to measure the respondent's financial literacy 

level. The questions regarding financial literacy are adopted from Knoll & Houts' (2012), in which the researcher utilizes one question for each 

topic. The topics included are inflation, interest, time value of money, investing, diversification of risk, housing, life insurance, annuity, 

retirement savings, and debt management. 

4. Data Collection 

4.1 Target Population 

The criteria of this study's respondent are who domiciled in West Java and who are above productive age (≥15 years old). Based on  the 

Statistics Indonesia (BPS) report, the population based on that criteria is around 37 million. 

4.2 Sampling Size 

This study will collect the data from the fraction of the target population, that adequately believed to be able to describe the population. 

This study tolerates 5% error, which means this study confident at 95% level. Therefore, the minimum sample required based on Slovin's 

Formula is 400 people.  

5. Data Analysis 

5.1 Descriptive Analysis 

This stage involves a descriptive analysis of the dependent variable, which consists of Reflection Effect, Certainty Effect, Endowment 

Effect, and Isolation Effect. The analysis describes the answer in each dependent variable. The analysis is regarding the percentage of 

respondents who are biased and who are not, as well as the application of Prospect Theory on the study subjects. 

5.2 Statistical Analysis 
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This study adopts Logistic Regression or usually known as Logit Regression analysis since the study estimating binary dependent 

variables. In this study, logistic regression is applied to describe the relation between binary dependent (Prospect Theory's biases) and numeric 

and categorical independent variables (Gender, Age, Income, Working Experience, Education, and Financial Literacy). The results of the 

calculation are between bias (y=1) and not biased (y=0). The calculation of logistic regression is facilitated by IBM SPSS Statistic 23 software. 
The statistical analysis conducted consists of the analysis of Block 0: Beginning Block, Block 1: Enter Method, hypotheses testing (Wald Test 

P-Value and Odds Ratio), Hosmer-Lemeshow Test, and Nagelkerke Test. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The subject of this study is those who domiciled in West Java and included as above productive age (15 years old). According to the 

Slovin’s Formula, the minimum respondent required for this study is 400 respondents, meanwhile it has 423 total respondents who participate 

and included in the criteria. 

1. Descriptive Analysis 

1.1 Reflection Effect 

Reflection Effect needs two sets of prospects which one of them represents the gain domain and the other represents the loss domain. This 

is because Reflection Effect describes the decision maker's characteristic to result in an opposite-sign decision regarding the domain. In 

Question 1 (loss domain), data shows that the majority of the respondents (N=299) chose the prospect with more severe losses, therefore the 
majority of the respondents are risk seeker when facing loss domain. In Question 2 (gain domain), it shows that majority of the respondents 

(N=295) do implement risk-averse when dealing with the gain domain since most of them chose a more certain prospect. Data shows that 

52.96% of the respondents do shift their risk aversion under the domain presented. It means that this study subjects do apply the Reflection 

Effect. 

1.2 Certainty Effect 

In Question 3, the majority of the respondents (N=277) choose a more certain prospect rather than the less certain prospect that contains 

higher gain. The question's result shows that this study subjects do implement the Certainty Effect. 

1.3 Endowment Effect 

Question 4 results on 369 out of 423 respondents prefer the option that acquires half of the initial money (option B) rather than option A 

who involves maximum sacrifice. This question confirmed that the Endowment Effect is significantly related to the subject. 

1.4 Isolation Effect 

Data shows that most of the respondents (N=231) in Question 5 tend to discard the first phase of the question and fixate on the second 

stage's options. This validates the violation of Expected Utility Theory and the application of Isolation Effect on the subject. 

Based on the percentage of the respondents who choose non-optimal prospects, proves that Prospect Theory does apply to the study 

subject. Although the numbers of percentage bias are not the same as Prospect Theory's, it still indicates that the majority of the respondents do 

conduct an irrational decision-making process. 

2. Statistical Analysis 

Before the data is further analyzed, this study applies the Pearson Correlation to prove the validation of the data obtained. The data is valid 

when each of the questions has Pearson's score higher than the r-table number. Since this study acquires a minimum of 400 respondents, 

Pearson's score of the questions needs to be higher than the r-table score is 0.098. Meanwhile, the reliability assessment was done by using 
Cronbach's Alpha. The data is reliable when it results in a score higher than 0.06. Furthermore, the dependent variables are binary variable, the 

value only diverse between 0 and 1, this study presents 0 as 'Not biased' while 1 is 'Bias'. (Note that the next steps are analyzed separately by 

each dependent variables). 

2.1 Block 0: Beginning Block 

Block 0 shows the data performance on the dependent variables (Reflection Effect, Certainty Effect, Endowment Effect, and Isolation 

Effect) before involving any independent variable. Since this phase hasn't involved any independent variable, this model has a degree of 

freedom 399 and a probability of 0.05 which yields Chi-Square in the table of 446.574. The model is considered to fit with the data when the 

score of -2 Log-Likelihood of the model is lower than the Chi-square table. Except for the Endowment Effect, the model of the other dependent 

variables does not fit with the data. 

2.2 Block 1: Enter Method 

Block 1 is the phase where independent variables have contributed to data processing. With the degree of freedom or also with a total of 

independent variables is 17, the Chi-square in the table yield 27.587. The analysis concludes that the independent variables as overall have a 
significant influence on the dependent variable when the model Chi-square is higher than Chi-square in the table and also when the sign is 

shown is <0.05. No model indicates that the independent variables as overall have significant influence. 

2.3 Hypotheses Testing 

2.3.1 Wald Test P-Value 

Wald test is to partially test the influence of each of the independent variables towards the dependent variable. When the independent 

variable that has significantly less than 0.05, it means that that variable has a significant influence on the dependent variable. From the Wald 

Test, it is found that Financial Literacy variable has a significant influence on Endowment Effect performance on the study subject. Meanwhile, 

Gender has a significant influence on Reflection and Certainty Effect. 

2.3.2 Odds Ratio 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 642  

The logistic regression equations of each dependent variable are shown in this stage. This stage also analyzes the correlation between the 

variable that has significant influence and the dependent variable according to its coefficients. The Financial Literacy variable is negatively 

correlated with Isolation Effect, indicates that subjects who are more financially literate is less probable to execute this effect compared to the 

ones that are less financially literate. Meanwhile, Gender variable indicates that Male respondents are less probable to execute Reflection and 

Certainty Effect. 

2.4 Hosmer-Lemeshow Test 

When the Hosmer-Lemeshow score is >0.05, it indicates that the model is a good logistic regression model. All of the models (each of the 

dependent variables) are >0.05, therefore they are considered as good logistic regression models. 

2.5 Nagelkerke Test 

Nagelkerke score shows the proportion of dependent variables explained by the independent variables included in the model. The 

Nagelkerke scores for each model are different, which ranged from 0.055-0.082 (5.5%-8.2%). 

 

CONCLUSION 

Based on the data obtained, it can be concluded that Prospect Theory is relevant and does apply to Indonesia's subject, especially in West 

Java. This is because majority respondents tend to execute bias by choosing the non-optimal decision on all of the dependent variables included 
(Reflection Effect, Certainty Effect, Endowment Effect, and Isolation Effect). The study also concluded that the Financial Literacy variable 

does have a significant influence on the performance of the Isolation Effect only, indicates that subjects who are more financially literate is less 

probable to execute this effect compared to the ones that are less financially literate. Meanwhile, Gender variable indicates that Male 

respondents are less probable to execute Reflection and Certainty Effect.  

The study also states several recommendations, both for subjects and for further research. For subjects, the researcher recommends the 

subject to continuously enhance their financial literacy. Subjects should develop their capability to identify and assess the factors that influence 

their decisions and outcomes, so that they can decrease the biased probability and obtain a greater benefit. For further research, the researcher 

recommends further research to add other independent variables, for example by involving variables related to human behavior or personality. 

the researcher urges for more further research regarding this topic to produce better identification on the cause of biased decisions. 
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Abstract  

The financial crisis in 2008 caused anonymous named Satoshi Nakamoto to create a cryptocurrency program called Bitcoin as one of the main 

currency solutions that is not tied to the central bank. To date, there have been more than 2000 crypto currencies recorded on 

coinmarketcap.com. Crypto currencies can be used as investment instruments, as evidenced by the rise in the crypto currency market by 

thousands of percent over the past 5 years. The analysis was carried out to measure the performance of the diversified cryptocurrency index; 
CCI30 and compare it with traditional investment instruments such as shares, which are represented by LQ45 and Gold. Judging from the risk 

factors, rate of return, and evaluation using the Sharpe ratio, Crypto currency can outperform LQ45 and Gold. However, the risk that is behind 

the crypto assets is very large making it only suitable for short-term investments and is only best used by investors with aggressive risk profiles. 

Using excel solver tools, the optimal portfolio proportion containing these three assets is 19.89% CCI30, 34.09% LQ45, and 46.02% Gold with 
a potential maximum Sharpe ratio of 2325.87%. The best investment strategy using optimal proportions is semiannual rebalancing with a total 

return of 3623.48%. 
 

Keywords: Alternative Investment, Cryptocurrency, Optimum Portfolio, Risk and Return, Sharpe Ratio  

 

BACKGROUND 

The rapid development of the digital world has affected many sectors that are shifting from conventional business systems to digital. The 
topic of crypto assets was even discussed at the Group of Twenty (G20) forum at its conference in Tokyo in 2019. This shows that the public is 

aware of the existence of crypto assets and the world will immediately take action to deal with this phenomenon. 

Crypto currency is a digital currency that is stored on the internet and secured by cryptographic based systems by blockchain technology. 

The price of crypto currency can increase and decrease with high volatility in accordance with the law of supply and demand. The potential rise 
and fall of the cryptocurrencies have led many people to consider that the crypto currency is worthy of being used as an investment instrument, 

Chishti, S., & Puschmann, T. (2018) stated that "Digital disruption in finance will enable millennials to keep more of their financial gains and 

at the same time be more in control of their own finances" The message clearly explains that the financial industry of the future will be 

dominated by the generation of millennials who like investment in the technology sector.  

Compared to conventional investment instruments, crypto currencies have the highest volatility and risk. Bitcoin as the first crypto 

currency in the world which was designed by Satoshi Nakamoto in 2008 recorded a price increase of 300% in early 2018 and then dropped 

80% in mid-2018. 

Previously, there have been studies that examine the feasibility of one of the crypto currencies as investment instruments; Bitcoin by Dini 
Amalia Dewi in 2014. The study showed that the bitcoin is suitable for short to medium term investment with a specific strategy. However, 

crypto assets are not only Bitcoin. There have been at least 2000 more crypto currencies listed on coinmarketcap.com. It needs to be 

investigated using a diversified crypto asset index so that there is no bias that directs that crypto assets are only Bitcoin.  

Further analysis is needed to verify whether the crypto currency is suitable as an investment instrument by comparing the performance of 

the CCI 30 (CryptoCurrency Index 30) issued by CCi30Ⓡ with Gold and LQ45. CCI 30, representative of crypto currency to measure 

diversified overall development, Gold for the investment in real sector, and LQ45 index as representative of financial sector investments (stock 
markets) that officially issued by the Indonesia Stock Exchange. Investment feasibility measurements from the CCI 30 Index and LQ45 will be 

carried out using Sharpee’s measurement by measuring the performance of asset portfolios by considering the level of total risk or standard 

deviation. If not examined further, this phenomenon will lead to the potential for investors who are trapped by offering a high return on the 

crypto currency market. The final aim of this research is to help investors' preferences in choosing the best proportion of which investment 

instrument is better. 
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Methodology 

The data needed for CCI 30 were obtained from its websites, The data for gold are using XAUUSD that is gathered from Bloomberg,  

LQ45 Index data obtained from Indonesia Stock Exchange (IDX) Website, all of the data were gathered from January 1st 2015 until October 
31th2019. For the basis of variability of risk, the return measurement is needed. There are two methods to calculate return, arithmetic average 

return and geometric average return. First, the weekly return will be calculated to find the arithmetic and geometric average.  Equation 1 is the 

formula used to find the weekly return. 

Equation 1. Return Formula 

  

where: 

R =Rate of return 

 =Price (value) of asset at time t 

 =Price (value) of asset at time t-1 

 

The weekly arithmetic average return formula is referring to equation 2 

 

Equation 2. Arithmetic Average Return 

/n 

where: 

  = Arithmetic rate or return 

 = Weekly return 

N  = Total number of periods 

 

Geometric average return calculates the average compound return per year over a given period and investors use it to measure the 

compound yield rate at which money has grown over a specified period. The average weekly geometric return formula refers to Equation 3 

 

Equation 3. Geometric Average Return 

. ...  

Where: 

 = Geometric rate of return 

 = Weekly return 

n  = Total number of periods 

 

After finding the result from weekly return, the annual return can be calculated. The annual return formula is using the effective annual 

rate formula. The formula refers to equation 4. 

 

Equation 4. Effective Annual Return 

  
Where: 

r  = EAR at current year 

J = Average weekly return 

 

Risk is a measure of the uncertainty surrounding the return an investment would receive or, more formally, the return volatility associated 

with a specific asset. The more unpredictable the future outcomes are, the greater the risk would be.  

Standard deviation calculation is the most common tool for measuring the risk itself and it shows how the average spread of a set of values 

is about. The higher the standard deviation, the greater the risk. The weekly risk formula used Is reference to equation 5, and the equation 6 is 

formula for annual risk. 
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Equation 5. Standard Deviation Formula 

 
Where: 

S = Standard Deviation 

N = Number of outcomes 

 = Return for i outcome 

 = Average of return 
 

Equation 6. Annual Standard Deviation 

 
 

Where: 

S = Weekly Standard Deviation 

 

Covariance and correlation are measured as the relation between two random variables. It used to know which assets allocation for the 

portfolio to a given level of risk gives the maximum return. Covariance and Correlation calculation is used for the comparison, and the formula 

is referred to equation 7. This calculation then used to build the optimal portfolio. 

 

Equation 7. Correlation formula 

   

 

Where: 

  = Correlation between the      return on instrument A and instrument B 

 =Covariance between the return on instrument A and instrument B 

  =Standard deviation of instrument A 

  =Standard deviation of instrument B 

 

Optimum portfolio is combination of assets that could provide best risk-reward trade-off. The next comparison is using the constructed 

optimum portfolio with Sharpe ratio calculation. 

The Sharpe ratio formula refers to equation 8, the formula will be use as performance evaluation. The greater the Sharpe ratio of a 

portfolio, the better risk-adjusted performance. Negative Sharpe ration means that the risk-less asset would perform better. 

 

Equation 8. Sharpe Ratio Formula 

 

Where: 

 = Sharpe ratio of Portfolio i 

 = Return of Portfolio i 

 = Return of risk free rate per year (Indonesia’s Central Bank rate = 5.50%) 

 = Standard deviation of Portfolio i 
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Optimum portfolio formula used are from its return and risk. Portfolio return is a weighted average of expected returns on portfolio 

proportioned variable on each instrument as weights are the estimated return on the portfolio. Equiation 10 is the Portfolio Return formula.  

Based on the variance factor, risk in a portfolio takes the association of each other's assets and the portfolio risk function is the same as the 

portfolio variance formula. The Portfolio risk analysis applies to equation 10.  

The optimum portfolio built has three optimization types which maximize return, minimize risk, and maximize the Sharpe ratio. 

  

Equation 9. Expected Portfolio Return Formula 

 

   

Where: 

 = Expected Return on Portfolio 

 = Weight of Asset i  

 = Expected Return on Asset i 

 

Equation 10. Portfolio Risk Formula 

  

Where: 

  = Variance of Portfolio 

  = Weight of Asset i and Weight of Asset j 

  = Risk of Asset i and Risk of Asset j 

  = Covariance of Asset i and j 

  

This research simulates the investment strategies as the last analysis to project the return that will be constructed by investing a proportion 
of money in three assets using the optimum weight result. The investment strategies that will be simulates is buy and hold strategy, annual 

rebalancing, quarterly and semiannual rebalancing. Then it will be decided which strategies generate the highest return. 

 

DISCUSSION 

The performance comparison based on risk and return calculations could done by, firstly find the weekly return of each investment 

instrument. The return calculation then continued to the arithmetic and geometric average return calculations both in weekly and annual. Risk 

calculation also has weekly and annual results. After calculating all risk and return, the calculation table comparison of CCI30, gold, and LQ45 

can be constructed. 

 

Table 1. Risk and return calculations 

RISK AND RETURN COMPARISON TABLE 

  Investment Instrument 

  CCI30 LQ45 GOLD 

Weekly 

Arithmetic Average 

Return 
0.88% 0.28% 0.21% 

Geomethric Average 

Return 
0.72% 0.27% 0.20% 

Risk 3.80% 1.84% 1.46% 

Sharpe 20.52% 10.15% 7.79% 

Annual 

Arithmetic Average 
Return 

57.38% 15.82% 11.51% 

Geomethric Average 
Return 

45.07% 14.80% 10.90% 

Risk 27.40% 13.27% 10.50% 

Sharpe 209.03% 81.57% 61.99% 

 

The table shows the calculation for risk and return from 1st January 2015 - 31 October 2019. Based on risk and return aspect, the three 

assets claimed positive return and above the risk-free rate assumption on each arithmetic and geometric calculation method, weekly and 

annually. The ranking of risk and return of the three assets are same, first is CCI30, second is LQ45, and the third is gold. CCI30 recorded the 

highest amount of return, as well as the risk in the weekly and annual timeframe. CCI30 has 0.88% weekly arithmetic return, 57.38% annual 
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arithmetic return, 0.72% weekly geometric, 45.07% annual geometric return, 3.80% weekly standard deviation and 27.40% standard deviation. 

LQ45 is the second ranked asset on its risk and return ranking. It is performed 0.28% weekly arithmetic return, 15.82% annual arithmetic 

return, 0.27% weekly geometric, 14.80% annual geometric, 1.84% weekly standard deviation, and 13.27% annual standard deviation. Gold, the 

third asset recorded the lowest risk and return. It recorded 0.21% weekly arithmetic return, 11.51% annual arithmetic return, 0.20% weekly 
geometric return, 10.90% annual geometric return, 1.46% weekly standard deviation, and 10.50% annual standard deviation. By the ranking 

and large numbers of its risk and return value, we can judge that the most aggressive investment in the three assets is CCI30, and gold is the 

conservative, and LQ45 is the moderate investment. 

Based on covariance and correlation calculation. Table 2 shows that LQ45 and gold have the highest result, whereas the lowest result 
shows by CCI30 and Gold which means it is better to invest in these assets together. And the correlation between CCI 30 and Gold index is 

also shown in the positive result. 

Table 2. Correlation Matrix. 

CORRELATION MATRIX 

Correlation CCI30 LQ45 GOLD 

CCI30 1.0000     

LQ45 0.0651 1.0000   

GOLD 0.0405 0.1724 1.0000 

 

Result from the covariance and correlation calculation then used to construct the optimal portfolio. Table 3 shows that optimization using 

maximize Sharpe ratio can generate high return with appropriate risk, the calculation is based on arithmetic average return. The optimum 
portfolio is constructed in form of weekly and annually. The result of the optimum weight is shown by weekly calculation for maximizing 

Sharpe ratio. 

Table 3. Optimum Portfolio 

Optimum Portfolio Table Optimum Portfolio Table 

Annually Weekly 

Assets 

Weight 

Assets 

Weight 

Max 

Return Min.Risk Max.Sharpe 

Max 

Return Min.Risk Max.Sharpe 

CCI30 100.00% 8.28% 19.89% CCI30 100.00% 8.28% 18.84% 

LQ45 0.00% 35.33% 34.09% LQ45 0.00% 35.33% 34.72% 

Gold 0.00% 56.39% 46.02% Gold 0.00% 56.39% 46.44% 

Total 100.00% 100.00% 100.00% Total 100.00% 100.00% 100.00% 

                

  

Max. 

Return Min Risk Max Sharpe   

Max. 

Return Min Risk Max Sharpe 

Portfolio 

Return 57.38% 16.83% 22.10% 

Portfolio 

Return 0.88% 0.29% 0.36% 

Portfolio 

Risk 7.51% 0.62% 0.74% 

Portfolio 

Risk 0.14% 0.01% 0.01% 

Sharpe 697% 1902.32% 2325.87% Sharpe 540% 1626.79% 1918.84% 

 

The last data analysis determines which investment strategy can provide the best return and the most worth-it investment. The investment 

strategies made by using the optimum weight from optimum portfolio annually  maximizing Sharpe calculation. 

There are 4 strategies that will be tested; buy and hold strategy and rebalancing strategies every year, six months and three months from 

January 1st 2015 until October 31th 2019. Table 4 shows the comparison result of buy and hold strategy with the rebalancing strategies. 
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Table 4. Investment Strategy Result Comparison 

   Return Stdev Sharpe 

Investment 

Strategies 

Buy and 

Hold  504.63% 
- - 

Annual Rebalancing 1296.24% 575% 224.56% 

Semi-Annual Rebalancing 3623.48% 524% 691.03% 

Quarterly Rebalancing 327.31% 24% 1356.85% 

 

The best return comes from Semi-Annual rebalancing; means the investor must do asset allocation every six months. Smallest return 

comes from Quarterly-Rebalancing strategy. Judging from its return result, the portfolio works well if we invested it semi-long term. If we do 

many trades like quarterly rebalancing strategy, the return could not be maximized.  

The sharpe ratio told us a different perspective of these strategies, quarterly rebalancing turns out to make lower risk compared to others 

and made the highest result on the sharpe ratio calculation. Means we get the best risk-reward tradeoff if we trade the instruments oftenly.  

For the practical approach, if the Investor are invested in those three instruments, using buy and hold strategy, means investors just buy the 
instruments with the allocation and sell it on the allotted time, the money will multiplied 5 times or 505%. Table 5 shows how the money 

develops during the investment period.  

 

Table 5. Buy and Hold strategy table (period Jan 1st 2015 - Nov 1st 2019) 

 
Weight Beginning Money Return Asset Value Profit/Loss 

CCI30 19.89% IDR 19,889.96 2498.0% IDR 516,746.16 IDR          516,746.16 

LQ45 34.09% IDR 34,094.16 12.83% IDR    38,469.14 IDR            38,469.14 

Gold 46.02% IDR 46,015.88 7.38% IDR    49,412.50 IDR            49,412.50 

Total 100.00% IDR     100,000 505% IDR 604,627.80 IDR          604,627.80 

Total Investment in The End of The Period IDR 504,627.80 
  

Return 505% 
  

 

CONCLUSION 

From the data analysis, considering the risk, return, and performance evaluation using Sharpe ratio, Cryptocurrencies is good for short-

term and active-managed investment. However, the price of cryptocurrencies is unpredictable, and it can change drastically day by day with 

high volatility. So, cryptocurrencies investment is only for investors who are risk seekers. 

For investors who tend to have a risk averse personality, gold is the best investment because it generates low return and low risk. LQ45 

index is suitable for the moderate investors and risk neutral because the risk is higher than gold, but also lower than cryptocurrencies. 

Using the maximize Sharpe ratio method, the best proportion for the portfolio is with 19.89% CCI 30, 34.09% LQ45, and 46.02% gold. 

This proportion will maximize the Sharpe ratio up to 2325.87%. 

Using the optimum proportion, the best strategy that generates the biggest return is semi-annual rebalancing strategy with 3623.48%. 
However, this strategy won’t provide the best risk-reward tradeoff. The best risk-reward tradeoff earned by the Quarterly rebalancing strategy 

with 1356.85% Sharpe ratio. 

The cryptocurrencies markets are always changing with extreme fluctuation and high volatility; however, this research only apply the time 

range from 2015 to 2019. It is better to re-do this research in the future to determine that the result is still valid or not with a longer timeframe. 
There are several cryptocurrency indices on the market, on only CCI30. It is better to do the research using different indexes to gain more 

insights to the market. 

For potential cryptocurrency investors, whether its retail investor, institutional investor, or fund manager. The cryptocurrency market is a 

new emerging market that contains a huge opportunity and large potential return. Despite the high risk on the market, it can be reduced with 

proper diversification using traditional assets such as stock, bond, or gold.  
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Abstract  

As a preparation to enter this era, digital transformation is required by the incumbent companies. One of the bold responses to answer the 

disruptive era is by acquiring new entrants to gain technology benefits and expanding the market. Through its subsidiary, PT. XYZ, a corporate 

venture capital that invests in many digital companies to pursue not only financial gain but also a strategic objective that can support PT X 

digitalization plan. An acquisition can be the option to preserve the added value when the startup has reached the exit stage. To identify which 
startup that should be acquired, the Discounted Cash Flow method is used in valuing the added value until perpetuity, and sensitivity analysis 

can be constructed to identify the risk. Based on the results, the total added value that PT. X gathered from the partnership with digital 

companies is Rp13.65 trillion. The number is dominated by Digital Company B, Digital Company E, and Digital Company C, with a 

proportion of 67.41%, 18.60%, and 9.96%, respectively. The researcher suggests that for the long-term, PT. X is recommended to consider 
those digital companies for acquisition, and a further assessment needs to be made on assets valuation of those digital companies prior to the 

decision for acquisition. In the short-term, maintaining a partnership with those digital companies is desirable.  Additionally, based on 

sensitivity analysis, the total added value is susceptible to WACC changes. Therefore, PT. X should perform the best possible capital structure 

to have maximum total value. 
 

Keywords: Added Value, Corporate Venture Capital, Digital Company, Digital Transformation, Partnership  

 

BACKGROUND 

Based on Christensen's (2015) disruptive innovation theory, disruption can be defined as a very specific process that explains how entrants 

can successfully compete with incumbents. Digital allows business players to access groundbreaking possibilities in business industries. 

Moreover, digital opens up the barriers to entry and open doors for entrepreneurs and innovators to expropriate the market. As a result, 

incumbents will face significant pressure from the new entrants (Deloitte AU, 2017). Globally, it can seize 30% off the incumbent's revenue 

growth and steal the incumbent's market share (Bughin, 2017). 

Moreover, disruptive innovation is closely related to technologies since its business model tends to use technologies (Griffin et al., 2016).  

Since the technology is evolving rapidly, digital transformation is required by the incumbents to compete with the new entrants. Digital 
transformation is a situation when technology is used to improve performance radically. According to Capgemini (2015), one of the successful 

tactics of digital disruption responses is by acquiring competition. Buying startups is one of the fastest ways for incumbents to grow, enter a 

new market, and embrace disruption and innovation (Pisoni et al., 2018). 

Moreover, a partnership with disruptive firms can open opportunities for new technologies with less cost and lower their risk at the same 
time (Griffin et al., 2016). The incumbents have opportunities to obtain strategic partnerships through the investment on the new entrants, 

which has potential synergy with the strategic objective from the incumbents. Venture capital is one of a form of private equity and type of 

financing to startup companies which have the potential for long-term growth. On the other hand, a venture capital which non-financial firms 

invest in startups is called corporate venture capital.  

PT. X is one of Indonesia's largest companies that run-in the telecommunication sector, which faces lots of digital disruption. In 

responding to the disruptive innovation, PT. X's president director in an Indopos (2020) interview stated that PT. X has been focusing on the 

development of digital platforms, which expected to support the company's internal activities as well as its clients and broader communities. 

Moreover, one of the PT. X strategic programs is planning to strengthen the digital capabilities and ecosystem that can give added value to PT. 
X group by acquisition and collaboration with external parties. Through PT. X subsidiary, PT. XYZ, a corporate venture capital that invests in 

many digital companies to pursue not only financial gain but also strategic objectives, the company can build a partnership with the startups 

and generating added value. According to its company profile, investment management is executed to perform strategic investment that is 
aligned with the parent company's innovation planning and to pursue digital transformation within the company. However, when the startups 
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have reached a mature stage, there is a window of opportunity for them to exit from the PT. XYZ portfolio. Hence, the strategic objective will 

not be applicable anymore. Therefore, to preserve the added value, further assessment is required to know which startup that provides the most 

positive added value. The startup that provides the most positive value can be targeted for PT. X acquisition since it is one of the startup exit 

strategies.  

According to the explanation, the research question that needs to be analyzed and solved is to identify which startup that should be 

considered as the PT. X's acquisition target due to its added value. The objective is to provide a recommendation of ideal startups that are 

qualified for acquisition. The origin of this extended abstract is taken from the author's final project as part of the requirement for the Degree of 

Bachelor of Management under the same title.  

 

LITERATURE REVIEW  

Corporate Venture Capital (CVC) is an equity investment by the non-finance corporation in entrepreneurial ventures to obtain both 

financial goals and strategic goals (Napp et al., 2011). Based on its business model, CVC gets its funding from the parent firm, and the funding 

will be distributed to potential high growth startups as a private equity investment. The difference from traditional VC is that CVC is not only 

looking for financial gain but also strategic objectives. According to Ernst et al. (2005), there are five strategic intentions of CVC, including 
getting access to high technology experts and create new growth opportunities for the parent firm. CVC is investing in potentially high growth 

startups until it reached the mature stage. Based on Gromov (2013), the startup lifecycle can be classified into four stages: seed stage, early 

stage, later stage, and IPO. On the seed stage, the startup usually already has a mature business concept ready to be transformed into feasible 

actions. Meanwhile, on the early stage and later stage, the lifecycle can be specified into Series A, Series B, and Series C. In Series A stage, the 
startups have developed the business plan and have the product ready. In Series B, startups tend to make an expansion by expanding the market 

segment or creating a new revenue stream. When a startup has reached Series C, it is expected to embark on a large-scale expansion, and the 

output from this stage is the startup's exit strategy (Leahy and da Roza, 2018; Law, 2017). When it comes to the exit strategy, two common exit 

strategies are investing in the public through the stock market (IPO) or selling to the companies in the related industries (Laine and Torstila, 

2005). 

According to Capgemini (2015), acquisition becomes one of the successful tactics of digital disruption response. Chattarjee (1986) pointed 

out that there are three motives for acquisition. These motives include financial synergy that closely related with the cost of capital of the 

acquiring firm after performing acquisition, the operational synergy that refers to the economics of scale that reflects cost savings and 
increasing production level and economics of scope (Tamosiuniene & Duksaite, 2009) and collusive synergy that reflects the increasing market 

power of acquiring firm (Kim, 2011). 

In the previous section, it has been mentioned that PT. XYZ invests in potentially high growth startups to get added value from strategic 

partnerships. PT. XYZ connects PT. X subsidiaries with startup portfolio to generate added value between them. When the startup exits from 
PT. XYZ portfolio, the strategic objective will no longer be applicable. Thus, further assessment to know which startup should be considered 

for acquisition is required to preserve the added value. The assessment will be made using a valuation method to calculate the value until 

perpetuity.  

Valuation is a process of calculating the company's value based on the current cash flow and future cash flow that will be generated 
(Damodaran, 2012). One of the valuation methods is the Discounted Cash Flow (DCF) method, in which the approach is using current and 

future cash flow as a valuation basis. The start of valuation is to determine the future cash flow (FCF) for the next few years then determine the 

discount rate using a Weighted Average Cost of Capital (WACC). The next step is to calculate the terminal value as the value in perpetuity. 

The total value is equal to FCF plus terminal value discounted using the WACC.  

Also, to prevent uncertainty in capturing the added value, risk analysis can be constructed. According to Ross (2012), sensitivity analysis 

examines how responsive a specific value measurement is to changes in the underlying assumption of a particular variable. The sensitivity 

analysis can capture which variable is affecting the changes in the output the most, or it is called the most sensitive variable. Therefore, the 

preparation of a mitigation strategy can minimize the risk.  

 

METHODS 

In conducting this research, the author gathers data by using a qualitative and quantitative approach. For the qualitative approach, the 

author conducts an in-depth interview with several representatives from PT. XYZ to obtain information about the business process and the 
partnership between startup and subsidiary companies. In the quantitative approach, the primary data is collected from PT. XYZ, and it relates 

to the financial data on the added value. 

After all the data needed are gathered, the data analysis can be performed. The first is to identify the startup for the assessment. The 

startups will be selected qualitatively based on the prevailing added value up to 2019. Then, the valuation process was taken. The valuation 
method that will be used to estimate the total added value is Discounted Cash Flow Method (DCF) since it is the standard method to value the 

project based on the future cash flow. The calculation is using the DCF formula as per Damodaran (2012). Before the calculation is made, there 

are several elements on the DCF formula that needed to be established. These elements include the WACC which will act as the discount rate 

for determining the today's value of the cash flow since WACC is a standard method to assess a project as it captures the required return, the 

FCF which in this research, the FCF will be equal to the added value of the partnership. 

Moreover, the forecasted future cash flow will be equal to the FCF multiplied by the relative growth of the industry (variable growth) for 

the next following years, and terminal growth to determine the added value in perpetuity. In determining the forecasted cash flow, cash flow 
will be multiplied by the growth rate, which is considered a high growth rate in the variable stage. The projected high growth rates for cash 

flow can be used from the historical experience of the firm or the industry rate (DePamphilis, 2019). Rotkowski and Clough (2013) believed 

that in estimating the LTG, there are several sources of information that could be a consideration, including the real economic growth rate, 

historical financial information, and management projections. Nevertheless, if the GDP growth rate is expected to occur, the LTG's could be 
more positive. So, GDP is the least expected growth for LTG. The growth rate of the terminal value will be using stable growth, which is the 
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Real Economy Growth of Indonesia (GDP) rate in the year 2019. According to Damodaran (2009) journal, it said that for the young company, 

the estimation period of valuation is only limited to three to five years.  

Last, conduct risk analysis. The risk analysis will be constructed to identify the risk of each partnership. Therefore, sensitivity analysis will 

be carried out to know the most sensitive variable. The variables that will be examined in sensitivity analysis are FCF, WACC, Variable 

Growth, and Terminal Growth.  

 

ANALYSIS OF FINDINGS AND DISCUSSION 

After selecting the startups or digital companies, six digital companies have partnership with PT X's subsidiaries until 2019. The 

partnership between the digital company and subsidiary can be classified into two categories, which are the partnership that creates a 
collaborative new product that could generate new revenue value and a partnership that provides service that can create effectiveness and 

efficiency for the subsidiary company's internal operation. Before doing the value calculation, the FCF value of each digital company with a 

subsidiary needs to be determined. The FCF of the partnership that creates a collaborative new product that could generate new revenue value 

will be using the profit contribution that the percentage has been given (see Appendix 1). For the partnership which provides service that can 
create effectiveness and efficiency for the subsidiary company's internal operation, the FCF will be the result of comparable company 

estimation service price subtracting by the digital company service price (see Appendix 2). Then, the forecasted FCF will be determined. The 

forecasted FCF will be used growth rate assumption (see Appendix 3) in the variable stage, and the duration is following the young company 

estimation period of valuation, which is limited to three years. Next is calculating the total value that has been discounter with PT X's WACC 

percentage, which is equal to 10.43%. The calculation is using the DCF formula, according to Damodaran (2012) (see Appendix 4). 

Table 1 

Digital Company Total Value 

Synergy Value 

Percentage 

(%) 

Digital Company B 9,204,000,875,231 67.41% 

Digital Company E 2,539,398,235,101 18.60% 

Digital Company C 1,359,848,200,257 9.96% 

Digital Company F 394,049,823,317 2.89% 

Digital Company D 155,546,555,031 1.14% 

Total 13,652,843,697,937 100,00% 

Digital Company A (9,227,269,313) - 

 

The table above shows the result of the valuation process of the added value. The total value has been discounted using the WACC of PT. 

X, 10.43%, which has been considering the Cost of Debt and Cost of Capital. The result shows that there is one digital company, Digital 
Company A, with a negative added value. The negative total value occurs due to Digital Company A also has negative FCF. It happens due to 

the price of Digital Company A's service that is higher than the comparable company with the same service. Therefore, to prevent more loss, it 

would be better if the partnership with Digital Company A is terminated, and it will not be considered in calculating the total value. The total 

added value that PT. X gathered is Rp13.65 trillion dominated by Digital Company B, Digital Company E, and Digital Company C, with the 

proportion of 67.41%, 18.60%, and 9.96% respectively. 

Digital Company B has the most positive estimation value, Rp9.2 trillion, or 67.41% from the total value that PT. X gathered. Digital 

Company B is one of PT. XYZ's startup portfolio, which running a business as a payment gateway as a service for the unbanked population in 

Indonesia. The partnership that Digital Company B has is between Digital Company B and one of PT. X's active subsidiary, Subsidiary B, 
which provides mobile and cellular data services. Digital Company B provides service for Subsidiary B customers to be able to buy digital 

vouchers without having a bank account. The payment will be using Subsidiary B cellphone credit instead of a credit/debit card.   

Moreover, Digital Company E has Rp2.54 trillion total added value. It also has a partnership with Subsidiary B and offers similar service 

as Digital Company B, which serves the unbanked population in Indonesia. The difference is that Digital Company E acts as a digital wallet 
that can be topped up through authorized agents such as small stores. It means the users can top up without having any bank account. The 

partnership which Digital Company E has with Subsidiary B is the Subsidiary B customers able to buy the product or services using Digital 

Company E-service. It can be said that Digital Company E is one of the sales channels for Subsidiary B. The partnership that Subsidiary B has 

with Digital Company B and Digital Company E lies tremendous opportunities for Subsidiary B to capture huge profit since the fact that 
unbanked population in Indonesia in 2013 reached 60% of the total bankable population. The number will continue to grow until 113 million 

by 2020 (Deloitte Indonesia, 2015). Also, the total market share in Indonesia that Subsidiary B earn is around 90% or equal to 171.1 million 

subscribers. With a considerable number of market share and considering the unbanked population, the services that subsidiary offers ease the 

customers that do not have any bank account to do digital transactions.  

Meanwhile, Digital Company C provides services that can help effectiveness and efficiency in the subsidiary's internal operation. The 

service is a telecom API that could offer cloud service that helps to connect the company with its customers through SMS, notifications, video, 

and voice. Digital Company C has a partnership with PT. X's subsidiary, which works in digital advertising media (Subsidiary C). They help 

Subsidiary C A2P SMS aggregator system while broadcasting digital advertising for the clients. In Subsidiary C portfolio, currently, they hold 
30 big clients, including government and non-government companies. The partnership with Digital Company C helps Subsidiary C to 

implement effective and efficient in its overall internal operating system.  

In a risk analysis result, WACC is considered as the most sensitive variable since the total value reacts the most with the changes of 

WACC. The relationship between WACC and the total value is negative since the higher the WACC, the lower the total value will be. The 
purpose of risk analysis is to prepare risk mitigation afterward. Therefore, in this case, the mitigation strategy for WACC changes is that PT. X 

can perform an optimal capital structure, which is the optimal proportion of equity and debt to have lower WACC.  
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In doing this research, several limitations occur. In doing the calculation, it is only limited in valuing the added value from the partnership. 

Also, the added value for all partnerships, it is based on expert’s judgement and assumptions discussed with PT. XYZ representative. The 

added value that PT. X gets is according to the profit contribution from the project value of each partnership, which PT. XYZ provides, and the 

comparable company estimation price based on the company's pricing plan, which is stated on the official website even if several adjustments 
are being made. Last, the risk profile of subsidiary companies is using the parent firm risk profile since, at the end-all of the subsidiaries will be 

consolidated.  

 

CONCLUSION 

In conclusion, PT X has managed to implement the digitalization plan within the company through its subsidiary, PT. XYZ, a company 

that invests in many digital companies to pursue financial gain and strategic objectives. When it comes to the acquisition decision to preserve 

the added value, it becomes crucial therefore, DCF valuation is conducted to know which digital company that could be considered for 

acquisition. The results show that PT. X gets Rp13.65 trillion of total added value dominated by Digital Company B, Digital Company E, and 
Digital Company C, which has a proportion of 67.41%, 18.60%, and 9.96% respectively. Both Digital Company B and E are providing services 

for the unbanked population in Indonesia. Digital Company C partnership is helping Subsidiary internal operations thus, it becomes more 

effective and efficient by providing A2P SMS Aggregator system service.  

Considering the result, PT. X is recommended to consider Digital Company B, E, and C for acquisition and perform a further assessment 
on assets valuation before acquisition decision in a long-term period. Meanwhile, for the short-term, it is recommended that PT. X to maintain 

the partnerships. The result in risk analysis shows that WACC is classified as a sensitive variable since the total value is susceptible to the 

changes of WACC. Therefore, to have maximum total value, PT. X can perform optimum capital structure, which is by considering the optimal 

proportion of equity and debt to have maximum total value by reducing the WACC.  
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APPENDIX 

Appendix 1: FCF – New Revenue Value 

Digital Company PT. X’s 

Subsidiary 

Project Value 

(IDR) 

Profit Contribution FCF (IDR) 

Digital Company B Subsidiary B 489,718,708,000 53.3% 261,020,071,364 

Digital Company E Subsidiary B 135,114,157,381 53.3% 72,015,845,884 

Digital Company F Subsidiary A 229,312,286 33.9% 77,736,865 

Subsidiary B 20,018,880,000 53.3% 10,670,063,040 
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Appendix 2: FCF – Internal Operation 

Digital Company PT. X’s 

Subsidiary 

Digital Company 

Service Price (IDR) 

Comparable 

Company Service 

Price (IDR) 

FCF (IDR) 

Digital Company A Subsidiary A 46,056,450,000 43,168,000,000 (2,888,450,000) 

Digital Company C Subsidiary C 59,370,960,000 102,240,000,000 42,869,040,000 

Digital Company D Subsidiary B 2,014,608,038 6,292,360,800 4,277,752,763 

Digital Company F Subsidiary D 181,395,120 579,360,000 397,964,880 
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Abstract  

The working world changes quickly. New offices no longer look like offices but are open and transparent. These workplace solutions are 

commonly referred to as a co-working space. The rising group of work-at-home professionals, creative economic actors, and the rapid growth 
of startups in Indonesia show an increasing demand for co-working space. But there is a problem faced by the owner of Bit.33 Space which is a 

co-working space located in Bandung. After running this business for one year, he felt less satisfied with the occupancy rate of his building 

which was used as a co-working space. So, the owner wants to renovate and change the whole concept of his building. Before executing this 

idea, the feasibility study of the co-working space in the economic aspect had not been conducted. Therefore, throughout this study, the author 
wants to assess the economic feasibility study by using financial aspects such as Net Present Value (NPV), the Internal Rate of Return (IRR), 

the Payback Period, and Profitability Index (PI). Lastly, analyzing sensitivity with the annual revenue as the variable. The result of Net Present 

Value is Rp 1,155,801,867 which is greater than zero, Internal Rate of Return is 34.82% which is greater than WACC (16.40%) as a hurdle 

rate, Payback Period for 4 years and 7 months, and Profitability Index is 1.90. The result from the sensitivity analysis for both conditions are 
still feasible. 

 

Keywords: Co-working Space, Economic Feasibility Study, Financial Aspects, Sensitivity Analysis  

 

BACKGROUND 

The working world changes quickly. Even, new offices no longer look like offices but are open, transparent, and playful spaces with an 

identity (van Meel & Vos, 2001). These workplace solutions are commonly referred to today as a co-working space. In 2010 in Sukaluyu, 
Bandung. The increasing demand for co-working space is caused by a rising group of work-at-home professionals and independent contractors 

in Indonesia who do not need conventional office space (Indonesia Investments, 2017).Bit Space is one of the co-working space located in 

Bandung, West Java, Indonesia. This business was established since 2019, so this business has run for approximately one year. This building 

has a land area of 300 meters square with a building area of 350 square meters consisting of two floors. Several services can be chosen by the 

visitors, which are daily passed access, membership packaged, event space, meeting room, and dedicated room rental. According to the 

interview with the owner, after one year running this business, he has a plan to renovate his building on Kebon Bibit Street because the 

occupancy rate for meeting room, event, and a daily pass is under owner’s target which is 50%. Thus, the owner considered changing the 

concept of the facility of Kebon Bibit building to become more focused on renting out all spaces every month. But he is not sure with his 
consideration and the owner needs proof from the economic side that can convince him whether this project is feasible or not. Thus, the author 

will help the owner to analyze this alternative deeper from the financial side using a feasibility study and discuss the marketing side briefly.  

 

Research Question: 

In this research, there is a question that would be answered: 

Is the Bit.33 Space project feasible or not from an economic perspective? 

Scope and limitation of this research are: 

- All fund collected is from a single investor. There is no third party, such as other investors or banks that lends or borrows their money 

to this investor. 

- Indonesia and Bandung’s economic condition is a perfect constant which means there is no inflation happened and deflation. If there 

is inflation or deflation, the price level will fluctuate equally and proportionally. So, the decision of the feasibility study is unchangeable. 
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LITERATURE REVIEW 

Economic Feasibility Study 

The purpose of economic feasibility is to evaluate the feasibility of the project, assess whether the project benefits are worth the risk, and 

decide the bottom-line gain of the project from an economic perspective. The economic feasibility It is very important for managers and 

policymakers to analyze and fix the shortcomings of the project before the report is completed to test the viability of the project (Jebrin, 2017). 

 

Net Present Value (NPV) 

Net present value is a formula for measuring how much value is created or added today by undertaking an investment (Sullivan, 2006:261) 

and Woodruff (2019) recognizes that the net present value method utilizes a percentage rate to discount future cash flows to the present.  

 

Internal Rate of Return (IRR) 

The IRR is the discount rate that makes the NPV of cash outflows and inflows equal to zero. This approach can be used to compare 

multiple project attractiveness (Woodruff, 2019). 

 

Payback Period 

The amount of time required for an investment to generate cash flows sufficient to recover its initial cost. Based on the payback rule, an 

investment is acceptable if its calculated payback period is less than some specification number of years (Sullivan, 2006: 265)  

 

Profitability Index (PI)  

The profitability index (PI) refers to the ratio of discounted benefits to discounted costs. This is an estimation of the profitability of an 

investment which can be compared to the profitability of other comparable investments under consideration (Gurau, 2012). 

 

Weighted Average Cost of Capital 

The mathematical combination of the cost of debt financing and the cost of equity financing results in a weighted average cost of capital 

(Sullivan, 2006: 24). 

 

Sensitivity Analysis 

Sensitivity analysis is a method which verifies how sensitive a particular NPV, IRR, and payback period calculation is to changes in 

underlying assumptions (Ross, 2010: 196). 

 

Marketing Analysis 

The marketing mix is a set of tools that enables companies to achieve their marketing goals in their target markets. (Boekema, 1995). 
There are 7 elements of marketing mix concept to service business as follows: Product, Price, Promotion, Place, Participant, Process, and 

Physical Evidence.  

 

METHODS 

Preliminary Study 

In this stage, the author extracts preliminary data from the owner's summary and needs to come directly and meet with the owner for 

identifying the business process and conducting an interview with the owner to find out what problem is being faced.  

 

Problem Identification  

After conducting a preliminary study, the researcher tries to identify the issues that can be considered as a problem at Bit.33 Space.  

 

Literature Review 

To do this research, the author used some established theoretical structures and concepts as guides. Such ideas and concepts allow the 

researcher to have a simple concept to support work. The literature review is drawn from books, scientific journals, respected blogs, and other 

trusted resources.  

 

Data Gathering 
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In gathering the data, the author asked permission for the business data retrieval and gathering all the historical data directly. Furthermore, 

the researcher also interviewed the owner to collect the data. In this case, the interview process uses a semi-structured interview where the 

researcher will explore and improve a lot of information.  

 

 

Data Processing and Analyzing 

Firstly, the author will analyze the marketing aspect. The marketing analysis is used to develop effective marketing strategies. After 

analyzed those analyses, the next step is to analyze an economic feasibility study. Start creating the cash flow stream, which describes the cash 

incoming and outgoing operations of the company. Afterwards, WACC needs to be calculated using the Capital Asset Pricing Model (CAPM). 

WACC is important to be measured for calculating the expected return of the asset and for discounting the value of cash flow that will be 
received in the future to the present. Then, calculate liquidation value of the firm because this study assuming the owner of the business will 

sell all the assets on the 10th year, followed by determining total cash flow to conduct a feasibility analysis of a project by calculating four 

principles criteria, which are Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period (PP) and Profitability Index (PI). The 

sensitivity analysis is performed to check the NPV, IRR, payback period, and the profitability index after parameters are evaluated. The 

analysis will test the risk of change in the annual revenue because this factor leads to the uncertainty of the feasibility result. 

 

Conclusions and Recommendations Stage 

The outcome of the study is being inferred at this point. Through this stage, the complete results of this project's economic feasibility can 

be known whether it is feasible or not. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

This chapter describes a short review of the marketing condition and comprehensive economic analysis. 

Marketing Analysis 

Product: Bit.33 Space is a business that provides vacant space for rent. This room is usually rented by startup companies and a group of 

professionals who work at home. There are three different room types, and each type has a different room area and facilities.  

Price: Pricing is a necessary case because it is a determining key for product positioning and must be determined in accordance with the 

target market, a variety of products, services, and competition. The owner determines the pricing strategy by adjusting to the competitor’s price, 

which is around the Bit.33 Space region.  

Place: Bit.33 Space is located at Kebon Bibit Street Number 33, Bandung, and this building is quite near to Baltos. Bit.33 Space does not 

have a spacious parking lot because the building is in the middle of residential areas and not so close to the main road. 

Promotion: Bit.33 Space uses a banner to promote its business, but it just shows the brand without any explanation about the business 

itself. The second promotion is the owner use Instagram and create a website to support its marketing activities. No promotion offered by 

Bit.33 Space to the tenant like a discount or package promotion. 

People: In running this business, Bit.33 Space does not require a lot of workers because there are not many business activities that require 

a lot of workers. This business needs staff who can manage the administration of room rentals and a security guard. 

Process: The process in the marketing mix refers to the system, which is used to assist organizations in providing services. Process in the 

marketing mix in Bit.33 Space is a business process that consists of sales and after services.  

Physical Evidence: By renovating the building, the owner wants to redecorate the building interior becomes more minimalist and feel a 

comfortable office. 

Financial Analysis 

Initial Investment 

At this point, the initial investment is differentiated into two categories, which are the main investment is Rp 1,241,305,000 and the 

additional investment is Rp 40,350,999 

 

Annual Operational Expenses 

Operational expenses for Bit.33 Space are mostly a fixed cost because all cost does not correlate with the change of room occupancy rate. 

The total amount of the annual operational expense is Rp 103,845,728 

 

Weighted Average Cost of Capital (WACC) 

Risk-free rate (7.77%) is taken from Indonesia 10 years Bond yield to maturity on May 20, 2020, in Indonesia Bond Pricing Agency 
website. The author chose ten years bond to synchronize with the period of this project. Equity risk premium (9.49%) and beta industry (0.91) 

are taken from Damodaran online. Because there is no specific category for the co-working space business, the author uses the hotel industry as 

the beta industry category because both industries have similarities in room rental. The last update for the beta industry is January 2020, and for 

equity risk premium is April 1, 2020. Because all funding comes from a single investor, and there are no third parties. So, there is no debt 
portion, and the cost of debt is zero. Then, the weight of the debt of the Bit.33 Space is equal to zero since this business does not have long-
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term debt. Since this business is using 100% equity, the weight of equity will be equal to 1. Below is the equation to calculate the cost of equity 

by using CAPM. 

Re = Rf + βs (Rm - Rf) 

Re = 7.77% + 0.91(9.49%) 

Re = 16.40% 

After calculating the cost of equity, the next step is calculating the WACC. The following equation shows the result of WACC. Since this 

project is all the equity financing so, the WACC is the same with the cost of equity. Therefore, the WACC of Bit.33 Space will be 16.40%. 

 

Salvage Value 

Table 1. Salvage Value 

Initial 

Investment 
Amount (Rp) 

Estimated 

Lifetime (year) 
Depreciation/year (Rp) 

Salvage Value 

(Rp) 

Building  1,093,750,000  15 79,916,667  364,583,333  

 

 

Expected Annual Revenue  

The expected annual revenue is derived from the multiplication between the target occupancy rate and the annual revenue source 

calculation Rp 894,000,000, which is calculated for a 100% occupancy rate for the next ten years. 

Table 2. Expected Occupancy Rate 

 
 
 
 

 

Net Cash Flow 

Table 3. Projected Net Cash Flow 

End 

of 

Year 

Cash 

Inflow (Rp) 
Cash 

Outflow (Rp) 
Before Tax 

NCF (Rp) 
Tax  

(Rp) 
After Tax 

NCF (Rp) 

(1) (2) (3) (4) = (2)-(3) 
(5) = 

0,5%*(2) 
(6) = (4) - (5) 

0 0 1,281,655,999  0  0 (1,281,655,999) 

1 447,000,000  103,845,728 343,154,272  2,235,000  340,919,272  

2 491,700,000  103,845,728 387,854,272  2,458,500  385,395,772  

3 536,400,000  103,845,728 432,554,272  2,682,000  429,872,272  

4 625,800,000  103,845,728  521,954,272  3,129,000  518,825,272  

5 715,200,000  144,196,727  571,003,273  3,576,000  567,427,273  

6 759,900,000  103,845,728  656,054,272  3,799,500 652,254,772  

7 759,900,000  103,845,728  656,054,272  3,799,500  652,254,772  

8 804,600,000  103,845,728  700,754,272  4,023,000 696,731,272  

9 804,600,000  103,845,728  700,754,272  4,023,000 696,731,272  

10 
804,600,000  103,845,728  700,754,272  4,023,000  696,731,272  

364,583,333  0 364,583,333  0 364,583,333  

*NCF = Net Cash Flow 

 

Net Present Value (NPV) Calculation 

Table 4. Net Present Value of Bit.33 Space 

End 

of 

Year 

After Tax 

NCF (Rp) 

(P/F, 

17%, 

10)  

Discounted 

After Tax 

NCF (Rp) 

Cumulative 

Discounted 

After-Tax 

NCF (Rp) 

(1) (2) (3) (4) = (2) * (3) (5) 

0 (1,281,655,999) 1.0000 (1,281,655,999) (1,281,655,999) 

1 340,919,272 0.8547 291,485,978 (990,170,021) 

End of Year 1 2 3 4 5 6 7 8 9 10 

Expected Occupancy Rate (%) 50 55 60 70 80 85 85 90 90 90 
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2 385,395,772 0.7305 281,724,309 (708,445,712) 

3 429,872,272 0.6244 268,240,298 (440,205,414) 

4 518,825,272 0.5337 277,052,695 (163,152,719) 

5 567,427,273 0.4561 258,746,836 95,594,117 

6 652,254,772 0.3898 254,379,361 349,973,478 

7 652,254,772 0.3332 217,200,839 567,174,318 

8 696,731,272 0.2848 198,568,413 765,742,730 

9 696,731,272 0.2434 169,305,699 935,048,429 

10 
696,731,272 0.2080 144,920,105 1,079,968,534 

364,583,333 0.8547 75,833,333 1,155,801,867 

NPV 1,155,801,867 

 

IRR Calculation 

Trial and Error method produces 32% and 36% as a discount rate. The following equation is used to calculate IRR. 

 

From the calculation, the IRR is 34.82%, which is greater than 16.40% as the WACC. 

  

Payback Period Calculation 

  

The payback period of Bit.33 Space’s Project is in 4 years and 7 months. 

 

Profitability Index Calculation 

 

The result from the calculation shows the profitability index is 1.90 which is greater than 1. The profitability index of ratio of 1 is the 

lowest acceptable value which means the new Bit.33 Space project is profitable to run. 

 

Sensitivity Analysis 

Sensitivity Analysis will test the risk of change in the annual revenue. This factor leads to the uncertainty of the feasibility result. 

 
 

Table 5. Sensitivity Analysis 

Condition 
Net Present 

Value (Rp) 

IRR 

(%) 

Payback 

Period  

Profitability 

Index 

Optimistic (Annual revenue increased by 
10%) 

1,570,233,894 41.08 
3 years 

8 months 
2.23 

Pessimistic (Annual revenue decreased by 

10%) 
741,369,840 28.41  

5 years 
9 months 

1.58 

 

 

CONCLUSION 

The economic feasibility study conducted for Bit.33 Space shows that the new project is feasible through Net Present Value (NPV), 

Internal Rate of Return (IRR), and Payback Period Calculation. The last indicator is the Profitability Index. It is also indicated the project is 

profitable. During the most likely condition, the result of NPV is Rp 1,155,801,867. It is greater than zero. The IRR is 34.82% which is greater 

than the WACC (16.40%). The payback period is 4 years and 7 months. The profitability index is 1.90, which is greater than 1. For both 
conditions, when the annual revenue increased by 10% and decreased by 10%, the result shows the NPV is greater than 0, IRR greater than the 

WACC, the payback period is 3 years 8 months and 5 years 9 months, and the last is the profitability index for both situations are greater than 

1. 
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Abstract  

Inventory management is one of the most important functions in a business, which determines the health of the supply chain as well as 

impacting the health of the balance sheet. An effective inventory management system could be implemented by accurately forecasting future 

demands and also determining the minimum level of inventory and determining the safety stock, knowing when to order, also how much to 

order based on sales activity using MRP method. Boenkus is a local brand that offers an environmentally friendly food wrapping that uses 

beeswax in the manufacturing process in order to be completely reusable, durable, and provide antibacterial effects. Just like any other new 

businesses, they face problems; Boenkus has difficulties in managing products, especially in the inventory part. Boenkus often faces shortages 

that have led to opportunity losses. The problem occurs because they do not have the appropriate method for their inventory system. The 
objectives of this research are to analyze the root cause of the problem and to propose the most appropriate inventory management policy for 

Boenkus, which would give them an economic benefit. This research uses Probabilistic Model, Time Series Analysis Demand Forecasting, and 

Economic Order Quantity Material Requirement Planning. The result of this research shows that by implementing the appropriate inventory 

management policy that was proposed, Boenkus could gain economic benefits and fulfill future demands. 
 
Keywords: [Demand Forecasting, Environmental Friendly, Inventory Management, Material Requirement Planning, Probabilistic Model  

 

BACKGROUND 

Environmental problems have been a global issue for so many years. Now, people are starting to be more aware of the environment and 
want to change their lifestyle by reducing the activities that can cause damage to the environment. The first step that people can do is realizing 

that there are many ways to reduce environmental problems, one of which is by consuming environmentally friendly products (Ling Yee, 

1997). Having eco-friendly products have become increasingly attractive to businesses as it is starting to become a trend. The growing trends of 

using eco-friendly products as a way of protecting the environment point to a promising future for the development of eco-friendly products. 

Nowadays, eco-friendly brands in Indonesia are starting to grow and get bigger, encouraging a lot of new brands to join the competition. 

WWF-Indonesia and Nielsen conducted a survey in July 2017, which showed that as many as 63% of Indonesian consumers are encouraged to 

buy eco-friendly products despite the increased price. It indicated a major growth in customer perception about the consumption of eco-friendly 

products and domestic market’s readiness to accept sustainably produced products. 

To compete in this market, companies need to do their best by constantly innovating and developing. A good management system is the 

key to success in the industrial world including the operation, marketing, human resources, and financial management. Having a reliable 

management system in operational management is really important in certain industries, especially manufacturing. Inventory management is 

one of the most important functions in a business, which determines the health of the supply chain as well as impacting the health of the 

balance sheet (Samanta, 2015). 

Boenkus is a local brand that was established in 2018 by 9 people who had a vision to reduce the use of plastics in Indonesia . They have 

difficulties in managing products, especially in the inventory part. Boenkus often faces shortages that have led to opportunity losses. Their 

shortage problem in the inventory management occurs because they do not have the proper method for their inventory system. This research 
has the objectives of finding the root cause of the problem in Boenkus and also to determine the most appropriate inventory policy for Boenkus. 

To accomplish the research objectives, there are two research questions that this research aims to identify, which are as follows: 

1. What is the root cause of the inventory problem, which caused shortage in Boenkus? 

2. What is the most appropriate inventory management policy for Boenkus? 

 

LITERATURE REVIEW 

Environmentally friendly products or eco-friendly products, or some would also call it green product, is a product which consumers 

perceive to be environmentally friendly, whether due to the types of materials used, or the manufacturing process, packaging, promotion, etc. 
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(Johnstone & Tan, 2015). According to Handayani (2012), an eco-friendly product is a product that is designed and processed in a way to 

reduce the effects that can harm the environment whether it is in production, distribution, or consumption. 

Operation is the area in a business organization that focuses and specializes in producing goods or services. Physical items that are 

produced by a business organization are called goods. Operation management is a management area that is responsible to produce goods or 

services in the most efficient and effective way possible (Jacobs & Chase, 2013). 

According to Sheakh (2018), inventory is stock of goods that is kept by a company to anticipate future demands. According to Russel & 

Taylor (2011), the objective of inventory management is to maintain adequate inventory to satisfy customer demand and at the same time 

minimize cost. Having an effective inventory management is very crucial in the operation of a business (Choi, 2012).  

The science and art of conjecturing the future case is called forecasting. Taking historical data and predicting it could be part of 

forecasting in the upcoming event with a mathematical model. It will be arbitrary and predictive. It should be based on demand-driven data, 

such as customer plans to purchase, and projected on a long-term basis (Heizer, Render, and Munson, 2017). There are three specific forms of 

forecast classification that businesses can use: qualitative method, time series method, and regression method (Russel and Taylor, 2011). 

Material Requirement Planning (MRP) is a dependent demand technique. MRP is a decision-making tool that is used to make a planning 

and control system for inventory, production, and scheduling. MRP focuses on both production planning and inventory control (Gallego, 2014). 

It is used as an attempt to maintain an appropriate level of inventory to ensure that the required materials, components, and products are 

available when it is needed. 

Probabilistic model is an inventory model that is used to calculate how much inventory a company needs to keep. This model is used to 

determine the optimum level of inventories that must be maintained by the company in their production, decide the order frequency, determine 

the quantity of products, and to make sure that the materials are delivered as scheduled. 

 

METHODS 

This study will use a mixed-methods research approach. Quantitative research will be done to find the most appropriate inventory policy 

for Boenkus. This research only focuses on the company’s inventory management and the historic data will be taken from May 2019 until April 

2020. This research will focus on two of their beeswax wrap products, which are the Color Brush and Fruit edition. The proposed inventory 

policy is analyzed by using Probabilistic Model and Economic Order Quantity Material Requirement Planning. As for the demand forecasting, 
this research uses time series method. However, qualitative method analysis will also be done as an adjustment to the result from time series 

method to help Boenkus predict demand in the future. The result of the analysis will be used as a recommendation for Boenkus to improve their 

company especially their inventory system policy. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Proposed Inventory Policy 

The proposed inventory management policy is calculated using the reorder point, safety stock, and order quantity that are implied in a 

chosen formula. The service level used in this study is 95%. The analysis result shows that for the Color Brush Edition, the cost difference 
between the proposed inventory policy and the existing inventory policy is IDR 5.547.317. While for the Fruit Edition, the cost difference 

between the proposed inventory policy and the existing inventory policy is IDR 4.001.301. If we sum both the cost differences , the total cost 

differences would be IDR 9.548.618. Based on the cost comparison, it shows that the proposed inventory management policy could give 

Boenkus more benefit by reducing the cost. 

Demand Forecasting 

Based on the demand forecasting analysis, the most appropriate method for Boenkus to use is the combination of time series method 

specifically single exponential smoothing and qualitative method. Compared to other time series models, single exponential smoothing showed 

the lowest error even though it is still considered to be high. The single exponential smoothing method result for color brush edition has 27.041 
MAPE, 11.429 MAD, and 246.744 MSE while the single exponential smoothing method result for fruit edition has 48.175 MAPE, 16.142 

MAD, and 416.996 MSE. It is normal for a new company to have a high forecasting error since the historical data is still unstable. Which is 

why qualitative method analysis is used to help as an adjustment. The qualitative method analysis resulted in the assumption that by seeing the 

potential of Boenkus to grow as a business, in the next 6 months, their sales would constantly increase by 25% per month for both products. 

Company’s Guidance for The Next 6 Months 

With the analysis of numerical example as a guidance that the author has done to help the company adopt a more appropriate inventory 

method, the company is expected to have a better inventory policy and have the minimum cost for their operation. Using the proposed method, 

Boenkus could fulfill all the demand and not experience any shortage, which is why the cost could be minimize significantly and by lowering 

the cost, Boenkus could maximize their profit. The table below shows the estimation cost of Boenkus for the next 6 months. 

Table – Estimated Cost for May – October 2020 

Product Ordering Cost Holding Cost Shortage Cost Total Cost 

Color Brush IDR 360.000,00 IDR 125.000,00 IDR 0 IDR 485.000,00 

Fruit IDR 360.000,00 IDR 121.667,00 IDR 0 IDR 481.667,00 

Total Cost IDR 966.667,00 
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CONCLUSION 

Boenkus faces the problem in their inventory management, specifically to fully fulfill the demand. The problem is caused by several 
variables that the author has identified, starting from inventory, material requirement planning, and forecast. The root cause of the problem is 

that Boenkus does not have the appropriate inventory management system, any specific forecasting system, and also inaccurate MRP. From 

this research, it is proved that the cost of the proposed inventory policy is lower than the existing cost. The proposed inventory policy that the 

author recommends is Economic Order Quantity (EOQ) to determine how much to order with probabilistic model to calculate the reorder point 
and safety stock, also to conduct MRP simulation to help the company know when to place an order. The proposed inventory policy shows that 

it could give benefit to Boenkus by reducing their cost and also help them fulfill all the demand. Based on the demand forecasting analysis, the 

most appropriate method for Boenkus to use is the combination of time series method specifically single exponential smoothing and qualitative 

method. 
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Abstract  

Related party transactions (RPT) is viewed in two ways: as a mechanism for tunnelling (value-destroying) or as a mechanism for propping 
(value-enhancing).  To determine it, this study investigates the influence of RPTs on firm value in Indonesia.  This study also examines the 

effects of corporate social responsibility (CSR) and public governance in moderating that relationship.  Using 372 observations from five 

ASEAN countries, this study finds that RPTs affect firm value significantly, specifically, related party sales affect firm value negatively and 

related party purchases and payables affect firm value positively.  Furthermore, this study finds that CSR moderates the relationship between 
related party receivables and firm value positively.  Finally, this study also finds that public governance affects the relationship between related 

party sales and purchases and firm value negatively and positively affect the relationship between related party receivables and firm value.  

Overall, the results suggest that RPTs can be both a mechanism for tunnelling and propping depending on the types of RPT transactions and 

CSR can be a mechanism in mitigating tunnelling RPTs, while public governance can worsen the tunnelling effect of sales and purchases RPTs 
and mitigate the tunnelling effect of receivable RPTs. 

 
Keywords: Corporate Social Responsibility, CSR, ESG, Public Governance, Related Party Transaction, WGI  

 

BACKGROUND 

Agency issues have been one of the most prevalent problems in the business world and financial literature.  Jensen and Meckling (1976) 

define agency issues as problems that arise due to the differing interests between the principals (owner or shareholders) and agents (manager) in 

a business.  Another form of agency issues can also occur between shareholders due to conflicting interests, specifically between majority 

shareholders and minority shareholders.  These problems may emerge since majority and minority shareholders have different preferences on 

how to run the business, such as preferring different level of risk and returns, different motivation in investing, and many others (Su, Xu, & 

Phan, 2008). 

One of the reasons this conflict arises is because of information asymmetry between majority and minority shareholders.  Majority 

shareholders tend to have more access to information and therefore have more bargaining power.  Paired with the controls and powers held by 
them, majority shareholders have the incentives to gain more profit by expropriating the resources owned by minority shareholders 

(Huyghebaert & Wang, 2012).  One of the ways this can happen is through a related party transaction (RPT). 

Cheung, Jing, Lu, Rau, & Stouraitis (2009) mentioned that there are three reasons motivations of conducting an RPT.  The first is that 

there is no underlying motivation of doing it where an RPT is simply the same as an arm’s length transaction.  It just happens that the 
transaction is made with entities that are related.  For the second motivation, an RPT is used as an opportunistic instrument by majority 

shareholders to expropriate resources using tunnelling activities (Djankov, La Porta, Lopez-de-Silanes, & Shleifer, 2008) which is value-

destroying.  The third motivation is based on an effective and efficient transaction that can reduce transaction costs, which is beneficial for the 

company.  Furthermore, transactions can also be made at a price that is beneficial for the company which will give the effect of propping and 
will increase the value of the firm.  However, because of the limited information regarding the motivation of an RPT, it is difficult for the 

market to classify whether an RPT is value-enhancing or value-destroying.  Therefore, this research wants to examine the effects of two 

aspects, corporate social responsibility (CSR) and public governance, in indicating whether an RPT is efficient (value-enhancing) or 

opportunistic (value-destroying). 

CSR can help in indicating an RPT because CSR is a good measure of a company’s ethics (Garriga & Mele, 2004).  Companies that have 

a high CSR quality tends to be ethically responsible.  Meanwhile, an ethically responsible business will apply the principles of honesty and 

fairness towards all shareholders.  This means that ethically responsible companies will not sacrifice the interests of minority shareholders 

through tunnelling RPTs and will conduct RPTs that are value-enhancing.  Regarding public governance, Tower, van Zahn, and Rusmin (2013) 
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argues that tunnelling activities are more prevalent in developing countries because of low public governance quality, especially regarding 

minority investors protection.  In other words, good public governance can limit the value-destroying behaviour of tunnelling RPTs.  This then 

will be reflected in the firm value, which means that public governance and CSR can moderate the relationship between RPTs and firm value. 

This research expands on previous research regarding the effect of RPTs on firm value in China (Cheung, Rau, & Stouraitis, 2006), France 
(Nekhili & Cherif, 2011), Spain (Bona-Sanchez, Fernandez-Senra, & Perez-Aleman, 2017), and the USA (Gordon, Henry, & Palia, 2004) in 

two ways.  First, this research connects CSR and public governance as moderating factors in the relationship between RPTs and firm value.  

Secondly, this research is conducted in ASEAN, an area where most companies are owned by families, governments, or having a highly 

concentrated ownership (ASEAN, 2018).  This environment is special in the research regarding RPTs because it creates a big opportunity in 

conducting tunnelling activities through RPTs (Villalonga & Amit, 2006). 

 

LITERATURE REVIEW 

In the business world, RPTs can be defined as transactions that occur between two parties that already have a connection or relations 

before the transactions (Hillier, Ross, Westerfield, Jaffe, & Jordan, 2013).  International Accounting Standards (IAS) 24 defines RPT as a 

transfer of resources, services, or obligation between related parties, regardless of whether a price is charged (IFRS, 2009).  As mentioned 
earlier in the background, RPTs can have a value-destroying effect because it can be used by majority shareholders to expropriate resources 

from minority shareholders through tunnelling activities (Djankov, La Porta, Lopez-de-Silanes, & Shleifer, 2008).  This view has been 

supported by earlier research of Bona-Sanchez, Fernandez-Senra, and Perez-Aleman (2017), Nekhili and Cherif (2011), and Cheung, Rau, and 

Stouraitis (2006) that found that RPTs have a negative effect on firm value. 

However, another stream of research by Cheung, Jing, Lu, Rau, and Stouraitis (2009) and Ying and Wang (2013) argues that RPTs are 

value-enhancing through effective and efficient transactions and propping activities.  They argue that RPTs have a positive effect on firm value.  

Although propping activities exist for RPTs, this is in the minority, because most research found that RPTs are mostly value-destroying.  

However, these streams of research provide the possibility that RPTs are a positive thing and are value-enhancing.  Therefore, to see whether 

RPTs are value-enhancing or value-destroying in ASEAN, the first hypothesis is as follow: 

H1: RPTs affect firm value. 

The second objective of this research is to see whether CSR affects the relationship between RPTs and firm value.  CSR can be interpreted 

as a company’s sense of responsibility towards the community and environment in which it operates.  In other words, companies that perform 
their CSR will not only focus on the financial aspects, but also on the social and environmental aspect, fulfilling the triple bottom line of 

people, planet, and profit (Slaper & Hall, 2011).  Furthermore, Garriga and Mele (2004) argue that CSR is a form of ethical responsibility 

towards everyone.  Following that, they argued that firms that behave ethically will not prioritize one single party but all parties that have a 

stake in the company.  Therefore, it can be summarised that firm that behaves ethically as reflected by their CSR, will not engage in 

transactions that are not beneficial for every stakeholder and in turn engage in transactions that are value-enhancing for everyone. 

This view is promoted by earlier research of Almagrog, Aribi, and Arun (2018) and Kim, Park, and Wier (2012) that found that firms that 

are committed to doing their CSR have a smaller chance of doing unethical things such as earnings management that is value-destroying.  

Regarding its connection with RPTs, firms that are committed in their CSR will behave ethically and will not engage in value-destroying 

tunnelling activities.  Therefore, the second hypothesis is as follow: 

H2: CSR strengthens (weaken) the positive (negative) effect of RPTs on firm value. 

The third objective of this research is analysing the effect of public governance on the relationship between RPTs and firm value.  Public 

governance can be defined as the formal and informal arrangements that determine how public decisions are made and how public actions are 
carried out (OECD, 2020).  Good public governance can be defined as a responsible government, allows free speech, stable, effective, has a 

low to no amount of corruption, and has laws and policies that are effective (Kauffmann, Kraay, & Mastruzzi, 2009). 

Various research has proven the positive effect of good public governance on firm operations and in turn firm value (La Porta, Lopez-de-

Silanes, Shleifer, & Vishny, 2002; Curti & Mihov, 2017).  This shows that good public governance has a supportive effect on companies that 
operate within the said country.  This supportive effect comes from the characteristics of good public governance that is responsible, 

transparent, efficient, effective, responsive, and lawful (OECD, 2020), which in turn increase the trust of the investors in the company.  

Furthermore, Rotberg (2014) argues that good public governance has to ensure that the country fulfils the needs and interests of all parties 

fairly.  Therefore, countries with good public governance will ensure that companies that operate within their territory operate fairly to all their 
stakeholders and will not engage in activities that are only beneficial towards a select group of parties while sacrificing the benefits of others 

such as tunnelling RPTs.  Thus, the third hypothesis of this research is as follow: 

H3: Good public governance strengthens (weakens) the positive (negative) effect RPTs on firm value. 

 

METHODS 

This study uses data from companies based in five ASEAN countries which consist of Malaysia, Indonesia, Philippines, Singapore, and 

Thailand.  Meanwhile, the observation period is from 2014 to 2017.  After the elimination of those companies for which the necessary data are 

unable to be collected, the final sample consists of 99 companies and 372 observations.  For data collection, the researcher obtains the data 

from the company’s annual financial report, Thomson Reuters Eikon database, and World Bank database.  In testing the hypothesis, this 

research uses a Generalized Least Squares method. 

The dependent variable in this research is the value of the firm measured by Tobin’s Q.  Similar to the study by Kang, Lee, Lee, and Park 

(2014), the firm value is measured by the lead value (t+1) to capture the causal relationship.  The lead value is used because information 
regarding RPTs are not immediately announced to the public after the transactions are made.  Information regarding CSR’s and public 

governance’s quality is also announced later on after the fiscal year has ended. 
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The independent variables in this study are RPTs.  Following previous research by Jian and Wong (2003), this research uses four proxies 

of RPT which is RPT sales, RPT purchases, RPT receivables, and RPT payables.  These four RPT transactions represent the four main 

transactions that occur and represented in the income statement and balance sheet respectively.  All four variables will then be divided by total 

assets to control for differences which may occur in firm size. 

The moderating variables are CSR qualities and public governance qualities.  In measuring CSR qualities, this research uses an indicator 

that reflects CSR firms in Environmental, Social, and Governance (ESG) combined score (Wimmer, 2013).  For public governance, this 

research uses the average score of four out of the six dimensions of the Worldwide Governance Indicators (WGI) which consists of 

Government Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption.  These four dimensions are chosen because aspects of 

minority investor protections are reflected in them (Kauffmann, Kraay, & Mastruzzi, 2011). 

The research also applies several control variables to control the effect of the main variables on firm value.  The control variables include 

firm size measured by total assets (Downs, Ooi, Wong, & Ong, 2016), leverage measured by total debt (Chen, Chen, & Chen, 2009), return on 

assets (ROA) measured by dividing the net income by total assets (Kang, Lee, Lee, & Park, 2014), and country-dummy variables. 

To test the hypotheses, this study uses two models.  The first model is used to test the first hypothesis and the second model is used to test 

the second and third hypotheses.  The two research models for this study are as follow: 

FVi,t+1 = α + β1RPT_Salesi,t + β2RPT_Purchasesi,t + β3RPT_Receivablesi,t + β4RPT_Payablesi,t + β5Sizei,t + β6Leveragei,t + β7ROAi,t + β8-

11Countryi,t + ɛi,t     (1) 

FVi,t+1 = α + β1RPT_Salesi,t + β2RPT_Purchasesi,t + β3RPT_Receivablesi,t + β4RPT_Payablesi,t + β5ESGi,t + β6WGIi,t + 

β7RPT_Sales*ESGi,t + β8RPT_Purchases*ESGi,t + β9RPT_Receivables*ESGi,t + β10RPT_Payables*ESGi,t + β11RPT_Sales*WGIi,t 

+ β12RPT_Purchases*WGIi,t + β13RPT_Receivables*WGIi,t + β14RPT_Payables*WGIi,t + β15Sizei,t + β16Leveragei,t + β17ROAi,t + 

β18-21Countryi,t  + ɛi,t  (2) 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Table 1 provides the descriptive analysis of this research.  The data shows that all four types of RPTs are prevalent in ASEAN.  However, 

RPT payables are the most common transaction among the four.  Meanwhile, Singapore has the highest quality of public governance in 2015, 

while Indonesia in 2015 has the lowest. 

Table 1 Descriptive Statistics 

Variables Mean Std. Dev. Min Max 

RPT_Sales 0.0822 0.1664 0.0000 1.0134 

RPT_Purchases 0.1043 0.3250 0.0000 3.2986 

RPT_Receivables 0.0213 0.0415 0.0000 0.5231 

RPT_Payables 0.0227 0.0552 0.0000 0.5247 

FVt+1 1.9943 2.6449 0.2936 21.7163 

ESG 50.3104 15.9018 13.1042 90.8096 

WGI 0.3975 0.7632 -0.3347 2.1008 

Size 7.25e+09 8.96e+09 2.12e+08 6.86e+10 

Leverage 2.40e+09 3.41e+09 0 2.24e+10 

ROA 0.0800 0.1016 -0.3587 0.7307 

N = 372.  RPT_Sales, RPT_Purchases, RPT_Receivables, and RPT_Payables represents four forms of RPTs 

divided by total assets.  FV is measured by Tobin’s Q.  ESG is the ESG combined score for the companies.  WGI 

is the average score of four dimensions of public governance (Government Effectiveness, Regulatory Quality, 
Rule of Law, and Control of Corruption).  Size is the total assets of the companies.  Leverage is the total debt of 

the companies.  ROA is the net income to total assets ratio. 

The empirical result of testing the two research models is presented in the first model of Table 2.  Regarding the first hypothesis, the table 

shows varying results where certain types of RPT have a significant effect on firm value, while others do not show a significant effect.  In the 

first model, we can see that sale transactions with related parties have a negative and significant effect on firm value (p<0.01).  This result 

supports the previous research of Atanasov, Black, and Ciccotello (2014) that mentioned that RPT sales can be used as a tool for tunnelling 
activities and therefore is value-destroying.  On the other hand, purchase and payable transactions with related parties have a significant 

positive effect on firm value (p<0.05; p<0.05).  These show that these two transactions are deemed beneficial by the market.  This supports the 

argument by Chen, Chen, and Chen (2009) that RPT purchases are value-enhancing because it can help reduce transaction costs and also the 

argument by Cheung, Rau, and Stouraitis (2006) that RPT payables are beneficial because cash assistance has a propping effect and therefore is 

value-enhancing.  Meanwhile, receivable transactions with related parties have no significant effect on firm value.  This may be caused by the 

conflicting effect of value-enhancing within short-term receivables that signifies an increase in sales and the value-destroying effect of long-

term receivables which signifies cash outflow. 
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Table 2 Regression Analysis Results 

Variables 
Predicted 

Sign 

Model 1 Model 2 

Coefficients Prob.  Coefficients Prob.  

C  0.9311 0.000 *** 0.4429 0.002 *** 

RPT_Sales +/- -0.9643 0.001 *** -0.4805 0.276  

RPT_Purchases +/- 0.2599 0.054 * 0.9597 0.010 ** 

RPT_Receivables +/- -0.2700 0.819  -2.0402 0.160  

RPT_Payables +/- 1.2828 0.089 * 2.3463 0.023 ** 

ESG +/-    0.0039 0.043 ** 

WGI +/-    -0.6533 0.015 ** 

RPT_Sales*ESG +/-    -0.0395 0.101  

RPT_Purchases*ESG +/-    -0.0291 0.109  

RPT_Receivables*ESG +/-    0.2846 0.005 *** 

RPT_Payables*ESG +/-    0.1228 0.163  

RPT_Sales*WGI +/-    -0.0179 0.036 ** 

RPT_Purchases*WGI +/-    -0.0099 0.077 * 

RPT_Receivables*WGI +/-    0.0223 0.049 ** 

RPT_Payables*WGI +/-    0.0015 0.852  

Size  -7.04e-11 0.000 *** -6.99e-11 0.000 *** 

Leverage  1.37e-10 0.000 *** 1.40e-10 0.000 *** 

ROA  16.9982 0.000 *** 15.7136 0.000 *** 

Country Dummies Included 

Adjusted R2  0.8440 0.77663 

F-value  183.41 0.000 *** 62.29 0.000 *** 

Dependent Variable FVt+1 

***, **, * indicate significance level of 0.01, 0.05, and 0.1 respectively.  RPT_Sales, RPT_Purchases, RPT_Receivables, 
and RPT_Payables represents four forms of RPTs divided by total assets.  FV is measured by Tobin’s Q.  ESG is the ESG 

combined score for the companies.  WGI is the average score of four dimensions of public governance (Government 

Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption).  Size is the total assets of the companies.  

Leverage is the total debt of the companies.  ROA is the net income to total assets ratio. 

Concerning the second hypothesis, Model 2 within Table 2 shows that one of the interaction variables, namely RPT_Receivables*ESG has 

a positive and significant effect.  This result indicates that the quality of a company’s CSR can affect the relationship between receivables 
transactions with related parties and firm value.  This supports the argument by Garriga and Mele (2004) that states that ethics are reflected in a 

company’s CSR, and therefore, good ethics shown by a high-quality CSR can alter the market’s perspective of RPT into something positive.  

However, contrary to the expectations, the other three interaction variables show no signs of significant effects, which means that market does 

not take CSR quality into accounts when assessing sale, purchases, and payable transactions with related parties. 

The second model in Table 2 also provides the results for the third hypothesis.  Three of the four interaction variables show a significant 

effect, however, both positive and negative signs are present depending on the type of RPT.  The coefficient for RPT Receivables*WGI is 

positive, which means that public governance’s quality can relieve the tunnelling effect of receivable transactions with related parties and the 

higher the public governance’s quality, the more positive the relationship between RPT receivables and firm value.  Meanwhile, the coefficient 
for RPT_Sales and RPT_Purchases are both negatives.  This means that the higher the quality of a country’s public governance, the market 

tends to value the RPT_Sales and RPT_Purchases lower.  These may be caused by the presumption by the market that the strict minority 

protection law is caused by the abundance of tunnelling RPTs, and therefore the market assumes that due to the high-quality of public 

governance, the operating RPTs were more value-destroying than value-enhancing.  Lastly, public governance has no significant effect on the 
relationship between payable transactions with related parties and firm value.  The possible explanation for this insignificant result is that 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 669  

related party payables already have a positive influence on firm value, therefore, public governance may not be necessary to change the 

relationship. 

Regarding the effect of control variables, both models within Table 2 shows that firm size has a negative and significant effect on firm 

value.  This result matches earlier research by Chen, Chen, and Chen (2009) and Crisostomo, Freire, and Vasconcellos (2011) that said that the 
higher the total assets, the lower the firm value.  Meanwhile, consistent with earlier research by Bona-Sanchez, Fernandez-Senra, and Perez-

Aleman (2017), leverage has a positive and significant effect on the firm value which indicates that investor perceives an increase in debt as a 

positive signal.  Meanwhile, ROA also significantly affects firm value positively.  This corroborates previous research by Nekhili and Cherif 

(2011) that said that higher-performing firms are valued higher. 

 

CONCLUSION 

Agency issues between majority and minority shareholders can be accounted for due to the conflicting interests between both parties.  
However, supported by the control and authority wielded by majority shareholders, they can expropriate resources from the minority 

shareholders through RPTs.  Although RPTs can be used for value-destroying activity by expropriating resources through tunnelling activities 

(Jian & Wong, 2010), it can also help benefit the company through value-enhancing activity by propping activities (Chen, Chen, & Chen, 

2009).  Furthermore, various research states that companies that is ethical as seen by their CSR and operates within a country with good public 
governance has smaller possibilities of doing an RPT that is value-destroying.  Therefore, this research wants to see the effect of RPTs on firm 

value, and how CSR and public governance affect the relationship between RPTs and firm value. 

The findings show that related party sales, purchases, and payables affect firm value significantly.  Seeing that one of the transactions 

(RPT_Sales) is value-destroying, the transactions need to be reviewed and disclosed fully and properly so as the transactions conducted must be 

in the best interest of shareholders.  Moreover, the market should pay attention to which RPT that is value-destroying so that their investment 

can obtain a high return.  This research also provides evidence that CSR can positively affect the relationship between RPTs, specifically 

related party receivables, and firm value.  This shows that firms that have higher CSR quality behave ethically and therefore the market is more 

confident in providing resources knowing that those resources will be managed effectively and efficiently.  Lastly, this result of this research 
shows that public governance can affect the relationship between RPTs and firm value.  However, the effect goes both ways, where public 

governance affects the relationship between related party sales and purchases negatively and affects the relationship between related party 

receivables positively.  This shows that public governance has a contrasting effect depending on the type of RPTs.  The market tends to see 

operating RPTs in a country with good public governance negatively while seeing related party receivables positively. 

This study has several limitations.  Firstly, the ESG score and WGI index are subjective and therefore can be biased.  Secondly, this study 

is also limited by the four classifications of RPTs.  For future research consideration, another proxy for CSR, public governance, and RPTs 

classification can be used to complete the result of this research.  Furthermore, this research only focuses on two aspects that may affect the 

relationship between RPTs and firm value, namely CSR and public governance.  Future studies can research other factors such as corporate 

governance, ownership concentration, ownership structure (family-owned business, government-owned business, etc.), and other factors. 
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Abstract  

Law No.28 of 2009 mandates the transfer of authorities to manage PBB-P2 from the central government to District/City governments as of 1 

January 2014. The transfer of such authority has the potential to increase regional own-source revenue (PAD) because PBB-P2 revenue will 

automatically be managed entirely by the District/City government. An effective policy is needed in tax collection to maximize PAD especially 
in the tax sector. Tax amnesty is one of the most popular policies in various countries which are can considered to increase income and 

compliance. The purpose of this study is to analyze the relationship between tax amnesty in the form of tax exemption from rural and urban 

land and building tax (PBB-P2) with tax compliance and land and building tax revenue (PBB). We found that the removal of PBB fines in 

urban villages in the Municipality of Tangerang was able to increase the number of old taxpayers to re-pay the previous tax. But it is not 
significant for overall the number of PBB revenues. The level of compliance for that year decreased, which in turn had an impact on declining 

PBB revenues. While the findings in the villages in South Tangerang Municipality indicate that this policy has a positive effect on compliance 

with taxes for the year alone. But not able to increase the number of past taxpayers to return to the tax register. Nevertheless, this policy is able 

to increase the amount of PBB revenue. 

 
Keywords:  Land and Building Tax (PBB), Tax Amnesty, Tax Compliance, Tax Revenue  

 

BACKGROUND 

Law 32 of 2004 which regulates regional autonomy which gives rights, authorities and obligations to the regions to independently 
complete economic development based on the potential of economic resources in the region. One of the potential economic resources is tax. 

Taxes are an important part of public income and are considered as supporting the development of a region (Steward, 2001 in Mehmet, 2015), 

the pillar of the sustainability of regional autonomy and the backbone of regional development (Kadir et. al. 2019). Taxes are mandatory 

contributions to the state owed by individuals or entities that are coercive in nature and are used to finance public facilities. 

The concern of tax authorities regarding tax collection is the existence of non-compliance in the form of tax avoidance. Tax avoidance is a 

universal problem because it does not only occur in one country but throughout the world, both developed and developing countries (Chau & 

Leung, 2009). There is a need for government efforts in the form of innovation so that PBB revenues do not decline. Innovation activities can 

create substantial corporate value, but are difficult to manage because of agency risks that are usually considered institutional risks (Jia et. al., 

2019). 

In theory, one of the strategies to increase tax revenue and compliance is tax amnesty (Dubin et. al., 1992). Tax amnesty is a policy that 

provides an opportunity for taxpayers (companies and individuals) to pay tax owed that is not paid and receive a partial or complete write off of 

financial penalties, both interest and tax penalties and penalties arising from the discovery of tax evasion (Mikesell, 1986; Alm & Rath, 1998). 
Tax authorities sometimes find it difficult to identify troubled taxpayers due to limited law enforcement resources (Parle and Hirlinger, 1986). 

Malik & Schwab (1991) state that some tax evaders want to return to follow applicable tax rules, but are constrained by fines and shame that 

might be faced in public if their avoidance of the past is revealed. The purpose and benefits of tax amnesty are low-cost policies to collect tax 

revenue that cannot be billed due to limited law enforcement resources (Parle & Hirlinger, 1986), increase revenue (Leonard & Zeckhauser, 
1987; Dubin, Graetz & Wilde, 1992), improve compliance (Dubin, Graetz & Wilde, 1992) for being able to attract taxpayers to pay their tax 

owed voluntarily (Luna et al., 2006) and be able to return them to the tax register (Parle & Hirlinger, 1986; Mikesell & Ross , 2012). 

This study will discuss one of the local taxes, namely the Land and Building Tax (hereinafter referred to as the PBB), is a tax levied on 

land and buildings because of the advantages and/or better socio-economic position for people or entities that have a right to it or obtain benefit 
from it. This tax is material in which the amount is determined by the state of the object of the earth and the building in question. Since the 

enactment of Law No.28 of 2009 concerning Regional Taxes and Regional Levies, all District/City in Indonesia as of January 1, 2014 are 

required to manage all PBB Urban and Rural sectors (PBB-P2). When PBB-P2 was managed by the central government, district/city only 

received a share of 64.8% of the total PBB-P2 revenue in their regions. However, after the transfer, all PBB-P2 revenues will go to the 
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regency/city government which has the potential to increase regional revenue. Some regions recognize that one of the regional taxes which has 

the largest contribution to PAD is the PBB. 

This study wants to analyze the relationship between tax amnesty in the form of tax exemption from PBB-P2 with tax compliance and 

PBB revenue. Research related to tax amnesty has been conducted by many states in America as tested by researchers Alm & Beck (1990); 
Dubin, Graetz, & Wilde, 1992; Alm & Beck, 1993; Luitel & Sobel, 2007 and in Russia by Alm, Martinez & Wallace (2000). In contrast to 

previous research that uses tax with a self-assessment system, this study will use the PBB with an official collection assessment system. So it 

can be known with certainty how many parties are late or disobedient in carrying out the PBB obligation to pay. Even though there are many 

who research tax amnesty, but not so many studies have conducted tax amnesty research in the form of exemption from PBB-P2 fines. Some 
local governments have issued policies to eliminate PBB-P2 fines that are regulated in the regional regulations of each region. This policy is 

one of the efforts to encourage taxpayers to pay taxes whose amounts are listed on the SPPT, increase regional income and strengthen the tax 

base. Therefore, whether this policy can affect increasing tax compliance and PBB revenue. 

 

LITERATURE REVIEW 

In the theory of planned behavior (TPB), Ajzen (1991) postulates 3 factors that determine an individual's intention to behave, first, attitude 
toward the behavior, the extent to which a person evaluates the profitability of the intended behavior or briefly called a behavioral belief. 

Second, subjective norms which refer to perceived social pressure to do or not do behavior. Third, perceived behavioral control refers to the 

ease or difficulty that is felt in carrying out the behavior and reflects past experiences and anticipated obstacles and obstacles. 

An important factor influencing tax compliance is the relationship between tax compliance and the severity of sanctions, namely the fear 
of the emergence of penalties that prohibit tax non-compliance behavior (Chau & Leung, 2009). A policy is needed that can improve tax 

compliance and income, especially in the tax sector, the policy is tax amnesty (Dubin, Graetz & Wilde, 1992). One of the main characteristics 

of the tax amnesty policy according to Luitel & Sobel, 2007 is that amnesty generally only exempts or eliminates fines and penalties related to 

embezzlement rather than abolish the tax base to be paid. Based on attitude toward the behavior in TPB, a factor that can influence taxpayer 
decisions in tax avoidance is the expected benefit. Tax amnesty that provides forgiveness of fines can be an incentive for taxpayers to increase 

compliance. 

Tax evasion behavior can seriously threaten the government's ability to increase public revenue. Can have an impact on the functions and 

tasks of the government can not run properly and optimally. Mikessel & Ross (2012) argue that amnesty has become a tool for generating 
income. In a theoretical analysis conducted by Alm & Beck (1990), amnesty can sometimes increase tax compliance and revenue, especially if 

taxpayers view paying taxes as a social norm and also accompanied by higher law enforcement. Alm & Beck (1990) concluded that tax 

amnesty is able to generate short-term income, although its effects in the long term are still questionable. In contrast to the results of Andreoni's 

(1991) study which found that an amnesty program could increase tax evasion because evaders had anticipated the program would reappear. 
However, Andreoni (1991) found that despite tax evasion, tax revenue did not always fall. Because the amnesty program can attract not only 

new tax evaders but also pre-existing tax evaders. Thus, the hypothesis of this study is: 

H1: Exemption of PBB-P2 fines will have a positive relationship with tax compliance 

H2: Exemption of PBB-P2 fines affects the acceptance of PBB. 

 

METHODS 

This study will analyze two regions, Municipality of Tangerang with 104 urban villages and 54 Tangerang urban villages in the South 

Tangerang Municipality for 4 year observation period. The reason the two regions are used as samples is because they have implemented a tax 

amnesty policy in the form of exemption from PBB-P2 fines. The granting of authority to manage PBB-P2 began on January 1, 2014, this study 

did not use data in 2014 because the authors were concerned that PBB taxpayer data for that year was still incomplete. In 2014 the regional 

government was still in the stage of adjustment and even had to reform the problems first such as accounts receivable data, PBB-P2 services 

that had not been resolved and the mechanism of PBB-P2 restitution, which taxes were paid when managed by the Government. This type of 

research is quantitative research that aims to test the hypothesis. The data used are secondary data obtained from various sources such as 
audited financial statements from 2015 to 2018 obtained from the Supreme Audit Board (BPK), documentation data or report data in local 

governments. 

The dependent variable used in this study is twofold namely tax compliance and PBB revenue. Tax compliance will be measured in 2 

ways namely to see past compliance and the second side to see compliance with year t. Likewise with the PBB revenue that will be measured in 
two ways, namely the amount of PBB revenue derived from previous tax and PBB revenue for year t. The definitions of the variables used in 

this study are shown in Table 1 below: 

Table 1. List of Variables 

Variabel Dependen : 

- Compliance (1a) 

- Compliance (1b) 

- Tax Revenue (2a) 

- Tax Revenue (2b) 

 

= Previous SPPT entered in year t / total SPPT entered in year t 

= SPPT entered for year t / Total SPPT distributed 

= The number of PBB revenues that entered in the year t from the previous period (Ln PBB) 

= Number of PBB revenues received in year t (Ln PBB) 

Variabel Independen : 

- Amnesty 

 

= period for the exemption of the Rural and Urban Land and Building Tax (PBB-P2). This variable is measured 

by a dummy variable with Amnesty = 1 period when the PBB-P2 penalty exemption policy is applied (Dummy 
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with Amnesty = 1 period when the PBB-P2 penalty exemption policy is applied and Amnesty = 0 otherwise) 

Variabel Kontrol : 

- Population 

- Poverty 

- Education 

 

- Area 

- Building 

- SPPT 

- NJOP 

 

= Total population in each urban village area 

= Number of poor people / total population (%) 

= Total population with higher education category (Diploma, Bachelor, Master, Specialist & Doctor) / total 

population (%) 

= The area of land that is the object of PBB (Ln NJOP) 

= The number of buildings that are objects of the PBB 

= SPPT distribution amount 

= (Earth area x NJOP Earth) + (Building area x NJOP Building) (Ln NJOP 

This study uses a panel data model that combines cross section data and time series data. Or, panel data is data from some of the same 

individuals observed in a certain period of time. Data analysis will be performed using STATA (Statistics and Data). Here is a model used in 

this study to answer hypotheses: 

Compliance   = βit + β1Amnesty + β2Population + β3Poverty + β4Educ + β5Area + β6Building + β7SPPT + β8NJOP + ɛ  (1) 

Tax Revenue = βit + β1Amnesty + β2Population + β3Poverty + β4Educ + β5Area + β6Building + β7SPPT + β8NJOP + ɛ  (2) 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Table 2 presents the results of the analysis of Model 1 and Model 2 based on the entire sample of 416 urban village-year observations in 
Kota Tangerang (first population sample). Almost all Amnesty affects the level of PBB compliance and acceptance. Amnesty was able to 

improve past taxpayer compliance, seen from the positive and significant relationship between Amnesty and previous taxpayer compliance (β = 

0.014, p <0.05). Although it only increased the number of taxpayers, but the amount of PBB revenue from the previous tax period had no 

significant effect. However, this policy actually weakened (reduced) the level of compliance in year t, it can be seen from the results that the 
coefficient was negative significant (β = -0.073, p <0.01). This result is also supported by the results of the Tax Revenue which also shows a 

negative and significant coefficient (β = -0.052, p <0.05). These results imply that when Amnesty reduces the level of compliance in the year t, 

it will have an impact on the reduction in the total PBB revenues. 

Table 2.  Regression analysis result of Model 1 and Model 2 (N = 416) 

Independen Variables 

Model 1 Model 2 

Compliance (1a) Compliance (1b) Tax Revenue (2a) Tax Revenue (2b) 

Coef P>|z| Coef P>|z| Coef P>|z| Coef P>|z| 

Amnesty 0,0139713 0,033** -0,0735651 0.000*** -0,1309228 0.151 -0,0523015 0,043** 

Population -2,41e-06 0,509 -7,43e-06 0.112 0,0000119 0.815 7,39e-06 0,607 

Poverty 0,111923 0,036** -0,0206014 0.763 0,8046294 0.278 0,151358 0,471 

Education 1,061199 0,110 1,561889 0.067* 16,73535 0.070* 1,965487 0,452 

Area -0,0994795 0,000*** -0,3336977 0.000*** -1,45154 0.000*** -1,059043 0,000*** 

Buildings 0,0000143 0,187 -0,0000353 0.011** 0,0003121 0.038** 0,0000488 0,252 

SPPT -0,0000123 0,216 0,0000111 0.383 -0,0001877 0.175 -0,0000295 0,450 

NJOP -0,0011655 0,962 0,1387727 0.000*** 0,9041917 0.007*** 1,347532 0,000*** 

Constant 1,451883 0,013** -0,0735651 0.000*** 12,38823 0.126 -1,905672 0,406 

N 416 416 416 416 

Prob F 0,0000 0,0000 0,0000 0,000 

Adj. R2 34,06% 48,89% 22,45 55,61 

Significant level : *** 0.01; ** 0.05; * 0.10. 

Then the results of testing all of our control variables are presented in Table 2, first, that Poverty only has a significant relationship with 

the level of compliance of previous taxpayers (β = 0.112, p <0.05). Secondly, Educ can increase tax compliance for the year t, as seen from the 
results showing positive and significant (β = 1.562, p <0.05). This result implies that an urban village with an increase in Educ will also 

increase the level of tax compliance in the year t and increase in previous PBB revenue (β = 16.735, p <0.1). It is assumed that residents with 
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high Educ will have an understanding of the functions and benefits of taxes. Third, the Area variable from all tests statistically has a negative 

and significant coefficient. This result implies that increasing the area of land utilized by the community will increase the number of taxpayers 

but does not increase the level of PBB compliance and acceptance. The area is assumed here not because the price of land as a tax object 

decreases in amount, but when the land that becomes a taxable object expands automatically it will also be followed by an increase in the 
number of taxpayers. Increasing the number of taxpayers, most likely will also add to the list of non-compliant taxpayers. Fourth, the addition 

or increase in the number of buildings also decreases the level of compliance for the tax year t (β = -0,000, p <0.05), the same as the 

assumption of an increase in land area. The addition of this building will also add taxpayers and followed by an increase in the list of non-

compliant taxpayers. Fifth, NJOP almost as a whole has a positive and significant coefficient. NJOP is an estimated tax object (land and 
building) based on the area and zone of the tax object. So that each village has a different NJOP and there is a possibility that the value will 

increase. The assumption is that if the urban NJOP increases, it will be followed by increased PBB revenues because it is supported by an 

increased level of compliance as well. Only two control variables tested here did not affect the level of PBB compliance and acceptance, 

namely POPULATION and SPPT. 

Table 3 presents the results of the analysis of Model 1 and Model 2 based on the entire sample of 216 urban-year observations in South 

Tangerang Municipality (second population sample). Amnesty in the form of removal of PBB fines carried out in South Tangerang 

Municipality as a whole affects the level of PBB Compliance and Acceptance. When the government issued the policy, the policy reducing the 

number of taxpayers who returned to the tax register can be seen from the results Amnesty has a negative and significant relationship with 
Compliance 1a (β = -0.01, p <0.1). Although reducing the level of compliance of past taxpayers, but the results of PBB revenues derived from 

past taxes were significantly increased (β = 0.177, p <0.01). On the other hand, this policy does not reduce the compliance of taxpayers who are 

obedient from the start, their compliance behavior even has increased. It can be seen from the results that Amnesty has a positive and 

significant relationship with Compliance 1b (β = 0.027, p <0.01) and this increase ultimately affects the total amount of PBB revenue (β = 

0.039, p <0.01). 

Furthermore, from the results of the control variables tested, first, the overall POPULATION did not show a statistically significant 

number. Second Poverty, the result is positive and significant for PBB revenues both from the previous tax period (β = 4.24, p <0.1) and also 

the current tax period (β = 2.58, p <0.01) These results imply that even though poverty rates are increasing, they do not reduce the amount of 
PBB revenue seen from the coefficients both positive and significant. Third, Education in almost all models shows significant  results. A 

person's level of education can affect the understanding of the functions and benefits of taxes. Fourth, the Area has a relationship with the level 

of non-compliance of taxpayers. The greater the area of land owned has an impact on increasing the number of taxpayers and does not rule out 

the possibility of increasing the list of non-compliant taxpayers. Can be seen from the results Area (β = 0.157, p <0.1) has a positive and 
significant relationship with past taxpayer compliance. Strengthened by the results of testing of the overall PBB revenue that significantly 

decreased (Area, β = -0.457, p <0.05). This result implies that increasing the list of non-compliant taxpayers will reduce the overall level of 

PBB revenue. Fifth, the SPPT variable only affects compliance 1a. The results are the same as the Amnesty variable which also has a negative 

coefficient (β = -0.00, p <0.001). Sixth, NJOP only affects the overall PBB revenue (β = 0.411, p <0.01). As explained earlier, each village's 

NJOP has a different value and is likely to experience an increase, so that it can increase overall PBB revenues 

Table 3.  Regression analysis result of Model 1 and Model 2 (N = 216) 

Independent Variables 

Model 1 Model 2 

Compliance (1a) Compliance (1b) Tax Revenue (2a) Tax Revenue (2b) 

Coef P>|z| Coef P>|z| Coef P>|z| Coef P>|z| 

Amnesty -0,0115818 0.072* 0,0266121 0.000*** 0,1771462 0.000*** 0,0393527 0.005*** 

Population -1,89e-06 0.605 -8,07e-07 0.716 -0,0000164 0.418 1,21e-06 0.877 

Poverty 0,5515908 0.169 0,2409709 0.322 4,240854 0.057* 2,58494 0.003*** 

Education 4,360357 0.000*** 0,2701041 0.601 16,74204 0.000*** 10,20196 0.000*** 

Area 0,1572983 0.088* 0,0186836 0.739 -0,0890176 0.862 -0,456612 0.021** 

SPPT -0,0000145 0.008*** -3,06e-06 0.354 -0,0000165 0.584 0,0000123 0.293 

NJOP -0,0251963 0.558 -0,0393956 0.132 -0,23142 0.333 0,4105943 0.000*** 

Constant -1,633871 0.361 1,336531 0.219 26,86182 0.007*** 15,39835 0.000*** 

N 216 216 216 216 

Prob F 0,0000 0,0000 0,0000 0,0000 

Adj. R2 36,55% 23,15% 28,64% 55,36% 

Significant level : *** 0.01; ** 0.05; * 0.10. 

Discussion 

This study identifies the determinants of the level of compliance and acceptance of the PBB based on the theory of planned behavior 

(Ajzen, 1991) on the PBB-P2 fine exemption policy. Ajzen (1991) believes that someone tends to want to do a behavior when they feel they 
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can apply it well and benefit from the behavior. So it can be concluded that when a person or taxpayer is aware and has confidence that by 

following the policy will be able to give a good influence for himself and the progress of the government going forward, the taxpayer will 

voluntarily and happily follow the policy. Test results for the two populations show different results. Mikesell (1986), Ross (1986), Parle & 

Hirlinger (1986), Leonard and Zeckhauser (1987), Alm & Beck (1990), Dubin, Graetz & Wilde (1992) and Bayer et. al (2015) found that tax 
amnesty increases compliance by being able to re-include taxpayers on the tax register. Compliance results for Kelurahan in Kota Tangerang 

(first population sample) are inversely proportional to compliance results for Kelurahan in Kota Tangerang Selatan (second population sample). 

Judging from the level of taxpayer compliance over the previous tax period, the first population sample of compliance has increased. In 

contrast to the second sample population whose compliance decreased. While the level of taxpayer compliance for the year t tax period, the 
first population sample has decreased but not for the compliance of the second population sample. This result implies the existence of pros and 

cons as expressed by Berksoy et. al (2018) in accordance with the meaning that the amnesty will abolish the taxpayer's fines that do not pay 

taxes is very beneficial for the tax evaders, otherwise the amnesty is considered unfair for the compliant taxpayers even though they are 

actually able to pay it off. This view can reduce the level of obedience of someone who from the beginning has been obedient to not obedient. 
This view can also be seen from the level of compliance for the tax year t in the first population sample that has decreased. As revealed by Alm 

& Beck (1990) tax amnesty generates opinions directly, but the impact on the compliance aspect is still in question. 

The results of the PBB Acceptance testing in the two populations are also different. Mikesell (1986), Parle and Hirlinger (1986), Alm & 

Beck (1990), Mikesell & Ross (2012), Luitel & Tosum (2014), Bayer, Oberhofer & Winner (2015) find tax amnesty able to increase tax 
revenue. It can be seen from the results that the results of PBB revenues for the second population sample were able to increase PBB revenues 

both from the previous tax period and also for the PBB tax year revenue period t. So that the results of the second population sample are 

consistent with previous findings which state that amnesty in the form of a PBB exemption policy can increase PBB revenues. But not for the 

results of the sample in the first population which shows that this policy actually reduces the level of PBB revenue. So, the results are not 

consistent with the findings of previous researchers. 

 

CONCLUSION 

From various research findings related to tax amnesty, many supports that tax amnesty is the most effective and most popular policy to 

increase compliance and is followed by increasing regional income. This opinion is supported by many countries and even regions that issue 

tax amnesty policies to attract tax evaders. Bayer et. al. (2015) concluded that the government must be careful when relying on amnesty only 

for reasons of increasing revenues. Not all consider that this policy is very wise, tax amnesty is considered unfair for compliant taxpayers. The 
author is interested in analyzing the relationship of tax amnesty in the form of exemption of PBB fines with tax compliance and PBB revenues. 

The research wants to analyze one of the local taxes which has the biggest contribution to the original local revenue, namely land and building 

tax (PBB) whose collection system is official assessment. In contrast to previous studies, most of which use taxes with a self assessment 

system. 

Our findings indicate that the removal of PBB fines in urban villages in the city of Tangerang can increase the number of old taxpayers to 

pay past tax. But no significant effect on the amount of PBB revenue. On the other hand, this policy actually reduces the level of taxpayer 

compliance with taxes that must be paid in that year, consequently having an impact on the decline in the level of PBB revenue. This policy is 

considered unfair to taxpayers who voluntarily pay taxes and add to the initial compliance when amnesty is offered. Action is  needed for areas 
with low levels of compliance. If this action is carried out it is likely that those who disobeyed the previous year will change their behavior 

from disobedient to obedient. 

Whereas in the villages in South Tangerang City, this policy shows that this policy has a positive effect on tax compliance for the year. 

But not able to increase the number of past taxpayers to return to the tax register. Significant results were also seen in PBB revenues. This 
amnesty policy is able to increase the amount of PBB revenues originating from the previous tax period and also affect the level of PBB 

revenues on that year's tax. 

The results of this study can be used as input and consideration for other local governments who want to issue a policy whether the policy 

of eliminating the PBB fines is effective or not. What things need to be considered before issuing an amnesty policy. In addition, this research 
can also provide input to the regions that are used as research samples, namely which areas have low compliance levels so that the government 

can take action or how to improve compliance in the region. This research can also provide input on areas which have the potential to 

contribute greatly to PBB revenues. The results of the study are expected to be used as recommendations and included for further research. The 

author realizes that there are still shortcomings, this study only uses a small sample of villages in Banten Province, so the results cannot be 

generalized to other regions that have implemented tax amnesty due to differences in the characteristics of their respective regions. 
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Abstract  

The firm's responsibility is not only financial but also non-financial. Corporate Social Responsibility (CSR) disclosure is an important strategy 
as a presentation of the non-financial information needed by investors as an information to invest, thus expanding the investor's perspective in 

firm value known as investor recognition. This study aims to provide empirical evidence regarding the effect of CSR disclosure on firm value 

with investor recognition as a mediating variable. The data used are 213 U.S. listed firms in the S&P 500 index during the period 2013-2018. 

Using Ordinary Least Square (OLS) Regression, the results indicated that (1) CSR disclosure has a positive effect on investor recognition, (2) 
investor recognition negatively influences firm value, and (3) investor recognition does not mediate the relationship between CSR disclosure 

and firm value. 

 
Keywords: CSR Disclosure, Firm Value, Investor Recognition, Mediation Effect 

 

BACKGROUND 

Corporate Social Responsibility (CSR) becomes many firm’s concern due to climate change and uncertain weather. This extends the 

firm’s responsibility towards stakeholders to non-financial matters such as social and environmental (Gamerschlag, 2011). Therefore, 

stakeholders are aware of how responsible the firm is towards issues such as its impact on social and environmental problems. 

Many studies report arguments on factors underlying the firm’s choice to report or disclose CSR. Aguinis et al. (2012) summarized the 
determinants, mediators, moderators, and consequences of CSR at organizational levels, such as corporate governance practices, orientation, 

reporting or disclosure of CSR, and motives. The aim of CSR disclosure is to increase stakeholders’ trust in firm activities. Disclosure of CSR 

reduces information asymmetry, improves information, and reduces transaction costs that lead to investor recognition and increase firm value 

(Lee et al., 2018). Thus, the disclosure of CSR is very important because it helps to increase the value of the firm. 

KPMG Survey (2017) stated that the factors causing increased CSR disclosure in several countries were regulations, stock exchanges, and 

investor pressure. Investors tend to invest to the company that they are familiar with. The more investors understand the firm, the more likely 

for investors to consider the firms to be valuable to include for investors' portfolios. When a firm can communicate with investors and expand 

the investors’ perspective in maximizing firm value, it is called investor recognition. In the end, with the investor recognition, the firm's value 
will also be expected to increase. Therefore, it is quite interesting to find whether there is a potential mediating role of the investor recognition 

on the association between CSR and firm value. 

Previous researches regarding the relationship between CSR and firm value showed mixed results. Jo et al. (2011) and Lee et al. (2018) 

found a positive relationship between CSR and firm value, while Crisostomo et al. (2011) had the opposite association. Meanwhile, Horn et al. 
(2018) argued that disclosure of CSR has no significant effect on firm value. Some researchers also examined the relationship between CSR 

and investor recognition, as well as the relationship between investor recognition and firm value. Furthermore, Lee et al. (2018) examined this 

issue using Taiwan countries and the finding supports that investor recognition mediates the relationship between CSR and firm value. 

However, to our knowledge no studies have been executed in the US even though this is an important topic. 

This research tries to deal with the gaps found from prior studies by using a broader scope and different samples that involve investor 

recognition. This research concentrates on the purpose of examining the extent to which investor recognition is related to firm value. Moreover, 

studies that have examined these issues are limited. This study uses 213 U.S. listed firms of the S&P 500 obtained from Compustat and 

Thompson-Reuters. Tobin’s Q is used to measure firm value and the proportion of institutional investors is used to measure investor 
recognition. Firm size, leverage, Return on Assets (ROA), Return on Equity (ROE), liquidation, and Earning Per Share (EPS) are used for 

control variables. The results suggest that there is no mediating role of investor recognition on the association between CSR disclosure and firm 
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value. While CSR Disclosure positively influences investor recognition. Moreover, CSR Disclosure and investor recognition have a negative 

relation and statistically significant on the firm value. 

There are several reasons to use U.S. listed firms as a sample. Referring to KPMG Survey in 2017, CSR disclosure is increasing in the US 

(from 87% in 2015 to 92% in 2017).  This may be attributed to the new formal requirements in the US for organizations to disclose non-
financial data or CSR reports. Further, the survey mentions there are three main factors regarding the increase, an investor and shareholder 

interest in sustainability, the requirements to the companies to carry out climate change-related disclosure in Securities and Exchange 

Commission (SEC) filings, and the suggestions from the Sustainability Accounting Standards Board (SASB) to publish CSR information in the 

annual report. 

This research complements and contributes to previous studies in several ways. First, due to varied results regarding the relationship 

between CSR disclosure and firm value, this study aims to include investor recognition as the mediating variable. Furthermore, this research is 

the first study in the US to use investor recognition as a mediating variable. Second, while most studies examine CSR Performances or 

Activities, this research focus on the disclosure of CSR. Thus, this study is expected to be useful for academics by providing additional 
literature and empirical evidence about the relationship of disclosure of CSR and firm value. In addition, it can help internal and external 

financial report readers, especially investors, in assessing the benefits of CSR disclosure to increase firm value. 

The remainder of the paper is structured as follows. Section II develops the literature review from prior researches and hypotheses 

regarding CSR disclosure, investor recognition, and firm value. Section III explains the method; data and sample used; and, the equation to test 
the hypothesis of this study. Section IV presents empirical results. Section V discusses a brief summary of results, conclusion, limitations, and 

also the insight for further research. 

 

LITERATURE REVIEW 

Firm value has an important role in the organization. The firm’s value can be measured using performance measures in a certain period. 

Many researchers examined the determinants of the firm value, either positive or negative effects.  Bohnert et al. (2017) resumed those 
determinants, such as firm size, financial leverage, return on assets (ROA), growth opportunities, dividends, and diversification. Other 

determinants are Enterprise Risk Management (ERM), Corporate Social Responsibility (CSR) Disclosure, and profitability.  

In recent days, CSR disclosure is a key strategy as a presentation of the amount of information needed. The concept of CSR reporting was 

conceived in the Global Reporting Initiative (GRI). The GRI Guidelines state that firms must explain the impact of activities on the economy, 
environment, and social issues in the standard disclosures section. Although the application of GRI is not mandatory, many firms have begun to 

apply the points in the GRI Guideline, given the importance of uniforming CSR Disclosure in the local and global scope. 

Signaling theory suggests how firms should provide signals to financial statements users. Based on Mahoney et al. (2012), firms with 

“good” social and environmental performance records might use standalone CSR reports as important signals of their high commitment 
regarding CSR. This signal is the information about what has been done by management to realize the shareholder expectation. According to 

this theory, CSR disclosure will reduce information asymmetry because all information has been conveyed by management, one of them was 

CSR disclosure. CSR disclosure becomes a signal for stakeholders, that the firm carries out its activities with responsibility. It can increase 

stakeholder trust in the positive sign, for investors to maintain their investment in the firm. 

According to the Investor Recognition Hypothesis (Merton, 1987; Shapiro, 2002), investors are more likely to invest and trade in well-

known firms. CSR disclosure becomes the investors' attention on how firms are responsible for economic, social, and environmental factors 

(Lee et al., 2018). In these studies, institutional investors represent investor recognition, refer to Ferreira and Matos (2008). Institutional 

investors pool large amounts of funds and invest these amounts in securities, real properties, and other investment assets. 

Moreover, stakeholder Theory discusses morals and values managing organizations among all stakeholders (Lee et al., 2018; Saleh et al, 

2010). From this theory, firm management should determine strategies that facilitate the needs of all stakeholders to realize sustainable 

development. In addition, the implementation of a CSR strategy will guide to mutual trust and cooperation between certain stakeholders, such 

as the government, the firm, and also non-governmental organizations. Doing those activities will increase investor recognition and firm value.  

Hypothesis Development 

CSR Disclosure and Firm Value 

Many studies have examined the relationship between CSR and firm value, and have had different results. Jo et al. (2011) said that CSR 
choices are positively related to corporate governance and internal-external monitoring mechanisms, CSR produce positive firm values, while 

leadership and independence of the board of directors, shareholder ownership, and institutional ownership play a relatively weaker role. CSR 

disclosure could affect firm value by either enabling better cash flow forecast or reducing cost of capital (Clarkson et al., 2013), as it ascertains 

a company’s responsibility for communicating its long-term performance and risk management strategies to shareholders (Dhaliwal et al. 

2011). Furthermore, supported by Lee et al. (2018) which argues that CSR is positively related to firm value.  

Referring to the discussed literature, the author believes that CSR Disclosure reduces information asymmetry, improves information, 

reduces transaction costs, and tends to lead to a better quality of financial statement disclosures that lead to investor recognition and increase 

firm value. Further, firms can decrease financial risk, reasonable and competitive strategies such as brand strategy through CSR. Therefore, in 

line with the signalling theory, the following hypotheses as follows: 

H1 :  CSR Disclosure has a positive effect on firm value. 

CSR Disclosure and Investor Recognition 

Research on CSR disclosure and investor recognition is limited, but investor recognition can be encouraged by reducing investor 

ignorance of the firm, for example, reduced information asymmetry. Doh et. Al (2010) examined the attention of firms investing in CSR. When 

investors make investment decisions, their goals are no longer just maximizing financial returns, but they fulfil their needs  in financial profits 
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and ethical preferences at the same time. Simister and Whittle (2013) said that investors put more effort into investing to support firms that 

fulfil their responsibilities to society and the environment. 

Referring to Lee et al. (2018), the author uses the percentage of institutional investors ownership to measure investor recognition, since the 

institutional investor has better information among other investors. The firms will maintain and be able to attract their institutional investor 
when they concern social activities (Saleh et al., 2010). Mahoney & Roberts (2007) found that institutional investors are risk-averse, thus firm's 

reputation in social and environmental responsibility reduces stocks' volatilities and firms that invest in social agendas and initiatives will be 

able to attract more institutional investors (Wahba and Elsayed, 2015). Further, prior researches support signalling theory that CSR disclosure 

as a good signal by an institutional investor to invest in the company. Based on empirical researches, it can be concluded that most studies have 

a positive significant relationship between CSR disclosure and investor recognition, the hypotheses in this study are as follows: 

H2 :  CSR Disclosure has a positive effect on investor recognition. 

Investor Recognition and Firm Value 

Investor recognition is also an important factor in determining firm value. The more information received, the information asymmetry 
becomes less, investor confidence will increase. When the investment is an increase, the firm value will also increase. An institutional investor 

particularly has major shareholdings that are stable over time, which gives them both the incentive and the ability to positively influence the 

firm’s governance and in turn the value of the firm (Ruiz-Mallorquí and Santana-Martín, 2011). Thus, there is the relationship between investor 

recognition and firm value, namely the high level of information owned, will encourage investor recognition.  

Moreover, maximizing shareholder value is not the sole purpose of the firm. There is a stakeholder theory that explains that firm 

management must develop strategies that serve all stakeholders, especially, investors, in order to achieve sustainable development. Stakeholder 

orientation creates value for firms by reducing contracting costs with stakeholders and mitigating the externalities stakeholders may bear due to 

conflicts of interests among them (Cremers et al., 2019). So that it can increase investor recognition which will also increase the firm value. 

Therefore, the next hypothesis is: 

H3 :  Investor recognition has a positive effect on firm value. 

CSR Disclosure and Firm Value, with Investor Recognition as mediating variable 

There are moderation and mediation factors that increase the influence of CSR on firm value, like dividends pay-outs, financial ratios, tax 

aggressiveness, media attention, and ownership structure. Nassem et al. (2019) found that financial ratios moderate the relationship between 

CSR disclosure and firm value, also Kim et al. (2018) suggested that the relationship between CSR and firm value is weaker in firms with high 

large shareholder ownership and no evidence of the effect of foreign ownership. Moreover, Buchanan et al. (2018) stated that the association 
between CSR and firm value is positive for high institutional ownership firms during a crisis. In addition, the mediation variable also proved by 

Lee et al. (2018) using investor recognition and find that investor recognition mediate the relationship between CSR performance and firm 

value. 

Most studies examine the direct relationship between CSR and firm value, both disclosure or performance. Meanwhile, research related to 
mediation variables to better understand the relationship between CSR disclosure and firm value is still limited. There have been no studies 

using mediation variables in examining the relationship between CSR disclosure and firm value at the U.S. firms' context. Taiwan Researcher 

uses investor recognition as mediation variables between CSR performance on firm value and getting positive results. 

Therefore, there is a need for mediation variables that mediate the relationship between CSR disclosure and firm value. This study uses 
mediation variables that have never been used in the U.S., namely investor recognition. The author would like to prove whether it has the same 

or different results. 

H4 : Investor recognition mediate the relationship of CSR disclosure to firm value 

The author uses this research model to examine the hypotheses: 

 

Figure 1 

Research Model 

 
Notes: a = Indirect effect to test H2; b = Indirect effect to test H3; c = Total effect to test H1; and, c’ = Direct effect to support H4. 

 

METHODS 
This research is a quantitative study that emphasizes on numerical data processed by statistical methods, secondary or archival data. 

Sample and Data Collection 

This research uses public listed firms on the U.S. Securities and Exchange Commission (SEC). The sample consists of 213 U.S companies 

generated from the S&P 500 index for the year 2013-2018. The sample was chosen based on the assessment of researchers that suited with the 

criteria as follows: (1) no missing data for calculating the variables firms which are Firm Value, Institutional Ownership, Firm Size, Leverage, 
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ROA, ROE, Liquidity, and EPS; (2) availability of CSR data in the 2013-2018 annual report and/or sustainability report regardless of the 

publication. 

The data were obtained from the official website of the U.S. Securities and Exchange Commission (www.sec.gov), official website of the 

sample firm’s, and application data source Compustat Database and Eikon Thomson-Reuters. 
Measurement of Variables 

In this study, the author uses STATA 14 as a tool to analyse the data. The total and direct effects (CSR Disclosure on Firm Value) and 

indirect effect (CSR Disclosure on Firm Value through Investor Recognition) will be analyzed using Ordinary Least Square (OLS). After 

testing the classical assumptions and the fitness of research model, the author analysed the data using the following equations: 

Tobin’s Qit = α + β1CSRDit + β2SIZEit + β3LEVit + β4ROAit + β5ROEit + ε    --- (1) 

INVit = α + β1CSRDit + β2SIZEit + β3LEVit + β4ROAit + β5LIQit + β6EPSit + ε    --- (2) 

Tobin’s Qit = α’ + β’1INVit + β’2CSRDit + β’3SIZEit + β’4LEVit + β’5ROAit + β’6ROEit + ε’  --- (3) 

Where,  

INVit is an investor recognition. INV = Institutional investors ownership / Total Shareholder Equity 

CSRDit is CSR variable which is a dummy variable, where 1 is for disclosing CSR, 0 is for others 

Tobin'sQit is a firm’s value. Tobin’s Q = MV / (Kphy + Kint) 

SIZEit is the firm's size. SIZE = Natural logarithm of total assets 

LEVit is a leverage. LEV = Total Liabilities / Total Assets 

ROAit is a Return on Assets. ROA = Net Income / Total Assets 

ROEit is a Return on Equity. ROE = Net Income / Total Equity 

LIQit is a Liquidity. LIQ = Current Assets / Current Liabilities 

EPSit is an Earning per Share. EPS = Net Income / Number of Ordinary Shares. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Descriptive statistics and correlations 

The maximum and minimum values before transformation are 73.4098 and 0.1090 for firm values. Since the standard deviation for firm 

value (proxied by Tobin’s Q) is quite high compared to Lee et al. (2018) research (0.687), therefore the author transforms Tobin’s Q variable 
and come to standard deviation 0.454. Moreover, the maximum and minimum values for CSR disclosures (CSRD) are 1 and 0, and 99.91% and 

0% for investor recognition, these numbers are comparable to other studies (Lee et al., 2018; Xiong, 2016).  

Table 1 

Descriptive statistical analysis of 213 firms registered in US from 2013 to 2018 

Variables n Mean Std. Dev Min Max 

Tobin’s Q 1,278 3.5680 6.5119 0.1090 73.4098 

CSRD 1,278 0.6448 0.4788 0.0000 1.0000 

INV 1,278 0.8288 0.1368 0.0000 0.9991 

SIZE 1,278 9.7946 1.2366 6.0742 13.3948 

LEV 1,278 0.6361 0.2082 0.0000 1.7237 

ROA 1,278 0.0587 0.0895 -1.2270 0.3493 

ROE 1,278 0.0144 0.3948 -8.0637 0.4566 

LIQ 1,278 335.5493 3847.877 0.0000 122,679.1 

EPS 1,278 4.3621 10.7730 -61.1559 222.8052 

Notes: This description before any transformation, 213 observations per year, for a total of 1,278 firm-years. 

 

Table 2 

Correlation between variables tested 

 Tobin’sQ CSRD  INV SIZE LEV ROA ROE LIQ EPS 

Tobin’sQ 1.0000         

CSRD -0.3317* 1.0000        

INV 0.0866* -0.1113* 1.0000       

SIZE -0.4739* 0.4749* -0.4055* 1.0000      

LEV -0.1872* 0.2228* -0.1358* 0.1534* 1.0000     

ROA 0.4117* -0.0147* -0.0184 -0.1017* -0.1328* 1.0000    

ROE 0.1119* 0.0797* 0.1873* 0.0336 -0.1060* 0.4309* 1.0000   

LIQ 0.0203 -0.0437 0.1221* -0.0988* -0.1333* 0.0532 0.0469 1.0000  

EPS 0.0343 -0.1051* 0.0552* 0.1393* -0.0112 0.1746* -0.0865* 0.0076 1.0000 

Notes: * indicate significant correlations at a 5% significance level. 
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Regression results 

Total Effects Analysis 

The main results of total effects analysis are presented in table 3. By examining the total effects of CSR on firm value, this study examines 

whether firms involved in CSR have an influence on the firm value measured by Tobin’s Q. The results reveal a negative and significant 
relationship between CSR and firm value, this result is contrary to H1. Thus, the first hypothesis is not supported, which means the disclosure of 

CSR has a statistically negative significant influence on firm value. Therefore, the firm value of firms in the US will decrease when the firms 

disclose their CSR. One potential reason is a firm that aware of its responsibility to disclose CSR, cannot reduce the information asymmetry 

between management and stakeholders and lead to lower firm value. The other reason is the information from CSR disclosure could not give 
more information to stakeholders, meaning that the stakeholders have already had useful information even without the disclosure of CSR 

(Cahan et al., 2016). Meanwhile, all control variables are significant at a 1% significance level, except for leverage and ROE.  

Indirect Effects Analysis 

The indirect effects consist of two parts. The first part is the association between CSR disclosure and investor recognition (H2). The 
second part analyses the association between investor recognition and firm value (H3). Table 3 presents the indirect effects result. By 

examining the indirect effects of CSR on investor recognition, this study examines whether firms involved in CSR have an influence on 

investor recognition. The results reveal a positive and significant association between CSR and investor recognition, thus the second hypothesis 

is supported. Firms that disclose CSR could help firms generate greater recognition among their investors. This result is in line with Saleh et al. 

(2010) that state there is a positive and significant relationship between CSRD and institutional ownership.  

Regarding the second part of the indirect effects, the finding suggests a negative and significant association between investor recognition 

and firm value meaning that the third hypothesis is not supported. A possible reason is institutional investors in the US are basically not part of 

management or referring to outsiders, hence could not support management’s decision (Ruiz-Mallorquí and Santana-Martin, 2011).  

Therefore, the indirect effect can be accepted, since the first and second part have significant result. In order to support hypothesis 4, the 

author calculates the Sobel test to determine the significance of indirect effects (the combination of H2 and H3, a times b). The result is 0.0338 

which signify insignificant relationship (lower than 1.65). 

Direct Effect and The Mediation Effect of Investor Recognition 

Table 3 also presents the influence of investor recognition on the effect of CSR disclosure on firm value. After the mediating variable of 

investor recognition is considered, the effect given by CSR disclosure on firm value shows a slightly difference. When using investor 

recognition, the direct effect of CSR disclosure on firm value is significant but negative. The coefficient is higher than model 1 (total effect), 

showing that CSR disclosure affects firm value positively by increasing investor recognition. Thus, investor recognition seems to be a 

mediating factor that causes the value of the firm to increase when disclosing CSR.  

However, the author conducts Baron and Kenny (1986) method of mediation testing and Zhao et al. (2010), in order to answer hypothesis 

4 and determine whether investor recognition mediates the relationship between CSR disclosure and firm value. Baron and Kenny (1986) 

require that all regression model should be significant, means total effect, indirect effect, and direct effect should be significant. Since the 
indirect effects result using The Sobel test is no significant, there is no mediation. It means that investor recognition does not mediate the 

relationship between CSR disclosure and firm value. Therefore, the fourth hypothesis is not supported. 

Further, conducting the Zhao test to support the fourth hypothesis result. The test begins with determining the indirect effect (a*b), which 

is not significant. Second step is to assess the significance of the direct effect (c’). Since the indirect effect is not significant, while the direct 
effect is significant, the result indicates that there is no mediation (direct only). Therefore, the Zhao test is in line with Baron and Kenny (1986) 

and Sobel test. 

Table 3  

Direct and Mediation effects between CSR Disclosure, Investor Recognition, and Firm Value 

 Model 1  

DV=Tobin’s Q 

Model 2  

DV=INV 

Model 3  

DV=Tobin’s Q 

CSRD 
-0.1335*  

(0.000) 

0.0345*  

(0.000) 

-0.1242*  

(0.000) 

INV 
  -0.3004*  

(0.000) 

SIZE 
-0.1317*  

(0.000) 

-0.0519*  

(0.000) 

-0.1474*  

(0.000) 

LEV 
-0.1172**  

(0.019) 

-0.06127*  

(0.000) 

-0.1339* 

(0.007) 

ROA 
1.9307*  

(0.000) 

-0.1562*  

(0.000) 

1.8427*  

(0.000) 

ROE 
-0.0399  

(0.160) 

 -0.0120  

(0.683) 

LIQ 
 0.0110*  

(0.004) 

 

EPS  
0.03770*  

(0.000) 
 

 F (5, 1272) = 155.81 F (6, 1271) = 55.31 F (6, 1271) = 133.19 
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Prob > F 0.0000 0.0000 0.0000 

R2 0.3798 0.2070 0.3860 

Sobel-test coefficient 0.0338  

a coefficient 0.0345*  

b coefficient -0.3004*  

Indirect Effect (a*b) -0.0104  

Total Effect (c) -0.1335*  

Direct Effect (c’) -0.1242*  

Notes: *,**, and *** denotes 1, 5, and 10 % significance levels, respectively 

 

CONCLUSION 

This study attempts to analyse the relationship between CSR disclosure and firm value in which the previous researches obtained mixed 

results by using OLS regression. This study also includes the mediating effect of investor recognition which is a replication of Lee et al. (2018). 

This research provides a different setting than previous research, which is the US companies, since the disclosure of CSR in the US companies 
increases due to new formal requirements for carrying out climate change-related disclosure. Our results show that investor recognition does 

not play a mediating role in the effect of CSR disclosure on firm value. 

Our results show that investor recognition has a significant negative relationship with firm value. Therefore, the impact on testing the 

mediation effect, if the author uses investor recognition as a mediating variable between CSR disclosure and firm value, will get negatively 
significant results. In fact, institutional investors do not have a significant influence on firm value. This result is in line with the research by 

Lehavy and Sloan (2008) describing that changes in investor recognition are negatively related to firm value, one of which is measured by 

future stock returns. 

Empirical results from this study have the following contributions and implications: (1) this study links CSR disclosure to the firm value 
from a financial perspective and reveals the role of investor recognition as a mediator. This adds some discussion and evidence to the rarely and 

previously explored studies regarding the effect of CSR disclosure on firm value using general regression analysis. Therefore, this study not 

only tests in another sample (US firms) from previous research but also focus on disclosure. (2) This research helps management to explore 
more its strategic role to increase investor recognition and help firms communicate with investors, besides the CSR disclosure. The reason is 

this study finds that investor recognition unable to provides mediation effect on the relationship of CSR on firm value. Further, the results show 

that investor recognition has no mediating effect between CSR disclosures and firm value. CSR disclosures can help firms gain investor 

recognition, but do not increase firm value. This is an important finding that can motivate further research to re-examine using more 

comprehensive methods and as a reference for firm practice. 
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Abstract  

The upper echelons theory explains the understanding that a company's strategic decisions are related to the characteristics and background of 

the company's management, greater diversity of the board brings with it a number of advantages in the decision-making process. This study 

aims to provide empirical evidence regarding the relationship between the characteristics of directors and Environmental, Social, and 

Governance disclosure. Characteristics of directors in this study are the existence of female directors, ownership of directors and influential 

community directors. The sample in this study is the ASEAN-5 countries (Indonesia, Malaysia, the Philippines, Singapore and Thailand). The 
object of this research is non-financial companies listed in ASEAN-5 countries, the research sample is determined by the purposive sampling 

method, so that the sample of 117 companies is obtained with the number of observations is 585 observations from 2014 to 2018. The research 

data was obtained from Thomson-Reuters datastream and company annual reports obtained from each company's website. Of the three 

characteristics examined, the results of this study indicate that the existence of female directors and community influential directors has a 
positive effect on company ESG disclosure. While the ownership of directors in this study did not affect ESG disclosure. 
 
Keywords: Characteristics of Directors, Community Influential, ESG disclosure, Gender, Ownership  

 

BACKGROUND 

High public awareness about the role of companies in society towards social problems, the environment encourages companies to take 

actions that are socially responsible. Thus, to assess the benefits of these practices’ companies act in environmental, social and governance 

disclosures (Ioannou et al. 2012 and Kamal et al. 2013). Environmental, Social, and Governance (ESG) is a standard for companies to get 

recognition from policy makers, investors, and even the public for the sustainable performance and operational performance of their companies 

and can be disclosed by companies in ESG disclosures. 

The factors of (ESG) are an important part of investment decisions today. The importance of the Environmental, Social and Governance 

(ESG) disclosure report is not only attractive to investors who are considering financial returns, but is also attractive both socially and 

environmentally (Asean-Japan Center, 2019). Environmental, Social, and Governance (ESG) currently has been widely studied and developed 

not only in academics, but also in business and politics (Przychodzen et al., 2016). 

ESG is also associated with board characteristics company, where the existence of the board of directors is related to the performance and 

disclosure of ESG. This is because corporate governance plays an important role in return for shareholders and meets the needs of stakeholders 

(Fakoya and Nakeng, 2019). Corporate governance mechanisms lead to stakeholders leading to higher environmental performance, so that 
reported environmental disclosure is more transparent. Fakoya Research (2019), Kassinis et al. (2016), Velte (2016) found that gender diversity 

both in demographic and structural terms affects the company's environmental responsibility. 

Although gender is widely studied as a characteristic that affects sustainability performance, according to Meinzen-Dick et al. (2014) there 

are many other factors that affect the company's sustainability performance. For example, board characteristics commonly used, such as 
company size (Fakoya and Nakeng, 2019; Drempetic et al. 2019), background of board members (Vick and Fontanella, 2017), CEO age and 

CEO duality (Bukair and Rahman, 2015; Husted and de Sousa, 2019), board size, board meetings and CSR committees (Birindell et al, 2018), 

to the characteristics of the board with little research, such as inside ownership and director affiliation (Kassinis and Vafeas, 2002), and 

influential communities (Michellon and Parbonetti, 2012). 

Because of the many studies on the characteristics of the board, especially gender in previous studies, this study will re-examine gender-

related, and add other factors such as board ownership and community influential directors to be associated ESG disclosure. For gender, this 

research will examine the influence of the existence of female directors, and likewise for directors' ownership by calculating the number of 

their ownership. Both of these variables will be tested on the directors of the company, the directors here are executive directors in the two-tier 
countries. As for the third variable, the community influential director will be tested on the non-executive director, this is because the 

community influential is a non-executive director who has a relationship with the community outside the company's competitive environment. 

Influential directors in the community play a role in increasing the disclosure of environmental issues, and finding information about the 
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company's social and environmental expectations of stakeholders. This research refers to the theory of upper echelons, which examines how 

different characteristics and demographics affect top management decisions is an important tool in explaining and predicting company 

operations. Where executive directors are top decision makers, be they operational, strategic, or company policies towards the corporate 

environment, while non-executive directors are overseeing and responsible for the smooth running of the company's finances. 

This study aims to provide empirical evidence regarding the relationship between the characteristics of directors and the disclosure of 

Environmental, Social, and Governance (ESG), with research questions: (1) Does the presence of female directors have a positive effect on 

environmental, social, and governance (ESG) disclosure? (2) Does the directors' ownership have a positive effect on Environmental, Social, 

and Governance (ESG) disclosure? (3) Do directors who influence the community positively influence the Environmental, Social, and 

Governance (ESG) disclosure? 

 

LITERATURE REVIEW 

Upper echelons Theory 

Upper echelons theory is a theory that suggests the idea or understanding that a company's strategic decisions are related to the 

characteristics and background of the company's management. It also explains how the company's performance is strongly influenced by 
decisions made by top executives, and how the company becomes a reflection of top management (Hambrick & Mason, 1984). Individual 

characteristics are seen from past experience, education, and personal values and this influences the way top managers analyze and respond to 

situations, and determine the strategy chosen for the organization. Greater diversity of the board brings with it a number of advantages in the 

directors' decision-making process. 

StakeholderTheory 

Stakeholder theory shows the relationships between businesses, groups and individuals that can influence and be influenced. Business is a 

relationship between interest groups, for example customers, suppliers, employees and other interest groups, which are called key stakeholders. 

In addition to business relationships, companies must also be responsible for secondary stakeholders, such as social communities, NGOs, 
subcontractors (Parmer et al. 2010). Manita et al. (2018), which states that the underlying theory of interest is the disclosure of the company as 

information used by management for stakeholders, both primary and secondary stakeholders. One of them is by disclosing information on the 

company's ESG performance, how the company assures stakeholders that the operating company is responsible for the environment of the 

company. 

Companies with stakeholder involvement can achieve improved environmental performance that meets a variety of stakeholder needs 

(Arayssi et al., 2016). To meet the expectations and needs of different stakeholders, the board of directors is tasked with balancing these 

expectations without ignoring other stakeholders (Fakoya and Nakeng, 2019). 

Feminism Theory 

Feminism is a comprehensive understanding of gender-based justice that can be a foothold for thought, movement, and policy. The theory 

of feminism is a theory of equality between men and women and the movement to obtain women's rights. The theory of feminism is a theory 

that embraces the understanding that women have a position below men in society and the desire to change the situation. The theory of 

feminism is a generalized system of ideas, encompassing many things about social life and experiences in women developed from a woman-

centered perspective. 

Hypothesis Development 

Female Directors and ESG disclosure 

The role of directors is as supervisors and advisors to company management, where directors provide strategic direction for operations and 

oversee management performance. One direction given is about corporate social responsibility issues that can be information for stakeholders. 

Much of the literature states that board diversity has an effect on corporate social responsibility reporting, one of which is ESG disclosure. 

Manita (2017), said that having more female directors could make the council sensitive to issues of social responsibility. Wasiuzzaman and 

Wan (2019) and Arrayssi et al (2020), who found that female directors had a positive relationship with ESG disclosure. Referring to feminist 
theory and social roles, women directors naturally have compassion, care, and help each other more than men, so women are more sensitive to 

the environment. Therefore, the first hypothesis in this study are as follows: 

H1: the presence of women executive directors’ positive effect on the disclosure of Environmental, Social, Governance (ESG). 

Director ownership and ESG disclosure 

Share ownership by directors can be defined as inside ownership. According to agency theory, inside ownership can mitigate agency 

problems that occur in companies. Lasfer (2006) and Cheng et al. (2012) also mentioned that managerial ownership and the board of directors 

are two internal mechanisms designed to reduce agency problems between managers and shareholders, that company managers will disclose 

social information to enhance the company's image. Oliveira and Ferreira (2011), revealed that a manager has the motivation to disclose 
personal information voluntarily because the company expects the information. This means that if managerial ownership increases, disclosure 

of corporate social responsibility information made by the company will be more numerous. However, this research will examine the 

ownership group of directors as inside ownership to be associated with ESG disclosure, because directors have an important role in meeting the 

needs and expectations of corporate stakeholders, because in a company the directors are the top decision makers, be it operational, strategic 

decisions, or company policy on the company environment. Therefore, the second hypothesis in this study is: 

H2: Ownership by executive directors has a positive effect on the disclosure of Environmental, Social, Governance (ESG) 

Directors influential community and ESG disclosure 

The community has an important role in shaping the values and characteristics of top management. In this case, influential community will 

be the ability of directors to establish relationships with the community needed to legitimize the company, because the strategic decisions made 

by managers in the organization represent the significant impact the community has on top management (Qutainah, 2015). Michelon and 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 686  

Parbonetti (2012), conducted research on corporate governance, one of which is the characteristics of directors who are associated with 

disclosure of sustainability, his research stated that community influentials are non-executive directors who have relationships with 

communities outside the company's competitive environment. Identification that includes influences in the community can be seen from a brief 

biography of the directors in the annual report and classification which includes influences in society such as academics, politicians and retired 
politicians, military officers and military retirees. The results of this study found that influential communities support stakeholder involvement, 

the results show positive relationship between community influential and sustainability disclosure. So, this research argues that corporate 

leaders sometimes make decisions for environmental reasons, which may be regulated by law or driven by stronger social pressure from 

shareholders from their surrounding communities that can increase ESG disclosure which is also related to sustainability reporting. Therefore, 

the third hypothesis of this study is: 

H3: Non-executive directors who are influential in the community have a positive effect on the disclosure of Environmental, Social, 

Governance (ESG) 

 

METHODS 

Research design 

The object of this study is non-financial companies listed in ASEAN-5 countries, the research sample is determined by the purposive 

sampling method, so that the sample of 117 companies is obtained with the number of observations in this study is 585 observations from 2014 

to 2018. This year was chosen because of the availability data both in Thomson Reuters or the company's annual report, and to see the possible 
impact of the diversity of directors of each company in each year. The research data was obtained from Thomson-Reuters datastreams and 

company annual reports obtained from each company's website, and Orbis for directors' ownership data. 

This research is a quantitative study whose analysis uses numerical data and is processed by statistical methods. The type of data is 

documentary data in the form of company annual reports for each country in ASEAN 5, data obtained from the Thomson Reuters application 

and the company's website. Data analysis in this study uses STATA14 which will analyze statistics for hypothesis testing. 

Research Targets 

The sample criteria in this study are: 

a. The company has complete ESG score data during the study period, namely 2014-2018 

b. Companies that consistently publish annual reports and financial reports during the 2014-2018 period 

Research Model 

To test the hypothesis, we used the regression model as follows: 

ESGi,t =  + 1 GENDi,t + 2 OWNi,t + 3 CIi,t + 4 SIZEi,t + 5 LEVi,t + 6 ROAi,t + 7 GDPGrowthi,t + i,t …………………………(1) 

The dependent variable that will be examined in this study is the disclosure of ESG in company i in year t, as well as the independent 

variables that will be tested. Table 1 is the definition of variables that will be used in this study: 

Table 1. Reseach Variable 

Variable Name of 

Variable 

Measurement 

 

Dependent Variables:   

-  ESG Disclosure ESG - ESG scores of each company from Datastream Thomson Reuters 

 

Independent Variable:   

- Female directors GEND - The proportion of female executive directors in companies 

- Ownership of directors OWN - Percentage of ownership of executive directors in companies 

- Community influential 

directors 
CI - The proportion of non-executive directors who have influence 

in the community 

  (academicians, politicians (including retired politicians), army officers 

(including retired army officers) ) 

Control Variable   

- Company Size SIZE - Ln Total Assets 

- Leverage LEV - Total Debt/ Total Assets 

- Return on Assets ROA - Net Income/ Total Assets 

- GDPGrowth GDPGrowth - GDPGrowth setiap negara (Worldbank) 
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ANALYSIS OF FINDINGS AND DISCUSSION 

Descriptive statistics for this research data can be seen in table 2. For an analysis of ESG disclosures that use ESG scores, the lowest value 
is 10,637 owned by industrial company Jardine Strategic Holdings Ltd., for the highest value is the Thai Oil PCL energy company at 87,454, 

and the value the mean of the ESG score is 52,113. This proves that the average company has revealed ESG. The existence of female directors 

(GEND) has a value of 0.09, where the minimum value is 0 and the maximum value is 1. This shows that there are still many companies that 

do not have female directors. Ownership of directors with a maximum value of 0.428 and the lowest value of 0, with a mean value of 0.015 or 
1.5%. this shows that the ownership of directors in this study is very small. The last variable studied was community influential directors 

having a minimum value of 0 and a maximum value of 1 with a mean value of 0.406. This shows that the average company has non-executive 

directors who are influential in the community. 

Table 2. Descriptive Statistics 

Variabel N Mean Std. Deviasi Min Max 

ESG Score 585 52.113 15.813 10.637 87.454 

GEND 585 0.090 0.019 0 1 

OWN 585 0.015 0.052 0 0.428 

CI 585 0.406 0.255 0 1 

SIZE 585 22.160 1.220 19.101 25.226 

LEV 585 0.276 0.183 0 1.447 

ROA 585 0.074 0.095 -0.546 0.731 

GDPGrowth 585 0.044 0.012 0.010 0.069 

Table 3 is the regression results from this research model. Table 3 shows that the variable GEND or female directors has a significant 

positive effect on ESG disclosure with a regression coefficient of 6,949 with p <0.10. This also means that companies that have a high number 

of female directors will increase ESG disclosure, in line with research by Wasiuzzaman and Wan (2019) and Arrayssi et al (2020), which 
examines the presence of women on board of directors, finding that female directors have a positive relationship with the disclosure of ESG, 

where despite the existence of very few female directors, women have unique competencies, high commitment with ethical standards that have 

an effective impact in addressing social environmental problems. This means that the existence of women, even if tested as a whole by board 

members or only executive directors, still has a positive influence on ESG disclosure. This result supports hypothesis 1. 

The OWN variable or directors' ownership in Table 3 shows insignificant results, this result is not in line with agency theory which states 

that ownership of managerial ownership and the board of directors are two internal mechanisms designed to reduce agency problems between 

managers and shareholders, that company managers will disclose social information to improve company image (Lasfer, 2006; and Cheng et 

al., 2012). This can be caused by the small number of ownerships in ASEAN countries. So, this result does not support hypothesis 2. Whereas 
for the last variable tested namely CI or community influential directors showed significant positive results on ESG disclosure, as evidenced by 

the regression coefficient value of 5.251 with p <0.10. This is in line with the research of Michelon and Parbonetti (2012) that influential 

communities are positively related to disclosure of sustainability, because this influential community directors can help companies avoid 

activities that include mistakes when the company's actions contradict those community groups, whether intentional or unintentional. This 
result supports hypothesis 3. For the control variable in this study, SIZE showed a significant negative result with a coefficient of -7,815 and p 

<0.01, while for the other control variables it was not proven significant. This can be seen in table 3 column 3. 

Table 3. Regression Results of Research Models 

Variable 

ESGi,t =  + 1 GENDi,t + 2 OWNi,t + 3 CIi,t + 4 SIZEi,t + 5 LEVi,t + 6 ROAi,t + 7 

GDPGrowthi,t + i,t 

Coef. P>|t| 

GEND 6.949384 0.054* 

OWN 1.042381 0.963 

CI 5.250544 0.059* 

SIZE -7.815158 0.000*** 

LEV -2.400757 0.624 

ROA 9.74484 0.197 

GDP Growth 27.04202 0.593 

Observation 585 
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R2 overall 0.0025 

Prob F 0,0002 

Significant: ***1%, **5%, *10% 

Source:  Stata14 

 

CONCLUSION 

This study aims to examine the relationship between the characteristics of directors and ESG disclosure, where the characteristics of 
directors used are the existence of female directors, ownership of directors, and influential community directors. This study shows that the 

disclosure of ESG as measured by the ESG score of each company still varies. The results of this study indicate that two of the characteristics 

of directors have a positive effect on ESG disclosure, thus supporting the hypothesis we propose, namely female directors and community 

influential directors. This result can interpret that the existence of women executive directors and community influential non-executive 
directors in companies can increase ESG disclosure. While the variable ownership of directors has no effect on ESG disclosure, this result is 

not in line with agency theory which states that managerial ownership and the board of directors are two internal mechanisms designed to 

reduce agency problems between managers and shareholders, that company managers will disclose social information to improve corporate 

image (Lasfer, 2006; and Cheng et al., 2012). This is also due to the relatively small ownership of executive directors in ASEAN countries, so 

there is no effect on ESG disclosure. 

Empirical results from this study have the following contributions and implications: (1). This study is a study of the effect of board 

characteristics (female directors, directors' ownership, and influential membership in the community) on disclosure of Environmental, Social 

and Governance (ESG). So that later can be used as additional references (2) This research can help and be a consideration for investors in the 
selection of the proportion of positions, especially directors. There are several limitations to this study: first, this research examines relatively 

small ownership in ASEAN countries, for further research it can be modified, for example testing in other countries or using managerial 

ownership (not only executive directors). Second, ownership data contained in Orbis for ASEAN countries is still incomplete. Third, the ESG 

disclosure proxy used in this study is the ESG score, for subsequent research, it can use other proxies that better describe ESG disclosure. 
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Abstract  

This research compares Takaful and conventional insurance firms' efficiency using the Data Envelopment Analysis (DEA) 

method. The sample used is 15 Takaful and 15 conventional insurance business units. The input variables used in the DEA are 

Total Asset, Total Expense, and Claim Payment, while the output variables used are Total Revenue and Gross Contributions. 

After that, this research conducted multiple linear regression to determine what factors significantly impact the firms' efficiency. 

Based on the overall average efficiency scores, Takaful units are generally more efficient than conventional units. The Yuen-

Welch’s t-test also found that there is a significant difference between the average efficiency. Most of the Takaful business units 

from the sample are more efficient than conventional units within the same company. The finding suggests that under similar 

internal conditions, Takaful firms are still more efficient than conventional firms. The efficiency of Takaful firms is also more 

stable than conventional units throughout the research period. Finally, the multiple linear regression determined that liquidity and 

board size are positively correlated to conventional insurance, while total asset and expense to premium ratio are negatively 

correlated. Total asset and board size are positively correlated to Takaful firms’ efficiency, while expense to premium ratio is 

negatively correlated. 

 

Keywords: DEA, Efficiency, Insurance Regression, Takaful  

 

BACKGROUND 

Takaful or Islamic insurance is an insurance concept that adheres to Islamic law or sharia. Milliman Consulting’s Global Takaful Report 

2017 shows that the Takaful industry in Indonesia makes up 33% of the overall Takaful industry in South East Asia. Indonesia is an attractive 

market for the Takaful industry because of the large number of Muslim populations. As of 2018, the total asset of the Takaful industry in 
Indonesia reached 41 Trillion Rupiahs. However, the Takaful industry is still only 5,44% of the overall insurance market, and Takaful firms 

face stiff competition with conventional insurance firms. This research objective is to evaluate Takaful firms’ competitiveness compared to 

conventional insurance firms. Financial efficiency will be used as an indicator of the firms’ performance. There has been similar research done 

about Takaful firms in Indonesia; however, this research uses more recent data. Takaful is a fast-growing industry, and therefore this research 
wants to give an updated evaluation of the industry in Indonesia. Additionally, this research wants to determine what variables are correlated to 

Takaful and conventional insurance firms' efficiency. That part of the research will use variables that have not been tested in previous research.  

 

Research Question 

What is the efficiency score of the Takaful and conventional firms? 

Which group of firms is more efficient? 

What variables influence the efficiency of the Takaful and conventional units? 

 

Research Objective 

To measure the efficiency of the sample Takaful and conventional units. 

To determine which have better efficiency between Takaful and conventional units. 
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To determine the factors that influence the efficiency of Takaful and conventional units. 

 

LITERATURE REVIEW 

Takaful 

Takaful eliminates aspects from conventional insurance that are prohibited by Islamic law or sharia. of riba (usury) which eliminates any 

form of interest (Iqbal & Mirakhor, 2011) and Islamic scholars believe that riba exists in conventional insurance because the premiums that the 

firms received are invested into interest-bearing assets. The conventional insurance system is also considered a form of maisir (gambling) 

(White, 2009), which is forbidden by sharia. Lastly, the level of uncertainty in conventional insurance is deemed too excessive for sharia, and it 

is called to contain gharar (excessive risk) (White, 2009). 

Takaful does not sell insurance policies; instead, they operate through an agreement contract with their clients. The contract states that 

Takaful members willingly contribute to a pool of funds (Takaful fund), which will be the source of compensation for any losses experienced 

by Takaful members. Therefore, Takaful contracts are considered as a tabarru (donation) contract and not aqd mua’wza (sale and purchase 
contracts) (Malik & Ullah, 2019). The inherent risk present in insurance becomes acceptable because it is not a sale and purchase contract. It is 

also no longer considered a form of gambling because the Takaful members are fundamentally cooperating to cover other members' loss. 

Lastly, the Takaful funds are exclusively invested in sharia-compliant investments such as Sukuk and sharia-compliant stocks, thus eliminating 

riba. Considering that there are several modifications from the conventional insurance practice, this research wants to compare Takaful's 

performance with conventional insurance firms. 

 

Concept of Technical Efficiency 

Coelli et al. (1998) state that the simple definition of efficiency is the ratio of output that a Decision-Making Unit (DMU) produces to the 

input that the DMU uses in production. This research focuses on technical efficiency, which is correlated with the production frontier. The 

frontier is a line that reflects the relationship between the maximum number of outputs the DMUs could produce for each unit of input (Coelli 
et al., 1998). A technically efficient DMU will be operating at the capacity equal to the frontier line. Therefore, technical efficiency is a state 

where a DMU is more productive compared to their peers. This research uses the technical efficiency concept to measure the Takaful and 

conventional insurance firm's performance because technical efficiency represents the performance of a DMU relative to the other DMUs, 

which allows this research to compare the firm’s efficiency with one another. 

 

Previous Researches 

Antonio, Ali, and Akbar (2013) and Saad et al. (2006) conducted Data Envelopment Analysis (DEA) among Takaful and conventional 

insurance firms in Malaysia, and both researches concluded that generally, conventional insurance firms are more efficient than Takaful firms. 

Additionally, Saad et al. (2006) linear regression analysis founded that the size of the firms positively affects their efficiency. Safrina (2016), 

Flodesa (2019), and Astuti & Suprayogi (2017) conducted similar research towards firms in Indonesia and also concluded that the conventional 
insurance firms are more efficient than the Takaful firms. Purwanti (2016) and Benarda et al. (2016) used regression models to determine 

factors that affect Takaful firms' efficiency. Purwanti (2016) concluded that tangibility, solvability, profitability, and firm size did not affect 

technical efficiency while market share had a positive and significant effect on firms' technical efficiency. However, Benarda et al. (2016) had a 

different conclusion: the Tabarru and company funding solvency had a positive and significant effect on technical and scale efficiency. This 
research differentiates itself by using more recent data to measure efficiency. Additionally, other explanatory variables that have not been tested 

will be tested using linear regression.  

 

METHODS 

Data Collection 

This research uses purposive sampling to choose a sample of 30 insurance companies with Takaful and conventional business units. 

Effectively the sample includes 15 Takaful business units and 15 conventional insurance units. This research gathered secondary data from the 

financial statements of those sample firms from 2015 to 2018. The financial statements were retrieved from the firm’s respective websites.  

 

Data Envelopment Analysis 
First, the efficiency score of each sample DMUs is calculated using Data Envelopment Analysis (DEA). DEA is a non-parametric 

approach to measure efficiency popularized by Charnes, Cooper, and Rhodes in 1978. It uses linear programming to construct an efficiency 

frontier that is used to determine the efficiency score of DMUs (Coelli et al., 2005). The DMUs will be considered efficient if their productivity 
is on the frontier line; this will be indicated by an efficiency score of 1. This research uses the Constant Return to Scale (CRS) model proposed 

by Charnes, Cooper, and Rhodes. CRS assumes that the change in input will be equal to the change in output and that all DMUs are operating 

at their most optimal level (Coelli et al., 2005). The result of the CRS model is called the technical efficiency score (TE). The DEA method is 

selected because it can take multiple outputs and inputs into the calculation of efficiency. Additionally, the DEA is fair because it measures a 
DMU performance as compared to their peers. The input variables used in the DEA model are Total Asset, Total Expense (excluding claim 

payment), and Claim Payment, while the output variables that are used are Total Revenue and Gross Tabarru/Premium Contribution. 

 

Multiple Linear Regression Model 
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After retrieving the efficiency score, a multiple linear regression will be 

conducted to determine what variables are significant to firms' efficiency. The 
multiple linear regression model is chosen because it allows the usage of multiple 

explanatory variables. The technical efficiency (TE) score will be used as the 

dependent variable while the independent or explanatory variables are a total asset, 

liquidity ratio, expense to net premium ratio, and board size. The total asset 
represents the entire current and fixed asset owned by the firm, the liquidity ratio 

represents the ratio of the firm’s cash to its’ liabilities, the expense to net premium 

ratio represents the ratio of expense to the net premiums that the firm earned, and the 

board size represents the number of members in the firm’s board of directors and 

board of commissioners. The total asset and liquidity were determined to be 

significantly correlated to efficiency based on the research by Saad et al. (2006) and 

Purwanti (2016). This research wants to determine the correlation between the new 

variable, which are expense to net premium ratio and board size to the firm’s 
efficiency using total assets and liquidity as the control variables. 

 
 
(Mathematical model of the multiple linear 

regression) 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Table 1 

 

The table above shows the overall average of the technical efficiency (TE) score. The overall average efficiency score of Takaful firms is 
found to be higher than the average for conventional insurance firms. Yuen-Welch’s t-test is conducted to determines whether the difference 

between the average efficiency of the two firm groups is statistically significant. The test found that there is a significant difference with a 95% 

confidence or an α=0.05. Therefore, it can be concluded that Takaful firms are generally more efficient than conventional insurance firms. This 

implies that Takaful firms are more proficient in managing their total asset, expense, and claim payments, to maximize their outputs, which are 

total revenue and the gross contributions they earned.  

This finding is contradictory to previous researches that concluded Takaful firms to be less efficient than conventional insurance firms. 

However, this discrepancy could be explained by the fact that the previous researches used financial data from 2015 and below, while this 

research uses data from 2015 to 2018. The writer argues that this finding is an updated evaluation of Takaful firms in Indonesia, and it found 
that Takaful firms have become more competitive with conventional insurance firms. This finding also signifies that Takaful could be a 

reasonable alternative to conventional insurance for the Muslim market because the firms have proven to be more efficient than conventional 

insurance firms.  

 

Figure 1 

 

The graph above pairs the efficiency score of Takaful and conventional business units within the same parent company. First of all, there 

are 5 Takaful business units that achieved an efficient level, which are AIA Financial, Manulife Indonesia, Great Eastern Life Indonesia, 

Prudential Life Assurance, Sun Life Financial. On the other hand, only one conventional business unit achieved an efficient level, which is BRI 

Life. This finding reinforces the conclusion from the previous part, which is that Takaful firms are generally more efficient than conventional 
insurance firms. Additionally, there are ten Takaful units that are more efficient than the conventional units within the same parent company. It 

is safe to assume that business units under the same parent company have similar internal conditions; therefore, this finding implies that even 

under similar circumstances, the Takaful firms were able to perform more efficiently than conventional firms.  

Prudential Life is found to be the most efficient company out of all the sample firms. Their Takaful units managed to achieve an efficient 

level, and their conventional units manage to achieve an efficiency score of 0.921, which is higher than the other companies with efficient 

Takaful units. Therefore, managers of Takaful and conventional insurance firms should treat Prudential Life as a benchmark in their effort to 

improve their efficiency. 
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Figure 2 

 

The graphs above show the average annual efficiency of the sample Takaful and conventional firms throughout the research period from 
2015 to 2018. Takaful firms are consistently more efficient than conventional firms from year to year. Furthermore, the lowest score the 

Takaful firms achieved is 0.837, which is still higher than the lowest score of conventional insurance firms with a score of 0.709. The graph 

showed that the efficiency of Takaful firms is more stable compared to conventional firms. For example, the technical efficiency of Takaful 

stays the same from 2015 to 2016 and again in 2017 to 2018. In contrast, conventional insurance experienced a sharp increase in 2016 to 2017 
and experienced a decline in 2018. This finding implies that Takaful firms are better at maintaining their efficiency, and this is a precious 

ability to have in Takaful firms’ effort to compete with conventional insurance firms. Based on the three findings, it is safe to conclude that 

Takaful firms are competitive with conventional insurance firms in terms of financial efficiency.  

Tabel 2 

 

It has been established that Takaful firms are generally more efficient and have a stable efficiency level throughout the research period, the 

next part of this research wants to analyze what variables are correlated to the firms’ efficiency. The table above shows the result from the 

multiple linear regression. The regression for the overall sample firms found that board size is positively correlated, while total asset and 

expense to net premium ratio are negatively correlated to efficiency. The regression for the conventional insurance firms found that liquidity 
and board size are positively correlated, while total asset and expense to net premium ratio are negatively correlated. The regression for the 

Takaful firms found that total asset and board size are positively correlated while expense to net premium ratio is negatively correlated.  

What is consistent among those three regression results is the fact that board size is positively correlated, while expense to net premium 

ratio is negatively correlated. This finding suggests that insurance firms should increase their board size and be more concerned with 
minimizing their total expense to be under the premiums they earned. It is found that there is a negative relationship between total asset and the 

efficiency of conventional insurance firms. Therefore, conventional insurance firms should consider downsizing their companies to increase 

efficiency. Additionally, liquidity is found to be correlated for the efficiency of conventional firms; therefore, another concern for firm 

managers is to maintain high liquidity. On the other hand, the total asset is found to be positively correlated to the efficiency of Takaful firms. 

Therefore, Takaful managers should focus on increasing the size of their company to increase efficiency.  

The limitation of this research is the sample used in the DEA, which is limited to business units. Future research should include full-

fledged firms in order to evaluate the overall Takaful and conventional insurance industry in Indonesia. Additionally, future research could 

expand the research period to include past years in order to illustrate the development of the Takaful industry through the efficiency of their 
firms. Lastly, future research could test other explanatory variables in the multiple linear regression model to find out more factors that are 

relevant to Takaful firms’ efficiency. 

 

CONCLUSION 

Takaful firms are more efficient than conventional insurance firms based on the overall average technical efficiency (TE) score. This is 

reinforced by the finding that there are more efficient Takaful firms than efficient conventional insurance firms. This finding implies that 
Takaful firms have improved in recent years and have become more competitive with conventional insurance firms in terms of financial 

efficiency.  
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Most of the Takaful business units from the sample are more efficient than the conventional units within the same company. This indicate 

that Takaful firms are able to achieve a better efficiency than conventional insurance firms even under similar internal conditions.  

Prudential Life Assurance should be the benchmark for the other DMUs to improve their efficiency. Their Takaful business units achieved 

an efficiency score of 1, and their conventional unit is more efficient than the other companies with efficient Takaful units. 

The graph of the annual average efficiency showed that the Takaful firms’ efficiency is more stable than the conventional insurance firms, 

which suggests that the Takaful firms are more capable of maintaining their financial performance from year to year compared to conventional 

insurance firms. 

Total asset and board size are found to positively correlated to the efficiency of Takaful firms, while expense to net premium ratio is found 
to be negatively correlated. Therefore, Takaful firms are suggested to increase the size of their firms and board size to improve efficiency. 

Takaful firms also need to be concern with minimizing their expense to be below the premiums they earned. 

Liquidity and board size are found to positively correlated to the efficiency of Takaful firms, while total asset and expense to net premium 

ratio is found to be negatively correlated. Therefore, conventional insurance firms are suggested to downsize their firms to improve efficiency. 
Also maintaining a high liquidity is an added concern for conventional insurance firms. Other than that, conventional insurance firms should 

have the same approach to board size and expense to net premium ratio as Takaful firms. 

The originality of this research is that it provides an updated evaluation of Takaful firms' performance in Indonesia and found new 

variables that are correlated to their efficiency. The result showed that Takaful firms are able to compete with the performance of conventional 
firms in terms of financial efficiency. Additionally, this research identified significant variables that are correlated to the efficiency Takaful 

firms and have not been tested in the previous research, which are board size and expense to net premium ratio. 
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Abstract  

Taxi is one of the transportation modes that are available in Indonesia. As technology develops, "online transportation" services emerge in 

forms of ride-hailing application. The appearance of this newcomer has started to disrupt conventional taxi service. In 2017, of the 32 taxi 
companies that are available in Jakarta, only 4 companies remain their operation (Sugianto, 2017). Blue Bird Tbk is the largest taxi operator in 

Indonesia, commanding a market share of about 43.6 percent in 2014 in Indonesia's taxi services sector (PT. Blue Bird Tbk, 2014). However, 

the emergence of this new "online transportation" also affected PT. Blue Bird Tbk which are facing decreasing revenue over the years. This 

study will assess PT. Blue Bird Tbk financial performance compared with the firm that is operating in the same line of business, PT. Express 
Transindo. The assessment will be done using Financial Ratio Analysis and DuPont Analysis. Data from 2015-2019 will be used in this 

research. The research will focus on the effect of the appearance of "online transportation" that begin to operate in Indonesia in 2015. The 

analysis from this research shows that PT. Blue Bird Tbk performance is declining in the last five years, but still above the competitor's 

performance.  

 

Keywords: Disruption, DuPont Analysis, Financial Performance, Financial Ratio, Transportation industry  

 

BACKGROUND 

Research Background 

Taxi is one of the transportation modes that are available in Indonesia. Taxi provides transportation mobility services that give more 

comfort as well as security and privacy for its users. Therefore, the use of taxis as a medium of transportation is quite popular in Indonesia, one 

of which is in the capital city of Jakarta. 

As technology develops, "online transportation" services emerge in forms of ride-hailing applications such as Grab Car and Go-Car which 
can disrupt the conventional taxi market in Indonesia. It is all started with Uber which started its operation in August 2014. Then Grab also 

launch GrabCar in Indonesia in August 2015 and followed by Gojek which launch Go-Car in April 2016. The existence of these ride-hailing 

apps gives a positive impact on the customer since the fare is lower and the ordering method is easier than conventional taxis. On the other 

hand, this also give a negative impact on conventional taxi drivers since they are facing a declining number of potential customers. 

It does not take long until these ride-hailing applications compete with conventional taxis service. This issue starts to threaten conventional 

taxis since the majority of conventional taxi service companies starting to fall. In 2017, of the 32 taxi companies that are available in Jakarta, 

only 4 companies remain their operation (Sugianto, 2017). Those four companies are Blue Bird, Express, Gamya, and Taxiku. 

Amid the dispute of conventional taxis and online taxi, Gojek bring collaboration with Blue Bird to make Go- Amid the dispute of 
conventional taxis and online taxi, Gojek brings a collaboration with Blue Bird to make Go- Bluebird. Go-Bluebird is a new feature in Gojek 

application that allows its user to book Blue Bird taxi via Gojek app. With the availability of this feature can be "a new hope" for Blue Bird to 

increase their revenue again. PT. Blue Bird Tbk is the largest taxi operator in Indonesia, commanding a market share of about 43.6 percent in 

2014 in Indonesia's taxi services sector (PT. Blue Bird Tbk, 2014). By leading the market share of taxis in Indonesia, this research will mainly 
focus on analyzing the financial performance of PT. Blue Bird Tbk as a benchmark of conventional taxi service in Indonesia through the 

disrupt of the online ride-hailing transportation era. 

The emergence of ride-hailing application has affected the income for conventional taxi service, PT. Blue Bird Tbk, quite significantly. 

For the net revenue of PT. Blue Bird Tbk can be seen in Figure 1.1 below. 

 
 
* Corresponding Author: rafif_auzan@sbm-itb.ac.id 
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Figure 1 

It can be seen from the graph above that from 2014 to 2015 PT. Blue Bird Tbk has an increase in Net Revenue, but from 2015 to the next 

years it is decreasing and decreasing. The ride-hailing application itself start to appear in Indonesia in 2014 when Uber launched, but Online 

Transportation begins to gain a larger market share in 2016 where GrabCar and Go-Car also start to operate in Indonesia. 

However, only looking at the financial performance of PT. Blue Bird Tbk will not be enough to tell whether it has done well or not, then it 
would be necessary to have another company as a benchmark. The company that will be fit to compare with PT. Blue Bird Tbk is PT. Express 

Transindo Utama Tbk since it is also run in conventional taxi service in Indonesia. 

 

1.2 Research Question 

1. How is the financial performance of PT. Blue Bird Tbk for the year 2015-2019?  

2. Is there any recommendation for PT. Blue Bird Tbk to improve its financial performance?  

 

LITERATURE REVIEW 

Financial Ratio Analysis 
Financial ratio analysis is a quantitative method of gaining insight into a firm's profitability, operational efficiency, and 

liquidity by comparing information in its financial statements. Financial ratio analysis can be divided into five groups: (1) 

Liquidity Ratios, (2) Activity Ratios, (3) Debt Ratios, (4) Profitability Ratios, and (5) Market Ratios. While activity, liquidity, 

and debt ratio primarily measure risks, profitability ratio measures the return of a firm, and market ratios measures risks and 

return (Gitman & Zutter, 2012). 

 

Liquidity ratios 
The liquidity ratio measures a firm's ability to meet its short-term obligations as they arise. Liquidity indicates the overall 

financial position of the company's solvency. Liquidity ratios could be separated into two ratios: (1) Current Ratio, and (2) Quick 

(Acid-Test) Ratio. 

• Current Ratio 

 
• Quick Ratio 

 
 

Activity ratios 
Activity ratios calculate how quickly various accounts are transformed into sales or cash (Gitman & Zutter, 2012). 

Activity ratios calculate a firm's relative efficiency in using its capital, debt, or other similar items in the balance sheet. 

• Average Collection Period 

 
• Total Asset turnover 

 
 

Debt ratios 
Debt ratios or usually called solvency ratios are ratios that measure a firm's ability to fulfilling their long-term obligations. 

There are two ratios that are included in debt or solvency ratios: (1) debt ratio, and (2) time interest earned ratio. 

• Debt ratio 

 
• Time interest earned ratio 

 
 

Profitability ratios 
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Profitability ratios calculate a firm's ability to obtain income as compared to the firm's expenditures over a period. The 

profitability ratio is used to address how a firm earned an adequate return on its investments (Titman, Keown, & Martin, 2017). 

• Gross Profit Margin 

 
• Operating Profit Margin 

 
• Net Profit Margin 

 
• Earnings per Share 

 
• Return on Assets 

 
• Return on Equity 

 
 

Market ratios 
Market ratios are significantly linked to the market value of the firm, as it is measured by its current share price, with 

certain accounting values These ratios provide perspective on how investors believe the firm is doing in terms of risk and return. 

(Gitman & Zutter, 2012). The higher the value means the more people have a better perception and trust in the firm. 

• Price/Earnings Ratio 

 
• Market/Book Ratio 

 
 

DuPont Analysis 
DuPont analysis is generally used as a framework for analyzing the fundamental performance of a company that is 

popularized by the DuPont Corporation. This framework makes a decomposition in the Return on Equity that is useful to analyze 

a firm's ROE Ratio (Titman, Keown, & Martin, 2017). Two equations are being used in DuPont analysis that is shown below. 

 

 
 

 

METHODS 

This research will be analyzing the financial performance of PT. Blue Bird Tbk in 2015 until 2019 compared to its competitor, which is 

PT. Express Transindo Tbk. The researcher will firstly identify problem statements, then followed by reviewing literature that is relevant to the 

subject, as well as collecting data related to annual financial reports of both companies. The method that used in this research is financial ratio 

analysis, specifically combined analysis. DuPont Analysis will also be used to assess the firm financial condition. The output from this research 

will be the conclusion of the analysis and recommendation for PT. Blue Bird Tbk. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Financial Ratio Analysis 

For financial ratio analysis, the researcher uses combined analysis to compare firms in the same industry over the past few years. With this 

analysis, we can see PT. Blue Bird Tbk and its competitor's financial performance during the disruption of online transportation. In the 

combined analysis, the researcher combines the findings on the time-series analysis and cross-sectional analysis and put it all together into one 
analysis. This analysis consists of PT. Blue Bird Tbk (BIRD) financial ratios compared with industry average from the year 2015 until 2019. 

The industry average is the average of two firms which are PT. Blue Bird Tbk itself and its competitor in the same industry, PT. Express 

Transindo Tbk (TAXI). 

 

Liquidity Ratios 
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Figure 2 

 

From the figure above, it can be seen that improving the trend of the current ratio from 2015 until 2017 then slightly decrease in 2018 and 
decreasing more significantly in 2019. In addition, their ratio from 2016 until 2019 always above 1 which shows a good ability in repaying its 

short-term obligation. From the year 2015 until 2016, BIRD has a current ratio below the industry average but in the next years, they always 

above the industry average. From the year 2017 the industry average trends showing a declining trend but BIRD still able to maintain its ratio. 

Even though in 2019 BIRD showing a decline in current ratio, but it is still the industry average and still above 1. For the quick ratio, it has 
quite a similar trend with the current ratio since inventory does not take much part of the assets in service firms like BIRD and TAXI. Overall, 

PT. Blue Bird Tbk has a good trend in terms of liquidity by having able to maintain its ratio not declining significantly and above the industry 

average from 2017 until 2019. 

 

Activity Ratios 

  

Figure 3 

The average collection period of BIRD is always far below the industry average and relatively stable throughout the years. This means that 

PT. Blue Bird Tbk always took fewer days in collecting receivables compared to the industry. Even though every year the average collection 

period of BIRD increased by 2-3 days, but it still considered acceptable if compared with the industry average. Therefore, the performance of 

PT. Blue Bird Tbk in terms of the average collection period is better than its industry average. 

From the figure above, it can be seen that the industry average for total asset turnover is showing a decrease. This also happened in BIRD 

which also showing a declining trend in the past five years. However, even though BIRD showing a declining trend in total asset turnover, they 

still managed to be above the industry average every year. This shows that PT. Blue Bird Tbk is more efficient in using its assets to generate 

revenue. 

 

Debt Ratios 

  

Figure 4 

 

From the figure above, we can see that in the past five years BIRD has relatively decreasing debt ratios while the industry average is 

showing an increase. This means that while the industry is being more dependent on liabilities to support their activities, PT. Blue Bird Tbk 

seems to be less dependent on debt since its debt proportion is showing a decreasing trend. The action done by BIRD in 2017 is the main reason 

that this firm could be less dependent on debt, by using its existing cash to accelerate the payments on its bank loan, both short-term and long-
term, rather than to invest in the new fleet. This action is done to increase firm effectiveness, and it has been proven by the firm having lower 

interest expense since the debt is also lower. 

The time interest coverage ratio in BIRD is relatively stable in the range of 3-4% compared to the industry which having fluctuated value 

in this ratio. BIRD always above the industry average in this ratio for the last five years. The industry average has low ratio value that is caused 
because the other firm in the industry, TAXI, records negative value in this ratio since 2016. The negative value shown by TAXI makes the 

firm could not pay its interest expenses with the operating profit or EBIT. In the year 2019, there is a huge drop in the industry average that 

occurs because TAXI ratio in that year is minus 37.36. This happens because the liabilities in that year are decreasing significantly from Rp 
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1,853.61 billion to Rp 720.97 billion due to the liquidation of non-core and non-productive assets. This makes the firm's total asset also drop 

from Rp 1,269.02 billion to Rp 479.27 billion. The significant decrease in the liabilities makes the firm's interest expense also drops 

significantly from Rp 153.66 billion to Rp 7,04 billion. However, the operating profit (loss) of TAXI is still negative which makes the ratio is 

also negative. From this ratio, we can see that PT. Blue Bird Tbk has better performance in paying its contractual interest payments. 

 

 

 

 

 

 

 

 Profitability Ratios 

   

Figure 5 

 

   

Figure 6 

 

In terms of profit margin, the ratio for both BIRD and industry average showing a decreasing value. This is mainly happened due to the 

decreasing amount of net revenue that the taxi service industry gain, with increasing competitiveness due to the emergence of a new technology 

of "online transportation". However, the decrease in BIRD profit margin ratio is not very significant compared to the industry average. It seems 
that BIRD has a relatively stable profit margin since in 2016 they already make a preparation plan for the year 2017-2022. This fast reaction 

that is done by the firm makes the firm more adaptive to new changes in the business environment. It can be seen that the industry average has 

to show a negative net profit margin since 2016 and all negative profit margins since 2017. On the other hand, BIRD still manages to have a 

positive net profit margin until the year 2019 even though it started to slightly declines. 

 

Market Ratios 

  

Figure 7 

 

From the graph above, we can see that the Price/Earnings ratio for BIRD is lower than the industry average in 2015. In the next years, the 

industry average is the same with BIRD Price/Earnings ratio as the only competitor, TAXI, faced with operational loss. In 2015, the average 

share price of BIRD is Rp 7605.26 per share while TAXI is Rp 748.81 per share. The earnings per share for BIRD is 331.30 while TAXI is 

15.06. From here, the Price/Earnings ratio of BIRD is lower than TAXI since the proportion of earnings is much higher than in TAXI 
(approximately 22 times TAXI earnings per share). However, from 2016 until 2019 PT. Blue Bird Tbk performs better as PT. Express 

Transindo Tbk faced with operational loss while PT. Blue Bird Tbk still able to maintain a profit during those years. 
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Market/Book ratio of PT. Blue Bird Tbk and its industry average are showing a decreasing trend from 2015 until 2019. This means that 

investors in the taxi service industry became less confident in the willingness to pay more to the firms in this industry. However, PT. Blue Bird 

Tbk always above the industry average over the past five years. This shows that PT. Blue Bird Tbk is the firm with the highest investors willing 

to pay more in the firm which exceeds the firm’s book value of common stocks. 

 

DuPont Analysis 

DuPont analysis makes a decomposition in the Return on Equity that is affected by three things, which are operating efficiency (net profit 

margin), asset-use efficiency (total asset turnover), and financial leverage (equity multiplier). By breaking down these aspects, we could see 

which aspect takes a significant role in the firm's operation and profitability. 

Table 1 

DuPont Analysis 2015 2016 2017 2018 2019

Net profit margin 0.1515 0.1064 0.1017 0.1091 0.0780

Total asset turnover 0.7650 0.6569 0.6451 0.6066 0.5452

Equity Multiplier 1.6527 1.5658 1.3216 1.3210 1.3728

Return on Equity 19.15% 10.94% 8.67% 8.74% 5.84%  

 

The net profit margin of PT. Blue Bird Tbk has a declining trend over the last five years. This means that the firm has become less 

efficient in terms of operating efficiency. The net profit margin in 2016 drops significantly to 0.1064 from 0.1515 in the previous year. This 

occurs due to an increase in costs especially operating expenses which increased by 12.88% from Rp 498.44 billion to Rp 562.62 billion. The 
biggest contributor for an increase of operating expenses is salaries, allowance, marketing, and office which respectively increased by Rp 36.49 

billion (or 20.44%), Rp 10.21 billion (or 23.96%), Rp 9.23 billion (or 66,23%), and Rp 8.97 billion (or 23.25%). Direct costs also become more 

inefficient in that year. Even though the revenue is decreased by Rp 676.23 billion (or 12.36%) in 2016, the direct costs only decreased by Rp 

374.39 billion (or 9.85%). From 2016 until 2018, the operating efficiency remains stable in the range of 10%. In 2019, the net profit margin 
decreases again to 0.0780 which also occurs due to an increase in the operating expenses. Operating expenses in 2019 increased by Rp 102.22 

billion or approximately 16.45%. The main contributor to this increase in operating expenses is remuneration and maintenance which are 

increased by Rp 47.29 billion (or 20.48%) and Rp 32.41 billion (or 40.69%). 

Total asset turnover of PT. Blue Bird Tbk also showing a declining trend over the last five years. This indicates that this firm has become 
less efficient in terms of asset-use efficiency. The biggest drop occurs in the year 2016 which is becoming 0.6569 from 0.7650 in the previous 

year. The main reason this occurs is due to decreasing net revenue in 2016 which is decreased by Rp676.23 billion (or 12.36%) from the 

previous year. This event happened due to increasing competitiveness with the emergence of "online transportation". This could be proven that 

revenue from taxi vehicles in PT. Blue Bird in 2016 is decreased by Rp 734.16 billion (or 15.45%). On the other hand, the total asset of PT. 

Blue Bird Tbk increased by Rp 147.56 billion (or 2.06%) in 2016 which makes the total asset turnover is 2016 lower. 

Equity multiplier of PT. Blue Bird Tbk can define how the firm uses financial leverage. It can be calculated by using total assets divided 

by total shareholders' equity. In PT. Blue Bird Tbk, the equity multiplier decreasing from 2015 until 2018, then slightly increased in 2019. This 

indicates that the PT. Blue Bird Tbk became less dependent on debt to finance its asset as the equity multiplier became smaller in almost every 

year. 

Overall, Return on Equity of PT. Blue Bird Tbk is decreasing every year in the last five years. This is mainly caused due to drops of net 

profit margin which decreased quite significantly in the last five years. Total asset turnover also became less efficient while the firm uses less 

financial leverage. This makes the Return of Equity for this firm decreasing in each year. 

 

CONCLUSION 

Conclusion 

Based on the financial ratio analysis, it can be concluded that PT. Blue Bird Tbk has a moderate financial performance. Even, the firm has 

a good performance in managing liquidity and solvability as the firm has increased performance over the years and above the industry average. 

On the other hand, the firm's activity and profitability are showing moderate performance. In terms of activity, the firm is having decreasing 

efficiency in managing the firm's assets to generate revenue. While moderate performance in profitability is due to decreasing revenue and 
increasing the proportion of the costs. However, even though in activity and profitability the performance is decreasing, it is still above the 

industry average. 

From the DuPont analysis, PT. Blue Bird Tbk has decreasing efficiency in operating its business. The firm has a decreasing net profit 

margin quite significantly while it uses less financial leverage. This condition results in decreasing Return on Equity and Return on Assets in 

this firm. 

 

Recommendation 

From this study, the author has several recommendations for PT. Blue Bird Tbk to improve its financial condition, which 

are:  

As the increasing competitiveness in the taxi service operation, PT. Blue Bird Tbk has decreasing revenue in the past few 

years. To be more constant, PT. Blue Bird Tbk shall try to diversify its business to capture new opportunities. Besides that, they 

should continue their transformation plan that they have done since 2017.  
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The firm tends to have increasing costs proportion to revenue. This shows that PT. Blue Bird Tbk should have a strategy to 

minimize its costs since it has shown a decreasing trend in the profit margin.  

In 2017, the firm decided to use its existing cash to accelerate the payments on its bank loan. This has shown a better 

efficiency for the firm as the interest expense is reduced significantly. They should consider doing this action again to increase 

their efficiency. However, they should monitor their debt and equity proportion to obtain an optimal capital structure.  
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Abstract  

The capital market is one of the investment instruments that could generate returns that outperform any other investment instrument if it is 

used properly. The growth of investor numbers in Indonesia should be offset by the knowledge on how to do investment in the capital market. 
The findings of this research will help the investors to do the investment strategy in the capital market with the proper stock screener to gain the 

return. The researcher specified on Kompas100 because the stocks contained in it is representing about 80% of the total market capitalization 

value of the entire stocks listed in the Indonesia Stock Exchange. This research is also limited to three different time horizons that representing 

each of the market conditions of a bearish, sideways, and bullish market. This research relies on secondary data and historical data downloaded 
from the stock data provider sites. The data processed through a stock screening method called Greenblatt’s Magic Formula that contains 

several metrics to filter the stocks from the kompas100 index. 

Keywords capital market, Greenblatt’s magic formula, investment, return, stock screening 
 

 

BACKGROUND 

The growth of the Indonesian capital market followed by the growth of investors number in the capital market. In October 2019, President 
Director of Indonesia Stock Exchange, Inarno Djajadi stated that Indonesian investors currently are 2.2 million investors and grow with double-

digit in the past five years. Some of the millennials are interested to invest their money in the capital market because they are tempted to retire 

early from their careers and financial freedom as their goals.  

There are various types of investors in financial markets especially the capital market. The absolute goal of entering the capital market is 
beating the market return or even the local benchmark such as LQ45. Every investor has their way to find out the best strategy to achieve their 

goals. The investors should calculate the risk for certain return through the bullish and bearish of the market. 

On the other hand, there is a market hypothesis stated that past price movements in a competitively traded financial market do not help in 

predicting future market price movement. However, several recent articles wondering the hypothesis of an efficient market and support the 
statement that the excess return of the stock market could be predicted through available information in the public. (e.g., see Gencay, 1996; 

Fama and French, 1995; Pesaran and Timmerman, 1995; Ferson and Harvey, 1993). Though it is still believed that the U.S. stock market is 

semi-strong efficient, Walker and Hatfield (1996) stated that financial research indicates that stock prices do not reflect all available 

information in public. Thereby, from those reasons individual investors may find an optimal strategy to gain a consistent return. 

Magic Formula is a stock selection strategy with simple criteria but can produce returns that outperform the market returns. The results of 

research conducted by Oscar (2017) about whether Magic Formula beat market returns on the Swedish stock exchange, concludes that it is 

possible to get a significantly higher return on investment with Magic Formula compared to OMXS30, on the Swedish stock market. Magic 

Formula produces a return of 21.25% while OMXS30 produces a return of 5.22%. The results of the backtesting conducted by Alexander 
(2016) on the Brazilian stock exchange during 2006-2015 showed that the Magic Formula portfolio beat the two benchmarks during the 

analysis period namely ibovespa and IBrX-100. Davydov, Tikkanen and Aijo (2016) tested the Magic Formula on the Finnish stock market 

with the OMX CAP GI benchmark (13.60%) and compared it to the market averages and value investing strategies commonly used. Magic 

Formula (19.30%) shows results that beat the market but are not superior to other investment strategies in this study. 

 

Problem Identification 

There are limited studies about this value investing strategy, especially in Indonesia. Some of the studies discuss Greenblatt’s strategy 

application in Johannesburg Stock Exchange (Lambrechts, 2017) and there is another study about applying Greenblatt’s strategy towards 

Jakarta Composite Index (Miftahul Jannah, 2019) but not specifically in certain market condition. 
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From the background stated above, the researcher intended to investigate the application of a Greenblatt’s value investment strategy on the 

Jakarta Composite Index specifically the stocks in the Kompas100 index on a specific time horizon when the market facing the bullish, bearish, 

and sideways condition. The researcher uses Kompas100 because the stocks contained in it is representing about 80% of the total Rp1.600 

trillion market capitalization value of the entire stocks listed in the Indonesia Stock Exchange (Djumena, 2019). The researcher has an objective 

to assess whether or not the Greenblatt’s strategy could perform well to be applied in the Jakarta Composite Index. 

 

Research Question 

How is the effect of the portfolio performance by using the audited annual and unaudited interim financial statements generated from the 

Greenblatt’s Magic Formula strategy in the Indonesia Stock Exchange? 

How is the effect of the portfolio performance by using the equally-weighted and market-capitalization weighted generated from the 

Greenblatt’s Magic Formula strategy in Indonesia Stock Exchange? 

How does the performance of Greenblatt’s Magic Formula calculated using portfolio performance evaluation? 

 

Research Objective 

Analyzing the portfolio performance of the portfolio by using the audited annual and unaudited interim financial statements generated 

from the Greenblatt’s Magic Formula strategy in Indonesia Stock Exchange. 

Analyzing the portfolio performance of the portfolio by using the equally-weighted and market-capitalization weighted portfolio size 

generated from the Greenblatt’s Magic Formula strategy in Indonesia Stock Exchange. 

Provide the investment strategy according to the portfolio performance evaluation from the Greenblatt’s Magic Formula strategy in 

Indonesia Stock Exchange. 

 

Research Scope and Limitation 

This research is limited to the local index, Kompas100 that contains only 100 stocks out of about over 600 stocks available in the 

Indonesia Stock Exchange. This research relies on secondary data and historical data downloaded from the stock data provider sites. There are 

some external factors such as economic conditions, political issues, and market issues of stocks, are not discussed in the making of this 

research. 

 

LITERATURE REVIEW 

Efficient Market Hypothesis 
Efficient Market Hypothesis (EHM) states that in an efficient market, prices fully reflect all information available in the market (Fama, 1970). 
Thus, investors cannot beat the market by proper market timing or even the stock selection. The only way to achieve higher returns is through 

luck or higher risk investments. The Efficient Market Hypothesis Theory is very closely related to the availability of information and its 

relationship to the condition of stock prices in the capital market. No group monopolizes access to information related to stock prices so that it 

makes a profit above normal by utilizing inside information. The capital market will be perfect where all information is free and available to 

everyone at the same time. 

 

Magic Formula 

Since it was initially introduced by Graham and Dodd (1934), value investing has evolved into various forms and approaches. However, 

the basic principle underlying various value investing remains unchanged namely, stocks must be purchased at a price lower than their intrinsic 

value. 

The word magic itself describes the simplicity of the process and the criteria used in choosing stocks. Magic Formula is an example of a 
quantitative type of value investing. There is no qualitative analysis involved and the Magic Formula does not try to predict the strength of 

returns from the future, Magic Formula only looks at past data. 

Based on the principles of value investing, Greenblatt uses two valuation metrics in building its portfolio. The metrics used returns on 

capital (ROC) and earnings yield (EY). 

  

 

METHODS 

The object of research in this research is stocks listed on the Indonesia Stock Exchange which are represented by the KOMPAS100 index. 
There are three periods in this research which are May 2018 – September 2018 for sideways period, August 2017 – December 2017 for a 

bullish period, and May 2015 – September 2015 for the bearish period. For the sideways period, the researcher uses the Kompas100 index 

stocks from February 2018 – July 2018 period. In the bullish period, the data used from the Kompas100 index from August 2017 – January 
2018. For the bearish period, the researcher uses the data from the Kompas100 index from February 2015 – July 2015. The historical data used 

is the adjusted closing price. 

For data processing, the researcher uses Greenblatt’s Magic Formula Strategy theory with some adjustments. Firstly, determine the 

minimum market capitalization. This study examines stocks listed on the Indonesia Stock Exchange which are represented by the 
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KOMPAS100 index. The selected stocks are KOMPAS100 index shares which have a market capitalization of above USD 1 billion, the 

exchange rate would be adjusted according to the actual period. 

Eliminating finance stocks. Of the 100 KOMPAS100 shares, banking and financial stocks will be eliminated. These shares are eliminated 

because they have different debt postures which will affect the calculation of the next stage. Then calculate the Return on Capital (ROC), 

Earning Yield (EY). After that, rank the company from high to low based on return on capital (ROC) and earnings yield (EY). 

Add up the ROC and EY ratings. The results of the ranking are then called the score. The lowest total score indicates the combination of 

return on capital and highest-earning yield. The ten top company shares with the lowest scores will be used as a portfolio. Most investors tend 

to own 10 – 30 stocks in their portfolio. Owning fewer than 10 stocks is a lack of diversity and too risky because it concentrated on just a few 
positions. However, owning more than 30 stocks is too much diversified and seems like an index fund, also it will require much effort for 

average investors to do research and monitor over time (Lincoln, 2019).  

On a certain date, invest in 10 selected companies based on the highest score. This study chose May 1, 2018, August 1, 2017, and May 4, 

2015, for sideways, bullish, and bearish period respectively to purchase shares with the assumption that each company has reported the latest 
annual financial statements and were not having a problem with the financial statement that probably causing the late financial statement 

release.  

The reasons behind each market condition will be explained as follows: 

 

Bearish market condition 

In 2015, Indonesia economy condition is decreasing in terms of GDP growth. It was 4,79% and it was even the lowest number since the 
last 5 years (figure 3.2). This economic event is most likely the cause that affects market condition and makes it into bearish market in about 5 

months from May – September 2015. This GDP decreasing growth affects the market sentiment because the consumption of the society is 

decreasing as well, which is in line with the decreasing GDP growth. Hence, the market reaction can be seen in the bearish market trend. 

 

Sideways market condition 

The U.S. – China Trade War happened in 2018. Trade has been one of the key focal points for the U.S. President, with imbalances and a 
ballooning trade deficit a concern for Trump. Enemy number one is and has always been China and there has been no slimming of words, with 

tariff roll-out and retaliatory steps hitting global financial markets hard over the year. Another event that happens in 2018 is about Brexit. After 

nearly 18 months of quarrels and talks, the EU and Britain reached agreement on 25 November on the terms on which Britain would leave the 

EU in March of next year. Extended talks did not come without major repercussions, with leaders of the Conservative Party resigning and 

British Prime Minister Theresa May surviving a vote of mistrust (yahoo finance, 2018) 

Those economic events gave a strong impact to the world financial market. There is a strong uncertainty that might be one of the causes of 

the sideways market in 2018. The market would not make any aggressive decision in market. Thus, the stock price was just moving in the same 

level in the support and resistance. 

 

Bullish market condition 

The International Monetary Fund (IMF) said in October 2018 that "the outlook is strengthening, with a notable pickup in investment, 

trade, and industrial production, along with increased confidence." The IMF added the caveat that "recovery is not yet complete." The third 

quarter of 2017, the U.S. economy expanded 3.3 per cent, a three-year high, and unemployment is the lowest since 2000 (Lindsay, 2017). 

This big worldwide economic event affects the Indonesian stock market into positive sentiment. The market is confident with the 
economic situation, it is reflected in the IHSG chart. This bullish market indicates that market has a positive sentiment to the stock market 

condition and end up with strong uptrend. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Portfolio Return 

There are two kinds of portfolio allocation used in this research of each portfolio which is equally weighted and market-capitalization-
weighted. Equal weight is a form of weighting that gives equal weight, or importance, to each stock in a portfolio or index fund and gives equal 

weight to the smallest companies in an equal weight index fund or portfolio to the largest companies (Chen, Investopedia, 2018). On the other 

hand, market capitalization-weighted is a type of market index weighted according to its total market capitalization with individual components 

or securities. Market capitalization uses of the total market value of the outstanding shares of a firm. The higher market of the stock has, the 

higher the weighting percentage in the portfolio and vice versa.  

For each bearish, sideways, and bullish period there are four portfolio allocations which are equally weighted with audited annual financial 

statements (EW Audited), market capitalization-weighted with audited annual financial statements (MCW Audited), equally-weighted with 

unaudited interim financial statements (EW Unaudited), and market capitalization with unaudited interim financial statements (MCW 

Unaudited). 

In the bearish period, the highest return is the portfolio of MCW unaudited at -5,8%. However, if we compare it with the market return at -

5,1%, the portfolio return is slightly lower than the market return by 0,7%. In the sideways period, the portfolio of EW unaudited has the 
highest return among the other portfolio allocations at -2,5% return. If we compare with the market return at -0,03% the portfolio return has a 

lower return than the market return by 2,47%. In the bullish period, the portfolio of MCW unaudited has the highest return among the other 
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portfolio allocations at 2,8. Hence, if we compare with the market return at 2,03% the portfolio return is higher than the market return by 

0,77%. 

 

Portfolio Performance Evaluation 

Treynor Measure 

To evaluate the portfolio performance by using Treynor Measure, the formula used as follows: 

Treynor Ratio = (Return of portfolio – Risk free rate) / Beta of the portfolio 

The highest Treynor ratio is the portfolio of MCW unaudited at -0,12, but it is slightly lower than LQ45 at -0,11 in the bearish market. In 

the sideways market, EW unaudited market is the highest at -0,04, but it is slightly lower than the benchmark at -0,03. In the bullish market, 

MCW unaudited in the bullish market at 0.0001 is the highest and it is higher than the benchmark at -0,002. 

 

Sharpe Ratio 

Sharpe ratio has a similar formula used for the calculation except for the risk measure, it uses standard deviation instead of considering the 

systematic risk or the beta of the portfolio. The formula used as follows: 

Sharpe Ratio = (Return of portfolio – Risk-free rate) / Beta of the portfolio 

The highest Sharpe ratio is the portfolio of EW audited at -0,92, it is higher than the benchmark at -2,06 in the bearish market. In the 
sideways market, the highest is EW unaudited at -0,32, it is higher than the benchmark at -0,76. In the bullish market, the highest is MCW 

unaudited at 0.0009, it is higher than the benchmark at -0,07. 

 

Jensen’s Alpha Ratio 

Jensen’s Alpha ratio is similar to previous measures discussed, it is calculated uses CAPM. The formula for Jensen measure is as follows:  
α = Rp – (Rf + β (Rm – Rf)) 

In the bearish market, the highest ratio is MCW unaudited at -0,03, but it is slightly lower than the benchmark at -0,02. In the sideways 
market, the highest ratio is EW unaudited at -0,015, but it is lower than the benchmark at 0,01. In the bullish market, the highest ratio is MCW 

unaudited at 0,012 and it is higher than the benchmark at 0,006. 

 

CONCLUSION 

The first objective of this research is to analyze the portfolio performance of the portfolio by using the audited annual and unaudited 
interim financial statements generated from the Greenblatt’s Magic Formula strategy in Indonesia Stock Exchange. From the data calculation of 

portfolio return, the unaudited interim financial statements give a higher return than the audited annual financial statements in each market 

condition. 

The second objective of this research is to analyze the portfolio performance of the portfolio by using the equally-weighted and market-
capitalization weighted portfolio size generated from the Greenblatt’s Magic Formula strategy in Indonesia Stock Exchange. Based on the 

result, the equally-weighted portfolio is more stable whether it is used for the unaudited or the audited financial statements rather than the 

market-capitalization-weighted. The market-capitalization weighted makes the return more aggressive either it will go extremely high or low if 

it is applied on the audited or the unaudited financial statements as can be seen clearly in the bullish period return. 

The third objective of this research is to Provide the investment strategy according to the portfolio performance evaluation results 

generated from Greenblatt’s Magic Formula strategy in Indonesia Stock Exchange. Hence, based on the Treynor ratio, the strategy could be 

used only in the bullish market especially in the market-capitalization-weighted interim financial statements portfolio as it gives a better ratio 

than the benchmark. Besides, if we use the Sharpe ratio, Greenblatt’s Magic Formula strategy performs better in the bearish and sideways 
market than the bullish market. If we use Jensen’s Alpha, the strategy only performs well in the market-capitalization-weighted unaudited 

interim financial statements portfolio in the bullish market. 
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Abstract  

About 6,6 million confirmed cases and over 390,000 deaths have taken place globally since the COVID-19 pandemic. Fears of an imminent 

economic crisis and recession were also provoked. Social distancing, self-isolation and travel bans policies have been implemented, but one of 

the drawbacks of them is debilitating the economic activities.  Using web-based content analysis method, we try to figure what the response(s) 

of multiple countries to cover their trade and business system. The results showed that countries are releasing policies focusing on giving 

financial aid and tax deferral. Other policies are daily necessity-related businesses are given dispensation to operate in the pandemic, and more 
straightforward application to import essential goods to protect the people.  This research could have a positive impact both for the government 

and become guides to the businesses and retail sector, especially which related to the trade area to recover in reducing the risk in the future. 

 
Keywords: Business Sustainability, COVID-19, Cross-Countries, Trade Policy  

 

BACKGROUND 

The common goods production networks continue to grow with a growing role for emerging countries. Asian economies have become 

significant contributors to world value chains. As determined by the combined export and import volume and the effect of globalization, global 

trade in goods increased by 3.0 per cent in 2018, above 2.9 per cent of the world 's GDP during that time. China has been named as the world-
leading in goods trader by the end of 2018, and leading trade service exporter with increased exports by 17% in 2018 (World Trade 

Organization, 2019).  However, in December 2019, the COVID-19 disease pandemic, which caused by SARS-Cov2 virus and firstly 

discovered in China, has adversely affected the health care systems globally with an adverse impact on socio-economic aspects of human life 

such as a shortage in medical & food supplies due to panic buying and stockpiling (Nicola et al., 2020). Globally, 13.119.239cases of COVID-
19 have been confirmed as at 9:15 am CEST on July 15th 2020, including 573.752deaths. The USA leads by 3.4 million confirmed cases; 

China 85.677 confirmed cases and Indonesia 78.572 confirmed cases, and it keeps increasing day by day (World Health Organization, 2020). 

COVID-19 threatens economies, no matter whether big or small, developed or developed countries around the world. The end of this pandemic 

is still uncertain, and this uncertainty causes worldwide public trust loss. Another effect of this COVID-19 is the macroeconomic effects in all 
economies are likely to worsen (Barua, 2020). Economists and policymakers agree that governments should implement a combination of 

focused, far-reaching and new types of fiscal and monetary policy action which the world may have never before seen. There must be a wide 

range of targeted fiscal and monetary measures at national and international levels for business, households, health, public confidence, finance 

and banking (Baldwin & di Mauro, 2020). 

The growing number of export bans and restrictions proposed by individual countries in order to mitigate critical shortages at the national 

level is another complicating aspect in this pandemic. In reaction to COVID-19, sharp reductions in global medical supply-demand are urgent. 

Good value chains can help boost production quickly while limiting cost increases. Once new production is available, the trade would be 

necessary to move supply to where it fails, mainly when the disease occurs in various locations at different times (WTO, 2020a). Supply chain 
disruptions could have an extremely severe influence on businesses, especially small and medium-sized enterprises (SMEs) since new supplier 

sourcing is more difficult for a SMEs with limited supply and capital opportunities (WTO, 2020b).  

As the virus spread throughout the world, its effects became more evident to governments, public institutions, industry and individual 

enterprises, with most nations stopped due to lockdowns and border closures, that led to uncertainty at industry and business level. For 
international business managers and policymakers, a key lesson from this experience is therefore that all aspects of uncertainty must be taken 

simultaneously and consecutively into consideration, thus ensuring a more unified approach to future disaster risk management (Sharma, 

Leung, Kingshott, Davcik & Cardinalli, 2020). Therefore, in order to relieve their economic situation, several countries had released policies 

regarding the economy sector, especially trade area (International Monetary Fund, 2020). This research aims to understand how countries react 
to recover their trade during COVID-19 pandemic; thus, we generate the following research questions to be answered below: what are the trade 

assistance policies of each nation in the wake of the COVID-19 pandemic? What are the insights from the policies of the government that were 

relevant during COVID-19 for the trade? 
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LITERATURE REVIEW 

Disruptions to the logistic systems triggered by strange incidents such as natural disasters may have a vital operational and financial effect 

if a business does not adequately prepare about it. It is also essential to enhance preparedness for disasters in the logistic systems. One essential 

aspect of disaster preparation in logistic systems is the preservation of emergency supplies, equipment and essential records required in crisis 

scenarios (Hale & Moberg, 2005). Not only due to natural disasters, the economic crisis occurred in 2008, but also made the international trade 
and logistic chain deleterious globally. At that time, government officials reacted to the crisis with intense monetary easing and large-scale 

fiscal stimulus programs aimed at promoting economic growth and jobs. International forums, like the G8 as well as the G20, have forums for 

organizing reactions, particularly for foreign trading, where leaders have committed to retaining competitive markets to support the global 

economy move out of the crisis; leaders also have committed to offering short-term credit facilities to reduce substantial rises in risk 

(Organisation For Economic Co-Operation And Development, 2010). 

Countries which lack the fiscal capacity to face the challenge of subsidies are big losers and would be exempted from protected markets in 

this crisis case. There is a considerable risk that certain developed countries, whose markets are lifted by aid and trade, may lose their essential 

gains in recent years due to the crisis. Different national regulations operating behind the border also can act as protectionism. Governments 
also ought to be more cautious to prevent protectionist measures that might in the short run, be politically expedient, but that can have 

catastrophic long-term implications. The danger is that restrictions can gradually increase and slowly stifle trade (Baldwin, 2009). The World 

Trade Organization data shows that governments sought to use trade policies as a tool to respond to the crisis. Brazil, China, India and Russia – 

the large emerging markets – are among the most successful consumers of trade policies, use regulation to both raise and decrease levels of 
protection (for various product categories). The realities of the responses of foreign policy to the crisis are that the average degree of security 

has not improved significantly, because there has been considerable variation in the usage of trade policy and this variability affects all nations 

and regions. Therefore, different countries might act differently even they were facing the same crisis (Gawande, Hoekman & Yui, 2014). 

 

METHODOLOGY 

We have adopted a web-based contents-review methodology from the official national websites and international organization sites 

covering the economic impact of the pandemic (International Monetary Fund/IMF, and World Trade Organization/WTO), which collects 

empirical data and responds to the research questions. The web-based content methodology is the method which use main Internet search 

engines to find specific information using predetermined keywords (Ndou, Mele & Del Vecchio, 2019). The web-based content methodology is 
helpful in terms of time and cost output (Wu, Huang, Kuo & Wu, 2010).  The search keywords are 'COVID-19, trade, retail market'. We have 

stated correctly only the policies in English. After that, we select related policies according to the keywords aforementioned and compare them 

within each country. We only listed G20 (the group of twenty) as the scope of our research because G20 countries have proven to gather 

international alliances to manage the economy during uncertainty event like economic crisis in 2008 (Cammack, 2012). Therefore, their 

responses are needed as an example of how countries react during this pandemic. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Our main findings, as discussed above, focused on how the government responds through its policies to the economic impact of COVID-

19. The result of web-based content analysis policies has shown in Table 1 

Table 1. Research Findings 

COUNTRY 

(Sources) 

POLICY TYPES TO SUPPORT TRADE SYSTEM 

International Trade (Export, Import) National Trade (Retail, Local Goods) 

ARGENTINA 

(OECD, 2020) 

“Export restrictions on medical supplies and 

equipment and support for R&D in 

pharmaceutical firms.” 

1. “All shops and public spaces are closed from March 

20th until May 24th, only supermarkets, small 
groceries shops, hardware stores and pharmacies, 

certain parts of public administration, as well as 

essential production and services activities, remain 

open”                                                                                                                                                                                                                        
2.  “As of April 20th, retail activities through online 

platforms, doctor visits, and payment service centres 

are exempted from the quarantine.” 

AUSTRALIA 

(Australia Trade 
and Investment 

Comission, 2020; 

OECD, 2020) 

1. “Australian Government announced 

measures to help secure freight access for 
Australian agriculture and fisheries exporters”                                                               

2. “Increased funding for the Export Market 

Development Grant (EMDG)” 

“The government introduced a mandatory code of 

conduct concerning commercial tenancies. The Code 

imposes a set of good faith leasing principles for 
application to commercial tenancies (including retail, 

office and industrial) in circumstances where the 

tenant has annual turnover up to A$50 million and is 

eligible for the government's JobKeeper programme.” 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 709  

COUNTRY 

(Sources) 

POLICY TYPES TO SUPPORT TRADE SYSTEM 

International Trade (Export, Import) National Trade (Retail, Local Goods) 

BRAZIL 

(Government of 

Brazil, 2020) 

1.” Raw materials: facilitate the clearance of 

imported raw materials”. 

2. “Zero import taxes for medical and hospital 

use products until the end of the year”. 
3. “Customs clearance of medical/hospital 

products will be prioritized”. 

4. “Export restrictions of products necessary 

to combat Covid-19 such as alcohol gel, 

antiseptics, masks and respirators”. 

Not mentioned 

CANADA (Canada 

Trade 
Commissioner 

Service, 2020) 

1. “Canada’s COVID-19 Economic Response 

Plan includes financial measures and 

programs to support Canadian exporters 
impacted by COVID-19.”                                                                       

2.” Temporary Restriction of Travelers 

Crossing the U.S.-Canada Border for Non-

Essential Purposes” 

 “The Government is taking the necessary steps to 
ensure that producers and processors can continue to 

operate effectively and keep food supply lines open.”       

CHINA (WTOc, 

2020) 

“Ministry of Commerce of the People's 

Republic of China (MOFCOM) notice 
actively guiding and encouraging enterprises 

to apply for import and export licenses in a 

paperless way; further simplifying the 

materials required for the paperless 
application for import and export licenses; 

optimizing the application and updating 

processes of electronic keys, and encouraging 

enterprises to apply for and update electronic 

keys online.”  

Not mentioned 

FRANCE (WTOc, 

2020) 

“Temporary export prohibition of medicinal 

products and requisition measure on face 

masks, due to the COVID-19 pandemic.” 

“About shopping centre retail, the National Council of 
Shopping Centers (CNCC) has already invited its 

lessor members to monthly pay the rents and charges 

invoiced for the second quarter and to suspend the 

collection of rents and charges for April temporarily”. 

GERMANY 

(WTOc, 2020) 

“Declaration of supply shortage for 

pneumococcal vaccines, due to the COVID-19 
pandemic. The Declaration facilitates 

reallocation and import of vaccines.”  

Not mentioned 

INDIA (WTOc, 

2020; IMF, 2020) 

1. “Amendments introduced to the export 

policy of Masks, Ventilators, and Textile Raw 

Materials for Masks and Coveralls,  resulting 
in an export restriction due to the COVID-19 

pandemic”                                                           

2. Certain PPEs exported either as part of kits 

or as individuals items are prohibited for 

export 

“CRR (cash reserve ratio) was exempted for all retail 

loans to ease funding cost.” 
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COUNTRY 

(Sources) 

POLICY TYPES TO SUPPORT TRADE SYSTEM 

International Trade (Export, Import) National Trade (Retail, Local Goods) 

INDONESIA 

(Indonesia Ministry 

of Trade, 2020) 

“Protecting the supply of medical 

devices, including through the relaxation of 

imported personal protective equipment (PPE) 

and masks.”       

1. “Deregulation of policies related to food and 

ensure the distribution of staple goods”                                               

2. “The Trade Minister asked the traditional markets to 
continue to operate by prioritizing market cleanliness 

and traders/buyers, applying physical distancing.” 

ITALY (OECD, 

2020) 
Not mentioned 

“Bars and restaurants along with many other retail 

trade activities (e.g. shopping centres; indoor and 
outdoor markets) closed from March 10th until May 

2nd)” 

JAPAN (Japan 

Ministry of 
Economy Trade 

and Industry, 2020; 

Japan Prime 

Minister Office, 

2020) 

“Easier application for importers for a 

license extension.” 

“Government of Japan request the continuation of 

all concerned businesses which provide essential 
services for those who stay at home to lead minimum 

necessary lives. It includes canteens, restaurants, 

coffee shops, home delivery and take-out, retailers of 
daily necessities (department stores, supermarkets, 

convenience stores, drugstores, hardware stores)” 

MEXICO (WTOc, 
2020; OECD, 

2020) 

1. 1.” The Health Department  and, 
decentralized agencies  authorized by the 

Health Sector may import goods for 

medical treatment without some 
administrative formalities related to the 

customs clearance of imported goods.”                                                               

2. ” Mexico and the United States agreed to 

restrict non-essential crosses through their 

common border”.   

“The Mexico City Government announced the 

closure of parks, shopping centres and department 
stores in the city. Restaurants are limited to providing 

take-out to customers”. 

RUSSIA (WTOc, 

2020; IMF, 2020) 

1. “Temporary export ban on certain 
personal protective equipment due to the 

COVID-19 pandemic.”                                2. 

“Extension of the list of imported medical 

products exempted from VAT, due to the 

COVID-19 pandemic.” 

“The federal government has announced a three-
stage reopening plan for economy: During the first 

stage of reopening, people will be allowed to walk and 

exercise outdoors, and small shops and service-sector 

establishments will reopen. The second stage will 
allow schools and larger shops and service-sector 

businesses to open.” 

SAUDI ARABIA 

(WTOc, 2020; IMF, 

2020) 

1. “Postponing the collection of customs 

duties on imports for 30 days”                                                                            

2. “Temporary export ban on COVID-19 

detection and prevention products.”   

“Malls, wholesale and retail shops will be allowed 

to reopen from April 29th to May 13th with strict 

restrictions                                                           

(banning non-family gatherings and crowds of more 

than five people)”  

SOUTH AFRICA 

(WTOc, 2020; IMF, 

2020) 

“’ COVID-19 export control regulation’ 

on specific personal protective equipment due 

to the COVID-19 pandemic.” 

“A nationwide lockdown is in place from 
midnight March 26th and was extended through April 

30th after being initially scheduled to end on April 

16th, with only critical workers and transport services, 

essential food and medicine production, and retail, 

operating.” 
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COUNTRY 

(Sources) 

POLICY TYPES TO SUPPORT TRADE SYSTEM 

International Trade (Export, Import) National Trade (Retail, Local Goods) 

SOUTH KOREA 

(WTOc, 2020) 

1. Temporary export ban on surgical and 

sanitary masks due to the COVID-19 
pandemic                                                               

2. Temporary elimination of import tariffs on 

surgical and sanitary masks and melt blown 

filters due to the COVID-19 pandemic 

Not mentioned 

TURKEY (WTOc, 

2020; IMF, 2020) 

“Temporary elimination of additional 

customs duties (13% and 20%) on breathing 

machines and medical masks, due to the 

COVID-19 pandemic.” 

 “On May 4th, following reported improvements in 

Covid-19 statistics, the government announced a 

phased approach to lifting lockdown measures from 

May to July. In the first phase, while certain retail 

shops opened from May 11th.” 

UNITED 

KINGDOM 

(WTOc, 2020; 

OECD, 2020) 

1. “Temporary export ban (including 
parallel exportation from the United 

Kingdom) of certain medicaments, needed to 

treat COVID-19 patients in ICU and other 

settings for the protection of UK public 
health.”                                                       2. 

“Temporary elimination of import tariffs on 

medical supplies, equipment and protective 

garments.” 

1. “Abolish local taxes on small retail/hospitality  
businesses for a year.”                                                                                                  

2.” GBP 29 billion (1.3% of GDP) of support for 

businesses (March 11th) in England, including one-off 

cash grants between GBP 10,000 and GBP 25,000 for 
business with a property used for retail.”                                                                                        

3. “Competition authorities softened rules that inhibit 

co-operation between supermarkets from permitting 

sharing of data and distribution depots (March 20th)” 

UNITED STATES 
(Export-Import 

Bank of United 

States, 2020; 

WTOc, 2020; IMF, 

2020) 

1. “The Export-Import Bank of the 

United States (EXIM) is announcing extended 
relief provisions for exporters and financial 

institutions located throughout the United 

States that may have been affected by 

COVID-19 (coronavirus).”          2. 
“Temporary postponement of the time to 

deposit certain estimated duties, taxes, and 

fees for importers.” 

1. “For restaurants and retail stores, states tend to 

open curbside pickup (drive-thru) before allowing for 
limited indoor activities.”                                                                                         

2. “As of July 16th, all states have begun the reopening 

process. Nevertheless, meaningful restrictions are still 

in place in close to 20 states, where personal care 
services, indoor entertainment, restaurants and bars are 

either closed or partially open, and only small group 

gatherings are permitted.” 

EUROPEAN 

UNION (WTOc, 

2020) 

1. “Guidelines on the optimal and 

rational supply of medicines to avoid 

shortages during the COVID-19 outbreak. 
These guidelines aim to protect public health 

and preserve the integrity of the Single Market 

while ensuring that Europe has the supply of 

affordable medicines it needs during the 
COVID-19 outbreak.”                                                         

2. “Relief from import duties and VAT 

exemption on importation granted for goods 

needed to combat the effects of the COVID-

19 outbreak during 2020.” 

Not mentioned 

International Trade 

The main point of consideration in trade policy is focused on export-import regulations which countries may apply a more natural way to 

export or import goods, particularly in medical equipment. It also considers policy about international border barriers like US-Canada or US-

Mexico. For example, a sizeable archipelagic state like Indonesia could become more economically integrated with other South East Asia 
countries such as Singapore or Malaysia during the crisis (Bird, Hill & Cuthbertson, 2008). It is similar to our findings like Canada to 

implement temporary restriction of travellers crossing the US-Canada border for non-essential purposes. It showed that the implications for 

trade policies could be far-reaching during a crisis, not just considering a single country. The result also shows that most of the countries 

released policy about the postponement of tax payment of import due to the pandemic (Australia, Canada, China, France, Indonesia, Japan, 

Russia, South Korea, UK). In 2008, with the drastic decline of global trade in the aftermath of the world's most significant recession in modern 

history, many predicted that the governments might respond to the recession indirectly by rising tariffs and other foreign policy obstacles to 

defend their domestic economy. However, the fear of countries rising tariffs to secure their domestic economies after the worst global crisis 
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since the Great Depression did not happen (Kee, Neagu & Nicita, 2013), similar with our findings in this COVID-19 pandemic which did not 

mention about rising export or import tariffs.  

Local Trade  

Our findings also consider about local trade policy regarding COVID-19. Results showed that daily necessities like the department store, 
supermarket or restaurant become the priority as their businesses are allowed to operate during the pandemic with several health-protocol 

added. These results suggest that the short-term of trade policies aimed at protecting poor consumers at high food prices just like what 

happened back then in 2008 when the food crisis happened (Yu & Jensen, 2013). Tourism and hospitality sectors are mentioned as the 

prioritized business that needs to be aid since the pandemic refrain people to interact with each other (Lu, Stratton, Wang & Tang, 2020). 

They also discuss how business for daily necessities need to continue with several health-protocol added (Japan, Indonesia, Russia, United 

States). The rest of the policies discuss financial aid to support business (Australia, United Kingdom). It is proven that different countries react 

differently in their economic, trade policies similar to research carried by Gawande et al. (2014) when analyzed global trade policy after the 

2008 crisis.  

 

 

CONCLUSION 

A global pandemic called COVID-19 has changed the world in the past months. It is rapid spreading causes havoc, especially in the global 

economy. Based on the evidence available to date, it seems that most countries have been able to take the right steps to restrict their further 

spread through restricting the movement of persons, although it caused drawback to weaken economic activity. Relief measures for those who 
may fall through due to the pandemic need to be implemented and adjusted. In order to balance and re-energize the economy, medium and 

longer-term planning is needed following this crisis. Comprehensive trade policies have been implemented by countries around the world to 

support their economy. They are ranging from financial aid, tax deferral system and other supplementary policies to stimulate business to 

recover. Trade and retail market also affected with this pandemic. Countries already released policies from dispensation for the business that 
vital for the people, easier way to import medical equipment, until making transaction across border much more accessible. This study has 

significant implication on business-related and regulators, particularly in global disasters such as the continuing COVID-19 crisis, as to their 

future constructive role. Future research can learn from these experiences and try to validate more the effectiveness of the policies and the 

barriers when implementing it. 
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Abstract  

A mutual fund is a collective investment scheme or fund, which enables investors to allocate money and invest in different types of securities 

managed professionally by the fund manager. The number of mutual fund’s investors in Indonesia has shown significant growth, which 
accounted for 29% per annum since 2014. In terms of investment behavior, experts believe that investors' inaccuracies in taking risks and low 

knowledge in finance are the most common mistakes in investing. Considering the remarkable rise of the mutual fund’s investor and the 

importance of the factors, this research attempt to identify the relationship of mutual fund investor risk perception, financial literacy, digital 

savviness, and mutual fund product choice. Investors' digital savviness will also be included, considering the rapid and disruptive technology 
adoption in Indonesia. This research involved 206 respondents and used ordinal logistic regression to find the relationship between independent 

variables and dependent variables. The findings show that both risk perception and financial literacy significantly affect mutual fund product 

choice. Specifically, investors' risk perception is inversely related to the mutual fund’s product choice. In contrast, investors' financial literacy 

is positively related to the mutual fund’s product choice. 
 

Keywords: Digital Savviness, Financial Literacy, Investment Behavior, Mutual fund, Risk Perception 

BACKGROUND 

Mutual fund or known as "reksa dana" enables investors to allocate money and invest in different types of securities that are managed 
professionally by the fund manager. This means that investors do not always have to keep-on-eye on the market for making investments to 

generate income (Sindhu & Kumar, 2014). Progressively, developing countries are exerting the domestic mutual fund’s sector since it provides 

economical, professionally-managed diversification for investors, and contributes to economic growth as well. 

Indonesia, through the campaign of "reksa dana" promoted mutual fund as one of the investment instruments. This statement is also 
supported by data from the Deputy Director of Investment Management Licensing (2018) regarding the Asset Under Management of mutual 

fund. The AUM of mutual fund products in Indonesia shows an uptrend from 2013 to 2018 by 21% and 244 new products each year followed 

by the growing number of investors in Indonesia, which accounted for 29% per annum since 2014. This trend shows that Indonesians have a 

huge interest in Mutual fund investment.   

Several factors were identified that can affect people's investment choices in the mutual fund. One of the factors is risk perception (Weber 

& Milliman, 1997), a condition when investors perceive the risk of financial assets based on their concerns and experience. Each of investors 

may take risks differently depending on their interpretation, perception, and attitude toward risk in deciding on investing in which mutual fund. 

Risk is an essential factor that impacts investors' investment decisions as it also defines investors' presumed return (Yang & Qiu, 2005). 
Moreover, today's financial products are becoming more complex. Investors are required to have an updated understanding of the current 

financial information (Garg & Singh, 2018). In general, investors with a low rate of financial literacy are more likely to make an unfavorable 

investment (Hamza & Arif, 2019) through avoiding participation and carrying less diversified portfolios (Fedorova & Dovzhenko, 2015). 

Financial literacy has become an urgency as a result of the complication of the financial market, the improvement of financial products, and the 

fluctuations of demographic, economics, and political condition (Al-Tamimi & Kalli, 2009). 

Furthermore, the phenomenon of mutual fund investment also goes along with the advancement of technology. Based on a research done 

by TD Ameritrade (2018) regarding finance and technology, today's technology is closely related to most of the investors' financial lives. The 

emergence of financial technology is one of the living proofs of digitalization in finance, which offers customers ease in financial transactions 
through design principles, such as customer experience-based mechanisms, rapid research, and new service development (Gulamhuseinwala, 

2017). In the context of mutual fund, the Financial Service Authority (OJK) claimed that there were new 209.000 mutual fund investors in 

2019. The majority of these investors were registered online, specifically mutual fund online marketplace (Aldin, 2020). Looking at the 

previous trend, it indicates that Indonesia has a huge potential for the digital-savvy individual. 

Although mutual fund investment in Indonesia has shown a remarkable rise, the number of studies regarding mutual fund's specifically 

investor behavior, is very limited. The previous study in Indonesia only discusses investment decisions in general rather than only focusing on 
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mutual fund investment decisions. Aside from that, CFA Institute (2019) also identified that there are 20 common investing mistakes by the 

retail investor, resulting in bad investment choices. One of the mistakes is taking whether too much, too little, or the wrong risk. A study by 

Marwan Mohamed (2015), an associate professor of business & finance from Cairo University confirmed that portfolio management is 

influenced by perceived risk, which covers quantitative aspects (potential loses and gains) and qualitative manifestation. Moreover, the 
influence of risk perception of investors on their investment behavior is a rising issue to be investigated (Singh & Bhowal, 2010a). Investors' 

illiteracy in financial knowledge is classified as the most common mistake in investing too (Artzberger, 2019). This considers that knowing the 

financial product is vital to decide the optimal portfolio of investment (Prasad & B. Nataraj, 2017). Digital-savviness will also be included as 

the third variable considering the importance of today's emerging development of technology and how lifestyle can affect individuals' decision 
making (Mohiuddin, 2018). To sum up, this study is made to answer the research questions as follows: (1) What is the influence of investors' 

risk perception on investors' mutual fund product choice? (2) What is the influence of investors' financial literacy on investors' mutual fund 

product choice? (3) What is the influence of investors' digital savviness to investors' mutual fund product choice? 

 

LITERATURE REVIEW 

Investment Behavior  

Investment behavior is the process of how investors judge, forecast, evaluate, and report the decision making. This covers investment 

psychology, data gathering, study, and understanding (Slovic, 1972; Alfredo & Vincente 2010). While the study of Annamalah et al., (2019) 
defined investment behavior as the process of contemplating various factors influencing investment decisions for a specific investment 

instrument. Numerous factors can influence investors' behavior, which is investors' characteristics, such as, personalities, self-motivation, and 

other attributes (Merikas et al., 2003). On the other hand, external factors, such as the whole economic condition, prior performance of stocks, 

and other related things can also influence investors' behavior (Tavakoli et al., 2011). 

 

Mutual fund 

In a report titled "Mutual fund in Developing Markets: Addressing Challenges to Growth", World Bank Group (2015) defined mutual fund 

as an investment fund or investment scheme that is formed collectively. The allocated money will be invested in capital market instruments, 

such as shares, debentures, and other securities (Kothari & Shivganga, 2013). Comparing to other types of investments, Mutual fund give 

opportunities for small investors to take a part in the capital market without assuming a very high degree of risk (Walia & Kiran, 2009; Walia 
& Kiram, 2012). According to Darmadji and Fakhruddin (2006), Mutual fund can be categorized into four kinds based on the investment 

portfolio : (1) Money Market Funds, a mutual fund that invests only on debt securities, which maturity date is less than a year. The objective of 

this mutual fund is to keep liquidity and maintain the capital. (2) Fixed Income Funds, a mutual fund that invests for at least 80% of its assets in 

debt securities. The risk of these mutual fund is a relatively higher risk than money market funds. The objective is to produce a stable return. 
(3) Equity Funds, a mutual fund that invests at least 80% of its assets in equities. This type of mutual fund has a higher risk than Money Market 

Funds and Fixed Income funds since most of the funds are invested in stocks. In terms of return, Equity funds give a higher rate of return. (4) 

Discretionary Funds, a  mutual fund that invests in both equities and debts securities. 

 

Risk Perception 

Most investors are often found taking actions based on market sentiments or even using their gut feelings as a basis in investment decision 
making (Lubna et. al, 2012). Thus, Emotional factors and unavoidable psychological are believed by psychologists as components that may 

influence people in making decisions. Risk perception is defined as a person's likelihood to take or to avoid risk (Sitkin & Pablo, 1992) or in 

other word risk perception is the belief, whether rational or irrational, held by an individual group, or society about the chance of occurrence of 

a risk or about the extent, magnitude, and timing of its effects (Sindhu & Kumar, 2014). 

The previous study of Aren and Aydemir (2016) examined 94 respondents in Istanbul, the result pointed out that investors' investment 

preference is influenced by risk perception. Risk Averse investors' are more likely to choose a low-risk investment, such as deposits. On the 

other hand, risk-taker investors (low-risk perception) go for a higher risk investment, for instance, foreign exchange, equity, and portfolio.  

With a total sample of 400 investors in Jombang and Surabaya, a study of Nur Aini and Lutfi (2019) examined the influence of risk 
perception towards investment decision making. They classify the investment decision into two, which are a high-risk asset and low-risk asset. 

Using the PLS-SEM as the technique of data analysis. The study identified that risk perception is positively significant to investors' investment 

decision making. The higher the level of perception, the lower the risk of the asset, and vice versa.  

Hypothesis 1 (H1): Investors' risk perception has a significant influence on the mutual fund's product choice. 

 

Financial Literacy  

By definition, Financial literacy is an understanding of key financial concepts to make the appropriate investment decision taking into 

account the dynamic change of economic conditions (Nye, Pete & Cinnamon, 2013). It is about a set of individual skills to read, analyze 

critically, administer, their financial condition, which gives impacts on income, consumption patterns, or assets/wealth (Jose et al., 2012). 

Financial Literacy holds a crucial role in the investment decision-making factor (Fazal, 2017). It has become an urgency as a result of the 
complication of the financial market, the improvement of financial products, and the fluctuations of demographic, economics, and political 

condition (Al-Tamimi & Kalli, 2009). Being Financial literate offers tools for costumers to enlarge their individual expected utility by 

allocating financial resources (Shaari et al., 2013). 

A past study of Oteng (2019), identified the relationship between financial literacy and investment decision of traders in Techiman. 

Involving 150 respondents, the study indicated that there is a significant positive influence on financial literacy and investment decision.   

Hypothesis 2 (H2): Investors' financial literacy has a significant influence on the mutual fund’s product choice. 
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Digital Savviness 

Digital savviness defined by MIT Sloan Business School Management Review (2019) as an individual's knowledge that is refined with 

experience, education that relates to technology use. A study was done by Scarborough Research (2008), a market research company based in 

the United States, explained Digital Savvy Consumer as those who adopt digital information related to the ownership of technology, usage of 
internet, and cell phone features. Moreover, Scarborough also identified technology behaviors as the key terms to measure individuals' digital 

savviness. Technology behaviors covered individuals' lifestyles in using an online marketplace, online chat application, and any new online 

platform to fulfill their daily needs. The President Director of Bursa Efek Indonesia acknowledged that today's digitalization has contributed 

positively to the growth of Indonesia's capital market, as financial technology provides people easy and quick access to investment (Bosnia & 
Wareza, 2018). Moreover, the transaction of mutual fund from online platforms had reached out 5 trillion from 1 trillion within 3 years period, 

namely 2016 to 2018 (Yadika, 2019). It is also admitted by The Deputy Director Investment Management of OJK that this accomplishment is 

provoked by the high technology penetration in the financial market, which has grown progressively (Yadika, 2019). Not only the number of 

transaction that showed a significant rise but also the number of investors. The Single investor identifications are recorded to reach 1.25 million 

investors by 2019 as previously was constant at 350.000 in 3 years (Fauzia, 2019).  

Hypothesis 3 (H3): Investors' digital savviness has a significant influence on the mutual fund’s product choice. 

 

METHODS 

For this research, primary data will be chosen as the main resource, with an online survey for the data collection instrument. This 

considers that the research aims to examine several factors and investors' choice of mutual fund product. Thus, the primary data source is 
suitable for this research since it will provide the most-updated and real-world situation. An online questionnaire will be distributed to mutual 

fund’s investors in Indonesia to collect the data through the investors' community. Not only primary data but also secondary data will also be 

used to obtain a broader view regarding the topic.  

The population of this study is investors with all types of mutual fund, namely money market, fixed income, balanced mutual fund, and 
equity mutual fund. It was reported that the number of Indonesian mutual fund’s investors is approximately 1,59 million at the end of 2019. 

The research will adopt non-probability sampling, in which each unit has an unspecified probability (Vehovar et al., 2016). The use of non-

probability sampling is more preferable as it consumes the least cost and least time than probability sampling. Specifically, this research uses 

the convenience sampling as it is one of the types of non-probability sampling. The chosen samples in the convenience sampling method are 
selected according to practical criteria, such as, accessibility and willingness to participate in the research (Etikan et al., 2016). The Slovin 

Theory is performed to obtain the minimum sample size the study with the assumption of a 7% error and 1,59 million total population. Based 

on the calculation the minimum sample size of the study will be 204 investors.  

The survey for this research consists of 5 parts, which begin with the introduction, demographic questions, and mutual fund ownership, 
risk perception, financial literacy, and digital savviness. For the three last part, the question is adopted from previous research.  The question for 

risk perception is adopted from Singh and Bowal (2011) with a 5 Likert scale as the scaling technique. Secondly, financial literacy's questions 

are adopted from Van Roij et al., (2011) in a form of multiple questions. Lastly, the digital savviness index is a self-made questionnaire. These 

questions are categorized as close-ended questions, allowing the researcher to transform the data into numerical values to perform the data 
analysis (Dodge, 1985). The data will be examined using the ordinal logistic regression considering the multilevel dependent variable of the 

study. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

This research involves 206 respondents, which comprise 51% men and 49% women. The proportion of the Z generation respondents (< 26 

Years Old) represents 65%. Meanwhile, the Y generation (26 – 40 Years Old) and X generation (41-60 Years Old) are only representing 30% 

and 5% respectively.  

In terms of monthly income, most of the respondents have a monthly income below Rp 3.500.000, which accounted for 45%. Around 21% 

of the respondents have an income between Rp 3.500.000 to Rp 5.000.000. Respondents with income more than Rp 8.000.000 are only 

representing 18%. While the rest of the respondents have an income between Rp 5.000.000 to Rp 8.000.000.  

The majority of the respondents have a bachelor's degree that represents 48%. Respondents with a senior or vocational high school 

background makes up the 35% proportion and 8% of the respondents have a Diploma 3 degree, 7% hold a master's degree, 1% hold Diploma 1 

degree and 1% hold Diploma 4 degree.  

The respondents are mostly located in DKI Jakarta (89 respondents) followed by West Java (32 respondents), East Java (32 respondents, 
and Central Java (32 respondents). Even so, some of the respondents are also located in Kepulauan Riau (5 respondents), North Sumatra (6 

respondents), Bali (5 respondents), West Papua (2 respondents), West Kalimantan (2 respondents), North Sulawesi (2 respondents), West Nusa 

Tenggara (2 respondents), Banda Aceh (1 respondent), South Sumatra (1 respondent), Maluku (1 respondent), West Sumatra (1 respondent), 

South Sulawesi (1 respondent), Bandar Lampung (1 respondent).  

Respondents are mostly private company workers, which account for 43% followed with respondents who are students (37%). 

Furthermore, respondents who are entrepreneurs, PNS, and other occupations only have a small proportion namely 5%, 6%, and 9% 

respectively. 

About 37% of the respondents are known to have money market mutual fund (Product Choice 1). While 22% of respondents owned fixed 

income mutual fund owners (Product Choice 2). Balanced income (Product Choice 3) and equity mutual fund (Product Choice 4) are only 
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representing 21% and 20% respectively. Thus, it can be concluded that the ownership of the money market mutual fund has the largest 

proportion for this research.  

The respondents are mainly new to mutual fund as 53% of them own mutual fund for less than a year, whereas respondents with 

ownership between 1 to 3 years are only around 33%. On the other hand, 7% of the respondents owned mutual fund for 3 to 5 years and the rest 

are for more than 5 years.  

 

Risk Perception 

The findings of the risk perception are classified into two categories, namely high and low-risk perception. Respondents are acknowledged 

to have a low-risk perception if their final score is between 14 and 37. Otherwise, if they score higher (between 38 and 60), respondents are 

concluded to have a high-risk perception. As the value of the mean score is 32.325, which is between 14 and 37. It indicates that the mutual 

fund investors have a low-risk perception.  

 

Financial Literacy 

In terms of Financial Literacy, the researcher also classify the findings into two groups, which are high and low financial literacy. 

Respondents can be categorized as having a low financial literacy if they obtain a score between 0 and 5. Otherwise, respondents are 

acknowledged to have a high financial literacy. The majority of the respondents have high financial literacy as they were able to obtain a score 
above 5. This is proven by the mean for respondents' financial literacy, which is 7.7913. This value is between 6 and 10. Hence, it can be 

concluded that respondents' financial literacy is categorized as high.  

 

Digital Savviness 

From the previous study, 5 categories are made to describe individuals' digital savviness index. Respondents who obtained 1 will be 

categorized as very low digital savviness, 2 will be categorized as low digital savviness, 3 will be categorized as moderate digital savviness, 4 
will be categorized as high digital savviness, and 5 will be categorized as very high digital savviness. The higher the value of the digital 

savviness index shows that individuals are fully adopting technology daily. Otherwise, when respondents receive a lower value. It means that 

they do not adopt technology as part of their lifestyle. In this case, the mean of respondents indexes pointed out that respondents have a 

moderate digital savviness (3,08). This means that respondents have intermediate level of digital savviness.  

The validity and reliability are done considering the importance of these elements for measurement instrument evaluation. In measuring 

the validity, the researcher uses the Pearson Correlation. The correlated item-total correlation in this research surpasses the r table value 

meaning that the testing tools are able to evaluate the characteristics effectively. Cronbach's Alpha is utilized to measure the reliability of the 

data with the parameter of Murphy and Davidshofer (2005). The acceptable Cronbach Alpha value for social and behavioural science research 

is 0.6. The value Cronbach alpha of this research exceeded 0.6. This implies the data are acceptable and reliable to be further analysed. 

Analysis of The Factors 

  To obtain a deeper analysis regarding the relationship between the independent and dependent variables. Ordinal Logistic Regression 

Analysis is carried out. To begin with, multicollinearity test must be done to identify whether there is a linear relationship of predictor variables 
in the model of ordinal logistic regression. The value of both tolerance and VIF indicate that the multicollinearity within the regression does not 

occur as the value of the tolerance exceeds 0.10 and VIF is less than 10.00. 

The model fitting information describe the comparison of the model with no explanatory variables ('Intercept Only') to the model that 

included the explanatory variables ('Final'). This is done to describe the effect of the explanatory variables in the model. From the value of the 
significant chi-square statistic, it could be interpreted that the final model gave significant improvement over the intercept-only model as its p-

value is less than 0.05. Furthermore, both of the Pearson's and Deviance chi-square statistic indicates that the observed data are consistent with 

the well-fitted model as the p-value exceeded 0.05. The Pseudo R-Square shows that the explanatory variables can only explain the mutual 

fund’s product choice specifically for 13.5% with the Cox and Snell, 14.5% with the Nagelkerke, and 5.4% with the McFadden method.  

Table 1 Estimated Parameter 

 Estimate Std. Error Wald df Sig. 

95% Confidence Interval 

Lower Bound 
Upper 

Bound 

Thresh
old 

[Y = 1.00] 1.614 1.296 1.551 1 .213 -.926 4.153 

[Y = 2.00] 2.557 1.303 3.848 1 .050 .002 5.112 

[Y = 3.00] 3.609 1.315 7.534 1 .006 1.032 6.186 

Locati

on 

RP (X1) -.044 .017 6.856 1 .009 -.077 -.011 

FL (X2) .327 .090 13.282 1 .000 .151 .909 

DS (X3) .300 .310 .934 1 .334 -.308 -.011 

Based on the parameter estimates table, it is clear that risk perception (X1) and financial literacy (X2) have a significant relationship with 

mutual fund product choice among Indonesian investors. The significant relationship of risk perception (X1) is proven with the p-value, which 

is lower than 0.05. The relationship of both risk perception and product choice is inversely related as the coefficient value for this variable is 
negative. This implies that the more investors perceive situation risky according to their interpretation and perception, the more likely they 
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choose a mutual fund product with a lower risk. The finding is consistent with previous research of Aren and Aydemir (2015) about the effect 

of risk perception on investors' investment choices in Istanbul and Nur Aini and Lutfi (2019) regarding investment product choice of Surabaya 

and Jombang investors. The odds ratio value for risk perception (X1) shows exp(-0.042) = 0.956. This can be interpreted that there is an 

increase of 0.96 times in choosing a lower-risk mutual fund product for every one-point increase on the risk perception of the Indonesian 

investors.  

On the other hand, financial literacy (X2) also has a significant relationship with mutual fund product choice this considers that the p-value 

(0.00) of the variable is less than 0.05. The relationship between financial literacy and mutual fund product choice is positive, proven with the 

positive coefficient value. This indicates that when investors understand the key financial concept, the more likely they choose the riskier 
mutual fund product. This result is consistent with the prior study of Aren and Aydemir (2015) regarding the influence of financial literacy on 

Istanbul investors' investment choice and Sabri (2016) about the consequence of Malaysian millennials' financial literacy level and their 

investment decision making. In details, the result of this study shows that the odds ratio of financial literacy (X2) is known to be exp(0.327) = 

1.386 which can be concluded that for an increase of 1 point in the financial literacy there is a tendency that the investor will choose a riskier 

mutual fund product by 1.39 times.  

Although the digital savviness variable (X3) does not impact mutual fund product choice significantly, the result of the study pointed out 

there is a tendency for investors to choose a riskier mutual fund product by exp(0.300)=1.349 times for every one-point rise in their digital 

savviness index. In other words, investors who adopt technology as part of their lifestyle are more willing to take more risks. The insignificance 
relationship between digital savviness (X3) and mutual fund product choice occurs due to the inability of the measurement tools to give a 

complete view of individuals' digital savviness. This considers that this is the first digital savviness measurement tool. Hence, these tools of 

measurement may have several defects that lead to not being able to measure individuals' digital savviness perfectly. Several improvements 

should be made to give a complete view of individuals' digital savviness.  

 

CONCLUSION 

The exceptional rise of mutual fund investment in Indonesia is inconsistent with the number of studies regarding mutual fund’s 

specifically regarding investor behavior. Therefore, this study will positively contribute to the literature in Indonesian mutual fund’s investor 

behavior. Not only it will contribute to the behavioral finance literature but it will also provide individual investor insights in mutual fund 

product choice. Primary data collection is conducted and 206 data are successfully obtained. The existing data is analyzed with ordinal 
regression analysis, which resulted that both risk perception and financial literacy significantly affect mutual fund product choice. The risk 

perception is inversely related to the mutual fund’s product choice. This means that the higher investors' risk perception, the more likely they 

choose riskier mutual fund. On the other hand, financial literacy is positively related to the mutual fund’s product choice. This shows that when 

an investor has high financial literacy, they tend to choose riskier mutual fund’s product.  

The risk perception is likely to be influenced by human's cognitive bias, specifically heuristics (Diacon, 2004). It is the process when 

humans tend to simplify things while processing and interpreting information. Taking this fact into account, the decision as a result of investors' 

perceived risk should not automatically be taken as this information might be misleadingly interpreted. Hence, it is important for investors to 

always expand their financial knowledge to help them to give objective views before deciding to choose a mutual fund product. Besides, it is 
imperative for the government to collaborate with the financial institution in promoting financial education for its people. Specifically, when 

targeting Generation Z both of those parties can use online platforms as this Generation have a high digital savviness index. In this case, 

financial literacy will work along with the low-risk perception of investors to help investors to be able to obtain a higher return and facing 

higher risk as well.   
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Abstract  

Inventory management is one of the most important functions in a business, which determines the health of the supply chain as well as 

impacting the health of the balance sheet. An effective inventory management system could be implemented by accurately forecasting future 

demands and also determining the minimum level of inventory and determining the safety stock, knowing when to order, also how much to 

order based on sales activity using MRP method. Boenkus is a local brand that offers an environmentally friendly food wrapping that uses 

beeswax in the manufacturing process in order to be completely reusable, durable, and provide antibacterial effects. Just like any other new 

businesses, they face problems; Boenkus has difficulties in managing products, especially in the inventory part. Boenkus often faces shortages 

that have led to opportunity losses. The problem occurs because they do not have the appropriate method for their inventory system. The 
objectives of this research are to analyze the root cause of the problem and to propose the most appropriate inventory management policy for 

Boenkus, which would give them an economic benefit. This research uses Probabilistic Model, Time Series Analysis Demand Forecasting, and 

Economic Order Quantity Material Requirement Planning. The result of this research shows that by implementing the appropriate inventory 

management policy that was proposed, Boenkus could gain economic benefits and fulfill future demands. 
 
Keywords: [Demand Forecasting, Environmental Friendly, Inventory Management, Material Requirement Planning, Probabilistic Model  

 

BACKGROUND 

Environmental problems have been a global issue for so many years. Now, people are starting to be more aware of the environment and 
want to change their lifestyle by reducing the activities that can cause damage to the environment. The first step that people can do is realizing 

that there are many ways to reduce environmental problems, one of which is by consuming environmentally friendly products (Ling Yee, 

1997). Having eco-friendly products have become increasingly attractive to businesses as it is starting to become a trend. The growing trends of 

using eco-friendly products as a way of protecting the environment point to a promising future for the development of eco-friendly products. 

Nowadays, eco-friendly brands in Indonesia are starting to grow and get bigger, encouraging a lot of new brands to join the competition. 

WWF-Indonesia and Nielsen conducted a survey in July 2017, which showed that as many as 63% of Indonesian consumers are encouraged to 

buy eco-friendly products despite the increased price. It indicated a major growth in customer perception about the consumption of eco-friendly 

products and domestic market’s readiness to accept sustainably produced products. 

To compete in this market, companies need to do their best by constantly innovating and developing. A good management system is the 

key to success in the industrial world including the operation, marketing, human resources, and financial management. Having a reliable 

management system in operational management is really important in certain industries, especially manufacturing. Inventory management is 

one of the most important functions in a business, which determines the health of the supply chain as well as impacting the health of the 

balance sheet (Samanta, 2015). 

Boenkus is a local brand that was established in 2018 by 9 people who had a vision to reduce the use of plastics in Indonesia. They have 

difficulties in managing products, especially in the inventory part. Boenkus often faces shortages that have led to opportunity losses. Their 

shortage problem in the inventory management occurs because they do not have the proper method for their inventory system. This research 
has the objectives of finding the root cause of the problem in Boenkus and also to determine the most appropriate inventory policy for Boenkus. 

To accomplish the research objectives, there are two research questions that this research aims to identify, which are as follows: 

1. What is the root cause of the inventory problem, which caused shortage in Boenkus? 

2. What is the most appropriate inventory management policy for Boenkus? 

 

LITERATURE REVIEW 

Environmentally friendly products or eco-friendly products, or some would also call it green product, is a product which consumers 

perceive to be environmentally friendly, whether due to the types of materials used, or the manufacturing process, packaging, promotion, etc. 
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(Johnstone & Tan, 2015). According to Handayani (2012), an eco-friendly product is a product that is designed and processed in a way to 

reduce the effects that can harm the environment whether it is in production, distribution, or consumption. 

Operation is the area in a business organization that focuses and specializes in producing goods or services. Physical items that are 

produced by a business organization are called goods. Operation management is a management area that is responsible to produce goods or 

services in the most efficient and effective way possible (Jacobs & Chase, 2013). 

According to Sheakh (2018), inventory is stock of goods that is kept by a company to anticipate future demands. According to Russel & 

Taylor (2011), the objective of inventory management is to maintain adequate inventory to satisfy customer demand and at the same time 

minimize cost. Having an effective inventory management is very crucial in the operation of a business (Choi, 2012).  

The science and art of conjecturing the future case is called forecasting. Taking historical data and predicting it could be part of 

forecasting in the upcoming event with a mathematical model. It will be arbitrary and predictive. It should be based on demand-driven data, 

such as customer plans to purchase, and projected on a long-term basis (Heizer, Render, and Munson, 2017). There are three specific forms of 

forecast classification that businesses can use: qualitative method, time series method, and regression method (Russel and Taylor, 2011). 

Material Requirement Planning (MRP) is a dependent demand technique. MRP is a decision-making tool that is used to make a planning 

and control system for inventory, production, and scheduling. MRP focuses on both production planning and inventory control (Gallego, 2014). 

It is used as an attempt to maintain an appropriate level of inventory to ensure that the required materials, components, and products are 

available when it is needed. 

Probabilistic model is an inventory model that is used to calculate how much inventory a company needs to keep. This model is used to 

determine the optimum level of inventories that must be maintained by the company in their production, decide the order frequency, determine 

the quantity of products, and to make sure that the materials are delivered as scheduled. 

 

METHODS 

This study will use a mixed-methods research approach. Quantitative research will be done to find the most appropriate inventory policy 

for Boenkus. This research only focuses on the company’s inventory management and the historic data will be taken from May 2019 until April 

2020. This research will focus on two of their beeswax wrap products, which are the Color Brush and Fruit edition. The proposed inventory 

policy is analyzed by using Probabilistic Model and Economic Order Quantity Material Requirement Planning. As for the demand forecasting, 
this research uses time series method. However, qualitative method analysis will also be done as an adjustment to the result from time series 

method to help Boenkus predict demand in the future. The result of the analysis will be used as a recommendation for Boenkus to improve their 

company especially their inventory system policy. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Proposed Inventory Policy 

The proposed inventory management policy is calculated using the reorder point, safety stock, and order quantity that are implied in a 

chosen formula. The service level used in this study is 95%. The analysis result shows that for the Color Brush Edition, the cost difference 
between the proposed inventory policy and the existing inventory policy is IDR 5.547.317. While for the Fruit Edition, the cost difference 

between the proposed inventory policy and the existing inventory policy is IDR 4.001.301. If we sum both the cost differences, the total cost 

differences would be IDR 9.548.618. Based on the cost comparison, it shows that the proposed inventory management policy could give 

Boenkus more benefit by reducing the cost. 

Demand Forecasting 

Based on the demand forecasting analysis, the most appropriate method for Boenkus to use is the combination of time series method 

specifically single exponential smoothing and qualitative method. Compared to other time series models, single exponential smoothing showed 

the lowest error even though it is still considered to be high. The single exponential smoothing method result for color brush edition has 27.041 
MAPE, 11.429 MAD, and 246.744 MSE while the single exponential smoothing method result for fruit edition has 48.175 MAPE, 16.142 

MAD, and 416.996 MSE. It is normal for a new company to have a high forecasting error since the historical data is still unstable. Which is 

why qualitative method analysis is used to help as an adjustment. The qualitative method analysis resulted in the assumption that by seeing the 

potential of Boenkus to grow as a business, in the next 6 months, their sales would constantly increase by 25% per month for both products. 

Company’s Guidance for The Next 6 Months 

With the analysis of numerical example as a guidance that the author has done to help the company adopt a more appropriate inventory 

method, the company is expected to have a better inventory policy and have the minimum cost for their operation. Using the proposed method, 

Boenkus could fulfill all the demand and not experience any shortage, which is why the cost could be minimize significantly and by lowering 

the cost, Boenkus could maximize their profit. The table below shows the estimation cost of Boenkus for the next 6 months. 

Table – Estimated Cost for May – October 2020 

Product Ordering Cost Holding Cost Shortage Cost Total Cost 

Color Brush IDR 360.000,00 IDR 125.000,00 IDR 0 IDR 485.000,00 

Fruit IDR 360.000,00 IDR 121.667,00 IDR 0 IDR 481.667,00 

Total Cost IDR 966.667,00 
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CONCLUSION 

Boenkus faces the problem in their inventory management, specifically to fully fulfill the demand. The problem is caused by several 
variables that the author has identified, starting from inventory, material requirement planning, and forecast. The root cause of the problem is 

that Boenkus does not have the appropriate inventory management system, any specific forecasting system, and also inaccurate MRP. From 

this research, it is proved that the cost of the proposed inventory policy is lower than the existing cost. The proposed inventory policy that the 

author recommends is Economic Order Quantity (EOQ) to determine how much to order with probabilistic model to calculate the reorder point 
and safety stock, also to conduct MRP simulation to help the company know when to place an order. The proposed inventory policy shows that 

it could give benefit to Boenkus by reducing their cost and also help them fulfill all the demand. Based on the demand forecasting analysis, the 

most appropriate method for Boenkus to use is the combination of time series method specifically single exponential smoothing and qualitative 

method. 
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Abstract  

Audit rotation on the agency theory perspective suggests that mandatory rotation increase the trust of investors and users of financial statements 

and to reduce the auditor’s compromise and their independence. This study aims to know pre and post of regulations about audit rotation in 

2015 and to know how the impact changes of KAP rotation mandatory that associated between client importance and audit quality. We 
investigate their association with Kasznik-Model in a sample of Indonesia for 5 years to capture the trend from 2013 to 2017. Our theory 

development also suggests that auditor incentives to compromise independence should decrease with the audit rotation, and increase with the 

strength of new regulation about removing firm rotation. The results showed that the hypothesis in this study proven that client importance can 

reduce audit quality and also aboliation firm rotation will strengthen client importance on audit quality. The limitation of this study only uses 
the sample from Indonesia, so cannot be generalized. In addition, expand and explore not only one country so can be generalized. 

 
Keywords: Client Importance, Audit Firm Rotation, Audit Partner Rotation, Audit Quality.  

 

BACKGROUND 

       Recently, there are many cases in Indonesia that related with financial statement issues, one of that is the SNP Financial case, which is 

based on Financial Professional Development Center (PPPK), the Ministry of Finance highlighted, that skepticisms considered need to be 

approved by the auditor, as well as an understanding financial reporting system used by the company. The second, the long-term relationship 
between audit team manager in the audit engagement of the same client for several periods reduce the professional skepticism. Besides that, 

Garuda Airlines, Bukopin, PT Inovisi Infracom Tbk and PT Asabri had the same cases about financial statement. Based on these cases, the 

quality of audit will be low if the independence of the auditor is disturbed. 

Chen et al. (2018) found that client importance negatively influenced audit quality, the economic bond between the auditor and client 
causes the audit quality to be low. Auditors compromise their independence for client importance. Chi et al. (2012) did not find associated 

between client importance and auditor partner from the Big N auditor. But in this study, client importance has a relationship to auditor partner 

for clients from non-Big N auditors. Chen et.al (2010) found that auditors in China compromised the quality of their audit of clients importance 

when protection of investors regulation was still weak.  

The impact of the relationship between auditor and client (client importance) can be anticipated by audit rotation, consistent the research 

from Bleibtreu & Stefani (2018) that Audit rotation can reduce client importance. AP and KAP rotation rules have been changes in Indonesia 

start from 2002, 2008, and also for the last on 2015 where the Government Regulation (PP) No. 20 of 2015, changes about audit rotation 

obligations Article 11 PP No. 20 of 2015 explained that rules about rotation just for audit Public Accountant and had limited to a maximum 

after 5 (five) years.  

The regulations concern in rotation rules that were implemented in Indonesia so interesting to be explored. Based on PMK regulation 

17/2008 a KAP had a limited to auditing the company's historical financial statements for 6 (six) years and AP for 3 (three) years, then based 

on PP 20/2015 this was not there are more restrictions for KAP. The limitation only applies to AP, which is for 5 (five) years. So, whether this 
regulation can increase client importance or otherwise, because this regulation only relates to public accountants (AP) so the engagement built 

is closer between the client and AP. And auditor rotation is one External factors that can affect audit quality, consistent with Myers et al. (2003) 

stated that auditor rotation are important to improve audit quality. 

Auditor rotation is an auditor turnover regulation that must be performed by a company, with the aim of producing quality and upholding 
auditor independence. A relationship that is too long can reduce the objective of an auditor so that the auditor will not cover earnings 

management by the client. Audit rotation makes the auditor more objective because he does not have an engagement with the client. Audit 

rotation is done to limit the long relationship between client and auditor. Bleibtreu & Stefani (2018) shows that mandatory audit firm rotation 

can reduce client importance. Booker (2018) found that the level of economic dependence of auditors on clients was reduced by the voluntary 
audit rotation. These results reflect a negative relationship between client importance and audit rotation. When the company rotates the audit, 

the auditor's level of economic dependence on the client will be reduced, so the audit quality will be good. 
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This study is a replication that conducted by Chen et al., (2018) in China and Bleibtreu & Stefani (2018). Contribution and the difference 

with the prior research are adding the moderating variable that is audit rotation, based on Bleibtreu & Stefani (2018) audit rotation can reduce 

client importance. This research conducted in Indonesia, where in 2015 KAP rotation were abolished, only AP rotation. With the rotation 

expected to increase auditor independence and produce high audit quality so that the negative influence of client importance on audit quality 
can be reduced. This study aims to know the conditions pre and post the regulations regarding mandatory rotation in 2015 and to know how the 

impact of changes the KAP rotation associated with client importance and audit quality. This research was conducted at companies listed on the 

Indonesia Stock Exchange during the 2013-2017 period. 

 

LITERATURE REVIEW 

       Asymmetry information makes the company asked a third party to ensure that the financial statements comply with audit standards, 

namely as an auditor. The purpose of considering an audit is to reduce the information asymmetry that occurs between management and the 

principal. Therefore, external auditors are needed to provide an qualified or unqualified opinion on the financial statements made by managers. 

Independent external auditors can reduce agency costs (Jensen and Meckling 1976; Watts and Zimmerman 1986). 

       Mandatory rotation in the perspective of agency theory is to increase the level of trust of investors and users of financial statements. 

Audit rotation conducted to reduce a closeness between auditor with the client. Jackson et al (2008) audit rotation can prevent the auditor from 

personal relationship with the client so that auditor independence is not affected. Nagy (2005) shows that audit rotation makes new auditors 
more skepticism. Audit rotation makes the auditor more objective because they had not an engagement with the client. The auditor’s 

relationship with the client in along time can reduce the objective of an auditor so that the auditor will not cover earnings management by the 

client. Audit rotation also provides a perspective for new clients to make the reliability of the information and audits produced higher quality. 

       Client importance for auditor or KAP will encourage them to provide good audit quality to keep reputation protection factors and the 
possibility for losing other clients, if they are proven to build a reputation to provide poor audit quality with reduced auditor independence (De 

Angelo, 1981). Chi et al. (2011) that client importance for auditor or KAP make the audit quality is low, because of economic dependence of 

the company on the client. An auditor review that his client is a potential source income makes the auditor's economic dependence on his client. 

Client importance will interfere auditor independence and objectivity in conducting audit processes. If the auditor loses their independence then 
the audit report produced does not match with the actual condition its meant cannot be used for a basis for decision making. So based on the 

description there are two arguments about client importance to audit quality, the first with the client importance produces high audit quality 

because the company will maintenance reputation to keep the clients and the second with the client importance produces low audit quality 

because of the economic bond between auditor or KAP. Chen et al. (2018) proves that client importance are negatively related to audit quality, 
indicating that greater client importance (CI) is associated with fewer audit adjustments and affects on the lower audit quality which is reduced 

auditor independence with the economic bonds between auditor and client. Chen et al. (2018) found that auditors in China compromised the 

quality of their audits when institutions and regulations on investor protection were still weak. The results of the study identified that client 

importance has a negative influence on audit quality. This shows that when the company is an client important for KAP, it will damage auditor 

independence, because the company will try to keep clients.   

       Lately there was a cases in Indonesia related to audit failures. The violations committed by the auditor or KAP may be because the 

client was important for the auditor or KAP, so the auditor or KAP acts according to the client's expectation. Based on these arguments, it can 

be concluded that if the auditor feels that the client is important to the company, then they can compromise their independence and audit quality 

will be low. Then the hypothesis formed is as follows: 

H1: Client importance has a negative effect on audit quality. 

       Audit rotation are needed to overcome the negative effects of extending audit periods that are too long. The two power that motivate 

auditors to provide audit quality are a litigation or insurance incentive and a reputation incentive. Based on the first motive, if auditors are 
legally responsible for audit failures, they will provide audit quality to avoid litigation costs. Based on the second motive, auditors have a 

reputation incentive to avoid audit failure. Daugherty et al (2013) that audit rotation has a positive impact on auditor independence. The results 

of Bleibtreu & Stefani's research (2018) show that mandatory audit firm rotation can reduce client importance because the existence of 

mandatory audit firm rotation, which is can strengthen auditor incentives to remain independent. Booker (2018) found that the level of 
economic dependence of auditors on clients was reduced by the voluntary audit rotation. Chen et al. (2018) found that client importance 

negatively influenced audit quality. The results of this study are in accordance with Chen et al. (2018) that auditors sacrifice their independence 

to keep economically important clients, so clients important will make economic bonding between auditor and client.  

      The regulation on rotation that is implemented in Indonesia based on PP 20/2015 no longer applies to KAP. Approved only applies to 
AP that is for 5 (five) years. Myers et al. (2003) that mandatory auditor rotation is important to improve audit quality. These violations by the 

auditor or KAP may be because the client is considered as an important client for the auditor or KAP. The company doing audit  rotation to 

improve audit quality better, because the economic bond between the client and auditor will be reduced. However, when the regulation about 

mandatory rotation is deleted, so it is binding between KAP and the client is getting stronger, so that clients importance will decline the quality 

of the audit. Based on these arguments, the hypotheses formed are as follows: 

H2: Abolition Mandatory Firm Rotation will strengthen Client Importance on audit quality. 

 

METHODS 

This study is a quantitative study to achieve the objectives of this study. The sample of this research This study uses data from companies 

listed on the Indonesia Stock Exchange (IDX). The period of observation was carried out for 5 years to capture the trend from 2013 to 2017. 
The data used are secondary data, namely financial data and data collected from Thomson Reueters and the annual financial statements released 

by the company. 2013-2014 (AP and KAP rotation rules), 2016 - 2017 (AP rotation rules). 2015 was the first year that KAP mandatory rotation 

rules were removed and only mandatory rotation rules for Public Accountants (AP). The model used to test the research hypothesis: 
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ABS_DACit = 𝛼 + 𝛽1CIit + 𝛽2AuditRotationit +𝛽3CIit*AuditRotationit + 𝛽4 Sizeit + 𝛽5ROAit+𝛽6Leverageit 

+ 𝛽7Lossit+𝛽8 Big4it+ 𝛽9RotationAPit + 𝜃Year+ 𝜅Industry + 𝜖it 
 

Explanation: 

Audit Quality  = Discretionery Acrual 

Auditor Rotation KAP = 1 after 2015, and 0 otherwise 

CI   = Ln total Asset / sum total asset (Ln) from client audited by KAP i in a year. 

ROA  = Net Income / Total Assets 

Size   = Natural log of total assets 

Leverage  = Total Liabilities / Total Assets 

Auditor Rotation AP = 1 if rotation AP, and 0 otherwise 

Loss   = 1 if company reported loss, and 0 otherwise.  

Big 4  = 1 if the company is audited by a Big Four firm in the year t, and 0 otherwise 

 

 ANALYSIS OF FINDINGS AND DISCUSSION 

This hypothesis test using the fixed effect model that shows the prob F-statistic value is significant at the 5% significance level, so it can 

be concluded that the research model is significant, because the independent variables together are able to explain the dependent variable. The 

test results are presented in table 1 and tabel 2, as follows: 

Tabel 1 

Hypothesis Test Result 

The pre-2015 period (2013 - 2014) 

Variables Prediction Coeficient Result 

CI - -1.6782 -2.518** 

Audit Rotation + 0.2368 2.065** 

CI*Audit Rotation + 1.5746 4.702*** 

ROA + -5.6086 -4.142*** 

Size + 0.0265 0.402 

Lev - 1.5746 2.596*** 

Auditor Rotation AP + -0.0054 -0.045 

Loss  - 0.4720 1.954* 

Big 4 + 0.0507 1.604 

Significant Level: * p<0.10; ** p<0.05; *** p<0.01 

 

Tabel 2 

 The Post-2015 period (2015 -2017) 

Variables Prediction Coeficient Result 

CI - 0,1796 1.197* 

Audit Rotation + 0.4333 1.248* 

CI*Audit Rotation + 1.3606 2.483** 

ROA + -1.5036 -2.503 

Size + 0.0002 1.000 

Lev - 1.1805 4.994*** 

Auditor Rotation AP + -0.2541 -2.030** 

Loss  - 1.7063 10.079*** 

Big 4 + -0.0299 -1.317 

Significant Level: * p<0.10; ** p<0.05; *** p<0.01 

 

The results on tabel 1 showed that there was negative associated between client importance and audit quality, supporting as a research 

before (Chen et al, 2018) that client importance can reduce audit quality. And audit rotation was positive associated with audit quality it is 
mean that audit rotation can increase audit quality, because of mandatory audit rotation make the auditor more independent. Client importance 

to audit quality moderated by audit rotation was positive associated it is mean audit quality better.   

The result on tabel 2 showed the same condition with the different significant, because there was a abolition mandatory firm rotation, so 

when the company doing rotation can increase audit quality more than before aboliation firm rotation. Thus, this shows that the implementation 

of abolition mandatory firm rotation has not been effective to do, because can increase client.  
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CONCLUSION 

       Recently, there were many cases in Indonesia related with financial statement issues, one of that is the SNP Financial case, which is 
based on the Financial Professional Development Center (PPPK) highlighted, the skepticisms considered need to be approved by the auditor, as 

well as an understanding financial reporting system used by the company. 

       These research conducted in Indonesia, where in 2015 KAP rotation were abolished and Indonesian legal regulations regarding 

auditor obligations to maintain independence were weak so there were cases relating to audit failure. Audit rotation expected to increase auditor 
independence and produce high audit quality so that the negative influence of client importance on audit quality can be reduced. This study 

aims to know the conditions pre and post the regulations regarding mandatory rotation in 2015 and to know how the impact of removing the 

KAP rotation obligations on the relationship of client importance with audit quality. 

      The results showed that the hypothesis in this study proven that client importance can reduce audit quality and also aboliation firm 
rotation will strengthen client importance on audit quality. The limitation of this study only use the sample from Indonesia, so can not be 

generalized. In addition, expand and explore not only one country so can be generalized. 
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Abstract  

It is very concerning to see the growing waste in Indonesia every year. In 2019, 66-67 million tons of waste were produced. It can be concluded 

that municipal solid waste mainly comes from households. With the high rate of waste originating from households, SMEs create one of the 
innovations in overcoming household waste, called composter bin. Researcher chooses her own company, PASMA, to be analyzed based on 

the problem. PASMA is a company that enters an environmentally friendly style that provides a composter bin and is equipped with technology 

that can transform organic waste, such as food waste, into something more valuable. The company faces several problems in forming SMEs, 

such as lack of funds, lack of background are related to the progress of science and technology, material changes continuously, and it is effect 
unable to make product sales. Because of that, PASMA needs to have a business strategy, that is a movement and acts a company uses to attract 

customers, compete effectively, improve efficiency, and achieve organizational objectives. The purpose of this study is to improve business 

strategy in increasing product sales. The study will use a qualitative approach through interviews. The results of the interview in determining 

the selling price can be started by calculating the cost of production. Production costs are divided into three elements; raw materials, labor 
costs, and overhead costs. Financial projections will be made as to the main source for calculating capital budgeting. This study will be used to 

make cash flow projections for the next five years and generate NPV, IRR, and payback period in three planned scenarios. 
 

Keywords: Waste, Composter Bin, Business Strategy, Cash Flow Projection  

 

INTRODUCTION 

Growth of waste is one of the biggest factors that damage the environment. Based on the Ministry of Environment and Forestry Siti 

Nurbaya reported to Indonesian President Joko Widodo, the form of waste produced were dominated by organic waste reaching around 60 

percent and plastic waste reaching 15 percent. This percentage exceeds the amount of waste; this exceeded 64 million tons per year (Permana, 
2019). And in 2020, Siti Nurbaya acknowledged the complexities of the waste issue in Indonesia is still very high. Several studies have 

recorded that 55–80 per cent of municipal solid waste produced in developing countries originates mainly from households (Nabegu, A, 2010). 

The biggest challenge for developing countries such as Indonesia, is solid waste management (Bidlingmaier and Müsken, 2007). 

Given the high amount of household waste, household solid waste management needs to be handled. Household waste separation is one 
step toward reducing the amount of waste material at the source (Figueroa, 1998). Several parties have initiated efforts to reduce organic waste. 

The campaign for solid waste management continues to be conducted by the Ministry of Cooperatives and SMEs by recycling waste and seeing 

market opportunities that can offer economic benefits to its managers (Kompasiana, 2019). There are several methods for recycling organic 

waste into value-added products, such as compost (fertilizer), biogas, and chemicals for animal feed (Awasthi et al., 2015; Zorpas et al., 2018). 
The simplest disposal of organic waste can be achieved by composting (Pradini, 2019). Composting is an alternative method of managing 

organic waste in developing countries by reducing the amount of organic waste generated in landfills and leaching (US Environmental 

Protection Agency, 2008).  

According to Indonesian Law Number 20 of 2008, small and medium-sized enterprises (SMEs) are successful economic enterprises that 
are autonomous, operated by individuals or business entities who are not subsidiaries in particular; since SMEs is one sector which plays an 

important role in the economic growth of Indonesia. SMEs must continue to innovate through entering green manufacturing. Seeing the 

condition of the accumulation of organic waste, particularly waste originating from households, which is growing, Kamar Dagang dan Industri 

Indonesia (KADIN) and Himpunan Pengusaha Muda Indonesia (HIPMI) in West Java drive (SMEs) to adopt environmentally-friendly trends 
or entered the concept of green manufacturing in running its business to maintain the sustainability of the natural environment (Mone, 2019). 

SMEs must be able to take every opportunity to absorb customer perceptions of a product's growth (Aqmala, 2013). 

One of the innovations that some SMEs have developed in handling household waste is the composter bin; a container designed to 
facilitate the decomposition of organic material utilizing aeration and a good combination of humidity and air used to make compost at home so 

that users can use it themselves while gardening (Beaulieu, 2020). PASMA is a company focused on environmental care that is also entering 
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the green manufacturing trend. PASMA provides products in Indonesia that can recycle household food waste using the speed of technology 

that can convert organic waste such as food waste into something more valuable, called fertilizer without giving off an unpleasant odor and not 

inviting small animals. 

However, SME growth is hampered by several problems, including a lack of capital, lack of access to relevant business information, and 
difficulties in marketing. SMEs rely more on their investments to fund their operations (Tambunan, 2008). And when business happens, it's all 

about rivalry. Rivalry on the market means businesses need to be mindful of the efficacy and optimal use of their capital to achieve the 

company's goals. Companies need to have the right strategy to achieve their goal (Mustofa, 2018). A business strategy is a strategic move and 

acts a company uses to attract customers, compete effectively, improve efficiency, and achieve organizational objectives (Jargons, 2018). Price 
is well known to become one of the key strategies when customers purchase a commodity (Xendit, 2019). Entrepreneurs need to consider sales 

prices carefully because the wrong prices will not attract buyers to purchase or use the service, so calculating the right selling price is not just 

because the price has to be set at the lowest (Romansyah, 2016). 

In fact, PASMA has several problems when forming SMEs. According to Kyaw (1998) lack of funding was one of the biggest problems 
getting a reliable source of additional funding. The condition of PASMA has conducted research and development of several prototypes, but 

PASMA thinks the prototype results are not effective in processing food waste. Lack of background related to the progress of science and 

technology, causing the facilities and infrastructure to be owned, is also more difficult to develop than expected (Raselawati, 2012). Because of 

that, PASMA experiences material changes continuously and the effect is unable to make product sales. 

 

ISSUE EXPLORATION 

Researchers analyze internal and external analysis to solve existing problems. The internal analysis uses capital budgeting as a process of 

evaluating and selecting long-term investments that are consistent with maximizing company goals. Capital budgeting as a whole process of 

investment decision making needs to calculate cash flow projection, NPV, IRR, and payback period.  

To validate the right strategy, the selling price, whether it will be appropriate in the market, researchers use qualitative as a research 
approach. According to Creswell (2010), qualitative research is defined as an approach or quest for exploring and understanding a problem 

ascribed to social or humanitarian problems. The qualitative research has purpose to understand the state of an environment by directing it to a 

detailed and in-depth explanation of what actually happens in a natural setting (Nugrahani, 2014). Researchers use semi-structured interviews 

that can be considered in different ways as being "in-depth." In an interview, participants will be given the opportunity to explain and interpret 

social realities that are influential and often in-depth contradictory that can not be gathered through surveys or questionnaires (Barrick, 2019).  

Researchers have conducted semi-structured interviews with two SME owners domiciled in Bandung, Indonesia. Respondent's 

background is a green sustainable living business that sells composter bin. The interviews result were analyzed to determine the company's 

considerations in determining the selling price of the product so PASMA could set an appropriate selling price. Also used to improve business 
strategies to analyze and estimate financial to minimize errors in the future. This interview was conducted via telephone and WhatsApp because 

it was impossible to meet face to face due to a viral disease. According to the World Health Organization (WHO) the virus is increasing and 

public health faces serious problems. On February 11, 2020, Dr. Tedros Adhanom Ghebreyesus, Director-General of the WHO, announced that 

the disease caused by the new CoV was "COVID-19," which is an acronym for "2019 coronavirus disease." Currently, the prevention of 
COVID-19 is to take physical and social distancing to aimed reducing transmission and preventing the occurrence of new ones since the 

Indonesian government policy set public to work from home. 

After analyzing the issue exploration, researchers will analyze swot analysis and recognize the root cause of the problem using fishbone 

diagram. The purpose of a fishbone diagram is to highlight the relationship between a given outcome and all the factors influencing the 

outcome graphically.  

 

EXISTING OR PROPOSED PRACTICES 

SWOT Analysis 

Figure 1 SWOT Analysis 

 

 

 

 

 

 

 

 

 

Knowing the company's strengths and weaknesses can conclude the process of thinking in formulating a business strategy. Analyze the 

situation being faced with PASMA helps companies cover up for shortcomings by taking advantage of our strengths and resources.   
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Root cause using Fishbone Diagram 
 
 

  

 

 
 

 

 

 
 

 

 

 
 

 

 

Figure 1.2 Fishbone Diagram 

( Source by Author’s Analysis ) 

 

From the root cause shows that the main problem is not being able to sell. 

The biggest factor is caused by human resources, which is called the workforce. The workforce who receive too much work affects 
PASMA companies. The issue it is hard to communicate properly and the execution did not fit into the timeline. PASMA strategy is creating a 

more detailed organizational structure, it is expected that each department knows their respective responsibilities. Preventing overlapping tasks 

and anticipating unexpected things in running the company, including obstacles that will be experienced by employees. SOPs must be made to 

reinforce employee responsibilities to avoid product failures or defects. 

The workforce influences the process of selecting machinery and materials and because of that, there was no clear information about 

product material and the result of prototype testing does not match company expectations. When processing food scraps, users must cut to the 

smallest part because there was an error adjusting the dynamo belt because the size was not installed accordingly. PASMA has a strategy to 

prepare agreement by both parties in order to consider the rights and responsibilities as partners, material to be used, and budget. It is expected 

to maintain business activities within the allotted time and minimize negligence or disputes. 

Another effect is messy expense record and there is no financial plan. At least, cost-efficiency requirements can be minimized as small as 

possible from the company's operations so that costs can be lowered when purchasing raw materials or large-scale production can be done. 

From this, PASMA needs to be able to see possibilities and prepare for the long term. In order to prevent unbalanced financial statements, 

PASMA record each transaction, track the cash flow, and storing transaction proof. 

PASMA is hampered by capital, feeling that hiring external financial people is too expensive. The company also thinks that to reduce 

production costs we will do it mass production. In the end, mass production requires a larger fee at first. Too long to determine the selling price 

can be prevented if the company bookkeeping cash flow regularly and makes capital budgeting decisions.  

 

Determine the Selling Price 

Table 1 Interview Results 

Respondent Answer 

1 “Well, actually we calculate first the exact production costs and production wage, we also see the market price.” 

2 “At first we did survey market prices. Seeing prices in the market based offline and online and definitely calculate the price 

of raw materials. But currently the price of labor (workforce), only counted <50%, with the aim of reaching more people.”  

1 “Ooh, a million and five hundred, yeah ... you can actually” 
“At that time, we had a discussion with our friend, a machine lecturer, and he said that he wanted to make a composter at a 

price of 4.5 million - 5 million, and according to us it was still worth it for people who had big buying power.  

( Source :Author’s Analysis ) 

 

Seeing the statement mentioned from 2 respondents from Parongpong and Kampung Takakura, it can be concluded that to determine the 

selling price, one has to see the market price and calculate the cost of production and labor. The results of the interview are strengthened by 
Dolan, R. J. (1995) to setting prices must consider what value will be given to customers on a product. Related to that, companies can look for 

variations in the way customers value products. Like seeing the intensity of its use. Therefore, differentiation of the product that using 

technology will build its followers and have the opportunity to become cost leadership is a business strategy that can be applied in Indonesia. 

After calculating the cost and suitability of our target market, housewives who already have a house, we had the opportunity and set a price of 

IDR 1,500,000. 
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ANALYSIS OF PRACTICES 

Cash Flow Forecasting Scenario 

Table 2 Cash Flow Project 

 

Year Worst Scenario Normal Scenario Best Scenario 

0  IDR                      (40.000.000)  IDR                       (80.000.000)  IDR                    (150.000.000) 

1  IDR                          1.028.000   IDR                          2.028.000   IDR                          4.358.000  

2  IDR                         10.093.000   IDR                         57.018.000   IDR                      147.738.000  

3  IDR                         35.376.000   IDR                       131.258.000   IDR                      319.498.000  

4  IDR                         50.615.000   IDR                       261.463.000   IDR                      541.603.000  

5  IDR                       141.268.000   IDR                       479.003.000   IDR                      774.663.000  
 

( Source : Author’s Analysis ) 

 

PASMA will generate three types of cash forecasting scenarios to prepare for the future financial situation. Scenario analysis is the process 
of analyze the likelihood of future events by considering alternative possibilities. This research produces cash flow projection, which is divided 

into three, called worst, normal, and best scenarios. The results of interviews conducted to composter bin sales companies as a reference that 

used to make PASMA financial strategy. In table 4.3 shows the conclusion on each scenario made during the five years from 2020-2024.  In all 

three scenarios, production is planned at the end of the first year and start sales in the second year. 

The beginning to develop a scenario would use initial investment as the capital with an injection of additional equity in each scenario. 

Costs incurred are also different for each scenario that is IDR 40,000,000, IDR 80,000,000 and IDR 150,000,000. Additionally, the costs of 

administrative expenses, cost of goods sold, general equipment, marketing, research and development, salary and wages, and other expenses 

are made different. Production planning in the worst and normal scenario will be done twice in one year because it has to  maximize capital by 
turning cash flow. While the production planning in the best scenario will be done once in the middle of the year because of sufficient capital 

and is assumed to be able to produce large quantities of products the following year. The planning of three scenarios is made to increase every 

year, so does the sales target. 

 

NPV, IRR, and Payback Period Scenarios 

Table.3 NPV, IRR and Payback Period (Best, Normal, and Worst Scenario) 

  Worst Scenario Normal Scenario Best Scenario 

NPV          IDR  89.013.327                    IDR 296.075.958,61    IDR   831.959.352  

IRR 54% 78% 95% 

Payback Period 2 year and 4 months 2 year and 1 month 1 year 5 month 
 

( Source : Author’s Analysis ) 

 

Based on Table 1.3 show the NPV results (> 0) from three types of scenario. It can be concluded that the sale of a composter bin is good 

for investing because the income is higher than the value invested. On the other hand, IRR shows the results of all three scenarios (> 1). The 

IRR results are acceptable because they are greater than the WACC value (13.08%). WACC is obtained from cost of debt, percentage of debt, 
cost of equity, and percentage of equity. Because there is no debt in this company, the cost of capital will be calculated using the CAPM 

(Capital Asset Pricing Model) method; calculating the expected market return, risk-free rate on Indonesia, and the beta of the whirlpool 

corporation. 

 

CONCLUSION 
  

Based on the results of the study, the growth of waste is dominated by organic waste, where various human activities are found. Efforts to 

reduce organic waste can be overcome in multiple ways, one of which is composting. PASMA is a company that entering sustainable living 

trend that provides composter bin. Hence, as a new company, PASMA has problems in setting the price too long and effect unable to make 

product sales. One of the business strategy is to set the selling price by adjusting the value of the product given in fulfil consumer problems. It 
is concluded seeing the market conditions and calculating production cost, wage, overhead cost. By setting an appropriate selling price, 

PASMA can calculate the efficiency of capital budgeting in five years from now to prepare for the future financial situation. Estimates use 

scenario analysis to predict the worst, normal, and best events in the future. The strategy is cost of goods sold in the worst scenario is 

deliberately made higher, and the selling price for the worst scenario is made lower at IDR 1,350,000. Meanwhile, in the normal and best 
scenario, the sale price is set at IDR 1,500,000. Scenario analysis is made to minimize the risk and find the expected value in the future. From 

the scenario of normal cost of goods sold and the normal selling price of a product, it will generate cash flow with normal sales performance. 

When there is an upward trend in environmentally friendly lifestyles and change habits of composting from manual to automatic, the best 
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scenario forecasting might be used. But if people still don't care, the trend is downward, and there is even an economic crisis, the worst scenario 

can be used in this condition. In addition, it takes hard work from the company to provide awareness to the community, so there will be an 

increase in sales. The last, all three scenarios show the result of net present value is positive or more than zero. It can be concluded that the sale 

of a composter bin is good for investing because the income is higher than the value of Invest. This means that this project has the feasibility 
and investment will give the benefit to the company. Trough the results of this estimate, capital budgeting is very important in determining cash 

flow and stocks investment. If the estimate and decision of capital budgeting is accurate then the income of the company will also increase in 

the future. 
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Abstract  

This paper aims to examine the level of CSR disclosure by public companies listed on the IDX in 2019 after the enactment of OJK Regulation 

No. 29 of 2016 concerning Annual Reports. Using a content analysis approach, this paper examines 333 annual reports of companies listed on 

the Indonesia Stock Exchange (BEI) in 2019. Samples were selected using the purposive sampling method. Multiple regression analysis is used 

to examine the causal relationship between disclosure of corporate social responsibility and several determining factors of corporate 

governance mechanisms including board size, board independence, and concentration of ownership. Firm size, industry sensitivity, and 
leverage are also included as control variables. This study found that board size, board independence, industry sensitivity, company size, and 

leverage are positively related to disclosure levels. This shows that a company with a higher level of corporate social responsibility presents a 

larger board size, a more independent board of commissioners, and is included in an industry that is more sensitive to the environment, 

compared to companies with lower levels. The most statistically significant variable affecting the level of corporate social responsibility 
disclosure is board size. This result provides important insight that in the Indonesian context, the greater the board of commissioners of a 

company, the more socially responsible the company is. 

 
Keywords: Content Analysis, Corporate Governance, Corporate Social Responsibility, Firm Characteristics, Indonesia  

 

BACKGROUND 

Indonesia has committed to embrace Sustainable Development Goals (SDGs) in its medium and long-term national development plan 

(Ministry of National Development Planning, 2018). Therefore, the government has formulated several regulations that are in accordance with 

SDG principles and requested support from all walks of life, including companies. National SDG comprises four pillars namely economic, 
environmental, social, and governance which are also components of corporate social responsibility (CSR) hence the regulations set for 

companies are mostly related to CSR. In fact, the practice of CSR has been carried out by many Indonesian companies in the past few decades, 

even though the practice was inconsistent because the prevailing regulations show contradictions. Law no. 25 of 2007 concerning Investment 

states that CSR must be carried out by all companies without exception. However, there are no sanctions for companies that fail or ignore them. 
On the contrary, Law No. 40 of 2007 concerning Limited Liability Companies clearly imposes sanctions for violators but specifies CSR 

obligations only for companies that manage natural resources (Maris, 2020). 

In response to the law, many controversies arose. CSR supporting companies, both from extractive industries and others, consider this 

regulation as an opportunity to develop good relations with the government by contributing to overcome societal issues. Consequently, they 
conducted CSR and its reporting mandatorily or voluntarily. Meanwhile, the opposing party criticizes the ambiguity of regulations and 

considers them discriminatory, burdensome corporate finances, decrease competitiveness, and deviates from the main principles of CSR, 

voluntary. Despite the controversy, the level of CSR participation of Indonesian companies is still low, prompting the Financial Services 

Authority (OJK) to set stricter regulations in 2016, namely POJK No. 29 regarding the Annual Report of Issuers or Public Companies. In this 
regulation, OJK requires all issuers and public companies to publish annual reports in accordance with established standards which at least 

disclose the company's CSR practices. This regulation also imposes clear sanctions for violators. Moreover, in 2017 FSA set POJK No. 51 

which obliged all financial institutions, issuers and public companies to conduct sustainable finance and disclose it in form of sustainability 

report. Although this regulation will be effectively implemented by 2021 for public companies, it has emphasized the compulsory of CSR 

practice and reporting today. 

Apart from regulatory issues and controversies, incentives in the form of award events have been initiated to increase corporate awareness 

about CSR, namely the Annual Report Award (ARA) by OJK since 2002, and the Sustainability Reporting Award (SRA) by the National 

Center for Sustainability Reporting (NCSR) since 2005. Although the number of companies participating in the SRA Award continues to 
increase every year, the proportion (2%) is still very small compared to the number of public companies (https://www.ncsr-id.org/id). This 

indicates that the level of CSR engagement by public companies in Indonesia is still low. 
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This phenomenon needs further analysis related to what factors are behind the company's CSR disclosure policy. Many researchers have 

studied the causal relationship between CSR disclosure and corporate governance mechanisms, the fourth pillar of the national SDG. It is said 

that good corporate governance practices can increase competitiveness, self-confidence, and company transparency (Barros et al., 2013; Said et 

al., 2009). However, the big picture of this relationship needs to be reconfirmed because of the inconsistency of the results among previous 
studies. In this paper, we assess the extent and structure of CSR disclosure of public companies based on the minimum standards required by 

the OJK as well as the influence of corporate governance variables on them. 

 

LITERATURE REVIEW 

2.1 Theoretical Framework 

There are several theories underlying the relationship between variables in this study, namely agency theory, legitimacy theory, and 
political cost theory. According to agency theory, the separation of duties between agents and principals will produce information asymmetry 

that raises agency costs. More disclosures in annual reports or sustainability reports will help reduce these costs (Htay et al., 2012). While 

legitimacy theory highlights the fact that companies must maintain their legitimacy in society. If the company loses its legitimacy, public trust 

will fall so that the interests and sustainability of the company are in trouble. Thus, disclosure of information, especially regarding social and 
environmental issues can enhance a company's reputation in the public eye (James Guthrie et al., 2006; Wang, 2013). Meanwhile, political cost 

theory states that political costs are costs collected by the government, thereby reducing the value of the company in the form of taxes (Milne, 

2001; Wang, 2013). Larger companies with high operating profits will tend to be subject to higher taxes. Besides in the form of taxation, 

companies like this attract the attention of the government and the community so that they are encouraged to share them with the public in 

other political costs (Milne, 2001). However, companies will tend to try to reduce these costs, one of which is the disclosure of CSR. 

2.2 Corporate Governance Mechanism 

A corporate governance mechanism can be defined as a system that can influence the way a company communicates with its stakeholders, 

including regarding CSR policies (Elsakit & Worthington, 2014; Jahdi, 2014; Jamali & Rabbath, 2007; Kamal, 2011; Moon et al., 2013). 
Several previous researchers (Barros et al., 2013; Jahdi, 2014; Jo & Harjoto, 2012) concluded that the CG mechanism generally consisted of 

two dimensions: (1) concentration of share ownership and (2) characteristics of the governance body consisting of a board of directors and the 

audit committee. 

2.3 Corporate Social Responsibility Disclosure 

CSR is a concept that has attracted the attention of the business world, both practitioners and academics for the past few decades (Jizi et 

al., 2014; H. Khan, 2002; Safieddine & Jamali, 2007; Said et al., 2009). The essence of CSR is the company's responsibility efforts for the 

impact caused by the company's activities on the community and the environment. CSRD has received great attention in any country in the 

world, including Indonesia. Therefore, the government has encouraged this disclosure by making it a mandatory disclosure in the Company's 
annual report. The annual report is considered the most effective tool for communicating any information about the company to the public (J 

Guthrie, 2006; Nuswandari, 2009). In assessing the level of corporate CSRD in Indonesia, this study adopted a disclosure framework set by the 

Financial Services Authority No.29 / POJK.04 / 2016 JO. SEOJK NO. 30 / SEOJK.04 / 2016 which is adapted from the disclosure index 

compiled by Global Reporting Initiatives as follows. 

Table 2.1 CSR Disclosure Index 

Category Items 

Environment (1) the use of environmentally friendly and recyclable materials and energy; 

(2) Issuer or Public Company waste treatment system; 

(3) mechanism for complaints of environmental problems; and 

(4) certification in the environmental field owned; 

Labor, health and safety 

practices 

(1) gender equality and employment opportunities; 

(2) work facilities and safety; 

(3) employee turnover rate; 

(4) work accident rate; 

(5) education and / or training; 

(6) remuneration; 

(7) the mechanism for complaints of labor problems; 

Social and community 

development 

(1) use of local labor; 

(2) community empowerment around Issuers or Public Companies, among others through the use of raw 

materials produced by the community or providing education; 

(3) improvement of social facilities and infrastructure; 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 736  

Category Items 

(4) other forms of donations; and 

(5) communication regarding anti-corruption policies and procedures at Issuers or Public Companies, as 

well as training on anti-corruption (if any); 

Responsibility for goods and / 

or services 

(1) consumer health and safety; 

(2) information on goods and / or services; and 

(3) facilities, number, and countermeasures for consumer complaints; 

2.4 Hypotheses Development 

In this paper, dimensions of corporate governance mechanisms and firm characteristics are represented by the following variables: 

1. Board Size 

Board size refers to the number of commissioners on the board of commissioners. Previous research has shown contradictory findings and 

results. Some revealed that small boards were expected to be more effective in reducing communication problems and increased the board's 

ability to control management than large boards (Htay et al., 2012; Said et al., 2009; Taha & Haziwan, 2009). In contrast to these findings, 

several other studies reveal that board size positively influences corporate CSR disclosure (Esa et al., 2012; Jizi et al., 2014). These results 

indicate that smaller board sizes can increase the workload of individual members which limits the board's monitoring capabilities. Thus, the 

first hypothesis in this study will be tested: 

H1 : Board size is positively related to corporate social responsibility disclosure.   

2. Board Independency 

In Indonesia, the two-tier board system is mainly adopted by companies. In this context, the independence of the board refers to a number 

of independent commissioners on the board. Independence of board members is considered a key corporate governance mechanism (A. Khan et 

al., 2013). Many studies (Esa et al., 2012; Jizi et al., 2014; Jo & Harjoto, 2012; A. Khan et al., 2013; Said et al., 2009; Taha & Haziwan, 2009) 

revealed that the independence of the board was significantly correlated with CSRD. It is expected to carry out the role of monitoring in 
protecting the interests of stakeholders, reducing the benefits of concealing information, and improving the quality of financial disclosure 

monitoring. Therefore our study will test the following second hypothesis: 

 H2 : Board independency is positively related to corporate social responsibility disclosure. 

3. Ownership Concentration 

Based on previous studies, ownership concentration has a significant impact on CSRD in developing countries (A. Khan et al., 2013). 

Several studies have found that highly concentrated ownership can leave minority shareholders powerless to prevent major shareholders from 

carrying out their own plans regarding the company (Reverte, 2009; Said et al., 2009). In contrast, Khan et al. (2013) states that companies that 

are highly concentrated ownership, have sufficient incentives to make high-level CSR disclosures. The presence of major shareholders can 
prevent management from taking "cash" actions for their short-term personal gain. Thus, several studies have shown that the presence of a high 

concentration of ownership can lead to higher levels of CSRD (Haniffa, R. and Cooke, 2000; A. Khan et al., 2013; Taha & Haziwan, 2009; 

Wang, 2013). Based on this argument, this third hypothesis will be tested: 

 H3 : Ownership concentration is positively related to corporate social responsibility disclosure. 

4. Industry Sensitivity  

This term distinguishes industries into two groups, 'more sensitive' industries and 'less sensitive' industries. The "more sensitive" are 

considered those who are more at risk of being criticized for CSR issues because their operations involve a higher risk of damaging the natural 

environment. Based on previous literature (Reverte, 2009; Wang, 2013), the following "more sensitive" sectors were identified as: Forestry, 
Agriculture, Liquor & Tobacco, Mining, Energy, Paper & Pulp, Power Generation (oil and gas), Water, Chemicals, Steel and other metals, 

Electricity , Airline, Automotive and Media & Communication. Everything else is considered ‘‘less sensitive”. Companies that are included in 

"more sensitive" industries are expected to face more pressure from stakeholders regarding their environmental performance, and are therefore 

expected to display more CSR activities (Reverte, 2009; Wang, 2013). Therefore, the discussion above brings us to the fourth hypothesis that: 

H4 : Industry sensitivity is positively related to corporate social responsibility disclosure. 

 

METHODS 

Data was collected by conducting a content analysis of the public companies’ 2019 annual report published on the Indonesia Stock 

Exchange website (www.idx.co.id) or the website of each company. There are 333 public companies included in the sample of a total 
population of 690 listed companies. The screening of samples is carried out using a purposive method by considering: (1) availability of the 

2019 annual report, and (2) Clarity of the text of the annual report. The sample already represents nine business sectors classified by the IDX.    

In this study, there are four variables identified as determinants of CSRD policies. Board size (BS) is measured by the number of 

commissioners on the board of commissioners. Board Independence (BINDP) is measured based on the proportion of independent 
commissioners from the total board members. The concentration of ownership (CONC) is measured by the ratio of shares held by the 

company's largest shareholder. Finally, industry sensitivity (INS) is measured using the dummy variable (1) to label "more sensitive industries" 

and (0) for the "less sensitive industries". 
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We also consider company size, profitability, and corporate leverage as control variables. Company size (SIZE) is measured as the natural 

logarithm of total assets. Profitability is measured using Return on Assets (ROA). While leverage (LEV) is measured by the ratio of total 

liabilities to total book value of equity. We use content analysis to measure the level of CSR disclosure. We give a value of 1 if the company 

discloses an indicator, and 0 if it does not disclose. We apply multiple regression models on cross-sectional data through multicollinearity and 

robust standard error tests. 

Based on the framework and hypotheses that have been developed in the previous chapter, the model for this research is: 

CSRDi = β0 + BSi + BINDPi + CONCi + INSi + SIZEi + ROAi+ LEVi + εit            (1) 

where for company i : CSRD refers to the CSRD index in year t; BS, board size; BINDP, board independence; CONC, ownership 

concentration; INS, industry sensitivity; SIZE, firm size; ROA, Return on Assets; LEV, leverage; Ɛ, error term. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Table 2 Detail results of the regression analysis 

Variables Std Beta 

Board size 0.0000** 

Board Independence 0.2547 

Ownership concentration 0.6647 

Industry sensitivity 0.0754* 

Firm Size 0.3840 

Leverage 0.0004** 

 

Note: **, * variables that are statistically significant at levels 5 and 10%, respectively 

Table 1 shows the regression analysis of all independent and control variables. The coefficient of determination (R square) of the model 

shows us that 22.47% of the CSRD level is explained by board size, board independence, ownership concentration, industry sensitivity, 

company size, and leverage. 

Our results show that board size, board independence, and industry sensitivity have a positive relationship with CSRD. Thus the 

hypotheses H1, H2, and H4 are supported. It can be observed that among them, board size is the most significant factor and is positively related 

to CSRD at the 0.05 significance level. This is consistent with previous research (Esa et al., 2012; Jizi et al., 2014) which found that effectively 

designed board can contribute to safeguarding the interests of all stakeholders, and not just the shareholders who appoint them. The 
independence of the board variable was not significant in explaining the level of CSRD, while it was significant in previous studies (Esa et al., 

2012; Jizi et al., 2014; A. Khan et al., 2013; Said et al., 2009; Taha & Haziwan, 2009). 

On the other hand, we failed to find a positive relationship between CSRD and concentration of ownership, which contradicts previous 

research (Reverte, 2009; Said et al., 2009; Taha & Haziwan, 2009). It seems that companies whose shares are less concentrated are more likely 
to disclose more CSR information to reduce asymmetry of information. Therefore, the hypothesis H3 is rejected. In the Indonesian context, 

companies that are classified as "more sensitive industries" reveal more information about CSR activities than less sensitive industries. But the 

difference is not statistically significant. This finding is different from some previous studies (Reverte, 2009; Wang, 2013).  

Regarding control variables, our findings show that larger company size and leverage are significantly associated with greater CSRD 
levels. This result is consistent with several previous studies (Haniffa, R. and Cooke, 2000; A. Khan et al., 2013; Migliardo & Forgione, 2018; 

Wang, 2013). 

 

CONCLUSION 

The purpose of this paper is to investigate the potential determinants of CSR disclosure in Indonesia, as one of the countries that support 

SDGs, by conducting a content analysis of public companies listed on the Indonesia Stock Exchange in 2019. This paper adds a research body 

that focuses on disclosure mandatory CSR in developing countries, especially Indonesia. 

Our main findings are as follows. First, CSR disclosure has received great attention among Indonesian public companies, but i ts 

implementation is still low. Though the disclosure indicators in this annual report are very few when compared to other standards such as GRI. 

Second, board size, board independence and industry sensitivity are factors that can shape CSR disclosure policies, but only board size has a 

significant role. In other words, companies with larger board sizes and more independent boards and highly sensitive industries tend to reveal 
more information about CSR activities. This finding also shows that an effectively designed board is able to accommodate the interests of all 

audiences, not just shareholders and creditors. 

Our results also show that ownership concentration is not a good predictor of the level of CSR disclosure. Companies that are widely 

owned are more likely to disclose more CSR information. While in companies with highly concentrated ownership, minority shareholders 
practically do not have the power to encourage or prevent controlling shareholder policies. Subsequent research is directed at looking at how 

CSR disclosure practices after the enactment of POJK No. 51 for all public companies in 2021. 
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Abstract  

This study investigates the relationship between reverse stock split firms and financial distress by using the Grover model, which uses 30 

samples (15 reverse stock split and 15 non-reverse stock split) of Indonesia public listed firms between the year 2010 until 2019. The 
hypothesis taken is whether firms that announce reverse stock split, afterward tend to have financial distress or not. Four research model 

categories are taken, which analyzes Grover score as a predictor of financial distress related to financial ratios of the firm. Also, the research 

predicts the financial distress over one year, two years, and three years after reverse stock split happened. Using pooled OLS regression, the 

result of this study shows that earnings before interest and taxes divided by total assets or EBITTA as the significant predictor for financial 
distress on overall research models. Also, there are other financial ratios that significantly predicts financial distress based on each research 

model and year of sampling 
 

Keywords: Financial Distress, Grover Model, Reverse Stock Split   

 

BACKGROUND 

Theoretically, reverse stock split should have no impact whatsoever on future returns, as reverse stock split concept is the decreasing 
number of shares in exchange of increasing share price by the same ratio, with maintaining the same company market capitalization. However, 

there has been a debate that argues about gaining positive versus negative returns from past researchers on post-reverse stock split event. 

Supporting positive returns, reverse stock split aims to increase stock’s marketability through reducing transaction costs (Edmister and 

Subramanian, 1982; Brennan and Copeland, 1988), which leads to help investors to buy stocks on margin, in which creates conditions for better 
valuation of the stock (Hwang, Dimkpah, and Ogwu, 2012). Supporting this scenario, Han (1995) argues that reverse stock split increases 

trading volume. On the other hand, negative returns will happen that Woolridge and Chambers (1983) said that reverse stock split event is a 

strong signal that shows lack of confidence in the future stock price increases due to earnings improvement issue, therefore, investors should 

sell their shares in response of impending reverse splits. Marchman (2007) states that stock volatility will decrease, which leads to lessening 

advantage of tax laws that allows to expense a paper loss for firms and investors. Responding this, the company should take precaution 

measures in handling one of the stress of company, which is handling financial distress. 

Financial distress is a condition where the company could not fulfill its financial obligations to its creditors, due to illiquid assets, high 

fixed costs, or high sensitive revenues to economic downturns, making it in insolvable condition (Indriyanti, 2019) and means to escape 
financial distress is by having cash flow which exceeds current debt obligations (Whitaker, 1999). Financial distress shows negative feedback, 

both for the company performance in managing its financial needs and profit targets, as well as for investor’s trust through creation of bad 

perception about the terrible management of the company. Therefore, to create the financial distress risk mitigation strategy, the company must 

know its financial distress status through accurate financial distress prediction model (Christianti, 2013). Limited to research scope in 
Indonesia, there have been some past researchers using Altman Z-Score and Grover model as the financial distress calculation accuracy with 

samples of Indonesia public listed firms. Interestingly, the researcher found that the Grover model is more compatible in most business 

industries compared with the Altman Z-Score model. Also, there has never been a research that assesses financial distress on reverse stock split 

firms on Indonesia public listed firms based on Indonesia Stock Exchange. Therefore, the researcher wants to fulfil this research gap by 
identifying the relationship between reverse stock split firms’ financial distress using the Grover model and identifying whether reverse stock 

split firms versus firms that never conducted reverse stock split firms have higher financial distress probability using the Grover model. 
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LITERATURE REVIEW 

Grover Model 

Founded by Jeffrey S. Grover and Angelina Lavin (2001), Grover model is a reassessed financial distress model from Altman Z-Score, 
with replacement of working capital to total asset ratio variable with the current ratio. This model is an upgrade from Altman Z-Score model in 

which proper for private and public listed companies, including service companies, and eliminating company size. Grover Model formula as 

follows: G = 1.650X1 + 3.404X3 – 0.016ROA + 0.057 

Note that X1 is working capital/ total assets or WCTA, X3 is earnings before interest and taxes/ total assets or EBITTA, and Return on 
Assets (ROA) is net income/ total assets or NITA. The financial distress is represented by the G score in the Grover model. The firm is 

predicted to be at financial distress if G score is less than or equal to -0.02 (G ≤ -0.02), the firm is predicted to be in healthy (non-distress) 

condition if G score is more than or equal to 0.01 (G ≥ 0.01), and if -0.02 ≤ G ≤ 0.01, the company is in the grey area according to Hotman 

Fredy (2016). 

 

Research Summary of Accuracy Financial Distress Models in Indonesia Public Listed Firms 

Compared with the Altman Z-Score model, Grover's model has higher accuracy on predicting financial distress in most industries.  In 

sequence, first, the banking industry has 100% accuracy from using the Grover model and 46.67% accuracy from using the Altman model 

(Fauzan and Sutiono, 2017). Second, the coal industry has 88.24% accuracy from using the Grover model, with no research on using the 

Altman model (Gusni, Wiludieng, and Silviana, 2019). Third, the manufacturing industry has 44.2% accuracy from using the Grover model and 

37.4% accuracy from using the Altman model (Gunawan, Pamungkas, and Susilawati, 2017). Fourth, the garment and textile industry have 

72.2% accuracy from using the Grover model and 20% accuracy from using the Altman model (Parquinda and Azizah, 2019). Fifth, trade and 

service industry have 97% accuracy from using Grover model and 73.5% accuracy from using Altman model (Munawarah, 2019). However, a 

research by Primasari (2017) on the consumer goods industry shows Altman has a 72% accuracy rate, higher than Grover which is only 5.6%. 
Although it needs more comparing results on other industries between Altman and Grover accuracy rate, based on current collected past 

researches, high reliability is shown in using Grover model than Altman Z-Score model in calculating financial distress on Indonesia public 

listed firms. 

 

Hypothesis Development 

Recognizing financial distress is important to escape inability to pay off financial obligations to its creditors (Indriyanti, 2019) and to 
hinder financial distress moments, which could lead to bankruptcy (Christianti, 2013). To escape financial distress, take steps of awareness, 

analyze, and strategize financial decisions (Whitaker, 1999) and create a risk mitigation plan (Christianti, 2013) to tackle financial distress. 

Beforehand, having high accuracy of financial distress calculation is important, as to give reliable data for the company. Also, based on 

Efficiency Market Hypothesis (EMH) concept, where stock prices reflect all information and stock always trade at fair value, stated that 
investors are selling are selling prior to the ex-split date to evade negative abnormal return on the reverse stock split date (Klein, Rosenfeld, and 

Tucker, 2006). From reverse stock split announcement, investors could assume that the company may want to limit external financing, as the 

company is at the top of its business cycle or showing decreased future earnings growth, opposite of the signalling effect (Fama et al, 1969). 

Following this case, there is a possibility where the majority of shareholders will take away their investments, leading for the company to able 
to expand, maintain its daily business operations, or even unable to pay back its financial obligations to investors, which leads to higher 

financial distress and threat of bankruptcy. This leads to: 

H1: Firms that announce reverse stock split tends to have financial distress. 

 

METHODS 

Research Sample 

In this research, the sample is determined using a purposive sampling method. Using public listed firms on Indonesian Stock Exchange 
(IDX) during the 2010-2019 period that conducted reverse stock split companies and non-reverse stock split companies as matched samples 

based on sub-industry, age, and similar total assets. However, there are limitations applied, which are excluding companies that conducted 

reverse stock split after delisted from IDX and excluding stocks that do not have year 2019 financial data, due to suspended stock by IDX. This 

leads to only a total of 15 reverse stock splits, added with the same number of matched samples, therefore, the total sample will be 30 used. 

 

Measuring Financial Distress using Grover Model 

Our empirical approach will test financial distress for one year ahead (t+1), two years (t+2), and three years (t+3) prediction after a year of 

reverse stock split occurrence. However, this test is limited especially for reverse stock split from year 2018 in predicting financial distress two 

and three years ahead due to research out-of-scope and financial data availability is not provided yet from the annual report. There is not any 

reverse stock split occurring in 2019. Pooled OLS regression is applied due to different stock samples being used for each month and year per 
different future years prediction. Therefore, it is a suitable regression model to test financial distress of the firm prior to post-reverse stock split. 

The research aims to find the significant factor which influences financial distress based on the Grover Model on post reverse stock split firms. 

To test the first hypothesis, this research applies four category of research models. With predicting first, second, and third year after 
reverse stock split event, therefore, there are twelve research models.  First category is finding the relationship of Grover score and reverse 

stock split ratio with financial ratios. This applies for research model number 1 until 3. 

GSt+1=  + RSSRatio + LoLt+1 + NITAt+1 + CACLt+1 + EBITTAt+1 +     (1) 
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GSt+2=  + RSSRatio + RETAt+2 + CACLt+2 + EBITTAt+2 + SIZEt+2 + TLbgthTAt+2 +  (2) 

GSt+3=  + RSSRatio + CACLt+3 + EBITTAt+3 + SIZEt+3 +       (3) 

Second research model category is determining the relationship of Grover Financial Distress category in which either bankrupt or healthy 

firm and the financial ratios. This applies for research model number 4 until 6. 

GFDx bankrupt (1) or healthy (0)t+1 =  + RevSS + CACLt+1 + CATLt+1 + EBITTAt+1 + SIZEt+1 + b11TLbgthTAt+1 + e

          (4) 

GFDx bankrupt (1) or healthy (0)t+2 =  + RevSS + LoLt+2 + CACLt+2 + EBITTAt+2 + SIZEt+2 +  (5) 

GFDx bankrupt (1) or healthy (0)t+3 =  + RevSS + NITAt+3 + RETAt+3 + SIZEt+3 +   (6) 

 

Third research model category is determining the relationship of Grover Financial Distress category in which either in grey area or healthy 

firm and the financial ratios. This applies for research model number 7 until 9. 

GFDy grey area (1) or healthyt+1 (0) =  + RevSS + NITAt+1 + CACLt+1 + CATLt+1 + 9EBITTAt+1 + 10SIZEt+1 + 

11TLbgthTAt+1 +          (7) 

GFDy grey area (1) or healthy (0)t+2 =  + 2RevSS + 4WCTAt+2 + 7CACLt+2 + 9EBITTAt+2 + 10SIZEt+2  

+             (8) 

GFDy grey area (1) or healthy (0)t+3 =  + RevSS + + 7CACLt+3 + 9EBITTAt+3 + 10SIZEt+3 + 11TLbgthTAt+3  

+             (9) 

Fourth research model category is determining the relationship of Grover Financial Distress category in which either bankrupt or healthy 

firm and the financial ratios. This applies for research model number 10 until 12. 

GFDz bankrupt (1) or grey area (0)t+1 = a + 2RevSS + 7CACLt+1 + 8CATLt+1 + 9EBITTAt+1 + 10SIZEt+1 + 11TLbgthTAt+1 + 

          (10) 

GFDz bankrupt (1) or grey area (0)t+2 =  + RevSS + LoLt+2 + CACLt+2 + EBITTAt+2 +   (11) 

GFDz bankrupt (1) or grey area (0)t+3 =  + 2RevSS + 3LoLt+3 + 9EBITTAt+3 + 10SIZEt+3 +   (12) 

where the dependent variable for each research model is Grover Score (GS); Grover Financial Distress (GFDx), represented by Grover or 

G score, where if G ≤ -0.02 means bankrupt (1) and otherwise is healthy (0); Grover Financial Distress (GFDy), represented by Grover (G) 

score, where G ≥ 0.01 means healthy (0) and otherwise is grey area (1); Grover Financial Distress (GFDz), represented by Grover (G) score, 
where if G ≤ -0.02 means bankrupt (1), otherwise means grey area (0). The independent variable for each model is b1RSSRatio, the reverse 

stock split ratio and b2RevSS, where 1 for firms that have ever conducted reverse stock split, otherwise is 0. The control variables are Levels of 

Leverage (LoL), Working Capital/ Total Assets (WCTA), Net Income/ Total Assets (NITA) , Retained Earnings/ Total Assets 

(RETA), Current Assets/ Current Liabilities (CACL), Current Assets/ Total Liabilities (CATL), Earnings Before Interest and Taxes/ 

Total Assets (b9EBITTA), Size of the firm (SIZE), and Total Liabilities bigger than Total Assets represents 1, otherwise 0 (TLbgthTA). 

All control variables will be set based on the year of prediction per research model: one year prediction (t+1), two years prediction (t+2), and 

three years prediction (t+3).  means constant value and  means residual error. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Table 1. Descriptive Statistics for First Research Model Category 

 

Table 2. Descriptive Statistics for Second Research Model Category 

 

Table 3. Descriptive Statistics for Third Research Model Category 
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Table 4. Descriptive Statistics for Fourth Research Model Category 

 

 

 

Overall research models show a good model fit for this research. From the first research model category, overall, CACL and EBITTA has 

positive relationship with Grover Score. In detail, for a year after reverse stock split occurred, only CACL shows significant effect and positive 

relationship with the Grover Score. For two years after reverse stock split occurred, EBITTA and RETA show significant effect and positive 
relationship with the Grover Score and for three years after reverse stock split occurred, EBITTA and CACL show significant effect and 

positive relationship with the Grover Score.  

From the second research model category, overall, CACL and EBITTA show negative relationship with GFDx. In detail, for a year after 

reverse stock split occurred, EBITTA and RevSS show significant effect. RevSS has positive relationship with the GFDx, while EBITTA 
shows negative relationship. For two years after reverse stock split occurred, EBITTA shows significant effect. LoL shows positive relationship 

with the GFD, vice versa with EBITTA. For three years after reverse stock split occurred, only EBITTA shows significant effect and negative 

relationship with the GFDx. 

From the third research model category, overall, EBITTA and SIZE. EBITTA shows negative relationship with GFDy, while SIZE both 
positive relationship in first year and three years prediction with GFDy. However, SIZE shows negative relationship in two years prediction 

with GFDy. In detail, for a year after reverse stock split occurred, RevSS, EBITTA, and CATL show significant effect. RevSS has positive 

relationship with the GFDy, while EBITTA and CATL shows negative relationship. For two years after reverse stock split occurred, EBITTA 

and WCTA show significant effect. Both EBITTA and WCTA shows negative relationship with the GFDy. For three years after reverse stock 

split occurred, only RETA shows significant effect and has negative relationship with the GFDy. 

From the fourth research model category, overall, EBITTA shows negative relationship with GFDz. In detail, for a year after reverse stock 

split occurred, RevSS, EBITTA, and CATL show significant effect. RevSS has positive relationship with the GFDz, while EBITTA and CATL 
shows negative relationship. For two years after reverse stock split occurred, EBITTA and LoL show significant effect. LoL shows positive 

relationship with GFDz, while EBITTA shows negative relationship. For three years after reverse stock split occurred, EBITTA and SIZE show 

significant effect. SIZE shows positive relationship with GFDz, while EBITTA shows negative relationship. 

 

CONCLUSION 

There has not been a research about relationship between reverse stock split firms and financial distress on Indonesia public listed firms 
before. Also, using previous researchers on financial distress accuracy model, Grover model proves to have higher accuracy than Altman Z-

score. Therefore, the researcher uses Grover model as the financial distress model in this research. This study aims to find the relationship 

between reverse stock split firms and financial distress using Grover model, with timeframe of a year after reverse stock split occurred, two 

years, and three years.  

The result shows that EBITTA as the suitable factor describes financial distress of the firm after reverse stock split occurred. EBITTA 

shows positive relationship with Grover Score in assessing financial distress. However, when associated with Grover financial distress 

category, EBITTA factor shows negative relationship. This result is supported from Hamid (2018) and Siregar (2018) that EBITTA as the 

significant predictor in assessing financial distress. With successfully shows significant results on research model, the first hypothesis is 
accepted. This research is useful for listed firms and investors in carefully assessing firm’s financial distress and do better calculations in 

arranging financial strategy for firms and investment strategy for investors. As this research only limited for the Indonesia public listed firms 

that did reverse stock split, future research could also be expanded into by using other financial distress models, as an improvement 

comparative study with Grover model. Furthermore, the time series of the samples can be expanded on longer terms.   
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Abstract  

Currently, the closure of retail outlets in Indonesia is a concern for shareholders and companies engaged in the retail industry. Declining 

profitability is caused by decreasing sales experienced by many retail companies. The continuous decline in profitability can cause the 

company to go bankrupt. The purpose of this study is to predict the bankruptcy of retail companies with the Altman Z-score method and 

analyze the effect of bankruptcy risk, company size, book to market, and total asset turnover on retail company returns. The sample in this 
study was 16 retail companies listed on the Indonesia Stock exchange selected based on purposive sampling. This study highlights 2 important 

findings: (1) based on Altman Z scores, 7 retail companies in healthy condition, 5 retail companies in grey areas, and 4 retail companies in 

unhealthy conditions. From these results it can be concluded that the decline in the phenomenon of sales in retail companies does not cause the 

retail company's financial condition to decline industrially, (2) based on the results of a linear regression book to market have a significant 
effect on stock return. Distress risk, firm size, and total asset turnover do not have a significant effect on stock return. 

 

Keywords: altman z-score, book to market, distress risk, retail industry, stock return 

 

BACKGROUND 

Nowadays, the growth of the retail industry in Indonesia is declining. The phenomenon that occurred in the past few years, many retail 

stores in Indonesia are closing their branch and some of them are facing bankruptcy. Cited from CNN Indonesia, the number of retail outlets 
closed in Indonesia was started by PT Modern Internasional Tbk. They closed all 166 outlets of convenience store brands from the United 

States namely 7-eleven in Indonesia on June 30, 2017. Furthermore, throughout 2017 PT Ramayana Lestari Sentosa Tbk closed 16 of its 

supermarket outlets that suffered losses. The Corporate Secretary, Setyadi Surya, said that the closure was carried out to reduce sales costs. In 

the same year, PT Matahari Department Store Tbk (LPPF) also closed three of its outlets in Jakarta, located in Pasaraya Blok M, Manggarai, 
and Taman Anggrek Mall and one outlet in Lombok City Center, West Nusa Tenggara. According to the Secretary of the Company, Miranti 

Hadisusilo, this decision was taken because the company considered the four outlets were unable to reach the company's sales target. To 

survive, in 2018 Matahari department stores again closed three less productive outlets. PT Mitra Adiperkasa Tbk (MAPI) closed all Lotus 

Department Store outlets in 2017. Based on information from liputan6.com, Corporate Secretary of Mitra Adiperkasa, Fetty Kwartati, said the 
closure was carried out because of Lotus's sales performance condition that continued to decline. For the same reason, PT Mitra Adiperkasa 

Tbk (MAP) also closed all Debenhams outlets. At the end of 2018, Hero Supermarket Tbk closed 26 of its outlets due to a decrease in total 

sales. Then, it closed 6 of its outlets in 2019. The series of phenomena shows that lately, the retail industry is becoming a vulnerable business. 

In investing, investors expect a good return from their investment yet investors are also faced with systematic risk and unsystematic risk. 
Since nowadays the retail industry is becoming a vulnerable business, Investors should pay attention to the risk of investment in this industry to 

maximize their stock return. Bankruptcy risk is one of the factors that can be considered especially for the retail industry which experience 

declining sales phenomenon. Beside the bankruptcy risk variable, there is much information in financial statements often make the investor 

confused to determine the important factors from financial statement for their investment decisions. Therefore, in this study researcher want to 
analyze the financial condition of the retail industry and find out whether bankruptcy risk, firm size, book to market, and total asset turnover 

significantly impact the stock return. Many researchers have studied the effect of financial ratios on stock returns. However, each study has 

different results due to differences in data and research period. 

Research questions 

1. How is the condition of the Retail industry in Indonesia based on the bankruptcy risk assessment during 2014-2018? 

2. Is there any significant relationship between Altman Z-score, firm size, book to market, and total asset turnover toward a stock return of 

the Indonesia Retail sub-sector? 
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LITERATURE REVIEW 

Research on stock return predictors has been conducted by Utama and Lumondang (2009). They analyze the influence of distress risk, 
firm size, and book to market toward stock returns in the manufacturing sector listed on the JSE in the period 2000-2004. In his research 

distress risk was measured by the Altman Z-score and Ohlson O-score. The results showed that none of these variables significantly affected 

subsequent returns. 

Hussein and Mahfud (2016) also conducted a study about the effect of distress risk, firm size, book to market ratio, return on assets, and 
debt-equity ratio towards stock returns in LQ45 stocks. The results of their study stated that distress risk has positive influence but not 

significant to stock return, size and BMR have a negative influence and has a significant influence on stock return, ROA and DER does not 

have a significant influence on stock return. 

Research conducted by Dichev (1998) examined the relationship between bankruptcy risk, size, book to market, and return. The results of 
his study stated that high distress risk has a low book to market and produces a low return. His research also confirms by Raisyte and Seitz 

(2013) that shows distress risk has a negative relationship toward a stock return. 

Research conducted by Fama and French (1992) shows that book to market ratio has a strong influence on stock returns where the 

relationship is positive thus the greater the ratio B/ M, the higher the expected average returns. The results are supported by the research of S. 
Kheradyar et al (2011), which find that compare to dividend yield (DY), earnings yield (EY) and book-to-market ratio, B/M has the highest 

predictive power toward stock returns with a positive relationship. However, their finding is inconsistent with Dichev (1998), Utama and 

Lumondang (2009), Sudiyatno and Irsyad (2011), and Hussein and Mahfud (2015) research that find book to market ratio has negative impact 

toward stock returns. 

Research on the effect of current ratio, debt-equity ratio, total asset turnover, return on asset, and price to book value on stock return was 

carried out by Asmi (2014). The object of her research is companies engaged in Real Estate and Property Industry listed in BEI. The results of 

the study stated that the price to book value has a significant effect on stock returns and for the current ratio, debt to equity ratio, total asset 

turnover, return on assets does not significantly influence stock returns. Similar research has also been carried out by Kurniatun Et. al (2015). 
The object of his studies is retail companies listed on the Indonesia Stock Exchange in 2010-2014. The research variables are current ratio, debt 

to equity, total asset turnover, return on assets, and price earning ratio as independent variables. The results of the study state that total asset 

turnover, return on assets, and price earning ratio significantly influence stock returns, where the relationship between the three variables is 

positive for stock returns. 

 

METHODS 

The research population in this study is all retail companies which are listed in Indonesia Stock Exchange. There are 26 retail companies 

listed on the Indonesia Stock Exchange. The researcher used purposive sampling to determine the sample that will be used in this study. 

Purposive sampling is a sampling technique where the researcher determine the criteria for selecting a sample based on the objectives of the 

study (Crossman, 2019). The following are the sample criteria used in this study: 

1. Retail companies listed in Indonesia Stock Exchange from 2014 – 2018 

2. Retail companies that have complete and audited financial statements from the period 2014 – 2018. 

3. Retail companies that were actively traded on the Indonesia Stock Exchange in 2014 - 2018. 

Based on these criteria, 16 retail companies are selected as a sample in this study. 

This research method begins by analyzing the distress risk of the Indonesian retail industry period 2014-2018 using the Altman Z-score. 

Furthermore, the classical assumption test will be performed as a requirement to perform multiple regression methods. The classical 

assumption test used is the normality test, multicollinearity test, heteroscedastic test, linearity test, and autocorrelation test. After that, the 

hypothesis is processed by multiple linear regression analysis methods with a significance level of 5%. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Bankruptcy risk 

In predicting the bankruptcy of retail companies in Indonesia, researchers used the Altman Z-score method specifically formulated by 

James Altman for retail companies. The following are the results of the bankruptcy analysis of Indonesian retail companies with the Altman Z-

score model:  
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Tabel 1 

X1 X2 X3 X4 Z-Score Indication X1 X2 X3 X4 Z-Score Indication

2014 0.592 0.628 0.243 20.961 29.57 Healthy 2014 0.198 0.310 0.122 5.346 8.74 Healthy

2015 0.629 0.656 0.235 20.670 29.55 Healthy 2015 0.148 0.244 0.051 2.744 4.99 Healthy

2016 0.652 0.688 0.236 19.921 29.03 Healthy 2016 0.115 0.207 0.026 1.863 3.56 Healthy

2017 0.650 0.683 0.219 20.814 29.82 Healthy 2017 -0.256 0.024 -0.287 0.572 -2.93 Unhealthy

2018 0.651 0.689 0.231 23.142 32.37 Healthy 2018 -0.086 -0.145 -0.193 0.313 -2.01 Unhealthy

2014 0.088 0.116 0.073 0.638 2.12 Grey area 2014 -0.099 0.100 0.104 0.860 1.28 Grey area

2015 0.059 0.120 0.044 0.417 1.51 Grey area 2015 -0.106 0.113 0.101 0.841 1.24 Grey area

2016 0.151 0.114 0.047 0.737 2.45 Grey area 2016 -0.123 0.121 0.099 0.661 0.95 Unhealthy

2017 0.098 0.108 0.044 0.502 1.81 Grey area 2017 -0.156 0.115 0.068 0.747 0.59 Unhealthy

2018 0.136 0.110 0.046 0.628 2.21 Grey area 2018 -0.158 0.139 0.083 0.784 0.8 Unhealthy

2014 0.631 0.212 0.067 6.298 11.89 Healthy 2014 0.152 0.190 0.060 0.124 2.15 Grey area

2015 0.644 0.236 0.011 7.956 13.42 Healthy 2015 0.254 0.179 0.055 0.087 2.71 Healthy

2016 0.600 0.223 -0.026 5.203 9.96 Healthy 2016 0.228 0.178 0.083 0.108 2.75 Healthy

2017 0.611 0.215 -0.013 4.372 9.21 Healthy 2017 0.196 0.192 0.098 0.135 2.71 Healthy

2018 0.576 0.222 -0.002 7.439 12.3 Healthy 2018 0.150 0.227 0.119 1.996 4.62 Healthy

2014 0.226 0.178 0.078 0.853 3.48 Healthy 2014 0.379 0.636 0.066 4.016 9.22 Healthy

2015 0.137 0.161 0.061 0.300 2.15 Grey area 2015 0.409 0.666 0.055 3.260 8.64 Healthy

2016 0.166 0.197 0.072 0.390 2.62 Healthy 2016 0.392 0.699 0.079 5.951 11.63 Healthy

2017 0.184 0.307 0.068 0.384 3.07 Healthy 2017 0.418 0.762 0.077 5.759 11.79 Healthy

2018 0.182 0.196 0.120 0.851 3.54 Healthy 2018 0.470 0.651 0.116 6.963 13.29 Healthy

2014 0.275 0.186 0.096 0.865 3.96 Healthy 2014 0.457 0.397 0.139 3.132 8.52 Healthy

2015 -4.971 -6.336 -8.692 0.790 -110.85 Unhealthy 2015 0.466 0.427 0.087 3.143 8.34 Healthy

2016 -2.902 12.175 -1.177 0.671 13.45 Healthy 2016 0.424 0.349 -0.001 1.869 5.87 Healthy

2017 -3.532 -15.092 -0.207 0.680 -73.05 Unhealthy 2017 0.399 0.361 0.086 1.510 5.96 Healthy

2018 -6.355 -25.257 -0.566 0.485 -127.32 Unhealthy 2018 0.487 0.430 0.158 3.863 9.71 Healthy

2014 0.060 0.272 0.008 3.504 5.01 Healthy 2014 -0.052 0.138 0.089 1.701 2.49 Grey area

2015 0.068 0.251 -0.011 1.701 2.98 Healthy 2015 0.047 0.146 0.075 2.269 3.67 Healthy

2016 0.113 0.302 0.025 2.598 4.62 Healthy 2016 -0.061 0.136 0.065 1.797 2.37 Grey area

2017 0.074 0.272 -0.034 1.788 3.02 Healthy 2017 -0.069 0.126 0.047 1.506 1.86 Grey area

2018 0.127 0.119 -0.200 1.418 1.37 Grey area 2018 0.075 0.143 0.063 2.397 3.9 Healthy

2014 0.162 0.025 0.064 1.062 2.69 Healthy 2014 0.124 0.164 0.029 1.779 3.42 Healthy

2015 0.126 0.033 0.032 0.503 1.68 Grey Area 2015 0.137 0.153 -0.021 1.530 2.87 Healthy

2016 0.127 0.028 -0.002 0.501 1.44 Grey Area 2016 0.169 0.181 0.076 2.909 5.27 Healthy

2017 0.122 0.014 -0.010 0.462 1.26 Grey Area 2017 0.225 0.227 0.054 1.456 4.11 Healthy

2018 0.080 0.002 -0.009 0.302 0.79 Unhealthy 2018 0.216 0.251 0.056 1.207 3.88 Healthy

2014 -0.118 0.987 0.611 11.007 18.11 Healthy 2014 0.394 0.169 0.106 2.360 6.32 Healthy

2015 -0.043 1.103 1.458 15.246 29.12 Healthy 2015 0.716 0.162 0.109 1.205 7.22 Healthy

2016 0.079 1.037 1.278 12.419 25.53 Healthy 2016 0.758 0.185 0.123 1.183 7.65 Healthy

2017 0.067 1.016 0.438 8.217 15.32 Healthy 2017 0.682 0.208 0.089 1.373 7.19 Healthy

2018 0.055 1.057 0.311 4.655 10.78 Healthy 2018 0.737 0.267 0.120 1.529 8.12 Healthy

Year
Altman Z-Score Calculation

Matahari Putra Prima 

Tbk

Altman Z-Score Calculation
YearCompany Name

Ace Hardware Tbk

Catur Sentosa Adiprana 

Tbk

Electronic City Indonesia 

Tbk

Company Name

Erajaya Swasembada 

Tbk

Global Teleshop Tbk

Hero Supermarket Tbk

Kokoh Inti Arebama Tbk

Matahari Department 

Store Tbk

Tiphone Mobile 

Indonesia Tbk

Midi Utama Indonesia 

Tbk

Mitra Adi Perkasa Tbk

Ramayana Lestari 

Sentosa Tbk

Sona Topas Tourism 

Industry Tbk

Sumber Alfaria Trijaya 

Tbk

Supra Boga Lestari Tbk

 

Notes = Working capital / total assets (X1); Retained earnings to total assets (X2); Earnings before interest and taxes to total assets (X3); 

Market value of equity to book value of total debt (X4). 

Altman Z-Score results show that the 16 retail companies, not all experienced an increase in bankruptcy risk in the last 5 years. From 16 

companies, there are 7 companies whose financial conditions are always in good condition such as Ace Hardware Tbk, Electronic City Tbk, 

Ramayana Lestari Sentosa Tbk, Matahari Department Store Tbk, Sona Topas Tourism Industry Tbk, Supra Boga Lestari Tbk, and Tiphone 

Mobile Indonesia Tbk. Z-scores owned by the seven companies are consistently above 2.60 thus they are categorized as a healthy company. 
Meanwhile, 4 companies have increased bankruptcy risk from year to year until their financial position is unhealthy including Global Teleshop 

Tbk, Kokoh Inti Arebama Tbk, Matahari Putra Prima Tbk, and Midi Utama Indonesia Tbk. The four companies have decreased Z-score in the 

last 5 years until it below 1.10. Also, 4 companies were categorized as Gray areas including Erajaya Swasembada Tbk, Hero Supermarket Tbk, 

Mitra Adi Perkasa Tbk, and Sumbar Alfaria Trijaya Tbk. When a company is categorized as a gray area, it means that the company has the 
potential to go bankrupt if it does not improve its performance. Erajaya Swasembada Tbk experienced gray area conditions in 2015, Mitra Adi 

Perkasa experienced gray area conditions in 2014, and Sumber Alfaria Trijaya experienced gray area conditions in 2014 and 2016 to 2017. 

However, although the three companies were categorized as gray areas, the three companies are able to increase their solvency ratio. Therefore, 

the risk of bankruptcy decreases in subsequent years. It appears that in 2018 the Z-scores of the three companies increase thus they are included 
in the category of companies with good financial conditions. Unlike the situation of CSAP company, its bankruptcy risk is fluctuating and 

consistently in a gray area for the following years. Unfortunate conditions happen for Hero Supermarket Tbk, in 2014 until 2017 they 

succeeded in maintaining their healthy financial conditions, but since 2016 their firm’s earning power, operating efficiency and firm’s solvency 

ratio continued to decline thus the Z-score in 2018 also declined to cause their financial conditions categorized in the grey area. 

 

Classical Assumption 

The total samples used in the study were 80 samples. But after the data is processed, the results show that the data did not pass the 

normality test. One of the reasons the data is not normally distributed is that there are outliers or extreme data whose values are too large or too 

small. In this research data, 30 samples were identified as outliers. Therefore, researchers eliminate outliers in the data to meet the normality 

test. After eliminating the outliers, this research data passes all classical assumption tests with a sample of 50. Therefore, this regression model 

can be continued to analyze using multiple regression analysis. The following are the results of multiple regression analysis: 

Regression Analysis 

Based on the analysis results, this regression model passes the classical assumption test with a sample of 50. Therefore, this regression 

model can be continued to analyze using multiple regression analysis. The following are the results of multiple regression analysis : 

-     Coefficient of Multiple Determination (R2)  
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The adjusted R square of 0.150 indicates that a 15% variation in stock return is explained by distress risk, size, book to market, and total 

assets turnover at a given sample size of 50. The low value of adjusted R Square is caused by other factors that can affect stock returns other 

than the variables studied. Besides, the variable distress risk, size, and total asset turnover also did not produce significant results on stock 

returns which made the adjusted R square value smaller. 

Tabel 2 

 

-     F-Test  

The model shows that the F ratio of 3.156 is statistically significant at a significance level of 0.023 (less than 0.05). It represents that 

distress risk, firm size, book to market, and total asset turnover are simultaneously affected stock return. 

Tabel 3 

 

- T-Test 

Its result shows a significant impact between each independent variable to the dependent variable. The following is the t-test result from 

data analysis: 

Tabel 4 

 

Findings 

-     Relationship between distress risk and stock return. 

The coefficient of the Z-score variable is 0.010 in a positive direction. Since the lower Z-score indicates the higher bankruptcy risk, the 

positive direction means distress risk has a negative effect on stock return. It shows that retail companies with higher distress risk tend to have 

lower stock returns. This finding does not in line with the fundamental theory of risk and returns which known as high risk, high return. It also 
shows the distress risk of retail companies in Indonesia is an unsystematic risk because the high risk is not compensated by high return. This 

finding is supported by the research of Dichev (1998), Utama & Lumondang (2009), and Rainsyte & Seitz (2013) which find that bankruptcy 

risk is not rewarded by higher return. However, the t value for the distress risk variable on stock returns is 0.709 with a significance of 0.482. 

The significance value of 0.482 is greater than 0.05. Thus it shows that at the 5% significance level, distress risk does not have a significant 

effect on stock returns.  

-     Relationship between company size and stock return. 

The coefficient of the size variable is 0.015 in a positive direction which means that companies with larger assets tend to have higher stock 

returns. Large companies tend to present high profitability thus returns are also higher. This finding is contrary to the size effect theory 
proposed by Fama and French (1992), where companies with low capitalization will provide higher returns. The t value for company size 

variables on stock returns is 0.065 with a significance of 0.686. The significance value of 0.686 is greater than 0.05. Thus it shows that at the 

5% significance level, company size does not have a significant effect on stock returns. The results of this study are supported by Utama and 

Lumondang (2009) and Dichev's study which found that size has a positive relationship and also not significant toward the stock return. 

-     Relationship between book to market and stock return. 

The variable coefficient of BMR is -0.427 which means that BMR has a negative effect on stock return. The book to market ratio below 1 

shows that investors are willing to pay a share price more than the value of company net assets. This indicates that the company has good profit 

prospects in the future. Therefore, the lower the ratio of book to market ratio, the higher the return generated. The t value for the variable BMR 
on stock returns is -2.645 with a significance of 0.011. The significance value of 0.011 is smaller than 0.05. Thus it shows that at the 5% 

significance level, BMR has a significant effect on stock returns. This finding is in line with the research of Dichev (1998) and Hussein and 

Mahfud (2015), in their research's book to market is a factor that has a significant negative effect on stock returns. The result of this 

significance level means that investors use the book to market ratio indicator as to their consideration in investing. By identifying the book to 

market ratio investors can find out which companies are undervalued or overvalued. 
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-     Relationship between total asset turnover and stock return. 

The variable coefficient of total asset turnover is 0.036, which means companies that have a larger TAT tend to have a higher stock return. 

Large total asset turnover means the company is efficient in utilizing its assets to generate profits thus it has a positive effect on the stock 

return. This finding is in line with Asmi's research (2014), Kurniatun Et. al (2015), Khotimah and Murtaqi (2015) findings that total asset 
turnover has a positive effect on stock returns. However, the t value for the TAT variable on stock returns is 0.572 with a significance of 0.570. 

The significance value of 0.570 is greater than 0.05. Thus it shows that at the 5% significance level, TAT does not have a significant effect on 

stock returns. This finding is consistent with Asmi (2014) findings that total asset turnover does not have a significant effect on stock returns. 

 

CONCLUSION 

In this study, there are two main objectives. First, analyzing the financial health condition of retail companies in Indonesia in 2014 - 2018. 
Second, identifying the relationship between bankruptcy risk, size, book to market, and total asset turnover on stock returns. The results of this 

study found that there are 7 retail companies in good health, 5 retail companies in gray area conditions, and 4 companies retail is in an 

unhealthy condition. It can be concluded that the phenomenon of declining sales in retail companies does not cause the retail  company's 

financial condition to decline industrially. Some retail companies have even shown an increase in financial strength in the period where the 
phenomenon of closing retail outlets occurs. Based on the results of linear regression, book to market has a negative and significant relationship 

to stock returns. Meanwhile, distress risk, firm size, book to market, and total asset turnover have a positive relationship but the effect is not 

significant on stock returns. 

 

Recommendation 

For the company: Based on the findings in this study, companies need to maintain the stability of the book to market ratio. The company is 

expected to remain consistent in increasing the company's performance and profitability to attract investors. 

For investors: Investors can use the book to market ratio as a predictor of stock returns in the retail sector in Indonesia. The findings in this 

study book to market have a negative and significant relationship to stock returns. Therefore investors should choose companies that have a low 

book to market because they have higher returns. But keep in mind that based on research by Fama and French (1992), negative book value can 
also make the book to market ratio very low. This gives a signal that the company has a bad income prospect. A negative book value indicates 

that the company has more liabilities than its assets. 

For future research: The findings in this study indicate that the relationship between distress risk, firm size, book to market, and total asset 

turnover simultaneously has a significant effect on stock return. However, adjusted R square indicates that only a 15% variation in stock returns 
is explained by distress risk, size, book to market, and total assets turnover at a given sample size of 50 while 85% is explained by other 

variables. Therefore, for further researchers who will deepen this research, it is better to increase the number of samples and include other 

financial ratios or macroeconomics variables such as purchasing power, inflation, and economic growth. 
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Abstract  

Indonesia has recorded 612 startups in 2018 by MIKTI (Indonesia Digital Creative Industry Society). It shows growing up rapidly 94.4% 

according to research by MIKTI. It means that willingness to create new business is high. It is a good chance and signal for making benefit 

from their growth. But this does not indicate the smooth running of a startup to become a unicorn. The failure rate in the startup industry is high 

in the early stage. Nine out of ten startups will fail. It is only 10% of total early startup can survive. Therefore, business incubator is made to 
prepare startups to run more optimally. But with the large number of business incubators in Indonesia not all of them are of good quality to 

optimize startup growth. Determination of the valuation value is one of the determining factors in the funding process. This research shows that 

most CEOs or startup owners have difficulty determining the value of their startup valuations. Online incubator with valuation services is 

expected to be the solution to this problem because this research will focus on one of the functions of online incubator namely startup business 
valuation. Discounted Cash Flow and Venture Capital are common method to valuate business based on data in this research. The research 

resulted in a process of how online incubator: valuation services can help startups evaluate their startup business. Research shows that startup 

owners feel facilitated by valuation services 

 

Keywords: Valuation, Startup, Finance, Discounted Cash Flow, Online Incubator  

 

BACKGROUND 

Startup word is like ‘magic’ word for young people after they graduate from university or who wants to start the new business with rapid 

growth. They believed that building a startup is cool, building a startup is one of their big dreams, building a startup is make them rich in the 
future, and so on. Regardless of uncertainty, they start to find ideation and invite their friend to build a startup together. The successful startup, 

such as, Tokopedia, Gojek, Bukalapak, and Tiket.com, is one of the reasons what makes them have a high passion for the startup industry. 

Even, they do not know about the market or how to manage startup, they still start to build a startup’s product. As a result, the number of 

startups in Indonesia is increasing yearly. It represents by MIKTI (Indonesia Digital Creative Industry Society) in their research about startup 

“Mapping and Database Startup in Indonesia 2018”. 

 

Figure 2 Total Startup Growth in Indonesia 

Source: Research “Mapping and Database Startup in Indonesia 2018” by MIKTI (Indonesia Digital Creative Industry Society) (2018) 

From 2007 until 2018, the total startup in Indonesia grew up rapidly 94.4% according to research by The Indonesia Digital Creative 
Industry Society as shown in Figure 1. It means that willingness to create new business is high. It is a good chance and signal for making 

benefit from their growth. 

In fact, a successful startup in Indonesia is a rare condition. Young people must be realized about this fact. The failure rate in the startup 

industry is high in the early stage. Nine out of ten startups will fail (www.forbes.com, 2015)†1. There are two aspects which cause failure rate 
in startup, External and Internal aspect. But most of because that failure is in the internal aspect especially building products. 

(www.id.techinasia.com, 2019)‡. Furthermore, the financial aspect of a startup is a must to be managed. Because most of them are failed to 

 
 
* Corresponding Author: al.aji@sbm-itb.ac.id 
1 https://www.forbes.com/sites/neilpatel/2015/01/16/90-of-startups-will-fail-heres-what-you-need-to-know-about-the-10/#78864c956679 
2 https://id.techinasia.com/edu/90-persen-bisnis-startup-gagal-ini-tip-mencegahnya/ 
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manage finance (www.cermati.com, 2018)*. A business incubator is a facility that provides affordable space, shared office services, and 

business development assistance in an environment conducive to new venture creation, survival, and early-stage growth (Allen & Mccluskey, 

1990)†. A business incubator would help the startup to be survived in an early even survival stage. So, this thesis will focus on Valuation 

Assistance. 

Valuation is one of the important roles for a startup to know their performance. It is a financial management knowledge base that a startup 

owner must be own. It represents performance and helps startup owners to know about cash flow based on asset, cost, sales, and revenue. How 

to calculate startup valuation is a challenge for a startup owner. Even they had learned or taught about this topic. A proposed solution is a 

dynamic platform to calculate valuation automatically.  

Assumption of startup valuation is brought this research to ask some friends who work or have experience in this field or business 

incubator. The hypothesis is the importance of calculating business valuation for startups. It starts with the pitching process to get an 

investment of funding from the investor. What do investors need to be prepared by startup when they have a team, same vision, and mission 

and, they have a product to sell. In their opinion valuation business is one of the most important parts to be prepared, besides business model, 
and ideation, vision, mission. They explained that valuation is very helpful for a startup if it becomes a service or automatic calculate for a 

startup owner. Then this is an opportunity to focus research on providing information on business valuation for startups. 

RESEARCH QUESTIONS 

The research questions are: 

What method should be used to do a valuation for an online incubator? 

What is the framework of valuation the most matched for a startup? 

What is the parameter needed to be implemented in an online incubator for valuation purposes? 

RESEARCH OBJECTIVES 

The objectives of this research are a business solution for a startup business to find its value. This research is expected could help startup 

owners to calculate valuation and then they could focus on product development.  

 

LITERATURE REVIEW 

PESTLE ANALYSIS 

PESTLE Analysis is one of method that used for knowing problem externally. It is an analysis that has an acronym for six sources: 

Political, Economic, Social, Technological, Legal, Environmental. It is also variations of PEST analysis which had been added by Environment 

and Legal sources. PEST analysis is a powerful and widely used tool for understanding strategic risk (Sammut-Bonnici, 2015). This method 
identifies leverages and changes of the external macro-environment on the framework of an online incubator. Furthermore, it will help to set up 

strategic and prepare what will be changed too. The effects of outside variables are moderated through preemptive technique and new open 

doors are misused in the wake of new serious places that might be made all the while. 

 

PORTER’S FIVE FORCES 

Porter’s Five Forces is a framework tool to know about external aspects and giving an analysis of a competitor. This is a tool for analyzing 
business opportunities on several competitor factors: supplier power, buyer power, the threat of substitution, and the threat of new entry. From 

each of these factors, will be explained the potentials that will affect business growth to be analyzed. 

 

SWOT ANALYSIS 

SWOT (strengths, weaknesses, opportunities, and threats) analysis is a framework used to evaluate a company's competitive position and 

to develop strategic planning. SWOT analysis assesses internal and external factors, as well as current and future potential. 

 

STUDY LITERATURE 

STARTUP 

The term start-up describes a company in the early stage of the business life cycle with a high degree of innovation looking for capital 

resources. Start-ups must develop a scalable business model and a business plan. They depend on sufficient capital for the realization of their 

business idea. 

 

BUSINESS INCUBATOR 

Based on the Presidential Decree of the Republic of Indonesia number 27 of 2013 defines that an Entrepreneurial incubator is an 

intermediary institution that does the process of incubating the participants and incubations is a process of coaching, mentoring, and 
development given to the participants by the entrepreneurial incubator. INBIA, the International Business Innovation Association, defines 

business incubation as a business support process that accelerates the successful development of start-up and fledgling companies by providing 

 
 
3 https://www.cermati.com/artikel/5-sebab-bisnis-startup-bisa-gagal 
4 Structure, policy, services, and performance in the business incubator industry. Entrepreneurship: Theory & Practice 15 (2), 61-77 

https://www.investopedia.com/ask/answers/020515/how-do-i-determine-my-companys-competitive-advantage.asp
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entrepreneurs with an array of targeted resources and services. These services are developed by the incubator management team and offered in 

the business incubator through its network of contacts. 

 

DISCOUNTED CASH FLOW METHOD 

Discounted cash flow is a valuation method that approaches or value to the function of three variables - its capacity to generate cash flows, 

its expected growth in these cash flows, and the uncertainty associated with these cash flows. This method has a formula like below: 

 

Where 

DCF = Discounted Cash Flow 

CFt = Cash Flow based on t period 

 t = period t 

 r = discount rate 

After calculating the DCF value every year, the next step is to add the DCF value to the number of years of its investment period to be 

NPV (Net Present Value). NPV is calculated to find the value of the future value of the present investment value. The formula can be seen 

below. 

 

Where 

 NPV = Net Present Value 

       n = total n years 

        t = period t 

Then in the last calculation, the IRR (Internal Rate of Return) value is usually added. This value is to find out what percentage of the value 

obtained from the amount of initial investment that will be invested in a startup business. 

 

Where 

          n = number of cash flow 

      CFi = cash flow at period i 

     IRR = Internal Rate of Return 

The following is the core formula used for DCF calculations as a basis for determining the value or valuation of a business or startup. The 

value generated by this method is certainly influenced by the initial assumptions that have been built. However, this value will give an idea of 

the value of startups for founders or investors in determining funding or investment. 

 

METHODS 

The conceptual framework helps to guide the process of research in finding a solution. In finding a solution, the business process was 

analyzed from the existing process and literature. The result is a framework that implemented and get feedback from real startup owner. This 

framework of incubator online can be used in a platform. The conceptual framework will be used to guide and solve a business issue in finding 

a solution in 
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Figure 3 Conceptual Framework of research 

As a business exploration issue, this process conducts activity to know how the business issue exists. The business issue is approached by 

qualitative and quantitative. This approach is used to know all perspective. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

RESEARCH LIMITATIONS 

There are some limitations to the research as follows: 

Analysis of the valuation method focus on Discounted Cash Flow 

This research uses data from a startup as a sample 

Valuation result will be used by startup owner 

Calculation of startup’s financial projection is based on the assumptions from data of startup and current market data available 

Incubator online will be focused on a startup valuation process 

 

EXTERNAL AND INTERNAL ANALYSIS 

PESTLE Analysis 
Sources Analysis 

Political The extent to which policymakers are likely to intervene in the commercial environment is a crucial factor in a 
PEST analysis. Trade, taxation, labor, and environmental legislation are factors to be considered. (Sammut-
Bonnici, 2015). As already we have known the government’s policy that investments are increasing every single 
year. It impacts startup or business incubation to create successful tenants to utilize those investments. It means 
as a startup or business incubation must read and update policy, tax, labor, and legislation that connected to the 
startup industry. 

Economic We know this year; we have a pandemic issue that impacts to economic. The economy is a downtrend in the last 
3 months. We all know small business enterprises are difficult to survive caused by this pandemic. In General, 
economics is driven by the market in terms of the digital economy. Digital economic growth made an 
opportunity for a startup company to find innovation to solve a business issue in the customer’s journey.  

Social Indonesia has a lot of social communities that strengthen social life. A startup is part of social tools that can solve 
a social issue or strengthen social life. Because social life is a startup’s object to be observed and giving a 
solution. Therefore, Social life in Indonesia is a good opportunity to grow many startups. 

Technological The technology aspect (Smartphone) is going so fast in terms of research and development. Indonesia has high 
technology consumer, especially for smartphone technology. We can say that everyone now is be able to have a 
smartphone. Thus, this is an opportunity for startups to find market opportunities through this aspect. This is 
also an opportunity for valuation service to help startup 

Legal Based on The Law of The Republic of Indonesia No.19/2016 almost Amendment of The Law of The Republic of 
Indonesia No.11/2018 almost Data and Electronic Exchange, the startup company is more advisable to set up 
their substance into a lawful substance such as limited liability company (PT) or limited partnership (CV). For a 
startup company, the intellectual property rights entitled to be obtained and obliged to be protected by the 
Government are copyright and trademark rights, but the company should be adjusted to their services or 
creations which are the object of business, it would determine the type of industrial property rights which could 
protect the business object within related companies. 

Environmental Valuation service is completely software-based that help or support startup business to find the value of a 
business. This service will support green action without printing a paper. Valuation service has an opportunity 
to campaign eco-green campaign. 

PORTER’S Five Forces 
Factor Analysis 
Competitive Rivalry For an existing competitor, we know about Equidam.com that also gives valuation service for a startup to 

know the value of a business. Most of their customer is in Europe (47.412) and North America (35.435). 
While in Asia it is 13.796. Thus, we have a big opportunity in Indonesia’s or, ASEAN’s Market But we must 
prepare if they came to Indonesia Market. Before they come to Indonesia Market, we observe Indonesia’s 
startup and investor’s behavior in Valuation Calculate for dealing a value. 

Supplier Power Valuation service is a platform that relies heavily on internet infrastructure. Therefore, service suppliers 
such as servers, the internet, and application programs themselves become the main supplier power. 
Current power suppliers are becoming cheaper and tend to be cheap in the next few years. 

Buyer Power Business and startup incubators have a very close relationship in a funding process or the maturity of a 
startup. One of the processes in incubation is valuation business before they agree with an investor. 
Indonesia's startup is going to increase in a decade. This will be a trigger for the growing number of business 
incubators as startup accelerators. This will be a power supplier where the business incubator is a very 
sought-after place for startup owners 

Threat of 
Substitution 

In a startup valuation search, they often perform calculations independently. This is a threat for us in 
providing business valuation services. Of course, by giving a good value proposition with ease, validity, and 
patents. 

Threat of New Entry As a new business offering but has good potential. If a new competitor enters, then this is a threat to be 
considered. But there are several strategy options that we have prepared from now on. We must keep the 
market share we must maintain. Then add features or valuation methods according to the customer's 
journey 

SWOT ANALYSIS 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 754  

Factor Analysis 
Strength Being the only startup in Indonesia that offers automatic valuation calculation services for startups 
Weakness The features offered are still minimal and even simple 
Opportunity The growing number of startups and the amount of funding in Indonesia is an opportunity to provide valuation 

calculation services for startup owners 
Threat New competitors with more resources and funds are quite a threat that we need to pay attention to 

At the end of the external and internal analysis, we can see a lot of potentials, but there are some things that we should consider, such as 

foreign competitors and new players from big investors.  

 

FLOW PROCESS DESIGN TO FIND VALUATION 

 

Figure 3 Flow Process Design to Find Valuation 

In this process, the startup owner who usually performs manual calculations using Excel, then we can use the flow process above to 

automatically calculate business valuations according to some input that must be entered, such as: 

Question Answer Example Data 

Product Name String Product X 

How much is the initial capital for your start-up? Float 100,000,000 

What is the Sales Target per year? Float 25% 

What is the Expense for License & Fee in the first year? Float 233 

What is the Estimated Growth Rate of Expenses for License & Fee per year? Float 20% 

What are the Expenditures for Marketing in the first year? Float 3,432 

What is the Estimated Growth Rate of Spending for Marketing per year? Float 30% 

What are Expenditures for General and Administration in the first year? Float 3,323 

What is the Estimated Growth Rate of Expenditures for General and Administration per 

year? 

Float 20% 

How much are the expenses for the others in the first year? Float 3,234 

What is the Estimated Growth Rate for Other Expenses per year? Float 30% 

How much is the expenses for Depreciation & Amortization per year? Float 32,342 

What is the Estimated Growth Rate of Expenditures for Depreciation & Amortization per 

year? 

Float -10% 

Note: those data are an example. 

 

CONCLUSION 

Analysis results we can see that the potential needs of business valuations can be said to be good. Although in some opinions, startup 

owners or investment providers say that valuation is not the main thing. But it is important when looking for or dealing with investors, where 

valuation values can be used as a reference value, bargaining power, and how well a company is performing. 

DCF is a general and valid method to be used as a valuation calculation method. Then DCF can be used as an initial method implemented 

in this valuation calculation system. Then according to 5 respondents, they agreed that valuation calculations could be done automatically. 
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Abstract  

We explored the sustainable business practices of selected commercial banks and their impact on the Philippine society. We used three key 

indicators of sustainable business practices, namely, fostering economic development, espousing corporate citizenship, and respecting the rule 

of law. We adopted the UN Sustainable Development Goals to measure the impact on society. We anchored our study on the theories of 
Sustainable Development, and Humanistic Management. We used the qualitative exploratory research design and the holistic multiple case 

study research strategy and selected through the non-probability purposive sampling technique, the five Publicly-Listed commercial banks in 

the Philippines. Results on fostering economic development revealed numerous programs on jobs creation, training and development, as well as 

trade and business development were implemented. Findings on espousing corporate citizenship disclosed many programs and activities related 
to encourage the use of voice from the firm, community engagement, and governance was also implemented. Results on respecting the rule of 

law showed various programs and activities that cover compliance with Philippine laws, international laws, and environmental standards. Our 

findings indicated that the impact of their sustainable business practices on the Philippine society led to the well being of its citizens and build 

companies of enduring greatness by doing well and working toward a sustainable future. We recommend that there should be a coordinated 
effort of all the stakeholders to ensure that there is an integrated and holistic approach in the sustainability development programs of the 

banking sector to promote positive impact on society.  
 
Keywords: Humanistic Management, Positive Peace, Sustainable Business Practices, Sustainable Development Goals, UN Agenda 2030  

 

BACKGROUND 

Countless business leaders implement sustainability strategies aligned with global sustainable development (Warner, 2018). However, 
their company’s sustainable value goals are not necessarily in harmony with their core business proposition to their customers, all other 

stakeholders, and other businesses, and contributing to society’s welfare and peace (Warner, 2018). There is still a prevalence of the lack of 

appreciation of how sustainable development practices create peace towards nation building. Recently, however, it seems that there is an 

increasing interest among business owners regarding sustainability data, as they realize the influence of sustainable business practices on their 
firms’ financial and non-financial performance. This growing interest accelerates their firm disclosure of their corporate environmental, social, 

and governance data. They regularly published these in their Annual Reports, or even posted in their websites on a continuing basis, for the 

public’s knowledge of this information (Edralin & Pastrana, 2019). 

In recent years, leaders of public and private organizations worldwide, regardless of sector, have started to prioritize sustainability. And 
now, banking is starting to see sustainability as a priority, as well.  According the Baraldi (2019), Head of Banking, World Economic Forum 

(WEC), leaders in the financial services industry are considering how to transition the global economy to promote more energy efficient 

practices, acknowledging the social impact of the industry in relation to automation and machine learning - and creating appropriate 

governance structures to appease shareholders and consumers. In addition to company-specific sustainability efforts, thought leaders, industry 
organizations and international organizations have developed sustainability initiatives, too. For example, the United Nations Environment 

Programme Finance Initiative (UNEP FI) has championed the Principles for Responsible Banking, which approximately 80 banks across the 

globe will endorse during Climate Week. “The Principles for Responsible Banking align the banking industry with the Paris Agreement and 

with the Sustainable Development Goals, and they demonstrate a clear commitment from the banking industry to assume its defining role in 

creating a sustainable future.  

 
 
* Corresponding Author: dedralin@sanbeda.edu.ph 
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In this regard, our study of establishing the impact of sustainable business practices of banks on society will contributed to this body of 

knowledge of sustainability, as well as presented “a business model that creates competitive advantage through superior customer value, and 

contributes to the sustainable development of the company and society” (Lüdeke-Freund, 2010, p.23). This pertains to a business model that is 

rooted on the Sustainable Development framework. Our research also provided information on how Publicly-Listed Corporations in the 

Philippines are functioning as catalysts for positive peace.  

 

Statement of Research Problem 

“What are the sustainable business practices of selected publicly-listed commercial banks in the Philippines and their impact on society?” 

 

Statement of Specific Objectives 

1. Explore specific sustainable business practices of selected publicly-listed commercial banks on fostering economic development, 

corporate citizenship, and respecting the rule of law. 
2. Identify the impact of the various sustainable business practices of selected publicly-listed commercial banks on the Philippine society.  

 

Propositions of the Study              

Sustainable business practices of the selected commercial banks on fostering economic development positively contribute to the well 
being of the Philippine society. 

1. Sustainable business practices of the selected commercial banks on espousing corporate citizenship positively contribute to the well 

being of the Philippine society. 

2. Sustainable business practices of the selected commercial banks on respecting the rule of law positively contribute to the well being 
of the Philippine society. 

 

LITERATURE REVIEW 

Sustainable development, as a concept, is a significant landmark in the environmental theory because it hypothesizes on how society itself 

should be organized, and not simply on why certain environmental safeguards should be embraced or how they can be best applied. This 

determined interpretation is extensively shared by business leaders, policy activists, and academics alike (Taylor, 2002), and now by 
government and church leaders who are stewards of God’s creation. The publication in 1987 of ‘Our Common Future’ (also known as the 

Brundtland Report), presented the most frequently used definition of sustainable development. It is development that “meets the needs of the 

present without compromising the ability of future generations to meet their own needs” (Brundtland Report, 1987).  

The 2030 Agendafor Sustainable Developmentis deliberately ambitious and transformational, with a set of 17 integrated and indivisible 
Sustainable Development Goals and targets to guide world leaders. Significantly, it is a worldwide agenda, applying to all countries; even the 

richest, however, have yet to fully ensure women’s rights, conquer inequality, or safeguard the environment (UN, 2015).  

The study by Fort and Schipati (2001) demonstrated that there is a probable conceptual relationship among corporate governance, business 

ethics, and sustainable peace. The authors argued that in the course of economic progress and lessening of rivalries in the workplace, 
multinational corporations could contribute to sustainable peace. Thus, corporations must bear in mind these issues in their governance 

practices, and governments need to create legislative frameworks to encourage such responsible practices to rise significantly. 

As noted by Virji, Kaneko, et al (2019), the worldwide challenge of sustainable development includes the multifaceted interdependencies 

of environmental change, socio-economic development, and peaceful existence. They asserted that sustainability and peace, which are 
intricately linked, particularly in the milieu of fast global changes in the operation of the Earth system. They further argued that there is a deep 

connection of peace and sustainable development to processes of globalization and socio-economic development. In fact, with the escalating 

movements of global change and geopolitical instability (IPCC 2018), there is an urgent need to deal with the probable inter-linkages between 

sustainability and peace in the context of universal change. 

Furthermore, this management model, according to Von Kimakowitzet. al. (2011), follows strategies and practices aimed at the creation of 

sustainable human welfare. A desire to generate value for society is part of the organizational DNA of businesses that embrace the three- 

stepped approach of Humanistic Management, to define three main characteristics of companies that seek to do well as much as they do good. 

These are: (1) the unconditional respect for human dignity, (2) integration of ethical reflection in management decisions, and (3) the active and 
ongoing engagement with stakeholders (Von Kimakowitz et. al. 2011, p. 5). Rooted on this theory, there is a belief that making progress 

towards a more sustainable and more equitable world is an imperative, not an option. 

 

METHODS 
Research Design and Strategy 

We used the qualitative exploratory research design and the holistic multiple case study research strategy (Creswell, 2014; Yin, 2009; 
Saunders, Lewis, &, Thornhill, 2019). This research design and strategy aims to explore the sustainable business practices related to fostering 

economic development, espousing corporate citizenship, and respecting the rule of law of selected publicly-listed commercial banks that can 

contribute to the sustainable development of the Philippines.  

 
Sampling Design and Research Participants 

We selected through non-probability purposive sampling technique the five commercial banks shown below. We chose them based on 

four criteria. These are: (1) currently Publicly-Listed Companies in the Philippines with the Securities and Exchange Commission (SEC); (2) 
represent the banking sector as published by the Philippine Stock Exchange standard industry sector-grouping; (3) published their 

Sustainability Report for 2018 in their website; and (4) anchored their sustainability practices (programs, activities, accomplishments, and 

impact) indicated in their Sustainability Report on the UN Sustainability Development Goals. These banks are: (1) BDO Unibank, Inc. (BDO); 

(2) China Banking Corp. (China Bank); (3) Land Bank; (4) Philippine National Bank (PNB); and (5) Union Bank. 

https://link.springer.com/article/10.1007/s11625-019-00737-1#ref-CR3
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Research Procedures of Data Collections 

We utilized the mono method, which is a single data collection technique and corresponding analysis procedures, to answer our research 

question (Saunders, Lewis, &, Thornhill, 2019), through the cross-sectional survey (Easterby-Smith et. al. 2008; Robson, 2002 as cited in 

Saunders, Lewis, &, Thornhill, 2019) of five  selected Philippine commercial banks’ Sustainability Reports published in 2018. We accessed 
these Reports from their respective websites. To yield valid data, we examined closely the contents of each of the 2018 Sustainability Report if 

it contains the needed information based on our conceptual and operational framework against which we analyzed our data. 

 

Data Analysis Approach and Procedures 

We employed the deductive approach, wherein existing theory and theoretical propositions are means to analyze our data (Yin, 2009).This 

approach provided us with key themes and patterns to search for in our data (Saunders, Lewis, &, Thornhill, 2019). With this deductive 

approach, we specifically adopted the pattern matching analytical procedure (Yin, 2003 as cited in Saunders, Lewis, &, Thornhill, 2019), which 

involved predicting a pattern of outcomes based on our theoretical propositions to explain what we expect to find. In the process of our content 
analysis of information from the Sustainability Reports, we found meaningful chunks or patterns of data, which we subsequently attached to the 

categories we had previously developed, based on our operational framework. The pattern of outcomes of our data is similar in other cases 

from the five commercial banks’ Sustainability practices, matched that which we had predicted through our conceptual framework. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 
 
1. Sustainable business practices on fostering economic development  

Results reveal that the five commercial banks had achieved job creation by generating jobs or giving employment to approximately 60,000 

people in the country directly or indirectly. Moreover, commercial banks implement various types of human capital development efforts for 

their people, from managerial, supervisory, and regular employees. Human Capital development pertains to the acquisition/enhancement of 
knowledge, skills, creativity, innovation, values, energy, and health of the individual that leads to organizational sustainability and competitive 

advantage. Specific common programs implemented are trainings on behavior and technical competencies, coaching and mentoring, career 

development and succession planning, performance management, reward and recognition, work-life balance, and on-boarding of new hires. 

BDO specifically does job rotation. Lastly, results present that commercial banks indicated their trade or business development practices as part 
of their sustainability efforts, through financing programs supporting eco-friendly businesses, and sustainable infrastructure. They grant loans 

to start-ups, SMEs, and infrastructure loans worth billions of pesos. 

The findings imply that fostering economic development, as a measure of sustainable business practices of commercial banks, has positive 

impact on society.  As argued by Fort and Schipani (2007), there are four possible contributions of businesses towards more developed 
societies. One of these contributions is fostering economic development, which covers creating jobs, training and development, and trade and 

business development. 

Therefore, we confirmed the first proposition “sustainable business practices of commercial banks on fostering economic development 

contribute to the well being of society”. Its contribution was through the high level and varied scope of employment generation, human capital 
development, and business development activities closely interconnected with the social and economic aspects of sustainable development. Its 

impacts on society are “growth and enriching the lives of people, as well as create more jobs, and improve the quality of jobs”. 

 

2. Sustainable business practices on espousing corporate citizenship 

Findings show that in terms of encouraging the use of voice by those inside the firm, the five commercial banks have unions with existing 

Collective Bargaining Agreements (CBAs). The union is a legal entity duly recognized by the company to serve as the voice to represent their 

rank and file, as well as supervisory, or sales employees in matters, such as wages, working conditions, and benefits. The Collective Bargaining 

and the Grievance Machinery are the major means by which the voice of the employees reaches management. The range of union membership 
is between 42%-87.08% of all employees, covering 4,055 to 7,028 employees. The other forms or mechanism in getting the voice of employees 

is through feedback, which includes Stakeholder Mapping and Engagement as practiced by Land Bank.  

Moreover, findings reveal that all the five commercial banks implement various types of community engagement or outreach programs 

related to assistance to calamity victims, education, livelihood, health, housing, and environmental protection. Programs related to assistance to 
calamity victims include relief goods distribution, which benefitted approximately 90,000 families (BDO and PNB). Programs pertaining to 

education cover scholarships, classroom and school upgrades; and student and teacher training (China Bank). Lastly, the programs for 

environment protection include activities like tree planting, waste management, water treatment, anti-pollution, and green cities (BDO, Land 

Bank and PNB).These business practices are manifestations of their altruism to help other people outside of their companies. It is their gestures 
of “giving-back” to the community or society to address poverty, poor health, lack of access to education, unemployment, lack of housing, and 

environment degradation.  

Lastly, results illustrate that all the five commercial banks’ governance practices in relation to having women in the Board or senior 

management positions is evident. The distribution ranges from 1:1 female: male ratio to 60% female- 40% male among senior level managers, 
including the members of the Board of Directors; female leaders comprise about 60% of key senior management positions. Furthermore, there 

is a specific governance practice pertaining to organizational structure like having Board of Directors with Committees with oversight 

responsibilities and help in discharging its duties and responsibilities (BDO, Land Bank).The governance practices of the firms revealed that 
they have heeded the demands of the Philippines, as well as international agencies, to abide by rules and regulations for responsible business 

operation. Governance means that they have to be transparent, accountable, and responsible legal entities. 

The findings imply that espousing corporate citizenship as a measure of sustainable business practices of commercial banks has positive 

impact on the socio-economic well being of the country. As pointed out by Fort and Schipani (2007), there are four possible contributions of 
businesses to societies. One of these contributions is nourishing a sense of community (e.g. participate in decisions, gender equity, encourage 
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the use of voice by those in the company, and investing in the people of that country). Another is utilizing track-two diplomacy, also known as 

citizen diplomacy, (e.g. outside party can relay unofficial messages to governmental parties).  

Therefore, we confirmed the second proposition “sustainable business practices of commercial banks on espousing corporate citizenship 

contribute to the well being of society”. Its contribution was through the lofty degree and wide coverage of encouraging the use of voice by 
those in the firm, community engagement, and governance activities that are closely interrelated with the social and economic aspects of 

sustainable development, as well as promoting a sound business environment.  

 

3. Sustainable business practices of commercial banks on respecting the rule of law  

Results reveal that all the five sampled commercial banks stated that they have complied with the Philippine laws through payment of 

taxes to the government, ranging from P4.95 Billion to  P22.7 Billion (China Bank, BDO), and the Labor laws and standards. Data further show 

that all the five commercial banks explicitly mentioned their practices related to compliance with international business-related standards. Their 

specific practices pertain to commitment to the United Nations Sustainable Development Goals (SDG’s), the principles of the United Nations 
Global Compact (UNGC), (BDO); and guarantee compliance of clients by developing and implementing an Environmental and Social 

Management Framework (Land Bank). There are also labor standards they complied with, such as the Occupational Health and Safety 

Management, international standards under the International Organization for Standardization (ISO), concerning workplace health and safety 

laws by DOLE, now adopted and implemented locally. 

Lastly, findings present that all the five commercial banks indicated their compliance with certain environmental laws and standards to 

help reduce their carbon footprints to protect the environment. These programs include project on biodiversity, waste management, greening, 

clean energy sources, and recycling, among others. 

Therefore, we confirmed the third proposition that “sustainable business practices of commercial banks on respecting the rule of law 
contribute to the positive well being of society.” Its contribution is through their compliance with the local and international laws and other 

standards to operate their business with transparency, accountability and responsibly to create a “sound business environment. Its impacts on 

society have fostered long-term relationships with business partners and uphold the principle that social development goes hand in hand with 

business growth. 

 

4. Impact of the various sustainable business practices of selected Philippine commercial banks that promote the well being of society 

The impact of sustainable business practices on the well being of society was clearly reiterated from the Sustainability Report message of 

the Chairman, President, and/or CEO of the five commercial banks. They commonly claimed that their firm’s sustainability programs and 
activities are anchored on the Sustainability Development Goals (SDG) of the United Nations. During the year, they had adopted a number of 

SDGs to base their principles and actions. The company-wide strategy for the majority of the industries is also founded on the framework of 

People, Planet, and Profit (Elkington, 2018) to build companies of enduring greatness by doing good and working toward a sustainable future.  

In doing responsible business, they were able to help in attaining positive impact on the socio-economic development in our country. 
Concretely, these are supported by their common claim that they made significant contribution in achieving sustainable development/growth; 

working closely with regulators to achieve shared goals; and protecting the environment and preserving natural resources. They also asserted 

that developing new services that enhance social development reduce environmental impact; fostering job creation, and supporting livelihood, 

contribute to social mobility; and transforming our culture and innovating right across the business. Therefore, if these corporations 
comprehend their aspirations across the complete coverage of the SDG Agenda, the lives of all Filipinos will be immensely ameliorated; our 

world will be changed for the better and transformed as envisioned by the UN in its 2030 Agenda.. 

 

CONCLUSION 

We can conclude a number of patterns of sustainable practices. First, sustainable business practices of the commercial banks on fostering 

economic development positively contribute to the well being of society. Its contribution was through the high level and varied scope of 
employment generation, human capital development, and business development activities closely interconnected with the social and economic 

aspects of sustainable development. Its impacts on society are “growth and enriching the lives of people, as well as create more jobs, and 

improve the quality of jobs”. 

 Second, sustainable business practices of the commercial banks on espousing corporate citizenship positively contribute to the socio-
economic development of the country. Its contribution was through the lofty degree and wide coverage of encouraging the use of voice by 

those in the firm, community engagement, and governance activities that are closely interrelated with the social and economic aspects of 

sustainable development, as well as promoting a sound business environment. Its impact that leads to this socio-economic development can be 

related to the claim based on the data that “having the solid foundation of the PNB family – a group made stronger by mutual respect and 

collaboration”. 

Third, sustainable business practices of the commercial banks on respecting the rule of law positively contribute to the well being of 

society. Its contribution is through their compliance with the local and international laws and other standards to operate their business with 

transparency, accountability, and responsibly to create a sound business environment. Its impacts on society have fostered long-term 

relationships with business partners and uphold the principle that social development goes hand in hand with business growth. 

Finally, this study, as an offshoot of our previous study on the “Nexus between Sustainable Business Practices and the Quest for Peace of 

Selected Publicly-listed Companies in the Philippines” (Edralin and Pastrana, 2020), has identified some limitations which must be addressed 
in future research. These include the need to use quantitative data to measure the impact of sustainable business practices of companies and 

their alignment and performance with the 17 UN SDGs through their Sustainability Reports using the GRI and UN Compact standards; 

increase the sample size to be included for generalizability of the findings; and add sources for triangulation purposes. 
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Abstract  

Janio Indonesia is a logistics service provider company that has several customers in the MSME category. The condition that was discovered 

after observing is that MSMEs generally have a dependency on logistic service providers because MSMEs do not yet have solid knowledge in 

logistics seeing many regulations governing the transportation of goods and services, so MSMEs use logistics service providers to manage the 
movement of their inventories. The level of trust and also the integration of MSMEs with logistic service providers are also variables in the 

relationship between the two parties. The purpose of this study is to determine the dependence, trust, integration, financial performance, the 

influence of dependence on integration, the influence of dependence on integration through trust, and the effect of integration on MSME 

financial performance using Janio Indonesia's logistics services. The research method used is quantitative methods. Data collection techniques 
are by distributing questionnaires. The sample used is the saturated sample or the whole of the population, which is 39 MSMEs. The analysis 

technique applied in this research is descriptive analysis and SEM analysis.  The results show that dependence is positively directly related to 

integration through trust. The report also validated the relationship between integration and financial performance. This study suggests that 

MSME should manage dependence, trust, and integration in the supply chain to enable integration and will directly impact the financial 
performance of the MSME. When there is a high dependence relationship, MSME should invest and trust third-party logistics to improve 

integration and increase financial performance. 

 
Keywords: Dependence, Financial Performance, Integration, Third-party Logistics, Trust.  

 

BACKGROUND 

Logistics is one of the most crucial aspect in running a business both for goods or services, especially on emerging businesses in MSME 

aspects. MSME is one of the biggest and most significant businesses in Indonesia, with 58 million MSME in 2018, according to Statistics 

Center Body or BPS. MSME enable Indonesia to compete with ASEAN Economic Society in 2015 that integrates all of the economies in 

ASEAN.  MSME needs to develop because MSME's contribution to the country's development, especially in Indonesia, is enormous. MSME 

also contributes 96 percent of jobs in Indonesia and 60 percent of the gross domestic product in 2018 (Mulyani in Fauzia, 2018). Development 

of MSME, especially in the 4.0 Industry, will present many challenges that need to be tackled by MSME to grow and develop more as a 

business. These challenges, such as market control, funds, business network, business knowledge, innovation, and logistics system (Suyono, 

2019). 

There are solutions offered by experts to mitigate and solve problems of the logistic system, especially on MSME that lacks the knowledge 

of the logistics system. One of the solutions offered in partnership with third-party logistics. Zaroni in Rahman (2017) suggest that by using 

third-party logistics, MSME can focus their resource on making business aspect more efficient while third-party logistics manage the logistics 

system. 

Several issues will emerge in Third-party logistics relationships. First and foremost is the dependence issue (Huo et al., 2017; Liu et al., 

2015). The dependence that arises with third-party logistics comes in resource aspects such as information, more efficient process, human 

resource, and other assets. The dependence will not always come as a negative impact. The positive effects of dependence come in cost-
effectivity, commitment in a relationship, trust, and integration. Liu et al. (2015) and Zhang & Huo (2013) suggest that with the dependency of 

a third-party logistics relationship, the result is integration and trust between them. Integration in a third-party relationship will impact the 

financial performance of third-party logistics users (Pakurar et al., 2019; Huo et al., 2017). Third-party logistic user has to consider these 

aspects because these aspects will impact the relationship and will improve their financial performance if the third-party logistic relationship 

operates smoothly. 

Janio Indonesia, as one of a logistic service provider with MSME users, understands the complexity of third-party logistic relationships, 

and both Janio Indonesia and their user interested in the dependency, trust, integration, and also financial performance impact of using Janio 

Indonesia as their logistic service provider. 
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Because third-party logistic usage is still rare especially on MSME in Indonesia, this research will attempt to answer several research 

questions that tackle third-party relationship aspects with MSME that has a relationship with Janio Indonesia as an example for other MSME 

which are: 

Rq1. How is the impact of dependence on the integration of MSME that has a relationship with Janio Indonesia? 

Rq2. How is the impact of dependence on the trust of MSME that has a relationship with Janio Indonesia? 

Rq3. How is the impact of trust on the integration of MSME that has a relationship with Janio Indonesia? 

Rq4. How trust mediates the relationship between dependence and integration of MSME that has a relationship with Janio   Indonesia? 

Rq5. How is the impact of integration on the financial performance of MSME that has a relationship with Janio Indonesia? 

Different from previous studies, especially on a third-party logistic relationship, this study will focus on the impacts of dependence, trust, 

integration, and financial aspects of a third-party relationship. This study will focus on MSME that has a relationship with Janio Indonesia 

compare to previous studies that research one or many industries with many third-party logistic providers. As a result, the findings of this 

research will be more specific, especially on the MSME aspect, and have a direct relationship to MSME, which considering using third-party 

logistics. 

 

LITERATURE REVIEW 

Third-party logistic relationship 

Relationship, especially in the business aspect, will involve many elements or variables, such as dependence, trust, and integration (Lai et 

al., 2013; Zhang and Huo, 2013). These factors are present in third-party relationship literature. Huo et al. (2017) investigated the impact of 
dependence, integration, financial performance and the mediating effect of trust while Tian (2008) investigated the role of trust in a third-party 

logistic relationship and Lai et al. (2013) investigated the impact of dependence on integration, quality in a relationship, and financial 

performance. Many scholars have researched these aspects, but research on MSME and third-party relationships are minimal in global 

perspectives, especially in Indonesia. Examined on these aspects is necessary and developed to maintain a long-term and lasting relationship in 

a third-party logistic relationship. 

Dependence 

Dependence in a third-party logistic relationship will often come in two types. The first type is dependence comes when the third-party 

logistic user relies on providers due to high cost involving relationship investment and few alternative providers available, which called switch 
dependence (Huo et al., 2015). The second type of dependence comes in the form of relying on providers because providers have a critical 

impact on the user's goal, which is called goal dependence (Huo et al., 2015).  This study will focus on these two dimensions on the dependence 

issue, especially on a third-party logistic relationship. 

Trust 

Trust, especially in a third-party logistic relationship, comes in many different aspects such as ability, integrity, benevolence, and goodwill 

(Huo et al., 2017; Selim et al., 2019). This study will focus on two types of trust that often happen in a third-party logistic relationship, which is 

goodwill trust and ability trust. Goodwill trust is one of the aspects of trust that involve the belief of user in providers that care about user's 

success and will justly do business. Ability trust as the other aspect of trust consists of the user believe that providers can meet the demand and 

requirements of the user according to the contract and obligations. 

Integration 

Third-party logistic integration involves the user where they can collaborate strategically with the provider in the supply chain to control 

logistics and activity in the business along the supply chain (Lai et al. 2013). Integration can reduce costs and guarantee a sustainable and long-
term relationship. Huo et al. (2017) suggest two dimensions of integration, which are information sharing and process coordination. 

Information sharing involves third-party logistic users and providers in exchanging information through information systems, such as a 

merchant portal or client portal, in monitoring inventory and goods (Sahin and Robinson, 2005). Process coordination involves processes 

between users of third-party logistics and providers through planning and co-working and problem-solving together. (Sahin and Robinson, 

2005). 

Financial Performance 

The relationship between user and provider in a third-party relation will impact the financial performance of the user (Huo et al., 2017). 

User has to analyze their financial performance after using a third-party logistic provider and understand the relationship between many aspects 
of this relationship to financial performance. Financial performance is essential to businesses, especially MSME, that will be the focus of this 

research. Previous research suggests that integration will impact the financial performance of the user in a third-party logistic relationship, and 

this research will focus on inclusion and financial performance relationship. This research will analyze two aspects of financial performance 

that are especially important to MSME, which is return and profit, according to Huo et al., (2017). 

Figure 1 will show and depicts the research model of this research based on the literature review and previous analysis of Huo et al. 

(2017), which research the relationship of dependence, trust, integration, and financial performance in a third-party logistic relation. 

 

Figure 1. Research Model Based on Huo et al. (2017) 
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Financial Performance 
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Different from previous studies as stated before, this research focus will be on the impacts of dependence, trust, integration, and financial 

aspects of third-party relationship in MSME and provider of third-party logistic service perspective which in this case is Janio Indonesia 

compare to previous studies that research one or many industries with many third-party logistic providers. As a result, the findings of this 

research will be more specific, especially on the MSME aspect, and have a direct relationship with MSME, which considers using third-party 

logistics. 

 

METHODS 

This research method is the quantitative method using a questionnaire as a data collecting method. The sample of this research is census 

sampling, which handles all of the units in this aspect is the user of Janio Indonesia. This study's respondents consist of 39 MSME users of 

Janio Indonesia. Most MSME started three years ago, while most respondents filled the questionnaire as a supervisor of 27 MSME and 12 

Manager of MSME. The majority of MSME has 20 until 99 employees with assets beside land and building, reaching Rp10.000.000.000,00 

and yearly total sales reaching Rp50.000.000.000,00. Most of MSME is in the retail industry, which is 18 MSME and import/export/distributor 

industry which is 8 MSME out of 39 MSME. 

Validity and Reliability 

This study will use convergent validity using Average Variance Extracted or AVE, composite reliability, and Cronbach's Alpha to 

measure and confirm that the research is valid and reliable. Both validity and reliability method will use Structural Equation Modelling with 

Partial Least Square (SEM-PLS) according to Hair et al., (2017). Table 2 below will show this research result. 

Table 2 

Descriptive Analysis 

 Dependence Trust Integration Financial 

Performance 

Dependence 81,6%    

Trust  84,6%   

Integration   84,5%  

Financial Performance    84,6% 

Composite Reliability 0,914 0,922 0,945 0,876 

Cronbach’s Alpha 0,892 0,902 0,935 0,808 

AVE 0,571 0,599 0,634 0,641 

The composite reliability and Cronbach's Alpha results indicate that all items are reliable, according to Hair et al. (2017), with the 

threshold value of 0,7 on both aspects. AVE value also accepted, and all items considered valid as the threshold value is 0,5, according to Hair 

et al. (2017). Data analysis method that will follow Hair et al., (2017) approach on data analysis using the structural equation model (SEM) to 
understand how big the impact of variables with t-test and path coefficient to know the relationship and if the relations of variables significant 

or insignificant. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Direct effects 

Based on structural equation modeling (SEM) analysis with SmartPLS 3.0, this research found that all of the variables have a significant 

positive impact on each other with a significance level of 0,05 shown in figure 1 below. 

 

Figure 1. Path Coefficient of SEM Model 

The results above indicate that all of the variables have a positive impact and related to each other. Dependence has a significant positive 

effect on trust and integration, trust has a positive effect on integration, and integration has a positive impact on financial performance. 

Mediating effects 

Mediating effects of trust on dependence and integration relationship will be shown in Table 3 below with t statistic included basing on 

Bootstrapping test with SmartPLS to figured out if the mediating effects are acceptable and have a significant positive impact on the 

relationship between dependence and integration. 
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Table 3 

Mediated Paths Between Dependence and Integration 

Mediator Mediated Paths Path Coefficient T-Statistics 

Trust Dependence-Trust-Integration 0,182 2,056 

Based on Table 3 above, trust plays as a mediator between dependence and integration relationship, suggesting that if trust can be 

developed and increased, the relationship between dependence and integration will also increase. This relationship of mediating can be called 
partial complementary mediation, which happens when indirect and direct effects both have significance and point in the same direction (Hair 

et al., 2017). 

Findings and Discussions 

Based on the direct relationship and mediating effect analysis, we found that dependence impact third-party logistic integration both 
directly or indirectly through trust as mediating variables. This result suggests that when a user of third party logistics has a dependence on 

their provider, the integration will come easier. This result support and add to existing knowledge of previous research on the relationship 

between the dependence of third-party logistic user and their provider. The indirect effect through trust also suggests that when a third-party 

logistic user has trust both in goodwill and ability of their third-party logistics, they will be more dependent on their third-party logistic 
provider. The integration of both parties will be smoother and more robust, which means with trust as a mediating role, and then the 

relationship will be improved higher. The user of third-party logistics will be more likely motivated to integrate and co-working with the 

provider if they have more confidence and trust in their providers. 

This study also proves he significant positive impact of integration on third-party logistic users' financial, which is consistent with the 
results of previous literature and research that integration can improve the financial performance of users (Lai et al., 2013; Huo et al., 2017; 

Zhang and Huo, 2013). This result suggests that if users of third-party logistics and providers understand the factors that impact integration and 

the dimension of integration, which is in this research process coordination and information sharing, the financial performance of third-party 

logistic users will be higher than before there is integration in the relationship.  

The user of Janio Indonesia, especially as MSME, has to observe the variables because these will impact how the relationships in the long-

term with Janio Indonesia and can impact the sustainability of MSME in the long-term. The user of Janio Indonesia should identify the nature 

of dependence and take appropriate action that can positively impact both parties, such as validating Janio Indonesia and improve long-term 

relationships to minimize switching costs and be more sustainable. Trust needs to be enhanced because it can mediate dependence and 
integration. The user of Janio Indonesia should observe Janio Indonesia's reputation and intentions of Janio Indonesia. MSME, as a growing 

business, has to focus on integration with their third-party logistic provider to be sustainable and have a sustainable development because, with 

integration, the financial performance of user will improve positively and significantly.  

Limitations 

This study explored the impacts of dependence on integration. However, this study only examined integration as an impact or effect of 

dependence while in the practical and field, many behaviors are coming from dependence such as joint ventures, mergers and acquisitions, 

board interlocks, and others. Future research and studies may explore behavior that originated from dependence other or together with 

integration to add new knowledge arising from this research—exploring other actions that come from integration other than financial 
performance, such as operational performance. This study also took the MSME that uses Janio Indonesia as the perspective while third-party 

logistic relationship consists of two parties. Future research could collect data from both parties' views and compare with the result of this 

study. Lastly, this study only focuses on MSME in Indonesia while there are many different cultures, and relationships could be different 

depending on the countries. Cross-cultural studies that compare this research with other countries may have exciting and unique results. 

 

CONCLUSION 

This study develops and tests a dependence-trust-integration-financial performance model in the MSME and the third-party logistic 
context in Indonesia. The results suggest that dependence can positively and significantly impact integration. Trust also mediates the 

relationship between the dependence of third-party logistic users and the integration of both parties. Integration, on the other hand, can 

positively and significantly impact the financial performance of the user of third-party logistics. 

Previous studies explore a third-party logistic relationship in technical aspects (Huo et al., 2017; Zhang and Huo., 2013) while this 
research focus on MSME that uses Janio Indonesia as third-party logistic to compare the result between industrial and company perspective. As 

a result, the findings of this research are more specific toward MSME and Indonesia companies and have a relationship to effective, sustainable 

third-party relationship management for MSME in Indonesia. 
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Abstract  

XYZ Company is a fashion retail business that sells original, branded, low price clothing in Bandung areas. Currently, they have opened 2 

branches targeting low to middle class population of Indonesia. Since 2018, XYZ Company revenue has been decreasing mainly due to 

environmental problems and infrastructure development that disturb the accessibility to reach the stores. Thus, they are planning to open a new 

branch in a better and more strategic location. To open a new branch, it will cost around IDR 18 billion which is not a small amount for a 

company like them. Due to that reason, the owner wants to know the financial feasibility and risk of the investment project. The research aims 

to analyze financial feasibility of the project and assess risk of the project to find out whether the project is financially feasible to be executed 

or not. The data analysis consists of four processes. The processes consist of constructing pro forma financial statements, calculating Free Cash 
Flow to the Firm, and calculating Weighted Average Cost of Capital, performing capital budgeting which are NPV, IRR, and Payback Period 

and conducting risk analysis using sensitivity analysis and simulation analysis to estimate the project value under different scenario. Based on 

the result, the project is financially feasible to be executed. The capital budgeting result shows that the project is acceptable and the result from 

risk analysis shows 94% probability of NPV higher than 0 which indicated the project has low risk. 
 

Keywords: Capital Budgeting, Fashion Retail Business, Financial Feasibility, NPV, Risk Analysis  

 

BACKGROUND 

XYZ Company is a retail fashion apparel business focus in Bandung area that has been in the industry for 25 years. XYZ Company sells 
original, branded, low priced clothing. In the past, they only supply for Factory Outlet in Indonesia and other countries. Due to demand from 

customers, they started to open stores to sell clothes in Bandung. Currently, XYZ Company has 2 branches located in Bandung Regency 

targeting low to middle-class population. As a business, XYZ Company wants to increase their future growth which can influence positively to 

the company's profit. The main reason why they wanted to increase their profit is that in the last two years the two branches that XYZ 
Company own have been generating less revenue. Since 2018, XYZ Company revenue has been decreasing mainly due to the environmental 

problem which is flood and infrastructure condition problems which are area developments and tollgate construction around Bandung Regency 

that decrease the accessibility for customers to reach the stores. To generate more revenue, they plan to expand their business in a new and 

strategic location. For that reason, they are planning to open a new branch in the City of Bandung. 

XYZ Company wants to take advantage of the City of Bandung as the center of shopping district by building a new branch. They have 

chosen the Pasteur area as the location for building the new branch. Pasteur is an area located near tollgate where people outside of Bandung 

passed it by before entering the heart of the City of Bandung. Furthermore, along the Pasteur area, there are university, hotel, and housing 

complex where the tourist and local people are located. The strategic location that Pasteur offers for business makes XYZ Company interested 
in building its new branch there. XYZ Company will open a new branch in the selected location. For the new branch, they will use similar 

building design, building layout, and the operating system as the previous branch that can accommodate 50.000 pieces of clothing. 

Additionally, they will sell drinks in a stall beside the store. XYZ Company may be able to open its business in the second half of 2021 

considering the construction that will be taking half to at most a year. The new branch will be located in Pasteur, City of Bandung. They will 

need an initial investment of around IDR 18 billion for building the new branch. All the cost incurred will fully be financed by equity 

 

Objectives 

The research aims to determine the financial feasibility of the project and assess risk from the executed project. 

Research Questions 

Is the project financially feasible to be executed by XYZ Company? 

What risk will be faced by XYZ Company if the project is feasible to be executed? 

 

 
 
* Corresponding Author: ???? 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 767  

Research Limitation 

The research limitation is pro forma financial statement of XYZ Company are based on assumption constructed from discussion and 
interview with XYZ Company owner according to their expectation, business process, historical data, normal economic condition, and 

benchmarking. 

 

LITERATURE REVIEW 

Feasibility Study 

According to Ioan (2010), feasibility study is a tool to run an analysis of an investment project for taking decisions based on technical, 

economic, or financial factors. Feasibility study will run an analysis for a given lifetime of a project while considering the risk and uncertainty 

to show that the financial resource is enough to cover the functional needs to execute the investment project (Ioan, 2010). 

 

Capital Budgeting 

Capital budgeting is the process of determining long-lived assets or assets that can generate benefits for more than a year (Perterson and 

Fabozzi, 2002). For evaluating the financial feasibility of an investment using capital budgeting, Remer and Nieto (1995) categorize the method 

into NPV, IRR, Payback Period, Ratio Method, and Accounting Method. Based on the most common method used by financial managers for 
evaluating project financial feasibility, three out of five methods which are NPV, IRR, and Payback Period will be used for evaluating the 

investment. 

 

NPV 

Net Present Value (NPV) is a method in capital budgeting to assess project investment by calculating the difference between amount of 

present value of future cash flow and the initial investment of the project (Brealey, Mayers, and Marcus, 2001). NPV can show us the amount 

of cash flow contributed to the owner's wealth. A positive NPV means the project will generate a positive income for the company that 
indicates the project worth investing. However, a negative NPV means the project will generate a negative income or a loss that indicates the 

project is not worth investing in. The equation for NPV is specified as follows: 

 

 

Decision Criteria for NPV: 

If NPV > 0, accept the project investment. 

If NPV < 0, reject the project investment.  

 

IRR 

Internal Rate of Return (IRR) is the discounting rate that make the present value of future cash flow equivalent to zero (Peterson and 

Fabozzi, 2002). Through IRR, the company can see the rate of return at a given level of risk from the project to simplify investment decisions 

(Vernimmen, 2005). The equation for IRR is specified as follows: 

 

 

Decision Criteria for IRR: 

If IRR > Cost of Capital (r), accept the project. 

If IRR < Cost of Capital (r), reject the project. 

 

Payback Period 

Payback Period is the length of time needed for a project to recover its initial investment (Vernimmen, 2005). It is one of the most 

commonly used technique to assess project investment. According to Gitman and Zutter (2002), there are two ways to calculate Payback 

Period, first is divide initial investment with cash inflow and the second is by adding cash inflow until the initial investment is recovered. 

Decision Criteria for Payback Period: 

If Payback Period < Maximum Acceptable Payback Period determined by the company, accept the project. 

If Payback Period > Maximum Acceptable Payback Period determined by the company, reject the project. 

 

Free Cash Flow  

Free Cash Flow (FCF) is cash that could be used without disrupting a firm's ability to perform operational activity and generate cash flow 

(Brigham and Houston, 2009). There are two approaches in calculating FCF, Free Cash Flow to Firm (FCFF) or cash flow available to debt and 
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equity holders and Free Cash Flow to Equity (FCFE) or cash flow available to equity holders only (Steiger, 2008). Since the company using 

100% financing from owner equity, the calculation of FCFF will be equal to FCFE. The equation for FCFF is specified as follows: 

FCFF = OCF - Capital Expenditure - Change in Net Working Capital 

 

Terminal Cash Flow 

Terminal Cash Flow is cash flow in the final year of the project that is attributable to the liquidation of the project (Gitman and Zutter, 
2002). The value of assets at the final year that has been sold will be discounted at the discounted rate then added to the final year cash flow 

from project investment.  

 

WACC 

Weighted Average Cost of Capital (WACC) is the estimated average rate of return of an investment project over the long run (Gitman and 

Zutter, 2002). According to Gitman and Zutter (2002), the calculation for the rate of return is based on the weight proportion of firm capital 
structure that includes debt and equity. The decision for capital budgeting largely depends on the cost of capital from each source (Paramasivan 

and Subramanian, 2009). The equation for WACC is specified as follows: 

 

WACC = (Wd × rd(1-Tax)) + (re × We) 

 

Capital Budgeting Risk Assessment 

Risk assessment is a tool to assess uncertainty that cannot disappear from input variables that affect the project's value (Damodaran, 2014). 

According to Damodaran (2014), risk assessment approaches will support the feasibility assessment of the project under different future 

circumstances of key variables. This research will use sensitivity analysis to show how sensitive the key variables to the project's NPV and 

simulation analysis to estimate the probability distribution for NPV. 

 

Sensitivity Analysis  

Sensitivity analysis is a method to estimate the percentage of change in Net Present Value when there is a modification in the expected 

value of input variables (Brigham and Houston, 2009). The key inputs in sensitivity analysis are variables that use expected value and impact 

greatly in NPV. The result from sensitivity analysis will show the rank importance of variables that can assist in simulation analysis calculation 

to get a better sight of what happens in the future. (Saltelli, Tarantola, Campolongo, & Ratto, 2004). 

 

Simulation Analysis 

Simulation analysis is forecasting the probability distribution for each input variables to generate worth of project rather than a single 

estimation of project value to cope with project risk issues (Damodaran, 2014). According to Damodaran (2014), a common method which is 

Monte Carlo simulation will be used for simulation analysis. Monte Carlo simulation is a simulation of probable future events under a large 

number of scenarios of key inputs to calculate NPV (Brigham and Houston, 2009).  

 

METHODS 

The first step of conducting the research is to identify the problem which is to assess feasibility opening a new branch. To understand more 

about the internal and external problems faced by the XYZ Company interview technique will be used. The interview is conducted with the 

company owner. After identifying the problems, it needs to be summarized as a research question that needs to be answered for achieving the 

research objectives. The data collection consists of two types of data, primary data and secondary data. Primary data is collected from the 
interview conducted with the company owner for developing assumptions in the projection of the Income Statement and Balance Sheet. 

Secondary data is collected from historical data and other sources to support the primary data. 

The data analysis consists of four processes. The first process is constructing pro forma financial statements based on the assumption and 

supporting data. To construct pro forma financial statements, an assumption for each account of the Income Statement and Balance Sheet need 
to be determined. Then monthly and yearly pro forma Income Statement and Balance Sheet can be constructed. After that, Free Cash Flow to 

the Firm (FCFF), Terminal Cash Flow, and Weighted Average Cost of Capital have to be calculated. Then performing feasibility study using 

capital budgeting techniques which are NPV, IRR, and Payback Period, and conducting risk assessment analysis using Monte Carlo simulation 

analysis supported by sensitivity analysis calculation result. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

To perform the capital budgeting analysis, pro forma Income Statement and Balance Sheet are constructed. The pro forma Income 

Statement and Balance Sheet are created to construct Free Cash Flow to the Firm that is shown in table 1. Weighted Average Cost of Capital 

(WACC) for the project is 10.06%, the calculation is shown in table 2. 

Table 3: New Branch Free Cash Flow to the Firm 

F

CFF 

-

18,066,80

9 

2,09

9,629 

2,19

3,219 

2,28

9,367 

2,35

2,332 

2,49

6,360 

2,60

7,706 

2,72

4,641 

2,42

0,314 

2,97

6,425 

38,7

15,245 
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*(IDR 000) 

Table 4: Weighted Average of Capital Calculation 

Weight of Equity 1 

Cost of 

Equity 

Risk-Free Rate 7.19% 

Beta 0.51 

Expected Return of the 

Market 

12.81% 

WACC 10.06% 

 

From table 3, it can be seen the result of capital budgeting technique calculation. The Net Present Value (NPV) for the project is a positive 

value of IDR 9,637,824,000 which means that the project is generating positive NPV value for the company. Internal Rate of Return (IRR) of 
the project is 17.52%, which is higher than WACC of 10.06%. And the last is the payback period of 7 years 6 months, which is less than the 

life of the project life (10 years) that also the cut off period from the owner. The result means that the project is feasible to be executed by the 

XYZ Company. 

Table 5: Capital Budgeting Result 

  Result Criteria Decision 

NPV 
IDR 

9,637,824,000 

Positive 

value 
Accept 

IRR 17.52% 
Higher than 

10.06% 
Accept 

Payback Period 
7 years 6 

months  

Less than 

10 years 
Accept 

 

Based on the sensitivity analysis, 3 variables can be stated as sensitive variables due to NPV swing is higher than the variable input swing. 

The variables are clothing quantity, clothing sales price, and clothing COGS. Then, the Monte Carlo Simulation analysis is executed to estimate 
the probability distribution from input variables towards NPV. The sensitive variables will become an assumption for forecasting the NPV 

through 1,000 trials. The analysis result is 94% probability occurrences of NPV above 0. Based on the risk assessment analysis, the investment 

for opening a new branch for XYZ Company has a low risk. 

 

CONCLUSION 

Based on the analysis, XYZ Company has to finance their project amounted IDR 18 billion for acquiring the required assets to open a new 
branch with the same layout as the previous branch. From the project financial calculation, XYZ Company's new branch is expected to generate 

revenue that could bring growth to the company's financial condition.  

Based on the capital budgeting technique analysis, the NPV of the project is IDR 9,637,824,000. A positive NPV means that the project is 

feasible to be executed by XYZ Company. IRR of 17.52% is higher than WACC of 10.06%. The Payback Period is 7 years 6 months which is 
less than the project lifetime of ten years. After the capital budgeting technique conducted, a risk assessment analysis is performed. The result 

shows that 3 variables which are clothing price, clothing quantity, and clothing COGS categorized as sensitive due to the NPV swings that 

higher than variable swings. Then, the sensitive variables are being used to help performing Monte Carlo Simulation analysis. The result is the 

probability of NPV higher than 0 is 94% that means that the project has a low risk. 
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Abstract  

Digitalization and disruption of technology have made its appearance towards the financial industry, including in the investment system as 

peer-to-peer lending. Peer-to-peer lending is an online marketplace where lenders, known as investors, can lend their money to individuals or 
small businesses. This study aims to measure the changes in investor’s decision-making behaviour after they have experienced the usage of P2P 

lending platform as one of the investment instrument. Variables measured as the factor affecting the results are P2P lending experience, 

cognitive-based trust, affect-based trust, and economic expectation which results in the relation of institutional perceived risk and platform 

trust. In the end, these latent variables are analyzed using PLS-SEM process to understand how it affects the investment decision-making 
behaviour through the investor’s overconfidence bias. This research is conducted through quantitative approach to at least 200 respondents 

around Indonesia which aim to study the influence of Peer-to-peer lending platforms towards individuals’ investment behaviour and to 

correctly identify the relationship along with its supporting factors between individuals’ investment behaviour that would lead into investment 

decisions through peer-to-peer lending experience. The findings are expected to recognize and generate better strategies for acquiring investors 
to create diversification in a portfolio by adding a peer-to-peer lending platform as their investment medium as an insight for P2P Lending 

companies. 

 

Keywords: Investment Behaviour, Overconfidence Bias, Peer-to-peer lending, Perceived Risk, Platform Trust  

 

BACKGROUND 

The number of financial technology in Indonesia is rising again and again as 15 new fintech has just been added in the past two months 
which makes the official fintech listed increased to 128 companies last August (CNBC Indonesia, 2019). How could this happen is affected by 

its promise to bring ease as it expands the financial access of the user. On the current phenomenon and products in the market, it is safe to say 

that financial technology, or also known as 'fintech' is disrupting the market and banking system (Mention, 2019) with the offering of faster, 

cheaper, and better service models. Furthermore, according to MaRS Discovery District's head of financial technology and innovation, Adam 

Nanjee, all of the core functions of traditional financial institutions are being disrupted which leads to a shift in the market (Nowak, 2016). In 

May of 2019, Indonesia Stock Exchange reports there are currently 1.9 Million local investors throughout the country with 952,000 of them 

investing in stocks (Kompas, 2019), growing 19% per cent from the end 2018 with 1.6 million, which have written an increase of 44% 

compared to the previous year. Means throughout the year, there is an actual increase in demand for both financial literacy and inclusion in 

Indonesia. 

With the following fintech growth in the nation, Indonesia also witnessed an increase of peer-to-peer lending. Peer-to-peer lending, as part 

of fintech, makes its curve upward as Otoritas Jasa Keuangan has listed 106 peer-to-peer lending platforms by the first quarter of 2019 (CNBC 

Indonesia, 2019). Peer-to-peer lending, or also known as P2P lending is an investment method that connects the borrower directly to the lender 
(Investopedia, 2019). This method is considered as debt financing as the lender will give an amount of money, and the borrower will return the 

money with an additional interest rate. Moreover, compared to traditional banking, the credit risk generated by borrows will be weighted to the 

investor, not the peer-to-peer operators (Davis, 2017). In Indonesia, officially listed online peer-to-peer lending such as koinworks, investree, 

amartha, crowde, and akseleran (Otoritas Jasa Keuangan, 2018) offers average returns of 17.49% annually. 

Peer-to-peer lending platforms offer a range of return from 10 to 20% annually, which attracts lots of investors to diversified or even shift 

their investment decision of traditional investing through the stock market, bank deposit, or even government bonds—investment option that 

allows the investor to generate an annual return of 6 to 8% (KemenKeu RI, 2019). Nevertheless of how attractive the returns offered by peer-to-

peer lending, at this current stage, investors should also be aware of the potential of default on the loan that could be caused due to high 

demand to invest while the background of the borrowing side is not carefully checked.  

Although the return and benefits offered by P2P lending are packed as a low-risk investment, the concern on of peer-to-peer lending was 

proven by the china market crash started in 2015, with over 70% of peer-to-peer lenders will decrease by this year of 2019 (Bloomberg, 2019) 
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caused by a Ponzi scheme and lack of regulation on the peer-to-peer lending industry. In the context within Indonesia, peer-to-peer lending has 

been supervised under the Otoritas Jasa Keuangan to regulate the system and prevent investment fraud. For the last ten years, the total amount 

of money lost due to investment fraud in Indonesia has reached IDR 88,8 Trillion (Otoritas Jasa Keuangan, 2019) caused by low-level financial 

literacy with only 29.66% of the citizen knows about the usage of financial services (Otoritas Jasa Keuangan, 2017). This affects the 
individual's investment decision by focusing solely on the return side with little knowledge of its return (CNBC Indonesia, 2019), which is the 

reason why both the regulator and investors need to understand the concept of peer-to-peer lending in order to prevent a market-crash within 

the peer-to-peer lending.  

The experience of using peer-to-peer lending should have made an effect on the perception of the investor whether they are shifting their 
investment option into peer-to-peer lending as it stated the exact number of return and risk to the investment. According to a study suggested by 

Dan (2018), online P2P lending and perception of individuals towards risk are related to its herding behaviour. Thus, this study is aimed to 

discover whether the impact made could shift their risk profile and tolerance towards other investments made before and in the future. 

Furthermore, will the disruption of peer-to-peer lending platforms as financial technology create a higher demand for willingness on investment 

to investors or remain the same. Based on the background of this research, this study aims to answer these following questions proposed: 

1. In what outcome does an individual’s investment behavior is influenced by a peer-to-peer lending platform? 

2. How is the relationship between Peer-to-peer lending platform,  user’s investing decision, and investment behavior in 

          future decision making? 

3. What is the recommended market and segment that will be suitable for Peer-to-peer lending platform? 

 

LITERATURE REVIEW 

Peer to Peer Lending 

Peer-to-peer lending is described as an online marketplace where lenders (also known as investors) can lend their money to individuals or 

small businesses. In 2005, the first-ever platform of peer-to-peer lending, Zopa, was founded and formed in the UK. Lin (2009) stated that the 

growth of the system to provide loans directly to individual borrowers given by individual investors without any intermediation from banks had 

shown rapid growth. It is indeed a system of peer to peer lending. In Indonesia alone, there are 106 peer-to-peer lending platforms listed 

by Otoritas Jasa Keuangan by the first quarter of 2019 (Otoritas Jasa Keuangan, 2019). 

Otoritas Jasa Keuangan acts as a regulator of all financial activities in Indonesia. Under this regulation, it is envisioned that the platform 

provider's role will be limited to 'matching' interested lenders with borrowers. The platform provider is prohibited from acting as either a lender 

or borrower and from issuing any guarantees or debt instruments. It is also expected that under the regulation, the platform provider will enter 
into agreements with interested lenders, documenting the terms of the loan including the desired interest rate, loan amount, terms, and fees 

(International Financial Law Review, 2017).  

 

Investment Behavior 

Based on the principle of utility theory, developed by Von Neumann and Morgenstern, both argue that:  

"investors are (1) completely rational, (2) able to deal with complex choices, (3) risk-averse and (4) wealth-maximizing.' Utility theory 
further assumes that investors maximize expected utility measured in terms of anticipated returns and variances from these expectations (the 

mean/variance approach)". According to the theory, it could be concluded that each investor selects the portfolio that maximizes expected 

return while minimizing risk. 

A relatively new financial subdiscipline, behavioural finance, has achieved impressive strides in explaining the behavioural aspects of 

investment decisions (Nagy, 1994). Empirical studies of the behaviour of individual investors first appeared in the 1970s.  

Behavioural finance theory shows that through a seasonal change from the past, investors make investment decisions rationally. 

Furthermore, investment decisions can be taken under the influence of some psychological factors (Sevilay, 2018). Behavioural finance 

investigates choice under uncertainty. Three significant elements frame behavioural finance-Prospect theory, regret aversion and self-control. 5 
Each element captures the behavioural attributes of individual investors. The Wharton Survey, one of the more comprehensive studies of 

investor behaviour, examines how demographic variables influence the investment selection and portfolio composition process. 

In his study, which was on behavioural nance, Statman (2014) summarized the difference between traditional and behavioural nance. 

According to traditional nance, people are rational, and markets are efficient. In spite of that, in behavioural finance, people are rational, and 
markets are not always efficient. In conclusion, in behavioural nuance, as an alternative to rational decision-making model, irrationality or the 

limited rationality approach was adopted (Tufan and Sarıçiçek, 2013). 

 

Economic Expectation 

The economic expectation is able to be described as a predicted expectation in economic situations which forecast the performance of a 

firm depending on the investment type that will occur in the upcoming period of time, such as one month, one year, and any given duration at a 

time. The expectation believed  

These expectations can consist of anticipations about the level of employment, output and expansion of the organization, balance of trade 

and inflation rate in the economy. Economic expectations play a prominent role in investment decision making. These expectations are both 

about the company's future earnings and the country's overall economic conditions. Some well-known factors that affect financial decisions of 
investment are the performance of the firm in previous years, the anticipated increment of capital and bonus, dividend distribution plans and 

anticipated profits of the firm etc. The decisions of individual investors regarding firm's investment products are influenced by the economic 

and social features of investors, i.e. sex, age, being single or married, the experience of investment and their education level (Obamuyi, 2013). 
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Perceived Risk 

Perceived risk is pondered as a situation of uncertainty with the addition of adverse implication, resulting from acquiring a decision in a 

situation of seeking and deciding an option of information related to a product such as goods and services (Bauer 1960; Featherman and Pavlou 

2003). 

The relevance of perceived risk is highly associated with an intangible product, a service, that is applied in an online transaction (Mitchell 
and Greatorex 1993; Laroche et al. 2001; Rotchanakitumnuai and Speece 2003; Ndubisi and Sinti 2006). One of the main reasons for this 

condition is due to the inability to assess the product physically as the service or goods provided are displayed in an online medium. 

Furthermore, the likelihood to be exposed to fraudulent activity and the chances of receiving defective products are also the factors influencing 

the risk perceived by customers (Polasik and Wisniewski 2009; Nor and Pearson 2008; Gerrard et al. 2006; Ndubisi and Jantan 2003). 

 

Trust 

According to Komiak and Benbasat (2004) and Geyskens et al. (1996), if an individual feels secure and confident with the services offered 

by a merchant, this is known as trust. A higher level of trust seems to be strongly related to the degree of risk involved in  uncertain situations 

(Gefen, 2000). Trust describes the extent of protection the customers enjoy, which consequently determines the sustainability of online business 

(Kooli et al. 2014). While many scholars have discussed the relationship between trust and risk by focusing on industrial relationships (Yu et al. 
2018; Brown et al. 2015), there are few studies providing theoretical and empirical validation of crowdfunding platforms, particularly P2P 

platforms. 

Studies such as those by Delafrooz et al. (2011) and Yousafzai et al. (2010) have established a positive relationship between the adoption 

of online banking and trust. Trust plays a major role in online transaction decisions (Hong et al. 2013). Hence the sustainability of any online 

business strongly depends on trust-building. 

 

Overconfidence Bias 

Confidence is the self-assurance that arises from the approval of one’s skills, judgement and abilities. It is an internal feeling of a person 

about himself. Overconfidence is a prejudiced way to come across a situation. If a person is overconfident, he overestimates his skills, 

knowledge, beliefs and judgements and shows more confidence than needed in a situation. This overconfidence makes investors think that the 
investment decisions of other persons are caused by their emotions, perceptions, feelings and moods. But they make their own decisions a 

result of purposeful and sensible ideas. This attitude leads them to such a level that they find all the stuff in their support but opinions of others 

as illogical and insensible. They do not care much about the level of risk that is a part of their financial plan. These individuals trade 

excessively. They do not only trade more, but their exposure to risk is also higher. 

Overconfidence is not a negative phenomenon always. Those who criticize this bias claim that practice of overconfidence leads towards 

more trade by investors reducing the efficiency of the market as they do not focus risk in investment in a proper way rather they overvalue the 

expected return and do not pay any attention to realism of the market. But another group of critics feel that the efficiency of the market is 

improved because of overconfidence bias as a lot of information is gathered by them. Different opinions of the experts on the influence of 
overconfidence bias on market efficiency have made this bias controversial and attractive for further research. This study determines the impact 

of overconfidence on investment decision-making behaviour and its relationship with information search.  

 

Conceptual Framework 

Based on the evaluation of previous related study which has been described in the journal comparison, this research decided to combine 

and adapt the conceptual framework proposed by Samina Gill et al. and Meng Wang et al. as the model that could be used to covers the 
relationship between variables discussed: peer to peer lending experience, cognition-based, affect-based, overconfidence bias, and economic 

expectation. Then, here are the following 

conceptual frameworks that are proposed: 

 

 

 

 

 

 

 

 

Figure 1 Conceptual Framework 
 

 

Peer to peer lending experience: 

H1. Perceived ease of use is positively related to trust toward social lending platforms. 

H2. Perceived usefulness is positively related to trust toward social lending platforms 
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Cognition-based Trust 

H3. Perceived privacy protection is negatively related to perceived institutional risk 

H4. Perceived privacy protection is positively related to trust towards social lending platforms 

H5. Perceived structural assurance is negatively related to perceived institutional risks 

H6. Perceived structural assurance is positively related to trust toward social lending platforms 

Affect-based Trust 

H7. Positive reputation is positively related to trust toward social lending platforms 

H8. Positive reputation is negatively related to perceived institutional risks 

H9. Third party is positively related to trust toward social lending platforms 

H10. Third party is negatively related to perceived institutional risks 

H11. Social influence is positively related to trust towards social lending platforms 

H12. Social influence is negatively related to perceived institutional risks 

Economic Expectation  

H13. Economic expectation in investor is positively related to perceived institutional risk 

Perceived Institutional Risks And Trust Towards Social Lending Platforms 

H14. Trust toward social lending platforms is negatively related to perceived institutional risks 

H15. Perceived institutional risk is positively related with investment decision making behavior 

 

METHODS 

Primary data collection will be used for this study as the research approach using a questionnaire analysis. The sample size will consist of 

200 individual peer-to-peer lending investors in Indonesia based on the sampling technique developed by Israel (1992) to have a 95% 
confidence level with ±7% precision level from a total of 245,299 lenders registered in a peer to peer lending platform. These responses are 

aimed to come from investors who have experience in the peer to peer lending investment in Indonesia, aging from 18 onwards, however, the 

ethnicity, religion, caste or culture of these people will not be taken into account. For these reasons, a quantitative research approach is 

appropriate to be used. The data analysis is conducted using PLS-SEM to create a promising approach in its data analysis and suitable to 

display an empirical theory (Chia, 2014). 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The PLS-SEM analysis is expected to show the result that can provide a deeper relationship between the peer-to-peer investors’ 

experience and its decision-making behaviour. Latent variable measures are the P2P experience, cognition-based trust, affect-based trust, and 
economic expectation that leads to the relationship of perceived institutional risk and the platform trust, which will be used to measure the 

effect on the overconfidence as the investment decision-making behaviour. 

All attributes mentioned are expected to have a positive impact on the significance of investment decision-making behaviour due to the 

different risk shown at the beginning of the investment. Also, this research is aimed to study the influence of Peer-to-peer lending platforms 

towards individuals’ investment behaviour and to correctly identify the relationship along with its supporting factors between individuals’ 

investment behaviour that would lead into investment decisions through peer-to-peer lending experience. With this objective, the experience of 

P2P lending is expected to have a risk-averse impact in the decision-making behaviour as it has given the experience of high return with 

minimum perceived risk. 

By analyzing the aftereffect of P2P lending usage, this research is expected to guide the peer-to-peer lending platform to create better 

segments to target the right investors based on their profile. Furthermore, this study will provide insights on which variable the company should 

focus on to influence potential investors. The result of the analysis will also be used to recognize and generate better strategies for acquiring 

investors to create diversification in a portfolio by adding a peer-to-peer lending platform as their investment medium. 

 

CONCLUSION 

Investment decision-making behaviour is affected by the experience of an individual’s performance on investing in various platforms and 
instruments, which leads to varied risk perception. In this study, the dimensions take into an account includes the experience of peer-to-peer 

lending usage, cognitive-based trust, affect-based trust, and economic expectation that connects to the measurement of perceived risk and the 

platform trust. In the end, it will create an analysis of how one’s perceived risk can affect the investment decision-making behaviour based on 

their overconfidence bias post-peer-to-peer lending usage. In this research, the expected outcome will show that the impact of P2P lending, 
which shows the amount of return at the beginning of the investment, will affect the decision-making behaviour into a risk-averse type as an 

individual will seek for more certain investments rather than a high volatility market such as stocks, forex, and options. 

Previous research has discussed the factors affecting investors’ intention to invest in a peer-to-peer lending platform, the usage of 

cognitive and affect-based trust to analyze the institutional risk, and factors affecting investment decision-making behaviour based on the 
information bias. This study combines the factor affecting the information bias and perceived institutional risk to see how a platform trust and 

risk perceived by investors, with the support of cognition bias can affect investment decision-making behaviour. To analyze the result, this 

research use PLS-SEM process in order to understand the relationship between each latent variable and see how it affect each other by looking 
at the F square and R square as the determinant factors to see the goodness-of-fit for each variable measured. Further, this study is conducted to 
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enhance the P2P lending companies’ strategy on how to recognize and generate better strategies for acquiring investors to create diversification 

in a portfolio by adding a peer-to-peer lending platform as their investment medium. 
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Abstract  

This study investigates how financial status, risk-taking behavior, and expected return interact in determining the investment decision among 

millennials. Specifically, this study examines the risk-taking behavior and expected return as potential mediators, and the extent to which both 

variables explain the link between financial status and investment decisions of millennials. This research employed the cross-sectional design 

and using primary data in conducting this study. Multi-mediation regression analysis techniques also used to analyse the data. This study found 

that financial status does affect the investment decision created by millennials through the mediation of risk-taking behavior and expected 
return. 
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BACKGROUND 

Many researchers have extensively conducting studies regarding millennials generation. Millennials generation have drawn enormous 

attentions as they are known to be the second biggest generation in the world. According to the survey conducted by IDN Research Institute 

(2019), 24% of the total citizens in Indonesia or as much as 63,4 millions of people are known to be millennials. Thus, it indicates that the 

number of people in the productive age has become the majority wherein they are anticipated to become the main player of Indonesian 
economy. Purba and Ananta (2018) states that an individual who are born between 1981 until 2000 are those who can be called as a millennial. 

Moreover, several studies claim that millennials are dissimilar with the previous generation. Millennial’s characteristics, behaviour, and values 

is known to be different with the older generation (Eastman & Liu, 2012; Gurau, 2012; Howe & Strauss, 2003). One of the examples is 

millennials tend to have higher spending power according to the marketers (Wolburg & Pokrywczynski, 2001). Besides that, becoming more 
sensitives when it comes to price and debt, utilizing more technology in managing their finance, and prefer collecting lots of experiences rather 

than prioritizing material possession also has becomes the special traits of millennials (Goldman Sachs Asset Management, 2015). According 

to the researchers, globalization, employment, foreign investment, and technology that keeps emerging are found to be the main factors that 

affects millennials characteristics (Anitha & Aruna, 2016; Liyanage & Gamage, 2017; Twenge & Campbell, 2008). Moreover, through their 
survey, IDN Research Institute (2019) reveal that only 2,0% of the money owned by millennials are spent for investment (Figure 1). 

Meanwhile, 51.1% of their money are allocated for monthly expenses which shows that millennials generation are very consumptive. Based on 

those evidences, it can be assumed that those different characteristics, behaviors, and values owned by millennials are impacting their decision 

toward the investment.   

Figure 1 Income allocation 

 

(Source: IDN Research Institute, 2019) 
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As shown in Figure 1, the awareness of millennials in doing an investment can be categorized as low. A prior study by Wang (2011) 

explains that young people who are aware of the importance of investment are more likely can achieve their financial goals. The amount of 

money that millennials spent on investment is quite worrying as it indicates there are only a few millennials who already aware of the 

importance of investment. However, the data from Kustodian Sentral Efek Indonesia (KSEI, Indonesia Central Securities Depository) stated 
that millennials under their 30s are reported to be the majority (43,28%) of investors who participated in the Indonesia capital market 

(Hafiyyan, 2019). Followed by the other investors, 24,91% from the age of 31-40 years, 16,84% from the age of 41-50 years, 9,9% from the 

age of 51-60 years, and 5,08% from the age above 60 years. Despite the high number of millennials who become an investor, the investment 

managed by millennials is proved to be much lower than the older investors. Millennials investors are reported to manage the asset as much as 
Rp 12, 15 trillion, while the older investors who are above their 60s already have a portfolio as much as Rp 243,49 trillion. The difference 

between those two generations is quite significant, thus it is essential to find the reasons that lie underneath the investment decision that 

millennials made. 

Furthermore, financial status also discovered to generate an effect on the investment decisions of investors in the capital market (Obamuyi, 
2013). As a result, such effect cause changes for different millennials, the millennials from higher financial status are more capable to undergo 

a higher risk due to the better financial resources compared to millennials from low financial status who have limited financial resources for 

investments.  This argument also supported a study from Thaler (2015) who proved that the individual financial status plays a big role in 

determining the risk-taking behavior of an individual. Thus, millennials from low financial status will prefer a lower risk investment.  In 
addition, a study conducted by Khan, Farhana, and Mirza (2015) also claims that the expected return of an investment influences the 

investment decision of the investors. The researchers explain that having an expected return helps investors to determine the investment 

instrument that fits them the most. The investment that offers a high return will attract the investors to invest in that investment option. 

According to those elaboration, this study believes that the distinct characteristics that millennials have compared to other generation are 
shaping the new propensity for them in creating an investment decision. Moreover, the researcher also has seen that financial status of 

millennials does become the main reasons on why millennials make their investment decision differently. However, there is little attention 

given to the role of risk-taking behavior and the expected return of millennials as the underlying mechanism where the relationship between 

financial status and investment decision existed.  

Objective – The purpose of this study is to examine the risk-taking behavior and the expected return as a potential mediator and the extent 

to which it explains the link between financial status and investment decisions of millennials. This study will give several implications on the 

financial practitioners and policymakers such as extending their knowledge on the factors that greatly affects the investment decision of 

millennials. 

Originality – This study contributes to the understanding of the primary mechanism which explains the link between financial status and 

investment decision. Drawing on Heuristics theory, the findings reveal that millennials determine their investment decision based on the 

existing information regarding the risk and the expected return of the investment options. 

 

LITERATURE REVIEW 

Financial Status and Investment decision 

A study by Rusdin (2006) explains that the decision to invest is primarily based on the individual and fully depends on the individual. 

Thus, before creating a decision, an investor needs to think carefully about the investment that they are going to make, whether it can bring a 

profit or loss for them. Meanwhile, another study found that the individual’s investment decision was based on two reasons (Christianti & 

Mahastanti, 2011). The first reason is investors want to create a decision that can enhance their wealth. Meanwhile, the second reason is 
investors create a decision according to their behavioral motivation which is related to psychological aspects. Based on the first reason, it can 

be concluded that financial status does become a key influence on the investor's way of thinking in maximizing the wealth that they have. 

Financial status has become one of the major determinants of millennials investment decisions.  Understanding financial status as 

something that derives from the amount of saving that people have or the fixed income such as monthly wages that an investor receives is 
highly essential in the context of support that people have on doing an investment (Aranda-Uson, Portillo-Tarragona, Marin-Vinuesa, & 

Scarpellini, 2019). The greater financial status of an individual will lead to a more positive behavior of an investor in doing an investment in 

stock or other instruments. In other words, a better financial status will cause a higher amount of investment of an individual (Aranda-Uson et 

al., 2019). A study by González and Martínez-Carrascal (2017) also reveals that financial status affects the investment decision of an 
individual. Rationally, investors will seek an investment that is suitable for their current financial condition. However, in line with the current 

trends, lots of investors from middle-income earners are found to begin investing in a bigger amount despite the financial status where they 

currently are in order to increase their earnings. 

Furthermore, there is evidence that financial status also influences people on perceiving an investment. A prior study by Waweru et al. 
(2008) states that financial status does affect investors in terms of the way they behave in doing an investment and perceives investment, they 

consider investment as one of the financial plans with purpose to make them wealthier. In sum, financial status does play a role in determining 

investors' desire in allocating their money for investment and the amount of money that they are willing to invest in the shares and stocks. 

Another study has identified the tendency of investors in investing in the unit trust, the result shows that financial status also influences and 
gives an impact on the investors' decision (Tan et al., 2008). Besides that, this study also reveals that the amount of money that investors want 

to expense and the risk that they are willing to handle are influenced by their financial status. According to these elaborations, it can be 

concluded that investors with low financial status are known to prefer taking an investment with a little risk. Meanwhile, people from higher 

financial status are more into a high return investment that requires a higher risk. Therefore, this study hypothesizes: 

Hypothesis 1 Financial status is positively related to investment decisions. 
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The Mediating Role of Risk-Taking Behavior 

While doing an investment, there is certainly a risk associated with it. The risk can be high and low depending on the amount of the return 

that investors expect. Wright (2017) explained that there is a positive relationship between the risk and return in investment. If investors are 
wishing for higher returns, then they also need to bear a higher risk. According to Tandelilin (2010), risk can be defined as a possibility of 

differences that occurred between realized return and the return that the individual expected. When the realized return that an investor received 

is far above the expected return, it means that an investor just has gone through a major risk with their investment. A study by Leon and Aprilia 

(2018) claims that the risk-taking behavior of an individual is crucial in investing as it determines the behavior of an investor in selecting 
investment options. In other words, risk-taking behavior can be defined as the ability of millennials in tolerating the risk while doing an 

investment. 

Moreover, the amount of risk that an investor can handle is also known to be highly related to the financial status where they currently are.  

In his study, Tan et al. (2008) reveal that financial status does affect the level of risk that individuals are able to take. Investors from low 
financial status more likely to prefer an investment that offers lower risk, different from people with a high financial status who prefer higher 

risk to generate a higher return. In the range of ages between 20 and 39 years old, lots of millennials are notably involved in a high debt such as 

school loans (Davis, 2012; Lusardi et al., 2010). It shows that the majority of millennials are still in low financial status. Thus, this condition 

makes millennials more risk-averse than the previous generation as they are still not financially stable and prepared (Debevec et al., 2013; 
Sharf, 2014). Therefore, it can be argued that the financial status of millennials also takes part in affecting the risk that they are willing to 

handle.  

On the same token, the perception and attitude of an individual towards the risk also affect the investment decision of an individual. A 

study by Sitkin and Weingart (1995) does claim that creating a decision to take the risk is highly affected by how investors perceived the risk. 
Plenty of researches has been conducted regarding this link and lots of investors agreed that the investment decision is greatly affected by risk 

perception (Weber & Hsee, 1998). Kahneman and Tversky (1979) reveal that human beings prefer relying on more certain outcomes rather 

than on the unpredictable outcomes. Thaler (2015) through his study also explored the impact of risk-taking behavior on investors’ investment 

decision and the result indicates that there is a relationship between the risk-taking behavior of investors and their investment decision. Thaler 
(2015) also claims that risks are often utilized as a benchmark by investors to figure out which investment option they should choose to 

generate earnings, and whether the losses prediction can still be managed by the investors. Therefore, this study comes to the hypothesis that: 

Hypothesis 2 Risk behavior mediates the relationship between financial status and investment decision. 

The Mediating Role of Expected Return 

Each investor certainly has their own expectation towards the return of their investment. Lusardi and Mitchell (2017) in their study do 

describe expected return as the possible earning that investors want to generate after investing their money in particular investment options. 

There is no doubt that millennials will seek an investment that gives them a maximum return to enhance their wealth. Moreover, this study 

argues that the expected return of millennials investors is also influenced by their financial status. Lots of millennials are still in the age of a 
student, which often being stuck in a high debt of student loans and the lack of job opportunities (Davis 2012; Lusardi, et al., 2010). Intending 

to pay back the loan, millennials with low financial status tend to look for an investment that gives them a high expected return (Tyson, 2017). 

Thus, with this current condition where millennials financial status is still low will increase the expectation towards the return of the investment 

that they did. Moreover, the expected return of an investor also put an effect on their investment decision. Every investor surely wants to 
achieve their desired return to make the most advantageous investment decision for them (Sharpe, 1964). Besides that, Baker and Haslem 

(1973) also emphasize that expected return is one of the most important investment considerations for individual investors.  

Another study by Aregbeyen and Mbadiugha (2011) argues that the investment option that had a good performance in the past in terms of 

its return will be something that investors looking for to suit their expected return. This argument is in accordance with the availability bias, one 

of the aspects in the Heuristics theory proposed by Tversky and Kahneman (1974). Availability bias happens when the investor creates a 

decision based on the information that is available for them rather than evaluating other alternatives. Hence, the information about the 

investment past return that is available for them would be one of the indicators that they used in selecting the investment option. The majority 

of investors are utilizing expected return as their minimum criteria in selecting the investment instrument. Moreover, Khan et al. (2015) also 
found that the expected return of an investor has strong linkages with the investment behavior of an investor in creating a decision. Investors 

create a decision by utilizing the expected return to filter and choose the most suitable instrument that meets their minimum requirements. 

Therefore, this study hypothesizes: 

Hypothesis 3 Expected return mediates the relationship between financial status and investment decision. 

 

METHODS 

Context, Sample, and Procedure 

The data collected for this study is using primary data. Millennials with investment experience are where this study is drawn from.  

Moreover, this study was using micro-level data of millennials investment decisions. This study is targeting millennials in the age range 
between 20-39 years since millennials are known to be the major players in the Indonesia capital market. The data from Kustodian Sentral Efek 

Indonesia (KSEI, Indonesia Central Securities Depository) shows that 43.8% of investors in the Indonesian capital market are millennials who 

are currently in their 30s (Hafiyyan, 2019). Based on this reasoning, millennials are believed to be capable of developing Indonesia's economy.  
Besides that, millennials also found to be more technologically savvy and better in multitasking than the other generation (Bauerlein, 2008).  

These skills will help them in the process of looking for information and making an investment, which helps them contribute more to the 

domestic investment. Therefore, millennials were chosen as the main objective of this research. 

This study is using a survey as one of the quantitative methods in collecting the data. This approach fixated on collecting the data through 
questionnaires distribution to support the finding and analysis. A survey is in the form of a web-based questionnaire and distributed online to 

the millennials respondents to simplify them in accessing and filling out the questionnaire. More importantly, the question listed in the survey is 
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using a closed-ended format. Close-ended questions are the type of questionnaire that provides the respondents with a set of alternatives or 

options such as multiple choices so the respondents only can select one of the best options (Reja et al., 2003). This research is using close-

ended questions since this format will help the calculation of statistical information and any percentages calculation. Initially, the survey was 

conducted in Bahasa Indonesia since all of the respondents are Indonesian. After the data are collected, the questionnaire items are translated 
into English using back-to-back translation procedures (Brislin, 2000) to be discussed in this study. Lastly, the number of samples are taken 

from the total millennials population to fill the survey. 

Once all the data from the questionnaires are gathered, the researcher removes the response that does not complete and out of range. There 

are 190 responses accumulated from the survey which will be calculated in this study. This research did apply the non-probability sampling 
method, which is a good sampling technique that facilitates the researcher to filter and choose the sample at the best  convenience of the 

researcher.  

Among 190 millennials respondents, 64 percent of respondents were found to be females. The majority of the respondents were aged 

between 21-25 years old (65 percent) and 20 years old (18 percent). They also have completed high school (49 percent) and bachelor’s degree 
(32 percent). Besides that, most millennials respondents claim that they have not married (86 percent), and only 10 percent of millennials said 

that they already have a child. Thus, it indicates that there are only a few of them that already have an additional responsibility. Moreover, the 

survey also revealed that half of the millennials (41 percent) already have a job and currently working as private employees (34 percent). A big 

portion of millennials (38 percent) income is below IDR 1,000,000 per month and as much as 11-20 percent of their income is allocated for 
monthly expenses. In addition, when they were asked about whether they have done an investment or not, only half of the respondents (52 

percent) said that they ever did that. 

Measures  

Financial Status  

The influence of financial status on investment decision on millennials is assessed using Annamalah et al. (2019). The measurement scale 

incorporated in this research is the five Likert scale (1 = strongly disagree, 5 = strongly agree). There are five items given related to financial 

status. Two of the samples are “I make investments that are within my current affordability” and “I have a monthly portion contributed from 

my incomes for the purpose of investment”. All items are being used in this study as the items match with the objectives of this research and 

the underlying theory.  

Risk-Taking Behavior and Expected Return 

The items from Annamalah et al. (2019) also employed to measure the effect of the risk-taking behavior and expected return on 

millennials. Each item also rated using five Likert scales (1 = strongly disagree, 5 = strongly agree). All the questions from each item are being 
used to do the research. Some of the items for risk-taking behavior are “I took my personal risk assessment test to understand instruments that 

suit my risk-taking ability” and “The risk of the instrument determines my investment decisions”. Meanwhile, the sample items for expected 

return are “I will invest in a project that gives the highest return” and “The expected return affects my investment decision for the instrument”. 

Investment Decision  

To measure how millennials making an investment decision, the items used for this variable also derives from Annamalah et al.  (2019). 

The reasons why the items from Annamalah et al. (2019) keep being used repetitively in most of the variables is because the purposes and 

theories that this study has are being represented by those items.  For this variable, every item also rated using five Likert scales (1 = strongly 

disagree, 5 = strongly agree). This instrument includes five items related to investment decisions. Some of the samples are “I will continue to 
invest in any investment instrument in the future” and “I will introduce my friends and family members to take part for investing in any 

investment instrument”. 

Control Variables 

Respondent’s gender, marital status, and job status are used as the control variables in this study as suggested by many researchers in this 
field in order to get rid of the potential confounding effect (cf. Kirkman et al., 2009; LePine, Erez, & Johnson, 2002). To help with the data 

analysis, the researcher coded gender (1 = female, 2 = male), and marital status (ranging from 1 = single, 2 = married, and job status (ranging 

from 1 = already, 2 = not yet). 

Method of Data Analysis 

This study used IBM SPSS Statistics 25 in analyzing the model. Three different hypotheses are being proposed in this study. Intending to 

test the direct effect (Hypothesis 1) and the mediating effects (Hypotheses 2 and 3), this study decided to use asymptotic and resampling 

strategy by Preacher and Hayes (2008). Not to forget, this study also includes a bias-corrected method (Williams & MacKinnon, 2008) which 

aims to obtain confidence limits of indirect effect (MacKinnon et al., 2004). Following Hayes and Matthes (2009) procedures, mediated 
ordinary least square (OLS) regression is applied in this study to assess the interactions of the mediators towards the dependent and 

independent variables (Hypotheses 2 and 3). The conditional effects of each item such as mean, high level, and low-level standard deviation 

(SD) are also shown by using this method (Aiken &West, 1991).  

On the other hand, this study also incorporates a bootstrapping method as one of the methods in calculating the data. Bootstrapping is an 
alternative method that can be used to manage the sampling distribution when the samples collected are relatively small (Efron & Tibshirani, 

1993). This method helps to replicate the samples that this study has collected. Therefore, this study used bootstrap estimation, with a number 

of bootstraps samples as much as 20,000 to make the result of the hypothesis test more significant. Besides that, to run the regression involving 

mediation, PROCESS Software developed by Preacher, Rucker, and Hayes (2007) is utilized in this study. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Findings 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 780  

The first step that this study took before further testing the hypothesis is to check whether multicollinearity does exist or not in this study. 

Multicollinearity must be avoided since it can affect the significance of the regression result, thus multicollinearity is tested using the 

collinearity diagnostics in this study. After the test is conducted, the results show that multicollinearity does not exist in this study. It is 

determined by looking at the tolerance values of the items that are greater than 0.10 and the variance inflation factor (VIF) values that are less 

than 10.00 (Kline, 2010).  

The results from the correlation analysis can be seen in Table 1. In the table, there are means, standard deviations, zero-order correlations, 

and reliability being shown.  The results of the correlation were as expected and give sufficient support for the proposed hypothesis. It can be 

seen from the table that investment decisions positively correlated to financial status (r = 0.23, p < 0.01), expected return (r = 0.37, p < 0.01), 
and risk behavior (r = 0.41, p < 0.01). Besides that, financial status also positively correlated to expected return (r = 0.37, p < 0.01) and risk 

behaviour (r = 0.51, p < 0.01).   

Table 6 Descriptive statistics, reliability, and correlation matrix 

Variable 
Me

an 
SD 1 2 3 4 5 6 7 

1. Gender 
1.3

6 

0.4

8 
-       

2. Marital Status 
1.1

4 

0.3

5 

0.0

9 
-      

3. Job Status 
1.5

9 

0.4

9 

-

0.15* 

-

0.33** 
-     

4. Investment Decision 
3.6

3 

0.6

6 

0.0

0 
-0.14 

-

0.07 

(0.7

7) 
   

5. Financial Status 
4.1

4 

0.5

8 

-

0.01 
-0.09 

-

0.08 

0.2

3** 

(0.6

7) 
  

6. Expected Return 
3.9

1 

0.5

1 

0.0

2 

-

0.15* 

-

0.09 

0.3

7** 

0.3

5** 

(0.64

) 
 

7. Risk Behavior 
3.8

4 

0.5

5 

-

0.05 

-

0.20** 

-

0.06 

0.4

1** 

0.5

1** 

0.52

** 

(0.6

3) 

Notes: Gender coded: 1 female; 2 male. Marital Status coded: 1 single; 2 married. Job Status coded: 1 already; 2 not yet.  

*p < 0.05 

**p < 0.01 

Hypothesis Tests 

To get more significant results from the hypothesis test, this study controls some of the demographic variables such as gender, marital 

status, and job status. For Hypothesis 1, this study proposes that financial status is positively related to investment decisions. The results then 

reveal the regression coefficient of the direct effect from financial status towards the investment decision (b = 0.00, p > 0.05) is not significant. 

Therefore, it can be concluded that Hypothesis 1 is not supported. 

Hypothesis 2 proposes that risk-taking behavior mediates the relationship between financial status and investment decision. This study 

tested the statistical significance of the indirect effect using PROCESS software by Preacher, Rucker, and Hayes (2007).  The result shown in 

Table 2 indicates that financial status does give an effect on risk-taking behavior (b = 0.47, p < 0.05). Moreover, when both financial status and 

risk-taking behavior are put as a predictor, it is proved that risk-taking behavior also gives a significant influence on investment decisions (b = 
0.35, p < 0.05). The results also show that zero does not exist between the lower and upper bounds of the confidence intervals (95% CI [0.11, 

0.59]). Based on that explanation, Hypothesis 2 is supported.  

Hypothesis 3 predicted that expected return mediates the relationship between financial status and investment decision. In Table 2, it is 

shown that financial status does influence the expected return (b = 0.28, p < 0.05). Moreover, this study also found that the standardized 
indirect effect for expected return is statistically significant in the millennials sample when both financial status and expected return act as a 

predictor of investment decision (b = 0.27, p < 0.05). Zero number also not detected within the 95% confidence intervals (95% CI [0.05, 0.49]). 

Therefore, it can be concluded that this result does support Hypothesis 3. 
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Table 7 Regression results for testing indirect effect through risk-taking behavior and expected return 

Variable Coefficient SE t p LLCI ULCI 

Outcome: Risk Behavior 

Constant 2.50 0.35 7.24 p < 0.05 1.84 3.21 

Financial Status 0.46 0.06 8.09 p < 0.05 0.34 0.57 

Outcome: Expected Return 

Constant 3.21 0.51 6.24 p < 0.05 2.20 4.23 

Financial Status 0.28 0.08 3.34 p < 0.05 0.11 0.44 

Outcome: Investment Decision 

Constant 1.48 0.60 2.45 p < 0.05 0.29 2.67 

Financial Status 0.00 0.10 0.01 0.99 -0.19 0.19 

Expected Return 0.27 0.11 2.40 p < 0.05 0.05 0.49 

Risk Behavior 0.35 0.12 2.88 p < 0.05 0.11 0.59 

Notes: Controlling for gender, marital status, and job status. SE Standard error; LLCI Lower limit confidence interval; ULCI Upper limit 

confidence interval. 20,000 Bootstrapping resamples. 95% LLCI and ULCI applied. Bias corrected method used. 

Discussions 

This study aims to identify the relationship between financial status, expected return, risk-taking behavior, and investment decision. In 
response to a call for research (Larson, Eastman, & Bock, 2016), this study then tested risk-taking behavior and expected return as the new 

mediating effect which never been explored in a previous study. A previous study that has considered risk-taking behavior and expected return 

outcome found that expected return has no significant relationship with an investment decision, while risk-taking behavior does affect 

investment decisions (Annamalah et al., 2019). However, that study did not check the role of risk-taking behavior and expected return as the 
mediator between financial status and investment decisions in millennials. The result of this study found that financial status is an antecedent of 

investment decision of millennials, in which it indicates that financial status can predict variance in the investment decision created by 

Indonesian millennials through risk-taking behavior and expected return. Hence, this study establishes further credibility to investment 

decisions ahead of what has been discussed in prior studies (Waweru et al., 2008). 

A prior study reveals that financial status does affect the level of risk that investors are able to take (Tan et al., 2008) and predicted to 

influence the expected return that each investor has. Moreover, the perception of the investors towards the risk also found to have an influence 

on the investment decision (Sitkin & Weingart, 1995). The same thing also happened to the expected return, it became one of the 

considerations of investors in creating an investment decision (Baker & Haslem, 1973). However, the current study verifies that financial status 
does not link directly into investment decisions but link indirectly through the mediation of risk-taking behavior and expected return. The 

results indicate that financial status does determine the risk-taking behavior and expected return of millennials investors which also affect the 

way millennials create a decision regarding their investment. According to the result, this study presents numerous theoretical contributions and 

practical implications.  

 

Notes: *p < 0.05 

Figure 2 Indirect effects of financial status on investment decision through risk-taking behavior and expected. 

Theoretical Contributions 

This study herein contributes to the investment decision theory by assessing the mechanisms in which its existence is influencing the 

decision chosen by millennials when conducting an investment. Earlier studies on investment decisions have examined several factors such as 

demographic, financial literacy, and information factors (Fitria et al., 2019), risk and knowledge (Larson et al., 2016), and availability bias and 
loss aversion (Khan, 2017). Missing from these studies is the acknowledgment that risk-taking behavior and expected return is both an unusual 

effect of financial status and the antecedent of investment decision. By examining risk-taking behavior and expected return critically, this study 

found evidence that financial condition does alter the perception of individuals towards risk and set a standard for the expected return which 
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finally defines the investment decision of an individual. This study is contradictory with a study by Annamalah et al. (2019) that justify that 

expected return does not influence the investment decision of millennials. Thus, this study has expanded the investment literature by examining 

the construct of risk-taking behavior and expected return in the domain of investment decisions. 

Another contribution that this study has is proving that financial status brings an impact on shaping the behavior of millennials from low 
financial status in taking a risk and having a minimum expected return. This study found that financial status does not directly affect the 

investment decision but going through the mediation process beforehand. As mentioned in the literature, lots of millennials are involved in a 

high debt such as school loans due to their financial status (Davis, 2012; Lusardi et al., 2010). To cover that debt, millennials will seek an 

investment that gives them a high expected return (Tyson, 2017). The results of the current study justify that millennials who are entangled in a 
low financial status are more likely have a high expectation towards the investment return and avoid the risks. Therefore, it is true that financial 

status has an important role in defining the investment decision of millennials. However, this theory does not apply to millennials with high 

financial status.  

Lastly, this study also contributes to how millennials differ with the previous generation in creating an investment decision. Millennials 
are found to be less aware than the older generation regarding the investment. As have been mentioned before, only 2% of their money is 

allocated for investment (IDN Research Institute, 2019). This study agrees with that as the survey results indicates that there are only 52 

percent of the respondents who have ever done an investment. Most of their money is allocated for daily expenses instead of an investment. 

Besides that, millennials are also known to be more risk averse as they are more unprepared in handling higher consequences. The findings of 
this study also support a notion that millennials will seek for a higher expected return investment when they are faced with the debt. Based on 

this elaboration, this study can be functioned to test the theories, to become the sources for another research on investment context and give a 

contribution to the investment decision research. 

Managerial Implications 

The findings of the current study provide several implications for practice. To begin with, this study confirmed the relevance of various 

financial status of millennials on their investment decision. As having a low financial status fosters the urgency of having a high expected 

return on the investment, millennials need to enhance their knowledge regarding the risk and return while conducting an investment. In the 

global survey conducted by Natixis Investment Managers (2017), it is revealed that half of the millennials surveyed said that they still need 
guidance in the understanding of the risk of an investment and 46% said that they still do not know how to do tax planning. Thus, having 

knowledge regarding investment is crucial since in expecting a higher return, millennials should be prepared to encounter a high risk. Another 

practical implication that this study holds is millennials who are inexperienced in doing an investment should receive advice from financial 

advisors or an individual who is experienced in the investment field to find the most suitable investment option.  

On the other hand, conducting an investment is one of the alternatives that millennials can perform to help Indonesia's economy. Indonesia 

currently in a condition where they encounter a demographic bonus (IDN Research Institute, 2019) or a period where the majority of the 

population are in a productive age. For this reason, if the majority of millennials begin to invest, millennials will help Indonesia to convert this 

into a developed country and enhance the level of income of this country. This study helps millennials in defining the factors that affect their 
personal investment decision and understanding how important it is to do an investment. Therefore, this study does play a role in helping 

millennials contribute to the development of this country.  

Considering the context of our study, this study also presents managerial insight to policymakers like Otoritas Jasa Keuangan (OJK, 

Indonesia Financial Services Authority) and educational institutions. It gives them an awareness to provide comprehensive financial education, 
especially about investment through some seminars or courses. The education that is given is expected to improve their knowledge about the 

overall concept of investment and cultivate their desire to start doing an investment. Furthermore, this study also gives beneficial insight to the 

securities company about the investment trend in millennials with different financial status. Hence, it can help the securities company to give 

more reliable advice to the millennials investor in choosing the right instrument. 

Limitations and Avenues for Future Research 

This study is conducted to find the effect of financial status on investment decision through the role of risk-taking behavior and the 

expected return of millennials. Much the same with any studies, the current study also has several limitations. The first limitations of this study 

come from the samples (i.e. 190 millennials) itself. Some of the samples are found to skip some of the items that are needed for the correct 
measurement in this study, thus it affects the generalizability of this study. To achieve a more significant result regarding the influence of 

financial status towards the investment decision, it is suggested that future study required the respondents to answer all of the items that will be 

tested. Besides that, gathering a bigger sample that is optimum might also help the future study in verifying the direct effect of financial status 

on investment management. Kothari (2004) states that the increment of sample size will increase the precision. 

On the same token, the current study primarily focuses on the effect of financial status, risk taking behavior, and expected return on the 

investment decision of millennials. Therefore, expanding this study into a broader context and wider population would be necessary to 

strengthen the idea of the implication of financial status on investment decisions. Lots of studies have assessed the importance of financial 

status on different outcomes such as financial behavior (Herawati, 2018). However, extending the current research model on different 
generations could present beneficial contributions towards the potential universality of this theory. Desjardins (2018) claim that Gen Z is more 

diligent in savings rather than millennials, they are more motivated to work hard, and tend to have long term financial plan. Therefore, Gen Z 

might bring different result for this study since Gen Z and millennials have different characteristics and behavior. In addition, further research 

also should consider other factors such as personality factors, the influence of society, and self-control as the mediator or predictor to contribute 

in a bigger context of investment decision theory.  

Despite following the procedure and utilizing the statistical tools to avoid the common method bias, the respondents' answers might not be 

absolutely free from bias. More importantly, this study is using the cross-sectional design where the data for all the variables are collected at the 
same time from the samples. The data are known as contemporaneous data. Cross sectional design is said to be weak in determining internal 

validity (Tharenou et al, 2007). As a result, this study would not be able to explain a definitive causal relationship. Based on these reasoning, it 

is suggested for future study to use longitudinal design to collect multiple data from different timelines and present the evidence of causality 

among the variables tested. 
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CONCLUSION 

This paper was designed to study the investment decision of millennials. In response to a call for research, this study evaluates the role of 
financial status, risk-taking behavior, and expected return in determining the investment decision in millennials. The findings from this study 

reveal the contextual mechanism by which financial status determines the investment decision of millennials, highlighting the role of risk-

taking behavior and expected return in taking a decision for their investment. As a result, this study proved that there is no direct effect from 

financial status towards the investment decision since the result is insignificant. However, the effect of financial status to the millennial’s 

investment decision does happened through the mediating effect of risk-taking behavior and expected return. 

Originality – This paper contributes to the introduction of the mediating role on which it explains the relationship between financial status 

and investment decision. The findings show that millennials create their investment decision based on the existing information regarding the 

risk and the expected return which laying implicitly on Heuristics theory. 
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Abstract  

This study determined the effect of Robotic Process Automation (RPA) as it relates to skills and job autonomy of Accountants of a 

Multinational Shared Services Organization. Specifically, the degree of usefulness and the degree of ease of using RPA and the degree of 

influence of using RPA on the degree of changes on skills and job autonomy of Accountants. We utilized the conceptual framework on 

Technology Acceptance by Fred Davis (1989) and Job Characteristics by Hackman & Oldham (1976). A descriptive, causal research design 

was used to analyze the 43 samples responses of the Accountants who participated in the survey. Results indicate that the use of RPA drives 
significant degree of changes on skills and job autonomy of Accountants. The Accountant’s perceived ease of use of RPA to be a significant 

factor in their perceived change of skills and job autonomy, while perceived usefulness was not. Overall, the findings suggested that the 

adoption of RPA has shaped the role of Accountants.  Its significant effect on skills and job autonomy have equally put the profession in an 

interesting situation. Therefore, it is crucial for businesses, professional bodies, and educational institutions to actively focus on these variables 
by investing on digital upskilling/development programs that will cater to the profession’s technological need. Accountants will continue to be 

Accountants in the future, but their work will continue to evolve into roles that are more strategic and analytical. A work that meets the future 

demands of the business and the industry they operate. 

 
Keywords: Accountant, Emerging Technology, Job Autonomy, Robotics Process Automation, Skills  

 

BACKGROUND 

The advancement in technology has created new challenges and opportunities for the businesses of today. From changing consumer 

preferences to reshaping how companies produce and deliver goods, technology can be felt in every aspect of business operation (Wilburn & 
Wilburn, 2018). Tasks that are said to be impossible for machines to perform are now possible through the advances in artificial intelligence, 

machine learning, automation, and chatbots. Earlier studies suggest that increased automation impacts specific jobs but also argues that job 

automation creates new and higher-value work for the workforce (Zande, 2018).  Robotics Process Automation (RPA) is an example of such 

technology that serves this purpose. RPA is a technology that automates rules-based business processes that involve routine tasks and 
structured data previously performed by humans (Aguirre & Rodriguez, 2017). The fast-paced advancement in these technologies has 

continued to disrupt traditional procedures in various fields, including the accounting profession (Zhang, 2018).  RPA’s effects on driving 

efficiencies, accuracy, and speed in data processing, are the reasons why companies continuously invest in this technology. For Accountants, 

only a small population have experienced RPA as deployed in their field. And while accounting as a function is one of the areas where RPA 
will directly impact, employees whose job consists of these work tasks might perceive effects on their job characteristics, since these constitute 

the essential attributes of a job (Engberg & Sördal 2019). We therefore ask, what is the degree of influence of Robotics Process Automation on 

the degree of changes in skills and job autonomy of Accountants of a Multinational Shared Services Organization? 

The objective of this study was to determine the effect of Robotic Process Automation on Skills and Job Autonomy of Accountants of a 
Multinational Shared Services Organization. Specifically: (1) Examine the degree of usefulness of Robotic Process Automation (RPA); (2) 

Analyze the degree of ease of use of using Robotic Process Automation (RPA); (3) Determine the degree of influence of using Robotic Process 

Automation (RPA) on the degree of changes on Skills of Accountants; (4) Determine the degree of influence of using Robotic Process 

Automation (RPA) on the degree of changes on Job Autonomy of Accountants; and (5) Determine the degree of influence of using Robotic 

Process Automation (RPA) on the degree of changes on the overall Job Dimension of Accountants. 

Significance of the Study 

Results of this study will provide business leaders and the workforce with information on how automation is changing accountants' work, 

including determining the skills and competencies that accountants should develop. The information will significantly benefit the professional 
bodies, organizations, and the academe in creating programs that will address the technical gap. Insights from this study will contribute to the 

limited literature around RPA and its impact on Jobs at an individual level. 
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Scope and Delimitations 

The focus of the study was on the sampled Accountants who experienced RPA in their field. This study will not cover the benefits of RPA 

to the organization in terms of savings and efficiency as a result of such investment. As the study was limited to a selected organization, the 

results may be different if applied to other business organizations because of the work environment and other factors that may exist about any 

digitalization or automation strategy organizations may have.  

 

LITERATURE REVIEW 

Disruptive Technology, Automation of Knowledge Work and Robotics Process Automation (RPA) 

Disruptive Technology is a type of innovation that significantly alters the way consumers, industries, or businesses operate (Smith, 2019). 

The term disruptive technology was first coined by Professor Clayton M. Christensen of Harvard Business School in 1995, which describes a 
new technology that unexpectedly displaces an established technology (Christensen, et al, 2015). Mobile Internet, Internet of things, Cloud 

Technology, Advance Robotics, 3D Printing, and Automation of Knowledge Work are some of the more relevant disruptive technologies of 

today (Mckinsey, 2013). 

Automation of knowledge work is an intelligent software system that can perform knowledge work tasks involving unstructured 
commands and subtle judgments.  Knowledge work is work that is completed by a knowledge worker which pertains to someone who works 

exclusively with information (Collins, 2015). Knowledge workers includes lawyers, professors, accountants, and programmers. Artificial 

intelligence, desktop automation, business process automation, intelligent process automation, algorithmic business and robotics process 

automation are some of the few examples of automation of knowledge work. 

Robotic Process Automation (RPA) is a computer software configuration that performs predefined duties based on human action 

(Willcocks, Lacity & Craig 2015).  RPA is a method, system, and tool, including computer programs coded into computer storage that 

automates manual processes (Bataller, Jacquot, Torres, 2017).  Tasks that are labor intensive, repetitive, high volume, rules based, and 

structured data are strong candidates for automation with RPA (Kokina & Blanchette, 2019). Because many areas in finance and accounting 

involve these kinds of tasks the potential for RPA use in these domains is relatively high (Clair, 2017b).  

Job Characteristics 

Job Characteristics are those aspects specific to a job, such as knowledge and skills, mental and physical demands, and working conditions 

that can be recognized, defined, and assessed (businessdictionary.com). In the 1970s, Hackman and Oldham developed a job characteristics 
model. They argue that five dimensions comprise job characteristics. This includes skill variety, task identity, task significance, autonomy and 

feedback. These five job characteristics, equaling the core job dimensions, are argued to have effects on the employee's motivation for the work 

(Hackman & Oldham, 1976). Moreover, this leads to personal and work outcomes such as; high internal work motivation, high-quality work 

performance, and low absenteeism and turnover (Hackman & Oldham, 1976).  

The Accounting Profession and its Role in Disruption 

Accounting involves the study of accountancy, auditing, finance, financial management, and tax. A professional accountant is a person 

who has expertise in the field of accountancy, achieved through formal education and practical experience. Their accounting training enables 

them to adopt a pragmatic and objective approach to solving issues. Professional accountants are put in a tough position in continuously 

demonstrating their value to the market/industry and their ability to adopt and embrace new challenges (Jui & Wong, 2013). 

Many organizations have automated the technology used in the finance and accounting services (F&A) and among the automation 

technology used is Robotic Process Automation. Herbert et al. (2016) explored the possibilities for transforming the way professional work in 

the future, by using automation.  The nature of the work of an accountant in which the work they do is susceptible to being automated 
(Fernandez & Aman, 2018). Organizations emphasize the need for process owners, including accountants, to be more tech‐savvy and have 

better coding skills to decrease the reliance on IT for RPA support (Kokina, 2019).  

 

THEORETICAL FRAMEWORK 

Conceptual Framework 

Technology Acceptance Model 

The Technology Acceptance Model (TAM) developed by Fred Davis (1989) posits that perceived usefulness and perceived ease of use 

determines one’s intention to use a system. Perceived usefulness is the prospective user's subjective probability that using a technology will 

enhance their job performance. Perceive ease of use is defined as the degree to which the prospective user expects the target system to be free 

of effort (Davis,1989). Perceived usefulness and ease of use will be adapted to measure technology acceptance in this study. 

 

Figure 1. Technology Acceptance Model (TAM) Davis (1989). 

Job Characteristics Model 

We adopted Hackman & Oldham’s Job Characteristics Model (1975) to measure the Job Characteristics of skills and job autonomy 

effectively. The principle of this model is that the tasks itself are crucial to employee motivation (Janse, 2018). The Job Characteristics Theory 
(JCT), is widely used as a framework to study how particular job characteristics affect job outcomes, including job satisfaction (Engberg & 
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Sördal, 2019) Two of the five job characteristics discussed in this framework will be the focus of the construct we wish to study. Each job has 

these characteristics to a greater or lesser extent. 

 

Figure 2. Job Characteristics Model by Hackman and Oldham (1975) 

Operational Framework 

 

Figure 3. Operational Framework of the Study 

The above framework is derived from two models: Technology-Acceptance (TAM) by Fred Davis (1989), and Job Characteristics Theory 

by Hackman and Oldham (1975). What the framework proposes is that RPA use or adoption is driven by the two factors: Perceived Usefulness 
of RPA and Perceived Ease of Use of RPA. Literature suggests that for technology to have an impact on the individual, there should be a good 

fit with the technology support tasks, and the technology must be utilized. If either of the elements is lacking, the technology will not generate 

impact (Irick, 2008).  Establishing this premise is essential before the technology is correlated to specific job dimensions of skills and Job 

Autonomy of Accountants. 

Hypotheses of the Study 

The following hypotheses were accordingly posited. 

H1: The use of Robotics Process Automation (RPA) has no significant effect on the Skills of Accountants 

H2: The use of Robotics Process Automation (RPA) has no significant effect on the Job Autonomy of Accountants 

H3: The use of Robotics Process Automation (RPA) has no significant effect on the Job Dimension of Accountants. 

 

Figure 4. Hypothesis of the Study 

 

METHODS 

A descriptive causal research design was used for this cross-sectional study. The respondents of this study came from the Accountant 

population of a multinational company that provides hardware, software, cloud-based services operating in the Philippines. A non-probability 

purposive method of sampling was selected for this study. We adapted the Technology Acceptance survey questionnaire of Fred Davis (1989) 

and Job Characteristics questionnaire of Engberg & Sördal (2019) and Hackman & Oldham (1975) to measure the degree of influence of RPA 
towards skills and job autonomy of accountants. Mean was used to analyze the factors affecting RPA, skills and job autonomy. To examine the 

degree of influence of RPA to skills & job autonomy, linear regression analysis was applied. 

A comprehensive discussion of the historical background of our research setting was undertaken. We discussed how each element evolves, 

leading to the research gap we identified in the study. We applied voluntary participation when conducting our data collection, observed 
respondent's confidentiality and stressed the importance of providing disclosure. We ensured that these clauses were clearly understood by the 

respondents, and questions were answered by the researchers accordingly. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Respondents Profile 
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Table 1. 

Demographic Profile of Accountants 

  n % 

Age     

 25 and below 7 16.3 

 26 to 30 20 46.5 

 31 to 40 15 34.9 

 41 and above 1 2.3 

Gender     

 Male 9 20.9 

 Female 34 79.1 

Civil Status     

 Single 27 62.8 

 Married 15 34.9 

 In a long common law relationship 1 2.3 

Position     

 Staff 29 67.4 

 Supervisory 9 20.9 

 Managerial 5 11.6 

Years working in Organization     

 2 to 4 years 14 32.6 

 5 to 7 years 17 39.5 

 8 to 10 years 8 18.6 

 11 to 15 years 4 9.3 

The sample size requirement for this study was 48. A response rate of 90% or 43 employees completed the online survey questionnaire. 
Females comprised mostly of the respondents totaling 34 or 79%.  Employees that are aged 26 to 30 years accounted for almost half of the total 

responses received. The researcher also observed that 63 % of the respondents are single while 67% occupies staff or rank and file positions. 

Moreover, majority of the responses received (71%) are employees that has been with the organization for more than 2 years but less than 8 

years. 

Degree of Perceived Usefulness of Robotic Process Automation (RPA) 

Table 2. 

Degree of Perceived Usefulness of Robotic Process Automation (RPA) 

Using Robotics Process Automation (RPA) in my… Mean SD Interpretation 

Job enables me to accomplish my tasks more quickly. 4.70 0.46 Strongly Agree 

Job improves my job performance. 4.56 0.50 Strongly Agree 

Job increases my productivity. 4.67 0.47 Strongly Agree 

Job enhances my effectiveness as an Accountant 4.28 0.63 Strongly Agree 

Job makes it easier to do my accounting tasks 4.67 0.47 Strongly Agree 

Work is useful in my job as an Accountant 4.67 0.47 Strongly Agree 
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Overall Mean 4.59  Very High 

Resulting overall mean of 4.59 denotes that Accountants have a very high degree perception on the usefulness of robotic process 
automation to their job. Specifically, the highest mean of 4.70 implies a strong agreement that using RPA in their job enables them to 

accomplish their task more quickly.  

Degree of Perceived Ease of Using Robotic Process Automation (RPA) 

Table 3. 

Degree of Perceived Ease of Using Robotic Process Automation (RPA) 

Degree of Perceived Ease of Using Robotic Process Automation  Mean SD Interpretation 

Learning to operate within the Robotics Process Automation 

Application was easy for me 
3.95 0.69 Agree 

I find it easy to get the Robotics Process Automation (RPA) Technology 

in my accounting process to do what I want it to do. 
4.07 0.77 Agree 

The interaction of the Robotics Process Automation Technology within 

my accounting process workflow is clear and understandable. 
4.21 0.71 Strongly Agree 

I find the Robotics Process Automation (RPA) Technology in my 

accounting process flexible to interact with 
3.93 0.70 Agree 

It is easy for me to become skilful in using Robotics Process 

Automation Technology in my Accounting process delivery 
4.21 0.71 Strongly Agree 

I find Robotics Process Automation Technology in my accounting 

process easy to use 
4.12 0.70 Agree 

Overall Mean 4.08  High 

Resulting overall mean of 4.08 denotes that Accountants have a high degree of perception on the ease of use robotic process automation to 

their job. Two of the six attributes were generally responded as strongly agree while the remaining four are agreed by them.  

Degree of Influence of Using Robotic Process Automation on the Degree of changes on Skills of Accountants 

Table 4. 

Degree of Influence of Using Robotic Process Automation on the Degree of changes on Skills of Accountants 

Skills Mean SD Interpretation 

I believe that the skills required from me in executing my everyday work tasks, 

has changed due to the use of RPA 
4.37 0.79 Strongly Agree 

I believe the work tasks I have now to be less challenging compared to how 

they were before RPA was used 
3.65 0.87 Agree 

I believe that the use of RPA has freed time for me to develop new skills 4.37 0.62 Strongly Agree 

I believe that more problem solving, and complex skills is needed from me as a 

result of deploying RPA in my job 
4.14 0.74 Agree 

I believe that new skills in IT and Automation Software is needed in my job as 

a result of RPA 
4.23 0.61 Strongly Agree 

I believe that digital up skilling is needed as a result of RPA deployment 4.53 0.50 Strongly Agree 

Overall Mean 4.22  Very High 

Resulting overall mean of 4.22 denotes that Accountants have very high perceived degree of changes on skills brought about by using 

robotic process automation. Four of the six attributes were generally responded as strongly agree while the remaining two are agreed by them.  

Table 5. 

Test of Hypothesis – Perceived Ease of Usefulness or Use of Use of RPA is significantly affecting skills of Accountants 

  Coefficient Std Error p value VIF Conclusion 

Perceived Usefulness 0.08 0.14 0.581 1.16 Not Significant 

Perceived Ease of Use 0.34 0.1 0.002 1.16 Significant 
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Resulting p value of 0.581 denotes that perceived usefulness of RPA is not significantly affecting their perceived degree of change of their 

skills. A p value of 0.002 implies that the Accountant’s perceived ease of use of RPA turns out to be significant factor in their perceived change 

of skills brought about by using RPA. Specifically, a positive value of coefficient (b=0.34) indicates a higher perceived ease of use will result 

to a higher perceived degree of change on their skills. 

Degree of Influence of Using Robotic Process Automation on the Degree of changes on Job Autonomy of Accountants 

Table 6. 

Degree of Influence of Using Robotic Process Automation on the Degree of changes on Job Autonomy of Accountants 

Job Autonomy Mean SD Interpretation 

I believe that the use of RPA has allowed me to be more freely structured to 

deliver my accounting tasks 
4.14 0.68 Agree 

I believe to have less time pressure on my work tasks, since RPA was 

deployed in my job as an Accountant 
4.05 0.79 Agree 

I believe that the use of RPA has allowed me to have better control over my 

accounting tasks 
4.26 0.58 Strongly Agree 

I believe that the use of RPA has allowed me to have complete responsibility 

for deciding how and when my accounting task is done 
4.19 0.55 Agree 

I believe that the use of RPA has given me considerable opportunity for 

independence and freedom on how I do my accounting tasks 
4.21 0.67 Strongly Agree 

I believe that the use of RPA has given me a chance to use my personal 

initiative or judgment in carrying out the work. 
4.47 0.59 Strongly Agree 

Overall Mean 4.22   Very High 

Resulting overall mean of 4.22 denotes that Accountants have very high perceived degree of changes on job autonomy brought about by 
using robotic process automation. Three of the six attributes were generally responded as strongly agree while the remaining three are agreed 

by them.  

Table 7. 

Test of Hypothesis – Perceived Ease of Usefulness/Use of Use of RPA is significantly affecting Job Autonomy of Accountants 

  Coefficient Std Error p value VIF Conclusion 

Perceived Usefulness 0.23 0.15 0.143 1.16 Not Significant 

Perceived Ease of Use 0.51 0.11 0.001 1.16 Significant 

Resulting p value of 0.143 denotes that perceived usefulness of RPA is not significantly affecting their perceived degree of change on their 
Job autonomy. On the other hand, p value of 0.001 implies that the Accountant’s perceived ease of use of RPA turns out to be significant factor 

in their perceived change on their job autonomy brought about by using RPA. Specifically, a positive value of coefficient (b=0.51) indicates a 

higher perceived ease of use will result to a higher perceived degree of change on their job autonomy. 

Degree of influence of using Robotic Process Automation (RPA) on the degree of changes on the overall Job 

Table 8. 

Test of Hypothesis – Perceived Ease of Usefulness and Use of Use of RPA is significantly affecting Overall Job Dimension 

  Coefficient Std Error p value VIF Conclusion 

Perceived Usefulness 0.15 0.12 0.220 1.16 Not Significant 

Perceived Ease of Use 0.42 0.09 0.001 1.16 Significant 

Resulting p value of 0.220 denotes that perceived usefulness of RPA is not significantly affecting their perceived degree of change on job 

dimension (skills and job autonomy). On the other hand, p value of 0.001 implies that the Accountant’s perceived ease of use of RPA turns out 

to be significant factor in their perceived change on job dimension (skills and job autonomy) brought about by using RPA. Specifically, a 
positive value of coefficient (b=0.42) indicates a higher perceived ease of use will result to a higher perceived degree of change on job 

dimension (skills and job autonomy).  

CONCLUSION 

The research established that the use of Robotics Process Automation (RPA) has a significant effect on Accountants Skills and Job 

Autonomy. The results of the statistical analysis have confirmed that there is a very high degree of perception on the usefulness and ease of use 

of using robotic process automation by Accountants towards their job.  
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In Hypothesis 1, we proposed that the use of Robotics Process Automation (RPA) has no significant effect on the Skills of Accountants. 

With an overall p-value of 0.0023 is <.05, we rejected the null hypothesis. This means that adopting RPA drives a significant degree of changes 

in Accountant’s skills.  A strong agreement was noted that the Accountants of today need digital upskilling. Accountants also recognize that 

despite this need, challenges in delivering work remains relatively the same. In Hypothesis 2, we said that the use of Robotics Process 
Automation (RPA) has no significant effect on the Job Autonomy of Accountants. However, evidence suggested an overall p-value of 0.0001 is 

<.05. Thus, we rejected the null hypothesis. Adopting RPA drives a significant degree of changes to Accountants Job Autonomy. Accountants 

strongly agreed that the adoption of RPA had given them a chance to use their initiative or judgment in carrying out their work. The adoption of 

this technology increases decision ownership over their work and organizational outcomes.  Hypothesis 3 proposed that the use of Robotics 
Process Automation (RPA) has no significant effect on the Job Dimension of Accountants.  Evidence however revealed an overall p-value of 

0.0001 is <.05, hence we rejected the null hypothesis. The collective implication of adopting RPA drives a significant degree of changes in the 

overall Job dimension of Accountants. As a substantial determinant, perceived ease of use of Robotics Process Automation outweighs 

perceived usefulness. Accountants recognize that a considerable measure of using technology is its simplicity of usage, ability to interact with 

the tool, and ease in integrating the technology’s capabilities to carry out their accounting tasks.  

Overall, the findings suggest that the adoption of Robotics Process Automation (RPA) has shaped the role of Accountants. Its significant 

effects on the skills, job autonomy, and overall job dimension have equally put the profession in a interesting situation. Therefore, it is crucial 

for businesses, professional bodies, and educational institutions to actively focus on these variables by investing on digital 
upskilling/development programs that will cater to the profession’s technological need. Accountants will continue to be Accountants in the 

future, but their work will continue to evolve into roles that are more strategic and analytical. A work that meets the future demands of the 

business and the industry they operate. 
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Abstract  

This study evaluates the varying degree of conceptual predictability on market efficiency through empirical analysis of AMH (Adaptive Market 
Hypothesis). We turn on the degree of numerous study conducted using AMH besides the previous theory related. In this field, no one approach 

beyond alteration of another regardless the market efficiency associated.  Using the stock market evaluation, there are a potential beat the 

market profit as long as the usage of technical tool be comparable. Side by side, the findings suggest the behaviour of stock markets is best 

explained by AMH than conventional/traditional EMH (Efficient Market Hypothesis). Thus, the reviewed literatures also positively coherent 
with the behaviour of futures market anomalies using technical analysis indicators and econometric measures especially neural network. 

 
Keywords: AMH; EMH; neural network; stock market prediction; technical analysis  

 

BACKGROUND 

Since decades, market efficiency was well accepted in the finance literature up to the mid-1970s as the majority of empirical studies 

supported the proposition. Subsequently, and in a remarkable way, Fama (1970) compiled ideas about market behaviour and investor 

performance using the efficient market hypothesis (EMH), which has at its core the assumption that prices reflect all information available. In 
the absence of technical traders, markets seem to be agreed with EMH and the prices adjusts in slow mode due to market friction such as risk 

loss aversion and behavioural attitudes.   

However in current state this theorem does provide flaws for further research as number of studies  have found significant inefficiencies in 

many different stock markets. A later theory by Lo (2004) convinced the rest in accordance with stock prediction theory as investors do react in 
certain circumstances. The market anomalies by AMH reflect to calendar effects such as January effect and Monday effects. As this market 

anomalies under AMH is more on technical analysis, a considerable research had inferred among scholars in considerations of technical 

analysis and fundamental analysis. The arguments were real as some believe it superior to others in attention to stock markets prediction.  

Fundamental analysis focusing on the company scoop and economic factors in calculating their intrinsic value whereas technical solely 
focusing on stock prices movements and incorporate them in indicators and try to beat the market by accessing the best timing to in and out the 

market. Some may believe it may generate investors a superior return in comparing to traditional approach like buys and hold strategy. 

Technical analysis may comprise the elements of behavioural finance since it is a mix of 90% psychological traits upon investors. Even that so, 

still this so called “voodoo finance” are interesting to watch and being analyses since there is a lot mechanism going on around.  

 

LITERATURE REVIEW 

The Evolution of Theory  

 

Dow Theory  

Its start with the old theory from Charles Dow and being applied by major practitioners of William Peter Hamilton in late 1920s, evolved 

with the justification of primary trends sequels in forecast stock market. Somehow, the result indicated the better return in comparing to   buy 

and hold strategy with excluded the risk adjusted. 

 

Efficient Market Hypothesis 

Novel winning theory Eugene F. Fama in his remarkable theory on price efficiency was the first in line in considering the abnormal return 

in the market. He argues that none of the investors may generate any abnormal return as market are efficient and had reflected with all the 
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information publicly and privately (Fama, 1970). As a result, technical analysis including charting patterns, which use only historical trading 

data, cannot generate positive abnormal returns. Investors could make money from charting patterns only if the market is inefficient. However, 

later theories start to challenge the EMH. Grossman and Stiglitz (1980) theoretically demonstrate that, if the market is perfectly efficient, then 

there is no benefits in obtaining and analysing costly information. The question is then how could security prices reflect information when no 
one is willing to process it. Therefore, the market cannot be perfectly efficient. (Malkiel, 2003) in later date, still in the supported of that” our 

stock markets are far more efficient and far less predictable than some recent academic papers would have us believe. Moreover, the evidence 

is overwhelming that whatever anomalous behaviour of stock prices may exist, it does not create a portfolio trading opportunity that enables 

investors to earn extraordinary risk adjusted returns” while “a definition of efficient financial markets that such markets do not allow investors 
to earn above-average returns without accepting above-average risks”.  Recently, Almujamed, Fifield, & Power (2018) had investigates the 

weak form of the efficient market hypothesis (EMH) for the Kuwait Stock Exchange (KSE). The results are consistent with early studies which 

is KSE was not weak-form efficient because patterns and trends were present in security prices with addition of anomalies.  

Behavioural models, such as noisy rational expectations models (Brown & Jennings, 1989), feedback models (DeLong, Shleifer, & 
Summers, 1990), and herding models (Froot, Scharftstein, & Stein, 1992) and Al-Khazali, O., & Mirzaei, A. (2017) challenge the EMH. These 

models argue that price adjusts slowly to new information due to noise, feedback mechanism, or herding behaviour. In these models, it is 

possible for trading strategies based on past data to generate positive abnormal returns. As such, charting patterns may still be useful for 

profitable trading.  

 

Adaptive Model Hypothesis  

The AMH assumes that market efficiency is related to the environment and to the market participants’ adaptability to emerging technology 

(Lo, 2005). Importantly, advocates of the AMH argue that when environmental conditions change, market participants require a period of 
learning new heuristics that better suit the new environmental conditions (Lo, 2004). Furthermore, that competition drives the rate at which 

individuals adapt to the new informational environment, such that “prices reflect as much information as dictated by the combination of 

environmental conditions and the number and nature” of market participants (Lo, 2005). This implies that market prices do not always perfectly 

account for all available information, and they can vary in terms of how much of this information is discounted (Lo, 2012). Ghazani, M. M., & 
Ebrahimi, S. B. (2019) examined the existence of the adaptive market hypothesis (AMH) as an evolutionary alternative to the efficient market 

hypothesis (EMH) by applying daily returns on the three benchmark crude oils. They used a daily returns using the automatic portmanteau and 

generalized spectral tests. The results show that the Brent and the WTI oil markets possess the highest efficiency levels while the OPEC basket 

result forms with the degree of conformity with AMH decreases. 

According to the EMH there are three degrees of market efficiency. The strong form states that all information that is knowable is 

immediately factored into the market’s price for a security. If this is true, then all of those stock analysts are definitely wasting their time, even 

if they have access to private information. In the semi-strong form of the EMH, all public information is considered to have been reflected in 

price immediately as it became known, but possessors of private information can use that information for profit. The weak form holds only that 
any information gained from examining the security’s past trading history is immediately reflected in price. Of course, the past trading history 

is public information, which implies that exceptions and counter-examples to the weak form also apply to the strong and semi-strong forms. 

Discoveries of ‘‘anomalies’’, relationships that can be used to earn abnormal returns, which appear to violate the EMH in its strong and semi-

strong form are numerous in the finance literature. Well-known anomalies involve abnormal returns in relation to: unexpected earnings 
announcements, firm size, month of January, day of the week, analysts’ recommendations, impact of the federal budget deficit announcement, 

and others anomalies and provide extensive literature references. According to the EMH, two approaches to the analysis of stock market price 

prediction dominate practice: fundamental analysis and technical analysis. These approaches differ in their underlying assumptions. 

Fundamental analysis accepts the weak form of the EMH and ignores the semi-strong form. Fundamental analysts assume that prices in 
financial markets are based on economic principles, and prices may be predicted based on fundamental and publicly available economic data, 

such as earnings and market share, interest rates, cost trends, competitive forces, and so forth. On the other hand, those who practice technical 

analysis accept most tenets of the semi-strong form of the EMH (that is, that available knowledge of the economic fundamentals and market 

conditions affecting a particular investment are available to all and have been factored into the current stock market price) and ignore the weak 

form of the EMH.  

 

Technical Analysis 

Technical analysis generated so called hundreds of functional indicator in signalling the chartist either to buy or sell preferences. Expertise 
normally preferred to concentrate only a few of indicators. Among it, namely Moving Average (MA), Moving Average Convergence 

Divergenve (MACD), Stochastics (%D),Relative Strength Index (RSI) etc. Still the drawback is there.  

Candlestick patterns seem cannot reliably predict market directions in a single bearish-bullish pattern. Furthermore, this study finds that 

the signal strength or direction (bullish or bearish) do not necessary follow those suggested in candlestick textbooks and filtering using 
Stochastics (%D), RSI, or MFI generally does not increase profitability nor prediction accuracy of candlestick patterns (Tharavanij, 

Siraprapasiri, & Rajchamaha, 2017) the authors also suggested to use this theorem for smaller capitalized stocks. Banga & Brorsen (2019) 

draws an attention over commodity stocks and try to see the forecasting direction using the technical analysis. There were more significantly 

negative results than positive results especially in a day forecast. For a 20‐day forecast, neural networks with three hidden layers of 17 neurons 
each and a Softmax activation function generate significant profits. The generally accepted efficient markets hypothesis (EMH), explained and 

surveyed by Fama (1970) , states that market prices follow a random walk and cannot be predicted based on their past behaviour . Picasso, 

Merello, Oneto & Cambria (2019) believed by combining the technical and fundamental analysis with conjunction of neural network trend 
classification, the results outcome become robust. The outcomes classify both positive and negative trends in  the portfolio of stocks under 

study. 
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ANALYSIS OF FINDINGS AND DISCUSSION 

In recent years, and especially following Brock, Lakonishok, & Lebaron (1992) (BLL hereafter), there has been an explosion of studies 

that find that technical trading rules based on historical data do possess significant power in forecasting stock returns. The BLL study 

investigates the profitability of the moving average (MA hereafter) and trading range break rules using DJIA data in the period 1897–1986 and 

finds that the MA rule has had high predictive power over the 90 years period. However, Urquhart, Gebka, & Hudson (2015) challenge the 
theory as when time goes by, investors may have become generally familiar with the MA rule in the post-1986 period, and/or it became less 

costly to implement those rules. Given this, as one would expect given the EMH, the predictive power declined hence when investors realised 

that the returns from the rule were limited by the fact it was well known, some of them began adapting the rule by forecasting future signals.  

this finding is in line with predictions of the AMH, as a previously successful trading strategy no longer has predictive power but a more 

sophisticated rule is predictive, representing the evolution of the market. 

 Technical analysis can be used as a tool to predict or indicate the movement of stocks which better off than buy and hold strategy  while 

“can add value to the investment process”,  (Farias Nazário, e Silva, Sobreiro, & Kimura, 2017). Although the strategy is widely used in 

practice for making short-term trading decisions (Taylor and Allen, 1992; Wong et al., 2003), it is in stark contrast to the weak-form efficient 
market hypothesis by Fama (1970). Briefly stated, if technical trading rules allow investors to yield greater returns and outperform the naive 

buy-and hold policy, market efficiency (in that stock market) is said to be invalid. The profitability of technical analysis is therefore 

controversial as it has significant implications for both investment practice and theory (Nor & Wickremasinghe, 2014). 

Later study by Jaafar, Ahmad, Zahureen, & Yusoff (2018) believed that there is a metaphor phase in order to search for level of efficiency 
in using Moving Average for chartist. The study found that the technical indicators are not found to be at their best of efficiency hence more 

research should be conducted. Even that so, still by using ANN, the level of efficiency had increase and better return average can be generated 

in comparing to buy and hold strategy.  

Trigger by the effectiveness of neural network software, a combination of technical and fundamental analysis had been used to mark the 
efficiency of it. The mark value being classified into 3 categories; price, news and a price +news and the combination of the sentiment 

embedding with the price technical indicators results to out-perform the use of the Price set only. On the other hand, the over performance in 

comparison with the use of the News set alone is not outstanding. Thus, we believe that, to solve this weakness, the use of a proper features 

fusion technique is an interesting future direction to investigate. Summarizing, this work establishes a solid basement for future collaborations 
between technical and fundamental approaches to the market prediction. Moreover, it reconciles opposing approaches, which have divided the 

market analysts for more than half a century, with the exploitation of machine learning and data science techniques. 

The loop gap from all the previous studied above keen to see the efficiency of technical analysis using several  indicators and simulation 

imposed believed that there is still of improvements in Econometric Models: For this study, we selected a number of papers that used 
econometric models as operational tools. Econometric models can be autoregressive (AR); autoregressive moving averages (ARMAs); 

autoregressive integrated moving average (ARIMAs); autoregressive conditional heteroscedasticity (ARCH); generalized autoregressive 

conditional heteroscedasticity (GARCH); or support vector regression (SVR), or they can take other forms. It is important to highlight that 

according to Kazem et al. (2013), SVR has better prediction accuracy owing to its use of a risk minimization structure, and as Pérez-Cruz et al. 
(2003) claims, the GARCH model gives a simple model of the principal statistical characteristics of a return series; Neural Network: This 

method is based on biological neuro systems, and it is able to learn from examples to make forecasts in examples that have never been observed 

before (Zhang, Eddy Patuwo, & Hu, 1998). In the technical analysis context, neural networks allow for trading rules to be remodelled because 

the parameters of the change generate as an output a prediction of the future situation of the series; neural networks are also better suited for 
small-range data (Oliveira et al., 2013,; Ticknor, 2013,). Consequently, neural networks are mostly used to improve on technical trading rules 

(Creamer, 2012). The use of machine learning techniques to predict the next-day stock direction is established. To make prediction models 

more robust, a common approach is to combine historical time series and news sentiment analysis. Most of the trading simulations performed 

in this field rely on trend following strategies, which are aimed at identifying and following an ongoing price trend that is likely to persist in the 
next days. Conversely, a more limited effort has been devoted to applying machine learning techniques to predict trend reversal, i.e., changes in 

price directions. The relevancy of news information and time series descriptors derived from technical analysis to predict trend reversal in the 

next days advocated the series of prices trends in chart. Later, Aliyev (2019) examines the market efficiency upon Borsa Instanbul and believed 

that the market is not weak form efficient at nonlinear level within the studied period. Using the financial econometric reveal that financial time 

series exhibit nonlinear patterns because of various reasons and claims an abnormal returns.  

 

CONCLUSION 

Future potential research on the AMH is potentially plentiful since it is a recently formed model and a number of testing procedures can be 

used to investigate it. The analysis of the markets through different sample periods, or the use of a rolling sample window could give further 

insights into the behaviour of stock market returns, but this relies on the availability of data. As more and more data becomes available, longer 

subsamples may be more fruitful to examine the AMH of various markets, although this may take a number of years. The AMH could also be 
examined through other markets, individual stocks, exchange rate markets, and bond markets. Further, comparing the evidence of the AMH in 

developed markets and developing markets (given data availability) may enable investors to predict when certain anomalies may 

increase/decline in power. One exciting area of future research is to examine during which market conditions certain market anomalies produce 

significant returns.  

For example if a period of time produces significantly strong returns in a market, is it characterised by high/low interest rates, bull/bear 

markets, high/low inflation etc. It then may be possible to predict in the future when certain anomalies will and will not be successful. A full 

examination of all known technical analysis rules and whether it is possible to predict the following days signal would be very worthwhile to 
examine whether investors have been doing this and gaining high returns when the original rule is declining in power. Furthermore, a full 

examination of all known calendar anomalies, technical analysis rules and their behaviour over time could reveal how anomalies and trading 

rules behave over time, and possibly give an indication about the behaviour of future anomalies. 
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Abstract  

This final project conducts a study upon the impact of a new accounting standard, International Financial Reporting Standard: IFRS 17 

Insurance Contract, or in short called as IFRS 17, on commonly applied performance indicators, as well as on insurance industry-specific 

indicators, with PT Asuransi Jiwa Generali Indonesia as the case study. Results of both financial and industry-specific performance indicators 
are to be applied towards assessing and comparing Generali Indonesia’s performance of the current IFRS 4 accounting system and the 

upcoming IFRS 17 accounting system. The result will then be analyzed to provide recommendations upon which strategy Generali Indonesia 

should take to improve its financial performance, and ultimately to achieve management objectives and generating an optimal return to its 

shareholders. This study concludes that while results from the majority of insurance industry-specific indicators do not vary between IFRS 4 
and IFRS 17 accounting system, the result from non-industry-specific indicators is showing quite a major shift due to a more conservative 

approach to revenue recognition from insurance contracts as prescribed by IFRS 17. It is expected that through the application of IFRS 17, 

investors and financial analysts would receive from insurance companies a clearer and more comparable financial statements presentation, 

which would attract more interest from investors towards investing in the insurance industry. However, within the transition period, due to a 
major shift in financial indicator results from IFRS 4 and IFRS 17 as portrayed through result from Generali Indonesia, it is recommended to 

refer to insurance industry-specific indicators in analyzing the performance thereof which does not show major shift between IFRS 4 and IFRS 

17 

 

Keywords: financial performance, IFRS 4, IFRS 17, insurance, performance indicator  

 

INTRODUCTION 

As it is believed that the existing insurance contracts accounting does not provide insurance companies’ stakeholders with the information 

they need to understand the financial statements, especially in comparing it with other financial industries, in the second quarter of 2017, 

the International Accounting Standards Board (IASB) published a new International Financial Reporting Standard: IFRS 17 Insurance 

Contract, or in short is called as IFRS 17. The objective of the new standard is to improve financial reporting by providing more accurate and 
transparent information to insurance companies’ stakeholders and investors, which would increase the comparability of insurance companies 

with IFRS standards for other industries.  

The new standard, which was expected to be mandatory from 2021, has been extended to 2022 to make better preparation for all insurance 

companies that are required to apply such a system. In Indonesia itself, Otoritas Jasa Keuangan (OJK) has yet to decide upon the exact 
implementation date of IFRS 17 adoption. However, it is expected the date to be later than the effective date of IFRS 17 global implementation. 

Following the upcoming implementation of IFRS 17, the existing IFRS 4 applied towards insurance companies will be diminished. 

IFRS 4 was published in 2004 as an interim IFRS standard, in which it had two main characteristics: 

• Permission for all insurance companies to continue their existing accounting practices 

• Focused on disclosure on many aspects of future cash flows from insurance contracts 

These two characters resulted in the application of a wide range of accounting practices by insurance companies for their insurance 

contracts. Due to many different accounting models applied within insurance companies in different countries, there are huge discrepancies in 

the accounting system within the insurance industry. To add, as stated explicitly in IFRS 4, insurance companies are not required to ensure that 

their accounting policies are reliable and relevant to their stakeholders, specifically investors and analysts. 
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IFRS 17 was developed as a single accounting approach to improve both relevancy and transparency of financial reports generated by an 

insurance company, as it previously missed from IFRS 4. This new accounting requirement is expected to be more relevant and comparable 

through the application of two main pillars: 

• Application of current estimates and up to date information in regards to cash flows from insurance contracts 

• Provision of more information related to the source of profit and losses as well as the nature of risks arising from insurance contracts 

IFRS 17 is willing to be more global so that investors and financial analysts could receive a clearer and simpler financial statements 

presentation from insurance companies. 

 
 

ISSUE EXPLORATION 

Following the implementation of the new IFRS 17 accounting standards, several impacts are expected to arise within life insurance 

companies: 

Performance reporting 

A new concept of “Insurance Contract Revenue” will be applied and taking over “Premium” as the main source of income for insurance 

companies, resulting in a more complex Profit and Loss (P&L) as compared to the current accounting system. However, this would also impact 
in a more stable P&L as changes to applied assumptions will no longer affect current year P&L result, but to be absorbed during the policy 

period length. 

New accounting variables 

A new variable called “Contractual Service Margin” will be applied as a component to measure unearned profit from an insurance contract 
that is recognized as a company’s services. As this is a completely new variable emerging from IFRS 17, there will be additional work required 

to calculate the figures and to provide understanding and explanation regarding this line item.  

Disclosures 

Compared to existing IFRS 4, IFRS 17 requires more information to be provided, which would involve additional processes and data in 

gathering the disclosure information. 

Internal accounting systems 

Following the major change from IFRS 4 to IFRS 17, updates upon accounting and actuarial systems are major events in processing and 

recording information required for the new system. However, this will benefit groups with multinational subsidiaries to gain consistency across 

continents. 

In addition to the generic impact of IFRS 17 implementation within the insurance industry, there will also be some additional areas of 

challenges for life insurance companies in Indonesia as follow: 

Revenue recognition 

Many insurance contracts within Indonesian insurance companies are Unit Linked contracts, which contain a large investment component. 

Under IFRS 17, investment components will be extracted, which will have a material impact on the insurance company’s revenue. 

Measurement model 

As the “current discount rate” is required to be applied, the determination of such information might be challenging due to a lack of market 

data and may result in new and multiple approaches, which is expected to require some enhancement towards the existing system. 

Regulatory changes 

The upcoming IFRS 17 model is different compared to both Tax and OJK regulations currently applied in Indonesia, in which the new 

concept of Insurance Contract Revenue, as well as the new variables of Contractual Service Margin, has yet to be permitted under both 
regulations. As OJK, Tax, PSAK regulations might differ significantly from IFRS 17, insurance companies might have to produce multiple 

reports with a different methodology for each respective objective. 

On top of those stated issues in regards to how IFRS 17 will affect all companies within the insurance industry in terms of operational 

aspects; one major question for every life insurance companies (including Generali Indonesia) is how this transformation will impact company 
financial performance, especially concerning performance indicators applied specifically within the insurance company and how it will impact 

decision making processes concerning company’s business strategy. 

 

 

EXISTING OR PROPOSED PRACTICES 
 

The purpose of this research is to introduce several performance indicators applied specifically within the insurance industry as an addition 

to the widely and commonly applied financial indicators. These performance indicators are to be applied towards assessing and comparing 
Generali Indonesia’s financial performance of the current IFRS 4 accounting system and the upcoming IFRS 17 accounting system. The result 

will then be applied to give recommendations upon which strategy Generali Indonesia should take in anticipating IFRS 17 to improve its 

financial performance, and ultimately to achieving management objectives and generating an optimal return to its shareholders. 
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This research starts with a preparation process, which focuses on comprehensive studies through a literature study in regards to theoretical 

basis related to this writing, as well as compiling information upon company financial and annual reports to further gain insight on company 

performance. From then on, business analysis is conducted through external factor analysis by the application of the PESTEL framework, an 

internal analysis by the VRIO framework, and business model analysis by Business Canvas framework to better understand the industry and 

market concerning the business issue. 

 

ANALYSIS OF PRACTICES 

Financial Performance Analysis 

This section will focus on analyzing results of Generali Indonesia’s financial performance through the application of financial ratios based 

on Financial Statement figures from 2014 to 2018. 

Profitability Analysis 

There is a huge shift in terms of Return on Asset and Return to Equity ratio between the application of IFRS 4 and IFRS 17 methodology 

due to more conservative revenue recognition under IFRS 17 compared to that of IFRS 4. In terms of year-on-year movement, Return on Asset 

and Return to Equity ratio for Generali Indonesia is showing improvement over the years, except in 2018 where there is a sudden drop in sales 

growth due to decreasing business from key bank partners. 

Liquidity Analysis 

A slightly higher current and cash ratio under IFRS 17 methodology are due to lower current liabilities. Yearly movement of both current 

and cash ratio for Generali Indonesia is showing a favorable result over the year with the increasing ratio, determining that Generali Indonesia 

is quite liquid in paying for its debt, which is very important especially for an insurance company. 

Solvency Analysis 

A slightly higher Debt to Equity and Debt to Capital ratio under IFRS 17 methodology as compared to IFRS 4 accounting system is due to 

lower net income resulted from a more conservative revenue recognition under IFRS 17, which triggers a decrease in retained earnings, 

resulting in lower equity. The high figures under both IFRS 4 and IFRS 17 methodology are understandable as insurance companies have large 
debt financing in paying long term coverage and protection benefit for the policyholders. In terms of the yearly movement, Generali 

Indonesia’s Debt to Equity and Debt to Capital ratio is showing an improving and promising result from 2014 to 2018 as shown through 

decreasing figures throughout the period. A slight increase in the year 2017 is due to product launch, which is entitled to a higher medical 

benefit, resulting in an increment in liability in 2017.  

 

Insurance Industry Specific Indicator Analysis 

This section will focus on analyzing results of Generali Indonesia’s performance through the application of insurance industry-specific 

indicators based on figures from 2014 to 2018. 

New Business Analysis 

New Business Value calibrated with IFRS 17 methodology differs in the result as compared to the application of IFRS 4 figures. This is 
due to the different approaches in applying the measurement model. Under IFRS 17, the Market Consistent Embedded Value approach is 

applied, with the current risk-free rate is used for each projection year, as compared to IFRS 4 methodology, which refers to Traditional 

Embedded Value methodology, in which one single rate based on company WACC is applied for the entire projection calculation. In 

conclusion, under IFRS 17, the New Business Margin ratio of each insurance company will be more comparable and transparent, as all would 

be using an equal discount rate in calculating their New Business Value. New Business Margin ratio is highly driven by the type of product 

sold within the period, in which higher production of a product with higher profit will result in higher new business value, thus higher new 

business margin ratio. NBM ratio spike that occurs in 2017 is due to the launch of a high-profit rider product that is attached to Generali 

Indonesia’s signature Unit Linked product. As such a specific rider is never sold in the market, the rider acts as a production booster for 
Generali Indonesia in 2017. However, the increasing trend does not last long as the product trend in the Indonesian insurance market keeps on 

evolving, with endowment products as the trend for 2018. The endowment product itself produces a lower profit as compared to a Unit Linked 

product, resulting in a lower NBM ratio in 2018 as compared to the previous year. 

Claim Analysis 

Changes towards IFRS 17 do not affect claim analysis ratios, as shown with the same figures between the two different methodologies. 

Over the period from 2014 to 2018, Generali Indonesia’s loss ratio is quite stable at around 70% to 80% range. Similar to the average cost per 

claim, the loss ratio is highly inter-related with product types sold within the company, thus resulting in a slight movement over the years. The 

loss ratio for an insurance company is expected to decrease insignificantly over the years. This can be done through several actions from 
different divisions, such as through product pricing by developing a product that could benefit the policyholder if a claim does not occur, 

through customer relationships by providing health information to increase customers’ awareness and knowledge regarding their health, and 

many others. 

Expense Analysis 

As changes applied in IFRS 17 methodology do not impact expense, expense analysis results are the same between IFRS 4 and IFRS 17 

methodology. Over the year, Generali Indonesia can keep its expense ratio stable within the 17% range. In the future, it is expected that the 

expense ratio would fall within a similar range if the unexpected cost does not occur.  

Continuity Analysis 

Similar to expense ratios, as changes applied in IFRS 17 methodology does not impact persistency, persistency ratio results are the same 

between IFRS 4 and IFRS 17 methodology. Over the years, the persistency ratio for Generali Indonesia is showing an overall declining trend. 
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Several factors that define this trend are the Bancassurance partnership and the rise of new insurance players in Indonesia. Starting from 2016, 

Generali Indonesia lost several main Bank partners for its Bancassurance channel, resulting in a major customer loss from respective Banks. 

This became the main trigger in the declining persistency ratio, especially P (25) in the year 2016. Also, starting in 2017, several new players 

with high capitals emerges in the insurance industry, which resulted in many customers switching their policy to competitors following the 
strong branding and marketing strategy released by competitors. In the future, Generali Indonesia should come up with a product type that can 

support a higher persistency ratio to have a more sustainable future business. This can be done by providing a No Lapse Guarantee features to 

more of its products, which provides an agreement by the insurance company to keep a permanent life insurance policy in force – even if the 

cash value in the policy drops to zero, or less than zero if a specified minimum continuation premium is made at the required time. 

Portfolio Analysis 

Although sales growth is calculated by measuring premium income, it is still measured as an entirety, and not through the application of 

insurance service revenue. Therefore, there are no differences in sales growth ratio results under both IFRS 4 and IFRS 17 methodology. Up to 

2017, the Bancassurance channel is one of the major drivers of Generali Indonesia production, resulting in a major drop in sales when in the 
middle of 2018 there was a decreasing business from key bank partners. Bancassurance in Indonesia is typically more volatile in its growth, 

given that insurer’s control over the bank’s sales is relatively limited. Also, Generali Indonesia does not own any exclusive  Bancassurance deal 

signed to date. In the future, having an exclusive Bancassurance deal with a bank partner could be one step to keep in mind for Generali 

Indonesia, especially with the current market condition in which most insurance companies are exclusively partnering with certain bank 

institutes. With having an exclusive Bancassurance deal, an insurance company is expected to keep its sales growth stable for a certain period. 

 
 

CONCLUSION 

This study concludes that while results from the majority of insurance industry-specific indicators do not vary between IFRS 4 and IFRS 

17 accounting systems, results from several financial indicators are showing quite a major shift due to a change in revenue recognition based on 

IFRS 17, in which the amount of revenue recognized each period is commensurate with the insurance service delivered to the policyholder; this 

results in more conservative revenue recognition. 

It is expected that through the application of IFRS 17, investors and financial analysts would receive a clearer and more accurate financial 

statement presentation from insurance companies, which would attract more interest from investors towards investing in the insurance 

company. However, during the transition period, due to a major shift in financial indicators results between IFRS 4 and IFRS 17 as portrayed 
through results from Generali Indonesia, it is recommended to refer to insurance industry-specific indicators in analyzing the performance of an 

insurance company, which does not show major shift as compared to financial indicator results. 

In preparation of IFRS 17 implementation, Generali Indonesia should strengthen its data analysis and experience study to furthermore 

generate a more precise assumption that will be calibrated in the Contractual Service Margin aspect that will be applied to measure unearned 
profit from insurance contract to be recognized as company’s services. Also, as investment components will be extracted under IFRS 17 as 

opposed to IFRS 4, Generali Indonesia should focus more on producing a non Unit Linked product, as a major proportion of Unit Linked 

product falls on its investment aspect, which would result in lower revenue recognition in a longer run.  

Furthermore, as IFRS 17 requires more information to be provided as disclosures, the company should focus on updating related 
accounting and actuarial systems in processing and recording information required under the new system, which would involve additional 

processes to ensure a sustainable business process ahead. 

In terms of the business itself, Generali Indonesia should either expand to other channels, such as B2B2C or should consider in getting an 

exclusive Bancassurance deal in the future to increase market share to generate higher net income as Bancassurance in Indonesia is typically 

more volatile in its growth, given that insurer’s control over the bank’s sales is relatively limited.  

If Generali Indonesia can maintain its performance in the future, specifically once IFRS 17 is launched, there is a great opportunity that the 

company can even grow bigger and gain the wider market, which would eventually enable the company in reaching its goal in becoming a 

lifetime partner for all of its stakeholders. 
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Abstract  

The extremely high fluctuation of coal prices has made uncertainty about the sustainability of the business, especially companies in the coal 
mining sector. Research will be conducted on coal mining companies listed on the Bursa Efek Indonesia from 2014 to 2018. There was a 

significant decline in the price of coal commodities in 2015 and 2016 and will be seen on the company's business continuity. An analysis of the 

company's bankruptcy conditions using four calculation models, namely the Altman Z-Score method, the Grover method, the Zmijewski 

method and the Springate method. From the calculations using the four calculation models, a comparison will be made using financial ratio 
analysis to strengthen the condition of the company. Trend analysis will be used for capturing the financial ratio of the company’s condition. 

Ratio analysis used in comparing the four calculation methods will be used one of the analysis used in the credit  analysis intended for the 

calculation of the financial condition of the company. 

 
Keywords: coal mining, financial distress, four bankruptcy prediction method, financial ratio  

 

BACKGROUND 

One of the main forms of commodity in Indonesia is coal. Indonesian coal is used both for domestic fossil fuels and for export purposes. 

Over the past 10 years the coal industry in Indonesia has experienced ups and downs. Price fluctuations that occur from the coal industry are 
very high. The highest Reference Coal Price (HBA) of Indonesia is in the range of USD 127.05 / ton which occurred in 2011 and the lowest in 

the amount of USD 50.92 / ton that occurred in 2016. Fluctuations in Indonesian coal prices were not followed by a significant change in the 

quantity of Indonesian coal production. On average from 2013 to 2017 coal production in Indonesia was 462 million tons with the lowest 

production rate in 2014 with a total production of 458 million tons and the highest in 2013 with a total production of 474 million tons. This 
makes entrepreneurs always try to improve operational efficiency in order to survive in unfavorable conditions. On the basis of the high 

fluctuations in coal commodity prices, company management must be able to detect early on in the company's financial  performance intended 

to maintain the stability and sustainability of the company. Based on this background, there will be the potential for financial distress or 

financial distress in the coal-producing company, where it will occur as a result of a decline in the Reference Coal Price (HBA) in force in 
Indonesia. Prastowo and Juliaty (2002) states that Financial Distress is when a company no longer has the ability or has difficulty to produce a 

profit or profit, where the profit or profit can be categorized as small, where on the basis of these conditions a company is considered to have a 

potential to experience bankruptcy, which in turn can have a direct effect on changes in the capital of the company, which in the end the 

company requires restructuring to be released from these conditions. 

A business entity or company must have a relationship with many parties with an interest in the company. With the occurrence of 

bankruptcy in a business entity or company, it will also affect all parties who have an interest in the company. That was caused by bankruptcy 

in the company, so that investment funds that have been disbursed by investors in the company are difficult to return. This bankruptcy 

condition of the company will also harm creditors who have given credit because the company cannot pay off the company's obligations to 
creditors if the assets owned by the company have been used up. Other parties will also suffer losses such as vendors, suppliers or work 

partners where cooperation has been carried out but the company is not able to carry out its obligations in payment of work returns. And the 

last is the employees who will be affected by layoffs (layoffs) due to bankruptcy conditions experienced by the company. 

Against this background, then to be able to get an early warning of bankruptcy of the company, every company management should 
conduct a bankruptcy prediction analysis. It is hoped that by analyzing the bankruptcy prediction, the company management will quickly make 

improvements to maintain the stability of the company's condition in order to achieve the sustainability of the company's operations. 
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LITERATURE REVIEW 

In order to know the actual condition of a business entity or company, whether the company is included in the healthy category or not, it 

requires an analysis of information for the performance of the company's financial statements. One form of the analysis is the analysis of 

company bankruptcy. Where the financial statements are used as a measurement tool, which in analyzing them uses various types of company 

bankruptcy analysis models. The analysis model, consisting of: 

The Altman Model (Z-Score) bankruptcy analysis 

The Altman Model (1968) is a financial distress prediction model that was first used. Altman has conducted various studies by adjusting 

the changes that occur in various types of companies. From various Altman formulations, according to Rudianto (2013) the latest Z-Score 

formulation can be applied to various types of business fields or companies, and of course it is very suitable to be applied in developing 
countries or emerging markets, such as Indonesia. The formulation is associated in the form of a mathematical equation with the following 

formula: 

Z-Score = 6,56X1 + 3,26X2 + 6,72X3 + 1,05X4 

Information: 

X1: Working Capital / Total Assets 

X2: Retained Earnings / Total Assets 

X3: EBIT / Total Assets 

X4: Stock Market Value / Total Debt 

The Springate Model (S-Score) Bankruptcy Analysis 

This bankruptcy analysis model, the same as Altman's analysis model which was developed in 1968. Vickers (2005: 67) states that a 

business entity or company is categorized in a healthy zoina condition or vice versa in an unhealthy zone (bankrupt), then through the Mutiple 

method Discriminant Analysis (MDA) which sort out the usual types of financial ratios, which is to sort out 4 (four) of the 19 (nineteen) ratios 

with the following formula: 

S = 1.03A + 3.07B + 0.66C + 0.4D 

Information: 

A = Working Capital to Total Assets 

B = Net Profit Before Interest and Tax to Total Assets 

C = Net Profit Before Tax to Current Liabilities 

D = Sales to Total Assets 

The Zmijewski Model Bankruptcy Analysis (X-Score) 

According to Zmijewski (1984) A company that is declared not experiencing financial distress is when it has a negative correlation value, 

but conversely A company that is declared experiencing financial distress is when it has a positive correlation value. It was explained that when 

a company has a positive correlation value, then the company is marked by deviations that have a higher value than the classification. 

Zmijewski made a decision on the use of 3 (three) different components of financial ratios, which were compiled into a unified calculation 

model as follows: 

X = -4.3 - 4,5X1 + 5.7X2 - 0.004X3 

Information: 

X1 = ROA (Return On Assets) 

X1 = (Net profit) / (Current assets + Non-current assets) 

 

X2 = Laverage (Debt Ratio) 

X2 = (Total liabilities) / (Current assets + Non-current assets) 

 

X3 = Liquidity (Current Ratio) 

X3 = (Current assets) / (Current liabilities) 

Grover Bankruptcy Analysis Model (G-Score) 

According to Prihantini and Sari (2013) the Grover G-Score model is the fourth model used in the bankruptcy analysis model which was 

developed as well as a form of redesign by Jeffrey S. Grover in 2003 which adapted the Altman Z-Score model (1968) through the addition of a 

number of new financial ratios, which is more precisely 13 (thirteen). Furthermore, after Jeffrey S. Grover frequently tests, Jeffrey S. Grover 

makes decisions on the use of 3 (three) different components of financial ratios, which are compiled into a unified calculation model as follows: 

G-Score = 1,650X1 + 3,404X3 - 0,016ROA + 0.057 

Information: 

X1 = Working capital / Total assets 
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X1 = (Current assets-Current liabilities) / (Current assets + Non-current assets) 

 

X3 = Earnings before interest and taxes / Total assets 

X3 = (Profit before interest and taxes) / (Current assets + Non-current assets) 

 

ROA = net income / total assets 

ROA = (Net profit) / (Current assets + Non-current assets) 

Of the four models above as a predictor of bankruptcy of a company, financial ratio analysis can also be done which can describe the 
company's financial condition. What is usually done by creditors before giving credit is to do a credit analysis that is useful to assess the risk of 

a loan. According to Kasmir (2018) there are several analyzes that can be used in determining the credit worthiness of using the 5C and 7P 

methods, which are included in the 5C are character, capacity, capital, condition, and collateral. While 7P consists of personality, purpose, 

party, payment, prospect, profitability and protection. Dendawijaya (2005) complements this 5C factor into 6C by adding 1 more factor, 
namely the Constrain factor. In this method, the emphasis will be on capital points where at this point the creditors analyze the feasibility of 

granting credit through examining the financial statements of the company from which the financial statements, will further describe the 

condition of the company. 

Financial ratios used in credit analysis 

Kasmir (2018) states that a credit worthiness assessment conducted by creditors, namely the bank, generally through analysis of financial 

statements that have been presented by the company, whether in the form of balance sheet financial statements, income statements, cash reports 

and reports of capital changes. Analysis conducted on financial statements is needed to produce a number of financial ratios, the ultimate goal 

is to be able to see the real picture of the financial position of a business entity or company. 

Liquidity Ratio 

This ratio is an analytical method used to find out and measure how liquid a company is. This ratio can also be called the working capital 

ratio. Based on this, to be able to know and assess the amount of ability owned by the company in terms of meeting the obligations / debt of the 

company, then use the liquidity ratio or working capital ratio. 

Leverage Ratio 

The solvency ratio is another designation of the leverage ratio. In this case, to find out at the same time measure the extent and extent of 

the value of an asset that the company has, where an asset that is owned comes from the funding of another party, which is funded so it is 

considered the company's debt. 

Activity ratio 

Activity ratio is a ratio that is used as a measurement tool in showing the level of efficiency of a company in the utilization of company 

resources in the company's operational activities. 

Profitability Ratio 

This ratio is a ratio that is used to assess the ability of companies to look for profit (Kasmir 2018: 210). This ratio provides a measure of 

the level of management effectiveness in a company. 

 

METHODS 

The study was conducted by collecting data on the company's financial statements listed on Bursa Efek Indonesia at coal mining sector for 
5 (five periods), from 2014 to 2018. This research is a study using quantitative descriptive analysis models. The study will compare the data on 

company financial statements compiled by looking at the company's financial condition. Prediction calculations will use four methods, namely 

Altman Z-Score, Springate S-Score, Zmijewski X-Score and Grover G-Score. Of the four bankruptcy prediction methods, companies will see 

potential bankruptcy for each method. From the bankruptcy method is then compared with the calculation of financial ratio analysis using 

trends to compare the accuracy of the four previous prediction methods. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Calculation with the Altman Z-Score Method 

Based on the results of calculations using the Altman Z-Score model and analysis of the results of calculations using trend-based analysis, 

there are three companies that fall into the category of financial distress namely PT Atlas Resources, PT Bara Jaya Internasional and PT 

Perdana Karya Perkasa. PT Atlas Resources Tbk has a value of Altman Z-Score below the value of 0 for 5 years from 2014 - 2018. There is an 

increase in the value of the Altman Z-Score from 2016 to 2017, but the value is corrected again with the value decreasing in 2018. 

Calculation with the Springate Method 

The Springate Prediction Model assesses that there are four sample companies that are expected to enter bankruptcy in the future while 11 

other samples do not have the potential to be in a state of bankruptcy or financial distress. The results of calculations using the Springate 

method have the same prediction results using the Altman Z-Score method by predicting four companies that experience financial distress, 

namely PT Atlas Resources Tbk, PT Bara Jaya Internasional Tbk, PT Perdana Karya Perkasa Tbk and PT Golden Eagle Energy Tbk . 

Calculation with the Zmijewski Method 
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Zmijewski's Prediction Model assesses that there are two sample companies that are predicted to enter bankruptcy in the future while 13 

other samples do not have the potential to be in a state of bankruptcy or financial distress. 

Two sample companies that are predicted to go bankrupt are PT Atlas Resources Tbk and PT Bara Jaya Internasional Tbk. 

Calculation by the Grover Method 

The Grover Prediction Model assesses that there are three sample companies that are expected to enter bankruptcy in the future while the 

other 12 samples do not have the potential to be in a state of bankruptcy or financial distress. The three companies that are predicted to 

experience financial distress using the Grover method are PT Atlas Resources Tbk, PT Bara Jaya Internasional Tbk and PT Golden Eagle 

Energy Tbk. PT Atlas Resources Tbk continuously experiences a decline in the value of the Grover method from 2014 to 2018. 

Calculation of financial ratio analysis 

Comparison of ratios using 4 types of ratios namely liquidity ratios, leverage ratios, activity ratios, and profitability ratios. The liquidity 

ratio parameters used consist of the current ratio, quick ratio, cash ratio, and inventory to net working capital. The second parameter is the 

leverage ratio where this ratio consists of debt to asset ratio, debt to equity ratio, long term debt ratio. The third parameter is the activity ratio 
where the ratio consists of inventory turnover ratio, receivable turnover ratio, fixed asset turnover ratio, and working capital turnover ratio. The 

fourth parameter is the profitability ratio where this ratio consists of gross profit margin ratio, net profit margin ratio, return on investment, and 

return on equity. The four ratios are assessed based on a trend analysis of the company's condition. From the ratio analysis used, a summary of 

trend analysis can be given with the following results: 

PT. Atlas Resources, Tbk with the code of issuer ARII has a majority of unfavorable conditions seen from 4 (four) ratio groups consisting 

of 15 (fifteen) ratios calculated. In this case from the analysis of the trend of 5 (five) years conducted, the company is in a stagnant condition 

with a value far below the industry standard. 

PT. Bara Jaya Internasional, Tbk with the code of issuer ATPK has the majority of adverse conditions seen from 4 (four) ratio groups 
consisting of 15 (fifteen) ratios calculated. In this case from the analysis of the trend of 5 (five) years conducted, the company is in a stagnant 

condition with a value far below the industry standard. 

PT. Perdana Karya Perkasa, Tbk with the PKPK issuer code has a pretty good rating. The level of corporate debt is indeed still higher than 

the industry average. But the company's management has managed to restructure the company's short-term debt to long-term debt. This has a 
big impact on the interest expense that must be paid by the company so that the company's net income increases. The improvement has been 

seen in the last 3 (three) years of research from 2016 to 2018 although there are still things that need to be improved by the company's 

management in terms of sales. The company's product sales figures must be increased again so that the company's financial ratios become 

better. 

PT. Golden Eagle Energy, Tbk with the code of the issuer of SMMT has a majority of fairly good ratings. There are several ratios in terms 

of leverage ratios and activity ratios that are at a position higher than the industry average. From the results of the existing ratio, the company is 

well positioned in terms of financial ratio assessment. 

From the results of the calculation of the financial ratios to the four companies above, it will be compared with the results of the 
bankruptcy prediction method using the Altman Z-Score, Springate, Zmijewski and Grover methods to see whether the prediction results using 

the four bankruptcy prediction methods have the appropriate results from the credit analysis calculations stated by Kasmir (2018) of the 

company's financial condition.  

Of the 4 predicted models calculated have the following conclusions: 

Altman's bankruptcy prediction method with the Altman Z-Score calculation predicts that there are three companies out of fifteen sample 

companies that are predicted to be in financial distress. The company is PT. Atlas Resources, Tbk with the code of issuer ARII, PT. Bara Jaya 

Internasional with the issuer code of ATPK and PT. Perdana Karya Perkasa, Tbk with the PKPK issuer code. The three companies that are 

predicted to be in the bankruptcy zone have different results from the results of the financial ratio analysis used in describing the financial 
condition of the company in credit analysis. In the calculation of financial ratios in the context of credit analysis proposed by Kasmir (2018) 

that there are 2 (two) companies that are in a bad condition, namely PT. Atlas Resources, Tbk with the code of issuer ARII and PT. Bara Jaya 

Internasional, Tbk with the code of issuer ATPK. 

The Springate bankruptcy prediction method with the S-Score calculation predicts there are four companies from fifteen sample 
companies that are predicted to be in financial distress. The company is PT. Atlas Resources, Tbk with the code of issuer ARII, PT. Bara Jaya 

Internasional with the issuer code ATPK, PT. Perdana Karya Perkasa, Tbk with the code of the PKPK issuer and PT. Golden Eagle Energy, 

Tbk with the code of the issuer of SMMT. The four companies that are predicted to be in the bankruptcy zone have different results from the 

results of the financial ratio analysis used in describing the financial condition of the company in credit analysis. In the calculation of financial 
ratios in the context of credit analysis proposed by Kasmir (2018) that there are 2 companies that are in a bad condition, namely PT. Atlas 

Resources, Tbk with the code of issuer ARII and PT. Bara Jaya Internasional, Tbk with the code of issuer ATPK. 

Zmijewski's bankruptcy prediction method with X-Score calculation predicts that there are only two companies out of fifteen sample 

companies that are predicted to be in financial distress. The company is PT. Atlas Resources, Tbk with the code of issuer ARII and PT. Bara 
Jaya Internasional with the ATPK issuer code. Both companies that are predicted to be in the bankruptcy zone have the same results with the 

results of the financial ratio analysis used in describing the financial condition of the company in credit analysis. In the calculation of financial 

ratios in the context of credit analysis proposed by Kasmir (2018) that there are 2 (two) companies that are in a bad condition, namely PT. Atlas 

Resources, Tbk with the code of issuer ARII and PT. Bara Jaya Internasional, Tbk with the code of issuer ATPK. 

The Grover bankruptcy prediction method with a G-Score calculation predicts that there are three companies out of fifteen sample 

companies that are predicted to be in financial distress. The company is PT. Atlas Resources, Tbk with the code of issuer ARII, PT. Bara Jaya 

Internasional with the issuer code of ATPK and PT. Golden Eagle Energy, Tbk with the code of the issuer of SMMT. The three companies that 

are predicted to be in the bankruptcy zone have different results from the results of the financial ratio analysis used in describing the financial 

condition of the company in credit analysis. In the calculation of financial ratios in the context of credit analysis proposed by Kasmir (2018) 
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that there are 2 (two) companies that are in a bad condition, namely PT. Atlas Resources, Tbk with the code of issuer ARII and PT. Bara Jaya 

Internasional, Tbk with the code of issuer ATPK. 

The actual condition of the predicted company 

The study was conducted using data from the company's financial statements using 15 (fifteen) samples of coal mining companies that 
were listed on the Indonesia Stock Exchange (IDX) in the period 2014 to 2018. The study was conducted in 2019 to 2020 where there was a 

development of companies that conducted research subjects. Of the four companies that are predicted to enter the bankruptcy zone using four 

bankruptcy predictions and ratio analysis used to describe the company's financial condition, there is one company delisted from the Indonesia 

Stock Exchange, namely PT. Bara Jaya Internasional, Tbk with the code of issuer ATPK. The Indonesia Stock Exchange has eliminated PT. 
Bara Jaya Internasiobal, Tbk with the cause of delisting is force delisting as of September 30, 2019 through notification letter Peng-DEL-00002 

/ BEI.PP1 / 09-2019. 

Through the regulation of the Indonesia Stock Exchange Number I-1 regarding delisting of shares and delisting of shares on the Stock 

Exchange, deletion of shares listing is generally divided into two forms, namely voluntary deletion (forced delisting) and forced delisting ). In 
forced delisting conditions carried out by the Indonesia Stock Exchange referring to IDX regulation Number I-1, at least the listed company 

experiences at least one condition as follows: 

Experiencing conditions, or events, that have a significant negative effect on the going concern of listed businesses, either financially or 

legally or on the continuity of the status of listed companies as listed companies, and listed companies cannot show indications of adequate 

recovery. 

Shares of listed companies which, due to suspensions on the regular and cash markets, have only been traded on the negotiation market for 

at least the last 24 (twenty four) months. 

 

CONCLUSION 

The analysis method is done by using four financial distress prediction methods with comparative financial ratio analysis used in 

conducting credit analysis as a depiction of the company's financial condition. Of the 15 (fifteen) companies that were sampled, there were 
several companies that were predicted to enter financial distress. Of the four prediction methods the company's financial condition is then 

compared with one of the methods used in credit analysis that is often used by creditors in describing the condition of the company. In a credit 

analysis of company capital factors, it can be concluded that there are 2 (two) companies that have a poor financial picture. From the research 

conducted by using 4 bankruptcy prediction methods and by comparing using financial ratio analysis, over time there were 1 (one) company 
that was forced delisting by the Indonesia Stock Exchange. There is a match of the bankruptcy analysis methods that have been used in 

predicting the company's financial condition. 
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Abstract  

When the Coronavirus outbreak occurred in Indonesia, the economy was one of the sectors that got hit so badly by this pandemic. A large 

number of people got fired from their company, small businesses cannot open their shops because of social restriction policy. In addition, the 

smaller companies got bankrupt. Thus, social assistance provided by the government to help the people especially those with middle to low 

economic conditions. Families living under the poverty lines are listed on the national PBDT database. Accurate vehicle routing would be the 

key so that social assistance can be delivered on time. The Sweep Method is one of the very effective ways to find a solution to the vehicle 
routing problem. The close to the best and effective route can be found quickly and in a fairly easy way. In this work, the MATLAB program 

created an automatic counting feature that operates continuously until the best results are found. It can consider all possible route options and 

choose the best route as an outcome. This method is far more effective than using the exact method which provides the best results but takes a 

long time to finish as well as its less convenient features to use. After the optimal route is obtained, we calculate the number of vehicles needed. 
The cost and time needed for delivery vary depending on the number of vehicles. The original contribution of this paper is very flexible to 

implement because the optimization that is already done minimizes the number of routes and total travel distance traveled. While for the 

required time and cost can be adjusted according to the budget of local governments. Hopefully, it can also help other cities in Indonesia to 

overcome the economic damage caused by the Coronavirus. 

 
Keywords: Cost, Pandemic, Route, Social Assistance, Time  

 

BACKGROUND 

Since early March 2020 whenever the Coronavirus or known as Covid-19 outbreak occurred in Indonesia, many sectors of life are 
affected. As a matter of fact, aside from the health sector, the social and economic sectors also experienced significant declines. A large number 

of employees are experiencing layoffs. People with small income lose their jobs because activities are limited by the Large-Scale Social 

Restriction (PSBB) policy. These restrictions include the consolation of schools and workplaces, restrictions on religious activities, public 

activities, sociocultural activities, transportation, and others. This forced the government to intervene to provide assistance for the people, 
especially families living under poverty lines. Through his interview in the middle of April 2020, West Java Governor Ridwan Kamil prepared 

seven social assistance programs to overcome the economic impact because of Covid19. The main recipients of these programs are the poor 

families that are listed on the national PBDT database. PBDT (Pemutakhiran Basis Data Terpadu) database is a tool used by the government to 

improve the quality of targeting in social assistance programs. This assistance needs to be shared by the local government each week to each of 

the families. Of course, the most efficient method is required to prevent delays in the delivery. 

Vehicle Routing Problem method is fairly suitable to optimize the cost and time required by the government, especially in Bandung City 

to spread daily basic necessities throughout the city. Vehicle Routing Problem can also minimize the amount of distance traveled and the 

number of routes needed. The sweep method was chosen because it is more effective and efficient to use. Besides, this method also produces 
good results. Other methods such as the exact method does produce better results but the implementation is very complicated and takes a longer 

time. In difficult times like this, the speed of a method is vividly urgent so that the results can be immediately used. 

How does routing affect time and cost compare to the absence of routing? Ideally routing the time delivery would be faster and the cost 

spent would be more economic. The main objective of this study is to optimize the number of routes and distance traveled to distribute 
packages to each district. When this is achieved, the cost and the time needed to send help from depots to each district will be optimized too. 

Determining the most efficient number of vehicles available for each depot is also important. If it is too much then the government will escalate 

the expenses, however the lack of the vehicles will also cause delays in the delivery. 

 

LITERATURE REVIEW 
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[In order to gain an easier understanding of the concept of Vehicle Routing Problem, it would be better to start with an easier problem. 

From the illustration below, notice the m-location points. Assume a salesman who is in l0 wants to visit all locations and returns to his original 

location in l0. The salesman would like to travel the minimum distance and this is where optimization problems arise.  

 

Figure 1 Traveling Salesman Problem. Vehicle Routing Problem in the simplest form. How a salesman can visit all locations (l1, l2, l3, l4) 

More complex minimization problems cannot be solved by the gradient-based method anymore. This time a heuristic method called sweep 

method can be used to bring a solution close to the minimum value. The sweeping process is carried by turning a line on the shaft located at the 

l0 depot. In the playback process, the location points to be visited which are passed by the rotation are checked, whether the packages 
distributed to the locations are still sufficient. If they are, then the location point is added to the same cluster. If it does not meet the need then a 

new cluster will be formed. Therefore, in each cluster, we can simply solve the TSP problem as seen in the previous example. 

 

Figure 2 Sweeping Process. Rotation process of l0 counterclockwise. When the sum of v and w exceeds the capacity then it will generate a 

new cluster. 

After we know how to solve VRP with a single depot, to complete VRP with many depots we just need to determine which locations need 

the delivery done by certain depots, so that after the location that needs to be visited has been classified as a particular depot, our problem 

returns to VRP with one depot that can be solved as explained before. Below is the example of an algorithm for the sweep method. 

 

Figure 3 Sweep Method Algorithm. 

To classify a location point to a particular depot, it is possible for us to apply a simple process, called the least distance method 
classification. As the name suggests, we just need to check which location of the depot is the nearest, and we can classify that location to the 

nearest depot available. 

 

Figure 4 The Least Distance Classification. 

 

METHODS 

The steps carried out in this study are illustrated in the flowchart below. First, let us look back at objective study whether it is relevant to 

the current situation or not in order to be useful for the society alongside its impact. Only then we can decide which Vehicle Routing Problem 

method is suitable for this research. The Sweep Method is the method preferred because it is a heuristic method. Even though this method is not 
as accurate as of the exact method, the Sweep Method is easier and faster in its implementation. Furthermore, the data are collected from 
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various sources as it determines some necessary assumptions to make the research easier. Before processing the data that has already been 

collected, let us check the research scope to see whether the data collected is within the scope or not.  

After all the data needed is collected, it is time to process all the data with these following steps: 

Step 1. Least Distance Method. Collect the coordinate points for every depot and location. Determine which depot is the nearest to every 

location. 

Step 2. Sweep Method. 

1. Determine the weight (W) and volume (V) capacity of the truck. 

2. Start the sweep method counter clockwise. 

3. When reaching new location check if: 

and , where Aj(x) is the collection of locations where vehicles need to visit 

4. If (3) is fulfilled then it will go to the same cluster, but if not then the new cluster will be made. 

5. Finish all the sweep method until all the location input into a cluster 

6. Repeat (2) from different locations and compare the result. 

Step 3. Traveling Salesman Problem 

1. Make the table as shown below, fill it in with the distance from Y (depot) to l27 (a location). 

Table 1 Traveling Salesman Problem 

 Y l27 l28 

Y M 5.2 6.9 

l27 5.2 M 3.6 

l28 6.9 3.6 M 

2. Find out each row minimum element and subtract it from that row 

3. Find out each column minimum element and subtract it from that column 

4. Make assignment in the opportunity cost table 

Number of assignments = 2, number of rows = 3.  Which is not equal, so the solution is not optimal. We will repeat (3) until we find 

the optimal solution. 

Step 4. The Minimum Cost Calculation. 

1. Calculate the fixed and variable cost. 

2. Use different scenarios to understand the variable cost variation better. 

3. Make graph time versus cost. 

Step 1 to 3 will be done by the MATLAB model. It will automatically search for the best result. 

Below are the assumptions used in this case: 

• ● All packages assumed to have the same weight and volume. w = 4.5 kg, v = 6750 cm3 

• ● All trucks assumed to have the same weight and volume capacity. W = 30000 kg, V = 63480000 cm3. 

• ● Every truck can always be loaded until maximum capacity. 

• ● Depots are considered to have unlimited capacity; it can always meet the needs. 

• ● Service time for each depot is assumed to start at the same day every day. 

• ● 1 liter solar is Rp 9,400.00 and can be used until 2 kilometers. 

• ● Other aspects like unloading and loading time, traffic jams will be ignored.  

The time produced by the modeling is pure travel time from depots to all locations. The reason why it will be ignored is because the sweep 

method purely only calculates the travel time. But in real life implementation, it can be added with assumption. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The capacity limit that one truck can carry is 6666 packages. There are four districts that need more than 6666 packages. These four 

districts will be classified as special cases because it will require more than one trip to deliver all the packages. To make it easier we will give 

different codes for special cases and we can exclude them from our simulation. Why? Because the basic principle of VRP is how to visit as 

many locations as possible in one trip. 
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 And then we can use the least distance classification to classify which depot will serve each location. Least distance classification is 

used because it will provide more accurate results than any other methods like using angle to classify the depot. In the actual situation the road 

that looks close on the map can actually be far because of one-way traffic.  

 

Figure 6 Clustered locations to depot. 

Cluster is a trip by one truck to deliver packages to several locations at once. Remember if the Sweep Method is started from a different 

location it can produce better or worse results. That’s why it’s called a heuristic method.  These equations are the key for the sweep method, 
when the sum of both volume and weight of the demanded package is still less than the truck capacity then the location will be included in the 

current cluster. Hence, use the traveling salesman classification to determine which the sequence of location visited in each cluster.  

Last but not least, it’s time to calculate the cost. Fixed cost is the cost of fuel needed to deliver all packages times by the total distance 

traveled. Why is it called fixed cost? Because no matter how many trucks are used the total kilometers traveled will be the same. So the first 

assumption is that the fuel price for trucks is Rp 4.950.000,00/km.  

How about the variable cost? The variable cost will change depending on the number of trucks being used. Of course the more trucks 

used, the more expensive the variable and total costs get, but the delivery time will as well be faster. The fewer trucks used the cheaper the 

variable cost and total cost but the delivery time will in fact be longer. Because of the variation of variable cost, we decided to make three 

different number of truck scenarios for this problem. 

For the first case scenario, we will only use one truck for every depot. This is the worst possible scenario, assume that the local 

government doesn’t have much budget available. The second scenario we assume that one truck only needs to travel twice per day, thus we get 

the number of trucks by dividing the total travel cluster by two. This is a middle case scenario. Assume that the local government has enough 
budget. For the last scenario we will maximize the number of trucks and use the same number of trucks with the total travel per cluster. This is 

the best scenario when the local government has an unlimited budget. Below is the result of the cost calculation with three different scenarios, 

you can see it in the bar diagram below. 

 

Figure 5 Time Needed vs Total Cost 

 This study is the most flexible way to implement because the optimization that has already been done minimizes the number of routes 

and total travel distance traveled. While for the required time and cost can be adjusted according to the budget of local governments. 

 

CONCLUSION 

The Sweep Method is one of the very good ways to find a solution from a Vehicle Routing Problem. From Chapter 4 it can be seen that 
the “close to best” and effective route can be found quickly and in a fairly easy way. When a traveled route can be optimized then automatically 

the distance traveled and the cost to be spent can also be optimized. In terms of time deliveries, the delivery can be completed in less than 400 

minutes assuming each depot only uses one truck then it is a very good result. If every single day the delivery starts around 8AM it will finish 

before 1PM. It is an undoubtedly effective way to avoid late delivery to any family in need. Obviously, the results are obtained by ignoring 
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many problems that occur during delivery such as packing and unpacking time, strike vehicles, congestion and various things that may happen 

in the field. 

This can be a good solution so that the distribution of help can be done in a quick way. And hopefully the economic sectors of Indonesia 

can begin to recover. This method not only can be used in a pandemic situation but also can be adopted to other situations. 
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Abstract  

The supply chain of agriculture products is the procurement of fresh food products in the exact amount and exact time. Agriculture products' 

characteristic is more perishable than manufacturing product and high uncertainty due to season, which increases risk. The uncertainty must be 

managed and mitigated with the resilience concept. Resiliency is essential to help the supply chain recover from disruption. The current 

condition of an agriculture supply chain is affected by the COVID-19 pandemic that considered disruption, such as difficult access for 

distribution due to street closures and farmers in the rural area tend to lower the price to make the product sold. This research will analyze the 
changes in the agriculture product's supply chain due to the disruptions caused by the pandemic, the possible risk, and analysis for resilience. 

The data used in this research is secondary data from webinars, discussions, and questionnaires. Supply chain actors involving farmers, 

processors, distributors, retailers, and consumer faces many changes in the pandemic, and they will face risk. The disruptions in the agriculture 

supply chain are farmers' difficult to find business partners, low demand for agriculture products in the market, new regulations by government, 
the trend of online selling and distribution, and agriculture products' consumer is shifting to B2C. The resilience actions could be a 

collaboration, clarity of rules, and shorten the length of distribution. 

 
Keywords: Agriculture Supply Chain, Disruption, Pandemic, Resilience, Risk  

 

BACKGROUND 

The agriculture supply chain is a network that involves production, processing, distribution, and consumption, which each stage of 

activities has a lot of dependencies to the business partners to procure services and infrastructure (Reddy, Singh, & Anbumozhi, 2016). 

Furthermore, the objective of the agriculture supply chain is to perform the exact quality and quantity of product, which means in the exact 
amount and in the right time and place. In the agriculture supply chain, the production activity comes from the farmers, which make raw 

material of a product. The processing stage involves manufacturer, packaging, and quality control. In the distribution stage, shipping and 

storage agents are required. The retailing activity involves sales and marketing as well, and there are retail stores. 

Supply chain activity sometimes faces unpredictable changes, which will result in difficulties in managing and controlling the supply 
chain itself. Uncertainty is not predicted by events such as natural disasters or accidents. Disturbance and disruption will impact negative 

effects on a business. To mitigate disruptions, resilience is required in the supply chain to help reduce negative effects due to the disruption and 

include in the risk management strategies (Carvalho, Cruz-Machado, & Tavares, 2012). Resilience also includes as the post-disruption recovery 

method. 

The agriculture supply chain has many risks and leads to disruptions. The disruption could be occurred by supply chain partners or the 

environment that would lead to a negative impact. Supply chain dynamics and complexity caused uncertainty or risk that became a significant 

concern. Risky activities indicate the importance of supply chain management risk (Zegordi & Davarzani, 2012). Compared to manufacturing 

products, agriculture products have three characteristics which result in complicated risk management. The characteristics are perishability, 
seasonality, and supply spikes (Behzadi, O'Sullivan, Olsen, & Zhang, 2018). The product perishability will  give the time pressure in post-

harvest activities such as lead time distribution. The products must be delivered on time to prevent loss of quality. Supply spikes will result in 

uncertainty in post-harvest activities as well such as processing, distribution, and packaging. The seasonality will impact careful planning 

because of nature's uncertainty. Fruit supply chain risk has been studied and the riskiest factor is the delayed distribution (Risqiyah & Santoso, 

2017). 

In the agricultural sector, the COVID-19 pandemic in China slows logistic and human resources because of the lower capacity of farm 

processing. Furthermore, the lower number of human resources will disrupt production and processing. Food and Agriculture Organization 

report in 2020 states that quarantine activity and transportation reduction make the fresh product's quality reduce too. In Indonesia, especially in 
the agriculture sector, farmers in a rural area affected by the disruption caused by the COVID-19 pandemic. Farmers are forced to lower the 

commodity's price per kilogram because they have to sell the products immediately to prevent quality loss. Although the price already set 
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lower, farmers still hard to sell them due to low demand because of the closure of restaurants, hotels, and culinary sites. Further, the limitation 

of distribution access such as street and port effect will worsen the selling activity to another region. 

This research will analyze the changes of the agriculture supply chain which get impact by COVID-19 disruptions with its risk and 

analyze the possible mitigation to recover and create resilience from the disruptions during the COVID-19 pandemic. Researchers use the 

supply chain resilience theory as the foundation in the analysis. 

 

LITERATURE REVIEW 

Supply chain management described as the purpose is to managing business activity and relationships within the organizations internally, 

related suppliers, with the top level of suppliers, with customers in the supply chain and entire supply chain (Harland, 1996). The supply chain 

also linking the supply process from the raw material to the end consumer, which covers the organizational boundaries. From the definition, 
supply chain management covers the entire value chain and guiding the raw material from the extraction to end-user products (Scoot & 

Westbrook, 1991). 

Agricultural supply chain involves supply inputs, production, postharvest, storage, marketing, distribution, consumption, and external 

environment. The modern agricultural supply chain supports the three flows. First, physical product flows. It is the flow which the physical 
product movement from supplier, producer, buyer, and consumers. Second is financial flows. It is the activity of lending, credit, payment, 

savings, and insurance. The third is information flow, which links the physical product and financial product. Moreover, the important 

component to support the flow is logistics and communication. Otherwise, the supply chain will face a risk. 

Risk is portrayed as uncertainty faced by a firm which will lead to difficulties to find success. In a supply chain, uncertainty could be an 
opportunity for a firm if they could manage the uncertainty. If they could not manage the uncertainty, it might be losses (Anjar, Purwaditya, 

Harto, Dan, & Ainuri). In the supply side, risk in the agriculture supply chain happens because of several possibilities such as disruptions, 

uncertainty of harvest, uncertainty in capacity, delivery time uncertainty, and input cost uncertainty (Schmitt & Synder, 2012) Further, supply 

risk could be made if there any shortage of cheap material, which would result in production disturbances and losses. In the demand side, the 

risk could be seen from the uncertainty of market price and demand failure. 

A study from previous research identified three major impacts caused by the risk experienced by the supply chain. Firstly, it is a deviation, 

which the fluctuation of cost, demand, and logistic (considered as main parameters) could result in a performance which different from the 

expected value. Secondly is disruptions, which resulted from the unavailability of resources such as processing, marketing, production, and 
distribution facility that would change the supply chain structure. This situation can be happening due to natural or human factors, for instance, 

the epidemic or disease outbreak. Thirdly is shutdown, which could close the business temporarily or permanently (Gaonkar & Viswanadham, 

2004). A previous study argued that risk in the supply chain at any phase will result in disruptions and reduce the company's performance. 

According to the World Bank report, the major risks that affect the agricultural supply chain, there are weather, natural disaster, biological and 

environmental risks, market-related risk, logistical and infrastructural risk, management and operational risk, public policy, and political risk. 

The definition of resilience is what makes the supply chain more competitive in the disruption. Supply chain on the peak of the fragile 

condition when a firm faces uncertain conditions. The purpose of supply chain resilience is to efficiently react to harmful effects that disrupt the 

supply chain. The study of supply chain resilience conducted in response to the outbreak of Foot and Mouth Disease in 2001 and disruption of 
transportation because of protest in 2000 in the UK. The study finds that supply chain vulnerability is essential in business, there is still a small 

amount of research on supply chain vulnerability, small awareness of the subject, and methodology of supply chain vulnerabili ty is required). 

The component of supply chain resilience are responsiveness, flexibility, velocity, and collaboration are considered as a managerial advantage 

(Pettit, Fiksel, & Croxton, 2010) 

The main entities in the agriculture supply chain are producer, manufacturer or processor, distributor, retailer, consumer, and service. The 

initial activity of the supply chain is dependent on the producers, especially in the production and manufacturing stages. The main food product 

categorization includes rice, wheat, maize, vegetables, fruit, fish, meat, and poultry. Manufacturers and processors' role is in the post-harvest, 

most of the food products need transport, storage, packaging, and further process. The processing stage is important in the supply chain because 
it will face some processing procedures such as add the packaging, canning, drying, and other methods. The distribution process includes local 

transportation and global transportation such as export and import. A distributor could be a wholesaler or food retailer. Retailers are interacting 

directly with the final customers, in which the products are purchased from farmers, manufacturers, or distributors. Consumers In the supply 

chain disruption, are the one that gets impacted, when there is a disaster, the consumer faces the change of food price. 

Supply chain activity is closely related to services, for instance, storage, transportations, and energy. Supply chain in Asia mainly has a 

highly separate production site and retailers which might come from international scope to local scope, makes the infrastructure and service 

became important. A longer time of supply chain process will increase the product's vulnerability and risk. The shutdown of the road is one of 

the concerns since the road is the main intermediaries of transportation in Asia  (Reddy, Singh, & Anbumozhi, 2016). 

 

METHODS 

Data gathering is collected from secondary data such as the online seminar, discussions, and questionnaire participated by producers, input 

suppliers, collectors, distributors. To analyze the resilience of the agriculture supply chain pattern in the middle of the pandemic, the researcher 

focuses on resilience strategy which involving collaboration, flexibility, and responsiveness. Agriculture supply chain actors will be analyzed to 

describe the agriculture supply chain condition during the pandemic and the risk that would be happened because of the disruptions. 
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Figure 1. Conceptual Framework 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Supply Chain Disruption Analysis of Agriculture Supply Chain During Covid-19 Outbreak 

To prevent the spread of the virus, the activity is changed. The population life activity changes to working from home or WFH, social and 

physical distancing, limiting crowd amount in public places and applying partial lockdown in selected areas, especially in the infected area. The 

pattern and system in the food sector changed significantly in the middle of the pandemic, from the upstream to the downstream (Hirawan & 

Verselita, 2020). 

Farmers facing obstacles in the pandemic situation, they find difficulties to approach new business partners, difficulties in selling products, 

find the product's production equipment and find the logistic services. It is related too with street closures that raise the difficulties of a 

distribution. The problem is farmers do not have sufficient capital, and the possibility of loss because of the decreasing price of the product. 

Ministry of Health's new regulation stated that processing, distribution, and retailer still allowed to operate during the lockdown period. 
Production actors should get permission from the Ministry of Industry. Ministry of Industry regulations stated that the permission is applicable 

for mobility and operational purposes (Patunuru, Octania, & Audrine, 2020). Further, the short-time solution which producers should cooperate 

more to Coop and Village-owned Business Entity. This action could shorten the producer's access to sell the product because the producer's 

problem is to find customers due to the dropped demand for fresh products during the pandemic. 

For the distribution, producers sell the product through online delivery. Online delivery could be an opportunity for food access in the 

current condition. The new strategy by the producer is they use online transportation to deliver fresh products directly to consumers, so the 

product will arrive on the same day and be considered fast. The price of online transportation for distribution is also considered affordable. 

Center of Indonesian Policy System report stated that checkpoint inspection in the street probably would cause a bottleneck in food distribution, 

which lead to disruption of the continuity of supply chain, even there is an exception for logistic and health tools. 

Retailers facing difficulties in selling because the demand is decreasing, especially about traditional market operational closure. To face it, 

farmers lower the commodity's price and cooperate with startup businesses to help online selling. During online selling, farmers stil l lower the 

price. 

Due to the virus spread, consumers of food products, consumer transactions changed into digital platforms. The consumer's online trend 

between the January-March 2020 index is 2218, and there is an increase of the index between April-May 2020, the index is 5089. From the 

trend, customers can change buying behavior, as well as food products buying. Also, there is a change for producers in consumer targeting. 

After the pandemic, the aim tends to be more end-customer. In other words, the target is business to consumer or B2C. Before the pandemic, 

the producer still sold the product to other businesses such as restaurants, culinary sites, and hotels, which more business to business or B2B. 

The pandemic makes the restaurants, culinary sites, and hotels closed temporarily. 

The Risk of Agriculture Supply Chain Disruption 

Farmer: The producers are threatened because they cannot find the source of funds and equipment. This will cause a loss for producers and 

result in the unavailability of commodities. 

Processor: collaboration between farmers with other processors such as Coop or Village-owned Business Entity is important to shorten the 

length of the chain. If the collaboration is still weak, the selling activity might not be effective, the selling process might be delayed.  

Distribution: The queue checkpoint indirectly causes distribution bottlenecks, which indirectly result in a shortage of the commodity in 

some areas, however, the stock of commodity in the producer area is piling up. The shortage outside the production area probability will have 

an increment in commodity prices. 
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Retailer: If the seller does not set a lower price, the product will not be sold, due to low demand from the market. If the fresh product is not 

sold yet, the product will be damaged. The risk in product quality is a concern 

Consumer: To sell the product to the end-customer, fresh product producers should sell products digitally. It will make the product hard to 

sell if producers do not have a digital platform for product selling and make the consumer's demand not fulfilled. 

Resilience Strategy 

The collaboration, communication with other institutions, and its connectivity are important. The collaboration can be in the production, 

cultivation, capital sharing, and marketing sector. The government also should minimize the miscommunication or missing information, in 

several cases, distribution for fresh products is allowed during the lockdown, but the regional government denied the access of fresh product 
distribution which makes distributors unwilling to distribute the products. The Center for Indonesian Policy Study recommends a solution to 

minimize the disruption in distribution. It is important to keep the smoothness of essential logistic distribution during the lockdown. 

Distribution obstacles are one of the disruptions in the supply chain. To help overcome it, a regional food network is required, which would 

help to simplify the circulation of the distribution process. 

 

CONCLUSION 

The changes of agriculture supply chain pattern towards the chain actors are: farmers are worried of losses, processors are affected by 
government regulation, distribution pattern changed to online delivery using online transportation, retailers also experience panic selling 

because harvest products increased without any increase in demand, consumer behavior is shifted to online shopping. Further, distribution 

facing obstacles such as street inspection checkpoints for food product logistics. The risk resulted from the disruptions is: farmers could face 

loss due to limited access to equipment and funds, the processor will resulting in ineffective selling if not cooperates with farmers or another 

processor, the distributor will face bottleneck because inspection checkpoints for logistic, retailer's ability to sell the product will decrease if the 

price of food products is still set normal, which result to damaged quality. The resilience actions are collaborations and connectivity with other 

institutions, government intervention to minimize misinformation, and simplify distribution length by applying a regional food network. 
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Abstract  

Managing inventory is one of the most important aspects of every business that movement of their goods is being the major activity of their 

business operational. Appropriate inventory management will lead the company to have optimized operational costs. It could be implemented 

by conducting demand forecasting to predict future demand and designing the most efficient inventory policy to know the amount of stock that 

is safe and know the time to order material. PT Sam Adi Karya (SAK) is one of the companies that rely on the movement of their product as the 

basis of the business operation. PT SAK is operating as a chemical distributor, especially chemicals for water treatment such as Poly 
Aluminium Chloride (PAC), Sodium Hypochlorite, Industrial Salt, Soda Ash Dense, Ferric Chloride, Hydrochloric Acid (HCl), which has a 

base in Sidoarjo, East Java. PT SAK faces a problem in managing its inventory. The company suffered an overstock problem that leads to 

inflated operational costs. The purposes of this research are to determine the root cause of the problem and propose the most efficient inventory 

policy to minimize PT SAK operational cost. The methods used in this research are Probabilistic Model, Time Series Forecasting, and 
Economic Order Quantity. This research generates the most appropriate inventory policy that could be applied by PT SAK to minimize their 

operational cost. 

 
Keywords: Chemical, Demand Forecasting, Inventory Policy, Probabilistic Model, Overstock  

 

BACKGROUND 

The chemical industry is the backbone of Indonesia's economy since its supports major manufacturing activities in various industrial 

sectors such as food & beverage, automotive, textiles, pharmaceuticals, and electronics (Jendelanasional.id, 2019), which contributed a sales of 

692 trillion rupiahs in 2017 (Kompas.com, 2019) and predicted to grow by 5 percent in 2019 (Bisnis.com, 2019) that will lead to increase 

demand. 

PT Sam Adi Karya is one of the chemical distributors in East Java, especially chemicals for water treatment such as Poly Aluminium 

Chloride (PAC), Sodium Hypochlorite, Industrial Salt, Soda Ash Dense, Ferric Chloride, Hydrochloric Acid (HCl). The company is facing 

difficulties to manage the inventory since there is no organized forecast and inventory management system for their products, causing 
operational costs to swell. However, the company wants to fulfill all demands from customers to avoid customer disappointment. Therefore, the 

company will insist to keep their stocks is safe and this decision leads the company to overstock.  

In order to settle their problem, PT Sam Adi Karya needs to manage the inventory. In handling inventory, there are two main costs that 

should be considered by the company, which are holding cost and order cost. PT Sam Adi Karya must have an appropriate inventory 
management system in order to know the amount of stock that is safe and know the time to order material so as not to have high inventory 

costs. If the inventory level is reduced, one of operational cost, holding cost, also decreased. Therefore, implementing inventory policy is 

suitable for this company, which provides increased efficiency because the amount of inventory, production time, and time of delivery of goods 

can be planned better. PT Sam Adi Karya also needs a clear forecasting system to predict future demand. 

The aim of the authors in conducting this research is to improve inventory management of PT Sam Adi Karya, to determine the root cause 

of the inventory problem, and find out the most appropriate inventory policy that can be applied in the company. Thus, the company can 

optimize the operational costs that should be expensed. To reach these objectives, two research questions will be analyzed in this research, 

which is as follows: 

1. What is the root cause of the inventory problem that caused the overstock condition in PT Sam Adi Karya?  

2. What is the most appropriate inventory policy that costs minimum to the company? 

 

 

LITERATURE REVIEW 
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Forecasting is the most important activity to do that will determines the further decision to be made. Forecasting may include historical 

data and a mathematical model may be used to project them into the future. It may be subjective or based on demand-driven data and it can be a 

combination of both of them that adjusted by the manager's good judgment (Heizer & Render, 2014). Based on the forecast period that has been 

compiled, Heizer and Render (2014) classify forecasting into 3 types: short-range forecast, medium-range forecast, and long-range forecast. 
Furthermore, based on its function in planning an operation in the future, forecasting is divided into 3 types (Heizer & Render, 2014): economic 

forecast, technological forecast, and demand forecast. To perform forecasting, there are two general approaches to tackle all decision modeling. 

There is a qualitative and quantitative approach (Heizer & Render, 2014). There are four different qualitative techniques: a jury of executive 

opinion, Delphi method, sales force composite, and market survey, meanwhile the quantitative approach could be split into two forms: time-

series models and associative models. 

Time-series forecasting is forecasting based on a sequence of evenly spaced data points. This form of forecast means that future values are 

only expected from past values and other variables (Heizer & Render, 2014). In this research, there are three methods of time-series forecasting 

that will be used, which are time-series decomposition, additive decomposition, and multiplicative decomposition. 

The moving-average forecast is a forecasting method using the number of historical actual data values to generate a forecast. Moving 

average is useful if we can assume that market demands will stay fairly steady over time (Heizer & Render, 2014). This method is used when 

the demand has no observable trend or seasonality (Chopra, 2019). When a detectable trend or pattern is present, weights can be used to place 

more emphasis on recent values. This kind of approach called Weighted Moving Average. Weighted Moving Average makes forecasting 
techniques more responsive toward changes because more recent periods may be more heavily weighted (Heizer & Render, 2014). Another 

weighted-moving average forecasting method is exponential smoothing. It involves very little record keeping of past data and fairly easy to use 

(Heizer & Render, 2014). According to Chopra (2019), there are three kinds of exponential smoothing: Simple Exponential Smoothing, Trend-

Corrected Exponential Smoothing (Holt's Model), and Trend and Seasonality-Corrected Exponential Smoothing (Winter's Model). 

The accuracy from the overall forecasting model can be determined by the comparison between forecasted values with the actual or 

observed values (Heizer & Render, 2014). There are several measures used to calculate the overall forecast error: Mean Absolute Deviation 

(MAD), Mean Square Error (MSE), Mean Absolute Percent Error (MAPE). 

Inventory Management is a very important function to determine the supply chain health of a company. With inventory management, a 
company could maintain the optimum inventory to be able to meet its requirements and avoid understock and overstock conditions (Samanta, 

2015). According to Heizer and Render (2014), several functions add flexibility to a firm's operations. There are four functions of inventory 

management: providing a variety of products for anticipated customer demand and removing the business from volatility in that market, 

separating different parts of the manufacturing process, to take advantage of quantity discounts, and to limit inflation and price volatility. 
According to Heizer and Render (2014), There are four types of inventory that distinguish one from another: raw material inventory, work-in-

process (WIP) inventory, MRO, and finished-goods inventory. Furthermore, according to Samanta (2015), there are several costs attached if the 

inventory is held: ordering or setup or replenishment cost, holding cost, and shortage cost. According to Heizer and Render (2014), there are 

two models of inventory that distinguish each other: model for independent demand and model for dependent demand. 

According to Ptak (1991), MRP is a logical planning system that nets the gross requirement for dependent demand. This system drives 

inventory into zero by providing precise materials amount for the manufacturing process. Therefore, MRP provides the planning logic 

necessary to make or buy only that what and when the company needs.  

The probabilistic model is an inventory model that can be used to decide how much inventory the firm needs to retain or to find the 
optimum amount of inventory for the company. With this model, the company could calculate the optimal amount of inventories to be held in a 

plant, to calculate the order size, to determine the quantity of product to be processed, and to ensure the material is produced on time. 

Therefore, to get a high level of service and prevent stock out, the company needs to have safety stock. (Heizer and Render, 2014). 

 

METHODS 

The research will use a quantitative method. In the first stage, the preliminary study is needed to identify the problem based on the existing 

symptoms by doing observations. This observation will be conducted in December 2019 until January 2020. In the second stage, problem 

identification is conducted. At this stage, researchers will conduct in-depth interviews with the owner and staff to collect data related to this 

research and reconfirm the problems that are plaguing the company. The results of the interview will be combined with historical demand data 
so that the main problem can be identified. the researcher found that the company often to suffer overstock condition. The company doesn't 

perform the most accurate forecasting method, no organized inventory order policy, and demand product is uncertain are the root causes. This 

research will focus on two of PT Sam Adi Karya products, which are Sodium Hypochlorite and PAC. Forecasting is a method that will be used 

in this research. The forecasting method that will be used is Time-series forecasting because the data demand owned by PT Sam Adi Karya is a 
Time-series data that contains trends and seasonality. Time series forecasting methods that will be used are Moving Average, Simple 

Exponential Smoothing, Holt's Model, Winter's Model, and Time Series Decomposition. To determine the accuracy of each method owned by 

Time-series forecasting is to use Mean Absolute Deviation (MAD), Mean Square Error (MSE), and Mean of Absolute of Percentage Error 

(MAPE) so that the most accurate forecasting method can be known and chosen for doing this research. The other theory covered in this 
research is Inventory Management. One of them is Material Requirement Planning (MRP). With MRP, the right order decision will be 

determined and the overstock condition that increased operational cost is reduced. In results, this research will be used as a suggestion for the 

company to improve its inventory management. Thus, the company can optimize the operational costs that should be expensed. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Proposed Inventory Policy 

 To minimize the cost that will be faced by the company, the most efficient inventory policy should be determined. The proposed 

inventory policy is calculated using Probabilistic Model and Economic Order Quantity with a 99% service level. By MRP Simulation, the 

method that has the lowest cost is Averaged Weekly Demand MRP. It provides savings to the company for about Rp90,183,528 for the 2018 - 
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2019 period if the proposed inventory policy compared to the existing method. From this evidence, It is proved that Averaged Weekly MRP 

Method with Probabilistic Model and EOQ will provide the company with the most efficient method to minimize the operational cost of the 

company. 

Forecasting Method Selection 

 To illustrate the future demand that will be settled by the company, forecasting should be conducted. Time series forecasting is 

chosen because the previous demand data is available. The historical data used in this research is the sales data of PAC and Sodium 

Hypochlorite from January 2018 until December 2019. This becomes the limitation of the research because the demand data for both products 

are unavailable. Based on the calculation using Minitab 19, The most accurate forecasting method that provides the lowest error value to the 
company is Winter's Model. It is resulting 22 MAPE, 9891 MAD, and 207165853 MSD for Sodium Hypochlorite product and 17 MAPE, 8862 

MAD, and 124152409 MSD for PAC product. 

Guidance for The Company for The Next 4 Months 

 After the forecasted demand data is acquired, the researcher designs the guidance for the company for the next 4 months as a 
numerical example. The proposed inventory policy will prevent the company from overstock condition and the selected forecasting method will 

give illustration to the company about future demand. With this guidance, the company could implement the most efficient inventory policy 

and forecasting method to minimize the operational cost that should be expensed by the company. The estimated cost for the next 4 months is 

shown by the table below. 

Table - Estimated Cost for the Company in Jan - Apr 2020 

Products Shortage Cost Ordering Cost Holding Cost Total Cost 

Sodium H.  IDR         -   IDR  2,800,000   IDR2,072,803   IDR  4,872,803  

PAC  IDR         -   IDR20,000,000   IDR3,496,349   IDR23,496,349  

Total Cost  IDR28,369,153  

 

CONCLUSION 

PT Sam Adi Karya deal with inventory problems especially in handling overstock at the plant. From the root cause analysis using Current 

Reality Tree (CRT), the author found that the problem is caused by the uncertain demand of the product, no organized inventory policy, and the 
company doesn't perform the most accurate forecasting method that leads the company to bear the higher cost that actually can be allocated for 

another purpose. It is proved that the existing cost that bears by the company is higher than the proposed inventory policy by the author. The 

proposed inventory policy recommended by the author is using Economic Order Quantity (EOQ) with a probabilistic model and conduct 

Averaged Weekly Demand MRP simulation to help the company determining the Reorder point, safety stock of the product, optimal order 
quantity, and when the time to place an order. In results, the forecasted data with the proposed inventory policy for the next 4 months will 

resulting Rp28,369,153 for the estimated cost of both products in Jan – Apr 2020. 
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Abstract  

Banks have an important role in the economy and are the significant driver of economic growth since banks are the financial intermediary 

institution that is responsible to mobilize public funds. Banks directly support the development of a country through financing to the industries 

in the economy. Given the importance of banks for economic stability and growth, banks need to be maintained profitable to keep operating 

and avoid the major impact of bank failure. This study attempts to know the relationship between bank-specific variables of Liquid Assets to 

Total Assets (LATA), Non-performing Loans to Total Loans (NPLTL), Operating Cost to Operating Income (OCOI), Third-party funds to 
Total Assets (TPFTA), and Core Capital Tier 1 to Total Assets (TIER1TA) toward bank profitability by using ROA and ROE as the measure. 

The data used are 7 banks of BUKU 4 category for the period 2008-2019 in quarterly. The research uses panel data regression of the random-

effects model to deal with cross-section and time-series data. The findings show that LATA is significantly negative to ROA, NPLTL has a 

significant positive relationship with both ROA and ROE, OCOI has a significant negative relationship with ROA and ROE, TPFTA has a 
significant positive relationship with ROA and ROE, and TIER1TA is significant negative toward ROA and ROE. Banks should maintain their 

operating cost low and getting a source of funds with low cost to get more profit. Further research should the number of banks increased and 

the period to be longer and in a monthly period to get even more accurate results. 
 

Keywords: Bank Profitability, Bank Specific Variables, Financial Intermediary, Liquidity, Third-Party Funds 

 

BACKGROUND 

Banks as one of the most common financial intermediaries have important roles in the financial system and are a significant driver of 

economic development since they facilitate financial transactions, convert savings into investments, connect the borrower and lender in 

financial markets and diversify the risks. The existence of banks directly affects the economy of a country because banks comprehensively 

affect the financial matters of the public concerning the economic stability and growth. Hence, bank performance has to be maintained in sound 
and profitable financial conditions to better be able to withstand negative shocks and keep operating to contribute to the stability of the 

financial system of an economy (Athanasoglou, Brissimis, and Delis, 2005). 

Banks are exposed to diverse risks and uncertainties, it could be more exposed by risks when the management of the bank is bad, this is 

shown in the 1997 crisis. The crisis was caused by the terrible management of the conglomerates that owned most of the banks at that time by 
doing insider lending, market monopoly, and waste in the use of capital investment that led to the mountainous bad loans (Arief, 1997). This 

led to the event of bank runs due to the trust crisis on the Indonesia banking system and put the bank industry in dangerous liquidity risk, many 

private banks got bankrupt, and some got bailed out. After the dire situation, Indonesia did restoration in the banking industry where the 

management and stakeholders were more prudent in making decisions. Proper regulations and prudent management showed a great result on 
banking performance where the result was an instant success, even before the establishment of Indonesia Deposit Insurance Corporation (LPS), 

capital adequacy ratio (CAR) of banks which had reached minus 15.7% in 1998 increased to 21.6%, along with the improvements of non-

performing loan (NPL), which fell from 48.6% to 32.9%. The banking sector was slowly recovering then, and Indonesian banks were relatively 

more stable when the global financial crisis in 2008 hit, with CAR at that time reached 16.8%, while NPL at the level of 3.2%. There were only 
two banks failed in Indonesia, one was liquidated by LPS, the other one, Century Bank, got bailed out by Bank Indonesia due to negative CAR 

and anticipated the possible systemic risk impact (Bisnis.com, 2018). 

To be able to deal with risk and possible damage, banks must be effective in managing their assets and liability to generate profit and not 

bearing so many losses. From the micro perspective of the banking institution, profit is a crucial factor of successful business and at the macro 
level, the profitable banking industry will contribute to the stability of the financial system (Menicucci and Paolucci, 2016). Therefore, it is 

important to understand the relationship between bank profitability and its determinants so the banks could keep operating and support 

economic growth. 
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LITERATURE REVIEW 

Bank profitability can be influenced by liquidity risk by which it denotes risk deduction on bank performance, or higher liquidity risk 
decrease ROA and ROE (Shen et al., 2009). The liquidity risk is measured with the financing gap to total assets ratio. The liquidity is predicted 

by using bank-specific variables of bank size, the square of bank size, less risky liquid assets, risky liquid assets, and external funding. 

Furthermore, by modifying the research from (Shen et al., 2009) in liquidity risk and bank performance, Anggono (2017) analyzed bank 

profitability from asset and liability management (ALM) factors and bank-specific variables as predictors to the ALM factors. The ALM 
factors are liquidity coverage, core capital adequacy, intermediary function, and market discipline. The bank-specific variables used are natural 

logarithm of total assets, the natural logarithm of total assets squared, less risky liquid assets to total assets ratio, risky liquid assets to total 

assets ratio, loan loss provision to total earning assets ratio, third party funds to total earning assets ratio, operating cost to operating income 

ratio, non-performing loan total earning assets ratio, and core capital tier-1 to total assets ratio. The result showed that the market discipline 
factor from ALM has a high relationship with profitability factors of ROA and ROE, other functions of bank intermediary and liquidity in 

ALM also influenced by internal factors of non-performing loan ratio and a less risky liquid asset to total assets ratio. 

In the previous literature, bank profitability is stated as a function of internal and external factors, but internal determinants showed more 

importance in the literature where every research was using it, unlike external determinants. The internal determinants are also more explored 

with many forms or modifications throughout the research. 

 

Dependent Variables 

The dependent variable is bank profitability, bank profitability definition is varied among the banking studies, so this research will use the 

same bank profitability measure with previous research. Some of the most used measures are Return on Assets and Return on Equity (Topak 

and Talu, 2017; Petria et al., 2015; Anggono, 2017; Menicucci and Paolucci, 2016). 

 

Return on Assets (ROA) 

Return on Assets represents the management performance in generating profits using all of their assets. ROA is measured as pre-tax profit 

to total assets. 

 

Return on Equity (ROE) 

Return on Equity measures the efficiency of management in generating profits using the shareholder’s funds. ROE is measured as net 

profit after tax to total shareholder equity. 

 

Independent Variables 

In the previous literature, there are internal and external factors influence bank profitability, where bank-specific or internal factors 

showed more importance to bank profitability (Samad, 2015). Bank-specific variables are common predictors of bank profitability in banking 

studies and have been used in all literature reviewed, studies have explored bank-specific variables as factors from internal management of the 

bank that could affect the bank profitability, such as capital adequacy, assets quality, management efficiency, credit quality, and liquidity 

factors of the bank that has been used as a global standard of bank measurement. 

 

Liquid Assets to Total Assets Ratio 

Liquid assets to total assets ratio (LATA) is the measurement of bank liquidity risk. This variable will combine the less risky and risky 

liquid assets from previous research of Shen et al. (2009) and Anggono (2017). Less risky liquid assets are easily converted into cash without 

the potential of decreasing value. Meanwhile, risky liquid assets are easily convertible into cash with the probability of decreasing value 
(Anggono, 2017). According to Shen et al. (2009), banks can sell their less risky liquid asset to get liquid funds, because less risky liquid assets 

are easy to be sold, then the liquid funds will decrease the liquidity risk. Furthermore, banks with high liquidity risk tend to use funds with 

higher interest rates and finally reduce their profits. Unlike the less risky liquid assets, risky liquid assets would be difficult to be collateralized, 

due to the credit freeze to get liquid funds (Shen et al., 2009). The inability to get liquid funds will increase the liquidity risk to cause banks to 
take funds from high-interest rate sources and decrease profitability (Shen et al., 2009). The expected effect of LATA to the bank profitability 

is positive because liquid assets will help banks to get funds from the selling of those liquid assets, although there will be some decreasing 

assets value, the overall liquidity of assets could lower the liquidity risk by converting it into cash and avoid banks in using high-interest funds 

which will increase the profitability. So, it is expected that liquid assets to total assets ratio and profitability have a positive relationship. 

 

Total Third-Party Funds to Total Assets Ratio 

Total third-party funds to total assets ratio (TPFTA) is a measurement of bank intermediary function. It indicates how much third-party 

funds can be utilized. As the main source of funding for banks, it can be used to do financing or loans and generating income from earning 

assets such as loans, less risky liquid assets, and risky liquid assets. High growing third-party funds allow banks to expand their business and 

generate more profits (Menicucci and Paolucci, 2016). So, it is expected that total third-party funds to total earning assets ratio and profitability 

have a positive relationship. 
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Non-Performing Loan to Total Loans 

Non-performing loan to total loans (NPLTL) is a measurement of credit risk. The non-performing loan (credit risk) is one of the key 
determinants of bank performance as it shows the number of uncollectible loans due to the failure of the borrower to pay its obligations (Petria 

et al., 2015). So, it is expected that Non-performing loans to total earning assets ratio and profitability have a negative relationship.  

 

Operating Cost to Operating Income Ratio 

Operating cost to operating income ratio (OCOI) is a measurement of management efficiency. Anggono (2017) referred to the previous 

study from Ayanda et al. (2013), stated that the cost to income ratio shows how well and efficient banks could manage their operating cost to 
increase the operating income which will be increasing profitability. So, it is expected that operating cost to operating income ratio and 

profitability have a negative relationship.  

 

Core Capital Tier 1 To Total Assets Ratio  

Core capital tier 1 to total assets ratio (TIER1TA) is a measurement of capital risk. Capital is important for banks to maintain their 

liquidity and being able to provide cash in the potential event of losses and bank runs (Shen et al., 2009). Considering profit-making, high core 
capital would allow bank management to have flexibility in choosing high-interest income on productive assets without the big concern of 

liquidity and capital deterioration (Anggono, 2017). So, it is expected that core capital tier 1 to total assets ratio and profitability have a positive 

relationship.  

 

METHODS 

Research Model and Hypothesis 
 

 
 
 

 

 

 
 

 

 

 
 

Y = β0 + β1*LATA + β2*TPFTA + β3*NPLTA + β4*OCOI + β5*TIER1TA + ε 

 

Y is the dependent variable of ROA and ROA  

Hypothesis for Liquid Assets to Total Assets Ratio 

H0: β3 = 0, There is no significant relationship between LATA and bank profitability. 

H1: β3 ≠ 0, There is a significant positive relationship between LATA and bank profitability. 

Hypothesis for Total Third-Party Funds to Total Assets 

H0: β5 = 0, There is no significant relationship between total TPFTA and bank profitability. 

H1: β5 ≠ 0, There is a significant positive relationship between TPFTA and bank profitability. 

Hypothesis for Non-Performing Loan to Total Ratio 

H0: β7 = 0, There is no significant relationship between NPLTL and bank profitability. 

H1: β7 ≠ 0, There is a significant negative relationship between NPLTL and bank profitability. 

Hypothesis for Operating Cost to Operating Income Ratio 

H0: β8 = 0, There is no significant relationship between OCOI and bank profitability. 

H1: β8 ≠ 0, There is a significant negative relationship between OCOI and bank profitability. 

Hypothesis for Core Capital Tier-1 to Total Assets Ratio 

H0: β9 = 0, There is no significant relationship between TIER1TA and bank profitability. 

H1: β9 ≠ 0, There is a significant positive relationship between TIER1TA and bank profitability. 

ε is the error component 

 

Data Collection 

Liquid Assets to Total Assets Ratio 

Third-Party Funds to Total Assets Ratio 

Non-Performing Loan to Total Loans 

Ratio 

Operating Cost to Operating Income Ratio 

Core Capital Tier-1 to Total Assets Ratio 

Return on Assets 

Return on Equity 
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This research uses data from bank financial reports of balance sheets, income statements, minimum capital requirements, and productive 

assets quality. These financial reports are the quarterly data report that is obtained from Indonesia Financial Service Authority (ojk.go.id). The 

dataset covers banks from Bank of Business Activity Unit (BUKU) category 4 which are banks with the core capital of more than 30 trillion 

rupiahs as of 31 December 2019. The time scope of the research will be from the period of January 2008 to December 2019.  

 

 

 

 

Data Analysis Methodology 

The data will be processed using panel data to deal with cross-section and time-series data. Classical assumption of normality, 
multicollinearity, heteroscedasticity, and autocorrelation is conducted to be considered BLUE and suitable for regression. Furthermore, panel 

equation testing is conducted to know the best method between common effects, fixed effects, and random effects. Finally, the regression result 

will be analyzed. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The ROA and ROE models after tested using Chow and Hausman test are showing the random-effects model as the best model for the 

estimation. The data passed the multicollinearity problem check, but not all passed normality, heteroscedasticity, and autocorrelation test. The 

normality is then assumed to be normal due to the nature of a large sample that will make the distribution normal. Heteroscedasticity and 

autocorrelation problems are then automatically corrected using the (Generalized Least Squares) GLS approach in the random-effect model 

(Widarjono, 2005). 

The regression result with the dependent variable of ROA is shown in Table 4. 1 and the goodness-of-fit model statistics can be seen in 

Table 4.2  

 

Table 1 Coefficient Estimation of Equation Model 

Variable ROA Coefficient Prob. ROE Coefficient Prob. 

C (Intercept) 0.093525 0.0000 0.663704 0.0000 
LATA -0.009329 0.0073 -0.013928 0.6575 

NPLTL 0.079975 0.0001 0.547161 0.0027 

OCOI -0.098304 0.0000 -0.598484 0.0000 

TPFTA 0.017061 0.0001 0.188303 0.0000 
TIER1TA -0.037295 0.0000 -1.500219 0.0000 

 

The expected effect of LATA on bank profitability is positive. However, the regression result shows that variable LATA has a significant 

negative relationship with ROA and insignificant relationship with ROE, this result is not consistent with the hypothesis of LATA. The 1% 

increase of LATA will decrease the ROA by 0.009329%, ceteris paribus. The negative relationship between LATA and ROA could be due to 

the large number of liquid assets that are not being used efficiently and being idle liquid assets. LATA doesn’t affect ROE significantly could 
be because of the nature of the variable that combines less risky liquid assets and risky liquid assets which each has a different notion of 

relationship with bank profitability. Less risky liquid assets have a positive relationship with bank profitability because it is easy to be sold and 

converted into cash without decreasing its value. Meanwhile, risky liquid assets have a negative relationship with bank profitability since it is 

difficult to be collateralized which will cause liquidity risk and cause banks to get funds with a higher cost, also the risky liquid assets value 

could be decreasing when being converted into cash. 

The expected effect of NPLTL on bank profitability is negative. NPLTL is the indicator of bad loan performance and its high number 

would decrease the profitability of banks. However, NPLTL shows a significant positive relationship to both ROA and ROE at a 1% 

significance level, this result is not consistent with the hypothesis of NPLTL. The result shows that a 1% increase of NPLTL will increase the 
ROA by 0.079975% and increase ROE by 0.547161%, ceteris paribus. The positive relationship is probably because the banks are doing 

aggressive loans to get more loan interest income and making the non-performing loans being relatively small compared to the performing 

loans. The profitability of banks might be increased because it is influenced by the interest income from a large amount of performing loans. 

The expected effect of OCOI on bank profitability is negative. OCOI shows how well banks being efficient in generating income by 
having small operating costs or expenses. When OCOI is high, banks are having more expenses to pay the deposit interest which will decrease 

profitability. The result shows that OCOI has a significant negative relationship with ROA and ROE at a 1% significance level, this result is 

consistent with the hypothesis of OCOI. The 1% increase of OCOI will decrease ROA by 0.098304% and decrease ROE by 0.598484%, ceteris 

paribus. 

The expected effect of TPFTA on bank profitability is positive. Third-party funds are the main source of funding for banks and should be 

utilized to generate profit from loans, by having large funding banks would be able to generate more financing to customers and generate more 

profits. The result shows that TPFTA has a significant positive relationship with ROA and ROE at a 1% level of significance, this result is 
consistent with the hypothesis of TPFTA. The 1% increase of TPFTA will increase ROA by 0.017061% and increase ROE by 0.188303%, 

ceteris paribus. 

The expected effect of TIER1TA on bank profitability is positive. Core capital tier 1 allows banks to obtain high-interest income on 

productive assets without concerning the liquidity risk since the capital will protect bank liquidity. The result shows that TIER1TA has a 
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significant negative relationship with ROA and ROE at a 1% significance level, this finding is not consistent with the hypothesis of TIER1TA. 

The 1% increase of TIER1TA will increase ROA by 0.037295% and increase ROE by 1.500219%, ceteris paribus.  

Table 2 shows the goodness-of-fit of the model. The R-squared ratio of 0.769380 for the ROA equation model shows that 76.938% of the 

variation of the dependent variable can be explained by the variables in the model while the remaining 23.062% influenced by other variables 
outside of the model. The probability of F-statistic for ROA model is less than the 5% significance level and therefore meaning all independent 

variables are jointly significant in affecting ROA. Meanwhile, the weighted statistics of the ROE model show the R-squared ratio of 0.799990 

for the ROA equation model shows that 79.999% of the variation of the dependent variable can be explained by the variables in the model 

while the remaining 20.001% influenced by other variables outside of the model. The probability of F-statistic for the ROE model is less than 

the 5% significance level and therefore meaning all independent variables are jointly significant in affecting ROE. 

 

 

Table 2 Equation Model Statistics 

ROA Model Weighted Statistics ROE Model Weighted Statistics 

R-squared 0.769380 R-squared 0.799990 

Adjusted R-squared 0.765886 Adjusted R-squared 0.796959 

Prob(F-statistic) 0.000000 Prob(F-statistic) 0.000000 

 

 

CONCLUSION 

The objective of this research is to examine the determinants of bank performance using ROA and ROE ratio for the BUKU4 banks in 

Indonesia during the 2008-2019 quarterly period. The data is processed with panel data regression using the random-effects model. The result 

shows that NPLTL, OCOI, TPFTA, TIER1TA are significant to ROA and ROE, while LATA only significant ROA. The result suggests that 

banks should keep their OCOI ratio low to increase profitability, by getting a source of funds at a low cost. The main source of funding, third-
party funds, needed to be maintained high and increased to be able to generate more income from earning assets and interest income from 

loans. For future research, the number of banks should be increased with a monthly period and a longer timeframe to get more accurate 

results.  
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Abstract  

Palm oil today is consumed not only for health, cooking, and other daily product but also converted into biodiesel. The EU has included the use 

of biodiesel as part of their clean energy for transportation and one of its sources is palm oil. However, with the release of the EU RED II, the 

food and feedstock used for biodiesel are selected more stringent today. The EU requires the food and feedstock sourced for biodiesel to be 

categorized as low indirect land-use change (ILUC) risk and those categorized as high ILUC-risk shall be gradually phased out to 0% by 2030. 

This provision applies to Indonesia’s palm oil making the two countries come to file a dispute to the World Trade Organization (WTO). This 
paper aims to analyze the lacking of Indonesia’s palm oil sustainable cultivation measures that make Indonesia’s palm oil usage in the EU 

threatened to be phased out to 0% by 2030. With an extensive literature review and analysis of the two law products, this paper is analyzing the 

gap between the EU regulation and the ISPO certification system. It is found that there are 16 main points of difference highly concentrated on 

carbon emission calculation mismatch. In the end, this paper is proposing a new SCOR to be implemented in Indonesia palm oil cultivation 
while adjusting to its condition to ensure the low ILUC-risk and pursue the trade with the EU as the second biggest market for palm oil in the 

world. 

 
Keywords: Gap Analysis, ILUC risk, Palm Oil, RED, SCOR Model  

 

BACKGROUND 

The demand for palm oil is projected to keep increasing in a foreseeable future along with the increase of population. This happened since 
palm oil derivate products are massively used in various sectors for daily consumption. The demand is projected to keep increasing even more 

alongside the trend of renewable, clean, and eco-friendly energy. Palm oil today is available to be converted into biodiesel such as biomass, 

bioliquids, and biofuels. To fulfill the demand, countries around the world exercise the activity of export and import. India is ranked as the top 

palm oil importer in 2017 with approximately 10 million tonnes of imports, followed by the EU with 7 million tonnes and China with 5 million 
tonnes. On the other hand, Indonesia and Malaysia are listed as the two top palm oil exporters with Indonesia leading to meet approximately 

51% of global demand for palm oil. At the same time, palm oil is among one of the most exported commodities from Indonesia. 

The palm oil industry has contributed to the growth of Indonesia’s economy. With export in 2018 reaches the number of 34.71 billion 

tonnes, the palm oil industry contributed 300 trillion foreign exchange stock to Indonesia. Indonesia's palm oil is also contributing to higher 
GDP growth and poverty reduction (Schoneveld et al., 2019). The high growth of palm oil contributing to the GDP is supported by the EU that 

acts as the second biggest palm oil importer with a total of 74% of its oil palm is sourced from Indonesia, Malaysia, and Thailand. However, in 

a recent development, the EU has passed the Renewable Energy Directive 2018/2001 or referred to as the EU RED II that might threaten the 

smooth process of Indonesia-EU palm oil trade.  

Indonesia oil palm plantations are recorded for high historical land deforestation and indirect conversion of land, thus palm oil from 

Indonesia is currently subject to be phased out of the usage of renewable energy in the EU RED II objective to 0% by 2030 (Cerulogy, 2018). 

In 1990, oil palm plantations in Kalimantan were only about 903km2, growing in 2000 to 8360km2, and reached 31.640km2 in 2010. This 

significant expansion has raised concerns on the expansion to land with high carbon stock thus causing a probable higher emission compared to 

the usage of fossil fuels, the type of energy that aimed to be replaced with the use of renewable energy.  

The EU RED II sets out that the food and feedstock sourced for biofuels, bioliquids and biomass fuels shall be sourced from a low indirect 

land-use change (ILUC) risk where there is no significant expansion on land with high carbon stock is observed and also fulfill the criteria of 

sustainability and greenhouse gas emission saving. The provision for low ILUC risk is manifested further in the Delegated Act of the EU while 
the sustainability and greenhouse gas emission saving provisions are set out in the EU RED Article 29 and 31. This provision is the answer to 

be exempted as the product that will be gradually phased out to 0% by 2030 due to high ILUC-risk. The plan is pursued in the voting for the 

energy proposal titled “Report on the Proposal for a Directive of the European Parliament and the Council on the Promotion of the Use of 

Energy from Renewable Sources” in the European Parliament office, Strasbourg (Eur-Lex, 2016).  
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This paper aims to analyze the gap of the sustainable supply chain means in two different law products between the EU RED II and the 

existing Indonesia sustainable palm oil provisions sets out in the Ministry of Agricultural Regulation Number 11 the year 2015 about Indonesia 

Sustainable Palm Oil (ISPO) certification system. The EU RED II is set as the reference considering that in terms of trade between Indonesia 

and the EU, Indonesia is considered as the producer while the EU is considered as the consumer who demands a certain specification to their 
product. Moreover, some of the EU member states such as Sweden, Finland, and the Netherlands are the leading countries in terms of 

sustainability. Thus, benchmarking and following the provisions of the EU will give Indonesia the chance to apply the best practice and adjust 

its national law to be more respectful to the environment, society, and economy. 

Research Question 

Based on the background of the research, the main research question in this paper is “what are the gaps between EU RED II and ISPO 

Certification System?” 

Research Objective 

Based on the background and the research questions, the following are the objective of this research is to understand the gap between EU 

RED II and ISPO Certification System. 

The originality of the paper 

There has been no previous research analyzing the gap between sustainable conduct of palm oil plantations in the EU RED II and ISPO 

Certification System specifically focusing on the supply chain process. 

 

LITERATURE REVIEW 

Sustainable Concept in Supply Chain  

The terminology Sustainable Supply Chain Management (SSCM) started to emerge when the issue of sustainability starts to gain concern 

from the people in the world. The term sustainability started to gain popularity in 1987 under the Brundtland report from the World 

Commission on Environment and Development (WCED) convention. (Liu et al., 2017). In a simple sense, SSCM is the management of supply 
chain activity in a way to achieve sustainability objectives and requirements defined by the firm, suppliers, customers, and external 

stakeholders (Fritz, 2019). To date, there is no universally accepted definition of a sustainable supply chain. Several scholars gave several 

definitions upon the SSCM itself yet there’s still no consensus exist (Ahi and Searcy, 2013). 

A commonly used SSCM definition by most scholars is one by Seuring and Muller (2008,p. 1700) as: “The management of material, 
information, and capital flows as well as cooperation among companies along the supply chain while taking goals from all three dimensions of 

sustainable development, i.e., economic, environmental and social, into account which are derived from customer and stakeholder 

requirements”. According to this definition, a sustainable supply chain covers a wide range of spectrum inside the supply chain as well as 

involving many actors to pursue the value of sustainability. Inside the definition is also mentioned the three dimensions of sustainable 
development, i.e., economic, environmental, and social. These three dimensions are also well known as the three pillars of sustainability 

defined in the Brundtland report or the three-bottom line (TBL). 

The EU Renewable Energy Directive (RED) 

The EU Renewable Energy Directive (RED) is a binding target of renewable energy usage in the EU member states. The RED is revised 
to RED II also known as Directive (EU) 2018/2001 or “Directive” and was entered into force on December 24th, 2018. A directive is an 

instruction whereupon the entry into force, the EU member countries are required to achieve a certain result but they are free to choose the way 

to achieve so. In the directive, there are sets of definitions, mechanisms, methods, and all related to achieving the EU that fully utilize 

renewable energy as a source for their energy daily by 2030. Through the directive, the EU is promoting the development of renewable energy 

in the next decade through the wide use of renewable energy by the whole EU member with a binding target of at least 32%. In the directive as 

well, the EU introduces a new approach in addressing emissions from indirect land-use change (ILUC) associated with the production of 

biofuels, bio-liquids, and biomass fuels. In the directive, the EU sets national limits that will gradually phase out to 0% by 2030 at the latest for 

the usage of high ILUC-risk biofuels, bio-liquids, and biomass fuels produced from food and feed crops. The criteria are set for certification of 

either high or low ILUC-risk is set out in the delegated act. 

Indonesia Sustainable Palm Oil (ISPO) Certification System  

Indonesia Sustainable Palm Oil (ISPO) Certification System is an effort by the Indonesian Government to ensure sustainability in oil palm 

plantations. The ISPO also emerged from the concern the global widely used standard of Roundtable Sustainable Palm Oil (RSPO) is no longer 
agreed by Indonesia due to too high involvement of the Non-Governmental Organization (NGO) and thus Indonesia retracts itself as a party to 

RSPO. The ISPO certification system is laid down in the Ministry of Agricultural of Republic of Indonesia Regulation Number 11 the Year 

2015 specifically on Principle and Criteria for Certification in the Annex II which is the inseparable part of the regulation. 

 

METHODS 

This research utilizes an extensive literature method to identify the gap between the EU RED II and ISPO certification system. Start with 

identifying the dispute between Indonesia and the EU upon the regulation, this research builds the research background. Seeing that there is a 

conflicting situation from what is demanded from the EU as the “consumer” and what is executed by Indonesia as the “producer”, it could be 

analyzed that there is a gap exist. However, before analyzing the gap, a significant amount of literature review to understand comprehensively 
the EU RED II and ISPO Certification System was conducted to avoid the mistranslation of the law product into the supply chain model. The 

researcher read 7 documents related to the manifestation of EU RED II, 3 documents related to the manifestation of ISPO Certification System, 

and 35 research papers to give a comprehensive view on Indonesia’s current practices of sustainable palm oil cultivations. The data gathered 

are information and data related with the object of the research from books, the scientific journal from various sources such as but not limited to 

Elsevier, Google Scholar, Proquest, Cambridge University Press, and Harvard Business Review with APA citation writing standard as the 
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source of literature data, and also reliable data on the internet. The research also highly emphasizing the literature review about European Law 

from the official document of the European Union to ensure the right understanding to every single clause stated in the law as the basis of the 

framework building. After an extensive literature review, the researcher identified the sustainable palm oil supply chain conduct from the two 

law products and then comparing with The EU RED II as the reference since the researcher aims to give Indonesia a possibility to braid a 
smoother trade relation with the EU in the renewable energy sector. After the gap is analyzed, strategic action is proposed to be taken based on 

the interview with palm oil expert from NGO XYZ. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

In the EU Directive 2018/2001 followed by the Delegated Act to manifest further the provision of low ILUC-risk biofuels, bioliquids and 

biomass fuels, the standard for sustainable biofuels feedstock from palm oil plantation shall follow 7 categories of sustainability and 

greenhouse gas emissions saving criteria laid down in Article 29 paragraph 2 to 7 and 10, also fulfill the criteria for low ILUC-risk certification. 

The researcher identified that there are 5 main activities in the process of palm oil cultivation for the conversion of biofuels starting with 
planning, sourcing, making, delivering, and auditing. Each activity is linked with one another for the goal of sustainable cultivation, reducing 

greenhouse gas emission, as well as ensuring the low ILUC-risk by one among the indicator is the yield increase within the same area of 

plantation with a reference set on previous years yield. The uncertified product will be rejected to ensure the greenhouse gas emission emitted 

from ILUC is not higher than the one by fossil fuels.               

After comprehensive reading, there are 17 points in which Indonesia does not align with the EU RED II. The mismatch is highly 

concentrated on greenhouse gas emission calculation as Indonesia does not provide a strict measurement to calculate the greenhouse gas 

emissions. Instead, ISPO requires all types of emissions to be calculated but not specified what kind of emissions are possible to be considered. 

Without a clear calculation for greenhouse gas emission, it is hardly impossible for the EU to be willing to accept the oil palm plantations from 
Indonesia to be used for biodiesel materials considering that the greenhouse gas emissions calculation is one indicator to ensure that the use of 

oil palm plantations as biodiesel which is part of the renewable energy does not emit a higher greenhouse gas emission compared to the use of 

fossil fuels. 

The first difference is the absence of the obligation to have or at least exercise a demand forecasting. The economic operator or the 
company shall carefully project the demand coming to their own company with the basis of previous years' demand and considering the growth 

of their target market. The demand for food and health, which are among two primer needs on a daily basis, shall be prioritized thus the 

production for biofuels, bioliquids and biomass-based palm oil should be coming from the yield increase. Without a clear planning on-demand 

projection, the company might exaggerate production with a massive expansion on land with high carbon stock to fulfill the uncounted demand 

specifically for biofuels, bioliquids, and biomass fuels.  

The second difference is the absence of law or management plans for impacts on soil quality and soil carbon that adhere to the requirement 

of the EU RED II. Indonesia has the law for management plans on soil quality and soil carbon through the National Constitution number 

18/2004 that regulates about plantations. However, the regulation about the use of fertilization in a sustainable manner, crop rotation method, or 

crop protection measures to ensure the stability of soil quality and soil carbon does not exist. 

The third and fourth regulation lays in the land criteria. 

ISPO based on the Ministry of Agricultural Regulation in 2015 allows the plantations on wetlands and peatlands as a contrast to the 

restriction in the EU RED II. Although President Instruction on Peatland and Wetlands moratorium has been enforced, in the exception part 
allow for the extension of the previously attained permit and no strict words are saying that the President Instruction replace the existing 

regulation. It is highly regretted considering that wetlands and peatlands are two types of land with high carbon stock on land. Its conversion 

will automatically be categorized as ILUC risk. Moreover, the EU RED II set that the ILUC risk may occur also to land with high carbon stock 

whose conversion after 2008 causes the land to not having the same status as previously. The extension of the permit itself does not strictly 

regulate whether the permit was attained before 2008 or after 2008.  

The fifth and sixth difference is in the yield increase measures which adhere to the absence of proper management plans on soil quality 

and soil carbon. As a means to avoid the need for land expansion amidst fulfilling the projected increasing demand, Indonesia does not regulate 

the use of fertilization in a sustainable manner and crop rotation method. This may come from a single farmer initiative or the company, but the 
EU directive encourages that this is included as part of national effort to ensure that the yield gap in oil palm plantations are narrowed and the 

increasing yield attained from improved agricultural practices.  ISPO regulates fertilization mechanism only suggesting it to be according to the 

soil and leaves analysis. On the other hand, in the EU RED II, the fertilization itself is regulated specifically in its amount to ensure that the 

method for agricultural improvement does not result in a higher carbon emission or cause damage to the soil quality. ISPO also does not 
obligates the crop rotation practice to take place. Meanwhile, oil palm plantations are among one of the plantations that absorbs a high amount 

of soil carbon and if this is exercised in a continuous manner may cause the soil quality to be decreasing. The crop rotation practice may help 

the soil quality and carbon to improve as the other plantations may enrich the minerals of the soil instead of absorbing it.  

The seventh difference is in the harvesting process. ISPO does not obligate a forest regeneration to take place. The key activities of forest 
regeneration to ensure the sustainability of plantations as manifested from the Directives is by planting and seeding. In terms of sustainable 

plantations of oil palm, forest regeneration is needed to ensure that the carbon stock generated from the forest will remain at least the same as 

previously or that it could increases. The forest regeneration measures will also ensure that the soil quality and biodiversity is maintained. The 

Directive obligates the existence of forest regeneration regulation under the national law or a national management system at a minimum.  

Eighth, there is also an absence of methods for soil quality maintenance. Maintaining the quality of soil and its biodiversity is deemed 

important by the EU since they found that soils are home to more than a quarter of all living species on earth (EU, 2010). The diverse living 

organism inside the soil contributes to the soil quality itself as well as the enhancement of plantations quality planted on that land. A clear 
management plan and proven quality of soil and its biodiversity shall be made available in the audit process yet Indonesia does not rule to 

obligate the economic operator to have the management plan for soil quality maintenance.  
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Ninth to sixteenth difference is from the calculation of carbon emission. The methods for calculating greenhouse gas emissions from oil 

palm plantations in the Directive are set out in Annex V for biofuels and bioliquids and in Annex VI for biomass fuels. The calculation is 

important to ensure that the greenhouse gas emitted from the production of oil palm plantations as part of renewable energy is not higher than 

those emitted by the energy being replaced, fossil fuels. The greenhouse gas emissions are calculated from the production and use of palm oil 
for biofuels, bioliquids, or biomass fuels as transport fuels. The emissions from the manufacturing process or machinery equipment are not 

taken into account the calculation. The main method of calculation is formulated as the sum of eec, e1, ep, etd, eu minus esca, eccs, eccr and 

the total emissions from the use and production of the fuel is E. Meanwhile, ISPO does not clearly regulate the source of potential greenhouse 

gas emissions that should be calculated. 

Last, the difference lay in the process of uncertified provision. ISPO gives chances for economic operators to re-apply for certification 

shall they fail one and those who disobey the regulation its certification will be revoked. However, records show that there are numbers of 

economic operators who are not certified and not punished under the law. The EU requires all products to be certified and those uncertified 

shall be revoked of its permit or the product shall be dismissed from the national usage. On the other hand, Indonesia does not have a 
monitoring mechanism to ensure that all processes are conducted in a sustainable manner. Thus, even if the company is certified, since most of 

the process only requires a document submission without a clear audit process, the sustainability in practice might be questioned. There is also 

the absence of a monitoring mechanism to ensure that the uncertified company or those without permits to operate does not operate thus there is 

still a possibility for those operating uncertified. 

According to the interview with palm oil negotiator and campaigner from NGO XYZ (the interviewee asked for his identity o not be 

disclosed), the first and foremost action from the gap that should be taken is demand forecasting. Without a clear projection of demand, the 

producer will not know how much the supply shall be made or whether or not the current existing capacity is enough. As for the other action, 

the resource says that all are equally important considering that it is a unity to comply with the EU RED II, that Indonesia cannot comply with 

only one action and dismiss another. 

 

CONCLUSION 

In several measures for sustainability, low ILUC risk, and greenhouse gas emission saving criteria set in the EU directive, Indonesia has 

followed and provided an existing regulation. However, the practice and the component set out in the ISPO are different and not particularly 

ensuring the sustainable practice in oil palm plantations. Indonesia still has the room for improvements and considering that these measures are 

important to avoid the higher emission from the use of oil palm as a means to replace the fossil fuels that emit high carbon emissions, and there 
is no structural limitation for Indonesia to change its law to be more strict, Indonesia can braid a smoother trade rather than filing the EU RED 

II as an unfair law trade to the WTO. 
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Abstract  

PT XYZ is a successful technology enterprise, intends to open a new business line in e-commerce with unique selling propositions as a 

hobbyist-based marketplace. The marketplace, ABC, has built website and application generating event registration, communities, and articles. 

ABC still needs to reduce bugs and acquiring sellers to sell their products on. ABC needs to seek investments to fulfill the required financing at  

IDR 245,000,000 since PT XYZ needs to reallocate the money to another business. It firstly needs to determine the financial feasibility study of 

ABC with the capital budgeting method of NPV, IRR, and Payback Period. The amount of NPV at IDR 500,722,291.51, IRR at 13.32%, and 
PP at 4 years 2 months and 19 days are acceptable. The risk assessment with sensitivity analysis and Monte Carlo simulation determine the 

accounts that are risked by the assumption from the owners, the high risk are on Bike Selling quantity and COGS also Salary (Full-Time) with 

the probability of positive IRR at 97.80%. ABC wants to have financing schemes of 65%, 45%, and 25% equity where PT XYZ will give IDR 

25,000,000 and intangible asset of IDR 61.600.000, this makes the 25% equity cannot be used, therefore it will be changed to 35.35% equity. 
With total share outstanding of 10.000 shares, the sales price of A, B, and C are IDR 46,199.55, IDR 43,803.40, and IDR 42,771.43 

respectively. Capital structure analysis is needed to get the best value of ownership, yet, all alternatives can be used for attracting investors. 

 

Keywords: Capital Budgeting, Financing Strategy, Hobbyist-Based Marketplace, Investment Plan, Risk Assessment, Valuation. 

 

BACKGROUND 

The rapid growth of technology in Indonesia has driven its citizens to adapt to an online platform as a primary market. This condition 
makes Indonesia the world's fourth-largest mobile market where Indonesia has a growing middle class of 74 million in 2019 and has improved 

its infrastructure to support technology and mobile growth (Cekindo, 2019). This change is an opportunity to establish a business that utilizes 

technology as the main platform of the business, not only for the large business but also for a small business. One of the most promising 

industries in technology that can easily align with the customer is e-commerce. E-commerce is a marketplace that acts as an online 
intermediary designed to build relationships and facilitate transactions between buyers and sellers. The buyers have increased and are projected 

to keep increasing. Between 2014 and 2017, the average annual growth of online sales in Indonesia is 38% (eshopworld, 2018). 

To grab the opportunities of building up e-commerce in Indonesia, PT XYZ as one of the technology enterprises in Bandung tries to 

expand its business to a new business line, e-commerce. PT XYZ is known for its ability toward technology advancement in several products, 
such as RFID systems and manufacturing systems, that have been partnered with national and multinational companies. In January 2020, they 

tried to establish e-commerce named ABC. ABC is considered as hobbyist-based e-commerce with specialized products since its target is to 

attract the cyclist community in Indonesia, not only a personal bicycle hobbyist but also its community. They found the hobbyist-based e-

commerce is interesting since the company owners are the bicycle hobbyist and have joined several biking communities. Those members found 
difficulties in buying the right bikes and searching for accessories for their bikes. This also happens for other community members, where some 

of them need to buy their bicycle goods in other cities since each bike seller usually has a different model and stock. 

To reach its target of the development, the ABC team has accelerated its software processability. They aimed to have both the website and 

the application available in the Playstore. The application is created to ease people in getting their products, read some news, and register 
events from ABC with a one-click-away process. The software development phase of ABC was funded by PT XYZ. Up to this time, the 

website and application have been established but it has not been fully operated yet since they still need to reduce bugs for the operating system 

and to develop further for each part of the website and application. ABC's website and the application consist of 3 main parts which are the 

event registration, communities, and articles. After the launch of the application at the end of February, they already have more than 1000 
registered users. The current revenue stream of ABC is still based on the event registration commission from each event registered on their site. 

But up to this moment, their revenue stream is not enough to fulfill their operational cost, making the platform-dependent on its holding, PT 

XYZ. They have not reached the sellers to reach their goal as a marketplace and sells imported bike as another revenue stream. 
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To reach the target of becoming one of the hobbyist-based e-commerce in Indonesia, ABC needs to enhance the seller acquisition process 

as well as attract more customers by ensuring a fully operating website and application for product sales from bike stores or sellers as the main 

activity in e-commerce. Here, ABC tends to seek investment from investors amounted to IDR 245.000.000, since PT XYZ needs to relocate 

some of its budget for ABC that was given every month to ABC for another business line, to enhance the website and application to be fully 
operated in the daily operation and reduce the bugs that still exists. For the investment, ABC still wants to maintain its ownership with equity 

financing proportion alternatives of 25%, 45%, or 65% while PT XYZ will help them by giving IDR 25,000,000 and has intangible assets 

amounting to IDR 61,600,000. ABC aims to have 10.000 shares for its equity. They hope that gaining capital from other investors will escalate 

the business to be fully developed and reach their target in the future. 

This research aimed to answer several questions regarding the problem faced by ABC and its further development; 

Is the plan of making ABC as a hobbyist marketplace is financially feasible to be executed? 

What are the risks faced by ABC in implementing this investment project? 

What are the financing schemes alternatives prices to attract investors to ABC? 

From the research question, the research objective is to determine the financial feasibility study then assessing the risk of ABC’s 

investment plan and to determine share price alternatives for ABC financing strategy. The research will be limited to focusing on ABC’s 

condition and the assumptions determined by the owners and to get three financing scheme alternatives. 

 

LITERATURE REVIEW 

Financial Feasibility Study 

To generate a financial feasibility study of a project, commonly, the capital budgeting method is used. Capital budgeting is a control tool 

for a long-term planning decision that can also be used for evaluation in acquiring investment plans and making viable decisions for investing 
in the project as it also impacted on risks (Oki, 2018). This tool helps the decision to have an acceptable investment, then can be used to 

maximize the value of the investment. Several techniques can be used to evaluate the projects' planning profitability as the feasibility study. 

This research will use Discounted Cash Flow (DCF) techniques, Net Present Value (NPV) and Internal Rate of Return (IRR), that has become 

the most prevailing method for a new project and widely been used throughout the world (Lunkes, et. al, 2014) and will also use Non-

Discounted Cash Flow technique, Payback Period (PP), due to its popularity for a smaller company (Gitman, 2012). 

 

Free Cash Flow to The Firm (FCFF) 

The free cash flow is associated with capital budgeting since it is counted with the approach that seeks for the best income of the company. 
FCFF is an approach to know the expected value the whole firm generates. This makes FCFF more friendly to be used for calculating an early-

stage startup. The calculation of FCFF and can be generated as follows; 

FCFF = OCF – NAPEX - ∆NWC 

Where; 
OCF = Operating Cash Flow = profit/loss from the firm’s operating activity 

NAPEX = Net Capital Expenditure = investment made on acquiring a new asset 

∆NWC = Change in Net Working Capital = capability to utilize asset efficiently 

Weighted Average Cost of Capital (WACC) 

The calculation of the WACC is important to both the company for having the calculation of the investment decision and the investor for 

knowing the value of the company (Bajcinca, 2018). 

 
Means, 

E = Total Value of Equity               CE = Cost of Equity (in 

percentage) 

D = Total Value of Debt                  CD = Cost of Debt (in percentage) 

T = Corporate Tax 

 

Capital Budgeting Risk Assessment 

The calculation of the financial feasibility study with capital budgeting faces the uncertainty of cash flows and managerial flexibility 

which may lead to ambiguity of the decision-makers' assumption and undervaluing the project (Liao, 2010). This becomes a risk that needs to 

be encountered. Risk Management is aimed to take a range of project and organizational benefits, including the enhancement of corporate 
control, to have a more effective resource of allocation, improving succession chances as well as reducing the uncertainty and unexpected 

events (Etherton, 2007). This research will only use Sensitivity Analysis and Simulation Analysis since Sensitivity Analysis is commonly used 

for companies in Asia Pacific countries, with the rate of 79% of the businesses, followed using Simulation Analysis in around 9% (Haddad, et. 

al, 2010). 

 

Valuation 

The valuation tool is needed to generate the right worth of the company. This also can help the company to know the proportion of the 

return on the investment (Miloud, 2012). With the advantages and disadvantages of the financing sources, ABC needs to combine both debt 

and equity financing. This means that the company will go through an investment process with investors. The prospectus investors usually seek 
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a valuable company to put their money on. The most commonly used valuation method is through Discounted Cash Flow since it becomes the 

foundation of other categories. The discounted cash flow refers to the movement of the money, inflow - outflow, of the project. The discounted 

cash flow is integrated with the time value to have an association with the present value of the future value (Herbohn and Harrison, 2017). 

 

Where, 

FCF = cash flow of each period    r = discount rate    t = time (in a 

year) 

 

 
 

METHODS 

Data Collection 

The process of data collection for this research is generated by both primary data and secondary data with high emphasis upon the primary 
data. The primary data is obtained by having interviews with the owners of ABC as a reliable factor to get some assumptions. The data can be 

used for generating the pro forma financial statement, analyzing the risk factors, and constructing the financing schemes upon the desired 

condition. On the other hand, the secondary data will only be used as the benchmark for ABC owners for making assumptions throughout the 

accounts for financial feasibility. 

Data Analysis 

There are three steps of analyzing the data to achieve the objective of this research. Some of those three steps should be done repeatedly to 

get the right value and price per share of three alternative schemes as demanded by ABC. 

 

Constructing a Pro Forma Financial Statement 

Pro forma financial statement is a method to generate a financial statement for a company that helps to forecast the future financial 

condition of the company since the company has never created any financial statement before. This will use assumptions gained from the 

owners of the business as the baseline information included in the financial statement. After generating assumptions, the monthly pro forma can 
be generated along with secondary data for the rates that make an impact for each account then multiplied into the yearly pro forma financial 

statement. The yearly pro forma financial statement will be created for five years long since it is still reliable for the business growth process of 

the company and its plan upon the investment. The pro forma financial statement consists of the Income Statement, Balance Sheets, and Cash 

Flow Statement since all the financial statements are needed for a start-up e-commerce. After the pro forma financial statements are generated, 
the free cash flow of the firm (FCFF) can be calculated through several steps to generate the feasibility study. After knowing the free cash flow 

of the firm that can be used in every year, there will be calculation in the weighted average cost of capital (WACC) to know the cost of capital 

from both debt and equity in their weight with several steps including Cost of Debt, Cost of Equity, Weight of Debt, Weight of Equity. The 

weight of debt and weight of equity will have its sums as 100%, The cost of debt indicating the percentage of interests with the liability in the 
bank loan with its effective tax from corporate tax, while The cost of equity is determined by the Capital Asset Pricing Model which having the 

equation as follows: 

 Where 

Rf = Risk-Free Rate  Rm = Market return = Beta 

Coefficient 

 

Conducting Financial Feasibility Study Analysis 

The result of pro forma financial statements can be used for obtaining the financial feasibility of the company toward their investment plan 
in their project along with its risk assessment. Feasibility analysis will use the capital budgeting techniques such as NPV, IRR, and Payback 

Period and is going to be analyzed from each of the techniques. The risk assessment helps the company preparing to face the cash flow 

uncertainty and considering the deviation due to the assumption. Risk assessment is helped by sensitivity analysis with excel Data Table of 

NPV and Monte Carlo simulation with 1000 trials. 

 

Assessing Financing Strategy 

The company has stated that they want to share ownership ranging on 65%, 45%, and 25% equity shares of the financing requirement 

deducted by PT XYZ capital is given. It firstly needs to know the value of the company using a valuation technique of discounted cash flow of 
total value. The free cash flow of the firm and cost of capital needs to be recalculated into each of the scheme alternatives, thus this can change 

the net present value of the investment plan. The result can calculate the terminal value that helps in calculating the firm value during its steady 

state. The calculation of terminal value will be different for each scheme since the terminal value depends on WACC, which will be different, 

for financing scheme alternatives. 

 

 

Where, 

FCFFn = Free Cash Flow to the Firm at n years           g = growth rate at 

perpetuity 

WACC = Weighted Average Cost of Capital 
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The terminal value can help to generate a total value which then the price per share of the company will be calculated based on the 

proportion of debt and equity from each scheme alternatives that have been chosen before. The number of shares that will be issued also has 

determined by ABC. Therefore the calculation of price per share will be formulated as follows: 

 

The external financing required is the result of the initial investment subtracted by the contribution of the current shareholder, PT. ABC 
gives an amount of capital to ABC and the constructed debt that is used by the company. To get the number of new shares issued to investors, it 

can be determined from: 

 

Where, 

Equity Value = Total Value of The Firm – Long Term Debt – Existing Value 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

Business Overview 

At first, ABC only tried operating by becoming the media partner that gave information regarding the bicycle and helped to promote 

business. Then they found it becoming their opportunity when they help make the registration form for events on their website. They are 

developing their website along with an application. On their website and application, there have been 3 main parts, which are the event 

registration, communities, and articles. Now they want to move forward, without leaving the current parts, to the e-commerce part on fulfilling 

their target of meeting the sellers and the hobbyist to buy bicycle products and accessories easily. In this business, they aimed to get a source of 

profit from the event registration and transaction fee commission. On the other hand, they want to sell their exclusive bike with a pre-order 

system in which the bikes are imported and provide advertisements from the website and application. 

To be fully operated as a single business line, ABC needs financing for their capital. Unluckily, PT XYZ will relocate their money for 

another business line and will not give much money to ABC afterward. The financing requirement will be based on working capital, inventory, 

and fixed assets. The cash, as its working capital, is needed for their safety cash in several first months. Inventory is the existing value of ABC 

that has been made on the development process with PT XYZ since the first establishment of ABC in January 2020 that consists of the website 
and application development as well as the Registration Fee on google developer as it has built-in ABC's application on play store. The 

financing requirement is IDR 245,000,000 in total with IDR 55,000,000 of working capital, IDR 124,900,000 of tangible asset, and IDR 

65,100,000 of intangible asset. The financing requirement is needed to have its financing strategy as it will be capitalized using both debt and 

equity. ABC wishes to have 3 financing scheme alternatives that will use equity for 65%, 45%, and 25%. PT XYZ will still give them money 

for its capital amounting to IDR 25.000.000 in a wish for having the equity of ABC.   

 

Constructing a Pro Forma Financial Statement 

The assumption of accounts in the pro forma financial statement will be based on the opinion of the company owners that have been 

generated in the interview and the rate of the increasing number in the financial statement will be based on secondary data of the Indonesian 

market. In this research, the assumption will only be accounted for in the Income Statement and Balance Sheet since the Cash Flow Statement 
can be generated afterward. After generating the assumptions and the financial statement, the pro forma financial statement is generated. The 

free cash flow to the firm is calculated based on the yearly income statement and balance sheet to see the free cash flow from year 0 until year 

5. The calculation of free cash flow to the firm is used for acknowledging the money that later is used for the feasibility study with FCFF on 

year 5 amounted to IDR 235,030,613. 

The cost of capital will use the weighted average cost of capital (WACC) method. The cost of debt generated by the interest rate from 

Bank DBS Indonesia has amounted to 7.07% with the tenor of 5 years while the corporate tax rate will be 0%. The cost of equity uses the risk-

free rate is used from Bank Indonesia investment risk-free IBPA rate for 10 years amounted to 8.14%. The market return is calculated with 

compound annual growth rate with the value from the IHSG return of 10.48% then the cost of equity will be 9.81%. therefore, the WACC of 
100% equity, based on the generated pro forma financial statement will be 9.81%. the terminal value will use growth rate is calculated as 3.5% 

based on the calculation using the compound annual growth rate of bicycle and its component market. With the value of WACC given, the 

terminal value is IDR 365,396,246.37.37. 

 

Conducting Feasibility Analysis 

Based on the calculation of feasibility, the NPV of ABC is IDR 500,722,291.51 while IRR is 13.32%, and the payback period is 4 years 2 
months and 19 days. This makes the investment plan for ABC is considered feasible since NPV is more than zero, the IRR is higher than the 

WACC, and the payback period is less than 4,5 years since it is the maximum expected return from the interview with owners. Sensitivity 

analysis will increase and decrease the variable of income and expenses from income statements by 10% to see the swings of the net present 

value. The NPV swings are also seen on the tornado chart below which shows three accounts changing more the NPV the account's change, the 
Bike Selling Sales Price, Bike Selling COGS, and Salary – Full Time. Monte Carlo Simulation will use the three most sensitive to carry out 

1000 times of the probability to see the occurrence of the NPV from the probability distribution. The probability of  NPV is higher than 0 is 

counted as 97.40% with the base case of NPV of IDR 500,722,291.5 This shows that the investment project of ABC is having minimum NPV 

is on IDR (467,345,679.4) and the maximum NPV will be IDR 1,666,882,746. The changes are affected a lot in the bike selling, to reduce the 

risk, ABC can reconsider and determine the time on giving discount and negotiate the discount price to its supplier. On the other hand, the 

salary (full-time) is higher than the average of PT XYZ giving salary to its employees.  
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Assessing Financing Strategy 

There are several steps to assessing the financing strategy of ABC. ABC wants to have several financing strategies, divided into 3 

alternative schemes, that use both long term debt and equity. From generated scheme alternatives, the amount of equity and debt that will be 

used can be determined from the financing requirement with a total amount of IDR 245,000,000. This shows scheme A has equity of 65%, 35% 

debt, and IDR 159,250,000 equity required, while scheme B has equity of 45%, 55% debt, and IDR 110,250,000 equity required, and scheme C 
has equity of 25%, 75% debt, and IDR 61,250,000 equity required. Based on data, the scheme C cannot be used since the equity required is 

lower than the equity value has by PT XYZ with the intangible asset amounted to IDR 61,600,000 and cash of IDR 25,000,000. Here, the 

equity value of PT XYZ that has been on ABC is IDR 86,600,000. Thus, the alternative form of scheme C will be having equity required as 

much as PT XYZ's on ABC, with the percentage of equity of 35.35% and debt of 64.65%. The value of the company is needed to know since it 
becomes the reason investors put the money on the company. To know the price per share, it first needs to see the terminal value and total 

value. The terminal value will get bigger since the WACC gets lower or the more debt used. The same goes for total value where the more debt 

used, the more total value will be obtained, in which the scheme C gets the highest total value on IDR 586,114,285 while scheme A gets IDR 

547,745,524. The calculation of price per share can be determined from the total equity value. The total equity value is the total value minus 
debt value and preferred stock value. Since there is no preferred stock available, the total equity value will neglect preferred stock. After 

knowing the equity value, the calculation of price per share can be obtained. ABC wishes to have the overall of 10.000 shares. Therefore, the 

price per share will be equity value divided total shares of scheme A at IDR 46,199.55, scheme B at IDR 43,803.40, and scheme C ar IDR 

42,771.43. PT XYZ will give funds at IDR 25.000.000 as cash and PT XYZ has helped to make the website and application and making an 
account to Google Developer valuing to IDR 61,600,000. The total equity that PT XYZ has on ABC will amount to IDR 86,600,000.  

Therefore, not all the shares will be no new equity required. After getting the value of new equity required and the price per share has been 

calculated, the amount of new share issuance to investors can be determined from new equity required divided with the price per share will be 

1572.53 shares on scheme A and 529.91 shares on scheme B. 

 

CONCLUSION 

The new business line of PT XYZ, named ABC, has shown its financial feasibility using the analysis of Net Present Value, Internal Rate 

of Return, and Payback Period. Based on the first assumption with 100% of the equity, the calculation of NPV is IDR 500,722,291.51while the 

internal rate of return (IRR) is 13.315%and payback period (PP) is 4 years 2 months and 19 days. The calculation of NPV higher than 0, IRR 

higher than WACC, and Payback Period lower than maximum expectation means to be feasible. The calculation above says it all where the 
WACC is 9.81% and the maximum expected payback period is 4.5 years. Since the calculation is based on the assumptions of the owners, there 

will be deviations of the assumption and the risk that will occur. The risk is calculated using Sensitivity Analysis and Monte Carlo Simulation 

Analysis shows that the two most sensitive factors for ABC are bike selling on the revenue, bike selling COGS, and salary (full-time) for the 

expense.  

The financing scheme that is demanded by the ABC team is to have a combination of debt and equity. PT XYZ is intended to give equity 

as fresh money for IDR 25,000,000 and has given intangible assets amounted to IDR 86,600,000. From the debt financing, ABC wants to have 

a total of 10.000 shares with the combination of shares that PT XYZ has and new issuance to investors. In this research, three alternative 

schemes are assessed, the first scheme (A) is having 65% equity and 35% debt, the second scheme (B) is having 45% equity and 55% debt, and 
the third scheme (C) is 25% equity and 75% debt, but since the equity that has given by PT XYZ is counted higher than 25%, the calculation of 

third scheme (C) is changed to 35.45% equity and 64.65% debt. This condition shows that the more the debt is used, the lower WACC, the 

higher NPV, and the higher the total value calculated to ABC. From each scheme, the sales price of A is IDR 46,199.55 B is IDR 43,803.40, 

and C is IDR 42,771.43 with the total share outstanding at 10.000. From each scheme, PT XYZ can get 10,000 shares if using scheme C, 
9,470.09 on scheme B, and 8,427.47 on scheme A while the new investors will get 5.40% on scheme A and 15.73%. These financing  schemes 

with the share price can be used by ABC in determining their needs for investment in the future. To improve the result of this research, to get to 

know the total ownership, ABC is needed to make the capital structure analysis in determining the financing scheme that is the best to use for 

the company itself and attracting investors at most. 
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Abstract  

This study aimed to see the effect of the cash flow approach in predicting stock returns at the Indonesia Stock Exchange (IDX). The Income 

statement has long been at the center of financial statement analysis. But cash flow gives a description more about how company conditions 

rather than the income statement itself. Furthermore, cash from operating could replace operating profit to predict stock return better. This 

study is a quantitative research study with multiple regression methods for data panel with 84 listed companies during the period 2015-2019 for 

the sample. The result of this study provides evidence that cash flow is superior to profits in predicting the stock return of listed companies in 
IDX. 

 

Keywords: “book to market”,”cash flow from operating”,”operating income”,”size”,”stock return”,”momentum” 

 

BACKGROUND 

Investment is a good source of income for companies or individuals. Various types of investments can be selected according to the needs 
of each party whether for the short term or long term. Stock investment is one of the sources of income that is loved by the general public. It 

happens because this source of income can generate income beyond the main source of income. This can be seen from the many investors who 

tell his life story of his success in investing like Lo Kheng Ho who earned the nickname " Indonesian Warren Buffet ". Besides, the "Yuk 

Nabung Saham" movement carried out by the IDX runs effectively as seen from the increasing number of investors. According to kontan.com, 
the number of investors in the capital market as of January 2019 was 1,676,606 people. The number of investors is growing quite rapidly when 

compared to 2015 where there were only 434,107 people. This illustrates the success of the "Yuk Nabung Saham" movement  

 

Figure 1 

Stock investment is chosen by investors because the return generated exceeds other investments. However, this high return is followed by 

a high-risk one as shown in Figure 1.1. This relates to the slogan of high-risk high return where the higher return is followed by high-risk and 

vice versa when the risk is low  
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Investment in shares is a direct investment where investors buy assets that have rights to ownership of those assets. In contrast to mutual 

funds that are not direct investments because they have underlying assets that we do not have. Therefore, investing in stocks has a greater risk 

than investing in other investment instruments that are not a direct investment. 

To mitigate this risk, it is necessary to analyze which stocks are suitable to be collected to minimize risk. Various types of investors also 
influence the analysis of the shares to be collected because each investor has a different appetite. From risk seekers with an appetite at high risk 

to risk-averse who have an appetite at low risk. 

Stock analysis by risk seekers tends to see opportunities for high returns even though the risks they contain are high. Moderate risk choose 

stocks with moderate returns and risks. Risk-averse tends to choose stocks with the lowest risk. These three types of investors generally still 

expect returns from their investments but the different only from the risks that affect the size of the return. 

In analyzing shares there are two commonly used methods, technical analysis, and fundamental analysis. Technical analysis uses historical 

prices to see patterns generated in stock price movements while fundamental analysis uses financial statements to see the performance of the 

company. Both of these methods are used to get the best investment decision in executing shares whether you want to sell or buy them. 
However, fundamental analysis is much loved by investors because it has a strong foundation and provides a better picture of the company's 

condition 

In fundamental analysis, income statement has long been a reference for investors in determining the company's financial condition. This 

has an impact when the issuance of financial statements in a certain period has a large level of stock volatility. It happens because the profit or 
loss of a company becomes a benchmark for investors to invest in related companies or not. Thus, investors only see the profit or not of a 

company without seeing other aspects that affect the life of the company. 

There is a problem when looking at the income statement only where there are many manipulations in financial statements such as income 

smoothing. The tendency of investors who are measuring the profit or failure of a company is a weakness which in the long run can cause great 
mess such as Enron and Worldcom. Besides, the case of Garuda which is still discussed is also a picture that we cannot fully trust the income 

statement. 

In analyzing stocks, there are other references besides the income statement in predicting returns. We can use cash flow statements to see 

how returns obtained from stock. In addition to yields, we can also see how cash comes into the company to provide a good level of liquidity 

Statements of cash flows are financial statements that describe how cash inflows and cash outflows over a period. This report provides a 

clear picture of cash inflows and outflows which will be added to cash in the previous period. The cash flow statement consists of three 

sections; cash flow from operations, cash flow from funding, and cash flow from investments. Those sections of the financial statements 

contribute to the company's cash condition at the end of the period. When the cash flow statement is negative, we need to look at the three 
sections which are the most burdensome of the financial statements. It is necessary to look further at the instruments in the negative financial 

statements section so that more detailed information about the instruments that most burden the company's cash. Cash flows provide a clear 

picture of cash inflows and cash outflows in real terms compared to net income. Net income only considers profits but it doesn’t consider if it 

pure profit in cash-based or not. Therefore, cash flows provide a better picture of net income in the calculation of real profits. Foerster et al 
(2017) argues that cash flow from operations using the direct method can help investors understand the state of the company and predict the 

potential return equivalent to the profit  

 

LITERATURE REVIEW 

When we talk about predicting stock return, some variables need assessment and proxy to predict stock return itself. In this research, 

several variables used as a proxy of expected return. There are operating profit, cash flow from operating, book-to-market, size, and 
momentum. Profit is a measure that is always a reference when talking about company performance. Good company performance will generate 

profits and vice versa when bad company performance will produce a loss. This is the basis for investors to assess the stock. Companies that 

generate profits will provide a positive stock value and vice versa if the company gets a loss. In this study, the profit used is operating profit or 

operating income. Ball et al (2015) find that operating profitability measure has better matches current expenses and revenues is an even better 
predictor of returns. The operating profit itself has the power to explain expected returns. Furthermore, operating profit has cleaner accounting 

measure than gross profit but not polluted enough. The polluted is the measurement in the income statement that farther down to net income. It 

happens because the revenue has been disaggregated with interest and tax which is external policy not from the company's performance.  

Cash flow in the statement of cash flow has three sections that explain cash in and cash out through three activities, cash flow from 
operating, cash flow from investing, and cash flow from financing. From those activities, cash flow from operating activities has become the 

core to see the company's ability to generate cash from its operation. In the preparation of cash flow from operating, there are two methods, 

direct method and indirect method can be used. The choice between those methods has advantages and disadvantages. The direct method 

provides a vivid picture of the cash outflows and incoming cash flows around the company's operations while the indirect method provides an 
overview of the operating cash flow that comes from net income and changes in assets that affect the company's cash. The direct method has a 

weakness which is required detailed consideration in preparing the variables in cash flow from operating. Therefore, it requires additional costs 

in preparation. Nevertheless, the direct method provides a clear picture of the company's operating cash flow. Whereas the indirect method has 

a misunderstanding, that is, an arrangement that mixes non-operating activities in operating cash flow. The advantage of this method is that it is 
faster and costs less compared to using the direct method. Foersters et al (2017) find that cash flow from operating with direct method has a 

better explanation on stock return predictors than operating profitability. It could be an alternative to predict stock return rather than using 

operating profit.  

Book-to-market often used to identify whether a company's stock is overvalued or undervalued. If the book-to-market ratio of ¬ ratio is 

greater than one, the company's shares are undervalued. Whereas if the ratio value of this ratio is smaller than one, it indicates that the 

company's shares are overvalued. Book to market has been a proxy to predict stock return. Karali and Papanastasopoulos (2017) use Book-to-

market as a control variable in their research. 
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Size is a measure to see how big a company is. Many measurements can be used as a proxy to see the value of firm size, some of which 

are total sales revenue, total assets, book value of equity, and market capitalization (Al-Khazali and Zoubi, 2005). In his research, Karali and 

Papanastasopoulos (2017) used market capitalization as a proxy to see the value of company size. This proxy is suitable to be used in this 

research because the phenomenon that occurs is within the scope of the capital market. Duy and Phuoc (2016) found that the size effect was 
found in the Vietnam capital market during the 2009-2014 period in companies in the service sector. It was found that size has a negative 

relationship with returns in other words, smaller companies can provide higher returns for investors in terms of dividends and capital gains. 

This happens due to a higher risk where smaller companies have greater risks and are in line with risk and return, large risks must be followed 

by high returns. 

Momentum was used in modern asset pricing. Fama and French (2015) developed a five-factor model where they insert momentum in 

their model. It proves that momentum is a must in asset pricing research. The Momentum effect itself is the ability of stocks that have 

performed well in the past that will repeat the good performance in the future (Jegadeesh and Titman, 1993). There are many periods for 

calculating momentum effect, but commonly people use the stock one month's prior return and stock one year skipping one-month prior return. 

This period mostly used 

 

METHODS 

In this study, data were collected from fundamental and pricing data by using the Thomson Reuters Eikon data stream. The samples were 

selected based on the following criteria: (1) Companies that are used as research are non-financial companies that are listed on the IDX. (2). 

Issued operating cash flow based on data in the financial statements issued by the company. (3) Issued gross profit based on existing data on 

financial statements issued by the company.  The sample consisted of  84 companies from many different sectors 

The methodology that used in this research refers to (Foerster et al, 2017) is Fama and Macbeth (1973) cross-sectional regressions with 

gross profit and operating cash flow as independent variables, LN(BVE/MVE) and LN(MVE) as control variables. Furthermore, we generate 

the following model : 

 

     (1) 

     (2) 

 

α   = Constant term 

GP   = Gross Profit 

NCFO  = Net Cash Flow Operation 

ln(BVE/MVE)  = natural logarithm of the ratio of book value of equity to market value of equity 

ln(MVE)   = natural logarithm of the market value of equity 

r1,1   = stock’s one-month-prior return 

r12,2   = stock’s prior-year return (skipping a month) 

ε   = the random disturbance (error term) 

 

This study uses OLS regression to conduct a correlation test and significance test to determine whether the hypotheses that generate are 
accepted or rejected. Two hypotheses need to be tested: (1) Operating cash flow affect predict stock return, (2) Operating cash flow predict 

stock return better than gross profit. 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The samples we obtained from 667 companies listed in Indonesia Stock Exchange between 2015 and 2019 were 84 companies from 

Thomson Reuters data stream. Decreasing in final sample happen because many company don’t suit our criteria.  

 

Table 1 Descriptive Statistic 

  

Observation

s 
Mean Median Maximum Minimum 

Std. Dev. 

E(ri) 420 0.09243 0.0894 0.1184 0.075 0.010594 

OP 420 1866163 232185.7 43933000 -1.2E+07 5384382 

CFO 420 1931700 253053.1 49405000 -2240812 5961382 

ln(BE/M

VE) 
420 

-0.29909 -0.17604 3.04214 -4.44478 1.20726 
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In table1, there are results from the variables studied. The expected return has an average value or means 0.009243 which shows that the 

average predicted stock return in the future is around 9,243% in a year for the next 5 years. Besides, the expected return has a maximum value 

of 0.1184 or 11.84%. Whereas the minimum value has an expected return value of 0.075 or 7.5%. This indicates that the predicted prediction of 
stock returns will have a positive return for the 84 companies studied Multicollinearity test aims to detect if the independent variable 

(independent) has a strong relationship or influence on other independent variables. This relationship could occur in the independent variable 

and the result could changes also in other independent variables. This needs to be detected because a good variable is one that has no 

relationship with other independent variables but only has a relationship with the dependent variable so that the regression results obtained are 

not biased. 

Table 2 Multicollinearity test 

 OP CFO ln(BE/MVE) ln(MVE) r1,1 r12,2 

OP 1.00000      
CFO 0.94828 1.00000     

ln(BE/MVE) -0.32278 -0.25368 1.00000    
ln(MVE) 0.61182 0.55485 -0.66993 1.00000   

r1,1 0.02890 0.01846 -0.08671 0.07346 1.00000  
r12,2 0.04592 0.02908 -0.05762 0.09609 0.00609 1.00000 

 

After testing the multicollinearity with the Eviews 9 program, the results show that all independent variables do not have the same 

correlation coefficient or exceed 0.8 thus it can be concluded that there is no multicollinearity on the independent variables used in this study. 

 

Table 3 Chow Test - Model 1 

Variable Dependent : Expected Return (E(ri)) 

Variable Coef. Prob. 

C 0.031654 0.00000 

OP -4.21E-10 0.00010 

ln(BE/MVE) 0.004821 0.00000 

ln(MVE) 0.004213 0.00000 

r1,1 -0.00075 0.80700 

r12,2 8.28E-05 0.87250 

Number of 

observation 

420 

0.283964 
34.23327 Adjusted R-

squared 

Prob(F-statistic) 

 

 

Based on the results of the regression model 1 in table 3, it appears that Operating profit has a value of 0.0001 which proves that 

operating profit has a significant influence in predicting stock returns. This is in line with Ball et al (2015) which states that 

operating profit has a significant effect. Besides, other control variables also have a significant effect on expected returns such as 

book-to-market and size. For momentum proxy using stock one-month prior return and stock one year skipping a month prior 

return does not affect expected return.  
In table 4, we can see the regression results for model 2. In the model, it can be seen that cash from operating has a value of 0.00000 which 

indicates that CFO has a significant effect on expected return. Besides, the resulting value is better than model 1 where operating profit gives a 

smaller yield of 0.00010. This is following Foerster et al (2017) where Cash flow from operating with direct method has a significant effect on 
expected return and has a better ability to explain expected return 

 

Table 4.4 Chow Test - Model 2 

Variable Dependen: Expected Return (E(ri)) 

ln(MVE) 420 14.94959 14.74636 20.12576 10.82028 2.116567 

r1,1 
420 

-

0.013135 -0.00825 0.58 -1 0.14436 

r12,2 420 0.15836 -0.01845 10.0286 -0.7845 0.853143 
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Variable Coef. Prob. 

C 0.031991 0.00000 

CFO -3.78E-10 0.00000 

ln(BE/MVE) 0.004923 0.00000 

ln(MVE) 0.004189 0.00000 

r1,1 -0.00081 0.79040 

r12,2 5.17E-05 0.92010 

Number of observation 420 
0.286104 

34.58404 
Adjusted R-squared 

Prob(F-statistic) 

  

 

 

CONCLUSION 

Cash flow from operations has a significant influence on the prediction of stock returns on companies submitted on the IDX. This proves 

that cash flow from operations can be used as a predictor to predict stock returns in the Indonesian capital market (IDX). Despite having 

different market characteristics from capital markets in other countries, cash flows from operations still useful to predict stock returns due to 

the power of constituent variables that can explain the condition of companies. Operating profit as another dependent variable in model 2, has a 
significant effect on future stock returns. But not better than the cash flow from operating. This is consistent with Foerster et al (2017) where 

cash flow from operating has a better ability to predict stock returns. While for control variables, book-to-market and size have a significant 

effect on stock return predictors. Momentum is the only variable in which has no significant effect on stock return predictors.  

The results of this study can be used for the management of companies outside the financial sector companies listed on the IDX to review 
the preparation of the company's financial statements and provide transparency and accountability to shareholders. It aims to improve the 

welfare of shareholders. Besides, it is also expected for investors to find out the specific financial statements of cash flow statements so that 

they can estimate the real condition of the company and be able to make investment decisions that are following the risk preferences of each 

investor 
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Abstract  

Transjakarta is looking for alternative revenue sources apart from farebox revenue. This is since the government of Jakarta is reducing the 
subsidy which could be anticipated to have a linear trend in the upcoming years. On the other hand, Transjakarta is in an enviable position. with 

its massive passenger traffic data and with the right management they could turn it to becoming a corporate data asset. In the era of the 

interconnected world, establishing a Digital Business Platform to utilize those data assets could be an option to generate a new digital revenue 

stream. Digital Business Platform will also be an important technological foundation towards Transport 4.0. This will be the center of 
collaboration among various stakeholders in the Transjakarta ecosystem. The same platform will help Transjakarta increase transportation 

services and passenger experience. 

 
Keywords: Data Asset, Digital Revenue, Digital Business Platform, Customer Excellence, Transport 4.0 

 

INTRODUCTION 

This paper is focusing on establishing a Digital Business Platform for Transjakarta. The Platform will support Transjakarta's intention to 

look for revenue beyond -its traditional farebox revenue. Transjakarta is now at the juncture of revamping its businesses and services. The 

current management is anticipating the lessening of its subsidy portions. 

 

(Source: (Unaudited) Profit and Loss Report, Transjakarta, 2019) 

Anticipating the fiscal year 2020, Transjakarta proposed increasing subsidy to Rp. 6.741 trillion; however, the parliament agreed on a 

subsidy of Rp 4.2 trillion on 26 November 2019, yet it was finally cut to Rp 3.1 trillion. Transjakarta is now aggressively looking for ways to 

generate non-farebox revenue sources. 

Digital Business Platform is an important technology enabler to generate a new digital revenue stream that will be utilizing Transjakarta's 
massive passenger traffic. Currently, Transjakarta has the longest track of BRT in the world. Transjakarta is aiming to attract a total of 321 

million passengers in 2020, after successfully achieving its targeted number of passengers at a total of 264 million in 2019. This passenger 

mobility figure is composed of a rich traffic database, which will allow passenger database monetization. With the right management approach, 

technology deployment, and investment model, Transjakarta will be able to develop a new digital revenue stream. 

The paper is structured with an introduction, issue exploration, proposed practices, analysis of practices, and conclusion with key findings 

and recommendations, and references.   

 

ISSUE EXPLORATION 

Transjakarta Transformation. In a session on October 9th, 2019, regarding "Jakarta Urban Regeneration", The Governor of DKI Jakarta 
shared his vision that Jakarta is going to move towards City 4.0. He also shared his aim to integrate public transportation services, and at the 

same time, to address economic and environmental successes. Transjakarta is an important enabler to help create a multiplier effect of 

economic growth for the city. 

 
 
* Corresponding Author: seno.soemadji@sbm-itb.ac.id 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 839  

 

Public Transport in the Era of Interconnected World. Arthur D. Little (ADL) – future lab, a global management consultancy firstly 

established in 1886 out of Boston, in cooperation with The International Association of Public Transport (UITP) has released its report "The 

Future of Mobility 3.0 – Reinventing mobility in the era of disruption and creativity". The report shows that the number of individual journeys 
taken daily has grown massively since 2010 and even larger growth is expected in the field of goods mobility in dense urban areas, due to the 

growing importance of e-commerce and boom in on-demand last-mile delivery. (Arthur D. Little future lab, 2018, 9) 

These trends drive the characteristics of the 4th industrial revolution which are marked by the usability of the newest digital technology 

such as big data, artificial intelligence (AI), and the Internet of Things (IoT). IoT technology is relevant in the transportation industry as 
connectors across stakeholders are being connected. One of IoT's main functions (on top of the connectivity) is to produce data. API (?) 

technology is the key interconnection point during this digital era and is an important enabler for businesses and organizations to improve their 

operation as well as venture into the era of digital revenue for transportation of 4.0. 

Digitization of Integrated Pricing and Payment for Transport Services. The digital platform is a new type of 'as-a-service' business model 
ecosystem where online Internet-based cloud computing technologies are used as the infrastructure to connect collaborative and interactive 

networks of suppliers and consumers in real-time as the value proposition.  (Morvan) (Parker et. al., 2016). Digital Platform will host and be a 

collaboration center to provide digital services including, but not limited to, digitization of payments and centralized pricing engines. By 

combining them (?) with capacity optimization and demand prediction, public transport operators will be able to formulate variable pricing 
schemes to maximize their revenue and manage the cost of operations. In return, operators will be able to optimize their Return on Investment 

or profitability.     

 

PROPOSED PRACTICES 

Figure 1. Digital Business Platform. 

(Source: Own Illustration) 

 

Establishment of Digital Business Platform for Transjakarta. The guiding principles in formulating the Digital Platform as a business 

solution for Transjakarta to achieve ultimate business goals are: 

1. Creating compelling customer experience (CX) 

2. Digital revenue generation (non farebox revenue) 

Solution formulation is composed based on ultimate business goals that are relevant to the Digital Business Platform establishment. 
Referring to Figure 1 above, there are three key functions needed to define the conceptual framework for the establishment of the Digital 

Business Platform: 

1. Collaboration Center: allowing digital interaction internally and externally to stakeholders of Transjakarta 

2. Services Hub: providing self-service experience to passengers as users of Transjakarta services 

3. Virtual Transport: virtualizing transport operation of Transjakarta to allow information visibility to passengers/users 

 

For this purpose, Transjakarta will need to define a technological deployment roadmap that will be used as a guideline along with its 

implementation. There are five phases of implementation by taking a step-by-step approach to allow the adoption of edge technology as well as 

necessary changes in management: 

1. Establishing a core asset of Transjakarta, in this case: Passenger Profiling, as the basis to develop Passenger Database as a future corporate 

data asset 

2. Integrating and interconnecting with all data/application sources: systems, employee apps and documents, customer touchpoints and 
devices, and partner and cloud applications – in the cloud, on-premises, or on-device with Application Program Interface – led (API-led) 

integration 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 840  

3. Creating digital products/services  

4. Building a digital ecosystem that allows third parties to join the Transjakarta's digital ecosystem and become an integral part of a growing 

portfolio of digital offerings  

5. Creating monetization through the delivery of Transjakarta as well as partner-based services. 

The above phases and implementation roadmap can be seen in the following Figure 2 depiction. 

 

 

Figure 2. Recommended 3 Years Digital Business Roadmap 

(Source: Own Illustration) 

 

There are two pillars as important elements for the roadmap implementation, both require a top-down approach to ensure success: 

1. Business commitment, referring to all efforts needed in an institutionalized systematic program and/or policy, down into practical level.  

2. Change management, essentially referring to a journey of organizational changes: indoctrination – socialization – adaptation. The scope 

should cover organization changes itself, people, system, and process changes. Digital Business Platform is key for the future of 

Transjakarta's business. It is more than just 'an IT solution'. 

There are four key steps of the commercialization process in the Digital Business Platform. The process is started by the creation of 

products/services (with their business values) coming from data commercialization. The platform will then connect and offer some options for 

how those services can be consumed by consumers. The return from consumed products/services will then be compensated according to the 

agreement between Transjakarta and its Business Partners. Proposed platform values for Transjakarta include but not limited to (could be 

expanded in the future): 

1. Service marketplace 

2. Payment platform (collaborate with 3rd party) 

3. Social network 

4. Community platform 

5. Social gaming 

 

ANALYSIS OF PRACTICES 

The establishment and monetization of the Dıgıtal Business Platform will take a leap for Transjakarta in its business practices. Some 

challenges are already identified and suggested mitigation has been defined to take it to step by step in its transformation journey. 

 

Deployment Model: Collaborative – Innovative – Commercial. This approach is suggesting while Transjakartamay works with 
Business Partners who will be able to bridge necessary investment, guiding during complex technological implementation based on a 

collaborative approach and enjoy the sharing benefits, it will remain the owner of its corporate (digital) data assets. By engaging with the right 

business partner with strong credibility, Transjakarta will be allowed to focus on its daily operation and drive towards strategic business 

objectives while the partner will perform the execution. 

Engagement with Digital Payment Providers. It is suggested that Transjakarta engages with (whenever applicable) more than one 

digital payment service provider (digital e-wallet). Providing e-wallet is an important service to anticipate payment trends as part of serving 

customer excellence. It is recommended that digital payment partners focus on the three biggest e-wallet providers: GoPay, OVO, and LinkAja, 

following review results from Iprice and App Annie. Iprice is part of the Asia Venture Group of a portfolio company, an independent 

researcher in the e-commerce domain. App Annie is the leading global provider of mobile market data.  

For potential digital revenue generation and continuous improvement of their services, it is recommended that Transjakarta use the 

following consideration to engage with e-wallet providers: 
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1. User-based.  

2. Public transport support.  

3. Ride-hailing services.  

4. Food delivery.  

5. Offline store and dining.  

6. QRIS support. (QR code standard released by Bank Indonesia and Asosiasi Sistem Pembayaran Indonesia (ASPI)) for cashless, digital 

payment.  

7. Promotion and campaign.  

 

CONCLUSION AND RECOMMENDATION 

Digital Business Platform is an important business enabler to deliver: 

1. Customer service excellence 

2. Digital revenue stream  

Digital Business Platform is a key enabler towards Transport 4.0 as it provides the technology foundation for business collaboration as 

targeted by Transjakarta to support City 4.0: 

1. Collaboration platform towards an integrated ticketing system 

2. Service-Oriented platform to provide passenger personalization services 

3. Visualization of real-time, integrated and trackable bus schedules 

4. Home of services from multiple business lines 

To ensure strong data ownership as a corporate asset, Transjakarta needs to establish a Chief Data Officer (CDO) within the CTO office. 

CDO will deliver demonstrable business value, allowing data to turn into a strategic asset. The CTO office could be embedded with the existing 

board member: service and development directorate (Direktur Pelayanan dan Pengembangan) who carries a business development spirit, due to 

the nature of its job which is closer to the establishment of new business to improve customer experience. 

 

REFERENCES 

Accenture Research. 2016. Five Ways to Win with Digital Platforms. Accenture 

Anies Baswedan. 2019. Jakarta Urban Regeneration. Anies Baswedan. 

BPTJ (Badan Pengelola Transportasi Jabodetabek). 2018. RITJ (Rencana Induk Transportasi Jabodetabek) 2018. 

François-Joseph Van Audenhove et al. 2018. The Future of Mobility 3.0. Arthur D. Little and UITP (The International Association of Public Transport). 

Frank T. Rothaermel. 2017. Strategic Management. McGraw - Hill Education. 

Jakpat. 2019. Indonesia Digital Wallet Trend. 

Glenn Hoskins. 2018. Connected Vehicles Accelerator. TIBCO Software Inc. 

https://www.cnbcindonesia.com/tech/20200316061757-37-145021/hari-ini-tarif-baru-grab-gojek-cs-berlaku-naik-rp-250-km 

http://content.tfl.gov.uk/data-transparency-organisational-chart.pdf 

https://iprice.co.id/trend/insights/e-wallet-terbaik-di-indonesia/ 

https://medium.com/@perrysetgo/what-exactly-is-an-api-69f36968a41f 

https://site.ieee.org/connected-vehicles/ieee-connected-vechicles/connected-vehicles/ 

https://www.cbp.gov/travel/biometrics 

https://www.gartner.com/smarterwithgartner/understanding-the-chief-data-officer-role/ 

https://www.marketscreener.com/GARUDA-INDONESIA-PERSERO-10020736/news/Garuda-Indonesia-Persero-Tbk-PT-Appoints-Irfan-Setiaputra-as-CEO-

29879524/ 

https://www.medcom.id/nasional/metro/0k8D5mok-transjakarta-putar-otak-setelah-subsidi-dipangkas 

https://www.redhat.com/en/topics/api/what-are-application-programming-interfaces 

https://www.straitstimes.com/asia/se-asia/digital-payment-service-firm-ovo-is-indonesias-fifth-unicorn-minister-says 

https://www.techinasia.com/go-jek-acquisition-kartuku-mapan-midtrans 

http://www.theasianbanker.com/updates-and-articles/indonesia-mobile-payments-still-closely-tied-to-mobile-top-ups-and-online-purchases 

https://www.thejakartapost.com/news/2019/01/15/revolutionary-transjakarta-proves-its-relevance-after-15-years.html 

https://www.thejakartapost.com/academia/2019/01/15/transjakarta-ceo-transportation-not-competition.html 

ITDP. 2003. Trans-Jakarta Rapid Transit System Technical Review. ITDP (Institute for Transportation & Development Policy). 

Johan Öberg et al. 2017. Smart Public Transport. Arthur D. Little and Telia IoT. 

Joppien et al. 2013. Customer Journey Stages  

Joshua Agusta et al. 2019. Mobile Payments in Indonesia: Race to Big Data Domination. MDI Ventures and Mandiri Sekuritas. 



   

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 842  

MarkPlus Consulting. 2019. Customer Satisfaction Research: Final Report. 

Preetham Edamadaka and Itsumi Seike. 2019. Digitalization in Indonesia. BayCurrent Consulting Inc. 

Parker et. Al., 2016. Digital Platform based on Innovation Management Theory. 

Rizcky Alfath. 2019. Proposal pembayaran Linkaja di Transjakarta, Transjakarta. 

Roberto Minerva et al. 2015. IEEE (Institute of Electrical and Electronics Engineers). iot.ieee.org 

Transjakarta. 2019. SMART Mobility for Smart City. Transjakarta  

 

 



© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 1  

 

CASE 



ICMEM 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 844  

The 5th International Conference on Management in Emerging Markets 

 

FINANCING MODEL DECISION ON THE BIOMASS BOILER FACILITY 

PROJECT AND ITS IMPACT TO THE FINANCIAL REPORTING, ACCORDANCE 

TO STATEMENT OF FINANCIAL ACCOUNTING STANDARD 73 ON LEASE: 

STUDY CASE ON TANGERANG BREWERY, PT MULTI BINTANG INDONESIA 

Bernard Iskandara* 

a School of Business Management, ITB, PT Multi Bintang Indonesia Tbk 

 

Abstract  

Indonesia has an aggressive goal to increase the share of renewable energy in the country's energy mix to 23% by 2025. As stated in sustainable 

Brewing a Better World (“BBW”) strategy, PT Multi Bintang Indonesia Tbk (“MBI”) supports the Indonesia government target by setting up 

100% target of renewable energy by 2023. The usage of biomass as an input to produce heat energy for the production process in one of MBI’s 
BBW initiative. This initiative is to convert fossil gas usage to renewable energy. MBI is planning to set up a biomass boiler facility for its 

Tangerang brewery. This paper is started with the establishment of financing model alternatives to answer the relevant business issue. After 

that, using the Discounted Cash Flow – Net Present Value (“NPV”) method, it opts for the best financing model for the biomass boiler project. 

Lastly, it will assess the impact of that decision on MBI’s financial reporting related to the implementation of the new Statement of Financial 
Accounting Standard (“PSAK”) No. 73 on lease. The final project assessed the variable of each model, and account it to the NPV method to get 

the higher positive (or lower negative) value. The next topic is assessing whether the opted model is classified as a contract lease by PSAK 73. 

Three criteria should be met to record the PPA as on-balance sheets (asset and liability). 
 

Keywords: biomass, financial reporting, financing model, net present value, PSAK 73  

 

INTRODUCTION  

MBI, a listed company in Indonesia, produces and distributes alcohol and soft drink products domestically as well as export. MBI has two 

alcohol plant (“breweries”) and one soft drink plant. There are two breweries located in Tangerang, Banten, and SampangAgung, Mojokerto, 

East Java. The soft drink plant was built in SampangAgung, Mojokerto, East Java. 

Thermal is energy to heat/boil water and barley in the brewing process. In Tangerang brewery, this process can take approximately 12 

hours for each production batch. Currently, PT Perusahaan Gas Negara serves Tangerang brewery's heat energy requirement using gas fuel. On 

an average month, it consumes around 5,000 MMBTU (One Million British Thermal Unit, 1BTU equal with 1.06 Joules). In 2018, total Carbon 

dioxide emissions (CO2e) resulted from Tangerang brewery operation were 9,610 tons CO2e. 

Align with MBI's BBW program to reducing its CO2e; there are initiatives that started from the production to the industrial process. In the 

production process, MBI shifts its carbon footprint energy used to renewable energy by initiating the construction of a biomass boiler project. 

The biomass boiler generates biogas that will convert heat to boil in the MBI brewing process. With the biomass boiler project of Tangerang 

brewery in the pipeline, it would increase significantly to 79% in 2020. Biomass boiler project at Tangerang brewery is going to use 80% of 

rice husk and 20% of wood chips for its input material. By this, Tangerang brewery will reduce 90% of CO2e. 

Accordance with MBI's financial performance, there are two alternative models can be opted to finance biomass boiler project: 

Build, operate and own the facility (capital expenditures/Capex),  

MBI can fund the project by using its working capital or loans. MBI will be operating and maintaining its facility.   

Purchase Power Agreement (PPA), 

The model is assigning third-party vendors to build a biomass facility in MBI's plant area. The facility served solely to MBI's 

heat energy needs. With the operational mechanism will be set up in this formal PPA, MBI will pay to the vendor based on its 

consumption volume with a specific rate.   

 
 
* Corresponding Author: bernard.iskandar@sbm-itb.ac.id 
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Depends on the opted financing model, there is a need to assess further the financial recording. There is a probability the facility 

will be recognized as a leased asset on the balance sheet, as stated in PSAK No 73 on lease.  

 

ISSUE EXPLORATION  

The basic theory used in the financing model analysis of the biomass boiler project is the energy model. The energy model is used to 

predict or forecast the energy needed. There are two analytical concepts in energy models, which are commonly known as the Top-Down and 
Bottom-Up approach. Where the Top-Down approach tends to be macro-oriented, the Bottom-Up approach considers micro variables to 

generate the conclusion. 

The typical model for a Bottom-Up approach is Energy Accounting models. Sathaye described: "Energy accounting models reflect an 

engineering or input-output conception of the relations among energy, technology, and the services they combine to produce. This view is 
based on the concept of energy services that are demanded by end-users" ((n.d.: 251). A simple spreadsheet program which identified energy 

process flow information and other related and support information. 

With the underlying essential thinking of the Bottom-Up approach energy model, there is identification on the input-output relationship. 

There are two financing models are as follow: 

Power Purchase Agreement (“PPA”); and 

Build, operate and own the facility (“Capex”) 

In PPA, the facility is built in the purchaser's physical plant. The facility owner needs to serve purchaser energy's needs following the 

agreement. Usually, this PPA type is an exclusive bilateral agreement only. PPA contains clauses related to the period of the service, 
preparation and installation facility process, price determination, technical matters on how to transfer the energy, facility owner and purchaser 

right and obligation, default and curtailment event, and insurance coverage. The second financing model alternative is to build, own, and 

operate the renewable energy facility. It is a straightforward model with the company will enjoy the free energy from day one directly. The 

company in Indonesia will get financial benefits in terms of taxes and custom facility granted by government, and wholly-owned renewable 

energy certificates (credit carbon). 

To opt which model is beneficial for MBI, the Discounted Cash Flow method is used, in this case, the Net Present Value ("NPV"). NPV 

accounted for the present value of all cash inflows and outflows in a given period of the project. Damodaran explains the formula as below 

figure. 

 

Figure 1. Net Present Value 

 

MBI will choose the model that has a higher NPV. For the non-generating profit project point-of-view, MBI will accept the lower negative 
(cost) NPV. For the biomass boiler project, this method is appropriate since it would cover all the cash-inflows and outflows from the project. 

MBI can choose which of the financing model would generate lower negative NPV or higher cost saving. 

To account NPV in each model, there are following variables that need determine: 

discount rate, using Weighted Average Cost of Capital ("WACC"), as Keown said is "a critical element in the analysis of new investments 

is an estimate of the cost of capital to be used to calculate the firm's investment opportunities" (2005: 415). MBI's WACC is 8%. 

Time/ period, the useful project lives, and the PPA service years, which are 15 years. 

The tax rate, corporate income tax rate that applies in Indonesia is 25%. However, MBI needs to consider several incentives from the 

Indonesian government for the Capex model. Hence, for six consecutive periods, MBI will get a 23.75% effective tax rate per annum only. 

Cash inflow projection, cash inflow from the biomass boiler project is coming from the opportunity cost of not using gas fossil energy to 

heat boiler in the brewery process. Specific to the Capex model, there is another cash inflow in the form of a credit carbon certificate. 

Cash outflow projection, For the Capex model, they include initial investment, operating cost, and repair and maintenance cost. For the 

PPA model, the most and significant variable is the price/MT charged from the third party to MBI based on the steam energy consumption 
resulted from the biomass boiler facility multiplied by the steam price. On an annual basis, there is steam price adjustment according to the 

following formula: 

 

 

Are factors that contributed to the annual steam price adjustment are: gas price from PGN, non-subsidized fuel diesel price published by 

Pertamina, Consumer Price Index (CPI/ inflation index) published by BPS and foreign exchange translation. 

Furthermore, each financing model decision on the biomass boiler project can bring impact to MBI's financial statements since it will lead 

to how to record and to treat the project according to the applicable PSAKs. Depends on the decision, the impact is as follows: 

Under the model of "to build, to own and to operate" the facility, it is treated by PSAK 16 on Fixed Assets 
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Under “PPA” model, it is regulated under PSAK 73 on the lease (active on 1 January 2020).  

MBI needs to assess the impact of this biomass boiler project. There is a possibility MBI needs to recognize the facility of the project as an 

asset under "right-of-use asset" and liabilities under "long-term lease payables" (both are on-balance sheet recording), with the interest expense 

and amortization of the right itself will impact to the profit-loss statement. The other possibility would be a simple and straight forward method, 

which is not recognized in the balance sheet (off-balance sheet) with an impact to the profit-loss statement only as energy/operating expenses. 

 

Table 1. Accounting Impact on Financing Model Decision 

 

There are three criteria in deciding whether a PPA of biomass boiler project is a lease, as mentioned in the PSAK 73. 

- It is an identified asset. 

- There is a right to obtain substantially all economic benefits during the lease period.  

- There is right to direct, to operate, and to design the identified asset 
MBI needs to assess whether the PPA model has given its right to direct, to operate, and to design the biomass boiler facility following the 

contract agreement.   

 

EXISTING OR PROPOSED PRACTICES 

There are assessments on two financing models to get the preferred decision. First, Capex model. Cash inflow projection of Capex model 

came from three components as follow: 

Saving from not using current way of gas purchase 

Multiplying the MT steam energy needed by the steam cost per metric ton ("MT"), as incurred by MBI. Using the bottom-up approach, 
MT steam energy required comes from the number of hectoliters ("hls") production of the finished product, converted to MT. These are also 

considering and including 2% of hls volume increase and 4% of energy efficiency decrease.   

MBI's steam cost per MT mainly consists of: 

Gas price, the baseline comes from the actual 2019 current price from PGN. There are two factors that affect the changes in gas price: 

consumer price index (“CPI”) and foreign exchange rate from IDR to USD.  

Utility cost represents water and electricity used for steam production. Cost/MT comes from dividing actual expenses for water and 

electricity with MT steam produced in the respective boiler.   

Repair and maintenance cost represents maintenance (including chemical used) for the particular boiler. The increase in utility cost and 

repair and maintenance cost is affected by CPI. 

The below table is the result of cash inflow projection from the saving of not using existing fossil gas energy by multiplying table 2 of MT 

steam energy required by table 3 of steam cost/MT. 

 

Table 2. Current Existing Steam Cost 

 

 

Credit carbon 

MBI that owned biomass boiler will get credit carbon as a benefit from the CO2 emission reduction. The baseline of data came from 2018 
actual CO2 emission result in kilogram ("kg"), using biomass boiler facility will reduce CO2 emission by 90% compared to an existing 

operation. Using EUR 24/CO2 emission/ton for 2020 and progressively increase to EUR 55/CO2 emission/ton as rate basis, the PV projected 

credit carbon for 15 years will be IDR 10,818 million.   

 

Tax incentives  

Accordance with Regulation of Ministry of Finance No. 21/PMK.011/2010 by the Ministry of Finance, there are tax and customs 

incentives related to the usage of renewable energy resource initiatives.  Two components are contributing to the cash inflow projection. 

 

Accelerated depreciation 
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The standard fiscal useful life for machinery in the related drink industry/sector is eight years. MBI can accelerate the depreciation up to 

25% or four years of useful life under the renewable energy incentive from the Ministry of Finance. Under 25% of the straight-line method, 

there will be a tax benefits impact of IDR 1.3 billion per year.   

 

Corporate income tax reduction 

Deduction of taxable net income to 30% of total capital investment, charged for six consecutive years (each 5% per year). Instead of 25% 

of the standard corporate tax rate, an effective corporate tax rate of 23.75%.  

While for cash outflow in Capex model, they came from three major cost components: 

The initial investment represents the cost incurred from preparing and establishing the biomass boiler facility. This investment is 

excluding the support infrastructure, such as building, civil work, and utilities set up.  

Operating and maintenance costs represent the cost incurred to operate the biomass boiler facility. The variable cost per MT steam energy 

to operate this facility is IDR 340,000. Maintenance cost represents the cost incurred to repair and maintain its biomass boiler facility.   

For the PPA model, PV of cash inflow components consist of: 

Saving or opportunity gain of not using fossil gas that provided by PGN 

Disposal and sales of the existing boiler 

PV of cash outflow from the PPA model is accounted for from the total steam energy cost bought by MBI from the third party's biomass 

boiler. The total steam energy cost is calculated by multiplying MT steam energy consumed with the third party's price. MT steam energy 

consumed represents the total steam energy that used by Tangerang brewery to boil. The third party's price is a price that determined in a 
certain period, as stated in the PPA contract. The price itself is reviewed and adjusted periodically, following certain indexes. The index consist 

of three components: 

Gas portion, affected by CPI. However, due to its commitment to settle in USD, foreign exchange has contributed to the portion also. CPI 

forecast with 4.1% in the first year, while foreign exchange projected to increase by 4% per year. 

Diesel portion came from Indonesia crude price, which is estimate to increase by 7% per year.   

CPI portion.  

 

ANALYSIS OF PRACTICES 

Comparing the two alternatives financing model above, it concluded the PPA model is preferable compared to the Capex model since the 

previous generated a higher NPV (IDR 24,036 million compared to IDR 23,929 million). Excluding the cash inflow from the saving of current 

gas usage will result in negative NPVs for both models, but still the same decision on the PPA model (negative IDR 85,266 million compared 

to IDR 86,037 million for Capex model). For offsetting the project financing with carbon credit purpose, eligibility concept in crucial one. 

Specifically on the financial barrier. Negative PV would show that the biomass boiler project needs financial support to make it implemented. 

After the PPA model has opted, now the assessment impact to financial statements is performed to determine whether the model is met 

PSAK 73 standard. There are three criteria that need to be met in order to recognize an asset into "right-of-use asset" and liability into "lease 

liability" on a balance sheet: 

there is an identified asset, 

there is a right to obtain substantially all economic benefits during the lease period, 

there is a right from the lessee to direct, to operate, and to design in such a way of the identified asset. 

While the first two criteria are clearly defined in PPA, the last criteria are not. "Right to direct use" criteria is defined as the right to 
operate the asset through the contract period, without the lessor/seller has the right to change the operating instructions. The third-party is 

responsible for operating the biomass boiler facility and the supply chain until the output of steam. Decisions taken by the third party is this 

regard is considered to have a significant impact on the economics of the asset. By operating the asset, the third party can take various decisions 

on the inputs (changes its input material type, sourcing to another input supplier), including the transportation costs related to these inputs; and 
the biomass boiler facility efficiency and energy consumption of the installations. Decisions around these inputs and asset operations are 

expected to have a significant impact on the profitability of the third party on the biomass boiler facility. Since the PPA model is not met the 

last criteria, it can't record as on-balance sheets' accounts. This would be classified as a standard purchase contract with the purchase directly 

charged to profit and loss statement. 

 

CONCLUSION 

Using the NPV method, the PPA model has opted as a preferable financing model for MBI. This is a result of the higher positive NPV (or 
lower negative NPV, if the cash inflow from saving not using PGN energy is excluded). However, there are factors and assumptions that have 

an impact on the decision. For example, using the average carbon credit price above EUR 37.08/ton of CO2e reduction will change the decision 

on the financing model. PV from the Capex model will deliver higher than PPA. Other examples include price indexing on the periodic 

adjustment for the PPA model. One of the indexes is the gas price, which depends on CPI. Using the sensitivity analysis, additional CPI 

increase by 0.48% per annum will change the decision into the Capex model also. 

As mentioned earlier, the PPA model is not qualified as a lease in the PSAK 73. Considering the complex assessment of the criteria, it 

should be treated carefully. The subjective assessment could come in the case of different interpretations. Other aspects considering the contract 

agreement itself. Changing the clause that favorable only to one of the parties will have influence the assessment also. 
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Abstract  

PT. Gemilang Machinery Indonesia (GMI) is a subsidiary of Gemilang AG in Germany; it is a Machinery company for liquid food and 
beverages industry. GMI has a status as a market leader in Indonesia, but in the year 2017 - 2018, the sales revenue has not achieved the target 

and showing a downtrend pattern. GMI was facing some external and internal factors which influence the company performances. Externally, 

some factors like macroeconomy condition, plastic waste issue, and shifting consumer behaviour to healthier product impacting the company 

performances. Internally, some factors like sales activities not yet integrated, service cost too expensive, core competencies not yet organized to 
capture value and strength in “GEMILANG” brand, cannot leverage the sales of “KRESNA” brand. This final project is focusing on finding a 

corporate strategy to increase the sales revenue of GMI, focus on existing customers. The author using primary and secondary data to explore 

and analyses the business issue. Internal and external interview conducted to find out the problem root cause and to do strategic formulation to 

find the possible solutions. Some strategies were found out and divided into three different implementation plan, short, medium and long term 
to solve the company business issue. 

 
Keywords: Corporate strategy, existing customers, increase the sales revenue, strategic formulation, implementation plan.  

 

INTRODUCTION 

The structure of Indonesia’s manufacturing industry contains oil and gas manufacturing industry and non-oil and gas manufacturing. More 

than 90% of the manufacturing industry GDP comes from non-oil and gas manufacturing industry. If we have a look at the six main types of 

manufacturing industry, the highest single contributor to GDP growth comes from food products and beverages industry. It grows up to 0,91% 

in 2018 (BPS-Statistics Indonesia 2019). According to Nielsen Company, FMCG market update in 2018, the food and beverages market has an 
equal market size of 35% from the total FMCG market. In 2018, disruptive phenomena happened in Indonesia, and it also influences the fast-

moving consumer goods market as well. People more concern about investment than spending, even-more the spending pattern also shifting, 

people more eager to spending on lifestyle, experience products than consumer products. 

Gemilang customers around the world are primarily from the liquid food and beverages industry. Gemilang has a product portfolio for all 
the F&B machinery turnkey solution, is its all-round partner for the beverage and liquid food industry. With all the issues and rumour in the 

market about plastic ban and trade war (external factor), the company facing a major issue where the actual sales achievement on the past few 

years was showing a downtrend.  On the other side, the sales target from Head Quarter demanding an uptrend. Since 2017 up to now for the on-

going year 2019, the actual sales order never achieves the sales forecast. Below is the detail data in the graph. 

 

 
Figure 1: GMI’s Sales Performances, 2014-2018 

 
 
* Corresponding Author: eko.novianto@sbm-itb.ac.id 
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ISSUE EXPLORATION 

To find the answer to the research objective, the author develops the conceptual framework as below: 

 

Figure 2: Conceptual Framework 

 

The research will analyse the external and internal condition of PT. GMI. External analysis will cover some points; Industry competitive 

forces – Porter five forces, PESTEL analysis, competitor analysis strategic group model and customer analysis. Internal Analysis will cover 
some topics; core competencies analysis, resource-based view, VRIO framework, current business model canvas and also an internal interview. 

To formulate the strategy, the Author using root cause analysis, business-level strategy, TOWS strategy matrix, develop proposed business 

model canvas and diamond strategy matrix. 

In this research, the methodology used is by qualitative research. Qualitative research is an unstructured, exploratory research 
methodology based on small samples intended to provide insight and understanding of the problem setting (Maholtra, 2010: 11). Primary and 

secondary data will be used for this research.  

 

Figure 3: Process of defining the problem and developing an approach diagram 
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İn chapter 3, to identify the problem root cause, the author develop root cause analysis using the Ishikawa diagram as below: 

 

 

 

Root Causes Data Sources 

Kresna brand cannot fully fulfil low market segment needs Customer analysis → Customer Interview 

Core Competencies not yet organized to capture the value VRIO Analysis → Internal Interview 

Sales Activities not integrated yet Internal interview 

Service cost too expensive Customer Analysis → Customer interview 

Figure 4: Ishikawa Diagram of GMI 

 

EXISTING OR PROPOSED PRACTICES 

After the identify the problem root cause, the Author develop TOWS strategy matrix. The objective is to find some possible business 

strategies and select which only related to the problem of root cause and business issue. From some possible business strategies, the author 

develops a table for the ranking (see table 1, Business Strategy Ranking). 

 

Table 1: Business Strategy Ranking 

No. Strategies 

Relation to the root 
caused 

Impact on the 
performances 

Time to Execute Degree of difficulty 

Total 
score 

Rank 
Description Score Description Score Description Score Description Score 

Weight 30% 30% 20% 20% 

1
1 

Increase the sales forces 
offering the product portfolio 
to the existing customer and 
also looking for new customers. 

Strong 5 Very high 5 Immediate 5 Moderate 3 4
,6 

1 

2
2 

Penetrating the market by 
offering customer-oriented 
products. 

Strong 5 Very High 5 Immediate 5 Moderate 3 4
,6 

2 

3
3 

Kresna sales forces to existing 
Gemilang customers by offering 
discount and customer-
oriented product 

Strong 5 Very high 5 Short term 4 Moderate 3 4
,4 

3 

4
4 

Customer-oriented service 
package 

Strong 5 High 4 Short term 4 Moderate 3 4
,1 

4 

5 Develop Sales Integration Moderate 4 High 4 Short term 4 Difficult 2 3 5 
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5 Process. ,6 

6
6 

Develop Portfolio Management 
and Policy. 

Moderate 4 Moderate 3 Mid Term 3 Difficult 2 3
,1 

6 

 

Afterwards, in order to have comprehensive business strategy identification, the Author develop new business model canvas for the 

company as below: 

 

 

Figure 5: Proposed New Business Model Canvas for GMI 

 

ANALYSIS OF PRACTICES 

In order to implement the proposed solution, it will need adjustment in the resources, collaboration with other stakeholders in Indonesia as 
well as in Germany. Each solution will also have different time impact to the company performances, below is the analysis of each proposed 

solutions: 

 

Table 2: Business Solutions Analysis 

NO Strategies Challenges Pros Cons The implication to Various Stakeholders 

1 Increase the sales forces 
offering the product portfolio to 
the existing customer and also 
looking for new customers. 

Manage the existing 
resources to increase the 
sales force without an 
additional headcount 

High potential impact to the 
company performances 

Need more sales effort 
and cost 

High job load for the sales team, possible to do a joint collaboration 
with the service team 

2 Penetrating the market by 
offering customer-oriented 
products. 

Gathering customer 
requirements and adjusting 
product portfolio 

Medium potential impact to 
the company performances 

Need more sales effort 
and cost 

High job load for the sales team demand active collaboration from 
the Headquarter in Germany 

3 Kresna sales forces to existing 
Gemilang customers by offering 
discount and customer-oriented 
product  

Need Persistence and 
intensity. 

High potential impact to the 
company performances 

Need more resources 
and cost 

High job load for the sales team demand active collaboration from 
the Headquarter in Germany 

4 Customer-oriented service 
package 

Gathering customer 
requirements and adjusting 
services portfolio 

Medium potential impact to 
the company performances 

Potentially will reduce 
profit if the result not 
significant 

High job load for the sales team, possible to do a joint collaboration 
with the service team 

5 Develop Sales Integration 
Process. 

Implementation of the new 
sales process standard. 

Long-term and sustainable 
strategy 

Medium Impact to 
Company performances 
Need longer time 

Demand active participation and consistency from the whole sales & 
marketing team 

6 Develop Portfolio Management 
and Policy. 

Need intensive evaluation 
and dynamic improvement 

Long-term and sustainable 
strategy 

Low direct impact on 
Company performances 
and need a longer time 

Active collaboration with Headquarter in Germany to adjust the 
portfolio and solutions 

 

CONCLUSION 
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1. External factor 

Machinery business for F&B Industry in Indonesia considered as moderately attractive. Macro Economy of Indonesia especially related to 
FMCG market condition indirectly impacting the GMI company performances. Socio-cultural factor phenomena in Indonesia, which are 

shifting of consumer behaviour to healthier product (health-conscious). Technological factor, related to Industry 4.0 implementation, it allows 

GMI to boost the sales revenue from IT and digitalisation product. Environment factor especially related to plastic waste management issue, 

disrupt the market condition in the F&B Industry as most of the packaging material made from plastic. However, it also gives another 

opportunity for GMI to sell equipment for plastic recycling.  

2. Internal factor 

Internally the company has some weaknesses such as core competencies not yet fully organised to captured value, it brings the company to 

a situation of Temporary competitive advantages. The sales activities in the company not yet fully integrated to sell all the product portfolio. 
The service department has an issue related to technician occupancy; it has a big gap during the festive season and low market season. The 

Strength in Gemilang portfolio cannot average the Kresna brand and it cannot fully fulfil low market segment needs. The wishes of GMI’s 

customer mainly related to service cost too expensive.  

On the other side, the company also has some strengths that can overcome the weaknesses such as; superior product portfolio, one-stop 
shopping supplier for F&B industry, premium aftersales service, good and active machine installed base, differentiation general business-level 

strategy, broader market target with unique and superior value in terms of quality, special features or after-sales service. GMI as the market 

leader brings stronger lever for sales forces. 

3. Propose Business Strategy 

• In order to increase the sales revenue of GMI, the author will propose a corporate strategy which consists of the following business 

strategies for each brand: 

• For Gemilang brand, GMI can implement Differentiation focus business strategy, by targeting a narrow market segment (medium to high) 

with a superior product with a premium price. 

• For Kresna brand, GMI can implement a cost focus business strategy by targeting a narrow market segment (low to medium) by offering 

customer-oriented product and services. 

4. Recommendation. 

Based on the TOWS evaluation result, the author will make a recommendation to the company to adjust the following points: 

Develop a service contract program to increase service revenue and improve the relationship with the customer. 

Training and consultation, as additional revenue streams. 
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Abstract  

The banking industry in Indonesia plays an important role to support national growth and has gone through several phases with various 

challenges. The Indonesia banking industry nowadays has been divided into four groups business activities or called BUKU (Bank Umum 

berdasarkan Kegiatan Usaha). This research focuses on the loan growth of the commercial banking segment in BUKU III through the 
assessment of internal and external environmental factors. The scenario planning is developed through in-depth interviews to explore and 

identify driving forces also key uncertainty of the external environment by using the PESTEL framework consists of political,  economic, 

social-cultural, technology, ecological and legal factors. The scenario creation based on critical uncertainties is plotted into 2x2 matrix, resulted 

in four scenarios i.e. Ride Out the Storm, Cherry Blossom in Spring, Rainbow Over Rain, and Winter is Cold. Scenarios narratives are 
developed in conjunction with implications and options in each scenario with early warning signals as guidance to foresee the trend and 

plausible situation in the future. The recommendations and road map strategy are developed for five years’ timeframe as an implementation 

plan with actions that apply to each scenario. 

 
Keywords: Commercial banking segment BUKU III, loan growth, PESTEL framework, roadmap strategy, scenario planning.  

 

INTRODUCTION 

The banking industry in Indonesia plays an important role to support national growth. Since the beginning, the banking industry in 

Indonesian has gone through several phases with various challenges. The Indonesia banking industry nowadays has been divided into four 
groups business activities or called BUKU (Bank Umum berdasarkan Kegiatan Usaha).  Based on the core capital governed by Central Bank 

regulation PBI No. 14/26/PBI/2012, commercial banks are grouped into four a) BUKU I with core capital of less than IDR 1 Trillion; b) BUKU 

II with core capital of no less IDR 1 Trillion and up to IDR 5 Trillion; c) BUKU III with core capital of at least IDR 5 Trillion and up to IDR 30 

Trillion; d) BUKU IV with core capital of at least IDR 30 Trillion. In general, commercial banking customer segmentation under the Knowing 
Your Customer (KYC) principle is classified into three segments which are retail banking that also known as consumer banking with individual 

customers or a family member such as credit card, deposit, and consumer credit to purchase house or car. Commercial banking that are 

institutions or small-medium enterprises customers with the size of loans below corporate banking limits for working capital and investment. 

Corporate banking is a large business or corporation with a large scale of loans. 

In 2019, the commercial bank's loan growth is predicted to be in the range of 10-12% of which this growth similar to the loan growth in 

the past five years that is on average 10% with some increment of the non-performing loan ratio. A non-performing loan is a loan or financing 

that has substandard, doubtful, or loss quality as referred to the assessment of the quality of assets of commercial banks (POJK No. 

15/POJK.03/2017). The Indonesian banking statistic in June 2019 indicated that the Loan to Deposit Ratio (LDR) of commercial banks in 

BUKU III has the tightest liquidity compare to industry performance (Otoritas Jasa Keuangan, 2019).  

This research is focused on the loan growth of the commercial banking segment in BUKU III. Scenario planning is taken as an approach to 

predict and anticipate any event that might happen in the future, anticipate the possibility of loan quality deterioration and risk management for 

sustainable growth. 
 

ISSUE EXPLORATION 

The uncertainty of the dynamic future urged the commercial banking segment in BUKU III to be prepared for the upcoming challenges, 
able to adapt to changes also to make the right decision for sustainable growth. The implications that come from the internal and external 

environment variable can be used to determine the conceptual framework for business issue exploration as shown in Figure 1. 
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Figure 1. Conceptual Framework 

 

Looking at the current and future environments that are consist of rapid and dynamic changes in the internal and external environments, 

high uncertainty, and competition that come from the same industry or other related industry. The internal environment variables analysis 

consists of the Loan to Deposit Ratio (LDR) commercial bank in BUKU III while external environment analysis is using the Political, 

Economic, Social Cultural, Technology, Ecological and Legal (PESTEL) framework (Rothaermel, 2017). The scenario planning involves 

several elements or components that together yield a composite, multifaceted view of the future (Garvin and Levesque, 2006).  

Abaidoo (2018) in his research that examines how specific macroeconomic indicators and conditions impact short- and long-run loan 

delinquency rates among US commercial banks under various economic episodes using the autoregressive distributed lag framework found that 

in both the short and long run, percentage growth in macroeconomic indicators, such as industrial production and private domestic investments, 

reduces loan delinquency rates among commercial banks, given all things being equal. 

Zemel (2013) in her study on the information content of loan growth in banks confirmed the loan growth contents depend on features of 

the bank, features of the loan issued, as well as the macroeconomic state. Growth in commercial loans is the only type of loan growth among 

three major loan types (commercial, consumer, and real estate loans) that convey information, and this information content depends on bank 
health as signaled by earnings. Further investigation of the varying macroeconomic environment is needed to isolate that component of the 

information content of loan growth in banks.  

In this research, the qualitative method is used for data collection through an interview session with practitioners in the banking industry 

especially those who have exposure to credit and strategic role are taken as primary data resources. Literature studies to get data from related 

journals, articles, magazines, newspapers, and online news are taken as secondary data. 

 

EXISTING OR PROPOSED PRACTICES 

The scenario planning analysis to internal and external factors that might impact loan growth of the commercial banking segment in 

BUKU III developed into scenario development that consists of five stages is as follows. 

Stage 1 – Orientation: Based on external and internal environment factors analysis related to the banking industry, which explores and 

discusses during interview sessions with respondents, the key focal issue is “What will be the loan growth of commercial banking segment in 

BUKU III for the next five year? “ 

Stage 2 – Exploration: Identification of driving forces related to the key focal issues through internal and external environment factors is 
conducted in this exploration stage. The critical uncertainties are defined from the frequency of the highest rank of driving forces generated 

from interviews with respondents. Driving forces identified during the interview session with respondents in regards to the commercial banking 

segment loan growth in BUKU III are political stability, regulation, global economic climate, domestic economic climate, commercial banking 
customer behavior, environmental social & governance, and information technology development. The level of driving forces generated from 

the interview session is shown in below Table 1. 
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Table 1. Level of Driving Forces 

 

 

Stage 3 – Scenario creation: The critical uncertainty with high impact and high uncertainty are plotted into a 2x2 matrix. The result of the 

matrix is four different scenarios divided into four quadrants with the logical and plausible situations of the commercial banking segment loan 

growth in BUKU III for the next five years as provided in below Figure 2.  

 

 

Figure 2. Scenario Matrix 

The comparison of each scenario with key forces domestic economic climate and regulation is presented in below Table 2.  

 

Table 2. Scenarios Comparison 
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Stage 4 - Option Consideration: The implication and options need to be identified after narrative creation is shown in Table 3. 

 

Table 3. Implication and Options Under each Scenarios 

 

Stage 5 – Integration: Early warning signals are indicators used to monitor signs, responses, changes, and trends of plausible future 

scenarios are shown in Table 4. 

Table 4. Early Warning Signals of Each Scenarios 

 

 

ANALYSIS OF PRACTICES 

The roadmap strategies are developed with the two keys driving forces i.e. domestic economic condition and the regulation for five years’ 

timeframe is shown in below Table 5. 

Table 5. Strategies Under Each Scenarios 
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CONCLUSION 

The key focal issue in this research is “What will be the loan growth of commercial banking segment in BUKU III for the next five 
years?” which impacted by the two keys driving forces with critical uncertainties that are domestic economic climate and regulations. Options 

that developed apply to the four plausible scenarios which establish adequate risk culture that aligned to business activity and effective risk 

management team. Under the unfavorable scenario, the option that can be considered are more focus on the recovery strategy also to conduct 

stress testing to loan portfolio for risk management to achieve sustainable growth of the commercial bank. 

The recommendations derived from this research are to continue to explore the major driving forces and anticipate its dynamic changes, 

regular monitoring on the early warning signals and continue to conduct scenario planning exercise to capture any changes in the external 

environment to have a better understanding of trend, opportunity, risks, and plausible event that might happen in the future. 
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Abstract  

The global demand for fish has steadily increased over the years and most of all fish that’s consumed worldwide comes from aquaculture 

breeding. This leads to TopCorp, a manufacturer of net cages for aquaculture in Taiwan that eager to expand its business to the Indonesia 

aquaculture market. Qualitative research was adopted as the method in this study by using a semi-structured interview and observation as the 
data collection tools. Based on the analysis, Indonesia comes as a huge opportunity for TopCorp due to the fact that it is being known for the 

significant growth of fish consumption per capita and recorded as the second largest fish exporter in the world. Considering the findings, the 

best strategy for TopCorp’s net cages to succeed in Indonesia is to design and produce net cages that are suitable for Indonesia’s sea conditions, 

establishing a representative office in Indonesia to increase its brand awareness and participate in the Ministry of Maritime and Fisheries net 
cages tender to gain more network and combine resources. 
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INTRODUCTION 

The global volume of fish production from capture fisheries was increasing until the 1980s, but due to overfishing, the fish populations 

started to decline (FAO, 2018). On the other hand, fish production from aquaculture activity is increasing way higher than the capture 

production. In this way, aquaculture which is an efficient way of breading the fish in the net cages can be one of the solutions to balance the 

production of fish with the continuing impressive growth in the supply of fish for human consumption. At the same time, an escalating 
aquaculture activities leads to the rapidly growing number of net cages aquaculture during the past decades. As global trade grows, global 

competition is also intensifying. Firms are trying to expand aggressively into new international markets when home markets are no longer as 

rich in opportunity.  

This brings us to our case where TopCorp which operates in Kaohsiung, Taiwan. The company’s products consist of standard circular 
cages, balanced cages, extra-wide predator-proof cages, square cages, single-collar cages, blue ocean platform, and pontoon walkway. It also 

produces its own High-Density Polyethylene (HDPE) pipes as one of the parts of the net cage. With more than 20 years of experiences in 

aquaculture, the company eager to expand its business to Indonesia which is one of the biggest developing countries of South-East Asia that has 

huge potential for its net cages. This is supported by the fact that aquaculture has a significant role in contributing to one-fifth of Indonesia's 
estimated total fish production that helps to ensure food availability and food security. Moreover, according to Tran et al. (2017), per capita, 

fish consumption in Indonesia is increasing from 33.9 kg per person in 2012 to about 60.7 kg per person by 2030. Increases in overall fish 

consumption are attributable to the relatively rapid expansion of population growth in Indonesia. Based on Tran et al. (2017), under a Business 

As Usual scenario, aquaculture in Indonesia is projected to expand at an annual rate of seven percent, respectively, from 2012 to 2030. From 
here,  the research questions that arise are what is the current market condition for net cages in Indonesia and what are the business strategies 

for TopCorp to succeed in the Indonesian market 

 

ISSUE EXPLORATION 
Qualitative research typically leads to explanations rather than generalization (Payne and Williams, 2005)  because this method generates 

rich and detailed data that can make the participants' perspectives intact and it provides multiple ways on how to understand the phenomenon 

that is being studied.  
a. Process of observation, where observation is an approach to collect systematic information or data using subjective methodologies. 

People are using observation as a process of research as it fosters a deep understanding regarding a situation. Observation can be conducted in a 

structured manner or unstructured manner. 
b. Semi-Structured Interview, to collect empirical data of the relevant practices, while it is in between a structured interview and an in-

depth interview. Therefore, it offers the merit of using a list of predetermined themes and questions as in a structured interview, while keeping 
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enough flexibility to enable the interviewee to talk freely about any topic raised during the interview. Qualitative researchers should get 

involved in communication with the practitioners in the organization to better understand the current state of real-world practices. The main 
feature of an interview is to facilitate the interviewees to share their perspectives, opinion, and experience regarding the phenomena that is 

being observed by the interviewer. 
 

EXISTING OR PROPOSED PRACTICES 

A. Bartlett and Ghoshal Matrix 

 

 

 

 

 
 

 

 

 
 

 

 

 
 

 

 

 
 

 

Figure 1. Bartlett and Ghoshal Matrix 

 

TopCorp adopts the multi-domestic strategy because it strives to be responsive to local needs while the pressures for global integration is 

low. Pressure for local responsiveness is high because every region in every country has a different climate that results in various sea conditions 

along with the wind and wave conditions. With this fact, TopCorp can cater to the net cages type and size depending on the sea conditions and 

based on the customer’s need, hence developing the most reliable solution for any location.  The customer has to give detailed information to 
TopCorp so that the configuration of the net cages can be optimized and risk for the customer kept as low as possible. In this case, the pressure 

for global integration is low because when TopCorp decides to operate in Indonesia, it prefers to decentralize where it can build a relationship 

with the local company in order to provide the net and mooring system as the part of the net cages. By having a partnership with local 

companies, TopCorp may also share some knowledge with each other regarding the Indonesia aquaculture market, as well as learn from other 
company operational and technological capabilities. This is a flexible approach by adapting where appropriate. The process must be framed 

with the competences and competitive advantages developed in the domestic market. In this sense, the company must decide where and how to 

operate in order to optimize the competitiveness of resources, assets, and skills, creating competitive advantages of cost, differentiation, speed, 

and innovation. 
  

B. PESTLE Analysis 

1) Politic 
Indonesia’s current President Joko Widodo has made a very clear vision to make Indonesia an independent and center of the world 

maritime and fisheries industry through Blue Economy Strategy which is a model of sustainable development that emphasizes the utilization of 

the coastal and marine ecosystem. The president had indicated his commitment to reinvigorating Indonesia’s maritime identity, managing the 

country’s marine resources, strengthening its maritime defense capability, intensifying maritime diplomacy, and improving inter-island 

connectivity. 
2) Economic 

Indonesia is Southeast’s Asia largest economy with a GDP of USD 1,022 billion in 2018. Additionally, based on World Bank Ease of 

Doing Business Index (2010), Indonesia jumped 18 places from 91st in 2016 become 73rd in 2019 out of 190 countries in the overall rank. In 

terms of the fisheries industry, according to the Cabinet Secretariat of The Republic of Indonesia, exports and GDP from the fisheries sector are 
rising significantly. This is supported by the data from Statista (2019) that shows Indonesia’s GDP from the fisheries sector grow significantly 

from IDR245.48 trillion in 2014, IDR288.9 trillion in 2015, IDR317 trillion in 2016, IDR349.53 trillion in 2017, and IDR 395.94 trillion in 

2018 respectively. Moreover, the Indonesia fisheries sector is the second largest in the world and plays a critical role in providing food security 

and employment. 
3) Social 

According to FAO (2018), it is estimated that by 2020 world demand for seafood will reach 183 million tons from 158 million tons in 

2011. The increase can be attributed to the growing population’s basic need for protein. Additionally, growing affluence has shifted consumer 

behavior towards the consumption of healthier sources of protein such as seafood. Hence, strong demand from both domestic and foreign 

markets will continue to fuel the growth of the nation’s fishery industry. According to California Environmental Associates (2018), Fish 
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consumption in Indonesia is targeted to reach 54.49 kg per capita in 2019, and keep on increasing since a national campaign “Gemar Makan 

Ikan” or “Eat Fish” is designed.  
4) Technology 

According to Dhewanto et al (2012), technological factors may positively affect the company’s innovation capability. With the right 

transfer of knowledge and technology of best aquaculture practices, Indonesia is very well positioned to consolidate its standing as one of the 

top aquaculture nations in the world. This represents corresponding growth opportunities for corporations that can help facilitate the 
modernization of Indonesia’s fisheries. According to USAID Oceans and Fisheries Partnership (2019), in August 2018, Maritime Affairs and 

Fisheries Ministry launched the National Fish Traceability and Stock System (STELINA) to accommodate and comply with internat ional 

market requirements, including the United States’ Seafood Import Monitoring Program (SIMP) and the European Union (EU) regulations 

which aim to combat Illegal, Unreported and Unregulated (IUU) fishing and ensure food safety. STELINA provides several benefi ts to users 
across the supply chain. At the point of catch, it allows data on the transaction such as species, volume, climate, and locations to be collected, 

which are useful for fishermen to plan their catch.  
5) Legal 

Through current and future policies, Indonesia can sustainably develop its oceans and harness the full potential of the Blue Economy. 
Some regulations related to the aquaculture that may affect the business operation are President regulation No. 2/2015 about National Medium 

Term Development Plan focusing on maritime and fisheries ensure significant development in Indonesian maritime structure for supporting 

fisheries industries; Ministry of Maritime and Fisheries Affairs refers to Law No.31 2004 about Fisheries; Presidential Decree No.23 regarding 

Sea Farming Development in Indonesian Waters (1982); Indonesian government has set up supporting policies to boost investment in the 
fisheries sector, especially in the special economic zones. First, income tax incentives (PPH) in the form of a reduction in applicable tax by 5% 

per year for six years, a reduction in value-added tax (VAT) in the form of free VAT on taxable goods, and customs facilities in the form of 

duty-free entry for the imports of goods and capital. 
6) Environment 

Indonesian is the largest archipelago country in the world, with 5.8 million km2 sea territorial, and most of it covered by the beach and 

calm ocean, it’s a suitable place for people working in the fisheries industry. Indonesia is located between the 2 biggest oceans (the Pacific 

Ocean and the Indian Ocean) and 2 continentals (Asia and Australia) which makes Indonesia the center of the global supply chain system. 

Indonesia’s climate is largely hot and humid, with rainfall occurring mostly in low-lying areas and mountainous regions experiencing cooler 
temperatures. The coastal and marine resources (i.e. coral reefs, fisheries, and mangroves), business, vital infrastructures, and some of the 

country’s most fertile lands located along Indonesia’s 81,000 km coastline are under threat from climate variability and change. By some 

estimates, sea levels are expected to rise by as much as 0.57 centimeters per year in Jakarta Bay, while the land surface has been observed to be 

sinking at a rate as high as 0.8 cm per year. 
 

C. Porter’s Five Forces 

Porter’s Five-Forces Model of a competitive analysis is a widely used approach for developing strategies in many industries (David, 

2013). The intensity of competition among firms varies widely across industries. According to Porter, the nature of competitiveness in a given 
industry can be viewed as a composite of five forces which are rivalry among competing firms; potential entry of new competitors; potential 

development of substitute products; potential development of substitute products; bargaining power of suppliers; and bargaining power of 

buyers.  
▪ Competitive rivalry in net cage business in the Indonesian market is moderate. This is supported by the fact that there are many 

competitors selling aquaculture net cages globally, however, the major competitors in Indonesia are Aquatec which is a local Indonesia 

company, and Aqualine which is a Norwegian company. Additionally, the buyer costs to switch brands are high because there are only a 

few companies with years of experience that can produce flexible high-quality net cages which last up to 20 years that is suitable for 

Indonesia’s condition.  

▪ Threat of new entrants categorizes as low because capital requirements include leasing or acquiring a manufacturing plant, developing raw 

material, and building a large inventory warehouse is high but the company that provides net cages doesn’t always have to set up a factory, 

they can do the business process through an agent to sell and market the product and sometimes act as a third party. Second, the net cages 

shipping process to Indonesia is quite easy as long as the company can meet the local certification and custom while most of the risk will 
be bear by the buyers. Third, this industry is build base on trust, so the hardest part is to build trust between supplier and consumer by 

delivering high-quality products and services for the best of the mutual relationship. It requires experience, technology, resource, skill, and 

certification which makes this market is quite a niche. 

▪ Threat of substitutes is high in Indonesia, this is supported by the fact that good substitutes for the net are available in the Indonesian 
market and attractively priced at the competitor’s place, buyers view the substitutes as comparable or better in terms of quality and 

performance and the costs that buyers incur in switching to the substitutes are high. 

▪ TopCorp’s bargaining power of supplier is relatively low because almost all the net cages parts (brackets, stoppers, pipes) except net and 

mooring systems are self-manufactured (backward integration) in TopCorp’s own factory and they produce them in a large scale. This 
makes TopCorp is less dependent on outside suppliers; the cost of switching suppliers is relatively low because TopCorp can make their 

main net cages components, and there are many substitutes for what the suppliers provide such as the net and mooring system as the part 

of the net cages. 

▪ Power of buyers is moderate, this is supported by the facts that according to Research and Markets (2019), the Indonesian aquaculture 

market is expected to reach a CAGR of 18% by 2023 because there’s an increasing demand for aquaculture products but many potential 

buyers are still too small in terms of scale. Moreover, 95% of people engaged in the fishery industry are traditional fishermen, who lack 

the resources and have minimal access to finance as banks have historically been reluctant to extend credit to the fishery sector. 
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Overall, from Porter’s Five Forces analysis, the rivalry among competitors, and the bargaining power of buyers are moderate while the 

substitute products are high. On the other hand, the bargaining power of the supplier and the threat of new competitors is low.  In this case, 
where rivalry is intense, companies can attract customers with aggressive price cuts and high-impact marketing campaigns. Also, in markets 

with lots of rivals, buyers may go elsewhere if they feel that they're not getting a good deal in one company. Besides, the industry has strong 

and durable barriers to entry, so it may preserve a favorable position and take fair advantage of it. Moreover, the bargaining power of suppliers 

is low which means it’s not easy for them to drive up prices while the bargaining power of the buyer is moderate. Based on the analysis, the 
aquaculture industry is quite attractive, because the average industry member can reasonably expect to earn good profits and a nice return on 

investment as long as it can attract more customers through lowering the price to target more price-sensitive customers and maintain its product 

and service quality. 

 

D. SWOT Analysis 

The strengths and weaknesses refer to internal factors, which means the strengths and weaknesses. Meanwhile, external factors refer to the 

things that the company cannot control which are opportunities and threats. 
Strengths 

- Brand recognition and existing clients across the globe. 
- Diverse high-quality product selections. 
- Flexibility in net cages design that caters to customers' needs. 
- Professional installation service by teams of certified professionals with years of international field experience. 
- Provide excellent after-sales service for repairs and maintenance. 

Weaknesses 
- All products still need to be exported from the head office and factory Taiwan. 
- Higher price point than the local producers. 
- Low brand awareness in Indonesia. 
- Currently have no connections with Indonesia’s government (Ministry of Maritime and Fisheries). 
- The sales representative is not available in Indonesia. 

Opportunities 
- Indonesia growing consumption of seafood (54.49 kg per capita in 2019 and keep increasing). 
- A national campaign “Gemar Makan Ikan” or “Eat Fish” is designed to encourage people to increase their fish consumption. 
- Indonesia has 5.8 million m2 sea territorial with the very high potential of fish which is 7.3 tons per year. 
- Ease of doing business in Indonesia jumped 18 places from 91st in 2016 become 73rd in 2019. 

Threats 
- The existence of traditional, local, and Norwegian net cages currently in Indonesia. 
- Future government regulations about aquaculture. 
- 95% of people that engaged in the fishery sector are a traditional fisherman that has a lack of resources and capital. 
- Weather and climate change resilience and critical ecosystem services. 

 

ANALYSIS OF PRACTICES 

Based on Indonesia’s sea condition including the wind speed and wave heights and also the type of fishes that are going to be breed, the 

most suitable net cages for Indonesia will be explained below: 

• Connected Square Net Cages 

Connected square cages would be sufficient for a sheltered area, such as a bay as the waves are not as strong. They can be managed more 

efficiently by walking from cages to cages in order to save time and fuel. On the other hand, square cages are not suitable as a large size cage as 

the straight sides take on the waves directly and will likely bend as the result.   

The square cages are suitable for maintaining grouper fish. There are several types of grouper such as duck grouper, tiger grouper, and 
batik grouper. This is happening because of the nature of groupers that live on the seabed. When these traits are expressed in cages, groupers 

tend to like the net side of the cage and gather at the corner of the net. Therefore, the most suitable form of floating net cages for groupers is the 

rectangular floating net cage. TopCorp standard cage size for the square cages starts from 7x7 meters; 9x9 meters; 11x11 meters; and 13x13 

meters. But if Indonesia’s customer needs the smaller net cages size such as 3x3 meters and 4x4 meters or even the bigger size, the company 

will be able to adjust to what customer’s need. 

• Circular Net Cages 

For larger operations, circular cages are the way to go as the wave can go around the circular cage. Moreover, circular net cages can 

accommodate a very large volume of water and are suitable for raising swimming fish such as barramundi, white snapper, red snapper, 

baronang fish, pomfret fish, milkfish, and even yellow-fin and blue-fin tuna. TopCorp offers various types of circular net cages with different 

diameters starting from 13 meters until 100 meters. 
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The best strategy to be implemented by TopCorp to succeed in the Indonesian market is through establishing a representative office in 

Indonesia as a form of its branch office from the parent company in Taiwan and this is needed in order to increase TopCorp’s presence in the 
market. Additionally, the representative agents will help TopCorp handle shipments and contracts in Indonesia and other South East Asia 

countries; work on marketing projects, manage the customer relationship, as well as build trust and network. The agents are also going to 

participate and represent TopCorp in the exhibitions, expo, and conferences that are an excellent platform to meet and connect with many 

farmers, suppliers, manufacturers and experts from several regions.  
The advantages of establishing representative agent in Indonesia is it can help to increase network in Indonesia aquaculture market by 

engaging with new or existing customers; the company establishes the market presence in Indonesia inexpensively because Zero Capital 

Requirement is needed; it is allowed to open bank account that enables better and faster transactions within Indonesia and parent company; able 

to hire both foreign and local employees although it will be required to obtain a work permit, a non-permanent stay permit, and a work permit; 

and it can also handle sales and delivery of its own products but the clients are charged under the parent company name. While the 

disadvantages are the foreign worker sponsor is limited (for each expatriate that work at a representative office in Indonesia, the company will 

need three local Indonesian employees) and the sales and business activities are quite restricted because a representative office is not allowed to 

generate any income in Indonesia which means all commercial transactions must be handled by the parent company. TopCorp as a foreign 
company that are not familiar with Indonesian bureaucracy may find that the establishment of a Representative Office can be a complex and 

time-consuming affair. Therefore, in many cases, it is better to appoint a local business consultancy or agent because they’re able to assist their 

client in setting up the representative office where the process will take up to 2 months. 
The other strategy will be participating in the aquaculture net cages tender of the Indonesian Government. It is very potential for business 

actors to take part in the projects of the Government. In this case, TopCorp can use the Electronic Procurement of Goods or Services Ministry 

of Maritime Affairs and Fisheries of the Republic of Indonesia to register for the tender regarding the net cages for aquaculture in Indonesia. 

The website shows the information on individual tenders up until the signing of the contract. This system will increase transparency and 

accountability, increase market access and fair business competition, improve the efficiency of the procurement process, support the process of 
monitoring and auditing and meet the needs of access to real-time information to realize clean and good government in the procurement of 

goods or government services. Moreover, in expanding a business in Indonesia, it will be beneficial when a company can establish a good 

network with the Indonesian government. 
 

CONCLUSION 
TopCorp Plastic Manufacturing Corporation, a leading manufacturing company in aquaculture that have expertise in technology, highly 

skilled people, and trustable for creating sustainable aquaculture now and in the future. With the company’s reputation and the ability to make 
high-quality net cages based on customers’ needs, they eager to expand the net cages business to a potential region which is Indonesia. the 

analysis needed is conducted to create the best strategy for TopCorp in order to become a powerful competitor in the Indonesia market. The 

author conducts business analysis through Bartlett & Ghoshal Matrix, PESTLE Analysis, Porter’s five forces, and SWOT Analysis to form the 

most suitable strategies for the company. Based on the conducted analysis, the best strategy that could be implemented by TopCorp is to design 
and produce net cages that are suitable for Indonesia’s sea conditions. Next, the company may establish a representative office in Indonesia as a 

form of its branch office from the parent company in Taiwan and this is needed in order to increase TopCorp’s presence in the  market. 

Additionally, the representative agents will help TopCorp handle transactions in Indonesia; manage the customer relationship, as well as 

building trust and network. The agents are also going to participate and represent TopCorp in the exhibitions, expo, and conferences that are an 
excellent platform to meet and connect with potential suppliers, manufacturers, and clients globally. The other strategy will be participating in 

the aquaculture net cages tender of the Indonesian Government. It is very potential for business actors to take part in the projects of the 

Government. Moreover, in expanding a business in Indonesia, it will be beneficial when a company can establish a good network with the 

Indonesian government. 
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Abstract  

In mid-2017, Bank Indonesia issued a breakthrough regulation for the electronic payment system in Indonesia, namely the National Payment 
Gateway (NPG). By the NPG program, Bank Indonesia targets national efficiency through a cashless movement. The implementation of NPG 

regulation has some impacts on PT Jaringan Transaksi Elektronik Indonesia (PT JTEI), including commoditization. This condition has changes 

the competition atmosphere among the Switching Agency to win the market. As a result, it will threaten company revenue.  This research aims 

to develop a growth strategy for the Payment Switch service of the company to explore new revenue streams so that the company could sustain 
and grow in the NPG era. This research will follow the qualitative research method. Primary data collected through in-depth interviews with 

related stakeholders at the company and Bank Indonesia. While secondary data are gathers from relevant information sources. The Ansoff 

Matrix is used to explore growth strategy options for the company. Then the growth strategy options selected based on specified criteria. The 

selected strategy options will formulate into the Five Diamonds Framework and Business Model Canvas. This research is also complemented 
by an implementation plan for the company. This research concludes that PT JTEI should choose a Product Development strategy from Ansoff 

Matrix by developing a card-less switch for linking banks, e-wallets, and e-commerce to serve online shopping transactions. This strategy is 

combined with the Low-Cost Leadership strategy so that the company will more flexible in winning competition in this industry. 

 
Keywords: E-commerce, Growth Strategy, National Payment Gateway, Payment Switch Network, Payment System.  

 

BACKGROUND 

After taken several years of preparation to design the National Payment Gateway model for Indonesia, Bank Indonesia (BI) has finally 

issued the regulation of the National Payment Gateway. Through regulation, Peraturan Bank Indonesia No. 19/8/PBI/2017 ("PBI 19/8") which 
was promulgated on 22 June 2017, aims to establish domestic retail payment system interoperability by implementing switching 

interconnectivity to expand public acceptance to national cashless movement. On 20 September 2017, Bank Indonesia issued PADG 

19/10/PADG/2017 (PADG 19/10) as a complement of PBI 19/8. 

The implementation of NPG regulations (PBI 19/8 and PADG 19/10) has been changing the rules of the game among several parties who 
operate in the Indonesia payment system industry. Both the existing players and newcomers, domestic players and foreign players must comply 

with these regulations.  

Therefore, PT JTEI as an existing player who has been serving electronic payment transactions in the Indonesia market for almost 20 years 

needs to make strategic adjustments so that PT JTEI can continue to grow in the NPG era. 

PT Jaringan Transaksi Elektronik Indonesia (PT JTEI) 

Established on February 10, 2000, PT JTEI is a pioneer and the leading electronic transaction service provider in Indonesia. PT JTEI 

business activities currently consist of three main business pillars, namely Payment Switching, Issuing, and Acquiring. All of which are 

integrated with Payment Switching Pillar as the core business of PT JTEI. Issuing and Acquiring are additional services to strengthen PT JTEI's 
Payment Switch Service. Most of the PT JTEI revenue comes from Payment Switch services. Hence if there is a growth revenue problem in 

Payment switch services, it will greatly affect the company's growth performance in general. 

 

ISSUE EXPLORATION 

NPG regulations have been changing the Indonesia payment system industry. Only a company that has licensed from BI as the NPG 

Operator allows processing the domestic electronic payment transaction through the NPG network. Quite different from best practice in other 
countries where a central bank only sets one State own Company as NPG operator, in Indonesia, four switching companies are assigned by BI 

as NPG Switching Agency. 
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NPG aims to improve national efficiency through cashless movements. Before the NPG era, each payment switch network was fragmented 

and not interconnected with each other. This results in inefficiency in the payment system. For example, before there were many Electronic 

Data Capture (EDC) terminals from various banks in the cashier's table. 

The purpose of the NPG could be achieved by interoperability and interconnection between the Switching Agency networks. To realize 

these conditions, technical specifications and operational procedures must be standardized, so that each Switching Agency network can be 

interconnected. BI also mandates Bank to be connected with NPG by becoming a member of at least two Switching Agencies. So, the banks are 
not dependent only on one Switching Agency. Also, BI defined the price scheme and fee distribution among the parties involved in NPG 

transactions. In conclusion, NPG changes the Payment Switch service to become the commodity one because switching costs from one 

Switching Agency to another Switching Agency is almost zero. Those conditions make competition among the NPG Switching Agency get 

tough.  

To maintain or even capture market share, each Switching Agency is aggressively conducting various marketing programs. One of them is 

by giving discounts for switching fees or cashback for transactions that are routed by the Bank to the Switching Agency network. If this 

condition remains continues, it will have an impact on the price war within the payment switch industry and will ultimately erode corporate 

profits. To keep sustained in the NPG era and become a leader in Indonesia electronic payment industry, PT JTEI as one of the NPG Switching 

Agency should develop the new business strategy to grow for the Payment Switch service of PT JTEI in NPG era.  

To develop the growth strategy, this research was conducted by analyzing the external and internal environmental conditions of the 

company. The external environment condition is carried out using PESTEL, Porter's Five Forces, and Competitive Analysis. Whereas the 

company's internal environment is analyzed using the Core Competency, VRIO, and Porter's Value Chain model.  

This research will follow the qualitative research method. Primary data collected through in-depth interviews with related stakeholders at 

PT JTEI and Bank Indonesia. While secondary data are gathers from relevant information sources, material such as textbooks, news, 

government regulation, academic publications, and source from a related website. 

Those analysis results, then formulation using Ansoff matrix to explore four options based on the Product/Market Expansion grid. Ansoff 
matrix allows the company to summarize the potential growth strategies and compare them to the risk associated with each strategy option. The 

options gather from external environment analysis, internal environment analysis, and also key findings from in-depth interviews with related 

stakeholders. This formulation strategy is also sharpened by using Porter's Generic Strategy model to choose the strategic direction for the 

company, whether to add incremental value to the product offering or lower its relative cost. The best option is selected as a priority for 

implementation. The strategy map develops using the Five Diamonds Strategy. 

Moreover, the business model develops to translation the strategy into action that caption company tactic to win the competition. The 

business model canvas will explain how the firm intends to make money. This research also complete with suggested implementation plan as 

guidance for management to realize the selected solution. 

 

EXISTING OR PROPOSED PRACTICES 

Strategy Formulation 

Based on the external environment analysis, internal analysis, and in-depth interview results, hereinafter the grow strategy options for PT 

JTEI: 

 

Figure 1 Ansoff Matrix of PT JTEI 

1. Market Penetration 

Market penetration means selling more of PT JTEI's existing product (card present switching) to Bank by doing promotion such as 

cashback or offering a switching fee discounts. To be more flexible in competing with other Switching Agency without harm to the 

company profit, JTEI needs to implementation Strategic Position in previous. 

2. Product Development 

Product Development means increasing switching volume transactions in the existing market by developing new products. The new 

product creates some modifications in the existing products to give increased value to the customers. PT JTE could exploit opportunity 

from the e-commerce industry that has rapid growth in recent times and is expected to continue to grow in the coming years. The solution 

is making interlink between Bank as a current customer based on e-wallet and e-commerce industry by providing card not present 

switching as a new product. 

3. Market Development 
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Market penetration means selling more of PT JTEI's payment switch to a new segment market. PT JTEI could offer the switching solution 

to Fin-tech companies. The uniqueness of Indonesia's geography which consists of thousands of islands makes the Bank with its 
limitations unable to provide financial services to each segment, especially people in rural areas. For this reason, Fin-tech is a solution for 

the financial inclusion program.  

4. Diversification 

Product Development means increasing revenue by creating new products and sells them into a new market. This is the highest risk of 
growth strategy. PT JTEI could exploit the opportunity from technology advancement by providing the Big Data Analytics service. This 

strategy categorizes as concentric/horizontal diversification (or related diversification) were entering a new market with a new product that 

is somewhat related to a company's existing product offering. The risk is lower than the conglomerate diversification or unrelated 

diversification. 

 

ANALYSIS OF PRACTICES 

Selected Strategy Explanations 

Strategy Selection 

To formulate a growth strategy, PT JTEI needs to choose suitable growth strategies from four options based on the Ansoff Matrix above. 

Regarding the strategy selection criteria below, option number 2 (product development) which is develop switching solution for e-commerce 
market getting priority to execute. On the other hand, for the immediate revenue to replace the decreasing growth of ATM NASIONAL, option 

number 1 (market penetration), which is Market Penetration by boosting transaction volume to an existing market, is considered for executing. 

It is because option number 1 is more quickly to implementing and it can strengthen the current core business of PT JTEI. A combination of 

options 1 and 2 is a suitable growth strategy for PT JTEI in the NPG era. 

 

Table 1 Business Strategy Selection 

Criterions 

Option 

1 

Market 

Penetration 

Option 2 

Product 

Development 

Option 3 

Market 

Development 

Option 4 

Diversificat

ion 

Degree of potential revenue Moderat

e 

High Moderate Moderate 

Degree of investment risk Low Low Low High 

Degree of Implementation Speed Fast Moderate Moderate Slow 

Degree of Resource Readiness Yes Yes Yes No 

Rank 2 1 3 4 

 

Option 2- Product Development 

 

Figure 2 Interlink Solution For E-commerce, Bank, and E-wallet Issuer 

In the Product Development strategy option, PT JTEI takes the position as a switching solution that will become interlink between the 

Bank, e-wallet issuers, and e-commerce players. This will bring value to the Banks and e-wallet issuers as the source of funds of transaction 

because it can provide convenience for their customers to conduct online shopping transactions in e-commerce throughout Indonesia. In vice 
versa, e-commerce players also get benefits when connected to PT JTEI's card-less switch system. They can minimize their dependency on 

banks, and they can offer to e-commerce users a convenient online shopping payment experience because their customers can access the 

various sources of funds from several banks and e-wallets. This convenience experience can certainly increase e-commerce user satisfaction 

and it expected can make them making repeat transactions in the future.   

 

Option 1-Market Penetration 
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In the Market Penetration option, PT JTEI needs to increase revenues from selling more existing products at the existing market. This will 

be a challenge in the competitive conditions of the NPG era, where the selling price has been determined by Bank Indonesia and existing 
products become commodities due to the standardization system. Low-cost leadership is a strategic position that can become PT JTEI's 

competitive advantage. The illustration in the figure below explains that PT JTEI can have a competitive advantage that can be used as the 

power to maintain or capture a competitor's market share, through the flexibility obtained from cost-efficiency. In general, companies must 

reduce costs wherever possible to low-cost leadership strategy. 

 

 

Figure 3 Illustration of Low Cost Leadership Strategy Position 

 

Based on the company's cost structure, the largest portion of costs comes from production costs, which is 48%. If specified again the cause 

is derived from variable cost components such as license fees for the platform used. These costs will continue to increase along with the 

increase in transactions.  

As for the next largest order of costs, employee and management costs will be a challenge if pressed; this is because human resources, 

especially experienced experts, are valuable but scarce resources, so they are vulnerable to being watched by competitors. Then there needs to 

be a cost to retain an experienced expert. Likewise with other human resources still need to be developed for the next regeneration to ensure the 

sustainability of the company. 

In conclusion, PT JTEI needs to consider pressing the price of this cost component by selecting a platform that is in line with the strategy 

low-cost leadership that will be carried out, of course, without neglecting the security and quality of the system. 

 

CONCLUSION 

From the analysis result above, the research conclusions are presented to answer the research questions, as follow: 

Ansoff Matrix aims to explore four grids that consist of Market and Product line for identified four growth strategies alternative for 
growing PT JTEI revenue from Payment Switch service. According to the Ansoff Matrix, PT JTEI should implement the combination of 

Product Development and Market Penetration growth strategies. 

The growth revenue from Product Development strategy is implementing by exploit opportunity that comes from the flourish of the e-

commerce industry. PT JTEI should leverage the Payment Switch ability, not only for card-based transactions but including cardless based 
transactions to serve the e-commerce segment. The solution offered to Bank as an existing customer by interlinking to e-commerce and e-wallet 

issuer. Due to the lower value-high volume characteristic of e-commerce transactions, so that PT JTEI should implement low-cost payment 

switch with acceptable quality.  

In short time revenue growth, PT JTEI should conduct Low-Cost Leadership by doing efficiency in the production cost of ATM 
NASIONAL as the main brand of PT JTEI Payment Switch service. The flexibility gained from cost efficiency will be a competitive advantage 

for PT JTEI in doing Market Penetration, for instance periodically offer incentives in the form of rebates or cashback to stimulate increases in 

traffic transaction volumes. The more payment transactions proceed through PT JTEI's Payment Switch system, the more revenue for the 

company.  

The growth strategy above is formulating by using the Five Diamond model. In the arena element, PT JTEI should leverage its service to 

cardless Payment Switch for the e-commerce market. In the vehicle element, PT JTEI should co-creation with international players to elevate 

PT JTEI's resources and capabilities into an international standard. The differentiator elements are international standards, affordable prices, 

and integrated, secure, and reliable systems. Due to the rapid technological change in the payment industry, PT JTEI shall implement this 

strategy as soon as possible. Otherwise, PT JTEI will lose momentum and become a follower.  PT JTEI will get growth revenue from big 

volume transactions at the lowest cost. 

Hereinafter, the formulated business strategy for Payment Switch service is translated into a business model by using the Business Model 

Canvas (BMC). PT JTEI should focus on nine building blocks of BMC by sharpening the value to the customer which is an integrated payment 
system that allows a customer to automatically connect with various customers based at a low cost. PT JTEI also should enlarge the customer 

segment other than Banks, doing a partnership with an international player, maintain key resources, and cost-efficiency. 
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Abstract  

The Oil and Gas industry is very affected by fluctuations of world oil prices which eventually have a direct impact on PT. GASCOMP business 
in supporting O&G companies. PT. GASCOMP needs a different strategy to be able to survive in the industry, since the year 2015, when the 

world oil price dropped significantly, PT. GASCOMP is a condition that less fortunate in terms of sales and profits. In determining strategies to 

increase sales and profits, PT. GASCOMP has to know how effective and efficient its business currently in order to achieve their annual 

targets, recognize what the actual problems are, then find solutions that could increase the sales and company profits. Information and data 
have been obtained through some interviews, direct observations, theories and articles related to the industry. These data are used for external 

and internal analysis related to company conditions. Based on the analysis used and despite pressures from industry, customers and macro 

conditions, not only there were still opportunities for the company to be survived in the business, nevertheless a chance to further develop by 

implementing new strategies and making improvements both from the inner side of the organization and activities to outside the organization. 

 
Keywords: Oil and Gas, Differentiation, Competitive Advantage, Strategy, Sales, Profit, Diamond Strategy.  

 

BACKGROUND 

PT. GASCOMP supplies Gas Compressor Package and Natural Gas Power Generation, the brand of the package or equipment containing 

a well know brand gas engine product at the engine side and so are some of popular gas compressor products at compressor side which were 

used mostly in Oil and Gas companies in Indonesia. PT. GASCOMP provides after-sales service for those equipment mentioned to customers. 
Spare parts sales, providing certified service technicians for doing an installation, retrofit, commissioning, repair, maintenance, overhaul and 

troubleshooting and offering training and performing natural gas infrastructure project also part of PT. GASCOMP business. 

In the early of 2015, the oil price has fallen significantly from USD 98 become  USD 52, those situation has been pushing O&G upstream 

and downstream companies to do efficiency in all sector, and it has been impacting the O&G supporting companies like PT. GASCOMP, it has 
become worse when at the same year the principal of the main product brand of GASCOMP business has changed the status of GASCOMP 

from its distributor become Platinum Power Packager, although PT. GASCOMP still has the same rights and facilities from the principal, but in 

previous the name/title of distributor itself has made PT. GASCOMP the one and only principal product distributor in Indonesia for the gas 

engine market sector, this title changing has changed the market type as well from monopoly to oligopoly.  

The changing of market type has been giving a significant impact on PT. GASCOMP business, some of the other power packagers have 

penetrated to the Indonesian market and become competitors and price war could not be shunt. End users started to do tenders to providing 

their needs which is align with efficiency enforcement, but on the other side, sellers have to reduce their offering price to win the bids. 

Following years since 2015, the revenue and gross profit have been decreasing, and the forecast accurate becomes low, especially for 
after-sales business (spare parts and services). A similar situation happens with equipment sales although since from the beginning always 

competes with other brands and PT. GASCOMP did not put a high margin for equipment sales. This situation pushed the end-user to pending 

their expense and purchasing until the condition becomes better. PT. GASCOMP usually generates more revenue from the after-sales business. 

The circumstance could not be better since the market itself become smaller due to efficiency enforcement at end-users, natural source 
depletion and low oil & gas selling price. Most of end-user changed their maintenance habit from schedule base become performance base 

that's mean end-users did not follow the schedule of maintenance anymore. 
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YEAR 2014 2015 2016 2017 2018 2019 

Month Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Sep 

Revenue in USD 19,691,768 11,308,704 10,861,831 8,890,874 13,343,700 9,611,300 

Gross Profit 35.58% 35.08% 25.67% 24.75% 23.11% 23.50% 

 

 

Figure 1.PT. GASCOMP Sales Revenue & Profit Year to the Year 2014 to 2019 

Source: PT GASCOMP Financial Report by SAP (19 Oct 2019) 

Referring to the above figure, it has shown that PT. GASCOMP now is in a struggling situation to survive in the business. It has clearly 

described the difficulty to grow the revenue, profit and even its sustainability. Furthermore, with a reduction of more than 30% of sales 

margins, it will automatically create inefficiency in operational costs in the company. PT. GASCOMP could not maintain the same expenses 

and operational cost as in 2014 and before. 

The service department has its own problem which most of the invoices always get delay and being held for such a long time to reviewing 

& revising at both in PT. GASCOMP and customer, so many disputes happened in term of timesheet, overtime and reimbursement bills (Meals, 

transports, miscellaneous, and other else). These disputes create a reciprocating invoices process and it could be many months to finally 
finished after the service job itself has done. Service department contributes about 10% of PT. GASCOMP total revenue, but the service 

department is necessary to have a status of platinum power packager and it is an essential element to convince the end-users that PT. 

GASCOMP is the whole package company which able to provide and maintain natural gas infrastructure, and the technician is also PT. 

GASCOMP front line "salesperson" who know the equipment that our customer had and obtained the information when they would be needed 

to be maintained.   

These research and analysis were based on the PT. GASCOMP current conditions and all matters that affect it such as the industry, 

regulations, market, competition, and customer conditions. This research focuses and limited on PT. GASCOMP and its new business strategy 

as the outcomes which could be expected to better its achievements in terms of sales and profit by seeking the answers of these following 

questions that related to it: 

1. What are the actual problems of the company today?  

2. What is the new strategy the company should do to increase its sales and profit?  

3. What are the internal changes the company should do in order to do the new strategy as described in (2) above? 

The research is practical would give sufficient feedback for PT. GASCOMP new business strategies implementation.  

 

LITERATURE REVIEW 

 

Data collection which will be used as the primary reference in this research. There are two types of data, primary and secondary. Primary 
data will be obtained from several interviews which were conducted in two ways, direct or face to face interview for those who reachable and 

available for doing so, and tele-conversation or sending an email for those who have limited time and having distance issue. The questionnaires 

have been spread. 

Secondary data was coming from the company’s data, other references such as related books, articles and theories. 
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Some analysis based on data collected, with internal and external analysis, a complete and comprehensive picture of the actual company's 

internal condition and the business industry environment will be obtained. Some of the information may already be known as general 

knowledge, but some probably the blind spots of the company which needed to provide a complete and correct business strategy. 

 

METHODOLOGY 

This research will begin by identifying the business issues that are being faced by the company. Previously it has been informed there is a 
decline in sales performance which caused a direct impact on the company's financial performance. Initial interviews in the organization will be 

conducted to obtain more information from some angles with a variety of possible issues that caused it to occur. Based on this step, research 

objectives were then defined. 

The next step was data collection from the internal organization interview which will be involved five people from top management until 

staff level; they were: 

1. Sales Director 

2. Operational Manager 

3. Spare Parts Manager 

4. Finance Controller  

5. Sales Executive 

While from the external organization interviews will be conducted by involved five people, they were; 

1. Customer-End Users (Management & Operational)  

2. Customer-Agents (Management Level from Director to Manager) 

3. Principal-Sales Manager 

The questionnaires have been spread to 17 people of customer staff/employee and agents who have daily interaction and deals with 

representatives of PT. GASCOMP. 

Macro environment perspective, which is outside of the industry and also the environment within the industry, also needed as a foundation 

and point of view of this research. Matters covered in the macroeconomic analysis include political, legal, economic, sociocultural, 

technological and ecological factors (PESTEL). Then related to the environment, the analysis will illustrate Potter Five forces containing the 

threat of new entrants and substitutes, competition in an industry and also the strength of its suppliers and customers. This analysis will help in 

identifying what will be a threat and opportunities for the company and eventually, what should be done. Internal factor analysis is performed 

to analyze the capabilities, company values and their current gaps.  

The tools used for internal analysis are the business model canvas and the best value of resources (VRIO). These three tools used to 

identify a company's business, current and actual condition, knowing what makes a company different and understand its competitive 
advantage. Together with the results of the interview, all the analyzes were then compiled in a SWOT table (Strengths, Weaknesses, 

Opportunities, Threats) and other facts that were used to arrange the causal diagram (Ishikawa diagram) to find the root cause of the problem. 

All steps mentioned expected will lead to an accurate conclusion.  

Further action is to formulate a proposed business strategy based on the analysis concludes that has been done. Diamond model strategies 
were chosen to be used for formulating a comprehensive strategy. It started by deciding which areas will be explored, what things make a 

difference from the others, how to make it happen, in what pace the business should be run, and how the economic logic of this strategy to 

achieve good result return. Then an implementation plan was prepared to support the proposed business strategy. 

 
Figure 2. Research Flow 

Source: Derajat, 18 December 2019 
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FINDINGS AND ARGUMENT 

Questionnaire Result 

 

 
Figure 3 Question Result 11, 

Source: Derajat, 18 December2019 

Questionnaire & Interviews Result 

From the results of the questionnaire and interviews with the external organization, which in other words called "the voice of the 

customer", we have found several issues that should be a concern of PT. GASCOMP and must be improved better in order to survive in 

business and to be able to develop in the future. Those things were as follow; 

1. The price which must be more competitive 

2. Delivery time, need to be faster at least no delays 

3. Technicians availability 

4. More customer visits 

Although most of the customers have admitted the response of team already excellent, several still asking PT. GASCOMP to give a better 

response. 

The combination of the researcher's opinions that have been conveyed by variant frameworks with the results of the questionnaire and 
interview both internal and external organizations, then it will try to find the root of the problems of the decrease of sales, revenue and profit. 

The fishbone diagram framework (Ishikawa diagram) will be used to identify the root causes of the problem, so with it that PT. GASCOMP 

could configure and implement the correct business strategy. 

 
 

Figure 4 Summary of the Ishikawa Diagram 

Source: Derajat, 18 December 2019 

 

Table 1 Summary of the Ishikawa Diagram 

Source: Derajat, 18 December 2019 

 

ROOT CAUSES DISCUSSION Controllable? 

PRINCIPAL     
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GASCOMP's Status 
Changing 

GASCOMP's status from previously product distributor 

become platinum power packager has made market type 
change from monopoly become oligopoly create 

competition that makes the company had lost some of the 

sales. 

No, It is not controllable since 
the decision on Principal side 

Late Delivery 

Late delivery affects the invoicing submission to the 

customer; late delivery means late invoice and late revenue 

recognition. 

No, It is not controllable since 

it depends on the available 

stock at Principal 

CUSTOMERS     

Resources Depletion 

When the resource started to depleted, there is no point for 

the customer to buy new equipment or maintain their 

existing equipment  

No, It is not controllable, it is 

a natural resources issue 

End-User Maintenance 

Plan Changing 

End User's Maintenance Plan Changing from schedule base 

become performance base will influence their purchasing 

activity and process, now most of the spare parts they 
changed when it broke not referring to maintenance manual 

No, It is not controllable since 

the decision on the customer 

side. 

Equipment Pending Order Pending Order by the customer will affect pending the sales 

revenue for the company. 

No, It is not controllable since 
the decision on the customer 

side. 

COMPANY     

Business Awareness 

Without business awareness, the organization has no sense 

of urgency, and no business strategy is implemented, costs 
become inefficient as a result, the selling price is high and 

the customer will leave. 

Yes, it is controllable and 

could be embedded in all 
employee level although it 

will take time. 

Service Invoicing Process  

Existing service invoicing process creates a reciprocating 

process between PT. GASCOMP and customer, it takes 

uncertain time to finalize. 

Yes, it is controllable and 

could be rectified 

Lack of Technician and 

Administration Staff 

The lack of technicians makes companies not always able 

to take up job opportunities, if too many but there are no 

guarantees that jobs will always be obtained was another 

risk, there must be an evaluation and strategy to increase 
the number of technicians according to business demand. 

Need the same evaluation and strategy for adding 

administrative staff 

Yes, it is controllable and 

could be evaluated and 
implement the strategy 

Customer Visit 

relationship with intense closeness with customers will 

make the customers do not have time to shift their focus to 

competitors 

Yes, it is controllable and 

could be set up more often 

Market Condition     

Fall of Oil & Gas Price 

The fall of oil & gas price will automatically have made the 

companies in the industry reduce their production until the 

selling price could cover the operational cost. So that it will 

impact the purchasing new unit and maintenance activities 
eventually to the business. 

No, It is not controllable 

Lost Sales to competitors 
Lost sales to competitor definitely will influence the 

number of sales revenue forecast. 

Yes, it is controllable, we can 
regain and also get new 

customers with a new pricing 

strategy 

Tight Competition  

Selling with price reduction as a strategy to regain back the 

customer will automatically influence the number of sales 

revenue forecast. 

Yes, it is controllable pricing 

policy is up to the company 

 

CONCLUSIONS 

Here are some conclusions of the research: 

Sales revenue and profit of PT. GASCOMP tends to decrease from 2015 up to now. 

b) Reasons for the sales revenue and profit decrement; 

• Fall of Oil & Gas Price, it has been driving oil and gas companies to reduce their production, stop exploration, holding their orders 

and encouraging efficiency activities in all lines. 

• GASCOMP's status changing. It made PT. GASCOMP is no longer the only one distributor in Indonesia and created a significant 

impact on PT. GASCOMP's sales revenue and profit.  

This new status also has changed the market type from monopoly become oligopoly 

• Natural resources depletion, some of the end-users has to deal with this situation. 
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• End-User Maintenance Plan Changing from previously base on schedule base changed become a performance base. 

• Low business awareness in most of the employee, since there is no sense of crisis some employee, so they still work and act as PT. 

GASCOMP is still a distributor and not urge to do efficiency in expenses. 

• Service invoicing process that took a long time for reviewing from both sides PT. GASCOMP and customers that eventually effected 

the revenues did not recognize as soon as the job has finished. 

• • Lack of technicians that affected the company could not be able to get the opportunities at 
             any time. Lack of administration staff that made managers still spend most of their time to do administration jobs and have 

little time to engage more with the customer. 

• Market Condition, which made tight competition and some competitor has been doing market penetration aggressively with lower 

price.  
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Abstract  

PT XYZ, the largest petrochemical company in Indonesia, has doubled its polyethylene (PE) production capacity from 336 KTA to 736 KTA 

through investment in new facilities. The expansion was completed in November 2019. There is also an expansion in South East Asia, which 

will add a polyethylene to the SEA market. Competition is exacerbated by the China-USA trade war, which interferes with the supply and 
demand of polyethylene. Besides that, there is an economic slowdown and weak sentiment issue, on the back of growing environmental 

concerns on plastic usage. Currently, this condition has made the polyethylene prices continue to weaken. The purpose of this  study is to 

provide perceptive information for the company's most prospective resources to gain a competitive advantage and create a new business 

strategy for PT XYZ to win and strengthen its position in a situation of a tight market.  
The methodology used in this study is qualitative and quantitative data analysis. The Author conducted the qualitative first by interviewing top 

management level to gather information from internal then continue with designing the questioner for polyethylene users as quantitative data. 

The internal analysis was done by doing a resource-based view and VRIO, while the external factor was analyzed using PESTEL and Porter 

five forces. Subsequently, SWOT analysis expresses the business strategies as R&D collaboration, geographic expansion, customer profitability 
analysis, production capacity expansion, co-creation with the customer, and the introduction of PCR and EPR. This strategy's application is 

divided into three stages: product development, market study, and strategic partnership. 

 
Keywords: co-creation, petrochemical, polyethylene, strategy, TOWS  

 

INTRODUCTION 

With around 264 million people, Indonesia ranks fourth as the World's most populous nation and tenth with the largest economy in the 

matter of purchasing power parity. It makes Indonesia known as one of the drivers to South East Asia economic growth. Furthermore, the 

growth of plastic demand is aligned with GDP. Most of the plastics are used for packaging to wrap or protect goods, including foods, 

beverages, medications, and cosmetic products. 

PT XYZ is the largest publicly listed petrochemical company in Indonesia. XYZ has the state-of-the-art technologies and supporting 

facilities to produce 1,330 KTA of olefins (ethylene & propylene), py-gas, and mixed C4; and 816 KTA of polyolefin (polyethylene & 

polypropylene). XYZ is also the only petrochemical in Indonesia with the naphtha cracker that produces ethylene around 860 KTA, propylene 

470 KTA, py-gas 400 KTA, and mixed C4 315 KTA (Company Profile, 2019). 

By the end of 2019, XYZ had a new reactor with a capacity of 400 TPM licensed by Univation Technologies. At the same time, other 

petrochemical companies also did the same thing globally. Competition is exacerbated by the China-USA trade war, which interferes supply 

and demand of polyethylene. Besides that, there is an economic slowdown and weak sentiment issue, on the back of growing environmental 
concerns on plastic usage. Currently, this condition has made the polyethylene prices continue to weaken. Therefore, the author would like to 

offer some strategies and actions that can strengthen the position of PT XYZ in a tight market. 

The Author uses external and internal analysis to analyze the current business strategy of PT XYZ and establish a new business strategy to 

gain competitive advantages and grow its forthcoming sales sustainably. The internal analysis was done by doing a resource-based view and 
VRIO, while the external factor was analyzed using PESTEL and Porter five forces. SWOT analysis expresses the business strategies as 

production capacity expansion, co-creation with the customer, geographic expansion, the introduction of a particular product into the market 

regarding sustainability, customer profitability analysis, and R&D collaboration 

 

ISSUE EXPLORATION 

The methodology used in this study is qualitative and quantitative data analysis. The Author conducted the qualitative first by interviewing 
top management level to gather information from internal then continue with designing the questioner for polyethylene users as quantitative 
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data. The internal analysis was done by doing a resource-based view and VRIO, while the external factor was analyzed using PESTEL and 

Porter five forces. 

Primary Data 

The information used as primary data was obtained directly from a credible stakeholder. To achieve that, the Author collects the data by 

conducting an in-depth interview and conducting the survey. The primary data from the survey questionnaire was collected from 70 people 

representing their company, which uses polyethylene as the raw material for their products. 

Secondary Data 

The secondary data were collected from internal and external parties to get insightful information about the current polyethylene business 

situation. The data also gathered from literature such as journals, books, news, website, and articles. 

 

PROPOSED PRACTICES 

The TOWS Matrix is originated from the SWOT Analysis model, which stands for the internal Strengths and Weaknesses of an 

organization and the external Opportunities and Threats with which the business is confronted (Mulder, 2017). 

 

Table 1.1 PT XYZ Business Model Canvas 

INTERNAL Strength (S) Weakness (W) 

  

1. The leading integrated petrochemical 

in Indonesia 

1. Lack of research and development 

competency compared to global 

competitors 

 

2. Reliable technical service and 

excellent after-sales service 

2. Lack of knowledge regarding PE 

technology and problem-solving  

  

3. Has a good sustainability program  3. Quality issues in some product of 

LLDPE 

  

4. Well-known products in the PE 

market 4. Less competitive price in PE product  

EXTERNAL 

5. Local advantage compare to global 

competitor   
OPPORTUNITIES (O) SO Strategy WO Strategy 

1. The PE supply gap between the local 

supplier and Indonesia's needs 

- Expand the PE plant to fulfill 

Indonesia's needs - Collaborate with the third party lab and 

expert to overcome the current quality 

issues  
2. The polyolefin demand has always 

been closely linked to GDP as well as 

population growth  

- Entering the new application and/or 

new sales area to fulfill the demand to 

strengthen the position 

 

 

 

 

- Increasing the number of training to the 

employee to gain the knowledge  

3. The needs of PCR material in the 

market  

- Introduce the PCR material into the 

market before other PE supplier 

introduces it 

TREATS (T) ST Strategy  WT Strategy  

1. A trade war between US-China which 

make unbalance of supply-demand 

globally 

- Do co-creation with the customer to 

develop a product to increase 

dependency on XYZ 's product and 

increase the switching cost 

- Provide the facility for sales to person 

increase customer service  

TREATS (T) ST Strategy  WT Strategy  

2. Environmental issues that cause 

banning and seeking for a substitute 

material 

- Approaching the brand owner instead 

of their packaging supplier so the sales 

volume will increase since it will be used 

to all their supplier.  

- Building a relationship with loyal 

customers and local distributors 

3. Plant expansion happened in SEA 

petrochemical such as RAPID, Malaysia.  

Co-creation with brand owner to help 

them in EPR (Extended Producer 

Responsibility) program. 

- Start the relationship with the regional 

trading house to explore the export 

market 

 

ANALYSIS OF PRACTICES 

According to the analysis using the TOWS Matrix, there are eleven strategies for gaining a competitive 

advantage and increasing XYZ market share: 
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1. Expand the PE plant to fulfill Indonesia's needs since there is still market opportunity from a gap between local 

supply and demand 

2. Enter the new application and/or new sales area (outside Java) to strengthen the market position by increasing the 

coverage area  

3. Introduce the PCR material into the market before other PE supplier introduces it since PCR has a robust 

potential solution for the current issue 

4. In the short term, collaborate with the third-party laboratory and expert to overcome current quality issues. For 

the long term, build the RND Centre with cutting edge technology to do advance innovation and development 

5. Conduct a co-creation with the customer in developing a product to create two-way customer relationships. The 

relationship is expected to increases dependency on XYZ's product, therefore, increasing the switching cost. Co-

creation is more interactive approaches that help build targeted, two-way customer relationships (Kotler, 2016) 

6. Approach the brand owners instead of their packaging suppliers. The market share could increase by approaching 

brand owners since the suppliers will eventually use the brand owner's pointed material; both sales volume and 

XYZ's market share will also increase 

7. Build a strong relationship with loyal customers and local distributors. XYZ needs to use customer profitability 

analysis to pass up or weed out, losing customers, and target winning ones for pampering. Screening out 

unprofitable customers lets progressive provide even better service to potentially more profitable ones (Sullivan, 

2008) 

8. Start a relationship with the regional trading house to explore the export market to anticipate local demand 

decrement 

9. Co-creation with brand owner to help them in EPR (Extended Producer Responsibility) program in Indonesia. It 

is a practice and a policy approach where producers are responsible for their product disposal management once 

those products are no longer useful by consumers. The responsibility may include fiscal, physical, or a 

combination of the two (Surak, 2018). If the brand owner used the XYZ material, XYZ could help them with the 

recycling system of the material since the XYZ has the facility and ability. This agreement will bind both parties 

 

CONCLUSION 

Based on SWOT analysis, the new business strategies have been formulated, such as production capacity expansion, 

geographic expansion, co-creation with the customer, the introduction of PCR and EPR into the market, R&D collaboration, and 

customer profitability analysis. 
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Abstract  

Advanced material technologies are viewed as a stimulus to economic growth, national competitiveness, and as an enabler of further 

technological innovation. Despite this influence, new ventures commercializing advanced materials face challenges in their route from the lab 

to the market. One of the challenges is related to organizational management. Tech Prom Lab is an advanced material technology venture. 
Founded by researchers in advanced material processing laboratory, its first product is PoreBlock, a pervious concrete made from waste. They 

started at the end of 2017 and already sold their product to the market for nine months before this research started. The company consisted of 

seven people and just recently had restructuration to change their organizational structure and develop a new plan to embrace their growth. One 

challenge that Tech Prom Lab facing in their organizational growth is related to its weak strategic planning and implementation. Thus, this 
research aims to give Tech Prom Lab suggestions for crafting its strategic planning and how to maintain its implementation plan.   

This research started with an environmental analysis conducted with Porter’s Five Forces Analysis, Strategic Group Analysis, and PESTEL 

analysis for its external situation and STP Analysis, Resource and Capability Analysis, Value Chain Analysis, Growing Pains Survey, and 

Holistic Organizational Effectiveness for its internal condition. SWOT analysis summarizes results from these analyses and the cause-and-
effect diagram assesses its root cause. The root cause of Tech Prom Lab business issue turned out to be lacked knowledge in strategic planning 

and performance management. Strategic planning for Tech Prom Lab then crafted with Organizational Development Framework which resulted 

in suggestions for Tech Prom Lab’s business concept, positioning, strategic mission, core strategies, key result areas, objectives, and goals (lag 

and lead indicators). This strategy then monitored through a performance management system that combined scorecards developed by 
Organizational Development Framework and Balanced Scorecard. 

 

Keywords: Balanced Scorecard, Growing Pains, Organizational Development, Performance Management System, Strategic Planning  

 

INTRODUCTION 

Radical innovation in advanced materials has the potential to make a significant impact on an extensive range of established and emerging 

markets, industries, and applications. Despite this potential for substantial economic impact, new ventures commercializing advanced materials 
face daunting challenges in their route from the lab to the market. One of the challenges after reaching the product-market fit is related to 

organizational management. There will be an organizational development gap between the infrastructure required by the organization and the 

infrastructure it has (Flamholtz & Randle, 2016). 

PT. Teknologi Kanggo Nusantara Bagja (branded as Tech Prom Lab) is a company that focuses on research implementation to solve 
problems in society. The first product of Tech Prom Lab is a pervious concrete made from coal-fired power plant waste. This product, named 

PoreBlock, addresses two problems in society, disrupting the natural cycle of water and harmful waste from a coal-fired power plant. The first 

problem is the disruption of the water cycle that happening in the high-density residential/industrial/commercial area, caused by the 

imperviousness of the land. Indonesian city has become a concrete jungle that prevents water to be infiltrated into the soil. This disruption 
affects society in several forms, like flash flood disaster and, ironically, drought –due to lack of water absorption. The second problem that 

Tech Prom Lab going to address is industrial waste. Some industrial waste is considered as a hazardous material. Few people utilize this waste 

and most of the time, the producer of this waste only dump them in landfills without proper treatment. Thus, this waste contaminates land and 

water. 

PoreBlock, the pervious concrete, could reduce the risk of both flood and drought disasters because it helps paved land to absorb water. In 

other words, it allows water to go through as shown in Figure 1. It has an infiltration rate of 1000 mm/day, compared to conventional concrete 

which only 10 mm/day. On the other hand, heavy rainfall has a rate of 100 mm/day. Therefore, the usage of PoreBlock is not only superior to 
other paving blocks but is far exceeded the infiltration rate of the heavy rainfall itself. The porous feature is known to be the trade-off for 

paving block’s strength, but with advanced material processing technology, PoreBlock holds pressure up to 225- 350 kg/cm2, thus it could be 

implemented in local roads, sidewalks, parks, car parks, and gardens. It also utilizes waste from a coal-fired power plant as its key ingredient.  

 
 
* Corresponding Author: anisa_azizah@sbm-itb.ac.id 
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Tech Prom Lab was incorporated in August 2018 by 4 founders and has grown into 7 executives and 1 commissioner in September 2019. 

The growing number of this team was needed due to the rapid growth of the company as shown in the sales trend. But the addition should be 
followed with good management of the company. Not only because of the team added, but there were also already several issues that 

happening in the company: long process of decision-making and unbalanced activity within the company that leads to a delayed target of some 

departments. This condition eventually leads to a restructuring of the company with challenging homework for the new management: 

synchronize all departments to achieve the company's goal and having effective organizational processes and systems. 

 

 

 

 

 

 

 

 

Figure 1. PoreBlock, pervious concrete made from waste 

 

ISSUE EXPLORATION 

Exploration of Tech Prom Lab’s business issue started with an environmental analysis that explored the internal and external conditions of 

the company. Insights from these analyses were synthesized by SWOT Analysis and the root cause of the issue was assessed through the Root 

Cause Analysis. The external condition was examined by several analyses such as Porter's Five Forces Analysis, Strategic Group Analysis, and 
PESTEL Analysis. In Porter's Five Forces, the most competitive forces for Tech Prom Lab is from their rival seller. The external component of 

macro-environment such as political factor (infrastructure development as government's priority, implementation of Sustainable Development 

Goals, local content requirement), economic condition (growth of real GDP, construction's sector, and green building market), sociocultural 

forces (sustainable trend, the impact of hydrological disasters, impact of unutilized waste from the coal-fired power plant), technological factors 
(diffusion of technical know-how on pervious concrete) and environmental forces (global warming, hydrological disasters) as analyzed in 

PESTEL Analysis, give tremendous support for porous concrete's prospect in the future. These supports force conventional concrete block 

producers to also produce porous concrete. When rival's offering is identical or weakly differentiated, buyers have less reason to be brand-loyal 

and shoppers will choose based on price, which can result in fierce price competition among sellers  (Thompson, Peteraf, Gamble, & Strickland 

III, 2016).  

The internal condition was examined by several analyses such as STP Analysis, Resource and Capability Analysis, Value Chain Analysis, 

Growing Pains Survey, and Holistic Organizational Effectiveness Survey. As a building material, Tech Prom Lab competes in the construction 

industry and therefore they need to identify the actors. Then, Tech Prom Lab must define its target segment from these actors. Through STP 
Analysis, PoreBlock should position themselves as "building material for sustainable living" and targeted developers and government since 

they are the actor with the most prospective projects in Indonesia. To acquire those segments, the company must first understand their resource 

and capability. Through the VRIO Framework, Tech Prom Lab's core competency is its ability to develop a new product that derives from their 

research background. The next analysis, Value Chain Analysis, examines the company's primary and supporting activities. The primary 
activities of Tech Prom Lab are inbound logistic (establishing and maintaining suppliers, transfer technology, quality assurance), marketing & 

sales (advertising, promotion, channel relations, salesforce), operation (order processing, scheduling, supervision), outbound logistics 

(scheduling, shipping) and service (installations, technical assistance). 

The following analyses: Growing Pains Survey and Holistic Organizational Effectiveness Survey assessed the ongoing management 
system of the company. Tech Prom Lab’s score in the growing pains survey is 30,3. According to the degree of seriousness, the score indicates 

some very significant problems. Two of the most serious problems are “People feel that there are not enough hours in the day” and “People 

have a lack of understanding of where the company is headed.” The presence of the first growing pain suggested that the company lacks or has 

an underdeveloped planning system, lack of formal structure (in which roles and responsibilities are clearly defined), or that individuals do not 
understand how to effectively manage their time. It might also suggest that the company does not have enough of the right resource to support 

current and anticipated future operations or that its operating systems are underdeveloped (Flamholtz & Randle, 2016). On the other hand, the 

primary factor underlying the second growing pain tends to be inadequate strategic planning –either the organization has an inadequate or 

underdeveloped planning process, or plans that are made are not effectively communicated throughout the organization (Flamholtz & Randle, 

2016).  

The Holistic Organizational Effectiveness (HOE) Survey assesses how effective an organization is in doing the things and establishing the 

environment and conditions necessary to achieve the outcomes the organization intends to produce. HOE includes eight key drives of 

organizational effectiveness, Tech Prom Lab’s average rating is 3.77 which means there is a significant opportunity for improvement. Eight out 
of twelve key drivers are in the "3.99 and lower" scale with the lowest score is 2.86 for Business Risk Assessment and Mitigation. The lowest 

key drivers rating, Business Risk Assessment, and Mitigation indicate that Tech Prom Lab has significant opportunities for improvement in 

identifying, assessing, and mitigating a broad range of risks. Enterprise risk management (ERM) is an important component of Holistic 
Organizational Effectiveness for organizations in every sector and industry. Enterprise and localized risk incidents can severely impact sales, 

revenue, costs, safety, health, the environment, the organization's reputation, and much more while catastrophic risk incidents can even cause 

organizations to fail.  
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SWOT Analysis of Tech Prom Lab was generated from the external and internal analyses done in previous segments. After having 

sufficient information about the company’s environment, from external and internal perspectives, the business issue can be answered. The 
business issue is weak strategic planning and implementation and a cause-and-effect diagram revealed that most of the root cause of weak 

strategic planning and implementation is lacked knowledge. This is unsurprising, knowing that all the members are a fresh graduate. Thus to 

answer these root causes, Tech Prom Lab needs guidance to make strategic planning and ensure its performance. 

 

PROPOSED PRACTICES 

The root cause of Tech Prom Lab's business issue is that the management lack knowledge in strategic planning and how to make sure its 

performance. This problem can be solved with understanding organizational development and then followed up by making strategic planning 

and performance management. Organizational development is the process of planning and implementing changes in the overall capabilities of 

an enterprise to increase its operating effectiveness and profitability (Flamholtz & Randle, 2016). It involves thinking about a business 
organization as a whole and planning necessary changes in certain key areas to help it progress successfully from one stage of growth to the 

next. The key areas that require focus include the organization's business foundation are: markets, products & services, resource management, 

operational system, management system, corporate culture.   

 

Strategic Planning 

Strategic planning is one of the major tools by which management can create a shared vision of what a company wants to become. It 

provides a sense of direction for a company and its employees, as well as specific goals to motivate and guide behavior. The process of 

strategic planning involves deciding about the future direction and the capabilities that will be needed to achieve the organization’s goals 

(Flamholtz & Randle, 2016).  

To articulate its future direction and strategy, the management team must address a wide variety of issues related to the company's market, 

competition, environmental trends, and organizational development. Seven generic questions must be addressed by all organization, regardless 

of their size and their industry:   

1. What business are we in?  

2. Tech Prom Lab is a research company in building materials, this understanding must be followed by several 

changes in the primary activity that Tech Prom Lab did: shorten the value chain of Tech Prom Lab, so the company 

can be focused in research and deliver their innovative product to manufacturing company and not focus on serving 

the end-users. 

3. What are our competitive strengths and limitations?  

4. Tech Prom Lab's strength lies in their competence of new product development or another term, in their research 

ability. While their limitations are in their lack of management knowledge especially in the strategic planning 

system. 

5. Do we have or can we develop a true market niche?  

6. The competitive advantage of Tech Prom Lab is their patented research on porous concrete made from waste. If 

Tech Prom Lab can maintain this advantage and even leverage the contents of waste so that PoreBlock can be 

cheaper (to answer the price-sensitive customer) that is going to create a market niche. 

7. What do we want to become in the long term?  

8. Tech Prom Lab aims to be the leading porous concrete producer in Java by the year of 2025. 

9. What is our strategy for competing effectively in our chosen markets and for achieving our long-term mission?  

Tech Prom Lab core strategy, considering the previous environmental analysis, is to innovate porous concrete to 

achieve the lowest possible cost to eventually expanding their operation area. Innovate become the emphasis in this 

strategy, regarding its core competency of research and developing a new product. And the lowest possible cost 

becomes the main goal because of the price-sensitive customer challenge. 

10. What are the critical factors that will make us successful or unsuccessful in achieving our long-term mission?  

Tech Prom Lab’s key result areas: markets, products, resources, operational systems, management systems, 

corporate culture, and financial result 

11. What goals shall we set to improve our competitive effectiveness and organizational capabilities in each of these 

critical success areas?  

Tech Prom Lab’s strategies depicted in Figure 2 with 2 core strategies: research and market expansion; 7 key result areas: 

markets, products, resources, operational systems, management systems, corporate culture, and financial result; 2 kinds of 

activities: primary and supporting activities.   

 

Performance Management System 

A performance management system is a system designed to control some sort of organizational activity. The ultimate objective of 
organizational control is to try to motivate or influence people to achieve organizational goals. One practical tool for implementing a 
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performance management system is to convert it into a scoreboard or scorecard. Three principles enable an organization's scorecard to be 

linked to its strategy: cause-and-effect relationship, performance drivers, linkage to financials –as shown in Figure 3. 

 

Figure 2. Proposed Strategic Planning for Tech Prom Lab 
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Figure 3. Proposed Performance Management System for Tech Prom Lab 

 

 

 

ANALYSIS OF PRACTICES 

To be implemented, the author proposed several steps to assist the company in adopting the author’s suggestion . As signaled by its 
environmental analysis, Tech Prom Lab should do strategic planning and establish its scorecard as soon as possible. Therefore, the author 

suggests starting in the first month of the year. The first thing to do is to clarify the vision and environmental analysis done in this research. The 

main purpose is to create urgency. Without a sense of urgency, the team doesn't see the need and will not be motivated to change (Palmer, 

Dunford, & Buchanan, 2017). Next thing is to introduce Scorecard to the entire company. In this step, it is important to create a coalition that 
can drive a significant change. In the introduction, the goal of using the scorecard must be mentioned adequately so that the entire company can 

understand the ideas and know-how to do it. 

After being introduced and accepted, Tech Prom Lab can start the strategic planning with the entire company. It must be done to increase 

the involvement of employees. The strategic planning then should be translated into a corporate scorecard. The corporate scorecard becomes 
the foundation for the department and individual scorecards that about to be built in the following months. The end of the first quarter becomes 

the milestone of linking everyone's performance to the balanced scorecard. It is then to be reviewed every month and quarters. However, at the 

end of the year, the whole process must be repeated to be the scorecard for next year and will be reviewed at the annual strategy review in 

December. 

 

CONCLUSION 

Tech Prom Lab is a research company that faces organizational changes. It experienced growing pains and need to develop a decent 
organization's management system. To build the system, Tech Prom Lab must start by crafting strategic planning and ensure its performance. 

Strategic planning for Tech Prom Lab is crafted with Organizational Development Framework. 

Throughout the strategic planning process, the author suggests: 

1. Shorten the value chain of Tech Prom Lab, so the company can be focused on research and deliver their innovative product to 

the manufacturing company and not to focus on serving the end-users. 

2. Create a market niche of sustainable building materials that utilize waste. 

3. Tech Prom Lab aims to be the leading porous concrete producer in Java by the year of 2025. 

4. Tech Prom Lab’s core strategy to, “Leverage research process and transfer technology mechanisms to provide obvious cost 

advantages to our customers through business partnerships.” 

5. Tech Prom Lab's key result areas: markets, products, resources, operational systems, management systems, corporate culture, 

and financial results. 
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Tech Prom Lab's strategy can be monitored through a performance management system. The performance management system combined 

scorecard developed by Organizational Development Framework and The Balanced Scorecard. It is built upon three principles: cause-and-

effect relationships, performance drivers, and linkage to financial.  
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Abstract  

[Strategic sourcing for chemicals in the oilfield services industry often treated as a single category in the decision-making process, while 

suppliers with complete chemicals portfolio for oilfield services are limited. This creates an inflexible situation, which often resulted in single 

sourcing for a chemical supply and therefore decreasing buyer power positioning. This project aimed to establish the decision-making process 

for strategic sourcing of chemicals supply, on which the idea is to analyze the effectiveness of dividing chemical into multiple sub-categories 

and then utilizing Sourcing Portfolio Analysis to suggest the sourcing strategy. The methodology used in this case is using sourcing portfolio 
analysis through internal and external factors. Sourcing portfolio analysis is a method that combining criticality analysis, power positioning 

analysis, and dynamic leverage analysis to help the decision-making process. The internal data used are from company historical spends, and 

stakeholder interviews. While external data used from supplier interviews. The case study found that if the chemicals were broken down into 

multiple sub-categories, it would have different positions in the sourcing portfolio analysis compared if the chemicals treated as a single 
category. The reality with multiple suppliers also creates multiple options for the same chemical sub-category. Thus, it will recommend a 

significantly different approach to each sub-category strategic sourcing. 

 
Keywords: Decision Making, Oilfield Chemicals, Procurement, Sourcing Portfolio Analysis, Strategic Sourcing,  

 

BACKGROUND 

Oil and Gas industry, especially in upstream have faced many challenges in the past, one the main issue is its dependency on the global oil 

price. Thus, making the industry supply chain suffers, companies that rely only on the growth of the oil and gas industry are affected by this 

current situation and start to reduce their expense to survive in the volatile environment. This project was implemented in the Indonesia 
regional procurement department of one of the largest oilfield services companies in the world. Procurement and sourcing in this type of 

company depend more on the needs of work in upstream oil and gas, it is anything but simple due to heavy reliance on third parties for the 

delivery of complex service and heavily reliant on local content for its sourcing process. The list of products and services procured is very 

much different on each project, depends on the needs of the customer and some internal procurement might be applied to simplify the process. 
Chemicals have always been the company’s top spending in recent years, due to the high demand for cementing work. Chemicals, in this case, 

vary from cement, acid, to other specialty chemicals that only used by oilfield Service Companies. 

The supply of chemicals for the company is highly dependent on a single supplier, accounting for 82% of total yearly spend related to 

chemicals. JMU (Supplier Initial) has been company suppliers for the last 15-20 years, therefore it has a close relationship with the operations 
team that uses their product all the time, and they feel the company is highly dependent on them for their business. The condition of relying on 

a single supplier creates high supplier dependency and the supplier knows it well, thus resulting in a difficult situation on which supplier is not 

easily obliged to company demand. Most of the multi-sourcing solution failed in the past due to end-user preferences and difficult onboarding 

process to become the company approved chemical suppliers. 

 

ISSUE EXPLORATION 

[Combining multiple factors from the data available both internally and based on external factors, it seems that the sourcing problem with 

PT. Best Heart is that relying on a single source for spending more than 40% of the total yearly spend. It has both operational and commercial 

risk, and create high supplier dependency. Supplier alternative needs to be prepared without sacrificing quality and even have higher 

commercial benefit internally. 

 

 
 
* Corresponding Author: abdurahman.alatas@sbm-itb.ac.id 
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Figure 4. Problem Tree Analysis - Chemicals Sourcing 

There are two subproblems caused by sourcing from a single supplier, both are operational and commercial issues. Most of the time both 

factors are the cause of each other’s, for example during a sudden issue with quality affected the site job and causing commercial penalty from 
customers that affect our total profit margin. Since there is no contract in place, the supplier cannot be held responsible for it and the company 

is having almost no bargaining power due to this dependency. There is also another case in 2019, where suddenly the supplier increases the 

price by 20% after tender won, with the reason that there is a shortage of local production. The company does not have an alternative due to 
tender already won and preparation time is less than 2 months to mobilize all chemical to location. In the end, procurement able to negotiate 

further 5%, but still the impact of a 15% price increase, in the end, reducing Best Heart profit margin for that project. Interestingly, the price of 

that chemical is reduced again after the project ended. Those things can be avoided if there is healthy competition within multiple suppliers, 

and contract in place for both parties to follow. Dependency has a negative influence on the performance of both supplier and buyer. 
Reciprocity and self-interest encourage suppliers to give benefits to buyers that are attractive to the buyer. To strengthen this exchange, there 

must be mutual advantages for both parties. The relationship will only last as long as each party benefits from it. In the case of a demand that 

does not make economic sense, the weaker party will end the relationship (Lusch & Brown, 1996). 

Another issue with chemicals supply is that as explained before, the company most likely only able to use a registered vendor, and based 
on that only JMU have the complete portfolio as see on Table.1 below, whenever tender for chemicals is conducted, none of the participant 

able to compete with JMU due to lack of portfolio of chemicals on their company. 

Table 2. Available suppliers’ chemical portfolio 

  Chemical portfolio Company 

Size Category 
No. Suppliers Commodity Cement Specialty 

1 JMU (Incumbent) √ √ √ Large 

2 LAN √  √ Medium 

3 IME √ √  Large 

4 UNI √  √ Large 

5 BAK   √ Medium 

 Spend % 45% 40% 15%  

 

EXISTING OR PROPOSED PRACTICES 

The proposed implementation for this case is by implementing sourcing portfolio analysis (Cox, 2014). This method is done by combining 

power analysis, criticality analysis, and dynamic leverage analysis, to get a strategic sourcing approach recommendation for a specific 

commodity, in this case: chemicals. Additional information from supplier perceptions is also used to see the potential to increase power 

positioning later on from the internal of the company itself. By implementing sourcing portfolio analysis, the company might be able to see 

from a different point of view to treat chemicals supply, and therefore implementing alternative sourcing scenarios based on the results. 
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Figure 5. Sourcing Portfolio Analysis framework 

Sourcing portfolio analysis will try to treat chemicals supply as different sub-categories, the idea is to see if multiple sub-categories create 
more opportunities to engage suppliers, rather than if treating chemicals as a single category of supply. The category itself is simplified into 

three sub-categories. Later on, the sub-category is combined with the supplier portfolio to see the potential supplier for each sub-category. As 

seen in the table.1, the subcategory used are commodity chemicals, cement, and specialty chemicals. By analyzing the power analysis from 5 

available suppliers, and see the criticality analysis of 3 sub-categories, the result of the current situation is as seen in figure 3 below. 

 

Figure 6. Static power positioning of the supplier (left) and criticality analysis of the commodity (right) 

After knowing the power and criticality positioning, both are combined into the sourcing portfolio analysis matrix, with the idea to see the 

future dynamic leverage analysis to be targeted. By looking at the future sourcing portfolio analysis, the company might be able to implement a 

different strategy for each sub-category, also specific to each supplier depends on what position the company wants the supplier to be. The 

main idea is of course to reduce dependency and to maximize cost savings from the strategic sourcing approach implemented in the process. 
Each sub-category is analyzed in their own sourcing portfolio analysis future positioning, and the result of the strategic sourcing approach is to 

be done immediately to solve the issue with single sourcing and a high dependency situation. 

Strategy for cement sourcing, based on future sourcing portfolio analysis seen in Figure 4 below is to move both IME and JMU to Alliance 

position by increasing company positions as a customer and involving contractual agreement with both suppliers. It is very hard to exclude 

either one of the suppliers due to some projects required a specific brand of cement used. Therefore, each party needs to be approached closely 

and maintained at the same level. 50-50 approach for volume is recommended for the cement sourcing due to this condition 
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Figure 7. Future Sourcing portfolio analysis for cement (left) and specialty chemicals (right) 

. As for the specialty chemicals, the strategy recommended based on the sourcing portfolio analysis, it seems that the most reasonable 

option is to develop new suppliers (LAN, BAK, and UNI). Thus, creating competition with JMU the incumbent. The supplier development 
might take a while to process, and a relationship with JMU needs to be maintained through a proper contractual agreement. As for the other 

suppliers, the assessment process should start immediately and the commitment of suppliers required before entering the commercial process. 

Lastly, the recommended approach for commodity chemicals, based on future sourcing portfolio analysis seen in Figure 5, the approach 

for commodity chemicals might require a closed tender process and emphasizing requirement not only for pricing but also for the ability to 
maintain buffer stock and implement consignment. Commodity chemicals are critical for operation, but in terms of an exit strategy, it is much 

safer than specialty chemicals that take longer to approve. Multi sourcing is recommended to minimize the risk of failure to supply from a 

single supplier.  As for the strategic sourcing options of commodity chemicals, the realistic steps are to take partial collaboration with suppliers, 

by conducting Partial Supplier Development + Supply Chain Sourcing. This strategy is feasible due to the characteristic of commodity 

chemicals, which have more supplier available in the market, and as the supplier act mostly as a distributor. 

 

Figure 8. Future Sourcing Portfolio Analysis for Commodity Chemicals 

 

ANALYSIS OF PRACTICES 

Challenges exist in the procurement process, especially with the idea to replace existing suppliers, which already supplied to the company 

for more than 10-15 years. First, the implementation must get full support from regional procurement and sourcing, and then the resistance 

from operations must be limited to the only issue with quality and delivery. The cost issue shall be completed first through a proper tender 

process. Another issue is with the time, quality of products needs to be trial and tested before being used, there will be the possible issue of 
product quality consistency, therefore the company might develop supplier with the knowledge available and make the supplier up to the 

company standard. This could take time to implement and the risk of information goes to incumbent might affect relationships during the 

transition period. Lastly the delivery issue might need to be mitigated, the availability of multiple suppliers might reduce issues with delivery, 

but the supply chain development between multiple parties must be set up beforehand to avoid issues in the future. Supplier relationship 
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management must be heavily emphasized during the transition and starting period of new suppliers of chemicals. The recommendation for 

implementation and strategic sourcing approach is advised to be reviewed whether after the first contract period ended, or even during the 
contract if there are any critical issues with the chosen supplier. Thus, the clause for early exit shall be included in the contract, especially if the 

winner is not incumbent 

 

CONCLUSION 

The strategic sourcing analysis of chemicals based on the Purchasing portfolio analysis and its recommendation of sourcing strategy shows 

that chemical is in the Strategic quadrant, on which the best solution is to maintain long terms agreement and close relationship with the 

supplier.  However, after separating the chemicals into multiple categories, and try to analyze each chemical using sourcing portfolio analysis, 
it is found that each category has different segmentation and resulted in different recommended approaches on the strategic sourcing process. 

The strategy has the opportunity to increase the value of chemical sourcing to the stakeholder and minimize the risk of dealing with a single 

supplier. The category of each chemical (Cement, Specialty Chemicals, & Commodity Chemicals) has a different position in the sourcing 

portfolio analysis, if the power positioning and criticality analysis taken into account. The reality with multiple suppliers also creates multiple 
options for the same chemicals, especially those with the potential to furthermore increase power positioning of the company as suppliers, at 

the end the target is to get the best value of product possible from the market without sacrificing neither quality nor delivery. 
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Abstract  

The advancement of the internet makes social media a popular way to communicate. It changes the way people communicate with others. 

Instagram as one of the popular platforms is used by fashion brands to sell their products, one of which is Dhys Daily. When using Instagram, 
the brand needs to recognize and define the target market to identify the strategy. Instagram can also help the brand to build the brand image. 

To grab the market, Dhys Daily wants to identify the content on Instagram that is suitable to the brand and the target market. As such, Dhys 

Daily wants to analyze the customer preferences about the most attractive and important criteria of Instagram content to generate the brand 

image and engage customers. The data collection in this research is by using a quantitative method to conduct the Analytical Hierarchy Process 
(AHP) as the main instrument to define the most attractive and important criteria of Instagram content for Dhys Daily. There are five main 

criteria in the Analytical Hierarchy Process (AHP) model which consist of Type of Content, Location, Composition, Model, and Product 

Information. Each of criteria has its sub-criteria. The result of the Pairwise Comparison Questionnaire is calculated and analyzed by using 

ExpertChoice. The result of Analytical Hierarchy Process analysis will be used as guidance to formulate the strategy of Instagram content for 
Dhys Daily to build branding and engage customers on Instagram. To support the methodology, the research also analyses the internal and 

external environment to strengthen the AHP result itself. 
 
Keywords: Analytical Hierarchy Process, Branding, Customer Preferences, Engaging Customer, Instagram 

 

INTRODUCTION  
The fashion industry in Indonesia is taking a significant growth as stated by Kemendag (2009). The fashion industry now has become one 

of the biggest parts of Indonesia’s creative sector. It is noted that there are around 2.5 million companies, which are separated into 1.3 million 
in fashion, 900.000 in the craft industry, about 200.000 in graphic design, and the rest of around 25.000 in other areas. Fashion is one of the 

industries that always show the significant performance in every century. Fashion itself exists in everyone. People look up to their identity, they 

want to show about themselves, their characters, their taste, their preference, also their interest in many ways, one of which is through fashion. 

Fashion is like an art, people love to express themselves. Fashion itself includes the dressing or adornment which is popular during a particular 

time and particular place. Fashion also comes as a reflection of the people and it may reflect the social and economic status. 

According to Tempo (2019), the growth of the textile and apparel sector hit the highest number at 18.98%. The number is reported in the 

first quarter of 2019. If compared to last year report on the same quarter, the number rose significantly wherein the Q1 2018 it was recorded at 

7.46%. Fashion has become one of the most interesting businesses to get in then. By realizing the business trend and the market response, 

fashion becomes one of the interesting industries. Besides, the fashion industry is quite open for another opportunity to enter. 

Dhys Daily is a clothing brand for women's daily wear. It specializes in delivering products as comfy daily wear with expressive color, 

pattern, and simply unique cutting. Dhys Daily was founded in January 2018 and began with the good intentions of providing comfortable 

clothes for daily activities, using the right material fabric that is suitable for the tropical weather. Also, Dhys Daily is using Instagram as a tool 

to get connected to the market. Instagram, as a social media, provide the visual content with the features that are quite suitable for the fashion 

industry. Fashion is something that people want to see evidence, and Instagram features could help visualize the product, model, color, etc. 

through photo or video. 

Knowing that social media marketing is quite effective to grab the target market, a new fashion brand that uses Instagram as the main 
platform to sell the product needs to find the right digital marketing strategy. The strategy is built after analyzing the current condition of social 

media improvement and customer preferences. The existing and new fashion industries are going to use Instagram as one of their channels or 

even the main channel to win the market. It is because Instagram is one of the most powerful platforms out there. Applying the right digital 

marketing strategy has also become a challenge since the market war is happening on Instagram. Therefore, the brand should define the market 
and the strategy. Through digital media, consumers can access information any time and any place where they want and consumers do not just 
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rely on what the company says about their brand but also what the media, friends, associations, peers, etc., are saying as well. Digital marketing 

is a broad term that refers to various promotional techniques deployed to reach customers via digital technologies. 

 

The issue as an objective of this research is to analyze the content of Instagram marketing strategy based on customer preferences. This 

research is to find the most important and consideration about the criteria for Instagram content to attract the target market, to create the brand 

image, to build the right brand positioning, and to get the customer engagement that could generate the sales and revenue for the brand. 

 

ISSUE EXPLORATION  

This research begins with defining the problem to find out the solution to the issue. This research will use the AHP Approaches to gather 

the data from the AHP questionnaire from the target market as respondent. The development and design of AHP starts from defining the 

criteria and sub-criteria by literature study and competitor content analysis. Those criteria will be formulated into relevant research methods 

and research questions. The data collection in this research is to combine the internal-external framework and AHP analysis, and also to 
formulate the solution for the issue. To define the AHP model, the researcher is approaching the data from a literature study about the 

consideration factors in Instagram to attract the market, and by categorizing the top 10 posts competitor content analysis. 

To recognize the internal and external evaluation to complete the Analytical Hierarchy Process approach, this research includes internal 

analysis as existing STP analysis, defines Beach Head and Customer Persona, and also defines the Strengths and Weaknesses as part of SWOT 
to analyze the internal environment of Dhys Daily. As for external analysis, this research is going to use several tools. Those tools are 

Competitor Analysis and Matrix, and also by identifying Opportunities and Threats as part of SWOT to describe the business environment 

external. As quantitative method research, this research needs to know the customer preferences about the criteria of Instagram content. The 

pairwise comparison questionnaire is used to gather the data from the target customer to know about their preferences, what is the most 
attractive and important for them. The result of the questionnaire consists of the attractive criteria on Instagram from the target market to 

branding and engaging the customer.  

To define the Analytical Hierarchy Process Model, this research will compare the three competitors which are also daily wear fashion 

brands on Instagram, and continue with a literature study. The three brands that will be chosen in this research act as the benchmark by 

knowing their engagement and to analyze the criteria of their Instagram content marketing. 

 

Figure 1. Analytical Hierarchy Process Model 

 

EXISTING OR PROPOSED PRACTICES 

 

Figure 2. Analytical Hierarchy Process for Main Criteria 
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Those five things act as the main criteria of the AHP tree model in this research which are Type of Content, Location, Composition, 

Model, and Product Information. On the first rank, the result from the pairwise comparison questionnaire shows that the respondent as 

decision-maker chose the Product Information, with a weight of 29,6% as the most important criteria. It is followed by Model (25,9%) on the 

second rank, then Location (17,3%), Composition (14,8%), and Type of Content (12,4%) at the last rank. The topmost criteria for consideration 

by customer preferences means that the market put high attention to the information of the product itself. Therefore, Dhys Daily as a newcomer 

daily wear fashion should be aware of it. The informational content can help to strengthen the brand image and increase the engagement rate on 

Instagram since this factor is the most important by the target market.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 3. Analytical Hierarchy Process for Sub-Criteria 

 

After analyzing the result of the pairwise comparison questionnaire. The result states the most important criteria that customers must 

consider. Each of the criteria was chosen by the customers and may become the guideline to attract them in Instagram activities since the brand 

considers their preferences. 

Instagram Content Strategy - Proposed 

These are the suggestion strategy based on criteria for Instagram content marketing for Dhys Daily based on customer preferences: 

1. Product Information 

Brand should able to design the storyboard where the market can accept the information easily and effectively while visualizing the 

product information in Instagram feeds. Each content should have a relationship and is connected in line to the campaign and the brand image 

between Instagram Feeds and deliver the information through Instagram Stories. 

2. Combination Photo and Video 

The target customer of Dhys Daily prefers to consume the combination type on content which includes Photo and Video in one post. It 

means showing one Instagram post consisting of two content which can be swiped to see another photo or video and create the connected 

content between photo and video. 

3. Location set at Indoor Café or Restaurant 

The Indoor set is the most attractive of the customer preferences. The customers state that they prefer to consume Photo or Video content 

of Dhys Daily on Instagram in a set of Café or Restaurant. Café or Restaurant has become one of the most favorite locations that Instagram 

users looking for. As café or restaurant with garden concept is suitable for Dhys Daily, it could bring the daily freshness and connectedness 

with the value of the product as comfortable daily wear. 

4. Product Worn on Body 

The capability of the brand to attract the customer to be more involved in the brand will generate the communication between them. It 

could also boost the engagement where the customer is willing to get involved in the brand. It is important to consider how the brand is 

perceived by customers on Instagram. The product worn on a model could represent the value of the product. Also, considering the angle that 
could visualize the product properly is important. The product could also be combined with other fashion accessories such as shoes, bags, and 

jewelry. The more fashionable product in Photo or Video could attract the customer more to be involved and generate the purchase intention. 

5. Good Looking Person as Model 

Based on the result, the target customer of Dhys Daily prefers to choose the model with good looking appearance than celebrity or 
influencer. It is indicated that the market prefers the usual, natural yet attractive content by ordinary people than from the celebrity or influencer 

on Instagram. The #ootd concept as known as Outfit of The Day, is also popular with Instagram users. Everyone, including celebrity or even 

non-celebrity, loves to share their #ootd photo, for references that good looking person as a model could also attract the attention of the 

customer. 

6. Product Information on Caption using Bahasa 

Based on the result of the pairwise comparison questionnaire, the respondent prefers the caption that uses Bahasa. Therefore, the brand 

should be able to recognize the attractive story to deliver the value and message in the caption by using Bahasa and also for writing detailed 

product information in the caption. The more detailed information can deliver the knowledge to build the brand image and grab the market 

attention and generate engagement between brand and customer. 

 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 892  

The suggestion for Dhys Daily is to use Bahasa Indonesia properly in the caption to inform the detailed product to the target market. The 

product information may consist of detail size, color, fabric material, price, and other important information that may generate more 

involvement in the brand activities. 

Mood Board Preparation – Strategy Proposed 

Mood board acts as guidance to execute the concept of content with every detail of the content having a connection in delivering the 

knowledge. Mood boards may also become an inspiration board that may come from general or even usual ideas and randomly, as guidance 
and then to be more specific for the next activities. It could also help the development of the product to be in line and stay connected to each 

area. Mood boards may consist of an image, tone color, composition, text, etc. It could be guidance for the next theme of color. Dhys Daily can 

use this color tone reference as the guide to the concept of content, which includes the Instagram Feed, Stories, Photoshoot session, the 

composition, image, and text decision, etc. Another idea can pop up freely and even more easily after recognizing the mood board first. As for 
the suggestion like image concept, composition, and color tone, they may become the next strategy to apply for Dhys Daily while also 

considering the six things of the criteria which are already chosen by the target market in this research. 

 

ANALYSIS OF PRACTICES  

To implement the proposed strategy to achieve the objectives of this research, the brand must be able to continue to read the direction of 

the market from time to time. It is because the results of the research in this study can of course change accordingly to the development of 

modes and target markets. Therefore, there is no definite formula for how long this strategy can meet the target market's expectations, so the 

brand must be able to continue reading and analyzing it. The trends will continue to change especially because the fashion industry is dynamic. 

One of the challenges in a market is the change that is inevitable and requires business people to be prepared. Furthermore, online-based 

business has become more demanding. Now, online business is one of the strong factors in the success of a business, especially for the fashion 

industry. Thus, the results of the research and strategy submission cannot be generally applied to other fashion businesses. 

 

CONCLUSION  

Dhys Daily is a new daily fashion wear industry, where the fashion industry itself rises year by year. The brand was facing a quite thick 
competition. As such, the brand uses Instagram as its main channel to grab the market. The issue for this is that Dhys Daily as a new brand 

needs to build the brand image, get the positioning, and also engage by using Instagram. The brand needs to consider how to find the right 

concept on Instagram and build the brand image to get engagement with the target market. While the brand image can also increase 

engagement, the target market that is involved in the brand could also generate purchase intention. The brand wants to be perceived by the 

customers as a comfortable daily wear by its expressive color pattern, and unique cutting and delivers its value to the market through Instagram 

as the platform that provides photo and video as its main feature. Then, Dhys Daily needs to find out how and what kind of strategy to apply 

that can attract the market, spread the brand knowledge, build awareness, state the brand image, and engage the customer to get them more 
involved in the brand. The result of this research will be used to design the Instagram content strategy and guidance to produce the content. 

Meanwhile, the detail of the content is going to approach the target market to get involved in the brand activities and also strengthen the 

branding of the brand itself. 
 

On the other hand, for the sake of business sustainability in a more developed direction, the brand must be able to continue to explore 

related matters. This research only involves Instagram as a main tool while in the future it does not rule out the possibility of many other 
platforms that can trigger the growth of this business as the fashion brand industry must be more sensitive to changes and developments at all 

times. 
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Abstract  

One of the analyzed root-causes of PT Krakatau Steel (Persero) Tbk (PTKS)'s less-lucrative performance leads to the necessity of strategic 

decision-making on investment activity. For achieving the breakthrough in investment strategy, the selection of the investment portfolio should 

be evaluated comprehensively to make the prioritization before entering the execution phase. In solving the problem, the Multi-Criteria 
Decision-Making (MCDM) needs to be applied in investment portfolio prioritization. Analytic Hierarchy Process (AHP) approach is chosen in 

the problem solving of investment portfolio prioritization by observing that AHP has the most benefit in comparison to other MCDM methods. 

The AHP is executed by applying the pairwise comparison to assign the weight to 14 selected sub-criteria as the elaboration from the main 

criteria. The process is further continued by quantifying the parameter of the alternatives according to each respective rating range. The final 
step is to calculate the priority index by multiplying each sub-criteria weight with each rating for each alternative. By observing the result of the 

calculation for three alternatives (Molten Iron Project, Black Steel Project and White Steel Project) as well as comparing the figures of the 

weights and ratings, it is recommended to PTKS to take White Steel Project as the priority for execution, followed by Black Steel Project and 

Molten Iron Project. This decision is purposed for boosting its sales, collecting more profits due to the accumulated margin brought by 
additional revenue stream, and get quick payback from the project due to the shorter project duration. 

 
Keywords: AHP, investment, MCDM, portfolio, prioritization  

 

INTRODUCTION 

PT. Krakatau Steel (Persero) Tbk (PTKS) is the largest Indonesian integrated steel producer. PTKS faced less-lucrative financial 

performance for the seven consecutive years (PTKS, 2013 – 2019). The root-causes analysis of this situation leads to the necessity of strategic 

decision-making on investment activity. PTKS requires a breakthrough in investment strategy to create a quick-win action to support the 

turnaround process of PTKS. By observing PTKS's strategic objective, it is highly essential to comprehensively evaluate each of the investment 

portfolio proposals and prioritize them to maintain the top-down alignment of the corporate policy development. If the investment decision is 

wrong, it will lead to the possibility of loss occurred by failing to create the value in the targeted schedule. Moreover, the financial and human 

resources may be drained into the not-so-important projects, and PTKS may lose the grasp of achieving the profitability by other more critical 

projects. Therefore, it is essential to make a priority of the investment portfolio before proceeding them to the tender and execution phase. 

Currently, the method of prioritizing the investment portfolio is Borda Count, which applies an average of the partial voting of selected 

experts (Emerson, 2013). This method has weaknesses in lacking depth of evaluation and weight of criteria since all of the parameters are 

equally treated. Therefore, by using the existing process, the cost consideration, which is supposed to be the core evaluation aspect, will seem at 

an equal level with, for example, human capital readiness for executing the project. On the other hand, there are several decision-making 
methods could be applied in determining the prioritization of the investment portfolio. One of the methods that could be applied to capture such 

a prioritization figure is by applying MCDM Technique, particularly AHP (Saaty, 1980), since it provides not only a more practical and user-

friendly approach but also accountable results as the basis for the Management Team to take the investment decision. By embedding the 

analytical perspective into the hierarchical structure of the investment portfolio criteria, it is expected that the more objective and accountable 

result of the investment decision will be achieved. 

The objectives of the research are to explore the requirements which should be considered on prioritizing the investment portfolio in 

PTKS, determine the degree of urgency of each criterion on prioritizing the investment portfolio in PTKS, and develop and exercise the AHP-

based multi-criteria decision support system following the requirements of investment portfolio prioritization in PTKS. The background of the 
case and the issue faced by the company are described in this section. The next section provides a description of how the problem has been 

explored, including the methods used to examine the issue and the potential root cause. The Business Solution gives the analysis of solutions to 

be implemented. Finally, the case is wrapped up by the conclusion, recommendation, and implementation plan. 
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BUSINESS ISSUE EXPLORATION 

The external and internal environmental analysis of PTKS is further summarized in the root-cause analysis by applying Ishikawa's (1976) 
Fishbone Diagram into five significant aspects; those are Man, Machine, Material, Method, and Environment (4M1E). From each major aspect, 

several problem root-causes of the continuous declining performance of PTKS are obtained, those are: Previous Ministry of SoE's policy of 

minus growth, Aging technology, Most of the raw material are not available in Indonesia, Flooding of imported products, No specific method 

to prioritize the investment portfolio, Tight Capex allocation policy, and Declining of global economic growth. By observing the root-causes 
above, it can be concluded that investment activity is one of the sectors to be highlighted because it has strong linkage to all of the root-causes. 

In order to boost company performance, PTKS needs to make a correct investment action to overcome the aging technology, raw material 

availability, and flooding of imported products and also to face the decline of global economic growth. This strategy of the investment activity 

should be adequately considered since PTKS has a tight Capex allocation policy and human capital quantity.  

By observing the external and internal environment analysis, as well as the general outlook of the steel industry and PTKS, it could be 

derived that PTKS requires a breakthrough in investment strategy to create a one-shot quick-win action to support the turnaround process of 

PTKS. This breakthrough investment strategy is necessary to be implemented because PTKS has suffered a lot of cumulative financial losses 

since the last seven years, which left PTKS with not much capital to be spent. Therefore, capital investment should be made carefully to ensure 
a quick return for leveraging PTKS performance. For achieving a breakthrough in investment strategy, the selection of the investment portfolio 

should be comprehensively evaluated to make the prioritization before entering the execution phase. By creating the investment portfolio 

prioritization method, the company budget will be better-allocated, and the value creation will be more optimum. 

The main objective of the linkage between organizational strategy and portfolio management is to build an executable and balanced plan 
which will support the organization on goal achievement (PMI, 2013). The benefit of the portfolio plan to the strategy is obtained by 

measurement of component contribution, strategic risk management, allocation of human and financial resources, and the maintenance of 

portfolio alignment. When the consideration comes to how the organization takes the decision on which project should be executed, a solid 

requirement to have an objective, clear, and quantitative-based criteria is noticed (Haas and Meixner, 2005). In fact, Saaty (2009) explained that 
the nature of the decision making itself is a mental and cognitive process that is derived from the possible, sufficient solution according to 

intangible and tangible criteria arbitrarily selected by the decision-maker. One of the main challenges faced by the organization these days lies 

in their ability to select the most consistent and appropriate alternatives by maintaining the strategic alignment as well. By considering the 

situations and environment, Triantaphyllou (2002) deduced that finding the right decision might be one of the most challenging parts of science 
and technology.  In the case of either multiple policies, goals are at stake or the presence of incomplete information, it is considered by Beinat 

and Nijkamp (1998) more appropriate to use compromising rather than optimizing principle. 

 

BUSINESS SOLUTION 

AHP approach is chosen in the problem solving of investment portfolio prioritization. AHP is widely applied in the various aspects of 
decision-making. The strength of the AHP is that problems can be analyzed very similarly to the usual way of human thinking (Dyer and 

Forman, 1991, 75) by decomposing problems into smaller parts and analytically solve them within the hierarchical system. The field 

application of AHP is very wide, some of which are oil and gas (Agung, 2016), alternative energy (Teber and Karakas, 2019), land 

management (Beinat and Nijkamp, 1998), automotive (Haas and Meixner, 2005), and portfolio management (Han et al, 2004; Le and Nguyen, 
2002; Marcelo et al, 2016; Modica et al, 2010; Purnus and Bodea, 2004; and Vargas, 2010). The proposed solution of investment portfolio 

prioritization is formulated based on the AHP framework consisted of three phases. The first phase is Model Development, comprises of 

Alternatives to be Prioritized, Comparison of Prioritization Criteria, Alignment of criteria with Strategic Objective, Defining the Prioritization 

Model, Defining the Experts for Weighting the Model, and Defining the quantitative rating range. The second phase is Model Implementation 

comprises of Applying Pairwise Comparison to the Criteria, Calculating the priority index using eigenvalue and eigenvector parameter figure, 

and Assessing the Parameters of Alternatives to the Model by multiplying the priority index with the quantitative parameter figure. The last 

phase is Model Outcome comprises of Consolidating the results of the calculation in terms of priority index for each alternative and 

Recommending the priority of the investment portfolio by selecting the alternative with the highest priority index. 

The criteria are selected for the most appropriate ones. After comparison has been made, and strategic objectives have been considered, 

the selected prioritization model is defined in Figure 1. There are three alternatives tested as the prioritization objects for this AHP approach. 

The first alternative is Molten Iron Project (PTKS, 2008), which is the construction of the new upstream facility to balance the production 

capacity supply chain of PTKS and reduce the operational cost by applying alternatives low-cost production technology. The second alternative 
is Black Steel Project (PTKS, 2013), which is the construction of the additional downstream facility to increase the production capacity of 

HRC/S. It is a rolling mill that processes steel slabs into hot-rolled coils. The last alternative is White Steel Project (PTKS, 2018), which is the 

construction of the additional downstream facility to increase the production capacity of CRC/S. The experts are chosen based on their 

expertise, coherency with research field, and duration of experience. The experts consist of senior middle management, middle management, 
junior management, and technician, all of those have numerous mileages in investment portfolio management, starting from initiating, 

planning, preparing, tendering, supervising, until the closing phase. By combining all of the related stakeholders as the experts in the field of 

research, it is expected that the result of the survey will be more comprehensive and eliminating most of the possible biases in the decision-

making process. 
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Figure 1. The Selected Investment Portfolio Model and Result of Weight Calculation 

 

One of the essential steps in AHP is conducting the pairwise comparison. It is basically a simple comparative process between a pair of 

two entities to judge which entity is preferable to the other. The scale for pairwise comparison in AHP varies from one-ninth to nine, where 

nine represents one criterion is extremely important than the other compared criterion. The number of respondents in the process of pairwise 
comparison does not follow the minimum sample size in statistic theory since the pairwise comparison only targets the professional experts, 

which is expected to give a very minimum error in data collection. The data aggregation from the survey result is calculated by using the 

geometric mean, which is the n-th root of the product of n numbers of data. After obtaining the matrix model of the pairwise comparison, the 
next steps are applying simple matrix algebra to calculate the weight in the form of eigenvalue and eigenvector. The calculated matrix consisted 

of normalized summation is called eigenvector, which is the weight of the criteria. For the sub-criteria, the process is typical. The final weight 

or the global weight will be obtained by multiplying the criteria weight with its respective sub-criteria weight. To validate whether the result of 

the pairwise comparison is consistent and contains minimum contradictory results, the concept of consistency ratio (Saaty, 1980) should be 

applied. 

 In the process partially independent of the weighting of the criteria, the quantitative rating should be applied to the parameters of 

alternatives. This process is purposed to convert qualitative aspects of the parameter into the quantitative ones so that the calculations of 

prioritization could be applied. The tradeoff has to be made by the test object forming of the results of the item at a higher satisfaction level for 
him, and verbal expression is connected to the numerical value. Developing a useful scale depicting how a person sees two alternatives, and 

how these views influence each other is the task. Saaty (1980) further realized that to obtain a manageable comparison for the survey objects, 

the problem should be both structured and broken down into smaller components. The implementation of the rating scale emphasizes different 

levels the survey target can select the best-fit, among others. The better analysis made to the broken-down problem leads to better results 

obtained by the AHP approach, meaning that the big picture of the goal should consider all possible affecting factors and decompose them into 

the unit element (Saaty, 1980). After the global weight is calculated and the quantitative rating is obtained, the next step, which is the final one, 

is to obtain the ranking of the alternatives in the form of prioritization index by multiplying the combined for each sub-criterion with its 

respective quantitative rating, then aggregate it. The degree of urgency of each criterion on prioritizing the investment portfolio in PTKS, which 

is calculated based on observation, is as shown in Figure 1. 

 

CONCLUSION, RECOMMENDATION, AND IMPLEMENTATION PLAN  

By observing the result of the analysis, several conclusions could be derived. The first conclusion is that there are some criteria which 
should be considered on prioritizing the investment portfolio in PTKS, those are: (1) Strategy and Governance consist of Strategic Alignment & 

Urgency, Internal Process Improvements, HSE, Legal, and Compliance, and Technological Sufficiency, (2) Marketing and Sales consists, of 

Market Capability Improvements, Product and Quality Leadership, and Corporate Reputation. (3) Project Management consists of Project-

attributed Risk, Duration of Execution, Organizational Readiness, and (4) Financial Feasibility consists of Investment Amount: Capex, 
Investment Profitability/NPV, Investment Returns/IRR, Investment Periods/PBP. The second conclusion is that the Market Capability 

Improvements are the most preferred criteria to prioritize the investment portfolio, followed by IRR. On the other hand, the HSE, Legal, and 

Compliance are the least preferred criteria in considering the prioritization, followed by Technological Sufficiency. The last conclusion is that 

the development of the AHP-based decision support system accordance to the criteria of investment portfolio prioritization in PTKS is made by 
applying the pairwise comparison and quantitative rating combined with the matrix algebra. In the example of prioritizing several investment 

portfolios as the alternatives, the result is as follows: The White Steel Project is the 1st priority with the index of 37.40%, The Black Steel 

Project is the 2nd priority with the index of 37.16%, and The Molten Iron Project is the 3rd priority with the index of 25.44%. 

 By observing how dynamic the problem-solving of investment portfolio is, several recommendations could be proposed for further 
possible development: (1) The pairwise comparison survey may be extended into company-wide survey to involve more experts in the broader 

aspect of working units to obtain higher precision of the weight model, (2) More possible criteria and sub-criteria of investment portfolio 

prioritization may be applied to cover broader scope and type of the project, including local, small-scale and short-term projects, (3) 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 896  

Exploration of more possible rating methods to achieve more comprehensive analysis, e.g. pure scoring without normalized rating and rigorous 

pairwise comparison on each alternative parameter, etc, (4) Application of other MCDM methods on investment portfolio prioritization to test 

the consistency of result and the comparison of practicability between AHP and other methods, e.g. Borda Count, and SMART, and (5) 

Implementation of AHP in other aspects than investment prioritization, e.g. efficient vendor selection, competitive business strategy, profitable 

market targeting, and optimum production planning.  

In implementing the business solution applied in this research to the company-wide scale to generate the real impact as the leverage to the 

company, the plan proposed with the following activity sequence: The first is enlisting alternatives of the investment portfolio to be prioritized. 

The second is identifying the common parameters among all of the initiatives. The third is conducting a company-wide pairwise comparison 
survey to all of the expert key persons. The fourth is conducting studies and discussions on determining the criteria range for quantifying the 

rating of each aspect of the investment portfolio alternatives. The fifth is Calculating the prioritization of investment portfolio alternatives. All 

of the first five activities are under the responsibility of the business development department. The sixth is the decision on the list of the to-be-

executed portfolio by the board of directors. The seventh is budget planning and other resources allocation to the selected investment portfolio 
by finance and human capital department. Lastly, the commercial department makes Execution and monitoring of selected investment 

portfolios. 
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Abstract  

HIV-related stigma and discrimination is still an issue faced by Person/People Living with HIV (PLHIV) in Indonesia, particularly on the 

workforce population. The stigma and discrimination lead to the risk of employment loss of the PLHIV, which then caused growth in the 
number of unemployment in Indonesia. Consequently, the nation’s burden to support the unemployed workforce, increased. Among the 

population of PLHIV in Indonesia, Jakarta is the province with the most significant number of PLHIV population. As the capital city and center 

of business activities of Indonesia, it is essential to reduce HIV-related stigma and discrimination toward PLHIV-workforce to protect their 

employment. The study is aiming to analyze the influence of Motivation, Ability, Role Perceptions, And Situational Factors (MARS) toward 
HIV-related stigma and discrimination at workplaces in Jakarta. The data was collected from a questionnaire and then analyzed using Structural 

Equation Modeling (SEM) with Partial Least Square (PLS) on SmartPLS 3. The result showed that only motivation and ability influence stigma 

significantly. Furthermore, stigma also significantly influences discrimination, such as access to employment, HIV status disclosure, job 

security, shifting in the job description, and promotion rejection. 
 
Keywords: Discrimination at Work, HIV, MARS Model of Individual Behavior, PLHIV In the World of Work, Stigma at Work  

 

INTRODUCTION 

Background 

Reported cases of HIV in Indonesia is relatively increased each year, with Jakarta as the province with the highest of the reported case. 

The age which contributes to the most substantial portion of Person/People Living with HIV (PLHIV) population is between the range of 20 to 

49 years old (Dirjen P2P, 2019), which categorized into the working-age population (OECD, 2018). HIV related stigma is a progression of 

depreciation toward PLHIV. Most of the stigma resulted from the negative opinion of sex and injected drugs, which are the most common HIV 

transmission methods. A development of stigma may lead to discrimination, which is the prejudicial treatment of people based on their actual 

and perceived HIV status. Stigma and discrimination can cause detrimental results toward PLHIV, which are depression, devaluation of self-

respect, and hopelessness (UNAIDS, 2003). 

Hatzenbuehler, M. L. et al. (2013) listed several negative impacts of stigma, which includes HIV related stigma, toward social 

opportunities of PLHIV such as chances of getting access to education, employment, housing, and social relationships. Ramadhani (2019) 

reported that PLHIVs who are working in public or private sectors are still experiencing stigma at work. These people are afraid to be 

discriminated against or fired from their job if the employer finds out their HIV status. Experienced discriminations are the reluctance to sit 
next to PLHIV or shaking hands because of their colleagues afraid of getting transmitted. Furthermore, a report by Ramadhan (2018) is that a 

PLHIV is not getting promoted to a permanent employee after the Human Resources Department (HRD) ordered the employee to take a 

medical check-up as a requirement for a promotion. Furthermore, that PLHIV is laid off from his employment by HRD despite his excellent 

sales performance. Another job-seeking PLHIV in the same report mentioned that during a job expo interviewed several employers and finds 

out that there is a company that requires candidates taking HIV and drug tests during the recruitment process. 

To overcome the situation of stigma and discrimination at work, Indonesian government already established a few regulations that protect 

PLHIV in the world of work, such as The Tripartite on 25 February 2003 between labor associations company associations, and the 

government which includes the effort to reduce stigma and discrimination on employee living with HIV (ELHIV); and followed by a Decree of 
Minister of Labor and Transmigration Number 68 the Year 2004 regarding The Prevention and Treatment of HIV-AIDS at Workplace. The 

Decree was established based on Labor with HIV-AIDS Protection Standard by the International Labor Organization and some other national 

regulations on prevention and treatment of HIV-AIDS. Article number five in the Decree stated that employers or labor unions are not allowed 
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to conduct HIV Testing as a requirement in the recruitment process or the continuity of employment or mandatory routine medical check-up 

(Ramadhan, 2018). 

 

Business Issue 

With the increasing trend of new HIV infections in the key population and the possibility of a demographic bonus in Indonesia, 

particularly in Jakarta, solutions to reduce stigma toward PLHIV (perceived stigma) are essential. The fair treatment between ELHIV and non-

HIV employees is crucial for the economic sustainability from micro to macro scale. The ELHIV who receives discrimination is at risk of 

unemployment. The ELHIV who lost their employment will adversely affect their family due to the loss of household income. Meanwhile, the 
nation will also receive burdens such as the reduction of workforces, the obligation to support healthcare costs, and additional support for the 

unemployed because of discrimination (GNP+ and ILO, 2018). The search for possible causes of perceived stigma will be useful to build 

solutions on reducing perceived stigma to ELHIV. 

 

ISSUE EXPLORATION 

The MARS Model of Individual Behavior 

The MARS (motivation, ability, role perceptions, and situational factors) Model of Individual Behavior (McShane and Glinow, 2010) is a 

model to explain the role of each driver to the level of HIV-related stigma in an organization. The negative opinion is a motivation that drives a 

person to stigmatize and discriminate PLHIV. Some people have a negative opinion toward sexual activities and injected drugs, which are 

common transmission methods among PLHIV (UNAIDS, 2003). The negative opinion also appears toward the key population of PLHIV, such 

as people who inject drugs, men who have sex with men, transgender persons, sex workers, and prisoners (USAID, 2019). 

Ability comprises of natural capabilities and the learned capabilities required to perform a task (McShane and Glinow, 2010). The lack of 

in-depth information about the difference between HIV and AIDS (Ogden and Nyblade, 2005); the life span of a person with HIV (Ogden and 

Nyblade, 2005) and its improvement after effective treatment (UNAIDS, 2020); and how HIV is not transmitted, the relative infectiousness of 
HIV, and non-viability of HIV outside the human body (Ogden and Nyblade, 2005) limit the learned capabilities among non-PLHIV. Because 

most of the HIV-related knowledge relies on the understanding of science, the rate of understanding of the knowledge varies between people.  

Not everyone has the skill and knowledge to access the limited public knowledge, which makes a variety of current knowledge about HIV 

among people and causes a variation of HIV-related stigma and discrimination. 

Role perceptions are the degree to which employees understand the job duties (roles) designated to them or expected of them (McShane 

and Glinow, 2010). In the context of HIV-related stigma and discrimination at work, the employees' role perception to limit their stigma toward 

PLHIV and to understand the harm of stigma and discrimination is required. Negative views and stereotypes toward PLHIV will lead to 

"internalized stigma" or "self-stigma". Self-stigma can cause detrimental effects such as shame, fear of disclosure, isolation, and despair. Such 
effects can cause people to delay or avoid getting tested and treated for HIV (CDC, 2019a). Being unaware of HIV status and late diagnosis of 

HIV infection will cause the late initiation of Antiretroviral Therapy (ART) (McNairy and El-Sadr, 2014) that beneficial to prevent HIV 

transmission from PLHIV to non-infected individuals (CDC, 2019b). 

Situational factors are conditions outside the employee's direct control that constrain or facilitate behavior and performance (McShane and 
Glinow, 2010). Situational factors are identical to the moderating variables because they are not influenced by the independent variable but can 

affect the strength or direction of the relationship between the independent and dependent variables (Rubin and Babbie, 2012). An external 

condition that categorized into the moderating variable for this research is a personal acquaintance to PLHIV. Being acquittanced with a 

PLHIV is a source of gaining and transferring HIV-related knowledge from the life experience of PLHIV, which can affect the level of the 

stigma of non-PLHIV. 

HIV-Related Stigma and Discrimination at Work 

Over the years, access to effective Antiretroviral Therapy (ART) has enhanced significantly, which improves the life span and productivity 

of PLHIV, including working and contributing to society in a variety of ways. However, despite the improvement of medication access and the 
protection of rights, PLHIV keeps facing stigma and discrimination in the world of work, such as the risk of job security, shifting in the job 

description, promotion rejection, difficulty accessing employment, HIV status disclosure, and employers' or coworkers' reactions toward HIV 

status. PLHIV need decent work to afford daily supplies and to have productive and respectable lives (GNP+ and ILO, 2018).  

PLHIV, who is at risk to receive stigma and discrimination could face problems to find employment or to remain employed. Families and 
communities must bear the problem of diminished income and capital. The national economy endures the reduction of the national labor force, 

including people who are unable to work properly and the cost of healthcare and other support for those unemployed. Impacts range far beyond 

economies, as PLHIV are excluded from the society, their ability to contribute to the communities is weakened at a substantial psychological 

and social cost. 

Sustainable Development Goal (SDG) 8 contains a target to accomplish full and productive employment and decent work for all women 

and men, including for young people and persons with disabilities, and equal pay for work of fair value by 2030 (UN, 2015). HIV-related 

stigma and discrimination remain to challenge the right of PLHIV to find and acquire decent work, which hinder the achievement of the goal. 

Methodology 

The quantitative method was used for resolving the business issue by measuring the HIV-related knowledge and the HIV-related stigma 

toward ELHIV at workplaces in Jakarta. The data was gathered by using a literature review to collect supporting theories and facts, and using a 

questionnaire in closed questions to collect ordinal data (the Likert Scale). The data analysis used the Structural Equation Modelling (SEM) - 
Smart Partial Least Square (PLS) with SmartPLS 3 program due to the use of formative measures and to aim at predicting key target constructs 

or identifying key “driver” constructs (Hair et al., 2014). 
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THE PROPOSED MODEL 

The path model is built from the MARS theory and information from literature on HIV-related stigma and discrimination. The MARS 

(Motivation, Ability, Role Perceptions, and Situational Factor) components are factors that drive the magnitude of stigma. Indicators related to 

MARS components are considered as formative measures because they are essential in building their construct. The situational factor is 
excluded in the path model because it serves as the comparison factor due to its nature as the moderating variable. The situational factor also 

only has two values (“yes” and “no”) compared to the indicators of motivation, ability, and role perceptions, which measured using a Likert 

scale. 

The stigma construct also considered as the formative measure due to indicators that compose the construct is essential and not as 
representatives of the latent variable. Stigma is a negative attitudes and beliefs about PLHIV (CDC, 2019a). However, instead of creating 

stigma indicators with negative questions (response toward “Strongly Disagree” or “Disagree” is the affirmative answers expected by the 

researcher), the researcher creates positive questions to build stigma indicators. The researcher utilizes information from the dimension of 

“Employers and Coworkers' Reactions toward HIV Status” of Findings from the People Living with HIV Stigma Index (GNP+ and ILO, 2018) 

to build the stigma indicators. 

 

ANALYSIS OF THE PROPOSED MODEL 

Discrimination is behaviors that result from the stigma (CDC, 2019a). Discrimination in this research was built from the information of 

Findings from the People Living with HIV Stigma Index (GNP+ and ILO, 2018), such as access to employment, HIV status disclosure, job 
security, shifting in the job description, and promotion rejection. The indicators of discrimination are built using negative questions. The 

following figure is the path model using SmartPLS 3. 

 
Figure 1. Path coefficients of the path model 

(Source: Author’s data using SmartPLS3 calculation) 

 

As shown in Figure 1, the path coefficients (numbers on the arrow in the inner model) are resulted from the PLS algorithm calculation on 
the SmartPLS 3 due to the combination of formative measure and reflective measure in the model.  By inferring from path coefficients, 

motivation, ability, and role perceptions have a direct effect on stigma by 0,329; 0,460; and 0,043, respectively. The strongest effect on stigma 

from the MAR model is the ability (0,460) and followed by motivation (0,329). 

The strong relationship of ability on stigma relates to the nature of ability in the MAR model. The ability includes the knowledge and the 
aptitude to understand HIV-related knowledge. Therefore, the construct of ability precedes other constructs when it comes to affecting stigma. 

A person must be able to understand HIV-related knowledge before being afraid of PLHIV and perceived the consequences of stigma. The 

significance evaluation of each effect from different constructs to stigma and discrimination in the inner model, the T Statistic test is conducted 

from bootstrapping calculation in SmartPLS 3 toward the T Table of 1,96. The following figure is the T-Statistic on the path model. 
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Figure 2. T-Statistic on the path model 

(Source: Author’s data using SmartPLS3 calculation) 

 

As shown in Figure 2, the T-Statistic (numbers on the arrow in the inner model) are resulted from the bootstrapping calculation on the 

SmartPLS 3 due to the combination of formative measure and reflective measure in the model.  By comparing the T-statistic to the T-Table of 

1,96, almost all constructs in the inner model of MAR (motivation and ability) significantly affect the stigma, except for role perceptions that 

have a T-statistic of 0,498 which is less than T-Table of 1,96. By comparing the T-statistic to the T-Table of 1,96 on the discrimination 
dimensions, all constructs (employment access, HIV status disclosure, job security, shifting in the job description, and the promotion rejection) 

have T-statistic higher than T-Table of 1,96. Therefore, each discrimination dimensions are significantly affected by stigma. 

The situational factor in the MARS model of individual behavior acts as the moderating variable that not influenced by the independent 

variable but can affect the strength or direction of the relationship between the independent and dependent variables (Rubin and Babbie, 2012). 
The situational factor in this research is the acquaintance with a PLHIV with two values, which are “yes” (46 respondents) and “no” (131 

respondents). Being acquittanced with a PLHIV is a source of gaining and transferring HIV-related knowledge from the life experience of 

PLHIV, which can affect the level of the stigma of non-PLHIV. The mean value and standard deviation from each value of the situational 

factor are compared their significance using T-statistic calculation, which results in the following table. 

  

Table 1. T-statistic on the comparison of two values of situational factor 

(Source: Author’s calculation using Chin’s (2000) formula in Gaskin’s (2018) Excel StatTools) 

Paths 
Acquittanced with PLHIV vs. Not Acquittanced with PLHIV 

T-Statistic P-Value (2-tailed) 

Ability -> Stigma 0,685 0,494 

Motivation -> Stigma 0,557 0,578 

Role Perceptions -> Stigma 0,062 0,951 

Stigma -> Employment Access 0,889 0,375 

Stigma -> Job Security 0,570 0,569 

Stigma -> Promotion Rejection 0,841 0,402 

Stigma -> Shifting in The Job Description 1,769 0,079 

Stigma -> Status Disclosure 0,180 0,858 

 

As shown in Table 1, the T-statistic from two different values of the situational factor is less than 1,96 on all paths. Therefore, the effect 
on each path (the MAR and discrimination paths) does not significant between respondents acquittanced with PLHIV and respondents not 

acquittanced with PLHIV. No significant difference in respondents acquittanced with PLHIV and respondents not acquittanced with PLHIV 

might be caused by the small number of respondents in the questionnaire (177 respondents). 

Recommendations 

Emphasize on The Substantive Content of Messages and Their Delivery to Community 

Fear and negative opinions still exist in the society caused by incomplete or ambiguous information in HIV related messages. During that 

situation, people tend to create “what if” scenarios that lead to worrying HIV through social contact (Ogden and Nyblade, 2005). Therefore, 

some approaches are proposed for HIV message in the future, such as delivering information on HIV transmission and how HIV is not 
transmitted, includes identifying the most feared social contact in a community; ensuring to give people a deep enough understanding of HIV 

and the transmissions, thus preparing people before assessing actual HIV risk in any given life situation encountered; informing clear and 

unambiguous messages by informing accurately how HIV is transmitted (through blood and sex or from mother to child) to guarantee a clear 
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understanding of risky exposures and the relative risks of different exposure (blood transfusion vs. blood on a nail clipper); expanding the 

content of HIV messages to include information on HIV beyond transmission (what it means to live with HIV, required skills to help a person 

to prevent the transmission, and how to live healthy and productive lives after getting infected); develop a recognition and understanding of 

HIV stigma and its forms, the hazard of stigma on everyone, and the role of the individual in the community to reduce it; develop a more 
interactive method for messages delivery that moderated by a knowledgeable and trusted facilitator to promote discussion, questions, and 

feedback on the “what if” scenarios; encourage the use of positive images of PLHIV rather than fear-based messages and negative images to 

eliminate the beliefs that PLHIV is disabled and a non-productive member of society (Ogden and Nyblade, 2005). 

Re-introduction of The Decree of Minister of Labor and Transmigration Number 68 the Year 2004 regarding The Prevention and Treatment of 

HIV-AIDS at Workplace 

It is important for the management level (particularly people who hold a powerful position in a company) in a company to understand the 

Decree, particularly the prohibition of mandatory HIV testing for employee recruitment and status continuation of an employee. Government 

and HIV agencies (Non-Government Agencies) must cooperate to make sure that the employer understands that PLHIV is not a threat to the 
company. The success of HIV treatment (UNAIDS, 2020) means that PLHIV can continue to work just like a normal employee. A clear 

message about how HIV is not transmitted through social contact is also important (Ogden and Nyblade, 2005). 

 

CONCLUSION 

Based on the analyzed data from questionnaire responses, the ability has the strongest significant influence on HIV-related stigma with a 

coefficient of 0,460, and motivation influences the stigma significantly with a lower coefficient of 0,329. In contrast, role perceptions have no 

significant influence on HIV-related stigma. Additionally, the acquaintance with PLHIV as the situational factor, which studied as a moderating 

variable, has no significant influence on motivation, ability, and role perceptions toward HIV-related stigma and discrimination. 

The job security (coefficient of 0,696), shifting in the job description (coefficient of 0,687), employment access (coefficient of 0,682), and 

the promotion rejection (coefficient of 0,657) have a strong significant influence by HIV-related stigma. Meanwhile, HIV status disclosure has 

a significantly lower influence (coefficient of 0,358) by HIV-related stigma compared to other factors. 

Two recommendations are proposed to reduce HIV-related stigma and discrimination. The proposed interventions are emphasizing the 

substantive content of messages and their delivery to the community and re-introducing The Decree of Minister of Labor and Transmigration 

Number 68 the Year 2004 regarding The Prevention and Treatment of HIV-AIDS at Workplace. 
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Abstract  

Indonesia could become the number 5th developed country in 2045. One supporting factor is the export of products. PT Nusakarya Indo 

Makmur provides kitchenware, tableware, and decorative items for export and is purchased by the importer in the destination country. 

However, there has been a decrease in sales revenue from the year 2018 to 2019. It was found that for now, the company's marketing channels 

are only in the form of large exhibitions and websites. The purpose of this research is to formulate a marketing strategy. The researcher writes 
by utilizing a descriptive explorative approach. Primary data were obtained from interviews with the President Director and Marketing 

Manager and buyers. Secondary data are also used in the writing of this paper. PESTEL analysis, Porter's Five Forces, Competitors, Buyers, 

Marketing Mix (4Ps), STP, VRIO, and Resource-based view are used to determine current conditions. Based on the results of these analyses, 

SWOT analysis is used for strategy formulation, then further quantified. Marketing strategy in the form of the Ansoff Growth Matrix and 
TOWS Matrix is made. It is seen that the proposed target market and a different marketing mix approach is needed. The company needs to 

make improvements. The marketing strategy formulated will be applied. 

 
Keywords: Ansoff Growth Matrix, Marketing Mix, STP Analysis, Teak Wood, TOWS Matrix. 

 

INTRODUCTION 

President Joko Widodo is quite optimistic that Indonesia will get out of the middle-income trap by 2045. There are so many contributors to 
Indonesian GDP projection are the production of goods and services for trading in the country as a whole which are private consumption, fixed 

investment, inventories change, government consumptions, and net exports. Indonesian net export based on the most recent publication of the 

BPS report in January 2020, Indonesian net export in November 2020 amount is USD 13.947,6 million and volume of  55.981,7 thousand 

tones, consisting of  USD 1.036,6 million of oil and gas exports and USD12.911,0 million of non-oil and gas export. With a comparison of the 

same period last year, export from last year declined 4.64 percent or around 627.8 million (BPS, 2020). 

Based on the data from PPEI Kemendag, the furniture itself is one out of 10 Indonesian main export commodities for international trade, 

with export destinations to many countries.  

The raw materials of the furniture are classified into its HS Code. There are so many materials such that wood, rattan, bamboo, plastic, 
metal, and many more materials. For wood items, classified into teakwood, wood Mahogany (Swietenia spp), dark red Meranti, Cedarwood, 

Oak (Quercus spp), bamboo, plywood, pinewood, and many more (BPS RI, 2019) 

The company has overcome the challenges by using leftover teak wood roots and recently celebrated its 2nd anniversary. The company 

kept on growing bigger in the teak wood kitchenware, decorative items, and tableware industry in the global market.  

As far as the company is concerned, the price of us is the cheapest among local competitors. PT Nusakarya Indo Makmur itself was 

established in early January 2018 and completed all of the regulations to do its operation as a legal entity in February 2018. The company 

began its debut with the furniture trade, right 6 months after its establishment that is the exhibition in South Korea (KORFURN 2018). During 

this exhibition later understanding the competition, buyer behavior then pivoting the main company focus on creating smaller teak wood items 
such that kitchenware, tableware and decorative items from teak wood wastes raw materials. The company has a simple website to explain the 

products. 

The company found that only a little amount of craftsmen could deal with teak root material, yet finding them needs time and efforts and 

generally all the process is still traditional. The company had recently received a visit from AEON, Japan. The company has participated in 4 

major international trade exhibitions. The company focus on serving the export of teak wood item products. 

The company vision is to be reliable teak wood wastes processing companies with global partnership, whereas the missions are: 

a. Providing the best service professionally. 

b. Assuring employees and traditional craftsmen safety and welfare through the usage of guidelines. 

 
 
 Corresponding Author: michael_aliwarga@sbm-itb.ac.id 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 904  

c. Increase the competencies of the traditional craftsmen and office staff. 

d. Provide maximum benefits for the companies and business partners of the company. 

e. Preserving sustainability of the nature and creatively transforming leftover wood parts. 

One of the company cofounder is a pensioner of Ministry of Trade says that for furniture and teak wood items is solely and frequently sold 
in the global market, based on his observation during becoming a team member of Ministry of Trade for years, there is no power of buyer in the 

domestic market. Since, global market loves the design of the Indonesian products, yet the variety is big. The big furniture companies such that 

Ikea is not our competitor. The company nowadays faced declining sales from the importer buyers, since there is no significant exhibition in 

the year 2019 therefore year 2018-2019 faces decline and the spread over the COVID-19 in Q1 and Q2 year 2020. The decline in sales is 
indicated that the only marketing channels for the company, for now, are through exhibitions and websites. The company is trying hard to 

create more importer buyers and acquire more. The company is expanding the efforts of marketing. Therefore, proposing marketing strategies 

using proper analysis and strategies for these foreign buyers is a must to be done in very tight time constraints of Q2 in the year 2020 to be 

implemented in the next quarter.  

 

ISSUE EXPLORATION 

  The marketing issue was asked directly to the President Director regarding the declining sales under the marketing place and 

promotional activities which is a little. The craft industry especially the teak wood is not very competitive, The research will mainly use the 

framework from Rothaermel, and apply the A-F-I framework. The researcher will use environment analysis to assess the company and business 

issue then formulate the SWOT analysis then the Ansoff Growth Matrix and TOWS matrix is developed (Rothaermel, 2019).  

The reasoning on why the company must go global based on a short discussion with The President Director are the domestic market is 

already full of competitors, profit margin is bigger abroad and full of competitors in the domestic market. How to do global marketing is by the 

means of finding agents in the destination country, finding domestic exporters, finding destination country importers, open representatives or 

even open the stores and manufacture there. Starting from early March 2020, the company needs to adapt to the new structure with the 
additional quality inspection department. Global marketing itself does exist because the movement is permitted to do the transportation of 

goods and the exchange of information from different places. The company does not escalate but defines the FOB price of the items sent 

through the shipping, for all our goods aboard on the vessel. The company uses two schemes of payment of confirmed irrevocable LC issued by 

banks or through direct transfer. The company itself for logistics and market entry strategy does use indirect entry strategy using delegating the 
task to an intermediary. The company sends it to their warehouse before sending it all inside the container on board the vessel at the port. 

(Keegan and Green, 2012). 

The research methodology is using an exploratory qualitative approach. Exploratory research means to give insights and understandings 

on the problem faced by both the company and researcher, and give more insights before an approach could be developed (Malhotra, 2014). 
The number of total B2B buyers tends to be lower than B2C buyers and the urgency to have the insights of buyers with the same behavior but 

many different characteristics. Explorative research describes the ideas and insights, versatile, often the front end of total research designs, 

methods of qualitative research, and secondary data. The rationale for choosing qualitative research are: not possible or desirable to use a fully 

structured or formal method to gain information from the respondents. People might be bias or unable to answer certain predetermined question 
lists or becoming untruthful whenever choosing the right answer to that certain question. The qualitative research approach is used since the 

end-user of the research is B2B buyers which has a small sample size. Furthermore, qualitative research could give depth, breadth, and insights. 

The primary data collected from the President Director and the Marketing Manager through in-depth interview with interview question lists 

which are prepared during the interview, and interview with the existing foreign clients of the company with criteria of repeat B2B buyers and 
importers for selling purpose in the buyers’ country. The interview itself is done using the structure which is prepared beforehand. The number 

of respondents for the interview is two expert people in charge of the marketing process, whereas the external foreign customer respondents are 

targeted until the mensuration of data is achieved. All of the interview questions have basis on the literature especially books. The most 

emerging method for B2B companies are open-ended questions with thematic question preparation (Creswell, 2018; Leary, 2019). Secondary 

data is also collected during the research through the utilization of journal articles and books (Leary, 2019). 

Qualitative data analysis uses words as the units of analysis, is guided by fewer universal rules and standardized procedures to decipher, 

examine, and interpreting meaningful patterns or themes which emerge out of the data. In a global marketing research setting, qualitative 

research is crucial, provide more insights on the situation and condition faced, and reveal the differences between foreign and domestic market 

within the same buyer characteristics and behaviors. The categorization according to the theme and behavior is useful. (Malhotra, 2010). 

 

EXISTING OR PROPOSED PRACTICES 

The trade agreement between Indonesia and the Korean Free trade of AFTA. Indonesia has signed an agreement under the Forest Law 

Enforcement and Governance-Voluntary Partnership Agreement (FLEGT-VPA) with the European Union since 2014 (Kompas, 31 March 

2020). Getting access to the region without a trade agreement would be harder. Therefore, entering the European market could be done. So far, 
there is no exchange control which restricts to enter the destination country. Those high GDP countries tend to have bigger buying power. Price 

stability is also important since the negotiation until the transaction took time. Whenever there is fluctuation currency rate is also influenced the 

buying behavior. Exchange rate fluctuations can adversely or favorably affect the performance of a firm. The economic slowdown also 
influence the purchasing decision of the company buyers. People tend to love teak woods, especially because of the well-known reputation of 

the exclusivity, availability, and durability. Age group does impact the purchasing of the product for the nowadays targeted market which is 

between the range of 25-40 years old for the East Asian Market and more mature age for the Western Market. The buyer loves Indonesia to 

design and seek them for selling purposes. The company tends to use a combination of machine and handicraft of the craftsmen. Technological 
usage is also whenever the company does transactions than through email, the company needs to do an email blast to all the B2B importer 

buyers and marketplace and search engine optimization plays an important role in the market. The company at the first 2 quarters of operation 
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does concern on the issue of illegal logging, various attempts by people who ruin the rainforests. Many buyers especially from Western Market 

who tend to focus on sustainability and eco-friendly. One of the most influential legal regulations regarding the company is SVLK. It restricts 

startups and growing company, and to get the letter need a certain amount of investment. Based on the statement of Wiradadi, vice president of 

HIMKI on 19 March 2020, the urgency of SVLK is important to ensure accuracy of volume percentage of the container and ensuring entering 
the European Market safely, especially for Indonesian Market which is still under certain doubt and credibility issue within international trade 

across nationalities. (Kompas, 31 March 2020).  

There are no government policies that restrict competition in the market. But, to enter the market the well-funded companies nowadays 

tend to try entering this market. To mitigate this risk, ensuring customer satisfaction is mandatory. Furthermore, we have moderate brand 
awareness in the mind of buyers. The new entrants will be moderately hard to find the suppliers and skilled craftsmen. The buyer incurs low 

switching costs moving to another market. Therefore, the threat of new entrants is HIGH. There is a certain condition that the supply could not 

be achieved, therefore switching to other wooden raw materials is a must. And it would raise the company cost of production or customer 

loyalty becomes lower. But, the company has mitigated by having more than three suppliers of teak wood waste products. The supplier does 
not have to have specific technology and changing to another does not have a significant impact on the company existing production system. 

The buyer is diverse by the price sensitivity level. For Eastern buyers, the buyers are price-sensitive, whereas western ones do not change their 

behavior based on the price offered. The company product itself has uniqueness and exclusivity values and has a competitive price rather than 

competitors, the buyers always ask for an updated website or catalog or flyers, by losing 1 buyers it will have a low impact on the company, the 
buyer itself is not easy to commute between materials. The overall power of the buyers is LOW. The threat of substitutes is HIGH since there 

are so many raw material substitutes such that from other wood, plastic, and metal. the price of the company products are higher than the 

substitutes. Rivalry among existing competitors is intensity in which companies within the same industry jockey for market share and 

profitability. There are not so many competitors in the market yet, since the market share is considered to be low for big producers. The growth 
of big productions with capabilities of mass production is a nowadays challenge. Competitors try to collaborate but in the end they imitate the 

model and do on their own. Therefore, competitive rivalry nowadays is still LOW. 

PT Nusakarya Indo Makmur has sold in the East Asia Region, and Canada with Cities as followed: Nan Jing, Seoul, Busan, Tokyo, and 

Vancouver. In PT Nusakarya Indo Makmur, nowadays the age range is predominant with Gen-Y, around 25-40 years old, male and female, 
acting as the manager, purchasing and procurement staff of the company, and with definite religion and Atheism believer. The buyer from 

Japan has two key dimensions of life orientation and attitudes towards social changes. PT Nusakarya Indo Makmur buyers have a lifestyle of 

functional-oriented a bit pragmatist, with value systems of workaholic and ambitious. The buyer's occasion is unpredictable, loyalty status of 

split loyal since they are loyal to two/ three brands, but intending to buy. They tend to see the products of the company positively with a slight 
doubt on quality control since they tend to be a pragmatist and love mass production stuff. Referring to PT Nusakarya Indo Makmur's existing 

buyer, the company has served the segment of East Asian and Canadian markets which the company gets from joining big exhibitions. 

Therefore, targeting the functionality oriented market is nowadays PT Nusakarya Indo Makmur. PT Nusakarya Indo Makmur has placed the 

functionality of wooden products as the existing positioning inside the buyers' minds.  

Buyers of PT Nusakarya Indo Makmur think that the company is valuable since there is a value proposition of exclusivity and durability 

for the PT Nusakarya Indo Makmur teakwood products. The competitors are still rare in the amount. The company has little amount of 

competitors at the moment. Even the product is crafted by skillful craftsmen with more than 10 years of experience unlike mass production 

products. For handicraft items and not mass production, the skills of every craftsman is different. So, it is not only hard to do imitations but also 
costly. The company does use the core competencies in transforming teak wood waste products into functional items. Whenever the company 

gets into East Asian Market, therefore the company sees functionality as the core. The company is independent in exploiting and managing all 

the tangible and intangible resources. (Rothaermel, 2019). 

Product innovation, quality control, and packaging should be enhanced for nowadays market. The company also sees the possibility of 
expanding to the European Market. Therefore product design and variety must be enhanced. Products offered need not be pivoted since even 

larger and bigger companies tend to penetrate this market shortly. Packaging of the product needs to add extra bubble wrap or layers of the 

cartoon to restrict mushroom growth, reduce humidity, and prevent cracking/ broken during deliveries. The design of the product itself is made 

in Indonesia, and foreign buyers love the design, and pattern coming from Indonesia. The East Asian buyers tend to doubt PT Nusakarya Indo 
Makmur's product quantity, and consistency, on the contrary the Western Market tends to be the opposite and love the design and variety of the 

company products. Price should match well with the offer's perceived value, otherwise buyer will turn to competitor products. Price is the one 

element that produces revenue, whereas the other produces cost. And, it is the easiest element of the marketing program to adjust. It also 

communicates the company intended value positioning of the product or brand. The calculation of margin and the use of a contract is a must. 
The price and financial reporting mainly done by the President Director himself. The nowadays price range in Rupiah is roughly around 

Rp.6.000, 00-Rp.300.000,00. Nowadays, the pricings of PT Nusakarya Indo Makmur can be considered as the cheapest and market leader 

among competitors as the reader could see more on the competitor analysis subchapter despite all of the buyer's love the exclusive teak wood 

materials. For the region of importer nowadays company focus on serving the East Asian market. The place of doing negotiation and 
transaction process is mainly through the exhibition and website of the company and with the help of e-mail transactions. Based on the buyer 

expectation, the most powerful place nowadays is via online B2B marketplace such that Alibaba and the utilization of technology through 

optimized search engines. The company has not yet seriously given its best shot for the place since we are a new venture with a small amount 
of bootstrapped capital. Sometimes, the company give cashback along with the usage of that both method of marketing communication. 

Customer satisfaction is very beneficial for the company. 

 

ANALYSIS OF PRACTICES 

The SWOT analysis is also based on the interview with the President Director, Marketing Manager, and buyers. The strengths and 

weaknesses part is filled by the result of internal analysis, whereas the opportunities and threats are filled by the external analysis. 

All of the points from the SWOT analysis could further be analyzed by the quantification of it, which will give rise to the weight, rating, 
and weighted score of each factor in the SWOT. The total weight should be 100% whereas a score of 4 is the maximum significant impact for 
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the company. The weight of each factor scaling from 1.0 (very important) to 0.0 (not important). The rating is 1 for major weakness or threat, 2 

for minor weakness or threat, 3 for minor strength or opportunity, and 4 for major strength or opportunity. Weight is industry-based and rating 

is company-based. The weighted score is the multiplication of weight and rating, vary from 1.0 (weak) to 4.0 (prominent). (Carolina and David, 

2007). 

Table 1 

Strength Weight Rating Weighted Score 

The design and variety of the products 
offered. 

0.1 3 0.3 

The valuability and exclusivity of teak 

wood material. 

0.1 4 0.4 

The price of us is the cheapest among 

local exporter companies. 

0.1 3 0.3 

Weakness Weight Rating Weighted Score 

The only marketing channels are from 
the exhibition and website.  

0.3 2 0.6 

Some inexperience of material 

handlings. 

0.1 2 0.2 

Lack of company promotional 
activities. 

0.3 2 0.6 

  TOTAL SCORE - 0.4 

Opportunity Weight Rating Weighted Score 

High demand or big market of the 

products in certain market segments. 

0.05 4 0.2 

PT Nusakarya Indo Makmur is 

supported by the government for 

exhibitions abroad. 

0.05 

 

3 0.15 

High penetration of digital users or 
netizens in the global market.  

0.15 3 0.45 

 Free trade agreement between 

Indonesia and certain countries. 

0.1 4 0.4 

Threat Weight Rating Weighted Score 

Threat of big companies with huge 
capital entrant. 

0.3 2 0.6 

Threat of substitution products. 0.25 2 0.5 

Economic slowdown due to SARS-

CoV-2 (temporary). 

0.1 2 0.2 

  TOTAL SCORE -0.1 

After we get the final score of both internal and external, the researcher translated the result in the form of a matrix which is the Ansoff 

Growth Matrix. The strength and weakness will determine the horizontal X-axis whereas the Y-axis will be the opportunity and threat. Both the 

X-axis and Y-axis is situated in the all negative area. The sum of X-axis = sum of strengths- sum of weaknesses = 1.0 – 1.4 = -0.4. The sum of 

the IFE score is 2.4. The weakness outweighs the strength. The sum of Y-axis = sum of opportunities- sum of threats = 1.2 – 1.3 = -0.1. The 
sum of the EFE score is 2.5. The threats outweigh the strength. The data could directly be put into the Ansoff Matrix in the following 

subchapter for the strategy of growth and go to the Internal-External Matrix, where IFE weighted score illustrates the X-axis and EFE weighted 

score illustrates Y-axis. The result is IFE of average (2.0 to 2.99) and EFE of medium (2.0 to 2.99). PT Nusakarya Indo Makmur nowadays has 

a market penetration strategy, but the proper approach for growth strategy is market development strategy based on the SWOT quantification 
table mentioned above (the all negative area). Based on the X-axis of -0.4 and Y-axis of -0.1., and assuming the above diagram as X-axis and 

Y-axis. Market development means PT Nusakarya Indo Makmur reaches the new market by utilizing the existing product, which is created by 

the craftsmen. By using the new growth strategy, it allows the company to better meet all the buyers' needs.  

The segmentation of the company remains the same as the existing segmentation. The product of PT Nusakarya Indo Makmur could suit 

the above segments predefined before. No need to do segmentation to the new B2C market behavior, since before deciding to B2B markets 

we've done the simple market research to observation in Q1 and Q2 year 2018 and found out that local market and B2C are still small and need 

to do more education. 

PT Nusakarya Indo Makmur adds targeted market and do market development by offering existing products to new market other than East 
Asian and Canada, such as to Antwerp, Rotterdam, Amsterdam, and Hamburg where KADIN and Kementerian Perdagangan (Ministry of 

Trade) usually ask us to join the exhibition there. But, until now we haven't accepted the challenge yet. 

The company does market development by the mean of the existing product but to new targeted market to cities in Europe where 

KEMENDAG and KADIN have done cooperation with, demographic age of after 40 years old based on observation of 4 previous exhibitions 
we've observed, and unique, aesthetic, design-oriented rather than focusing on quality, stability and big quantity like East Asian Market. The 

company thinks product-market fit does happen in the Western Market right after the research has been done. PT Nusakarya Indo Makmur 

changes the positioning of the buyers' mind's from functionality and stability to design and Aesthetic-oriented for the Western Market, 

especially the Western European cities mentioned above. 

The product of PT Nusakarya Indo Makmur is well known for its variety is good, but shortly to improve the global sales of the company, 

the company needs to innovate the design for example unique flower pot and cloth hanger. The packaging should have more layers to ensure no 

broken pieces during delivery inside the container and give silica gel-like substance to reduce humidity and handle the ineffectively of material 

handlings such that package loss or package damage. The design should be more innovative to suit the new targeted market. Therefore, art, 
feature, pattern, and flexible design. A firm with global operations could better innovate the product, but PT Nusakarya Indo Makmur could be 

considered as innovative enough. Every quarter at minimum there are two new product patterns to be offered to buyers in the next exhibition. 

The product size offered should not be modified to fulfill the proposed market above. 

The price range is already good (no need improvement) but still some market especially East Asian requests to reduce. Despite we've 

decided to do market development. We do still need to accommodate all the pricings whenever possible. Hence, the price range should be 

around USD 0.5- 25. But, for now the company is the price leader in the market through simple comparative measurements. The possibility of 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 907  

transactions using Alipay should also be encouraged other than TT (direct transfer) and confirmed irrevocable LC (letter of credits) only. The 

company uses a cost-oriented method, focusing on cost and not market conditions in combination with FOB shipping payment. 

There should be an optimization of search engines for instance Google SEO, joining exhibitions in Antwerpen, Rotterdam, Amsterdam, 

and Hamburg, facilitated by KADIN-KEMENDAG and open online B2B marketplace like the well-known Alibaba. Furthermore, made e-mail 
of big buyer countries to simplify the buying process, and have numerous business social medias such that IG business, Facebook, and Google 

Adwords. The company could also make LINE, WhatsApp, and messenger account to do low-cost high impact marketing for targeted buyers. 

The internet era helps buyers and sellers do online transactions and receive orders from abroad. The company need not having warehouse and 

manufacturing plant abroad since the production cost will be big and that's unnecessary as a base decision. 

Nowadays, PT Nusakarya Indo Makmur has a minimum marketing place and promotion. But, in the future, there should be at minimum 1 

sales representative in the three best opportunities countries for selling, encourage the usage of Instagram business for Nusakarya Indo Makmur 

along with FB Ads, IG Ads, Google Adwords to see engagement rate, and acquisition faster, and join direct marketing efforts of the exhibition 

in the European Market, facilitated by either KEMENDAG or KADIN. Other than that, the company to hire more marketing associates for the 
preparation of improving both the place and promotion of marketing efforts. There is no need to have a local advertising agency since the 

company runs in the B2B market, and requires online channel promotion rather than an omnichannel one. The usage of global online 

advertisements is the increase in sales and production per unit production cost goes down. The company not only should increase global 

awareness but also increase the ethical respect towards the partnership of NIM to key buyers abroad through promotional activities. 

 

CONCLUSION 

External analysis shows that PT Nusakarya Indo Makmur has plays part in recycling teak wood into useful and artsy products such that 
kitchenware, tableware, and decorative items. Furthermore, the threat from outside the companies are big companies entrant, substitute 

products, power of buyers. The price of PT Nusakarya Indo Makmur has outperformed the three other close competitors which the researcher 

mask the true name of the company. The customer analysis shows that each regional market has its behavior, and the one which suits the 

company vision, mission, and value proposition offered in Western Market, for instance Canada. The internal analysis shows the valuability 
and exclusivity of teak wood despite the raw materials is coming from the waste part of the teak tree, rare, and costly to do an imitation. The 

company has varied tangible and intangible resources that are managed thoroughly to capture value.  The external and internal analysis does 

show that there is a lack of marketing activities of PT Nusakarya Indo Makmur and hasn't used technological advancement in supporting the 

marketing department activities. 

In the beginning, the company has existing STP and existing Marketing Mix. But, later through the development of SWOT analysis and 

TOWS matrix. It is found that proper marketing and growth strategy for PT Nusakarya Indo Makmur is to do market development by utilizing 

existing product but reach new market which is European cities where Ministry of Trade (KEMENDAG)- KADIN usually have cooperation 
and free stands to be offered for those potential sellers including NIM. Therefore, PT Nusakarya Indo Makmur must do modification regarding 

the STP to target the suitable buyer for the existing products without pivoting the company mission and fix the current marketing mix 

especially in place and promotion aspect of the 4Ps. Before, NIM has rejected the offers because the exhibition place is too far from Indonesia. 

Therefore, extra costs for logistics during the exhibition. But, after understanding the buyers' insight, joining the European Market exhibition 
shortly is a must. Ensuring packaging, increasing the marketing channels just like in the previous chapter, and making sure proper marketing 

communications is a must for PT Nusakarya Indo Makmur to be implemented. 
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Abstract  

PMO role is crucial in the success of the B2B project. This research conducted to evaluate PU readiness, to evaluate PMO function that can 

drive PMO performance, and evaluate PU SWOT. In total, all 33 PU employees participated in the questioner. The descriptive statistics 

showed that PU employees agree that PMO function and PMO performance is needed and implemented by PU. Inferential statistics showed 

that PMO function significantly related to PMO performance. The interview conducted to 7 selected PU employees resulted in 21 dominant 

interview codes interpretation that clustered into PU SWOT. By using SO, WO, ST, and WT strategy framework. 13 strategy recommendation 

proposed includes, develop mutually agreed policy, rate vendor/contractor performance, and develop a case study on single project 
management entity. Training on partner management practice and increase PU employees’ competencies. Managers consistently involve in 

project review, adding more managers, managers consistently mediate issues and dedicated managers for support function. Periodically send 

vendor/contractor report, encourage PMs to create a conducive work environment, PU positioning themself between customer and project 

owner, and PU builds a bounded relationship with another unit. The recommendation proposed for the 2020 activity by adding it to the existing 
PU working plan. 
 
Keywords: Evaluation, B2B market, PMO function, PMO performance, SWOT. 

 

INTRODUCTION 

Why do B2B buyers buy products and services from B2B sellers? One perspective is in the external factors condition. With many options 

of the seller, B2B buyer could push their preference on product and service. Availability, transparent, and seamless procurement processes 

become keyword (Ryan, 2019), which is related to service delivery. To ensure that the B2B project is delivered on time, on scope, on budget, 
and with the right quality, then the project management approach used. One terminology in project management is Project Management Office 

(PMO), what is PMO, and why does the project-based company need PMO? PMO is a supporting partner for PM (Larson and Gray, 2011). 

PMO adds momentum to mitigate risk, implement best practices, and manage cost (Kaufman and Korrapati, 2007). 

 

To secure its B2B market. The Telecommunication Company assigns “Enterprise Unit (EU),” “Government Unit (GU),” “Business Unit 

(BU),” and “Wholesale Unit (WU).” To manage the enterprise, the government, the business, and the wholesale segment. That unit has the 

authority to formulate and execute business strategies, business plans, and business development for the corporate sector. While those units 

(EU, GU, BU, and WU) has a task to seek contract from B2B market, Project Unit (PU) has a responsibility to fulfill the contract delivery. PU 
is a business unit under “Service Solution (SS).” It is mean that PU is on a different entity with ES, GS, BS, and WS and has a task to support 

them in term of project fulfillment. 

 

ISSUE EXPLORATION 

This research will use both quantitative and qualitative approaches. Quantitatively describe the relationship between variable, and 

qualitative stated in verbal (Bordens and Abbot, 2018). The data collected by a survey about respondent behavior and attitudes, then draw 
inferences about it (Bordens and Abbott, 2018). The study conducted in this research is in the form of questioner and interviews to collect 

primary data. 

Two statistical approaches used to analyze the questioner result. Descriptive statistics explain averages, variations, and medians (Santoso, 

2018). Inferential statistics will try to make inferences on a set of data (Santoso 2018). The coding technique used to analyze the interview 
result. Data coding develop ideas and draw preliminary conclusions (Sekaran and Bougie, 2013). The last one is to combine multiple collection 

data methods, this step called triangulation, to get more confident on a result by using a different way (Sekaran and Bougie, 2013). This 

research classified as a consumer research project with a 0,05 significance level (Lind, Marchal, and Wathen, 2013). The level of significance 

defined to test the significance of hypotheses. 
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The independent variable for this research consists of five variables: 1. Practice Management (X1), 2. Infrastructure Management (X2), 3. 

Resource Integration (X3), 4. Technical Support (X4), and 5. Business Alignment (X5). The dependent variable for this research is PU 

Performance (Y).  The “need to” question coded with “a,” and the “have” question is coded with “b.” The behavior for the independent variable 

is coded from 1 to 4, while behavior for the dependent variable is coded from 1 to 8 (see Table 1). The code naming for behavior depends on 

the number of questions. The questioner will use a 6-point scale from agree strongly to disagree strongly (Brown, 2010). 

Table 2. Operationalization Variable 

 

Variable Code (“needs to” question) Code (“has” question) Scale 

Practice Management Xa1 (Xa1.1 to Xa1.4) Xb1 (Xb1.1 to Xb1.4) Ordinal 

Infrastructure Management Xa2 (Xa2.1 to Xa2.4) Xb2 (Xb2.1 to Xb2.1) Ordinal 

Resource Integration Xa3 (Xa3.1 to Xa3.4) Xb3 (Xb3.1 to Xb3.4) Ordinal 

Technical Support Xa4 (Xa4.1 to Xa4.4) Xb4 (Xb4.1 to Xb4.4) Ordinal 

Business Alignment Xa5 (Xa5.1 to Xa5.4) Xb5 (Xb5.1 to Xb5.4) Ordinal 

PU Performance Ya (Ya.1 to Ya.8) Yb (Yb.1 to Yb.8) Ordinal 

 

This research will use both unstructured and structured interview method. In unstructured, there is no planned sequence of the question; 
the purpose of it is to explore issues (Sekaran and Bougie, 2013). A structured interview has a list of predetermined problems (Sekaran and 

Bougie, 2013). In this research, a structured interview question is depending on the questioner analyzing the result. The structured interview 

goal is to ensure and clarify the outcome that might need further explanation from PU employees. 

The data collection conducted in November 2019. With a total of 33 employees as respondents. It defined the research population and 
sample. This research sample will be the same as the research population for data collection using questioner, which is 33 employees. To use 

the entire population as the sample is attractive for small populations (Israel, 1992). For the interview sample, the number determined by the 

questioner result. The sample is selected based on the most extensive and smallest value of the result. 

After the questioner distributed, all 33 respondents participated. The questioner’s distribution time is one week by using the Google Form 
online survey. The respondents overview was obtained through questioner question that describe the characteristic of respondents based on 

gender: Dominantly by male; All PM role has male gender, date of birth: Dominantly by generation Y; Generation X is dominantly the PM 

role; Mature employee tends to fill PM role; Young employee tends to fill Non-PM position, education: Dominantly by S1 or equivalent; PM 

and Non-PM part is dominantly by S1 or equivalent, the length of work as PU employee: The Non-PM role added from 2017 to 2019 is 
consecutively has 21%, 6%, and 15%; PM role added in 2017 and 2019 is continuously has 15% and 6%; PU organization is growing steady, in 

terms of the number of its employees, the length of work as The Telecommunication Company employee: Dominantly by 10 year or less 

experience; PU is tended to recruit new employee in the Non-PM role; PU is preferred well-seasoned PM to manage their projects; The 

experienced employee in Non-PM position has managerial role, employment status: Balanced between permanent employee status (organik) 
and contract employee status (non-organik); PU recruit contract employee as Non-PM to support permanent employee work as PM, grade role: 

Dominantly by Non-Grade (contract employee) with Non-PM part; PU in majority consist of Senior PM supported by Non-Grade employee, 

and their role in PU: Dominantly by Non-PM role. 

The questioner result determines the number of respondents in the interview activity. The “Xa” code is representing “PMO Function” and 
the “need to” question. The “Xb” code is posing “PMO Function,” and the “has” question. The “Ya” code is representing “PU Performance” 

and the “need to” question.” The “Yb” code is posing “PU Performance,” and the “has” question. While the number “4” is representing the 

questioner result that ranged from 4,0 – 4,9, which means sufficiently needed or sufficiently implemented. The number “5” is describing the 

questioner result that ranged from 5,0 – 5,9, which means required or performed. The number “6” is representing the questioner result 6,0, 
which means necessarily needed or necessarily implemented. This number representation developed according to the Likert scale, the numbers 

4 to 6 is representing agree sufficiently, agree, and necessarily agree. The respondents’ number will only be focussing on number “4” and “6” 

because it could picture non-neutral answers. The respondents’ number will also solely be concentrating on the one that chooses a minimum 

75% of their response (3 from 4) on number “4” or “6” because it could picture their power of the statement. Whether it is more influential on 

sufficient, or it is more potent on necessary. With those rules developed, the number of respondents is seven people. 

The interview took place at The Telecommunication Company office for three days in a row. On the first day, four people interviewed, the 

second day, two people were interviewed, and the last day, one person interviewed. The interview session, on average, was about thirty-minute 

long. The respondents dominated by male gender, then gen Y by generation, S1 or equivalent by education, the first generation of PU by year 
of PU employment, more than 20 years by experience, a permanent employee by employment status, grade IV by grade, and dominated by 

Non-PM by role. 

 

EXISTING OR PROPOSED PRACTICES 

Since forming in 2016, PU is always focusing on evaluating their PMs. It is acceptable because PMs are controlling the primary output 
expected from PU if PMs have the excellent performance it would contribute to the PU good performance. However, what if the performance 

can be enhanced further by strengthening the PMO function? To do that, first, PU should see if their employee understands the importance of 

PMO function and PMO performance, and assess their PMO function and PMO performance implementation by checking their employee's 
opinions. Second, PU should see if there any relation between implementing PMO function with PU performance. Third, PU should see PU 

employee’s views about PU SWOT, and then develop a recommended strategy to enhance PMO functions using SO, WO, ST, and WT strategy 

framework. 
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ANALYSIS OF PRACTICES 

The Descriptive Statistics have shown that on average, PU employees agree that PMO function and PMO performance is needed and has 
been implemented by PU, pictured by the mean and standard deviation number. Using the Likert scale, the numbers 4 to 6 is representing 

agree, and numbers 1 to 3 is representing not-agree. The result, the mean number ranges from 5,2 to 5,6 for the “Importance” question with the 

standard deviation number is range from 0,4 to 0,6. For the “assessing” question, the mean number is range from 5,1 to 5,3 with standard 

deviation number is 0,5. 

 

The Kendall and Spearman Correlation showed that PMO function implementation significantly related to the performance of PU 

organization, all five hypotheses tested by comparing Sig. (2-tailed) with a probability, value is resulting in the same analysis, Kendall and 

Spearman Sig. (2-tailed) < 0,05. All PMO functions significantly related to the performance of PU organization. 

 

The interview in total producing 63 of codes. Five hundred ninety-one references from seven respondents. The respondents R1 and R2 

were generating the least codes with 20 codes, and R3 and R6 producing the most codes with 36 codes. R1 is also providing the least references 

with 64 references, and R6 is creating the most references with 135 mentions. This gap of knowledge explained by R1, R2, R3, and R6 profile. 
R1 and R2 are less experienced with 1-10 year and less than 1-year experience, while R3 and R6 is experience employee with 11-20 year and 

more than 20-year experience. By grade and role, R1 and R2 are Non-Grade with the Non-PM part, while R3 is grade III with PM role (Senior 

PM), and R6 is grade III with a Non-PM position (Manager). Indeed, with that profile, R3 and R6 would be able to develop more information 

than R1 and R2. 

 

The interview was mentioning 21 top interview codes. Represent codes that were mention by more than 50% of the respondents. The 

codes that classified as positive sentiment is at 57%, while the codes that classified as negative sentiment are at 47%. While the positive 

sentiment is dominant, but the difference with negative sentiment percentage is thin. It means, PU has a perfect vibe as an organization, such as 
the managers could play their part as a mentor, they could ensure project facilities and support, and their employee is appropriately bounded. 

However, on the other hand, PU also has much homework to do. Such as their employee feel pressured for their job and have difficulty talking 

about their problem. PU managers should also consistently involve more in their PMs project delivery process, and enhance their partner 

management practice, in terms of contributing to partner recommendation to project owner. 

 

The top 21 interview codes classified into four SWOT clusters, Strengths, Weaknesses, Opportunities, and Threats. PU strengths consist of 

11 codes, PU weaknesses consist of six codes, PU opportunities include of two codes, and PU threats consist of two codes (see Table 2). This 

list of PUs SWOT will be used to determined PU strategy in the future, by clustering the plan into four types. The first one is Strength-
Opportunity (SO) strategy, the second on Weakness-Opportunity (WO) strategy, the third one Strength-Threat (ST) strategy, and the fourth one 

Weakness-Threat (WT) strategy. 

 

Table 2. SWOT Summary 
 

STRENGTHS WEAKNESSES 

PU managers act as a mentor (S1) PU employee feel pressured (W1) 

PU ensure project facilities and support (S2) PU managers inconsistently involved in the project (W2) 

PU employee bounded properly (S3) PU should strengthen PMs competencies (W3) 

PU has scheduled project review (S4) PU employee has silos among them (W4) 

PU has a standardized methodology for project delivery 

(S5) 

PU employee does not have an understanding of PMO 

function (W5) 

PU has job flexibility (S6) PU should strengthen managers quantity and quality (W6) 

PU had experience in handling different type of project 
(S7) 

  

PU fulfill project governance duty (S8)   

PU as project management facilitator (S9)   

PU TNA and knowledge implemented correctly (S10)   

PU is acknowledging by the project owner and partner 

(S11) 
  

    

OPPORTUNITIES THREATS 

PU should enhance partner management practice (O1) PU actions based on business interest (T1) 
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PU and another PM unit should become a single PM 

organization (O2) 
PU and another group have silos (T2) 

 

The result from a quantitative approach (descriptive and inferential statistics) and qualitative approach (interview interpretation) compared 
to have more confidence about the outcome. The first result of the quantitative approach is “on average, PU employees agree that PMO 

function and PMO performance is needed and implemented by PU.” This result ensured by the qualitative approach through the interview 

codes, “PU employee does not have an understanding about PMO function,” mentioned by four respondents and referenced eight times. The 

respondents said that they are not familiar yet or miss-understanding of the question. One of the respondents said that the answer should be on 

the “5” or “6” scale. On PU performance, the result ensured by interview codes, “PU performance implementation is not optimal yet,” mention 

by two respondents and referenced two times. Overall, the respondents said PU performance implementation is good enough, only a minority 

of two respondents said even though it is not optimal. Still, PU has acted according to their roles. 

 

The second result of the quantitative approach is “PMO function implementation significantly related to the performance of PU 

organization.” A qualitative approach ensures this result by summarising the interview codes based on PMO function, PU performance, and its 

sentiment. In total, PU has 24 positive sentiments in the function interview codes, much more than 15 negative sentiments in the function 

interview codes. It is directly proportional to performance interview codes, PU has eight positive sentiments in the performance interview 

codes, much more than seven negative sentiments in the performance interview codes. 

 

The strategies developed could be arranged into a PMO function enhancement plan for the year 2020. Develop a mutually agreed policy 

planned to be executed in the first quarter (Q1). PU could use the previous system as a review material. The questioner and interview result 
used to determine which policy should be change or add. The new practice in project management, such as Agile Project Management in the 

newest PMBOK, can be used. Rate vendor/contractor's past performance planned to execute in the second and fourth quarters (Q2 and Q4), by 

measuring vendor/contractor performance before the assessment. The activity followed by sending vendor/contractor report to the related unit, 

especially project owner, as their consideration to select a vendor/contractor. 

 

The reward could also be given, as a token of appreciation to their hard work. Develop a case study to merge all project management 

organisation into a single PM entity is planned in the third quarter (Q3), after completing several enhancements in the PMO function proposed. 

Training or knowledge sharing on partner management practice is planned to be executed in the second quarter (Q2). TNA for 2020 was 
already proposed to HR in Q4 2019, PU should propose additional TNA in Q1 2020. Increase PMs, managers, and Non-PMs competencies are 

planned to be executed in all year, PU should monitor the realisation of TNA for 2020. Manager consistently involves in project review and 

mediate issues are planned to be executed in all year. It could be done by putting project agenda such as kick-off, review, and closing as their 

priority. The PU coordinator could also state this as policy, that managers presence in project agenda is mandatory. Adding more managers and 
put a dedicated manager for supporting function is planned to be executed in the first quarter (Q1). The DSS is planning to have an 

organisational transformation in early 2020, PU could use this opportunity to propose additional manager role while PMP for managers is 

planning to be executed in the third quarter (Q3) after they are doing some exam preparation in Q1 and Q2. Encourage PMs to create conducive 

work and PU positioning themself between customer and project owner is planning to be executed in all year. The strategy is about mindset; 
therefore, PU coordinator could consistently communicate this in every opportunity, in a formal and informal meeting. Then the managers 

could set up parameters to define “conducive work” and “middle man” terminology as performance indicator criteria for reviewing activity. 

The last one is to build a bounded relationship with another unit, is planning to be executed in the third quarter (Q3) and fourth quarter (Q4) 

after the supporting manager role is fulfilled. 

 

CONCLUSION 

The research, in general, wants to evaluate PU as a PMO organization by conducting three steps of evaluation. First, to evaluate PU 
readiness on PMO function and PMO performance. On average, PU employees agreed that PMO function and PMO performance is needed to 

develop a PMO organization. They also agree that PMO function and PMO performance has been implemented in PU, even though it is not 

implemented correctly yet. Second, to evaluate PMO function that can drive PMO performance. Kendall and Spearman's correlation test was 

proving that all PMO functions significantly related to PMO performance. Third, to evaluate PU SWOT. 13 recommended strategy produced 
using SO, WO, ST, and WT strategy framework to enhance PU PMO function. PU already had an ideal requirement to implement the plan. PU 

employees had already understood the importance of PMO function and PMO performance. PU is also already implemented PMO function and 

PMO performance. What needs to be fix is to do what has not been fixing. According to the statistics, by enhancing PMO function, it could 

leverage the PU performance. 

 

For the future roadmap, the company could use a competency continuum framework as a guideline to develop a more comprehensive 

project management unit. For the advanced PMO, the company's goal is to develop a single project management entity for all project activities. 
It means that the project is not only limited to the B2B project but also the retail and internal projects. The activities in the advanced PMO, such 

as separate business units, collaborating with business units, and provide expertise in project management practices and procedures are suitable 

to achieve the goal. For the center of excellence, the company's goal is to develop a revenue center organization. It means that the project unit 

not only implemented their project management expertise for the external customers and internal users. Nevertheless, they also can sell their 
project management expertise to other companies, which could help the company to gain more revenue opportunities in the future. The 

activities in the center of excellence, such as providing direction and influence for project management, building a great project management 

environment, conducting studies and evaluations of project management functionality, and representing the business interest are suitable to 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 912  

achieve the goal. PMO function alignment considered to achieve the more advanced goal in the PMO competency continuum. 20 PMO 

function stated in this research is developed for the standard PMO activity. This means that the company should also prepare more advance 

PMO function to achieve the advanced PMO and center of excellence stages.ss 
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Abstract  

With more than 40 years of experience in the auto-part industry, JAPCO (Japan Auto-Part Company) has grown as the market leader in 

Indonesia and survived through all the crises.  The strategy behind this success story is the practice of thick Japanese business ethics and high 

discipline code of conduct.  However, with the coming wave of Revolution Industry 4.0, which emphasizes agility in response to customers' 
flexible and dynamic paced expectations (especially from the Millennials), the company is facing a critical phase with the continuous decrease 

of margin in these few years. Some initiatives and strategies have been reviewed by the top management to manage future challenges, but no 

significant improvement achieved yet.  Despite the struggle of old unionized labor principle, bureaucratic Japanese working culture, slow 

response to competitor's strategies, oversupplied condition on the market, and the possibility of Millennials shifting their mobility preference, 
what should be conducted by JAPCO to conquest these challenges?   

The paper seeks to answer the question about car demand in the future, by conducting empirical research on Millennials' expectations for cars 

with a statistical approach (K-Means Cluster and ANOVA).  The result shows that car demand will have the potential to grow (with limitation), 

due to the strong involvement of Millennial's economic value and eco-friendly principles, and JAPCO as a manufacturing company should be 
able to adjust these aspects with cost concern. 

 
Keywords: automotive, manufacture, millennials, statistics, strategic.  

 

INTRODUCTION 

Successful to see the potential market of Indonesia in the 1970s, JAPCO (Japan Auto-Part Company) has started to supply the auto-parts 

to car manufacturers in Indonesia via import, managed by one of Indonesia tycoons by the time.  Watching the growth of the business, JAPCO 

decided to build the first plant in Bekasi (1973), neighboring the Japanese car manufactures.  Three years later, JAPCO started mass 

production, supplying the products to both car manufacturers and end-customers.  Partly due to the economic growth of Indonesia in the 1980s 
to 1990s and the massive landing of Japanese car manufacturers, the auto industry was growing very fast.  Then, JAPCO built the second 

factory in Karawang (1997) and moved the passenger car-part category production to the new factory a year later.  With progressive effort for 

half a century, the company is known as the market leader in the business, acquiring more than 40% of market share (GFK, 2019) in the 

passenger car sector, gaining significant profit, and brand equity.   

The two plants in Indonesia have more than enough capacity to support either domestic or international demand. The company has three 

main business operation structures for channeling the products: 

OEM (Original Equipment Manufacturer) partner for most Japanese car manufacturers, contributed ~18% on Sales; 

Replacement, supplying to end customers via 40 distributors as business partners, added ~ 55% on Sales; and  

Export, supplying 70 countries via the regional office in Singapore, contributed almost ~ 27% of Sales. 

JAPCO's supply chain is complex enough to prevent competitors from entering the market.  The lean manufacturing system can provide 

customers with the ultimate safety and high-quality products with zero defects.  Besides, JAPCO's brand equity is more than remarkable to 

make any driver on the road to always mention the brand, in case they want to replace their car parts.  The company has been generating a high-

profile label for the products with the premium price offered to the market.  

In managing the human capital, Japanese working culture dominates the management style, as the Japanese occupy top management levels 

and most critical decision-making seats.  The functional top-down hierarchical organization chart with multi-layers of levels is applied too.  

Mimicking the concept of people management in Japan, the company had offered a tremendous interest in the so-called 'Three Pillars' of 
Japan's dominant corporation principles.  The company provides lifetime employment, seniority-based payment and promotion (nenko), and 

company trade unions, forming 'full security feeling' for all employees, but decreasing productivity in general (Aoki et al., 2011).  The lifetime 

employment concept is usual at JAPCO as a global company, and even in an emerging country like Indonesia.  Promotions and lay-offs are 

rare, while mutations are frequent simply to move non-performing staff.  Due to the company's long tenure, the Labor Union (LU) of JAPCO 
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has been considered as one the oldest and strongest in Indonesia.  The domination is strong enough to make JAPCO's labor, paid as the most 

expensive in the country, rewarded with stable annual increment, and firm bonus calculation stated on one clause of Collective Labor 

Agreement (CLA).   

Japan, as a country, has complex demographic problems to encounter.  It has become the oldest population of any OECD members by 
2014, reducing the population by one-third in 2060, and will remain so in the foreseeable future.  Understanding this situation, the company has 

started to diversify the top management levels within the organization structure with non-Japanese members for the last three years.  However, 

turnover is high due to the extremely different working culture strikes as a barrier. 

Everything was smooth just until the symptoms of the Revolution Industry 4.0 started to influence the market condition.  Out of a sudden, 
the gross margin keeps decreasing to only 7%, with less than 5% of the net profit margin generated per annum.  Several challenges abruptly 

appear to disrupt the business.  Then, what should be conducted to turnaround the situation and continue the success story for another half a 

century?   

  

ISSUE EXPLORATION 

The problems at JAPCO are complicated enough to challenge the old management system to move for a new direction. They are coming 

from internal and external, as shown in Table 1 that highlighted the severe issues only. 

 

Table 1. External and Internal Issues at JAPCO. 

 

Currently, auto-manufacturers, including JAPCO, are adopting FMCG (Fast Moving Consumer Goods) system to keep the brand refreshed 

by doing continuous new product launches.  Unfortunately, the effort worsened the oversupplied condition of the auto market since 2013. 
Without knowing the customers' expectations (especially the idealistic Millennials perceived as having different behavior in car ownership), 

JAPCO is overburdened with too many product lines to supply the market.  

With a motivation to help the company condition, 200 Millennials from big cities (Jakarta, Surabaya, and Medan - where economics 

epicenter take place), were chosen randomly to answer the questionnaires. Then, K-Means Clustering was used to group the respondents with 
similar tendencies in answering the questions into clusters.  By then, ANOVA F-score would determine how many clusters could be optimum 

for us to have.  Clusters members' profiling worked to figure out the similarities of members within the cluster. The clusters could be called as 

segments of the market, while the member's character could define the preference. The result of this study will help JAPCO in simplifying the 

product lines, providing the best product portfolio, and a marketing strategy for supporting parts to auto manufacturers or end-customers. 
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The result was stunning, out of 200 respondents, 145 people (72.5%) have kept at least a car in their garage.  The higher their income, the 

better ownership percentage shows.  Although having cars will require more spending regularly, the ownership percentage is considerable, even 

at the lowest income range. When asked about the hierarchy of cars in their perspective, the answers are reflecting their interest in ownership 

too.  It is only 2% of the respondents giving negative responses, while 60% feel cars are essential but not a big priority.  Taking further to 

question the number of cars appropriate for a family: 35.5% said only one car, while 60% said two were enough. 

 

Table 2. The Hierarchy of Needs for Indonesian Millennials and Result of Car Ownership. 

 
 

With plenty of car variants available on the market recently, customers have pushed the critical attributes away from a car, due to budget 

limitation.  It is undeniable that many car types have neglected some attributes (including safety).  To support the fact, data from World Health 

Rankings in 2017, published that road traffic accidents deaths in Indonesia had reached 39,827 cases, contributed 2.37% of total mortality, with 
death rate was 16.64 per 100,000 of population, and ranked Indonesia number 95 in the world.  It was high compared to neighboring countries 

like Singapore, with 3.24 per 100,000 population ranked number 173, and Australia was at 4.94, ranked 162.   

Further to configure how Millennials value safety, 22 attributes were given to the respondents with Likert Scale 1-6 (6 is strongly agree) to 

score their preference, classified into five main categories; safety, economic value, quality, brand value, and eco-friendly.  The result shows 
economic value stands at first, followed by eco-friendly, brand value, and safety, while quality takes the last. The safety mean-score is 4.74, 

indicating that they appreciate safety efforts installed in a car.  However, they perceive safety as an essential feature, which should be provided 

by car manufacturers without additional cost borne to customers.  Although the generation is known to be tech-savvy, technology is last to be 

favored. It seems like they do not see it as a crucial requirement currently. Table 3 shows details of the mean-score.  

After conducting the standardization on respondents' Likert scale to the 22 attributes, K-Means Clustering grouped the 200 respondents 

into clusters with similar characteristics.  Starting by grouping them into two and continued until we found the proper number with iteration 

history as a parameter to stop the grouping process.  One-Way ANOVA was used to configure the best number for grouping.  Finally, five 

groups (clusters) were perfect to represent their similarities found in each cluster (shown in Table 4).  At last, cluster profiling took place to see 

what their similarities are. 

Each cluster has particular-character defining the preference in choosing a car. The Extravagant Eco-Friendly consists of members seeing 

the eco-friendly, quality, and a small portion of safety as their focus. The Reseller Addict sees salvage value and brand are essential items (can 

be called a group of people who regularly change their cars). The techno safety paranoid was ignoring many attributes, except safety and 
technology attributes. The Trend Followers cluster consists of respondents, answering the questionnaires with scale around mean-score, people 

that always follow the market hype.  The Green Economist consists of people choosing their car based on price and how efficient fuel 

consumption is, but they will not hesitate to pay more for eco-friendly products. Cluster 3, 4, and 5, will need special treatment from JAPCO, 

due to membership percentage, especially the needs of cluster 3 and 5 (The Techno Safety Paranoid and Green Economist).  With JAPCO's 
intense penetration of market share, it will not be difficult for JAPCO to grab Cluster 4 (Trend Followers).  The characters of Cluster 3 and 5 

can be the basis for JAPCO in developing a marketing strategy to conquest these audiences.  
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PROPOSED PRACTICES FOR JAPCO MANAGEMENT 

Since its establishment, JAPCO has been going with a differentiation strategy (based on Strategic Position and Competitive Scope – 

Generic Business Strategy Principle). The strategy seeks to create higher value for customers than the value that competitors create, by 

delivering products or services with unique features while keeping costs at the same or similar levels, allowing the firm to charge a higher price 

to its customers (Rothaermel, 2017).  Based on the research result, programs to be proposed to improve the company condition will be:  

A. Internal Issues  

Production Activities: Automation is an absolute requirement to encounter costs and human dependency on production lines.  The effort 

will need JAPCO Global support in implementing the most updated technology for the company.  Besides, automation can promise efficiency 

and productivity. 

Human Capital: might be the most challenging and complex issue to be solved.  Three programs to be proposed are CLA clause revision 

by revising stable salary increment and fix bonus calculation, modifying the Three Pillar Japanese HRM system into a performance-based 

appraisal system, and restructuring the composition of the employees with an early retirement program. It might be difficult with substantial 

interference of Labor Union presence in the company. 

Supporting Functions: Strengthening and upgrading the communication and information system within the organization to streamline the 

decision-making process.  

B. External Issues 

Market and Competitor Challenges: Initiating Business to Business (B2B) cooperation with logistics companies like TIKI, JNE, J&T 

for expanding market penetration in Indonesia.  Moreover, JAPCO has had digital platforms for providing Millennials with new channels in 

buying auto-parts.  However, these platforms have been under-utilized by the company. 

Sociocultural Change of Millennials: the generation is showing acceptance to car ownership, but with a conservative number of only two 
cars for a family, meaning that car demand will have the potential to grow (with limitation).  Unlike their seniors who appreciate quality, they 

prioritized price beyond all concerns, and JAPCO's cost control is the key. 

Technology Disruption: GOJEK and GRAB are providing ride-hailing services with massive numbers of drivers, craving for auto-parts 

supplies. Then, having B2B cooperation with these companies could generate mutual benefits. Besides, the expansive logistics companies 

supporting e-commerce business could become potential clients for JAPCO too.  

Ecological Concern: A recent study showed that 87% of Millennials believe that companies should address urgent social and 

environmental issues. They are not afraid of spending more to buy better or less harmful products, despite being a low-earning generation in 

comparison to the baby-boomers and Generation X, and this research proves so.  To encounter it, JAPCO can start to initiate a CSR program, 

campaigning its recycling project of used parts, promoting sustainability in business, and fulfilling Millennials' expectations.  

 

ANALYSIS OF PRACTICES 

THE PROS OF SOLUTIONS 

The programs will provide numerous advantages to the stakeholders. It will improve the net profit of the company for the long term and 

surviving the Revolution Industry 4.0.  Firstly, the program will reduce the operational cost by decreasing dependency on human interference 
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via automation and utilization of technology.  It will help the management in delivering consistent quality, improving operational efficiency, 

and reducing turnaround time to cope with the flexible market.  Secondly, it will increase income with bulk purchase through B2B cooperation 

with new customers, creating a new market for JAPCO, and providing mutual benefit for both parties.  Higher-income and lower operational 

costs will offer a significant margin for JAPCO to gain. Thirdly, with eco-friendly principles attached in the products or recycling the after-
used, JAPCO is not only meeting Millennials' expectations but also generating sustainable business and giving a contribution to the earth.  In 

general, by doing the programs, it will save the company life for another half-century, and continue the success story. 

 

THE CONS OF THE SOLUTIONS 

With long term dependency on humans in managing the business since its establishment, the solution might be very controversial as it is 

firmly suggesting to reduce human beings' interference from the whole system of JAPCO. With Labor Union's strong influence inside the 

company, this solution will take a very long discussion before getting a green light. 

Furthermore, transformation programs might be challenging for the daily manufacturing process.  During this period, the existing plants 
on Asia Pacific regions will not be able to support the local business due to government prohibition to import auto-parts. Therefore, JAPCO's 

challenge for implementing automation should be conducted gradually and progressively without creating chaos for the whole supply chain 

system. Again, this process involves all stakeholders' supports to make it successful. Unless the top management designs the programs with a 

proper timetable and taskforce, it will only become an imperfect plan and create another chaos to solve.  

At last, all of them will need massive capital for investment, and making it break-even is another issue to consider.  The shareholders 

should be patient enough to see adverse financial reports in the first few years when the transformation programs take place.  Nevertheless, do 

nothing and waiting to watch the 'sinking boat' helplessly might be more frustrating. 

 

CONCLUSION 

Since 2013, the auto market in Indonesia has been facing oversupplied condition and depressed by the wave of Revolution Industry 4.0.  
Due to this condition, auto manufacturers have tried to win the market share with continuous launches of new products.  However, worse was 

to follow, cars and auto-parts become commoditized, and JAPCO's products are no exception. 

Almost half a century in the business, JAPCO has been very successful in being the market leader in Indonesia, creating a high-profile 

label for the products with a premium price on the market.  However, the wave of the revolution is too strong to be neglected, and the company 

net profit margin is the real proof, showing that JAPCO needs a turnaround transformation. 

Based on the analysis of research result, conclusions about the objectives of this paper are: (1) Car demand still has the potential to growth 

(with limitation), due to Millennials conservative purchasing principle; (2) Economic value and eco-friendly become Millennials concern in 

choosing a car, outperforming other attributes; and (3) JAPCO should continue the differentiation strategy, with cost control as the concern.  To 
support the programs in generating benefits to the company, it will need sacrifices in terms of capital investment, restructuring transformation, 

and time intervals.  At last, the challenge lies in the hand of shareholders to decide whether to take the first step or not.  
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Abstract  

Nowadays, organizations have enormous pressure to improve their effectiveness and reduce the number of errors (Smetkowska and Mrugalska, 

2018). Operational excellence becomes very important for the organization. It deals with efficiency (productivity), effectiveness 

(customer/market orientation), and optimization of the operation process (Jaeger, et. al. 2014). This study conducted in a local biotechnology 

distributor company. It aims to analyze its business issue, identify process improvement opportunities, achieve cost leadership, and support 

company strategy in increasing profitability by using lean methodology. This research is using Six Sigma DMAIC (Define, Measure, Analyze, 
Improve, Control) lean tools. The company business issue is the decreasing amount of revenue in 2019 that caused by decreasing the total 

number of customer order. It is because of the operational issue related to delay goods arrival to the customer. This issue impacts on customer 

satisfaction, which influences the customers’ decision, whether they would use the company service again in the future. The major contributor 

to the delay goods arrival to the customer is delay payment from the company’s finance team to its suppliers. It  makes delays the import 
process from overseas suppliers to the company. There are some proposed business solutions from quantitative and qualitative data, and FMEA 

(Failure Model and Effect Analysis). Based on the FMEA RPN (Risk Priority Number) score, the highest priority is improving the payment 

process from the company to its supplier. There are other alternative business solutions by adding value-added processes, eliminating waste, 

implementing the 5S concept, and quality management. It is also essential to develop kaizen (continuous improvement) culture within the 
organization. 

 
Keywords: Continuous Improvement, Customer Satisfaction, Kaizen, Lean Methodology, Six Sigma  

 

INTRODUCTION 

This research is using Indonesia’s local biotechnology distributor company as an object. The company was founded at the end of 2012 to 

answer the opportunity of biotechnology laboratory supplies demands in Indonesia. The objective of this research is to identify, analyze, 

evaluate, and improve the company’s operational process. The study aims for supporting the corporate goals to attain more profitability by 

operational process excellence.  

This study observes three research questions. The first question is the operational root causes impact on company profitability. The second 

question is the solutions and improvement suggestions that can be implemented in the company for the operational process. The third question 

is the implementation plan for the improvement proposal.  

The company is facing a revenue decrease of 9% in 2019 compared with 2018. One of the reasons revenue decline is the decreasing 
number of orders from customers. It impacts customer satisfaction with the company’s services. Based on the pre-test interview conducted by 

the researcher, there are symptoms of operational challenges. They are delay goods arrival, and broken goods once arrive at the customer, 

incorrect temperature of the products, incorrect goods detail in delivery to customers (for example incorrect SKU, number of goods). 

 

ISSUE EXPLORATION  

The improvement scope is to attenuate service failure, waste, and achieve process efficiency by using the Six Sigma DMAIC tool. Six 

Sigma is using 3.4 standard problems-per-million opportunities as a standard response to the customer’s increasing expectations and the 

increasing modern products and processes complexity (Pereira et. al., 2019). Six Sigma and its DMAIC methodology are the last generations of 

improvement approaches (Cunha and Dominguez, 2015). DMAIC is a problem-solving methodology that improves processes, allows defect 
reduction and reduction of process variability, allowing companies to continuously improve their efficiency and performance (Ferreira et. al. 

2019). 

A process flowchart is used to analyze the activities process in the company. It provides a simple but insightful analysis of the activities 

associated with the process that often affect another (Jacobs and Chase, 2018: 268). Afterward, based on the flowchart, the next process is 
SIPOC (supplier-input-process-output-customer) creation. SIPOC is essentially a formalized input-output model, employed in the define stage 
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of a project (Jacobs and Chase, 2018:305). It is a tool for identifying the method inputs, outputs, and stakeholders, that stands for Suppliers-

Inputs-Process-Outputs-Customers (Pyzdek and Keller, 2018:270-271). 

This research is using mixed-method by integrating both qualitative and quantitative methods. It involves the combination of both 

qualitative (interview and open-ended survey questions) and quantitative (closed-ended survey questions) data in response to research questions 
or hypotheses. These two forms of data are integrated with the design analysis through merging the data, explaining the data, building from one 

database to another, or embedding the data within a broader framework (Creswell and Creswell, 2018:215). The primary data is taken from an 

interview and employee survey, while secondary data is taken from the existing customer satisfaction survey. The response rate from the 

customer satisfaction survey is 5% out of total customers, while the employee survey response rate is 96% from total respondents. 

 

EXISTING OR PROPOSED PRACTICES 

Define Phase 

In this phase, the author is looking for a research problem statement in an interview with its operation manager. This interview is exploring 

the company’s challenges related to the operational process. Afterward, the author is performing operational process flowchart mapping and 

SIPOC analysis with the company’s operational manager to determine operational process pain points, waste, and improvement areas. 

Based on the interview, the organization's business issue symptom was 9% revenue declining in 2019. The total purchase order created in 

2019 is also decreased by 47%. Moreover, total active customers who quote orders are also declining by 17% in 2019. According to the process 

flowchart and SIPOC analysis, there are fourteen processes related to operational activities. 

Measure Phase 

This research limitation is focusing on 80% issues contributor by Pareto analysis from company internal data. Pareto law is known as the 

80:20 principle. This principle mentions that 20% of the work produces 80% of our income (Keith, 2007:132). Based on the analysis, the most 

issue contributor to operational cost service failure is a delay in goods arrival. It contributes more than 80% financial impact on operational 

cost. A mixed-method analysis will be used for further data analysis.  

Analyze Phase 

1. Quantitative data analysis 

The company's customer satisfaction survey is used to identify the potential business issue. It was last conducted in 2018 for the period 
2017 product and service level measurement, received 5% of the total customer responses. The survey result analysis uses descriptive statistics. 

Likert scale data shows that on-time delivery has the lowest mean score. The score is 3.26 out of 5. It means that according to customers, on-

time delivery requires improvement. 

The next step is calculating defects per million opportunities (DPMO) metric for delay goods arrival that occurs in the company. Its 
calculation requires three data: unit, defect, and opportunity. The unit is the produced item or being serviced. The defect is any item or event 

that does not meet the customer’s requirements. Opportunity is a chance of a defect occur (Jacobs and Chase, 2018:304). The total delays of 

goods arrival cases in 2019 are 50 cases out of 346 total orders. There are nine critical steps for the operational order process out of fourteen 

processes in SIPOC. 

 

DPMO =     Number of defects     x 1,000,000 

Number of opportunities for error per unit x Number of units 

DPMO =         50        x 1,000,000 = 16,057 

      9 x 346 

Since the six-sigma target of defect is 3.4 while the company DPMO is 16,057, it means the company has not achieved Six Sigma’s target 

yet, and process improvement is required. 

Afterward, the next data is coming from the employee survey. The quantitative data analysis uses the Likert scale descriptive statistics. 
According to the respondents, an internal company system has the highest impact on the delay in goods arrival to the customer with a mean 

score of 4.24 out of 5. It also has the lowest quality, with a mean score of 2.98. The second-highest impact on delay in goods arrival to the 

customer is government regulation with a mean score of 4.00. Employee understanding of government regulation the statistics mean score is 

also only 3.32. It indicates that not many employees understand government regulation. The respondents agree that both internal and external 
communication is impacting on the delay in goods arrival, and both qualities are required for improvement. The third-party performance is also 

impacting on the delay in goods arrival that contains import forwarder, and local courier performance. Both parties are essential for 

improvement. 

2. Qualitative data analysis 

The first step in qualitative data analysis is interview analysis. According to the interview result, only half of the deliveries to the 

customers that on-time, delay delivery to the customers is causing customer complaints and reduce customer satisfaction. The company’s 

improvement areas are training for the employee, competitive price in the market, on-time goods arrival, and no missing goods at the 

warehouse. 

The second step is customer satisfaction survey qualitative data analysis uses transcript coding. Based on the coding analysis, the most 

effective marketing tools is the recommendation by other customers. It is essential to maintain customer satisfaction because they could 

recommend company products and services. The customer perspective on the company is a supplier of biochemistry products. The primary 
customer reasons for using company products and services are price and on-time delivery. The majority of customers agree that the company 

products and services are satisfied. 
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The third step is the qualitative employee survey data analysis. Most respondents (40% of respondents) agree that the internal company 

issue is the major contributor to delay goods arrival to the customer. However, 32% of total respondents select other as significant contributor 

delay in goods arrival because they are not aware of the delay in goods arrival cases. The other 12% of respondents are selecting internal 

communication among employees in the company; 12% of respondents choose employee understanding about government regulation, while 

4% of respondents select external communication between employees and customers.  

The most critical functions that may contribute to delay goods arrival to the customer are the purchasing and finance. Both functions have 

36% respondent’s responses. The purchasing function is related to import goods registration at the Minister of Health, and the finance function 

is related to the payment from the company to the suppliers. The other options are registration, sales, and warehouse receiving 4% of 

respondents for each option. 

Improve Phase 

The improvement opportunities can be done by adding a value-added process. It is recommended to have a particular checklist as a 

standard guideline and procedure during goods purchases to the suppliers. Performance monitoring is also recommended to be added in as a 

value-added process for third party forwarder and local courier. 

The other solution is by eliminating waste. During the quotation creation process, there are some manual processes. The business solution 

proposal is to have an automatic quotation when the customers visit the company’s website. It will also avoid service failure, for instance, 

missing order quotation follow up or duplicate order by the sales team. The customers are required to perform back and forth emails and phone 
calls to check their order status, which is considered as process waste. It is recommended to develop online visibility through the company 

website so that the customers could check their order visibility and get the information if there is any challenges or potential delay. 

Control Phase 

The FMEA analysis is done with the company’s sales, marketing, operational, and finance team representatives. The highest RPN score is 
an issue related to delay payment from the company to its suppliers. It has to be the top priority of the company. The second priority is to create 

a government regulation checklist to avoid any rejection during the registration process in the Ministry of Health system. The third priority is 

using a virtual account to prevent human error in overlooking customer payment status. 

 

ANALYSIS OF PRACTICES  

The alternative business solutions are further analyzed by using Pros and Cons analysis. The first alternative solution is approaching 

suppliers in giving 30 days term of payment for the company. The advantage of this solution is avoiding a potential delay in processing import 

goods from the overseas supplier to the company. The disadvantage that not all suppliers are willing to grant a term of payment due to trust or 
company regulation. It will impact both the company and suppliers because both require a strong relationship and negotiation. The risk of this 

solution is potential rejection from suppliers to award a term of payment for the company. The company needs to pay in cash immediately or 

deposit to the supplier. A credit facility can support the company in managing its cash flow. However, both negotiation and business 

relationship is required to be developed. A discount can be an option for cash suppliers. 

The second alternative solution is adding import document requirements and timeline checklist. This solution's advantages are to prevent 

rejection from the Ministry of Health during import goods registration and to avoid employee misunderstanding in terms of import goods 

requirements. The disadvantage of this solution is the new process and time consumed during import order registration, which impacts on 

registration team. The risk is incorrect resource information regarding import document requirements and timeline. Correct information 
resources and understanding regarding the import document timeline are vital to avoid delay goods arrival due to rejection by the Ministry of 

Health. 

The third alternative solution is to add a monitoring issue log for the nominated forwarder and local courier service provider. The pros are 

to detect service failures from the nominated forwarders and local courier and to have visibility for a performance review meeting. The con of 
this solution is a manual log that requires time-consuming for the employee. It is creating a new process and time required by the purchasing 

and logistics team members. Collaboration among the forwarder, local courier, and the company is needed to ensure open communication for 

improvement. The solutions risks are undisciplined behavior from the employee to update the issue log and potential dispute from the 

forwarder or local courier. Discipline behavior from the employee to update issue log regularly is very important to have performance visibility 
from forwarder and local courier. The company also can review whether they need to change the forwarder and courier provider with better 

performance. 

The fourth alternative solution is to eliminate manual order creation in the system by developing an online interface from the website to 

the company's system. The benefits of this solution are eliminating waste and preventing the employee from overlooking order input. On the 

other hand, this solution is considered as a cost and time-consuming investment for the company management team. 

The fifth alternative solution is to add order tracking visibility on the company's website. The upside of this solution is eliminating 

multiple emails and phone calls from the customers to check the order status. However, the downsides of this solution are cost and time 

consumed investment even though it will be giving more visibility for the customers and may increase their satisfaction with the company's 
service. The risk of this solution is the system development is not working as an expectation that leads to low return on investment. System 

enhancement is a longterm solution. Due to requiring high investment, it is imperative to ensure the system development gives tremendous 

benefits to both customers and the company. 

 

CONCLUSION 

The first question for this research is to answer the root causes of the company's 9% decrease in revenue, 47% decrease in entire order, and 

17% decrease in total active customers in 2019 compared with 2018. Both quantitative and qualitative data analysis is used. The quantitative 

and qualitative data come from primary data (interview and employee survey) and secondary data (company’s customer satisfaction survey). 
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The primary root cause is a delay in the arrival of goods that impacts customer satisfaction and the decision about whether they will re-order to 

the company in the future. Based on data analysis, the major root causes of delay in goods arrival to the customers are delay payment from the 

company to the overseas suppliers and employee misunderstanding of government regulation. Some minor root causes are human error, 

miscommunication, and third-party service provider performance. 

The second research question is to answer the solutions and improvement suggestions that can be implemented in the company for the 

operational process. The company should approach and negotiate with its suppliers to award terms of payment. However, there is a risk in the 

supplier's rejection to give terms of payment due to trust issues or company regulation. It is crucial to build a good business relationship and 

understand the supplier's origin of country culture during negotiation. The alternative solution to avoid delay payment also need to be explored, 

for example, deposit payment and discount. 

Besides, the company should ensure an updated standard import goods requirement based on the Ministry of Health regulation. It is 

essential to perform regular checking of the requirement.  

The recommendations for minor root causes are adding value-added processes, for example, checking process, performance monitoring 
issue log, and eliminating waste such as manual process. Another recommendation is developing a kaizen culture within the company. Kaizen 

is a Japanese philosophy that promotes small improvements made as a result of continuous effort (Maarof and Mahmud, 2016). 

The third research question is the implementation plan designed to align with alternative and analyze business solution, as shown in Table 

1 below. 

Table 1 Process improvement implementation plan 

No Key Activities Priority 
Easy to 

implement June July August 
PIC Remarks 

1 

Approaching the 
suppliers to grant term 

of payment for the 

company 

High Hard X X X 
Import and accounting 

staff 

 

2 

Creating a standard 

document as a 

government requirement 

checklist procedure 

High Medium X X X Registration staff 

 

3 
Using a virtual account 

for customer payment 
High Easy X X X Finance staff Quick win 

4 

Develop a web-based 
solution for quotation, 

PO creation, and order 

monitoring 

Medium Hard X X X 
Sales admin and 

business development 

Long term 

development 

5 
Training and sharing 

session 
Medium Easy X X  Operational manager  

6 Visual SOP at the wall Medium Easy X X  Operational manager  

7 

Forwarder and courier 

performance 

management 

Medium Easy X X  Purchasing and import 

logistics staff 
 

8 
Biweekly inventory 

stock audit 
Low Medium X X X Warehouse leader  

9 
Update customer 

database 
High Easy X   Sales Quick win 

10 

Conduct quarter 

customer satisfaction 

survey 

High Hard   X Sales  

11 

Continuous 

improvement event and 

award 

High Hard   X Operational manager  
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Abstract  

     Fuel subsidy policy has a significant impact on Pertamina's retail fuel business, because, more than 46 % of Pertamina's retail sales volume 
comes from assignments fuel (Premium) and subsidized fuels (BioSolar). The current subsidy policy has positive and negative impacts on 

Pertamina. As a positive impact, this policy is a barrier for Pertamina's competitors and provides a significant economic scale for Pertamina to 

streamline its operating costs. The negative impact is the direct loss and cash flow burden for Pertamina. At present, in terms of sales volume, 

of the 17 products in the Retail Marketing portfolio, 78% of sales volume comes from three products, which are Pertalite (32%), BioSolar 
(27%), and Premium (19%). Unfortunately, the three products are products with the smallest margins compared to other products. These 

conditions caused the poor financial performance of Pertamina's Retail Marketing Directorate. Even though it was the most significant revenue 

contributor in Pertamina (47%), in the last two years, the Directorate recorded a loss. In addition to challenges related to the fuel subsidy 

policy, The Directorate also faces the potential for disruption, especially from the development of electric vehicles as substitute energy for oil-
based fuels. The purpose of this research is to analyze the challenges that face by Pertamina's Retail Marketing Directorate and propose the 

right business strategy for the Directorate in order to be sustainable, continue to grow and improve its financial performance. 

 
Keywords: Business Strategy, Fuel Subsidy Policy, Pertamina, Retail Fuel Business, Sustainable  

 

INTRODUCTION 
 

Pertamina is an Indonesian National Oil and Gas Company that was established in 1957. Pertamina's business scope covers upstream, 

downstream, and also renewable energy. 

     Retail Marketing Directorate is one of nine Directorates at Pertamina. The Directorate handles retail marketing and sales of fuel and gas 

products (B to C). The Retail Marketing portfolio consists of 17 Products. In terms of pricing and subsidies, the products are divided into three 

categories which are: Assignment Products (Premium),  Subsidized Fuel (BioSolar, Kerosene, LPG 3 Kg) and Commercial Products (among 

others: Pertalite, Pertamax, Pertamax Turbo, Dexlite, Pertamina Dex, and Bright Gas) 

      In terms of sales volume, of the 17 products in the Retail Marketing portfolio, 78% of sales volume comes from three products, which 
are Pertalite (32%), BioSolar (27%) and Premium (19%), Other products contribute only 22% to total Retail Marketing’s sales volume. 

Unfortunately, the three products are products with the smallest margins compared to other products.  

       The three products mentioned above have low margins, (even negatives), related to the current subsidy policy. Ref Presidential 

Regulation (Per-Pres) No 191 of 2014, the government reformed fuel subsidies from previously floating to fixed subsidies. With this 
regulation, the government sets a fixed subsidy for “BioSolar” of Rp 1,000 per liter and removes subsidies for “Premium” (the lowest quality 

gasoline type available on the market). Although removing subsidies for Premium, the government still controls the price of this type of fuel 

and assigns Pertamina to distribute it. 

As a consequence of the fixed subsidies mechanism, at the beginning of the implementation of The Presidential Regulation, the 
government determined that the Retail Selling Price for assignment fuel (Premium) and subsidized Fuel (BioSolar) would be floating, changing 

every month following the market index price. A formula based on the Mid Oil Platts Singapore (MOPS) index is determined for this purpose. 

Changes in prices of assignment and subsidized fuel periodically then stopped in 2016. Since April 2016 until now, the Premium Retail 

Selling Price has remained at Rp 6.450 /liter and BioSolar at Rp 5.150 / liter, even though the world oil price and the market index price 

(MOPS) on which the formula is based have changed. 

The regulation that the Retail Selling Price of assignment and subsidized fuel must be set according to the market index price (Formula) 

then changes. As stipulated in Presidential Regulation No. 43 of 2018, the Minister (MoEMR) can set Retail Selling Prices different from the 
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formula.  This difference can be reimbursed later by the government, considering the state of the country's finances. With the Retail Selling 

Price for assignments fuel (Premium) and subsidized fuel (BioSolar) set lower than the Formula, Pertamina must bear a huge cash flow burden.  

The value of the difference in formula and retail selling price very matter because it is higher than Pertamina's overall profit per year, so this 

can have an impact on Pertamina's sustainability. 

Another challenge is the formula itself, as a basis for reimbursement, the current formula for Premium and BioSolar is lower than 

Pertamina's production costs, causing Pertamina to bear substantial losses.  

These conditions caused the poor financial performance of Pertamina's Retail Marketing Directorate. Although it was the most significant 

revenue contributor in Pertamina (47%), in the last two years, the Directorate recorded a loss. 

Although, on the one hand, the current subsidy policy provides direct losses, and the burden of cash flow for Pertamina, on the other hand, 

it has a positive impact, which is a barrier for Pertamina's competitors and provides a significant economy of scale to streamline Pertamina's 

operational costs. If this subsidy policy changes, Pertamina could lose the privilege of distributing assignments and subsidized fuel, and the 

retail fuel business competition will become tighter. 

In the retail fuel business industry in Indonesia, currently, besides Pertamina, there are six other players, there are Shell, Total, BP, AKR, 

ExxonMobil, and VIVO. With its most extensive network and the privileges of assignment and subsidized fuel, Pertamina still controls more 

than 95% market share. 

In addition to challenges related to the fuel subsidy policy, the retail fuel business also faces the potential for disruption, especially from 

the development of electric vehicles as substitute energy for oil-based fuels. EV can significantly reduce Pertamina’s fuel sales in the future. 

The purpose of this research is to analyze the challenges that face by Pertamina's Retail Marketing Directorate and propose the right 

business strategy for the Directorate in order to be sustainable, continue to grow and improve its financial performance. 

 

ISSUE EXPLORATION 

First, the author analyzed the data and business situation, both internal and external. In the external analysis, the global environment and 
domestic situation are analyzed using PESTEL Framework. The competitive situation in the industry (retail fuel business) is analyzed using 

Porter's Five Force framework. In the internal analysis,  the author analyzed Pertamina's current competitive advantage using the VRIO 

framework and the impact of the current subsidy policy on Pertamina's financial performance.  

Then the authors conducted qualitative research through structured interviews with several respondents, both external (some policymakers 

from the relevant ministries) and also internal respondents (some of Pertamina's top management). 

As mentioned earlier, the main issue is the poor financial performance of the Pertamina Retail Marketing Directorate and what is the right 

business strategy for the Directorate in order to sustain, continue to grow and improve its financial performance amid the challenges. 

The following is the root causes analysis of the issue using the tree diagram framework: 

 

Figure 1.1 Root Causes Analysis with Tree Diagram Framework 

 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 925  

 

EXISTING OR PROPOSED PRACTICES 

After conducting qualitative research and confirming the views of several Pertamina's top management, and policymakers from several 

ministries, the author uses several frameworks, which are Causal Loop Diagram, Scenario Planning, 7 P Marketing Mix and 5 Diamond 

Strategy to formulate the strategies. 

The following is a summary of proposed strategies as the solution to the root causes of the issue: 

Table 1.1 Summary of Proposed Strategies 

Root Causes Proposed Practices (Strategies) 

The formula for 

subsidized fuel is set 

lower than Pertamina's 
production cost 

Direct losses from 

Assignment and 

Subsidized Fuel 

1. Proposed a new formula based on the audited cost structure, 

with reasonable profit to the government 

2. Make efficiency efforts on product and operating costs 

The disparity between  
Formula and Retail 

Selling Price of 

assignment and 

subsidized fuel 

Cash Flow Burden 1. Propose changes to the subsidy policy. 
2. Propose accelerating repayment of government debt  

3. Propose to the government to convert Pertamina's receivables 

into government bonds or offset with other Pertamina's 

obligations to the government. 
Cost of Money 

Retail Prices for 

assignment fuel 
(Premium) are fixed,  

even though world oil 

prices have fluctuated 

Cannot get a reasonable 

profit form Pertalite (a 
commercial Product)  

1. Adjust the price of Pertalite gradually according to world oil 

prices. 
2. Propose adjusting the price of assignment fuel (Premium), 

according to the market price index, at certain upper and lower 

limits. 

Of the 17 products,  

78% of sales volume 

comes from 3 products 
with the smallest 

margins 

Pricing Policy Maintain competitive prices for commercial fuel while considering 

disparity with the price of subsidized fuel. 

Over quota of subsidized 

fuel 

Limit sales of subsidized fuel to only eligible customers 

Lack of Marketing 

Campaigns 

1. An aggressive marketing campaign for Pertamina's 

commercial fuel 

2. Conduct various promotional activities (Such as Berbagi 
Berkah MyPertamina, Pesta Cashback MyPertamina) 

Lack of availability of 
commercial fuel 

Increase the availability of commercial fuel products at all 
Pertamina’s Gas Station 

Potential of Disruption Change in Subsidy Policy Increase Pertamina's competitiveness by: 
1. Improve Pertamina Gas Station’s Services 

2. Digitization all Pertamina’s channel 

3. Continue to improve Pertamina's fuel quality. 

4. Improve Pertamina's product brand image by strengthening 
the alliance with a well-known automotive brand. 

5. Get closer to the customer by growing adoption of 

MyPertamina as loyalty program 

6. Develop Pertamina’s Delivery Services 
7. Optimize revenue stream from non-fuel retail business 

8. Leverage Big Data from Pertamina’s customer (through 

MyPertamina) to create ecosystem across multiple channel 

and products 
9. Expand Retail Fuel Business to overseas. 

Electric Vehicle (EV) 
Development 

Prepared EV Business Model : 
1. Strategic Alliance to other SOE to explore business from EV 

(build EV battery factories and or EV charging station 

network) 

2. Utilizing Pertamina’s widest sales channel network for EV 
Business (recharging stations or battery swap stations) 

3. Strategic alliance with companies that operate vehicles in 

large numbers such as a ride-sharing company to provide 

battery swap or charging station service. 

 

ANALYSIS OF PRACTICES 

The following is an analysis of challenges, pros and cons, and implications for various stakeholders if the solutions as described above are 

to be implemented: 

Table 1.2 Analysis of Practices 

Challenge Pro / Cons Implication 
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Minimize Losses related to current subsidy 

policy: 

• Less controllable by 
Pertamina. 

• Stakeholder Management. 

Pro 

• in term of Pareto, 

have a big impact (46% sales 
volume). 

Pertamina: Improve financial 

performance. 
Government: an additional burden on 

the state budget. 

Related to the proportion of sales volume: 

• Most consumers still price 
sensitive. 

• some gas stations are 

reluctant to provide commercial 

products due to slow-moving. 

Pro 

• More controllable 
by Pertamina 

• Have long term 

impact 

Cons 

• Need high effort 

to educate the consumer 

Pertamina :   

• Improve financial 
performance 

 

Government:  

• Reduce fuel subsidy 

cost 
 

Related to potential disruption - change in 

subsidy policy: 

• Social-economic situation due to the 
impact of covid-19. 

• Change the mindset of Pertamina's 

workers who are not accustomed to 

intense competition. 

• The loyalty of the gas 
station owner. 

Pro 

• For the 

government, the low world oil 
price recently is momentum to 

reform subsidy policy. 

Cons 

• Social-economic 

turmoil due to fluctuation in fuel 
prices. 

Pertamina :   

• Ease Pertamina's 

cash flow burden. 

• Potential to reduce 
Pertamina's market share. 

Government:  

• Improving the fair 

business climate. 

Related to potential disruption - electric 
vehicle. 

• Pertamina does not have 

expertise in the EV field. 

Pro 

• Can leverage 
Pertamina's most extensive 

network for EV Business. 

Cons 

• Need high 

investment costs. 

Pertamina :  

• Strengthen 
Pertamina's portfolio. 

Government: 

• Reduce fuel subsidy 

costs. 

• Good for the 

environment). 

 

CONCLUSION 

In order to be sustained, continue to grow and improve its financial performance, Pertamina must take several strategic steps that can be 

divided into short, medium, and long term as follows:  

In short-term, Pertamina must do the following: 

a) Minimize loss from assignment & subsidized fuel. 

b) Conduct an aggressive marketing campaign to shift the sales volume of products with low margins to higher quality products with 

higher margins. 

c) Strengthen its core competencies and carry out internal development. 

In the medium-term, Pertamina needs to optimize revenue streams from the non-fuel retail business, prepare business models for electric 
vehicles, and leverage Big Data from Pertamina's customers (through MyPertamina) to create ecosystems across multiple channels and 

products. 

In the long term, Pertamina needs to expand its retail fuel business to overseas (starting with Southeast Asia) by creating a subsidiary or 

joint venture with local partners. 

In planning its future business strategy, Pertamina must consider various possible scenarios. Especially the possibility of changes to the 

subsidy policy and anticipating the development of electric vehicles. Pertamina must also take a good stakeholder management approach to 

encourage regulations that are in line with company interests. 
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Abstract  

Poor quality sanitation, especially public toilets, is still a problem in many countries, including Indonesia. These conditions, triggered several 

sanitation observers in Indonesia to create a solution to the problem by establishing a startup company engaged in the sanitation sector under 

the name Jamban. Jamban offers solutions in the form of products that provide easy access to clean, healthy, and safe sanitation to its users with 

the support of internet-based technology. Although offering solutions to problems faced by many people, the traction of users of the Jamban 
product is still far from the target. This study aims to find the root of the problem faced by Jamban so that it can find the best solution to resolve 

the problem. The author identifies the root problem faced by Jamban using several analytical frameworks, namely business model canvas, 

porter's five forces, S-T-P analysis, marketing mix, and marketing 3.0 framework. The author also analyzes data from interviews with experts 

in the sanitation sector, survey data, company internal data, marketing channel data, and review literature. From the results of the analysis, the 
author gets the fact that Jamban lacked focus in reaching its target users and implemented a vertical marketing strategy and did not optimize 

online-based marketing channels, as well as gaps between products and users. Therefore, the author uses the new wave marketing framework to 

find solutions to these problems. From the framework, a solution is found, among others, by actively approaching the community, primarily 

through online platforms, developing new features according to the needs of each user, applying dynamic pricing, freemium concept, and 
implementing word of mouth strategy. 

 
Keywords: Instagram Business Model, Marketing Strategy, New Wave Marketing, Sanitation, Startup 

 

BACKGROUND 

The toilet is a basic human need.  Even though it is a basic need, inadequate toilet facilities are still a complex problem to be solved until 

now. Based on the World Health Organization (WHO) data, there have been around two million deaths each year worldwide due to diarrhea 
transmission and other disease infections. It has estimated that 88% of those deaths are attributable to unsafe water supply, sanitation, and 

hygiene (Di Salvo, 2012: n.d). According to WHO reports in 2017, 45% of the global population (3.4 billion people) used a safely managed 

sanitation service (WHO.int, 2019: n.d). The poor quality of public toilets in Indonesia also affects Indonesia's ranking among 140 countries. 

Based on the World Economic Forum report in 2019, Indonesia ranked 102 out of 140 countries in terms of health and hygiene. Besides, 
Indonesia is ranked 135 out of 140 countries in terms of environmental sustainability, one of which is supported by the amount of pollution and 

excessive use of clean water caused by public toilets that are not maintained and do not meet standards. Inadequate public toilet facilities in the 

tourist area are factors that put Indonesia 98 out of 140 countries in terms of tourist service infrastructure (World Economic Forum, 2019: 72-

81). 

 From the above data, some observers of public toilets in Indonesia took the initiative to create solutions to the problems of public toilets 

in Indonesia by establishing a startup company with the brand "Jamban" in 2019, which is engaged in the sanitation sector, especially public 

toilets. With the support of technology based on internet and mobile phone applications, Jamban hopes to be one of the solutions to solve the 

problem of public toilets in Indonesia. 

Business Issue 

Since launched at the end of 2019, Jamban has not shown optimal performance, specifically in terms of traction users of Jamban products, 

although Jamban product is one suitable solution to the problems faced by consumers, namely the difficulty of consumers getting access to 

clean toilets in public areas. However, the level of usage of Jamban software and hardware products has not yet reached the minimum target 

expected by Jamban management.  

In the case of software products, Jamban application users in Google play store are still less than 500 users. The number of Jamban 

application installers is still (100+), which means the number of installers is still below 500 installers. This condition makes the management of 

Jamban confused with this user traction problem. Jamban has provided applications with android system specifications that are not too 

demanding sophisticated smartphones like other applications.  
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In the case of hardware products, Jamban also places international standard public toilet products in the middle of a relatively crowded 

public area. One of them is at the Taman Sari point of Yogyakarta; recorded from Yogyakarta tourism department data, the average visitor in a 

year is around 255,000 tourists, with an average monthly visit of no less than 16,000 tourists (Dinas Pariwisata Daerah Istimewa Yogyakarta, 

2018: 39). From the latest data obtained, at present, the hardware users (public toilets by Jamban) are still less than the average six users per 

hour, from the company's minimum target of six users per hour 

 

ISSUE EXPLORATION 

Conceptual Framework 

The initial stage of implementing the conceptual framework in this research is to understand the sanitation business conditions conducted 

by Jamban and its target users. After that, the author makes a detailed exploration of the problems faced by the company. To analyze Jamban 
business conditions, the author used tools and theories, namely the business model canvas and porter's five forces, with an analysis of 

qualitative and quantitative research added by conducting interviews with experts in sanitation in Indonesia. Meanwhile, to analyze Jamban 

products' users, the author will use tools and theories, namely the S-T-P analysis and marketing mix. The author analyzed qualitative and 

quantitative research from a survey conducted by the author, along with Jamban, and conducted a literature review of research conducted by 

several research institutions in Indonesia regarding the character of target users of Jamban in early-stage development of Jamban. 

After conducting a business issue exploration, the researcher will formulate business solutions to solve business problems by using the 

new wave marketing concept effectively and efficiently by paying attention to the results of the analysis. The author will also provide 

recommendations regarding the implementation plan as a guide to implementing the proposed solution from the results of this study.  

Jamban Business Analysis 

Poor access to sanitation can affect various sectors, not only affect health and the environment but can also affect other sectors such as the 

tourism sector. According to the author interview with Naning Adiwoso as President of Indonesia Toilet Association (ATI), Indonesia has 

problems in the sanitation sector, especially public toilets in terms of design, user behavior, maintenance, and commitment of toilet owner 
management (Adiwoso, Author Interview, 11/03/2020). ATI has tried to summarize the conditions that are often complained of by public toilet 

users in Indonesia, namely wet floors (58%), stains (31.5%), bad odors (24.5%), garbage (23%), untidy (17.5%), dust (10.5%), toilets not 

functioning or damaged (9.0%) and many insects (8%) (Adiwoso, Author Interview, 11/03/2020). According to Sunarsa and Andiani  research 

in 2018, the quality of public toilets at tourist sites in Bali is only able to meet 47% of tourist expectations in terms of cleanliness, availability 
of amenities, and the quality of public toilet care (Sunarsa et al., 2018:2). According to Hendyana research in 2012, revealed the fact that there 

were several traditional markets in Indonesia where toilets were not cleaned periodically and drain the water bath properly (Hendyana et al., 

2012: 3). 

From the author's analysis using the business model canvas, the author gained insight that business Jamban can be a business that can 
develop into the future because it can be a solution to the sanitation problems faced by many people in Indonesia.  However, the author 

considers that Jamban does not maximize the development of application products to provide services following Jamban's value proposition, 

namely providing easy access to clean, healthy and safe sanitation to consumers. 

From the author's analysis using the porter's five forces, the author learned that as a startup with internet-based technology products, 
Jamban still has a vast market opportunity in Indonesia. However, it must remain aware of opportunities for competitors from other countries to 

enter the Indonesian market. Jamban faces three aspects with a medium level, which, if not watched out, could endanger the Jamban business in 

the future, namely the threat of new entrants, bargaining power of buyers, and threat of substitute products. In the case of user traction issues, 

Jamban must focus on finding a solution considering the buyer's bargaining power is included in the medium category, so Jamban must pay 

attention to prices and services offered to the needs and affordability of consumers. 

Jamban Users Analysis 

Jamban management set a target user for the Jamban product from the millennial generation. According to the results of research 

conducted by the IDN Times Institute, 70.4% of millennials access digital media to find out the latest news and 31.5% to find out information 

about lifestyle. Ease of access, multi-tasking, and speed are the main reasons for choosing digital media (IDN Times Institute, 2019: 49). 

From the S-T-P analysis, the author learned that the choice of Jamban's founder to target the millennial generation as a target market for 

Jamban product users is appropriate. With the largest population in Indonesia, the millennial generation can become a large target market for 

Jamban companies. However, Jamban must be able to optimize the popular online media platform used by millennials so that Jamban can reach 

the target users. 

From the marketing mix analysis, the author gained insight that in terms of products, the Jamban products in the form of renovated public 

toilets are as expected by the target Jamban users, but the author considers that Jamban has not yet developed the software product optimally. In 

terms of place, Jamban offers clean public toilet services, in addition to the gas station. Even though the tourist spot is one of the locations 
avoided by millennials to use public toilets, Jamban places renovated public toilets in tourist spots. According to the analysis of survey data 

conducted by the author together with Jamban, the author gets the fact that the millennial generation respondents chose the gas station as the 

most often used public location when wanting to use public toilets (54.91%). Rest area (46.03%) became the second choice and places of 

education like campus or school (43.69%) as the third choice. Whereas the most avoided locations for using public toilets are terminal or port 

(70.33%), public areas such as markets, parks, play areas (60.05%), and tourism spots (36.21%). 

In terms of price, the toilet set a net public toilet service price of IDR 4000, but most of the target users want to pay IDR 2000. According 

to the analysis of survey data, the author gets the fact that 86.9% of the total respondents from the millennial generation are willing to pay for 
clean public toilet facility services, and 67.7% of them are willing to pay IDR 2000 each time they use public toilets. 18.8% are willing to pay 

IDR 3000 -4000; 9.9% are willing to pay IDR 4000-5000, and 3.5% are willing to pay more than IDR 5000.  
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In terms of promotion, according to the results of the marketing channel analysis used by Jamban to get millennial generation target 

markets, Jamban uses websites and social media as the primary choice. The website owned by Jamban already has a pretty good quality, as 

evidenced by the long duration of the visit and the low bounce rate. The author found flaws in terms of social media performance and search 

engine optimization to support the marketing performance of Jamban products. From the results of the marketing channel analysis,  Jamban 
does more direct marketing, which is top-down or vertical, even though the target Jamban users have mutually connected and horizontal 

characteristics. 

Comprehensive Analysis 

After analyzing the business conditions and Jamban users, the author made a more comprehensive analysis using the marketing 3.0 
framework. From the analysis, the author learned that in terms of objectives, how companies see the market, company marketing guidelines, 

value propositions, Jamban is following the concept of value-driven marketing. In terms of enabling forces, Jamban has not been optimal in 

applying technology according to the value-driven era, especially in software products. In terms of fundamental marketing concepts, Jamban 

still tends to focus on highlighting product differentiation rather than its value to consumers. In terms of interaction with consumers, Jamban 
still tends to do one-to-one and one-to-many that are vertical, so it does not follow value-driven marketing that emphasizes many-to-many 

collaboration. 

From the above analysis about Jamban business and users, the author identifies the potential root cause of the problem, including: 

• Jamban marketing strategy tends to be top-down or vertical, whereas the Jamban target market is horizontal; 

• Jamban has not yet developed an application product to provide services following the Jamban value proposition: to provide easy 

access to clean, healthy and safe sanitation to consumers; 

• Jamban selects locations, prices, and services that do not fit the needs and habits of the target users of Jamban products. 

 

PROPOSED PRACTICES 

New Wave Marketing 

The new wave marketing concept is a concept that was coined by Hermawan Kartajaya, who is also the founder of MarkPlus Inc.  The 

pattern of marketing by applying the old vertical marketing model will potentially make a business unable to survive amid the development of 
increasingly sophisticated internet-based technology. The concept of marketing also shifted in the marketing approach in the legacy era known 

as 4C, change, competitors, customers, and companies. The 4C concept is generally to analyze a marketing landscape. In this horizontal era, the 

fourth position stands "many to many" parallel. The four of them can communicate in real-time now interactively and transparently. This 

condition happens because there is a fifth C factor, namely the connector (Kartajaya, 2010:77). The new wave marketing concept introduces 
changes in marketing patterns from the legacy era to a new era in the three marketing components, namely in terms of strategy, tactics and 

value, which include 12 core elements of marketing, including communitization, confirmation, clarification, codification, co-creation, currency, 

communal activation, conversation, commercialization, character, caring and collaboration. 

In the business conditions faced by Jamban, the new wave marketing concept is considered appropriate as the right marketing strategy, 
because in the business run by Jamban following the shifting that occurs in human behavior that becomes horizontal, inclusive and social is 

supported by internet-based technology. Jamban, as a startup with all its limitations of budget, is very important to apply a marketing strategy 

that has a significant impact. The table below will explain the application of new wave marketing as a solution to Jamban problems. 

 
Table 1.  Jamban problems and proposed solutions according to the new marketing concept 

No Bases of 

Analysis 

Problem Solution 

1 S-T-P analysis, 
the marketing 

mix, marketing 

3.0 
 

Jamban marketing 
strategy tends to be top-

down or vertical, 

whereas the Jamban 
target market is 

horizontal. 

 

Implementing communitization : 

• Create their community; 

• Conduct annual awards, gatherings, or gamification activities on 
social media; 

• Actively participate in community activities. For example, Jamban 

taking part in an expo toilet event. 

 

Implementing conversation : 

• Active in popular online media platforms to carry out conversations 

with communities of target Jamban users, such as Facebook, 

Instagram, and Twitter. 

 
Implementing commercialization : 

• Implement a word of mouth strategy by optimizing the network 

owned by employees in Jamban in every social media owned by 

their employees. 
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2 Business model 

canvas and 

marketing mix 

Jamban has not yet 

developed an 

application product to 

provide services 
following the Jamban 

value proposition: to 

provide easy access to 

clean, healthy, and safe 

sanitation to consumers. 

Implementing codification : 

• Develop features in mobile applications that offer personalization for 

Jamban product users, such as health daily monitoring. 

 

Implementing collaboration : 

• Create features for users to do public toilet ratings that have not been 
reviewed by the Jamban using the Jamban application, as is done by 

Google with the Google Maps application; 

• Collaborate with ATI and conducting communal activation such as 

workshops and joint training with public toilet owners. 

3 Porter’s five 
forces and  

marketing mix 

Jamban selects locations 
and prices, as well as 

services that do not fit 

the needs and habits of 

the target users of 
Jamban products 

Implementing co-creation : 

• Provide users with the opportunity to propose new features and the 
latest location of public toilets that will be renovated by Jamban. 

 

Implementing currency: 

• Implement dynamic pricing such as usually done by hotels and 

airlines in offering prices according to market availability and needs; 

• Implement the freemium concept by offering free price quotes for 
essential services and charging additional prices for additional 

services selected by the user. 

 

ANALYSIS OF PRACTICES 
 

From the various solutions above, marketing activities can be implemented with a minimum budget through internet media, by optimizing 

activities that are low in costs, such as being active in popular social media platforms used by Jamban target market, such as Facebook, 

Instagram, and Twitter. Conducting public toilet design competitions through internet media; annual awards; actively creating articles related to 

sanitation and participating in community activities can make Jamban viral in various communities that have a target market for Jamban. 

The potential increase in online marketing costs occurs if Jamban increases promotion via social media using Facebook Ads, Instagram 

Ads, and Google Ads. The advertisement system offered by the provider provides convenience in terms of budget flexibility and can determine 

the specific target audience of the advertised advertisement. Following the needs of Jamban, which have limited funds, so they must allocate a 

budget effectively and efficiently but can have the most significant possible impact on company performance. 

In terms of system development and IT infrastructure, Jamban has the advantage of having internal resources that have the expertise to 

develop the system. Therefore, this condition can minimize the costs of developing the Jamban system and IT infrastructure. 

Activities that are likely to use a significant amount of money are if Jamban carries out activities offline, such as holding training or 
holding events with the community, and involving a large number of media partners.  Focusing on online activities, such as holding online 

seminars or online training, can minimize sizeable potential expenditure. Jamban can also hold events with other community members in the 

form of companies with the same sector but with different products so that they can share the costs. 

 

 

CONCLUSION 

Jamban experienced problems with low user traction of Jamban products because Jamban implemented a strategy that did not follow the 
intended target market. Although Jamban products can be a solution to the problems the target market faces, with inappropriate strategies, the 

results obtained will be less than optimal. An effective and efficient marketing strategy is needed to solve the problems that are being faced by 

Jamban. 

The new wave marketing concept is suitable for startup companies to adopt in today's digital era. The company will be able to develop 
more in this era with a more horizontal approach and optimize the development of connections. A low cost but high impact marketing strategy 

is essential for Jamban as a startup and pioneer company in its sector in Indonesia with its various limitations. 

Based on author analysis on the sanitation sector and business models run by Jamban. The author considers that the business run by 

Jamban can be long run and expanded into a wide variety of products that can reach various communities connected with sanitation. Jamban, as 
a new startup and a pioneer in Indonesia's sanitation sector, must place promotion as a top priority. The marketing approach that can be done by 

Jamban must be able to make Jamban viral in many communities by marketing a combination of new strategies proposed by the author. 

Jamban, if it is consistent in developing its products and services according to the needs of the target market, can be an ecosystem in every case 

relating to the sanitation sector.  
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Abstract  

Nowadays, Indonesia still faces sanitation problems, especially public toilet facilities. According to the World Health Organization (WHO) 

report, Indonesia ranks 3rd for the worst access to basic sanitation in 2017. It indirectly affects the macroeconomy, especially in the tourism 

sector, which is one of the most prominent contributing GDP Indonesia. These conditions, triggered to create a solution by establishing a start-

up company focused on sanitation sector called Jamban. Until now most of countries in the world affected new virus called Covid-19 which is 

impact to the all of business sector. But from this condition it will be an opportunity especially by Jamban. The core business of Jamban is 
provides easy find access to clean, healthy, and safe public toilets with support from the mobile application. Nevertheless, there are some 

problems faced Jamban : the traction of users still low and revenue too. The author also analyzes the main problems by used several methods 

which are quantitative, qualitative, and literature review to generate the best strategy for Jamban to scale up the business as well. Firstly, the 

author doing review literature about lean start-up and then go through external analysis (PESTEL) and also internal analysis (VRIO). After that, 
using the 5C model and marketing mix to define the product will be launched by Jamban also the last Dimond Strategy to capture more detail 

the business strategy for Jamban. 

 
Keywords: Business Strategy, Business Model, Sanitation, Start-Up  

 

BACKGROUND 

Indonesia in the last five years (2014 - 2018) especially Tourism sector has a significant increase. The number of foreign tourist arrivals 

from 9.4 million people in 2014 to 15.8 Million people in 2018 (60%), directly affects to the contribution of Gross Domestic Product (GDP) 

reach 4.50% to the country. Besides that, Indonesia still faces sanitation problems; it proven from the World Health Organization (WHO) report 

in 2017, Indonesia ranks 3rd in countries with the worst sanitation in the world.  

Many countries have revolutionized toilets to improve public health status and state image in the eyes of other citizens, who visit both on 

vacation, watching matches, attending education, or other purposes. Malaysia conducted a toilet revolution in 2006 to combat the dirty and 

dirty toilet conditions throughout the country (Toilet revolution, 2006). Singapore has the Happy Toilet program, which launched on July 1, 
2003 (Happy Toilet, 2003). The Toilet revolution also occurred in South Korea, which was pioneered by Sim Jae-duck, nicknamed Mr. Toilet 

(Toilet Revolution, 2002). Sim also initiated a "toilet culture" or a culture that is very important to disseminated throughout parts of South 

Korea. In Japan, the toilet revolution has carried out since the '90s. Even in this country, the toilet used as a tourist attraction. 

Another hand, right now, as we know, most of the countries in the world affected virus Covid-19. For Indonesia, itself from March 2020 
until May 2020 is still increasing. Until now, it has not seen a decline that also cannot predicted until when. Such conditions will bring about a 

new normal where people will be more aware of hygiene and a clean lifestyle. From that data and problems, the initiator of innovations and 

breakthrough Start-up called "Jamban" came up to become a public toilet solution in Indonesia and raise public awareness, related to hygienic 

and sustainable toilets. 

Business Issue 

Jamban is a pioneering start-up in Indonesia focuses on sanitation. Since Jamban launched at the end of 2019, Jamban has not shown 

optimal performance. The difficulty of consumers getting access to clean toilets in public areas. However, the level of usage of Jamban 

hardware and software products has not yet reached the minimum target expected by Jamban management. Jamban has only four public toilet 
locations, which are in Taman Sari Yogyakarta and at the gas station in Wates. From the latest data obtained, at present, the toilet hardware 

users (public toilets by Jamban) are still less than average six users per hour, from the company's minimum target of 6 users per hour. 

Showed in Figure 1. Where is the cashless transaction data at the entrance of the public toilet owned by Jamban past five months? For the 

four spots public toilet by Jamban, the number of users is still under six people per hour, and the total revenue is 268.000 rupiah. It calculates 
by one person pays for four thousand the total of people using Jamban public toilet, only sixty-seven people on average, only thirteen people 
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per month. This condition is too far away from the company's initial feasibility analysis. Another hand, the user traction of Jamban is very low. 

From the internal company, data showed that only 100 users who install Jamban apps. 

 
 

Figure 1 Jamban Cashless Transaction Last Five Months (November 19 – March 20) & Jamban installer 

Source: Company Internal Data 

ISSUE EXPLORATION 

Conceptual Framework 

According to the International Journal of Scientific Research Volume 7 in January 2018, The Conceptual framework is the simplest way in 
which authors describe the problems readily, showing the key variables that need to be solved. The main of this research is to establish a 

strategy for Jamban to scale up its existence. Captured the main business issue, several variables need to be identified, such as external and 

internal factors. 

First, the literature reviewed about lean start-up and continued with the external factor analysis will used PESTEL. The PESTEL Analysis 
uses to identify the external factors (macro-environmental factors) that may impact on Jamban Organizations. Second, to identify internal 

factors that affect the business, the framework that will used is VRIO analysis. This analysis is to capture company resources that are 

sustainable or temporary sustainable. The results will hopefully provide a competitive advantage and also affect effective business decisions. 

The last, after analyzing external and internal factors, the researcher will identify the strategy for Jamban using the 5c model, marketing 
mix, and Diamond Strategy analysis to generate the best strategies. After that, the authors develop a new Jamban business model using the 

Business Canvas Model. 

Jamban Business Analysis 

Literature review using a lean start-up. A start-up is a company designed to grow fast. The only essential thing is growth. Everything else 
we associate with start-ups follows from growth" (Paul Graham 2014). Start-Up is also taken from English, which means the action or process 

of starting a new organization. In essence, the start-up is a step in producing something new. According to Mudo (2015), in his article, 

mentioned, "The business start-up is a business that is just developing. However, this start-up business is more synonymous with technology, 

web, internet, and related business. For the start-up method, there have to be several stages are Market validation, Product validation, and 
Business validation. A lean start-up is one way to manage balance with ideas and customer satisfaction, where the current level of customer 

satisfaction is number one. 

External analysis using PESTEL is:  

• Political: Inequality minimum service standards for public toilets in Indonesia, so it needs support from the government to create policy 

and compulsion with a political will so that people are more aware of cleanliness. It can be affected by Jamban business; it didn't get 
support from Government Jamban cannot scale up the business rapidly, and The kingdom or empire, we know that Indonesia is thick with 

many areas that have a tradition of kings or sultans. In this case, Jamban already exists in Yogyakarta, which is a thick region with 

difficulties so that it will become a strong value in terms of politics for expansion into other regions that have traditions such as kings or 

sultans. 

• Economic: The level of employment in the sanitation business itself requires skilled people, and in Indonesia, there are still rarely any 
people who have the skills and values in sanitation so that it will have an impact on high salaries, and Purchasing power, for the 

purchasing power of the people, especially in tourist areas, has increased quite high in the past five years, so indirectly, the Latrine 

business will increase as well because people need clean and comfortable toilets in tourist attractions. 

• Social: Social friction with local people during the acquisition process. This is something we cannot predict because each region has 

different problems. 

• Technological: Currently, development of technology is very rapidly, 50% of Indonesians use the internet, 56% active social media users, 

and 48% mobile social media users, In Indonesia, there are no companies that provide public toilets that are supported by technology-

based mobile applications such as Jamban, and supporting government program cashless society, encouraging people to do any 

transactions with electronic money with the aim of improving the economy 

• Environment: Awareness of cleanliness that causes human health. This relates to the nature of society about the importance of clean 
living, and The availability of clean water and the availability of sanitation data in schools. This is very important and has not been 

realized by the government that the impact of excessive water use will have an effect on the scarcity of clean water. 

• Legal: Public toilet standards in Indonesia have not been strictly regulated by law. At present, only the Ministry of PUPR and the 

Indonesian Toilet Association are issuing standard public toilet manuals. 
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After done for external analysis, the author identifies for internal analysis using VRIO analysis. This framework discusses in more detail 

the internal conditions of companies to formulate strategies in business. The resources for Jamban are people, hardware, and software. The 

hardware and software are easy to imitate, but the resources for Jamban already support the expertise, which is the Indonesian Toilets 

Association and academics. Besides that, the founder and co-founder have the same mission and evenly distributed in terms of company shares.  

 

PROPOSED PRACTICES 

5C model 

This model consists of four interrelated factors: change, consumer, competitor, company. Change is a value mover, value demanding 

customer, value provider competitor, and value determining company (Kotler et al., 2003). But in the era of connectivity like now, this 4C still 

needs to be added with the next C, namely Connector. 

Change 

For change is quite low because pioneer start-up in Indonesia focused on sanitation, and Jamban becomes the solution of the COVID-19. 

After this pandemic is new normal about Hygiene and Cleanness will be a concern by people. Jamban will always be aware of changes in the 
future both short and long term because it has collaborated with both stakeholders and competitors so that it indirectly makes the Jamban create 

innovation like making other derivative products, namely amenities products, by utilizing small and medium businesses. 

Customer 

In Indonesia, 60% is dominated by millennials in the age range of 21 - 36 years, so that the largest customer is millennials. With the 

current state of technology development, it is very suitable to formulate a corporate strategy focused on current millennial habits. 

Competitor 

Right now the position of Jamban is strong because in Indonesia no one resembles Jamban. However, in the long run, these competitors 

can become opportunities for Jamban to collaborate if they enter Indonesia because jamban are now beginning to change for trends in 

competing for more into a collaboration to create a very large ecosystem or community. 

Company 

For the internal conditions of the company, in terms of branding and tagline, it is sufficient to provide a significant impact to the 

community. 

Connector 

There is an add-on that connects where all aspects of 4C are related. In the current era, which is completely horizontal, so it must 

implement three things, namely to connect with all the changes that occur because the changes occur very quickly. Competitors are changing 

into Coopetition, where competition and collaboration. In this era, there are no rulers or monopolies that exist side by side, that is collaboration. 
in the customer factor, the customer itself is now increasingly smart in choosing and buying the products they want. The awareness of the 

quality of goods is very conscious. Other hand, Jamban must maintain its reputation as a solution for sanitation in Indonesia. This is quite very 

important because it is to increase the customer's trust itself and increase the value of the company 

Marketing Mix Element 

In marketing a product or service within a company, it requires an easy and flexible approach, which is commonly referred to as the 

marketing mix (Kotler and Ketler 2012: 25). Marketing mix or absorbed into the Indonesian language into the marketing mix is a sales or 

promotion strategy and pricing that is unique and designed to produce a mutually beneficial exchange for the intended market. 

Product: In the Jamban business, it is in the form of intangible public toilet management services and cannot measured in numbers. Based 
on the results of the questionnaire with 413 respondents in Jabodetabek, the products and services the user wants are cleanliness (81%), the 

availability of clean water (81%), wet (67%, and lighting (59%). 

Price: For the sanitation business industry, especially paid public toilets, there are still pros and cons. Based on the results of the 

questionnaire that 77% agreed to paid public toilets because with us paying for something, there was a sense to have it, and awareness of 
cleanliness also existed. While 23% stated that they did not agree to paid public toilets, another hand, the majority of 64% wanted a price of Rp. 

2000 -. It is a unique phenomenon, that the price of toilets from five to ten years ago was constant at Rp. 2,000 - and only a few even provide 

higher prices but with unfit conditions. 

Place: In terms of the scope of business of the Jamban company, where to find clean toilets is crucial. Based on the results of the 
respondents that there are three places most frequently visited for public toilets, namely Gas Station by 54%, Rest area 51%, and School 37%. 

In this case, tourist attractions occupy below after education places for public toilets visited by 31%. 

It been concluded that tourist attractions are still far below the standards related to public toilets, so consumers prefer gas stations and Rest 

areas as the leading choice for using public toilets. Making opportunities for Jamban for strategies to be developed to develop business in the 

field of sanitation 

Promotion: The promotion of Jamban products through online channels, especially social media, is still lacking. The primary target market 

for Jamban is users of millennial travelers, which, of course, is inseparable from gadgets and social media daily. With the number of millennial 

travelers in Indonesia, there are more than 20 million people, and 80% of these millennials use social media. Jamban must focus on thinking 

about the best marketing strategy through social media. 

 

ANALYSIS OF PRACTICES 
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Diamond Strategy 

According to Hambrick and Frederickson (2001), a strategy has five elements arenas, vehicles, differentiation, staging, and economic 

value.  By answering key questions in each area, paint a picture of the strategy with increasing clarity. 

Arena 

Jamban start-up will focus on user traction and in Jabodetabek to develop a new product. 

Vehicles 

Collaborate with the Indonesian Toilet Association (ATI), NGO, and Government or SOE. Collaborating with ATI is a bridge to expand 

expertise in sanitation, government, and other sanitation business players. Besides, internal companies need to be developed, especially in the 

field of IT. 

Differentiations 

Jamban is a sociopreneur because not only business as usual but also a social impact on the community, so the value is how to give impact 

to the community. This can be measured after the toilets have many products on a massive scale so that it can be seen as the social impact given 

by the toilets, both the environment and society. Other hand Jamban has real-time manages, and the cashless payment method will support the 

government programs. 

Staging 

The first step for Jamban is to scale up the business move to B2B2C. Because it takes massive and fast because of limited capital and 

resources to provide clean public toilets on a massive basis, this target will be the first step in the new start-up business. The target market will 

be a gas station, a public area, and tourism spots. 

Economic logic 

There are three sources of revenue of Jamban, which are services toilets, advertising to customers inside the toilet, and membership. 

Proposed Business Model 

Furthermore, the proposed business model is designed to expand the Sustainable Competitive Advantage of Jamban. The author compiles 
the results of the strategy for Jamban then it is poured into the business model to easily see the big picture of the product to be developed by 

using the business canvas model. 

Key Partners 

● Indonesian Toilet 

Association (ATI) 

● Landlord 

● SOE 

● Ministry of 

Tourism 

● Startup 

communities 

● Advertisement 

agency 

Key Activities 

● Acquisition of 

public toilet 

existing 

● Develop mobile 

apps 

● Social movement 

● Training 

Value Proposition 

● User Experience 

● Social impact  

● Habit changing 

● Standardized service 

quality 

● Provide easy access 

to clean public toilets 

Customer 

Relationship 

● Review & rating 

● Article or news 

● Seminar  

Customer Segments 

● Millennial 

● Jabodetabek 

● Community in 

sanitation 

Key Resources 

● Manage public  

toilets 

● Advertising tools 

●  People expert in 

sanitation 

● SEO 

Channels 

● Website 

● Social Media 

● Word of mouth 

Cost Structure 

● Operation cost  

● IT  development, Maintenance & utility 

● Marketing  

● Acquisition cost  

Revenue Streams 

● Visitors using Jamban toilet ( IDR 2K – 4K) 

● Advertising spots and apps  

● Jamban Membership or subscribers 

  

Figure 2. Proposed business model 

CONCLUSION 

According to the author's analysis, the results are that Jamban has to change their business strategies. The condition business of sanitation 

in Indonesia mostly focuses on the conventional public toilets business and portable toilets for rent on certain occasions, and the market is still 

extensive. Second, based on lean start-up and results of the analysis the best strategy business Jamban to scale up in sanitation industries: 
Develop IT system which is an application and Increasing cashless payment tool options, Focus on user traction with acquisition existing public 

toilets (Gas station, public area and tourism spots), collaboration with stakeholders, competitor and other communities that focus on sanitation.  

The last is developing a new product in Jabodetabek first and move to the B2B2C market parallel with creating a marketing strategy and 

focus on increasing the communication with the customer using social media. Besides that, Jamban has to Finding Investor with attending by 

several start-up events. 
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Abstract  

The motivation of this study is to shorten lengthy time-to-market duration of the IoT platform product lifecycle transition from the design-and-
develop to the operation stage. To reduce time-to-market duration by enable faster business-activity transition, we set three main research 

objectives, i.e. (1) to identify the most critical Design-and-Develop stage’s process; (2) to formulate the proper business-solution improvement; 

(3) to implement the proposed business-solution formulation design. This study uses the product lifecycle management approach to explain the 

importance of conducting the operation readiness test in pre-launched stage. The business process management approach used to identify the 
critical processes, and the process audit method to measure the adoption rate of the process enabler. Then, we utilize analytic hierarchy process 

(AHP) method to identify the critical process prioritization. The eTOM framework used to design the service assurance process and 

specification. A simple multi-attribute rating technique (SMART) method was conducted to test the business solution design. In line with the 

research’s purpose, we come to several conclusions i.e. (1) Develop Detailed Product Operational Specification and Develop Product Offering 
Procedures are become the most critical processes in the  design-and-develop stage of  product lifecycle management; (2) we present the proper 

design of service-assurance business process using the eTOM framework and; (3) we present an implementation plan which require intense 

collaboration from the IT department and training divisions. This proposed eTOM-based design can be adopted by other telco or digital service 

industry as a reference to accelerate the service-assurance business process design of cloud portfolio product. 

 
Keywords: Analytic Hierarchy Process, Business Process Management, Customer Operation, eTOM, Internet-Of-Things, Product Lifecycle Management, 

Service Assurance, Time-To-Market  

 

INTRODUCTION 

PT Telekomunikasi Indonesia (Persero) Tbk. (Telkom) is a state-owned enterprise which engage as telecommunication network and 
service providers in Indonesia. The company vision is “To be the most preferred digital telco to empower the society”. In line with the vision, 

Telkom defined three company missions i.e.: (1) advance rapid buildout of sustainable intelligent digital infrastructure and platforms that is 

affordable and accessible to all, (2) nurture best-in-class digital talent that helps develop nation’s digital capabilities and increase digital 

adoption, and (3) orchestrate digital ecosystem to deliver superior customer experience. Transform into smart enabler ‘hub’ platform for the 
digital ecosystem is become one of the Telkom’s strategic initiative to grow adjacent digital portfolio business. Therefore, Telkom invest in 

Internet-of-Things platform (IoT/M2M Platform) to achieve grow adjacent digital portfolio as one of the corporate portfolio objectives. 

Theoretically, IoT platform are the central piece in the Internet-of-Things architecture that connect real and the virtual world and enable 

communication between objects. It just enabling connectivity between objects (Lueth & Kotzorek, 2015). 

Antares is result of the Telkom’s IoT Platform product research which then developed internally through strategic business-unit Divisi 

Digital Service since 2016. It expected not only to accelerate the Telkom’s adjacent digital service portfolio growth but also to support the 

Industry 4.0 as a nationwide vision. In IoT technology stack, Antares positioned to provide enabler horizontal platform solution in the middle 

of the IoT ecosystem to connect between the devices layer and the application layer. The purpose of Antares is “To provide world class IoT 
platform for all of the key players in IoT ecosystem”. The product vision is “To be a world class IoT platform which top choice of IoT solution 

developers”. Based-on the Antares’ product roadmap and Telkom’s standard policy of innovation, in the end of 2018 year ideally Antares 

should be in the product operational stage considering the Telkom’s product lifecycle and made the right time-to-market (TTM) which is no 

more than 24 months. The transition from design-and-develop stage to operational stage is importance for Antares to achieve the product vision 
to be a world class IoT platform by pursue the high potential revenue of IoT platform business trends. Basically, the IoT platform is driven by 

the growth of connected objects in 15% to 20% annually since which then projected to be reached up to 30 billion connected things globally in 

2020. Then, it made an IoT platform is an $7 trillion business opportunity globally. In Indonesia, the potential revenue share of IoT enablement 

platform is 5% ($150 million) from total IoT business potential revenue with 33% CAGR from 2016 to 2020.  
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However, until July 2019, Antares is still on the design-and-develop stage which made the time-to-market is reach up to 36 months. 

Unfortunately, it potentially continues to grow until the end of 2019, which then become the commercialization delay more than 12 months. 

The impact of this business issue, Telkom expected loss of potential revenue in 2018 of $43 million (~Rp620 billion) and for 2019 of around 

$114 million (~Rp1.6 trillion). Moreover, Telkom potentially lost the potential revenue from IoT platform business product around ~Rp175 

billion monthly if there is no enabling business-activity from design-and-develop to operation stage in 2020.  

 

ISSUE EXPLORATION 

The objective of business issue exploration is to find the most critical process in pre-launched (design-and-develop) stage which then it 

will identify the root-causes of business issue. First, we explore the literature relating the issue to support the exploration which consist of 
product lifecycle management, process audit, business process model and notation, and decision-making framework. Second, we explore the 

business condition analysis of the company by analyzing the company’s product lifecycle management approach and the decomposition 

analysis methodology of the company’s design-and-develop stage business process by utilizing the literature that has been explored and 

reviewed. Then, we conduct the five why’s analysis which depicted on the current reality tree (CTR) to find the root-causes. After that, the 
Analytic Hierarchy Process (AHP) methodology is utilized to identify the prioritization of the root-causes which need to be solved in the 

proposed business solution. 

Product Lifecycle Management. 

According the product lifecycle management concept by (stark, 2018), there are five phases of the product lifecycle: from ideation (when 
the product is just an idea in the people’s head), definition (the idea is being converted into a detailed description of specification), realization 

(the product exist in its final form in which it could be used by customer), operation (product is with the customer who using it), until 

retirement (where the product gets a phase which it’s no longer useful). The (TMForum, 2018) also defined this product lifecycle concept 

which then adopting by Telco’s and digital services industry globally. It coming from the product & portfolio planning, to product specification 
development, then product offering development, next assess operation performance, and the last is manage product exit phases. Length of time 

it takes from product being conceived until it is available for sale or operate is called time-to-market. From this literature, we found that the 

importance of the conducting customer operation specification and design readiness test / acceptance by the company in the pre-launched stage 

beside the product design & technical capabilities development (see Figure 1). Then, the acceptance test is become a gate before the product is 

officially launch and jump to operation stage. 

 

Figure 1 Product Lifecycle Management (Source: author’s analysis) 

Process Performance Analysis of Pre-launched Stage 

The analysis started by depicting the pre-launched stage process of Antares using Business Process Modelling Notation (BPMN) method 
capturing the level-0 process. After that, the result of capturing process analyzed by the process decomposition framework to identify the most 

critical process transition from design-and-develop (pre-launched) to operation (go-to-market) stage. By observing the performance of each 

process, we identify that Antares had a 100% done in the Product Related Technical Specification and Development process even more had 

documented the product guidance. It indicated by the certification of Antares technical capabilities by oneM2M. oneM2M is a worlds’ leading 

ICT standard development organizations.  

However, we identify that the percentage (%) deliverable performance of detailed product-related operational specification development in 

the develop detailed product operational specification process just reach 30%. Furthermore, the percentage (%) deliverable performance of the 

specific fulfillment, assurance, and revenue generation procedures development in the develop product offering procedures process just reach 
only 20% (See Figure 2). This value both 20% and 30% are get from the process audit method which developed by Hammer from MIT. 

Therefore, these two processes become the critical process because the deliverable of these process become the major requirement in the 

reliability, availability, and billing & collection component in the 8IC assessment. The 8IC assessment is the company’s method to assess the 

product before officially launched. The result of 8IC assessment is the deliverable of the conduct operational readiness testing process. 
Therefore, the assessment process which is not yet eligible (only reaches 70%) hindering the product launching process and the time-to-market 

become higher. 

 

Process 
Number 

Processes Key Performance Indicator (KPI) 
KPI 

Achievement 

1.2.7.1.3.1 Develop Detailed Product Commercial Specs. Percentage (%) of the development of versioning of the specs.  100% 

1.2.7.1.3.3 Develop Detailed Product Performance Specs. Percentage (%) of the development of measure the performance  80% 

1.2.7.1.3.2 Develop Detailed Product Technical Specs. Percentage (%) of the detailed product-related tech. specs. devt. 100% 

1.2.7.1.3.4 Develop Detailed Product Operational Specs. Percentage (%) of the detailed product-related ops. specs devt. 30% 

1.2.7.2.1.7.2 Support Product Offering Operational Percentage (%) of the guidance document of product operations 100% 

1.2.7.2.1.7.1 Develop Product Offering Procedures 
Percentage (%) of the specific fulfilment, assurance, and revenue 

generation procedures development 
20% 

1.2.7.2.1.7.3 Conduct Operational Readiness Testing 
Percentage (%) of the passed acceptance criteria in operational 

readiness testing 
70% 

No Capabilities Result 

1 Quality 100% 

2 Reliability 67% 

3 Availability 71% 

4 Billing & Collection 0% 

5 Coverage 100% 

6 Compatibility 100% 

7 Features 100% 

8 Readiness 56% 

AVERAGE 70% 
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Figure 2 Process Performance Analysis and Process Decomposition (Source: author’s analysis) 

 

Process Audit. 

Based-on the product lifecycle management approach and the time-to-market issue, it is importance to evaluate the business process in the 
pre-launched stage of the Antares to identify the measure the maturity level of the business process. To evaluate and audit the business process 

in an enterprise, there is a Process and Enterprise Maturity Model. Table 1 shows the evaluation of maturity level of design, infrastructure, and 

metrics process enablers of Antares. The evaluation indicate that Antares has a low maturity level in purpose and documentation relate with 

business process design. Therefore, its importance for Antares to improve the business process design relate with the reliability, availability, 

and billing & collection. 

Table 1 Evaluation of Maturity Level of Design, Infrastructure, and Metrics Process Enabler of Antares 

(Source: author’s analysis) 

Process 

Enablers 
Definition 

Enabler 

Components 
P-1 P-2 P-3 P-4 

Design The comprehensiveness of the specification of how the process is to be executed 

Purpose     

Context     

Documentation     

Infrastructure Information and management systems that support the process 

Information Systems     

Human Resource 

Systems 

    

Metrics The measures the company uses to track the process’s performance.  
Definition     

Uses    
 

The Five Why’s and Current Reality Tree 

 

Figure 3 Current Reality Tree        Figure 4 Performance Sensitivity using AHP to Prioritize Root-Cause     

 (Source: author’s analysis)            (Source: author’s analysis) 

The current reality tree (CRT) can describe the systemic issue and how the business issue is caused by a root-cause by using five-whys 
method in previous session. Figure 3 shows the current reality tree which describe the cause-and-effect systematically from the five whys 

method. It depicts the root-cause of the lengthy Antares time-to-market caused by the unavailability of the general eTOM documentation 

design of customer operation business process among reliability for service assurance, availability for fulfilment, or billing & collection for 

revenue management. Therefore, the AHP procedure is treated by Expert Choice version 11 software. By using Expert Choice software can 
reduce the determining process and more accurate. From the Figure. 4, Reliability is the product assessment component which need to be 

solved first indicated by the 50.3% of overall performance. Following by the 25.4% of Availability and 17.0% of Readiness. Then, Billing and 

Collection in 7.4%. 

Based-on this result, it can be concluded that the develop detailed product operational specification process and develop product offering 
procedures process is the most critical process in the pre-launched stage of product lifecycle. That is because these unperformed processes 

affect the unavailability of the company’s standard business process design mainly for reliability (service assurance process) which then causes 

the lengthy time-to-market of Antares IoT platform business issue. 

1.2.7.2.1.4.1 Manage Product Offering Acceptance Testing 
Percentage (%) of the acceptance tests or acceptance criteria 

definition and participants in testing identification 
80% 

1.2.7.2.1.4.4. Approve Product Offering for Launch/Rollout Launched the product  0% 
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EXISTING OR PROPOSED PRACTICES 

eTOM Process Mapping 

We design the proposed process by select eTOM Processes to be mapped in the end-to-end problem-to-solution process (see Figure 5). 

The process mapping is done by selecting the level-2 eTOM process element to be implemented in the end-to-end process. In this case, 
problem-to-solution is a reactive process in Assurance. The mapping process is fully customized based-on the planned process to be designed. 

Customer Interaction Management, Customer Management, and Problem Handling process is chosen to handle customer domain. Service 

Problem Management process for handling service domain. Resource Trouble Management for handling resource domain and Party Problem 

Handling to handle the engaged-party domain.  

 

Figure 5 Process eTOM Mapping for Service Assurance Process Design and Alternatives (Source: Authors analysis) 

Figure 6 shows four business solution alternatives of the service-assurance business process by adopting level-2 eTOM. Each of the 

alternative design illustrate the eTOM process mapping as in Figure 5 by adopting the business process model & notation (BPMN) approach. 

These alternative solutions reference to the eTOM end-to-end business flow, the Incident Management process of ITIL Service Operation, and 

company’s existing business process for cloud portfolio product. Alternative-1 is a general solution, there is an involvement of account 
manager in the interaction for the first time from the customer in the Customer Interaction Management process, then forwarded to the Problem 

Handling process by the Digital Service Assurance (DSA) sub-unit in Divisi Digital Service. The Alternative-2 show that Antares not provide 

the internal field engineer, however the resources trouble management process is managed by the engaged party. In Alternative-3 and 

Alternative-4, we displace the Customer Interaction Management process from account-manager to the Digital Service Assurance – DDS team 
by provide the support problem handling to enable digital touch-point channel through website application. Alternative-3 have similarity with 

Alternative-1 in the resource trouble and party-problem management process, otherwise Alternative-4 have similarity with Alternative-2 in the 

resource trouble and party-problem management process. 

 

(a)    (b)     (c)   (d) 

Figure 6 (a) Alternative-1, (b) Alternative-2, (c) Alternative-3, and (d) Alternative-4 of Service Assurance Business Process (source: 

author’s analysis) 

We determine the proper Alternative using SMART method by considering the evaluation of duration (time), resources, and cost criteria 

which then judge by IoT platform product owner (see Table 2). Therefore, alternative-4 is the proper solution for company’s IoT platform 

where customer interaction management process is managed using digital touch point (DTP) of support problem handling, then the resource 
domain is managed by infrastructure providers, however if the product owner is more concerned to keep his cost low, then he should choose 

altenrative-3, where they need to provide the IoT platform field engineer to managed the resources/infrastructure trouble, while the 

infrastructure providers only provide high-level support (see Figure 7).  
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Figure 7 Provisional Decision (Source: author’s analysis) 

 

ANALYSIS OF FINDINGS AND DISCUSSION 

The objective of analysis of practices is to present the implementation plan of proper service-assurance business process design 
considering the company’s stakeholder, time plan, and resource requirement. The implementation plan estimated will be done in 5 weeks, or 

around more than 2 months. Resource availability is categorized in three components: Human Resource, Technology Resource, and 

Organizational Resource (Wibisono, How to Create a World Class Company, 2013). First, to design high-level technical model in a week, 

Telkom Divisi-IT need provide a person who have a responsibility in Service-Oriented Architecture (SOA) Platform Development. Once the 
high-level enterprise technical model done, two senior developers in DEV sub-unit of DDS organization complete the technical design 

document by using BPMN process designer software. After that, the complete technical design document will be the reference for junior 

developer which consist of frontend, backend engineer to develop and test the unit programs relate with the process. In Telkom, Atlassian 

software which support agile methodology is used as technology resource.  

Once the program is done, a person as process quality assurance require to lead and conduct multiple iteration for integration test by using 

agile methodology. All of the integration test result become the input for document engineer and designer to collaborate in designing the 

training document. Then, the training document is become major requirement for a training manager from Corporate University to coordinate 

training class session. Therefore, overall, it needs 11 (eleven) people involved as human resources and around 21 million as a monetary cost in 

organizational resource to implement the problem-to-solution business process for Antares (see Table 4) 

Table 4 Resource Requirement 

Activities 

Human Resources 

Technology Resources 

Organizational Resource 

Amount 

(person) 
Job Role Org. Units Estimate Cost  

Design High-Level Technical Model 1 SOA Platform Devt. Service-Oriented Architecture Platform DIV-IT Rp2,000,000 

Complete the Technical Design Document 2 Senior Developer BPMN Process Designer Software DEV - DDS Rp5,000,000 

Develop Interface Needed for the Process 

Solution 3 
Junior Developer 

Software Development and Collaboration 

Tools; Agile methodology 
DEV - DDS 

Rp4.000,000 

Conduct Unit Test for individual program Junior Developer Unit Test tool:Sonarqube DEV - DDS 

Conduct multiple Iteration for Integration 

Test 
1 

Process Quality 

Assurance 
Agile methodology DEV - DDS Rp500,000.00 

Design Training Document 
1 Document Engineer Ms. Word DEV - DDS Rp0.00 

1 Document Designer Unconfirmed DEX - DDS Rp0.00 

Coordinate and Conduct the Training Effort 1 Training Manager Training Class Corporate University Rp10,000,000.00 

Creating Online Help Documentation 1 Administrator Documentation framework Antares Rp0.00 

 
11    Rp21,500,000 

 

CONCLUSION 

The conclusion of this thesis is based-on the three research-objective which formulated in order to solve the identified strategic business 
issue or problem about the lengthy of time-to-market of new company’s IoT platform product. First, Develop Detailed Product Operational 

Specification and Develop Product Offering Procedures are become the most critical processes in the pre-launched (design-and-develop) 

company’s product lifecycle stage. It is supported by the data which state that these unperformed processes affect the unavailability of the 

company’s standard business process design mainly for reliability (service assurance process) which then causes the lengthy time-to-market of 

Antares IoT platform business issue.  

Second, the design of eTOM-based end-to-end reactive service assurance business process is the most proper improvement. Therefore, in 

the other case of cloud portfolio product development, the digital service and telco industry can accelerate the pace of time-to-market transition 

up to 17% by adopting the eTOM-based service assurance business process as best practice in the Develop Detailed Product Operational 
Specification and Develop Product Offering Procedures processes without spent more time to learn of eTOM standard business process. The 

alternative-4 and alternative-3 of problem-to-solution business process design is the most preferable alternative to be implemented in 

company’s IoT Platform Antares solution. Third, the implementation plan requires intense collaboration from the IT department, developer 

team, and training divisions. It could be implemented by eleven people of human resource with cost 21 million rupiah, then supported by 
several technology resource such as SOA platform, BPMN designer software, software development and collaboration tools, and agile 

methodology.  
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Abstract  

The increasing number of Low-Cost Carrier strategic group in Indonesia has created a price war and leads the strategic group into a Red Ocean 
(Rothaermel, 2017). This Red Ocean condition has made PT Citilink Indonesia (“Citilink”)—one of the Low-Cost Carriers in Indonesia—

suffer from a loss in 2017 and 2018. Thus, Citilink has to find a way to survive in the intense business competition, especially with the upper 

limit of ticket price set by the Ministry of Transportation, as well as the increasing cost factors that might crush their bottom line even more. 

This research helps Citilink to find the most suitable business strategy and to create Blue Ocean (Kim and Mauborgne, 2005) by applying the 
stages in Blue Ocean Shift Strategy (Kim and Mauborgne, 2017). These include Current Strategy Canvas, the Buyer Utility Map, the Three 

Tiers of Noncustomer, the Six Path Analysis, and the Four Action Framework that use both qualitative and quantitative methodologies. Data 

from the questionnaire, interview, and focus group discussion were triangulated and analyzed. The analysis and triangulation results show that 

Citilink needs to shift from Low-Cost Carrier Strategic Group to Middle Service Airlines and provide freighter aircraft to grab cargo business 
both for domestic and international flights. 

 
Keywords: Blue Ocean, Buyer Utility Map, Four Action Framework, Red Ocean, Six Path Framework  

 

INTRODUCTION 

According to Air and Space Law No. 1 of 2009, there are three types of scheduled commercial airlines in Indonesia. Each of the strategic 

group has to follow the Transportation Minister's Decree No. PM 14 of 2016 (replaced by KM 72 2019)  to set the fare for passengers, and 

Ministry of Transportation No. PM 185 of 2015 in term of service standard.  

 

Table 1. Airline Service Standard in Indonesia 

Service Full Service Medium Service No Frills 

Ticket refund during force 

major 

Deducted by 20% of the 

administration cost 

Deducted by 15% of the 

administration cost 

Deducted by 10% of the 

administration cost 

Meals Snack & beverages for < 90 minutes 

flight and heavy meal & beverages for 
> 90 minutes flight 

Snack & beverages Additional cost for passengers for 

meal 

Baggage Free 20 kgs Free 15 kgs Additional cost 

(Source: Ministry of Transportation Regulation No. PM 185 of 2015) 

According to the data from the Indonesia Ministry of Transportation, the Low-Cost Carrier strategic group is the most competitive among 
the other strategic group. Airlines in this strategic group have to struggle in such intense business competition, specifically in the pricing 

strategy. In other words, the Low-Cost Carrier strategic group had become a Red Ocean (Kim and Mauborgne, 2005). This situation eventually 

affects Citilink. Based on Citilink annual reports, Citilink had to suffer from a loss in 2017 and 2018 consecutively. These losses occurred due 

to the rise of unit cost affected by fuel price, lease cost, maintenance cost, airport cost, and worsened with the price war situation within the 

Low-Cost Carrier that pushed Citilink to give discounts to its passengers. 

To be able to survive in the fierce competition in Low-Cost Carrier strategic group, Citilink needs to find a way of creating Blue Ocean 

(Kim and Mauborgne, 2005) to offer higher value to their passengers, increase the profitability and ensure the sustainability of the business. 

 

BUSINESS ISSUE EXPLORATION 

To find Blue Ocean for Citilink, the researcher is implementing Blue Ocean Shift Strategy (Kim and Mauborgne, 2017) approach. Blue 
Ocean Shift Strategy is a business-level strategy that successfully combines the differentiation strategy and cost leadership strategy using value 

innovation to reconcile the inherent trade-offs of offerings or products (Rothaermel, 2017). W. Chan Kim and Renee Mauborgne (2017) believe 

that one company can earn a higher profit if they create a unique offering for new markets rather than competing with existing ones. Sheehan 
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and Vaidyanathan (2009) explain that "…Blue Ocean Strategy asks managers to change their perspective from that of field generals battling 

competitors head-to-head for market share or repeatedly seeking to grow by endless market segmentation. Instead, they should see themselves 

as explorers, looking to discover new customer demand.” 

This research started by constructing the current Canvas Business Model through data collection. Few factors that have been listed in each 
block of the current Canvas Business Model are 1). Key partner that consists of the lessor, supplier, regulator, training center, airports, air 

traffic center, and government; 2). Key activity that consists of domestic regular flight and charter flight; 3). Key resource that consists of 

passenger aircraft, air crew, and ground staff; 4). Value proposition that consists of Citilink as flag carrier’s subsidiaries, Citilink’s on time 

performance, and Citilink’s high safety standard; 5). Customer relationship that consists of customer service, call center, and social media; 6). 
Channel that consists of online travel agent, conventional travel agent, website, and mobile application; 7). Customer segment that consists of 

male and female SEC A, B, C1, C2, C3 passengers, and cargo agent; 8). Cost structure that consists of fuel cost, aircraft lease, maintenance 

cost, airport cost, sales and promotion, administrative and general cost; and 9). Revenue streams include LCC-based passenger tickets, ancillary 

revenue, cargo revenue, and excess baggage revenue. 

The research continued with a qualitative interview with Citilink’s management representative to determine the biggest competitors in 

strategic groups and key competing factors. The interview results show that the two biggest competitors for Citilink are Lion Air and AirAsia 

Indonesia. Meanwhile, the key competing factors in the Low-Cost Carrier strategic group are: 1). Price; 2). On-Time Performance; 3). Choice 

of domestic routes; 4). Choice of international routes; 5). Airworthiness level; 6). Loyalty program; 7). Free Meals; 8). In-flight entertainment; 

9). Lounge; 10). Magazine; 11). The quality of mobile applications; and 11). Fee baggage allowance. 

Based on the competitors and key competing factors that have been determined, researcher is conducting a qualitative and quantitative 

survey to capture and validate the customer's perspective of the key competing factors of Citilink as well as the competitors. The survey also 

conducted to obtain the pain points felt by the passengers towards Citilink services. The data of customer's perspective for Key Competing 
Factors of Citilink, Lion Air and AirAsia Indonesia that gathered from survey results were analyzed and triangulated with the data from 

interview with Citilink’s management representatives and the focus group discussion of the Blue Ocean Team. The Blue Ocean Team consists 

of several best employees from each Citilink’s division. 

According to the triangulation result, not all of the key competing factors that initially determined by Citilink’s management representative 
are actually the key competing factors in customer’s perception. It resembles by the summary of Citilink's customer pain points in Figure 1. 

Those pain points are 1). Quality of mobile applications; 2). Number and choice of domestic & international routes; 3). Onboard and on the 

ground payment method; 4). Manual check-in process; 5). Paper-based boarding pass; 6). Cargo slot; 7). Free meals availability; 8). Hospitality 

factor; 9). Quality of meals; 10). Cabin cleanliness; 11). Sales onboard quality; 12). In-flight activation and gift; 13). In-flight entertainment; 

14). Dining-experience, and 15). Lounge.  

 

 Six Stages of Buyer Experience Cycles 

  Purchase Delivery Use Supplements Maintenance Disposal 

 

Customer Productivity X X     

Simplicity X   X   

Convenience X  X X   

Risk Reduction       

Fun & Image    X   

Environmental Friendliness  X     

 X: pain points that block buyer utility 

O: utility space that the industry currently focuses on 

Figure 1. The Buyer Utility Map of Citilink 

 

BUSINESS SOLUTION 

Based on the findings in Buyer Utility Map, Blue Ocean Team then defines the Three Tier of Noncustomers as follow: 1). First-tier that 

consists of existing customers who have to experience pain points in their buyer experience cycle; 2). Second-tier that consists of cargo Agents 
that are frustrated with flight cancellation or cargo limitation that caused shipment delay; and 3). Third-tier which are SEC-A passengers and 

corporate passengers who have never considered taking airline other than full services airline, but willing to shift to another segment with equal 

quality & suitable schedule, with a slightly more affordable price. 

Having the data of pain points and the Three-tier of Noncustomers, the researcher and the Blue Ocean Team then constructs the Six Path 

Analysis to begin the shifting process. Figure 2 depicts the Six Path Analysis. 
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Figure 2. The Six Path Analysis of Citilink 

In path one, the Blue Ocean Team does not define any alternative industry as the biggest alternative industry is the train industry. 

Considering Indonesia’s archipelago, the train and airline industry can’t be comparable. In path two, the alternative strategic group defined is 
Medium Service Airlines. Based on the triangulation results, ticket price is not the biggest factors for passengers to choose Citilink. In path 

three, the buyer group that need to be acquired is the international passengers by adding international routes. The benefit of having international 

routes is because international routes have no tariff limitation.  

A new service that needs to be added in path four is the freighter aircraft. One of the findings in Buyer Utility map is regarding the cargo 
agents. Cargo agents are disappointed with Citilink because their cargo schedule has to be canceled or rescheduled due to Citilink’s cargo 

compartment are fully loaded with passenger’s baggage as Citilink gives 20 kgs free baggage allowance to its passengers. 

Creating emotional orientation and actively shaping internal trends are also needed. It depicted in path five and path six, where Citilink 

needs to add more onboard activation as well as creating programs to support the campaign for Citilink as an environmentally friendly airline. 

 

CONCLUSION, RECOMMENDATION, AND IMPLEMENTATION PLAN 

Several conclusions and recommendations can be derived by observing the result of the Blue Ocean Shift Strategy analysis in Citilink. 

Those are: 

a. Citilink to shift from LCC to Medium Service Airlines that uses the latest technology to make its operation more efficient. By shifting to 

Medium Service Airline, Citilink can offer ticket price to its passengers up to 90% of the upper limit. This shift is supported by the Buyer-
Utility Map from the result of the questionnaire, focus group discussion, and interview can be seen in Figure 1, where ticket price was not 

one of the customer's pain points. This shift will replace revenue stream Citilink from LCC-based ticket to Medium Service based ticket. 

b. Use freighter aircraft for cargo to address the pain points and potential revenue loss from cargo customers. This shift will add key 

resources in Citilink’s Canvas Business Model. 

c. Citilink has to support the shift by raising, creating, reducing, or eliminating factors, as described in Table 3. Not only has to improve the 

services provided to its customers, but Citilink has also need to boost its cost efficiency program as Citilink Cost per Available Seat 

Kilometres are higher than its competitors. 

 

Table 3. The Four Action Framework 

Eliminate 

- Dining experience 

- Lounge 

- Eliminate the cost of paper usage for aircraft manual by 

using Electronic Flight Bag (EFB) 
- Eliminate the cost of conventional check-in counter & 

eliminate the carbon footprint of a paper-based boarding 

pass by using the electronic boarding pass 

Raise 

- High standard of airworthiness  

- On-time performance 

- Hospitality standard 

- The corporate travel arrangement agreement 
- Reliable application & website for ticket sales. This action 

will also affect the cost efficiency regarding the travel agent 

commission. 

- Cabin cleanliness & appearance 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 946  

Reduce 

- Fuel cost by fuel tankering program 
- Reducing the cost of fuel by using Ground Power Unit 

(GPU) during Aircraft Remain Over Night (RON) 

- Reducing the fuel cost by implementing the Pack Off 

program 
- Reducing the fuel cost by implementing the Single Taxi In 

program 

Create 

- Citilink as a Medium Service Airline by providing light 
meal & free inflight entertainment 

- Freighter aircraft by modifying grounded B737 aircrafts 

- International & cross border flight which have no tariff 

limitation 
- SBU for the loyalty program 

- Payment channel options 

- Create brand and communication strategies that are aligned 

with corporate strategies 

Translate the corporate strategy into brand and communication strategies to support company sustainability. The communication strategy 

will no longer be using the "LCC" term. #betterFly campaign can be used to emphasize the brand values and create brand positioning for 

Citilink as an Innovative Modern Airline. 

Several activities that are proposed to implement the recommended Blue Ocean Shift Strategy in Citilink are as follows: 1). Shifting to 

Medium Service Airlines by creating service standard, conduct several trainings for cabin crew and ground staff, and declare to regulator; 2). 

Executing the Four Action Framework; 3). Prepare the communication strategy and campaign regarding the shifting; and 4). Converting 

passenger aircraft to freighter aircraft. 
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Abstract  

PetroChina Indonesia is an upstream oil and gas company which began operating in the Jabung Block in Jambi since 2002 as the first 

PetroChina’s overseas investment. The emergence of COVID-19 became the company’s challenge to test the business resilience, particularly 

on its operations in its two operating locations in Indonesia, the Jabung Block in Jambi and Menara Kuningan Office Building in Jakarta.  The 
development of prevention and mitigation plan should maintain the 100% production and operation. Furthermore, the plan should also be 

aligned with PetroChina Indonesia’s operation and production activities. The research project is done by using qualitative method and a 

combination of primary and secondary data. The COVID-19 outbreak prevention measures in the PetroChina’s facilities are ruled the work 

from home policy, work from office approval prior to work, wearing the mask at the office, rapid test, 28 days work rotation in Jabung, and 
daily report self-surveillance. Employees in the COVID-19 red zone are given three schemes, such as 14 days self-isolation at home for 

employees in Jambi; employees that live outside Jambi but still in the Sumatra Island must be quarantined and tested; and other employees 

outside the Sumatra are restricted to work at the Jabung Field. 

 
Keywords: crisis management strategy, COVID-19, outbreak prevention, pandemic mitigation plan, upstream oil and gas operations  

 

INTRODUCTION 

Company Background 

PetroChina expanded its first overseas investment to Indonesia in 2002. Throughout the years, PetroChina has become one of the most 
prominent upstream oil and gas companies in Indonesia. The parent company, the China National Petroleum Corporation (CNPC), is an 

integrated international energy company with businesses in oil and gas exploration and development; refining and chemicals; as well as oil 

field services and engineering and construction. PetroChina's mission is to be the leading oil and gas company in Indonesia, which translated to 

the vision to support Indonesia’s energy security through PetroChina’s sustainable development. Along with Mission and Vision, the core 
values of PetroChina are safety, innovation, collaboration, and trust (PetroChina, 2019). The company operated the Jabung Block in Jambi 

since 2002 after the acquisition from Devon Energy, the block’s previous operator. PetroChina operates under the monitoring and supervision 

of the Indonesian government’s upstream oil regulator, SKK Migas (Special Task Force for Upstream Oil and Gas Business Activities) 

(PetroChina, 2019). 

PetroChina prioritizes the safety first. The company is committed to maintain balance and is ever mindful of health, safety, security, and 

the environment. PetroChina was awarded the Subroto Award from the Energy and Mineral Resources Ministry for zero accidents in 2017. The 

field operations in Jabung also awarded the SKK Migas’ Health Safety and Environment (HSE) Award for its work-safety performance in 2018 

and 2019 (PetroChina, 2019). 

The Global COVID-19 Pandemic 

It was always a global pandemic issue over time, an infectious disease emerges that severely threatens people's health, such as SARS, 

MERS, H1N1 and now SARS-CoV-2, lately known as COVID-19. Learning from previous SARS in 2003 and H1N1 in 2009 has led to 

significant preparedness and investment in infectious disease public health, for example, the importance of surveillance and detection systems 
at borders and through provincial networks, strengthen educational level and practicability of health workers, improvement of hospital 

capabilities (SSHSPH NUS, 2020). 

SARS-CoV-2 is a coronavirus and COVID-19 itself is the infection. SARS-CoV-2 is thought to have emerged in Hubei, China in 

November or December 2019. This was likely a spill-over from animals. Coronaviruses are common in many different species of animals, 
including camels, cattle, cats, and bats. Once in humans, there was rapid transmission within Hubei, which was accelerated across China and 

beyond by travel during Chinese New Year. Up to April 15, 2020 WHO reported that 1,914,916 confirmed cases with total deaths of 123,010 

people around the globe based on 113 countries, territories, and areas (SSHSPH NUS, 2020). 

The COVID-19 Situation in Indonesia 
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Indonesia’s first COVID-19 case was diagnosed on March 2, 2020. Since then, the outbreak has risen rapidly, and the Government of 

Indonesia has taken numbers of containment and control measures in response to the evolving situation. As of April 15, 2020, it was reported 

that 5,136 confirmed cases in Indonesia, and 2,474 confirmed cases in Jakarta, and 6 cases in Jambi (BNPB, 2020). 

Indonesia has put in place multiple measures to control COVID-19, these have been introduced based on carefully considered risk 
assessments. Measures included screening travelers entering Indonesia, early case identification, contact tracing, the quarantine of potential 

cases, leaves of absence for persons who may have been exposed, the distribution of masks, shutting bars and clubs, limiting numbers of people 

gathering, and the ongoing promotion of basic hygiene.  Relevant evidence on previous coronaviruses and the new SARS-CoV-2 is critical for 

policymaking and public health strategies (BNPB, 2020). 

Business Issue 

There are many external parties that involve with PetroChina Indonesia in the Jabung Block, such as partners and contractors. PetroChina 

Indonesia also shares an office building in Jakarta with other companies, such as airlines company, consultants, banks, and health care 

company. Multiple parties’ involvement with PetroChina Indonesia in both locations creates a health interaction risk to the company’s 
employees. At Jabung Block, the company has multi-commuting workforces, some of them are commuting with 14:14 work rotation, 14:7 

work rotation, and daily commuting scheme. For those who have 14:14 and 14:7 work rotation, a camp is provided during their on-duty 

working time. Jakarta office employees mostly reside in Greater Jakarta (Jakarta, Bogor, Depok, Tangerang, and Bekasi), while Jabung 

employees reside in Jambi province, other provinces in Sumatera, and outside Sumatera island. With the emergence of COVID-19 pandemic, it 

is essential for PetroChina Indonesia to create prevention and control measures for the COVID-19 outbreak among its employees. 

 

ISSUE EXPLORATION 

The External Analysis 

Factors such as Political, Economic, Sociocultural, Technological, Epidemiological, and Legal (PESTEL) are incorporated from each 

country’s approach, implementation issues, impacts on COVID-19, and implemented measures from China, South Korea, Italy, and Hong 
Kong (SSHSPH NUS, 2020). The four countries have similarity in Politics, such as the implementation of lockdown, physical distancing, 

citizen surveillance, food supply security. Economics in the four countries also impacted by the contraction of growth and GDP (Gross 

Domestic Product). Furthermore, the level of citizens’ acceptance on lockdown and physical distancing, panic buying, and emotional effects 

influence the sociocultural factor. All four countries also utilize technology to contain the outbreak for surveillance and health status reporting. 
In the epidemiological factor, all countries established the 14 days isolation or quarantine for travelers from outside of the regions, physical 

distancing, and health treatment prioritization for the patients. The legal factor on all four countries are based on the WHO standards on 

COVID-19 prevention and control. 

The Indonesia’s PESTEL factors are based on the current situation in the country, such as the government responses, citizens’ responses, 
and the impacts on the macroeconomics. Most of the measures issued by the government were adapting some of the examples of COVID-19 

prevention and control measures from other countries and the WHO standards. 

The Internal Analysis 

The value chain analysis is used for analyzing the internal situations in PetroChina Indonesia’s business during the COVID-19 pandemic. 
PetroChina developed a specific Business Continuity Plan that is correlated with pandemic phases based on WHO standard as shown in the 

following table. 

 

Table 1. The Value Chain Analysis of The Business Situation Mapped to the BCP Phases 

Activities BCP Phase 1 BCP Phase 2 BCP Phase 3  

Primary 

Supply Chain Management Normal 
Limited only to support 

Operations 
Limited 

Operations and Maintenance Normal 
Limited only to support 

Operations 

Limited 

 

Production Keep existing program Limited Postponed 

Facilities Engineering & 

Project 
Postponed 

Limited only to support 

Operations & Maintenance 
Postponed 

Drilling Keep existing program Limited Postponed 

Commercial Normal Normal Normal 

Health Safety Security and 

Environment (HSSE) 
Normal High High 

Support 

Information Systems High High Normal 

Human Resources Limited Limited Limited 

Accounting and Finance Normal Limited Limited 

 

With all actions have been implemented in PetroChina up to 15 April 2020, it is believed that by conducting the containment of cases, it  

will help PetroChina to continue take actions in preventing and controlling PetroChina employee from the potential outbreak in PetroChina’s 

facilities (Jakarta Office and Jabung Field) by implementing PetroChina Indonesia’s Business Continuity Plan while maintaining 100% 

operations at Jabung Field. 
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Methodology 

The research utilizes secondary data and information, such as the health report of COVID-19 progression in Indonesia, the number of 

employees and partners involved with PetroChina Indonesia, and interventions provided by other countries and organizations that already 

establish the COVID-19 prevention and treatment measure. The project will analyze the COVID-19 situation in PetroChina using the PESTEL 
Analysis and the Value Chain Analysis. The result of the analysis will be collaborated with established interventions by other countries and 

organizations to treat the pandemic situation. 

 

BUSINESS SOLUTION 

The daily figure COVID-19 announced by BNPB (2020), almost 50% positive cases are located in Jakarta, and the rest are spread over to 
Java Island and to other islands. It is indicated that PetroChina needs to more prevention and control more to Jakarta Office as the epicentral of 

COVID-19 outbreak. However, PetroChina needs to prepare strategic planning if the outbreak happened in Jabung Field at Jambi Province. 

Having said that, the implementation of BCP will be different from Jakarta (Table 2) and Jambi (Table 3). 

 

Table 2. Plan and Actions for Jakarta Office Operations 

Activities BCP Phase 2 - Actions Taken  

(up to 15 April 2020) 

BCP Phase 3 - Near-term Plan 

Actions 

Primary 

Supply Chain 

Management 

• Contractor Safety Management System (CSMS) Verification 

is conducted online 

• Replaced Pre-Bid Clarification Meeting with Clarification 

Request Period 

• Eliminate witnessed by Bid Committee for Site Visit and/or 

Technical Inspection  

• Minimize attendance to one representative for Technical and 

Commercial Bid Opening 

• Change negotiation process into emails with standardized form 

• Kick-off meeting will be conducted by email correspondence  

• Continue implement measures of 

BCP Phase 2 

Operations 

• Suspending all flights from and to China for rotational 

employee 

• Eliminate public gathering activity. 

• Ordering employees to avoid high-risk COVID-19 places 

• Limiting the number of visitors. 

• Disinfecting the Jakarta office 

• Activate back up office plan in case 

of main office is closed 

• Continue implement measures of 

BCP Phase 2 

Commercial 
• Maximize lifting schedule and documentation of shipping 

online 

• Continue implement measures of 

BCP Phase 2 

HSSE 

• Establishing and activating the COVID-19 crisis management 

team and ERP for Jakarta Office 

• Ordering all employees to wear masks all the time during 

work and check body temperature in the morning and 

afternoon 

• Daily surveillance to include additional symptoms to daily 

body temperature 3 times a day for employee and inhabitants 

• Continue implement measures of 

BCP Phase 2 

• Provide assurance test and ensure 

the test kits are available  

• Establish ERP for back up office 

Support 

Information 

Systems 

• Provide support of IT infrastructure 

• Speed up the Office Automation process 

• Continue implement measures of 

BCP Phase 2 

Human Resources 

• Implement work from home (WFH) scheme 

• Urgent request to work from office is managed through 

approval 

• Continue implement measures of 

BCP Phase 2 

Accounting and 

Finance 

• Relocate all postponed programs and budget for COVID-19 

budget 

• Change invoicing process to online invoicing 

• Continue implement measures of 

BCP Phase 2 

 

With the current work from home scheme, most likely the Jakarta Office activities are very limited. Only small part of the activities is still 

be conducted in the office such as for formal approval of the documentation related to the wet signature of the financial process, tax, and 

shipping document for sales of the product. Also, to be noted that during working from office, all measures have been taken such as providing 

company’s vehicle for pick up and drop off service instead of using public transportation, wearing mask all the time, and implement physical 

distancing while working, and minimize working time at the office. 

 

Table 3. Plan and Actions for Jabung Field Operations 
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Activities BCP Phase 2 - Actions Taken  

(up to 15 April 2020) 

BCP Phase 3 - Near-term Plan 

Actions 

Primary 

Supply Chain 

Management 

• Ordering and shipping material, spare parts, etc. from Jakarta 

is limited only for Operations and COVID-19 purpose 

• Prepare call out service and procurement process for critical 

material and spare part for Operations 

• Continue implement measures of 

BCP Phase 2 

• Implement emergency call out 

service and procurement process 

Operations and 

Maintenance 

• Limiting the number of visitors. 

• Essential Workforce management 

• Reduce frequency of crew change by extend field work 

duration implementing 28:28 crew change scheme 

• Established Safe House at Jambi 

• Implement crew change screening for incoming workforce: 

o 14 days self-isolation at home: including inhabitants and 
report 3x a day for body temp and symptoms 

o Rapid Test Screening (2x) at Safe House Jambi 

o Transportation management: limit number of passengers 

inside the car during transportation from Jambi to Jabung vv 

• Suspending travels from outside of Sumatera to Jabung Field. 

• Continue implement measures of 

BCP Phase 2 

• Reduce and optimize daily 

commuter workforce 

• Suspend non-critical contractors 

• Selection of non-infected personnel 
by clusters to be available for 

future crew change  

• Execute the updated Crew Change 

Plan in case more stringent 

limitation between province is 
applied 

Production 
• Keep current production programs to be aligned with limited 

crew change management 

• Postpone upcoming programs 

Facilities 

Engineering & 
Project 

• Postponed all projects that not related to Operations • Postpone all projects 

Drilling 
• Optimize the current drilling program with crew change 

management 

• Postpone upcoming drilling 

program 

Commercial • Maintain existing plan • Maintain existing plan 

HSSE 

• Establishing and activating the COVID-19 crisis management 
team and Emergency Response Plan at Jabung Field. 

• Ordering all employees to wear masks all the time during 

work 

• Conducting the COVID-19 drill in the field area. 

• Prioritize Health Safety Security and Environmental work in 

the medical, epidemiology screening, security guards, and 

emergency management 

• Dedicated temporary observation rooms (Geragai and Betara) 

• Flu vaccinations at Jabung field. 

• Improve daily surveillance to include additional symptoms to 

daily body temperature 3 times a day for employee and 

inhabitants. 

• Continue implement measures of 
BCP Phase 2 

• Conduct contact tracing and 

mapping to PetroChina employee at 

Jambi Province  

• Provide assurance test and ensure 

the test kits are available  

• ERP for safe house 

Support 

Information 

Systems 

• Maintain IT supports for operations and drilling 

• Prepare the IT contingency plan 

• Execute the IT contingency plan 

Human Resources 

• Applied 28:28 (staff) & 28:14 (non-staff) rotational scheme 

work at Jabung field. 

• Applied to employees and contractors 

• Extend the on duty rotational field 

personnel 

 

 

Up to 15 April 2020, although there is no employee infected by COVID-19, but there are 6 (six) positive case in Jambi Province gave an 

indication that it is a big challenge for PetroChina to manage. Majority of Field Operations employee live in Jambi. PetroChina cannot control 

day by day of each employee and their inhabitants. Second challenge, the daily commuting workforce who live in their house in nearby camps, 
due to daily frequency to go inside and outside Jabung Field, it will give more risk of potential COVID-19 outbreak in Jabung Field. And the 

third challenge, anticipating the next Holy Ramadhan month and Idul Fitri, where usually people gathers with families and friends, that is a 

challenge too. After the pandemic over, PetroChina will have to assess Return to Work procedure by creating return to work checklist that 

provide guidance for the workforce. The Return to Work is part of Business Recovery Plan. 

 

CONCLUSION 

PetroChina Indonesia developed the strategies and measures to prevent COVID-19 outbreak in facilities by started early on preparedness 

of prevention and control actions, and as of 15 April 2020, PetroChina Indonesia could secure no outbreak at the PetroChina facilities both in 
Jakarta Office and Jabung Field. PetroChina Indonesia integrated its COVID-19 prevention measures into operations activities by applying 

essential workforce management at Jabung Field, adjustment shall be made based on situation. Continuing implementation of current measures 

is important as part of the containment and prevention strategy, however, executing the BCP Phase 3 action plans should be put into 

consideration by assessing the situation and dynamic changes especially in Jambi in the near future is more important for PetroChina to decide 

preventive measures for further effective implementation. 
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Abstract  

Digital transformation aims to manage an organization in light of progressing digitalization to assure sustainable value creation since it is a key 

to develop the new opportunity, product, and sales. PT XYZ gives data-driven solutions for business challenges helping decision-makers to 
build new revenue streams, to create better customer experiences, and to lower business costs. Therefore, the marketing plan is the main issue 

for PT XYZ to increase sales and raise awareness of the market in Indonesia. The purpose of this study is to propose a new marketing strategy 

for PT XYZ to compete in the digital infrastructure competition. The author would like to analyze the external and internal data using the 

qualitative and quantitative methods to formulate SWOT. The SWOT result used to propose new marketing strategies to increase sales and 
market share in Indonesia with a new STP and 7P marketing mix. In general, the impact of technological change and the right marketing 

strategy on PT XYZ has a positive effect because it improves human life quality and sustainable society. 

 
Keywords: Digital Transformation, New Marketing Mix, Marketing Strategy, STP, A Sustainable Business 

 

INTRODUCTION 

In this digital era, IT and business are connected and mutually dependent. The digital transformation functions to manage an organization 

in progressing digitalization to assure sustainable value creation. The organization in Indonesia need to change their operations to be more 

efficient and provide information faster. At the same time, it urges the infrastructure to provide the reliability and simplicity of the 
organization's operations. Digital transformation supports the organization to reduce the total cost of ownership while capitalizing the next-

generation applications, greater data access, and improved performance. Moreover, technology has changed the productivity in a wide array of 

business setting. Industry 4.0 has revolutionized operations with a combination of IoT technology, advanced analytics, and machine learning. 

Based on the number of market share and digital transformation, consumption in Indonesia are huge. This is an opportunity for PT XYZ to 

grow the opportunity from the digital infrastructure market share in Indonesia. 

 

Figure 1. PT XYZ product for sustainability management 

The digital infrastructure company in Indonesia has contributed to digital transformation to expand cloud, big data analytics, 

communication, infrastructure, and data center transformation segment. PT XYZ is a digital infrastructure company that masters 

data analytics, industrial expertise, and IoT technology rolled into one great solution provider. It gives data-driven solutions that 
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work best for the business challenge and helps decision-makers building new revenue streams, creating better customer 

experiences, and lowering business costs.  

PT XYZ designed to provide end-to-end solutions of big data and applications includes converged infrastructure, cloud 

infrastructure, data storage, data protection, servers, software for machine learning, social collaboration, cloud, storage 

management, and IT knowledge analytics. 

Compared to competitors, PT XYZ has lost the price competitiveness to other digital infrastructure products which are 

known to be cheaper and have many variants of option solutions. PT XYZ's biggest challenge is to prove that low-cost solutions 

may not necessarily have the same quality and durability as PT XYZ products. Therefore, a marketing plan is the main issue for 

PT XYZ to increase sales and introduce the quality of PT XYZ products to the Indonesia market. The focus of this research is to 

propose the new 7P marketing strategy to overcome market challenges, increase sales, and market share of digital infrastructure 

in Indonesia. 

The objective of this research is to analyze the business conditions of PT XYZ, by looking at its internal and external 

situation to formulate a new marketing strategy for PT XYZ to increase sustainable management in the future. 

 

ISSUE EXPLORATION 

The main problem of PT XYZ is how to create a new marketing strategy to help sustainable management in Indonesia. China is a direct 

competitor that will affect sales because it can provide a lower price than PT XYZ. However, PT XYZ should reach out to a new customer. The 
conceptual framework required to formulate the best strategy for PT XYZ to set up a new marketing strategy. This conceptual framework based 

on several data in the term of the internal and external condition of the company to execute the process until the plan implemented.  

 

Figure 2. The Conceptual framework 

This research uses various methods to gather information divided into two categories, primary and secondary data. Primary data sources 

are from questionnaires and personal interviews. The author put many elements of the concepts above into questions asked through the 

interview and the survey questionnaires. Secondary data is the data collected or produced by others includes government publications, websites, 

books, journal articles, and internal records (Hamilton, 2018). 

Two research methods used are qualitative and quantitative. Qualitative conducted by doing face to face interviews and quantitative is by 

questionnaires. This paper focuses to propose a marketing strategy to overcome market challenges to increase sales, market share and 

sustainability management in Indonesia. By doing in depth interviews with stakeholders, distributors, and internal management, the author gets 

more insight into the challenges of selling PT XYZ products in Indonesia. It also overcomes the challenges of digital infrastructure competition 

in the future. 

 

PROPOSED PRACTICES 

After conducting several interviews with PT XYZ distributor, end-user, and internal management about IT future opinion, the current 

condition of the company, and the product quality, the author gets the conclusions about strengths, weaknesses, opportunities, threats, and 

proposed a new marketing strategy for PT XYZ. It explained on SWOT below: 
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Figure 3. The Result of SWOT analysis 

 

Business solution 

Proposed New Segmentation, New Target, New Positioning 

New segmentation  

Currently, PT XYZ segmentation is an enterprise market utilizing cloud storage and file-sharing fit for all IT company segments. Thus, the 

strategies of PT XYZ segmented into entry level and enterprise. The segmentation strategy of PT XYZ uses strong channel distribution to 

expand businesses through entry-level and the enterprise market. 

New Target 

The target of an Enterprise market is to provide solutions for users of IT infrastructure Backup, Server, Big Data, and Data Recovery 

System. Meanwhile, the target of a Small Business market is to the new company/start-up company that will use IT environments like 

Ecommerce using the Cloud content platform. 

New positioning  

Previously, positioning PT XYZ is to transform the data into valuable insight into this new positioning after internal and external analysis 

combined with the IoT opportunity in Indonesia. PT XYZ can develop their IoT system not only for data analytic but also can introduce IoT 

solutions to help data automation for the customer to get the right data, to the right people, at the right time.  

Proposed New Marketing Mix 

New 7Ps Marketing mix proposed by the author consists of a new product, new place price, new promotion, people, new process, and 

physical evidence. It contributes to the result and helps PT XYZ achieving its goals. 

New Product 

PT XYZ platform can be applied both on the site and in the cloud. The 2.0 Version of PT XYZ products includes manufacturing insight, 

data analytics, machine learning, and design tools. Besides, new features are provided, such as ingestion tools for data, identity and access 

management, machine learning, alerts, and dashboards. 

Price  

There is no necessity to improve whether it is decreasing or increasing the price of PT XYZ, although it is quite high compare to other 

competitors. To compare apple to apple, PT XYZ product value still has several advantages in terms of product durability, product quality, and 

after-sales services. Furthermore, PT XYZ can propose a new product for the entry-level market with a lower capacity and affordable storage 

for entry-level to purchase, but having the PT XYZ enterprise quality. 

New Place 

There is still a lack of trust when customers purchase the product out of the workshop in a representative office in Indonesia. They cannot 

acknowledge the product only by checking on spreadsheets or brochures. PT XYZ should establish a demo room for the customer to see the 

physical product of PT XYZ. Otherwise, the partner of PT XYZ may provide it sooner.  

New Promotion 

PT XYZ needs more promotional activities to create more brand awareness for products since the PT XYZ market is a niche market. 

Nevertheless, with a great promotional, it can help PT XYZ to grow the opportunity as well as the distributor’s key to increase sales. The 
promotions divided into two categories, offline promotions such as university workshop, demo room/workshop to potential customer, CSR 

(corporate social responsibility) program, cooperate with technology magazine, rebate promotion to the partner/distributor. Online promotions 
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such as a talk show on radio or television, electronic media or online advertisement, social media engagement, SEM (search engine marketing) 

and SEO (search engine optimization) utilization. PT XYZ also should be active on online social activities such as community club 

establishment through social media and a joint campaign with alliance partners. The purpose is to make PT XYZ on the top list of keyword 

related to digital transformation or digital infrastructure.  

New Process  

PT XYZ should increase its automation process to improve processing. Based on the interview, PT XYZ has many layers to sell products. 

The new process is PT XYZ sells directly to the partner instead of going through a distributor. By eliminating this process, it will reduce the 

time-consuming process, approval, and margin distribution, as well as the marketing advertisement consumption. 

People  

PT XYZ has a competent account manager/sales and marketing in this digital infrastructure competition. To increase more sales, PT XYZ 

should invest highly in the management performance of sales training and marketing activity to improve the selling techniques, customer 

approaches, and services. Employee engagement is one of the important factors to create an excellent service.  

Physical Evidence  

PT XYZ should improve a reward, not only for internal PT XYZ but also for the external, especially customers and partners to gain 

motivation and loyalty from them. 

 

ANALYSIS OF PRACTICES 
Technology is one of the largest industries in the world that takes a large role in showing its contribution and concern to 

environmental sustainability. In Indonesia, several practices have taken action to preserve the environment by technology 

companies either to meet government requirements or business opportunities. 

Information technology that continues to evolve in Indonesia starting from the internet, computer networks to mobile services has an 

impact on human life. The use of the internet affects producers’ behavior, especially on how to promote to consumers and make it easier for 

consumers to check or to order products offered by PT XYZ. Besides, using mostly old technologies, in this case, will affect the costs and then 
affect the price level set, so that it needs further development by PT XYZ. In general, the impact of technological change and the right 

marketing strategy on PT XYZ has a positive effect because it improves human life quality and sustainable society. 

 

CONCLUSION 

After doing analysis based on Internal and External analysis, the author can propose a recommendation for PT XYZ to modify marketing 

STP to increase sales and expand the market share by providing the entry-level product not only for a niche market.  

PT XYZ also should improve the new 7P marketing mix strategy by creating more promotional activities through offline promotions, such 

as university workshop, demo room/workshop to potential customer, CSR (corporate social responsibility) program, cooperating with 

technology magazine, and rebate promotion to the partner/distributor. 

Furthermore, PT XYZ should do a talk show on radio or television, electronic media or online advertisement, social media engagement, 
SEM (search engine marketing) and SEO (search engine optimization) utilization. It also should be active on online social activities such as 

community club establishment through social media and a joint campaign with alliance partners. The purpose is to make PT XYZ on the top 

list of keyword related to digital transformation or digital infrastructure.  

Recommendation activity is given to create brand awareness and achieving the target goals of PT XYZ to increase its sales 

and implemented sustainable management by sustaining the PT XYZ marketing strategy. 
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Abstract  

The service of mass rapid train operation can be disrupted due to the absence of energy supply from the main power distribution line, it 

automatically stops the operating trains on the mainline and requires emergency evacuation of passengers. This event lefts issues concerning 

the reliability of energy supply to MRT system operation and sustainability of company business. In this paper, Kepner-Tregoe approach is 
used to analyze the situation and problem at existing system facilities, it confirms the root cause is the energy supply for Train Traction System 

although there is a redundant system at incoming 150kV feeder lines. The current system does not constitute a guarantee for reliable energy 

supply for continuous trains coasting to the nearest station in case of an emergency. Analytic Hierarchy Process elaborates on the decision-

making process to define and select the alternatives for backup energy supply to Train Traction Systems. There are four criteria and twelve sub-
criteria are defined to select the alternatives, where the result of calculation defines priorities: Safety Health Environment (0.382), Budget 

Availability (0.283), Operational Efficiency (0.233) and Design Complexity (0.102).  The selection of alternatives based on the criteria aims to 

eliminate the root cause of the problem, with three alternative options are developed: diesel engine generator, gas engine generator, and battery 

energy storage systems. The selection of alternative options is performed by multiplication of combined priority calculation of criteria/sub-
criteria and priority calculation of alternatives from all respondents. The output is combined alternatives calculation with the highest priority of 

gas engine generator. 

 
Keywords: Alternatives, AHP Model, Criteria-Selection, Decision-Making, KT-Approach  

 

INTRODUCTION 

PT MRT Jakarta is the first company providing mass rapid transport services to support people’s mobility and economic growth in Jakarta 

City. The current MRT Phase 1 Operation consists of an integrated system of railway infrastructure with train sets, elevated and underground 

stations, depot buildings, power distribution, and signaling systems. This infrastructure is built to support the system operation of sixteen train 

sets, where each train set consists of six cars that can transport a maximum of 1,800 passengers in one trip. The current daily operational hours 

of Lebak Bulus – Bundaran HI route is in between 5 AM until 24 PM requires fourteen train sets for the normal operation. The other two train 

sets are in standby mode as back up during the maintenance period of operated trains. In the year 2019, PT MRT Jakarta had the targets for 

average number of passengers of 65,000 per day and succeeded in exceeding the average daily number of passengers at 89,645 passengers per 
day with a performance of service is 99.88% on time. Considering the critical of operation, the energy supply system is built with a redundancy 

concept from its main PLN feeders up to power distribution system inside operation facilities.  

The business case was initiated by an event of total blackout of PLN power supply in a number of areas in Jakarta, Banten, West Java, and 

parts of Central Java on 4 August 2019.  These areas experienced power outages that lasted for several hours which affected twenty-one million 
customers, accompanied by disruption of public transportation systems, telecommunications, and traffic. The PLN power outages impacted the 

electrical supply system of MRT Jakarta’s existing feeders. At the time of the incident, seven trains were being operated on the mainline and 

automatically four trains were required to stop between stations and caused the evacuation total of 3,410 passengers to board out of the train.  

This case causes a general impact to the overall organization of PT MRT Jakarta, where two directorates are being responsible for the 
investigation of the problem and providing the proposed solution to management and shareholders. This case analysis involves some key 

personnel from the managerial level, who represent the Construction and Operation & Maintenance Directorates, for technical discussion and 

defining the criteria for selecting the alternative options for the solution. There are six key persons as respondents for data gathering as the 

inputs for the analysis: 

1. Project Power System Department Head (Construction Directorate) 

2. Project QA/QC Department Head (Construction Directorate) 

3. Station and Building Facilities Maintenance Department Head (O&M Directorate) 
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4. Maintenance Power Department Head (O&M Directorate) 

5. Track and Civil Structure Maintenance Department Head (O&M Directorate) 

6. QSSHEA Department Head (Main Directorate) 

The development of alternatives is based on inputs from the above key personnel in which the alternatives are further analyzed and 

detailed by the author via a literature review. 

This case analysis aims to answer questions about the reliability of existing energy supply to support train operation, to develop alternative 

energy supply systems to ensure seamless operation, and to provide a multi-criteria decision-making process for the selection of alternative 

options as a solution for the problem. The solution shall take into account reliability and quality of system operation, safety to company 
personnel and all passengers, and cost for the investment on capital and operational expenditure for sustainable business. The analysis for the 

root cause of the problem at the upstream supply side at PLN distribution network is not part of this analysis. 

 

ISSUE EXPLORATION 

Operation and Maintenance of MRT Jakarta manage the mass rapid transport system infrastructure that consists of seven elevated stations, 
six underground stations, administration building, and workshop building at Depot. MRT Jakarta train system operation is energized by a 

power supply from PT PLN Jakarta Raya and Tangerang Distribution. The 150kV electrical power supply from two PLN’s feeders are 

transferred to MRT Receiving Substation (RSS) with the total capacity required to supply the entire MRT line and be sufficient for 8-car train 

operation with 3-minute headway. The power supply and distribution system are designed to ensure continuity of supply to the specified MRT 

Jakarta system performance without load restriction to continue the operation of the trains under single outage conditions for these following 

reasons: 

• A single failure of an element of the power supply system shall not affect the operation or result in the total loss of power 

distribution to the MRT system. 

• Minimizing the probability of an external incident to the power supply system which affects the operation or results in a total 

loss of power distribution to the MRT system. 

Power transformers at RSS step down the 150kV incoming power to the voltage of 20kV at the secondary side, there are two independent 

20kV power distribution circuits. The 20kV parallel power circuits from RSS (normal and standby) are connected to four different locations of 
Train Substation (TSS). Each TSS has two rectifier transformers that step down the voltage from 20kV AC to 1500V DC, which provides 

power to the overhead contact for the train sets operation. The redundant DC traction system provides power to the OCS at a nominal 1500V 

DC which is designed to coordinate with the train operation. 

The exploration and analysis of the business issue is performed to find the root cause of the problem in the existing condition of the 
electrical power supply and distribution system. Evaluation of the current situation and problem identification on the existing power supply and 

distribution system uses the Rational Management methodology of Kepner-Tregoe in finding the main root causes of the problem. It provides 

the reference to develop the caused-and-effect thinking patterns in finding the main root causes of the problem. K-T methodology is based on 

four basic rational processes for using and sharing information about organizational concerns systematically to have best possible use of the 
following four patterns of thinking: situation analysis, problem analysis, decision analysis and potential problem analysis (Kepner, C. & 

Tregoe, B., 1997: 24-26). The situation analysis due to the above incident is assessed based on urgency (Timing), potential escalation of issue 

(Trend), and consequence to the company’s business (Impact). Degree of concerns Low (L), Medium (M), or High (H) is based on quantitative 

assessment. 

Table 1.  Degree of concern for situation analysis 

Situation 

Analysis 

Degree of Concern 

Low Medium High 

Timing Solution in anytime. Solution for next phase project Solution is needed for current operation 

Trend Issue may not be re-occurred. Issue may occur within < 1 year Issue may occur anytime. 

Impact 
Financial loss is equal to or less 

than IDR 100 million 

Financial loss in between IDR 

100 million to IDR 500 million 

Financial Loss is equal to or higher 

than IDR 500 million 
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Table 2.  Situation Analysis 

No. Situation 
Situation Analysis Process 

Timing Trend Impact  

1 MRT trains operation stops during the blackout of PLN power supply M M H PA 

2 Emergency evacuation of passengers in between two adjacent stations M M H PA 

3 DC Traction System is supplied from 150kV PLN feeders M M H PA 

4 Backup power system is designed for utilities and safety system M M H PA 

5 Safety and comfort of all passengers during emergency events H M H DA 

6 Continuous operation for revenue H M H DA 

The analysis of four problems as identified in Table 2 is further elaborated using the following schematic of cause-effect thinking patterns 

in Figure 1 to find the root cause of the problem. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Cause-effect thinking patterns for problem analysis 

This case analysis focuses on the first root cause of the problem at DC Traction System, with the reasons of: 

1. DC Traction System is the core system to allow coasting of the train to the nearest station for emergency conditions. A reliable 

energy system with continuous supply to 1500V DC Traction System will eliminate the root cause of the problem. 

2. The backup power system at stations is designed for utilities and safety systems, it is not intended to have a large capacity for train 

traction.  Any intervention to this system would impact to integrity of the safety system at stations.  

Decision-making process in selecting alternatives as performed using the Analytic Hierarchy Process (AHP) model that was developed by 

Thomas Lorie Saaty in the year 1980. By this method, the decision is made by a ranking of alternative options according to its priorities on 

certain criteria and sub-criteria. AHP considers multiple criteria simultaneously, dissects a decision choice problem in various levels of 

hierarchy, in turn aggregate the individual solution at various levels of the hierarchy into a consolidated structure, which determine the best 

alternative in the process (Roper-Lowe and Sharp, 1990).  

Description of workflow in this case study with the implementation of AHP Process: 
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Figure 2. Flowchart of AHP Implementation 

According to Saaty in his journal on “Decision making with the analytic hierarchy process” (Int. J. Services Sciences, Vol. 1, No. 1, 2008), 

to make a decision in an organized way to generate priorities, the decision shall be composed into the following steps: define the problem and 

determine the kind of knowledge sought, structure the decision hierarchy from the top with the goal of the decision, construct a set of pairwise 

comparison matrices, use the priorities obtained from the comparisons to weigh the priorities in the level immediately below.  

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

Figure 3. AHP model for criteria, sub criteria and alternative options 

The pairwise comparison between the above criteria and sub-criteria are developed into the first questionnaire for the respondents to fill in 
by their scoring on each comparison table. The level of importance of each criteria and sub-criteria is collected from the filled questionnaire. 

The calculation for priorities for each criterion is performed by inputs from six respondents and it is arranged to matrix format in accordance to 

the AHP model. The local priorities of the criteria are calculated using the tools developed by Klaus D. Goepel named AHP Online System 

(www.bpmsg.com). The global priorities of each criterion are calculated using multiplication formula along with the calculation of all local 

priorities. The three alternative options are: 

A. Diesel Engine Generators; for its installation at TSS1 and TSS 3 locations with the required capacity for each TSS location is 

2000 kVA and 2750 kVA. The estimated cost is $6,319,679. 

B. Gas Engine Generator; location is nearby RSS with the required capacity of 10 MVA. The estimated cost is $6,250,180. 

C. Battery Energy Storage Systems; for its installation at all locations of TSS1, TSS2, TSS3, and TSS4 with the total capacity of 

2000kW – 300kWh for each TSS location. The estimated cost is $6,539,450. 

The result of priority calculation of alternatives from all respondent is a combination of the normalized value for quantitative measurement 

of three (3) sub-criteria and pairwise comparison of nine (9) sub-criteria. Selecting the alternative options is done using the two matrices by 
multiplication of combined priority calculation of criteria and priority calculation of alternatives for all respondents with the result is the 

combined priority calculation of alternatives for all respondents (distributive mode). 
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Table 3. Combined priority calculation of alternatives for all respondents (distributive mode) 

 

 

EXISTING OR PROPOSED PRACTICES 

The existing facilities have been built to permit the safe operation of the mass rapid transit train systems in accordance with international 
standards set up by the lender, where power supply and distribution systems are designed to ensure continuity of supply without load restriction 

to allow train operation under single outage conditions. In fact, the provision of redundant incoming supply from 150kV PLN feeder lines does 

not constitute a guarantee.  

Based on this case study result, it is recommended to have the provision of Gas Engine Generator to improve the reliability of the system 

and to secure business sustainability. It has a final priority of 38.97% with the three highest sub-criteria: 

• Potential risk to the environment (0.535) 

• Potential risk to the community (0.460) 

• Potential risk to the site team (0.458) 

The estimated cost for this option is $6,250,180 with 15 months of project duration for tender process, design engineering, equipment 

manufacturing and delivery, site installation, testing, commissioning, acceptance, handover to operation. 

 

ANALYSIS OF PRACTICES  

All of the identified situations due to PLN power outage have a strong impact on MRT business, as described in Table 2 above. Concerns 

of passengers, as the main stakeholders, regarding the reliability and safety aspects of MRT system operation can be responded clearly that the 

system design is very adequate and in accordance with international standards with the presence of the redundant systems. However, the 

incident of total PLN blackout was not considered in the general specification and it is beyond the initial project risk assessment. The 
recommended option for the installation of a gas engine generator as an emergency energy supply would support the MRT business framework 

in achieving excellent operation with safe, comfort, and good quality of services, this will assure continuity of revenue service for company 

sustainability. 

According to the main criteria aspect in selecting the options for problem solving, the respondents have strong concerns on safety, health, 
environmental (SHE), and budget availability as their priority in selecting the options for problem solving. Combination of both SHE and 

budget availability criteria have priority of 0.665 (0.382+0.283), which is reflecting the preference of key decision-maker to secure the 

operational excellence by having the problem solution in a safe and cost-effective manner. 

According to the sub-criteria aspect, the highest priorities are all sub-criteria under the criteria of SHE. The responses demonstrate the 
consistency of decision-makers on their priority and high consideration on SHE in determining the proposed option for the solution of the 

problem. 

 

CONCLUSION 

1. The existing provision of redundant supply system by two incoming 150kV PLN feeder lines does not constitute a guarantee of continuous 

power supply availability in the event of their power outage. From the analysis using the K-T method, the root cause of the problem is DC 

Traction System since it has a high dependency on the main supply line from PLN feeders.  

2. Based on the root cause of the high dependency of the DC Traction System on the absence of PLN supply, the reliability of the 1500V DC 

power supply can be further enhanced by securing the energy supply in lieu of disrupted PLN distribution supply. There are three 

alternative options for a continuous supply of energy to DC Traction System: diesel engine generator, gas engine generator, battery energy 

storage system. 

  
 Combined Priority 

Calculation 

Priority calculation of 

Alternatives 

Criteria Local 

Priority 

Sub Criteria Local 

Priority 

Global 

Priority 

Option 

A 

Option 

B 

Option 

C 

Design 
Complexity 

0.102 

Capacity 0.216 0.022 0.352 0.370 0.278 

Reliability & Lifetime 0.385 0.039 0.376 0.446 0.178 

Construction Time 0.066 0.007 0.309 0.234 0.458 

Interface 0.333 0.034 0.334 0.311 0.355 

Operational 
Efficiency 

0.233 

Operability Maintainability 0.476 0.111 0.239 0.229 0.532 

Dependant Outsourcing 0.132 0.031 0.256 0.318 0.426 

Spare part & Consumables 0.392 0.091 0.379 0.440 0.182 

SHE 0.382 

Risk on Site 0.468 0.179 0.256 0.458 0.286 

Risk to Community 0.244 0.093 0.288 0.460 0.252 

Risk on Environment 0.288 0.110 0.279 0.535 0.185 

Budget 

Availability 
0.283 

Capital Cost 0.303 0.086 0.336 0.340 0.324 

Operation Cost 0.697 0.197 0.272 0.324 0.404 

  

  
 29.08% 38.97% 31.94% 
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3. The selected alternative option with the highest score of 38.97% is a provision of Gas Engine Generator as the most suitable option in this 

case. This is selected according to its superiority on following sub-criteria: potential impact to the environment (0.535), potential risk to 

the community (0.460), and potential risk to the site team (0.458). 

4. The solution for gas engine generator needs budget allocation under the Corporate Annual Work Program and Budget with approval from 
the shareholders. The decision of the Board of Directors of PT MRT Jakarta on this proposed solution is subject to the above approval of 

the budget. 

5. In relation to the financial aspects, the implementation of this solution would have a long economic return for the company. But there are 

other aspects of the safety and comfort of passengers during an emergency evacuation in case of PLN power black-out, and reputation of 

the company that would be the determinant factors for the decision to implement this solution. 
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Abstract  

Indonesia has a big demand for housing construction. On the other hand, building a home is complex and risky. To fulfill their needs, most 

people search for information and access to the professional architect also contractor by browsing through the internet. It indicates that online-

based industries have a strong potential to grow bigger. Melbuild is a new online platform in home design and construction which provides 

connection and information between homeowner and professionals. At first, Melbuild's consumer and producer seem to agree to use the online 

platform, but they have low awareness and knowledge towards the professionals and the online system. They are reluctant to do online 
transactions which causes Melbuild’s growth to decline. The main business issue is how to develop an online media solution for home design 

and construction, using Melbuild as a case study. This research uses a qualitative method within in-depth interviews to find out Melbuild's 

potential customer and uses Bill Aulet's Disciplined Entrepreneurship framework. A total of 13 respondents participated and they consisted of 

homeowners, architects, and founder of the existing online platform. The result shows that Melbuild will narrow their market segmentation and 
customer journey. Melbuild will become online media, dedicated to educate and to help to connect the first-time homebuyer with professional 

and supplier in the home design and construction industry. Their business strategies divided into pre-activation strategy, activation strategy, and 

post-activation strategy. 

 

Keywords: Construction, Design, Home, Media, Online  

 

INTRODUCTION 

As a developing country, Indonesia has grown population of 268.2 million, according to consumer research by Hootsuite. The population 

increases every year and it indicates growth in the home design and construction industry for residential. According to data from Trading 

Economics, Gross Domestic Product from construction in Indonesia is 267.906.20 IDR billion in the second quarter of 2019. Indonesian GDP 

from construction in 2020 projected to trend around 303.000.00 IDR billion. There is no doubt that the potential of housing construction has 
become the orientation of long term development in Indonesia. Unfortunately, data released by Badan Pusat Statistik showed that only half of 

the big city population had their own home. Building a new house is complex, risky, and connected to the term 'housing career', a change to a 

larger, more modern dwelling and a move to a dwelling on one's preference. The housing career follows the housing changes across the life 

cycle. The first step is usually the move from a parent's home to an inexpensive dwelling of one's own or shared with others. As the standard 
gets higher, the tenancy changes from rent to own. This usually goes hand in hand with a rising income and a larger family. To fulfill their 

needs, the first step that most people do in building their home is browsing through the internet for information and access to the professional 

architect and contractor. According to consumer research by Hootsuite, 56 percent of Indonesia's total population in 2019 is using the internet 

and active in social media users. Analysis of internet consumption indicates that internet-based industries such as online media and platforms in 
home design and construction have a strong potential to grow bigger. To provide a solution to this problem, the author established a new online 

platform called Melbuild to connect and to conduct interactions between consumer and producer in home design and construction in 2018.  

Melbuild's consumers are those from the middle-income class who want to build a new home or to renovate the existing residence. 

Melbuild's producer is a professional architect, interior designer, and contractor. To pull producer and consumer to the platforms, the author 
offers articles and photos about home design, building materials, and construction. Interaction between consumer and producer starts with the 

exchange of information such as a request to handle a home building project. When a consumer requests for an architect to design a new home, 

Melbuild responds to the request based on consumer's parameters such as size, budget, and style. Information about the architect most relevant 

to consumers is then exchanged. The architect makes early proposals for the homeowner to set the guide for them in creating the concept and 
project cost. Their fee is typically based on a percentage of construction value as a rate per unit area of the proposed construction. Melbuild 

makes money by collecting payments from advertisers. Consumers and producers seem to agree to use Melbuild’s MVP, but they are reluctant 

to do online transactions. As a result, Melbuild's revenue and growth are declining. This situation shows that Melbuild fail to match the 
homeowner's need with a professional’s offer. The main business problem is how to develop an online product or service dedicated to 

increasing awareness and to educate first-time homebuyers towards the professional also online-based business in Indonesian home design and 

 
 
* Corresponding Author: imelda@sbm-itb.ac.id 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 963  

construction, using Melbuild as a case study. The author only focusses on the research from ideation to the stage of problem/solution fit. The 

research questions are:  

1. Who is Melbuild’s potential customer? What are their pain and gain? 

2. What kind of new product or service that Melbuild will offer?  

3. What is the strategy to develop this new Melbuild? 

 

ISSUE EXPLORATION 

The author conducted qualitative research by collecting data using open-question, in-depth interviews with Melbuild's customer. There are 

some frameworks related to entrepreneurship that can be applied in this research, such as Design Thinking and The Lean Startup but the author 
chose to use Disciplined Entrepreneurship by Bill Aulet because it fits the need to find Melbuild’s potential customer and to understand their 

characteristics. Most of the assessment was conducted according to this framework which often called ‘Full Life Cycle Use Case Analysis’. 

Consisted of 24 iterative steps, this framework is a rigorous but practical pedagogy for innovation-driven entrepreneurship. Each step should be 

done in numerical order with the understanding that in each step, you will learn things that will prompt you to revise the work you have done in 
earlier steps. According to Aulet (2017), the best way for an innovative startup to lay the groundwork for the company is to dominate a narrow, 

carefully defined market that serves a particular end-user. According to an article in Investopedia, there are three main sectors of the real estate 

industry: residential, commercial, and industrial. The home design and construction segment of this research are under the residential sector so 

the author chooses the residential sector and then breaks down the category based on the type of user using SPA tools. From all the different 
segments, landed house is the most critical category that brings the biggest impact and influence other types of customers. The author creates 

respondents list that consists of names of end-users as respondents from each category, interview them, and determine the primary lead user's 

group. The data collection will consist of 13 respondents. 

 

Figure 1. Market Segmentation, End Users' Determining and Primary Lead User's Group 

 

To organize the primary market research, the author used nine main categories that Aulet (2013) provides to obtain information on each 

market: end-user, application, benefits, lead customers, market characteristics, partners /players, size of the market, competition and 
complementary assets required. Data sources in this research are 10 respondents who want to build their new home or to renovate existing 

homes. The author refers to them as a homeowner. The author also interviewed two respondents of a professional architect and contractor as 

well as one respondent of the founder of the existing online platform in home design and construction. Here is the recap of the pains and gains 

of the respondent. Then, the author conduct validated knowledge for each primary lead user's group. 

Pains of Home Owner 

1. Application: search for an article, photo, etc. and access to hire professionals 

2. Difficult to find professionals that understand their needs and budget 

3. Some have a limited budget, others have purposive saving for a home 

4. Low knowledge about the standard of fee and workflow of professionals 

5. Afraid of being cheated by professionals 

6. Offline partners: Need to feel the product or experience the service physically 

7. Don’t trust professionals or online transaction when a lot of money involved 

Gains of Home Owner 

1. Have medium to high purchasing power and urgency of needs  

2. Benefits: easy to use  and to compare the information with the help of online opinion  

3. Market characteristic: Want to express their lifestyle through home design  
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4. Willing to buy a better quality of product or service with a higher price (high willingness to change) 

5. Prefer design-and-build service because it’s more practical  

Pains of Architect and Contractor 

1. Application: search for access to potential clients, article, photo, software, tender project, design competition, etc.  

2. Difficult to find clients that appreciate their profession and fee. Some clients misunderstand their scope of work with those of 

foreman of the project  

3. While others obey the regulation, including standard of fee, some professionals accept a low fee for any kind of project (as long 

as they make a profit) which can undermine the industry 

4. Some architects are collaborating with specialized professionals in architecture while others take all tasks from a customer by 

themselves to gain more profit. Each approach has its cons and pros which can leverage or undermine the industry 

5. Low knowledge about digital marketing and its benefit to their business 

6. Despite the utilization of the internet, some architects need to show their work on-site project to potential clients 

7. Don’t trust online transaction easily when a lot of capital involved 

Gains of Architect and Contractor 

1. Have medium to high purchasing power and urgency of needs to promote their work  

2. Benefits: easy to use  and to compare the information with the help of online opinion  

3. Market characteristic: Want to show their competency to convince potential clients   

4. Willing to buy a better quality of product or service related to design and construction with a higher price (have a high 

willingness to change) 

5. Prefer to offer design service due to the nature of their business. 

 

EXISTING OR PROPOSED PRACTICES 

After getting a result from primary market research, the author selects a beachhead market. According to Aulet (2017), the beachhead 

market is a market segment that we select from the primary market research, segmentation analysis to be the first market of the business. The 

key deciding factor in this selection is whether the product fits the extensive market or not. So, based on the result of the selection, First-Time 

Home Buyer is the best potential customer for Melbuild. Based on the result of primary market research, the author builds out a profile of the 
end-user of First-Time Home Buyer using Aulet's worksheet for the beachhead market. After that, the author identified one actual couple in the 

beachhead market that can represent the end-user profile and do a detailed profile of that specific end-user. 

Table 1. End-User Profile for Beachhead Market 

Geographic Live in a big urban city and its suburban areas 

Demographic  

 

Couple or husband and wife, age 30 to 45 years old; Mid-level employee with monthly 

income min. IDR 10 million 

Psychographic Mostly middle-income class and educated; Living in parent's or families or rented house;  

Design enthusiast and high appreciation on professionals; Have their taste and want to 

express their style; Like to self-indulge, to self-rewarding; Aware about healthy-green 

life and like to attend talk show or exhibition about home design and construction; 
Digitally connected and active social media users 

Behavioral Want to build their first homes or to renovate existing homes; Like to try new products 
and always compare product/service (potential, but not loyal users); Prefer to use design-

and-build service for building new homes; Need to feel the product or experience the 

service physically; Has separated saving and appropriate budget (willing to pay more for 

better quality, but careful to not waste it); Those who live in their parent's home and/or 
have a dual income, can save the bigger amount of money to build their home.     

Proxy products A similar platform in home design and construction such as Arsitag.com, Sejasa.com, 
Bluprin.com, Dekoruma.com; Online official stores related to home design-construction 

and their social media such as Ikea, Pinterest, Instagram, Facebook and also YouTube.  

Watering holes Local neighborhood such as in housing complex or school; Design community, such as 

Bintaro Design District; Exhibition for material and building construction every year; 

Online forum and offline group such as at work  

Priorities  Daily needs such as food, clothing, etc.; Children and their education; Work and career 

promotion; Homes and cars; Parents and big family; In their housing career, some of 

them prefer to purchase and move to ready-to-use home while some others choose to 
build their own dream home from scratch. 

After this, the author conducted The Full Life Cycle Use Case is a step to understand and to describe the full context of how the product 
fits into the Persona's workflow. The author also analyzes some existing online websites in home design and construction in Indonesia that 

provide a similar product or service with Melbuild. The competitive position chart shows that Melbuild still has a big opportunity because its 

quality of the product is good. Melbuild still needs to increase customer awareness and acquisition. 
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Table 2. Full Life Cycle Use Case of Existing Solution 

 
 Aware of a 

problem 

Find out options Acquire & install 

the service 

Use and get the 

value 

Tell others 

Who The first-time 

homebuyer 
(husband-wife) 

The first-time 

homebuyer with 
their family and 

friends 

The first-time 

homebuyer and not a 
professional 

architect  

The first-time 

homebuyer and not a 
professional 

architect 

The first-time 

homebuyer with 
their family and 

friends 

When  Have a problem 

with the home 

condition. Worried 

that they do not have 
their own home  

Have many and 

repeated problems 

with the home 

condition  

Found architect and 

location to build 

new homes. Get 

home loan 

The home building 

project is completed, 

but have some 

problems with new 
homes 

Feel unsatisfied 

with the new home 

Where At home At home or family  At the project site  In a new home  a new home  

How  Solve this problem 

now, but not to the 
root of the problem 

of home condition. 

Search for more info 

from an offline 
source  

Search for info from 

family or friends 
(offline) and a 

website or social 

media of YouTube. 

Contact another 
architect. Request 

for a home loan 

from banks  

Start the design 

phase and continue 
to the construction 

phase of a new 

home  

Move into a new 

home and arrange 
the interior of the 

home. Solve this 

problem now.  

Give a bad review 

or reference to 
others. Search for 

another architect 

to solve the 

problem with new 
homes. 

 

 

ANALYSIS OF PRACTICES 

Based on the analysis conducted previously, the author proposes to pivot Melbuild from the online platform into an online media which is 

dedicated to educating and to help to connect the first-time homebuyer with professionals also suppliers in the Indonesian home design and 

construction industry. Online media are the first 'shape' of a series of transformations that will eventually bring Melbuild to its best. To ensure 

the sustainability of the online media, Melbuild will provide the multimedia element to attract first time home buyers to engage and get benefit 
from the online media. With tagline 'Small Space, Big Ideas', Melbuild generate revenue from advertisement and subscription fee. To add 

revenue streams, Melbuild will use a YouTube account and share its education content through this channel. The author also defines Melbuild’s 

core value which is a network effect where the more users on the network, the more powerful it becomes. It is translated into values of 

education, trust, and engagement. The differentiation is that Melbuild provides premium content in podcast and video format. Below is the 

business model canvas of the new Melbuild. 

Customer Segments 

1. Couple or husband and wife of first-time home buyer  

2. Age 30 to 45 years old, a mid-level employee with a minimum monthly income of IDR.10 million 

Value Proposition 

1. Provides reliable news, in-depth articles, practical solution, tips on budgeting, update on regulation, photos, and videos related to 

home design, materials, and construction. Also provides premium content in a podcast and video format 

2. Provides access to the directory of professionals in Indonesia along with a review from previous clients and company profile of 

the professionals 

3. Help professionals and suppliers to build brand awareness and to showcase their works 

4. In collaboration with a partner company to host offline events such as architectural tour, talk show, and site visit, with support 

from professionals  

5. Provide transparent interactions and basic knowledge to increase awareness as well as networking, in the home design and 

construction 

Channels Official website and social media (Instagram and Facebook) 

Customer Relationship 

1. Online: Official website and social media (Instagram and Facebook) 

2. Offline: Exhibition, talk show, a community of design, etc. 

Key Activities 

1. Production of content such as news, in-depth articles, tips, photos, videos 
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2. Website system development and maintenance 

3. Training staff and internal consolidation 

4. Networking with professionals, associations, universities, and government 

5. Promotion and service provisioning 

6. Collaborating to host offline events in support of professionals 

Key Resources 

1. Intellectual (brand, copyright, a database of customers, professionals, etc.) 

2. Skillful staffs (journalist, photographers, editors, IT expert, marketing, etc.) 

3. Access and networking with all sources in home design and construction 

4. Equipment (camera, computer, cars, etc.) and software (finance, events, etc.) 

5. Integrated system (operation, marketing, etc.)  

Key Partners  

Professionals, associations, universities, government agency, financial technology expert and event organizer related to home design 

and construction 

Revenue Stream     Advertisement and subscription fee 

Cost Structure.      Office, operation, employee, web development and technology, marketing  

The author will develop agile innovation as Melbuild’s strategy by following these steps: 

1. Build the full ecosystem necessary to fully serve the needs of customers  

Melbuild can collaborate with other online-based business which specializes in furniture, interior accessories, job portal, and 

education to provide a full ecosystem  

2. Design a delightful experience that changes the life of the customer 

Soon, Melbuild's subscriber can use advanced computer technology such as BIM or Building Information Management. With 

the help of artificial intelligence (AI), the subscriber has technology that can help them simulate the built environment and 

analyze the spatial dimension 

3. Develop disruptive business and operating models 

Melbuild can develop new processes to automate some of its content creation processes and use big data analysis to provide 

customers with more relevant results for their queries.  

The strategy of agile innovation is elaborated using the three zones of acquiring a paying customer as described below. 

 

Table 3. Proposed Strategy for Melbuild as Online Media 

Pre-Activation Activation Post-Activation 

• Content marketing, SEO/SEM, social media 

• Promotion, exhibition, seminar, and flyer   

• Good quality basic knowledge 

• Directory of professionals 

• Collaborate with design community & influencer 

• Meet & call directly with user 
• Offline events such as site visit 

• Good quality premium content 

including basic knowledge 
• Free e-book, pop-up banner 

• Offline events: architectural tour 

 

• E-newsletter and email 

campaign  
• Photos of documentation 

• Loyal customer gathering 

• Offline events: awards 

 

 

 

CONCLUSION 

As a new online media, Melbuild is trying to serve first-time homebuyers who need information on home design, budgeting, trend, and 
building regulation. They also need access to trustworthy architect and contractor. To fulfill that, Melbuild will iterate to become online media, 

dedicated to educate and to help to connect first-time homebuyers with professionals and suppliers in the Indonesian home design and 

construction industry. Melbuild provide reliable news, opinion, in-depth article, practical solution, photo, video, and directory of the 

professionals. As the differentiation, Melbuild provides premium content in podcast and video format. Melbuild makes money from 

subscription fees and ad placement. It will be developed using agile innovation. 
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Abstract  

As the only one Islamic rural bank in Bali since 1994, BRPS Fajar Sejahtera Bali faced business issues both from the internal side (human 
capital, financial, and IT) and external side (low sharia literacy index and corporate governance). Lack of core capital as the root cause of an 

internal company should be fulfilled to enhance the competitive advantage. While nonoptimal effort in the enhancement of Islamic finance 

literacy in Bali and nonoptimal organizational structure in risk management & compliance monitoring as the root cause of external company 

should be anticipated to maintain business sustainability. Frameworks were used to resolve these issues are Stakeholder Analysis to obtain 
relevant parties in order to form strategic alliances and partnership with the company. Then the TOWS Matrix Strategy to avoid or reduce 

disadvantages also to create the best strategies by matching variables of strengths, weaknesses, opportunities, and threats of the company. It 

also used the Strategy Diamond Model to formulate the right unified whole strategy. The result of the business analysis showed that BPRS 

Fajar Sejahtera Bali should pursue enhancement of company competitive advantage and upgrade the business scale. These should be done by 
company in order to compete in a high-growth industry. Staging in proposed business strategy implementation for the short-term will focus to 

enhance the competitive advantage of the company, the long-term will upgrade the business scale. 
 
Keywords: Islamic rural bank, Bali, Business Strategy, TOWS Matrix, Strategy Diamond Model.  

 

INTRODUCTION 

In recent years, Islamic economic development in Indonesia became significant. This indicated with many Islamic financial institution 
growth and big acceptance and public trust. Included sharia bank. Part of sharia banks is Islamic rural bank, or Bank Pembiayaan Rakyat 

Syariah abbreviated as BPRS, which operates in a specific rural and urban areas, such as the village, located in a city or regency. Islamic rural 

bank is a sharia bank that in their activities were not provided payment traffic services. 

OJK Sharia Banking Statistics December 2019 indicated that the quantity of Islamic rural banks (BPRS) which have total assets above 
IDR 10 Billion was increased, and it means their business was growing. Also, depositor funds (DPK) and financing were provided by BPRS is 

continued to increase as well from the end of 2015 to the end of 2019. This incremental implies that acceptance and public trust, in Indonesia, 

of Islamic banking is continued to grow. One of the BPRS established in Indonesia, particularly in Kuta Bali, is BPRS Fajar Sejahtera Bali 

which had increased significantly their asset IDR 9.7 Billion in June 2019 to IDR 13.3 Billion in December 2019. They are in the top category 

as BPRS with total assets above IDR 10 Billion. 

BRPS Fajar Sejahtera Bali can maintain its existence since 1994, in the middle of non-Muslim society. So they were establishing as only 

the one of BPRS in Bali. BPRS Fajar Sejahtera Bali is collecting depositor funds in the form of saving deposit and time deposit, and financing 

to MSME, also for the corporate employee (through payroll deduction). All their products covered for Hajj planning, Qurban needs, education, 

also a financing for MSME. All products should accordance with the sharia principle. 

BPRS Fajar Bali have issues in sharia banking knowledge of human capital and information technology adoption in business operation, 

core capital minimum requirement, and negative of ROA (Return on Assets), ROE (Return on Equity), and BOPO (Operational Expenses 

against Operational Revenue) was over 100% as of December 2019. Other than that, on the BPRS Fajar Sejahtera Bali Evaluation Report of 
2nd Semester 2019, the company has only IDR 3.3 Billion as core capital. Whereas on SEOJK No 1/SEOJK.03/2017, that for BPRS with core 

capital value between IDR 3 Billion and IDR 6 Billion, have to meet that requirement IDR 6 Billion at the latest 31 December 2020. 

From the external side, Bali society acceptance for sharia banking was still under the company expectation. Management of the company 

still tries their best way to make them understood regarding sharia banking rules. Besides that, during 2019, OJK revoked permits of 2 BPRs in 
Bali due to business sustainability and corporate governance issue (www.cnbcindonesia.com). This also indicated that business sustainability 

and good corporate governance should be a concern of the company. 

This paper aims to analyze the current business conditions, assess the internal and external conditions of the company to determine where 

will the company should be active. To increase the financial resource and the competitive advantage of the company in order to facing the 
challenges and grabbing the opportunity in the industry. Also, to find the potential solutions and alternative business strategies which could be 

conducted by the company in order to maintain business performance and sustainability. The research questions of this paper are (a) How 
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BPRS Fajar Sejahtera Bali can enhance its financial resource to cope with the business challenge and opportunity in its industry? (b) How 

BPRS Fajar Sejahtera Bali can increase its competitive advantage to maintain its business sustainability? (c) What are alternative business 

strategies for BPRS Fajar Sejahtera Bali to achieve their business objectives? 

 

ISSUE EXPLORATION 

These business issues have been explored through the qualitative method by an interview with top management of the company to obtain 
data around the problems, also quantitative method by literature studies and from the internet for benchmarking. Additionally, all relevant 

documents belong to the company. This paper also utilized the data from the regulator released. This paper will mainly discuss business 

strategy. Issue exploration was obtained by conducting internal environment analysis and external environment analysis. Fundamental Analysis 

and VRIO Analysis are frameworks that were used for internal environment analysis. While PEST (Politics, Economic, Socio-culture, and 
Technology) Analysis and Porter’s Five-forces Analysis are frameworks that were used for external environment analysis. Other than that, it 

also utilized SWOT analysis and SPACE matrix analysis. 

 

External Environment Analysis 

PEST (Political, Economy, Social, Technology) Analysis 

PEST analysis is a framework to scan, monitor, and evaluate business replacement and trends in the company’s general environment. The 

external environment of the company can consist of factors that can affect the competitive advantage. This tool can be suggested for the 

company to mitigate the threats and leverage opportunities (Rothaermel, 2017). Political factors that very influential are government and 
regulator policy, while economic factors are Bali society poverty and GDRP, social factors are Bali society participation and sharia literacy 

index, technological factors are fintech existence and cashless society. 

 

Porter’s Five-forces Analysis 

This model was created by Michael E. Porter. Porter developed this model to determine the level of competition among the related 

industrial player. The company that stronger for each force, having the ability to increase the price and obtained more profits (Wheelen and 

Hunger, 2012). The model using five forces of competition; the bargaining power of suppliers and the bargaining power of buyers are two 

elements of vertical competition while threats by new entrants, the threat of substitute products, and the intensity of rivalry among competitors 
are three elements of horizontal competition (Porter, 1980). The threat of New Entrants was high since there was no new competitor during the 

financial year 2019 even there were two BPRs has been revoked their permit by OJK. For Bargaining Power of Suppliers and Bargaining 

Power of Buyers were medium since equivalent rate both saving deposit, time deposit, and financing were similar among other rural banks. 

While the Threat of Substitute Product was low since there was not too much similar products with BPRS Fajar Sejahtera Bali. While for 
Rivalry Among Existing Firms in rural banks and the micro-financial institution industry was high since many rural banks were higher size of 

business than BPRS Fajar Sejahtera Bali. 

 

Competitive Map 

Based on the competitive map of BPR/BPRS in South Bali based on Total Assets, Total Depositor Funds, Total Loan/Financing, and FDR 

(Financing to Deposit Ratio)/LDR (Loan to Deposit Ratio) as of June 2019, although productivity (FDR) of BPRS Fajar Sejahtera Bali still 

competitive among others but in business size, the company position still far under competitors. Other than facing the competition with other 

BPR, BPRS Fajar Sejahtera Bali also facing challenges from LPD (Village Credit Institution). In 2019, there were 1,434 units of LPD with 
total assets IDR 22 Trillion (www.bali.tribunnews.com) (almost average assets per LPD is IDR 15 Billion, it was still higher than total assets of 

BPRS Fajar Sejahtera Bali as of December 2019). Besides that, BPRS Fajar Sejahtera Bali also has to consider regarding fast and easiness of 

financing submission that has been doing by LPD. 

 

Internal Environment Analysis 

Fundamental Analysis 

From the BPRS Fajar Sejahtera Bali Evaluation Report of 2nd Semester 2019, as of December 2019, assets have significant incremental 

compared to December 2018, which amounted to 40% of IDR 9.471 Billion to IDR 13.263 Billion. This incremental in assets is supported by a 

significant increase in funding from depositor funds, such as saving deposits and time deposits. Cash ratio (CR) per December 2019 had 

decreased compared to December 2018, which is 37.10% from previously was 84.71%. This indicated that BPRS Fajar Sejahtera Bali can 

optimize their existing funds to be disbursed financing productively so that the funds were not idle too much. As of December 2019, they 

obtained profit with ROA and ROE of 1.73% and 3.40%. However, when the OJK audit has been conducted, they have to reserve PPAP 
(Provision for Loan Losses) funds for debtor which had a problem in payment installment. So that there was a change in the income statement 

as of December 2019 that BPRS Fajar Sejahtera Bali had suffered losses with negative ROA and ROE of -0.51% and -1.16%. However, if the 

financing has been completed, the PPAP will be returned to revenue. FDR (Financing to Deposit Ratio), from 69.98% to 91.5%. This 

incremental indicated that BPRS Fajar Sejahtera Bali could optimize their existing funds to financing disbursement productively. NPF as of 
December 2019 also decreased from 19.8% as of December 2018 to 5.25%, which still under NPF/NPL OJK standardization for BPR/BPRS is 

7% (also from OJK Banking Statistic Report as of December 2019, average NPL for all BPR in Bali is 7.41%). 

 

VRIO Analysis 
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VRIO analysis is a framework utilized to analyze the bank’s internal resources and capabilities to get whether the resource can be as a 

sustained competitive advantage or not (David, 2011). VRIO analysis is abbreviated from four questions that require if a resource is Valuable 

(V), Rare (R), Inimitable (I), and Organized (O) to capture the value of the resources. The resources are products that brought competitive 

implications became a sustained advantage, IT application that competitive implication for this resource is competitive parity, human 
capital that competitive implication for this resource is competitive parity. Brand/reputation that competitive implication for this resource is 

sustained advantage, network & marketing that competitive implication for this resource is a temporary competitive advantage, the operational 

business that competitive implication for this resource is competitive parity. 

 

SWOT Analysis 

SWOT Analysis is a way to identify systematically various factors to formulate the company's strategy. This analysis is not only 

maximizing strengths and opportunities but also, simultaneously, minimizing weaknesses and threats. SWOT Analysis considers the external 

environmental factors in the form of opportunities and threats and the internal environment in the form of strengths and weaknesses faced by 
the business of the company. In this research, internal environmental factors were obtained from the Fundamental Analysis and VRIO 

Analysis. While external environmental factors were identified from PEST Analysis, Porter's Five-forces, and Competitive Map. The first step 

is to list the strengths, weaknesses, opportunities, and threats of the company based on internal and external environment analysis. Strengths are 

(1) Low cost of funds for the products, (2) Brand recognition (only the one BPRS in Bali was surviving since 1994), (3) The unique specific 
product (Hajj, Qurban, payroll deduction of employee financing, etc.), (4) Assets, financing, and depositor funds were had significant 

incremental in a year. Weaknesses are (1) Human resource readiness in sharia banking knowledge, (2) Low IT adoption, (3) Negative ROA & 

ROE in 2019, (4) BOPO was over 100% in 2019, (5) Not yet fulfilled the core capital requirement, (6) Weakness in operational 

business. Opportunities are (1) Bali has followed digital era, (2) High barrier new entrance, (3) Low substitute products, (4) Linkage program 
in MSME financing, (5) Growth of GDRP. Threats are (1) There were 2 BPRs revoked permit by OJK in 2019, (2) Technology advancement, 

(3) Fintech existence, (4) Low KUR rate (6%) in 2020, (5) High rivalry among competitors (BPR, LPD, and other micro-financial institutions), 

(6) Sharia financial literacy 1.1% (the lowest in Indonesia), (7) The compulsion of commercial banks to allocate financing disbursement to 

MSME amounted to 20%. 

 

SPACE Matrix Analysis 

The Strategic Position and Action Evaluation (SPACE) Matrix can be used for determining the company’s strategic position. It consists of 

a four-quadrant framework such as aggressive, conservative, defensive, or competitive strategies that are most suitable for the company. The 
horizontal axis as two internal dimensions (financial position [FP] and competitive position [CP]) and the vertical axis as two external 

dimensions (stability position [SP] and industry position [IP]) (David, 2011). Element Financial Position consists of CR, CAR, BOPO, 

ROA&ROE, FDR, NPF. Competitive Position consists of human capital, IT application, network & marketing, customer loyalty, operational 

service, and brand & products. While Stability Position consists of technological change, barriers to entry, competitive pressure, demand 
variability, inflation. Industry Position consists of growth potential, productivity, capital intensity, and profit potential . From the calculation of 

the weight of each element, the plot directional vector coordinate placed in the Competitive quadrant. This indicated that BPRS Fajar Sejahtera 

Bali should pursue competitive enhancement. This means the company should utilize its competitive advantages to compete in a high-growth 

industry (David, 2011). 

 

Root Cause Analysis (RCA) 

RCA is defined as a set of research identification intended to produce new frameworks such as diagrams to solve the business issues in 

performing business organizations (Kasanen et al., 1993). The one of methods in conducting RCA is Tree Diagram. The Root Cause Tree 
Diagram is a chart that helps decide the root causes of factors that influence the problem. RCA can be assisted in identifying the actual problem 

and specific root causes to formulate the business strategy of the company. From the internal side, the issues can be caused by a lack of core 

capital (<IDR 6 Billion). While for the external side, the issues can be caused by nonoptimal effort in the enhancement of Islamic finance 

literacy in Bali and nonoptimal organizational structure in Risk Management & Compliance monitoring. 

 

EXISTING OR PROPOSED PRACTICES 

Stakeholders Analysis 

Since in the proposed business strategy implementation, the company cannot be run solely by themselves, managing stakeholders will help 

the company to ensure their business strategy succeed where others might fail. This stakeholder analysis will assist the company in what 

strategic alliances that could be proposed to each stakeholder. For the business issue of the low-level competitiveness, relevant stakeholders are 
employee, management, educational institutions, religious organizations, fintech, shareholders, potential investors, community leaders, MSME 

associations, customers, Islamic commercial banks, regulators, rural banks association. While for low business size among competitors are 

potential investors, customers, Islamic commercial banks.  

  

TOWS Matrix Strategy 

The source of TOWS matrix strategy is from SWOT matrix analysis.  The TOWS matrix strategies consisted of four strategic-types that 

each element in internal factors (strengths and weaknesses) will be crossed to external factors (opportunities and threats). But not all strategic 
plans drawn up from the TOWS Matrix will be used entirely. The strategies chosen are the strategy that can solve the company's strategic 

issues (Rangkuti, 2013). 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 971  

SO strategies are (1) more socialization to any government board, corporate, and school to deposit their funds in BPRS, (2) products 

digitalization from offline into online, (3) conduct alliances with community leaders to support company obtaining new customers in saving 

and financing, (4) massive marketing program to offer BPRS’s unique product to Bali society, (5) proposing new product such as being 

distributor, the agent of financial product from another financial service provider to add variations on sources of revenue, (6) expanding branch 
or cash office operation to capture new potential customers, (7) join the agreement with Islamic commercial banks in financing for 

MSME. ST strategies are (1) offer capital investment to potential investors to increase core capital, (2) increasing the low-cost fund by offering 

the product of savings to the broad target customers, (3) invest new proper IT applications to increase the value of business and operations, (4) 

join community program with other Islamic financial institution or community leader to make acceptance of Bali society regarding sharia 
banking become widely, (5) easiness of bank’s requirements, the speed of financing approval, and bank’s services, (6) enhance the number of 

MSME customers with offering special financing scheme or special equivalent rate, (7) enhance the number of profitable customers with 

offering special financing scheme or special equivalent rate WO strategies are (1) join the agreement with Islamic fintech in financing and 

transfer technology advancement, (2) conduct marketing research and development to enhance the value of business sustainability, (3) perform 
training and agreement with related parties (MUI, Islamic University, Islamic Organizations, etc.) to enhance sharia knowledge of the 

employee, (4) improving the human resources functions by strengthening them in all working units, developing reward and sanction 

system, creating human resources evaluation mechanism based upon performance, (5) optimizing the use of accounting information system to 

support the core business of the bank, (6) release the corporate governance report to increase company value to the government, society, 
shareholders, and customers, (7) declining switching costs to increase bargaining power to customers with gimmick/souvenir or even incentive 

for customers who want to stay in BPRS or their products WT strategies are (1) hire the expert in risk management and compliance to oversee 

the risk of business and to improve the quality of financing, (2) expose sharia financial bazaar to get more depositor funds and to enhance 

sharia financial literation, (3) request submission to existing shareholders to increase core capital up to IDR 6 Billion, (4) improving Bank’s 
infrastructure by simplification and standardization of SOP by focusing on the business operation that has a big impact and should be revived, 

(5) obtain certification of ISO quality management system to increase trust from stakeholders, (6) establish the customer relationship 

management system to increase customer loyalty, (7) hearing with regulators regarding compliance and corporate governance issue as a 

business preventive action. 

 

Strategy Diamond Model 

This strategy model was introduced by Donald Hambrick and James Fredrickson in 2001. Strategy diamond is a concept to answer the 

concern regarding a great strategy formulation, comprehensive and integrative, with covering the basic elements of strategy. There are five core 
elements in strategy diamond, such as Arenas, Differentiators, Vehicles, Staging and Pacing, and Economic Logic. Diamond strategy can be 

described as a method to show the actual bits and pieces of a strategy and how they could fit together. For Arena are products with the low-cost 

fund, focus on formal working and MSME with the broader target customer, rural society in Bali both formal and non-formal sector of 

working, with the value of strategy: trusted and save financing, planning savings, easy and fast in savings. Vehicles are fulfilling core capital 
minimum requirements, enhance sharia and banking knowledge, join the agreement to get more IT advancement, empowering low-cost fund 

products, making alliances with community leaders and associations. While Differentiators are strong in mudharabah and multi-Jasa financing, 

having a good and strong relationship with many sharia institutions, MSME association and local community leader, profit sharing with no 

riba. Staging is divided into two phases of strategy, short-term will focus to enhance the competitive advantage of the company, while for the 
long-term strategy will focus on upgrade business scale. For Economic Logic is the revenue stream of the company will mainly come from the 

financial products (saving deposits, time deposits, and financing) with specific in the low-cost fund so that the operational expense can be 

minimized to increase the operational profits. 

 

ANALYSIS OF PRACTICES 

Proposed Solution 

The strategy formulations that have been conducted in the previous section cannot be separated in the form of proposed business solutions. 

Stakeholder analysis is only determining the strategic alliances with respective parties but it did not explain the resource competitiveness of the 

company. While the competitiveness can be explained using Strategy Diamond Model. The TOWS Matrix Strategy was conducted to cover the 

absence from both strategy formulations. 

Based on the previous section, it can be concluded that the problems of the company are the low-level competitiveness and the low 

business size among competitors, as already exposed in the competitive map and the root cause analysis section. To increase the financial 

resource, the company can offer or request submission to the existing shareholders or potential investors. Besides that, the company can run the 

operational business through massive marketing and partnership to obtain funding from the new customers. To enhance the competitive 
advantage of the company to face the challenges and grabbing the opportunity in the industry, the company has to empower the bank system 

and operational through standardize and simplify the process, the low-cost fund products through an offer to broad customers, and human 

capital through training and performance evaluation using human resource system, and conduct strategic alliances and partnership with relevant 

stakeholders to assist company competitive enhancement. To maintain business performance and sustainability to achieve company objective, 
the first action that has to be taken by the company is upgrading business scale through enhancement of profitable customers and proposing 

new products and new branches, and improvement of financing and asset quality, corporate governance practices, also bank and customer 

management system. 

 

Business Implications 

Based on matching tools in business strategy formulation to obtain the best strategy for its business objectives, it will be concluded with 

the grand design that BPRS Fajar Sejahtera Bali should take strategic initiatives to enhance its competitive advantage in a high-growth industry 
and upgrading business scale so that the company can involve in the high rivalry among competitors. This competitiveness enhancement and 
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upgrading business scale of the company focuses on capital funding, human capital readiness, product and company exposure, also marketing, 

collaboration, and alliances. In the implementation process, the business strategy proposal will give business implications. Business 

implications have to be considered by the company to reach its business objectives. In this discussion, it will be divided into two sides, both 

internal and external of the company, regarding business implication. Implications for the internal side covered such as brand and products, 
human capital, network marketing and partnership, operational business, technology, financial. While from the external side will impact 

competitive rivalry among competitors. 

 

 

CONCLUSION 

In the current era of technological advancement, a business institution is required to be able to compete in its industry. Likewise, BPRS 
Fajar Sejahtera Bali as the only one Islamic rural bank in Bali. During the financial year 2019, although there were still weaknesses and 

deficiencies in several aspects of the business, the company had passed a good turning point with significant incremental in total assets, 

depositor funds, and financing. This paper is structured to provide suggestions regarding business strategies using several relevant frameworks. 

From the results of discussions such as the company's business issues, exploration of business issues, and alternative business solutions, it can 
be concluded that if the company want to maintain business performance and sustainability, in the short-term business strategy will focus to 

enhance the competitive advantage of the company, the long-term business strategy will focus on upgrading the scale of business. 
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Abstract  

Illegal mining has been the biggest challenge for Mount Muro Gold since its early stage of operation. Several conflicts with illegal miners 

occurred, causing operation suspensions in 2002 and 2013. Three serious conflicts caused financial losses, property damages, and death 

casualties. With the new team on board since 2015, the number of illegal miners decreased significantly. This study aims to reveal the causes 

behind the conflicts and how the current management reduces illegal miners without conflicts.  This study is a case study research, started from 

exploring the causes, and uncovering how the management finds solutions. Data were collected through stakeholders’ interviews , supplemented 
by literature studies. This study contributes to model development in similar circumstances and helps to find solutions to illegal mining in other 

locations, particularly in Indonesia.. 

 
Keywords: Conflict, Illegal Gold Mining, Illegal Miners, Integrated Strategy, Mount Muro  

 

INTRODUCTION 

Mount Muro Gold (MMG), operated by Aurora Gold, is the 3rd generation Contract of Works (CoW) signed on January 21, 1985. The 

CoW area is located in Murung Raya Regency, Central Kalimantan, surrounded by 23 villages with 23.945 inhabitants and a total workforce of 

11.642 out of 110.000 population and 53.459 workforce of the Regency (Murung Raya in Figures, 2020). In 2015, around 43,000 i llegal gold 

mining (IGM) operated in Central Kalimantan (Nainggolan, 2015); about 3,000 of them within MMG area. 

Since the beginning, the company has faced disturbances from IGM. In 1998 thousands of illegal miners invaded mining pits, forcing the 

company to close operation for weeks (Aspinal, 2001). The company had to let illegal miners take ore from mining pits every Sunday. Finally, 

the owners gave up, ceased operation in 2002, and sold the company to Strait Resources. 

Straits Resources re-activated the operation in 2005; struggled through tough years until the second conflict in June 2013, which caused 

death casualties (JPPN.com, June 29, 2013). The investors closed the mine and filed bankruptcy in court. Through an auction, new investors 

took over the company in August 2015 (Perdana, 2014).  

The new investors spent two years restoring the damaged facilities, and by January 2018, the company was back in operation. During 
suspension time between June 2013 and August 2015, thousands of illegal miners occupied mining areas. Frictions were inevitable; tensions 

increased, and on May 28, 2018, around 400 illegal miners forcibly looted ores from the active pits. On June 2, 2018, around 800 illegal miners 

struck again; act anarchistic, forcing the security forces to use water cannon and tear gas to control the situation, leaving minor injuries on two 

police officers (Faturrahman, 2018). 

This study aims to reveal the causes of the previous conflicts and understand how the current management reduces IGM activity within its 

concession. 

 

ISSUE EXPLORATION 

This study is a case study research using a qualitative approach. Data were collected using in-depth interviews of primary stakeholders, 

complemented by literature studies. Fifteen informants representing the authorities, the company, and the communities, including the illegal 

miners, were interviewed using open-ended semi-structured interview questions. The literature study was conducted on company documents 

and publications on media. The interview data were analyzed using a content analysis method employing NVivo qualitative data analysis 

software. 
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EXISTING PRACTICES 

The new management considers that social issues are the primary challenge for the operation, and the presence of IGM within the 
concession area is the center of the problem. Proper handling of the illegal miners is the pre-condition of smooth operation. The management 

developed an integrated strategy by forming an integrated structure and integrated approach to handle social issues. The Special Project 

Department was formed to handle illegal miners, integrated with CSR, Security, and Land Management Departments to work together in 

handling social issues, which predominantly related to employment, business opportunity, land compensation, and IGM. 

A social mapping was conducted by a team of consultants from October 2015 until January 2016, focusing on the socioeconomic 

conditions of the surrounding community. As a result, an Integrated Security Program was set up, with four agendas: good relationships with 

local authorities, socioeconomic approaches in dealing with the community, understand the psychosocial conditions of the community and 

strengthen internal solidity and resilience. 

Relationship with local authorities 

The management considered good relationships with authorities is a key determinant for the smooth operation, although, as the CoW 

holder, there is no official relationship with local authorities. Several programs were prepared, such as engaging authorities in handling 

community issues, assisting the government in rural development programs, engaging Heads of Villages from design to implementation of 

CSR programs and the recruitment of local employees.  

Socio-economic approaches to the community 

The management followed three guiding principles in dealing with the community: give opportunities, provide alternatives, and provide 

assistance. The management allows the miners to mine in the area that is yet to be exploited, prioritized ex-miners for local employment, 
provides training for those who could not be employed, and financial assistance to start a business. The company also builds quality 

improvement facilities for the community's products and assists in selling the products. Capital owners are encouraged to be the company's 

supplier/service provider, with a 10% price preference. 

Understanding psychosocial conditions of the community 

The idea is to make the company present and inclusive in society. The management respects the sacred hill believed as the location of the 

'Dayak Siang' ancestors landed on earth. The company utilizes the tribal house for various training activities, such as traditional dancing and 

performance arts, and then sends the artists to various cultural festivals. The tribal leader is engaged in the company's community activities, and 

the management respects his decisions in any disputes with the community. The management and employees share churches and mosques with 

community, provide scholarships for seminary schools in Java, and sponsored local Islamic scholars (ulama) for 'umrah'. 

Strengthen internal solidity and resilience  

Solid management and strong employee bonding are required in presenting secure working environments. In case of conflicts, employees' 

security should be guaranteed. Several measures were taken, such as limiting community's access to the mining site, building fences with 
CCTV cameras, and cooperating with police and military to support security. Meanwhile, the company conducts various training, such as basic 

military training to form discipline, strength, defense skill, and team building. 

These efforts gradually bring down the number of IGM and processing plants, from around 3,000 and 70 in 2016 to less than 300 and 15 

in Mar 2020 (source: Company data). Moreover, there has not been any severe conflict since June 2018. 

 
ANALYSIS OF PRACTICES 

Findings from interviews  

Table 1 shows the result of the interviews on the causes of conflicts. Mining is an inherited activity; it is the source of income for the 

majority of villagers. Besides, networks have been established among IGM actors, involving capital owners, politicians, and government 

officials. The company's presence disturbed their activities and triggered the conflict. Meanwhile, all informants argue that certain psychosocial 

conditions socially support IGM. They perceived that the company had taken their indigenous rights over gold resources. These factors push 

them to fight and defend their access to mining. 

Table 1 Causes of the conflicts 

A1 A2 A3 C1 C2 C3 C4 C5 D1 D2 D3 D4 D5 D6 D7 File Ref

EC - Economical 7 7 3 16 5 8 20 7 7 5 7 5 2 3 7 15 109

EN - Network 4 2 5 10 4 9 7 3 2 1 2 11 49

PP - Politic and Power 1 12 2 2 5 3 2 2 8 29

PS - Psychosocial 2 6 6 4 1 4 2 1 19 3 1 8 1 5 5 15 68

SC - Support & coordination 6 11 15 8 3 16 12 5 2 1 1 1 12 81

Factors
Authority Company Community Total

 
Source: Coded from interview transcriptions. 

On the other hand, most informants revealed that local authorities did not support the company for the disharmonious relations between 

management and local authorities. As a CoW holder, the expatriate managers considered no obligation toward local authorities. The absence of 

authorities' support encouraged the miners to enter mining pits. The 2018 conflict was different; the conflict was provoked by IGM from 
outside who heard rumors that the company allows IGM to take ore from the pits one day per week. The incidence ceased after the involvement 

of local authorities. 
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In terms of solutions to reduce conflicts, seven categories of measures emerged from the interviews (Table 2). Cooperation between the 

company and the community is considered one of the solutions. The company is suggested to provide the community opportunities  to 

participate in the company’s activity, either through employment or business relations.  

Table 2 Proposed solution 

A1 A2 A3 C1 C2 C3 C4 C5 D1 D2 D3 D4 D5 D6 D7 File Ref

AL- 1 4 3 5 6 6 7 7 8 39

CO - Cooperation & Assistance 4 2 1 5 2 1 6 1 4 3 2 1 3 3 14 38

ED - Education 4 1 1 1 1 2 1 7 11

RS - Share of resources 3 3 2 1 1 3 1 2 2 9 18

LE - Law enforcement 2 8 5 3 1 6 7 1 8 33

MC - Multisecor collaboration 5 8 2 1 1 2 6 19

RC - Regulatory change 3 7 4 1 3 6 1 2 2 9 29

Alternative Livelihood

Categories and Factors
Authority Company Community Total

 
Source: Coded from interview transcriptions. 

 

Another form is multisector collaboration, which involves various stakeholders, including the company, community, and the government. 

Informant A-2 proposed a joint operation body to build and manage traditional processing zone, where all processing plants, which are 

currently spread in the villages to be re-located. Ores will be mined from the specific area dedicated to people's mining; products will be sold to 

the company, who then pay royalty and taxes to the government. This collaboration model requires regulatory change. When the dedicated 

areas for people's mining and processing zones are provided, law enforcement must follow consistently. 

Alternative livelihood and education also emerged as a solution to illegal mining. Informant D-6 considers that the provision of alternative 

livelihood should be accompanied by mentoring and marketing support as well as provisions of training. 

Based on the above findings, it seems that the new management team has understood better the existing situation in the community, and 

have addressed the issues proportionately. The current practices seem to conform to the findings from the interviews. 

Challenges and implications of the existing practices on stakeholders  

The main challenge of the existing practices is consistency and cost. Mining is not a sustainable business; as production continues, 

remaining resources decrease, and the deeper the pits, the higher operating cost, the lesser profitability hence lesser funds available for 
community development. Therefore, the economic transformation of the local community from high dependence on mining to a more 

sustainable economic source should speed up.  

Another challenge is facing the financier who loses profit due to the current practices. They have been enjoying profit for long from this 

business; therefore, they will find their way back to this activity. For this, strong and consistent law enforcement is required.   

 
CONCLUSION 

This study reveals five factors causing the previous conflicts: economic, established networks of illegal miners, politics & power behind 
the activities, community's psychosocial conditions, and absence of local authorities' support. The later was the biggest blunder of the previous 

management. 

The study also identifies seven solutions to IGM activities: provision of alternative livelihood; cooperation between the company and local 

community; formal education and vocational training to the younger generation; sharing gold resources between the company and local 

community; consistent law enforcement; multisector collaboration involving various stakeholders; and regulatory changes. 

The study shows that the current management has better understandings of the situations. The current practices pursued conforms to the 

interviews’ findings, except the law enforcement and regulatory change, which are beyond company's control. 

All stakeholders would be benefitted from the current practices, provided they capitalize on the available opportunities, the government 
from the tax collection, environmentalists from the reduction of mercury pollution, and the community for more sustainable businesses that 

could be developed, leaving the old tradition of nomadic farming and IGM. 

This model of management could be adopted in other IGM sites, with adaptation to local conditions. However, a strong commitment is 

required with an open-minded, open-hearted, and open-will behavior.  
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Abstract  

The capital market industry is a fast-growing industry, especially in Indonesia. In the past five years, the number of individual investors in 

Indonesia grew by more than 400%. This is supported by a high level of financial literacy that continues to increase. According to OJK, the 

level of financial literacy and inclusion in Indonesia in 2019 increased by 8.33% and 8.39% compared to the previous survey in 2016. 
Investment managers are one of the business sectors that benefit from continuing to develop the capital market industry. FAM investment, is 

one of the new companies in investment managers. This research will be conducted with qualitative methods. The primary data is collecting by 

benchmarking other companies that relate to FAM Investments. On the other hand, secondary data based in-depth interviews and personal 

observation from FAM Investment potential customers and stakeholders’ industries. This analysis is conducted to determine FAM Investment 
differentiation and positioning in order to find strengths and weaknesses that are useful to support the selection of legal strategy for FAM 

Investment. The main problem that inhibits the growth of the FAM Investment business is legal uncertainty. FAM Investments have the 

potential to be sued legally. Then TOWS analysis used to confirm alternative solution for FAM Investment, which is then selected by a cost-

benefit study. From this analysis, the solution for the current condition of FAM Investment is change form of the company into an investment 
company and adding new products that involve investment advisory to serve a broader range of customers. 

 
Keywords: Capital Market Industry, Investment Manager, Investment Company, Investment Advisor, Legal. 

  

 

INTRODUCTION 

FAM Investment is a new company in the field of investment managers. As a new investment manager, FAM Investment must follow the 

applicable laws in Indonesia, where it operates. Along the way of investment managers, FAM Investment has difficulty developing its business. 
This is because management is more passive in getting managed funds. That happened because of a rule that prohibits investment managers 

without permission to promote their products. Therefore, in this research, FAM Investment conducts internal and external analysis to develop a 

strategy to solve the problem. 

The number of investors in Indonesia reached 1,619,372 or grew by more than 400% by the end of 2018 (Appendix 1). However, the 
growth of investors in Indonesia compared to other ASEAN countries such as Malaysia and Singapore, the achievement has not been 

encouraging. The ratio of the number of investors to the population of Indonesia is still below 1% or more precisely 0.8% of the total 

population of Indonesia 260 million in November 2019. In terms of the number of issuers, at the end of 2018, the number of listed companies 

had reached 619 or grew by 9.3% from the end of 2017. 

The objective of this research is to develop a legal strategy. The development of legal strategy is needed to facilitate FAM Investment to 

develop the business actively. The chosen legal strategy is the strategy that is considered appropriate for the current FAM Investment. 

 

ISSUE EXPLORATION 

This research will be conducted with qualitative methods. The primary data is collecting by on benchmarking other companies that relate 

to FAM Investments. On the other hand, secondary data based in-depth interviews and personal observation from FAM Investment potential 

customers and stakeholders industries. The secondary data is used for further analysis of the primary data.  

All collected data and information, processed by customer analysis, and competitor analysis. This analysis is conducted to determine FAM 

Investment differentiation and positioning in order to find strengths and weaknesses that are useful to support the selection of an appropriate 

legal strategy for FAM Investment. 

The capital market industry is one of the financial industries. The financial industry is an industry that is full of regulations. The regulation 

aims to protect customers and also maintain financial stability. In the capital market ecosystem, some entities manage customer funds for a 
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particular purpose called investment management. While there are also entities that act to manage company funds to be transacted in the capital 

market, namely investment companies, both of them conduct transactions on the exchange to get capital gains or dividends from investee 

companies. 

Of course, there are differences between the two. Even though investment management trades on the market to get capital gains and 
dividends, they also collect fees from customers who deposit their money. In contrast, investment companies do not charge fees to customers, 

because the funds invested in the exchange are the funds of companies established to conduct transactions on the exchange. 

Although sometimes it looks the same, both types of companies are bound by different regulations. Investment management, because it 

manages customer funds, must have a special permit issued by the regulator. If they do not have an investment management license, it is 
prohibited to market their products to customers. While investment companies do not require special licenses because the funds used are 

company funds, whose owners have agreed to run the business through the capital market. 

Based on the interview on FAM Investment potential customers, conclude that the participants are commonly respondents who are 

potential customers who are not confident in their investment decisions. So that this becomes an opportunity for FAM Investment to become a 
solution for potential customer unrest. From the customer analysis, some customers do not match the current FAM Investment product, so there 

is still an opportunity FAM Investment develops its products to meet customer needs. 

Currently, FAM Investment does not have permission as an investment manager. This has much impact on the weakness of FAM 

Investment that is not able to promote products and limited market potential. To get a permit as an investment manager, FAM Investment must 
meet several requirements. By not yet having permission as an investment manager, FAM Investment is not allowed to promote its products. 

Promoting its products in the general public has the potential to cause lawsuits, especially the financial industry regulator, OJK. After obtaining 

permission to become an investment manager, FAM Investment must pay a fee to the regulator. This will become a new burden for businesses 

run by FAM Investments. 

By not yet having a license as an investment manager from OJK, FAM Investment has the potential to be sued legally both from OJK and 

its customers. To reduce the risk of this threat, FAM Investments is currently only implementing a strategy to make its investment partnership 

closed. So that the FAM Investment customers are only family and friends of FAM Investment management. 

As a result of not being able to do promotions in general, FAM Investment can only serve the potential market of his family and friends. In 
terms of the number of customers, this has made weaknesses that affect the difficulty of FAM Investment to increase its managed funds. 

However, the results of the competitor analysis in Appendix 4. of the world's fund managers, even though the number of partners is small, does 

not mean that the management funds are small. 

In Indonesia, the capital market industry is not only enlivened by investment management as a customer fund manager, there are also 
investment companies such as PT. Saratoga Investama Sedaya. Saratoga runs a business as an investment company, capital paid up by 

shareholders is used to invest in the capital market. On the investment management side there are companies that are similar to the current 

FAM Investment conditions, namely Panin Asset Management. With the development of Panin Asset Management technology unlike other 

investment management companies that have changed all business processes online. Panin Asset Management to meet its customers chose to 

meet with their customers through seminars. Each year Panin Asset Management holds hundreds of seminars. 

 

EXISTING OR PROPOSED PRACTICES 

At present, FAM Investments are run without authorized capital as a company, capital owned by FAM Investments in private capital, and 

partners whose purpose is to invest directly in the capital market. Paid-up capital required by the regulation is intended to be used to strengthen 

the company as stated in the organizational structure requirements, not managed funds. FAM Investment management funds are currently 

relatively small at Rp. 120 million. From regulation, paid-up capital must be fulfilled is 25 billion rupiahs. 

Investment manager who has a license must have at least eight functions and duties. The OJK regulation states that the eight functions and 

tasks may be carried out by the same division unless the investment and research functions are prohibited from being combined with other 

divisions. So assuming the minimum requirements are four people, all of these functions and tasks can be done by those four people. At POJK 
24 / POJK.04 / 2014, there are a number of additional requirements for managers who manage the functions and duties of investment managers. 

One of them is that the investment and research functions must be managed by management who have a WMI permit and have at least three 

years of experience in the capital market. In addition, the function of trading and settlement of securities transactions must be managed by 

management who has a minimum of two years of experience in the capital market. This means that FAM Investment must recruit an 
experienced team to manage the company. This will increase the costs that must be incurred by the company if it becomes a licensed 

investment manager. 

Another option to obtain legal certainty needed by FAM Investment is to acquire an existing investment management company. By 

acquiring an investment management company that already has a FAM Investment license, and its partners will get legal certainty. So that 
FAM Investments avoid the risk of lawsuits. Action acquisition is a non-organic way that is usually used by companies to enter certain 

businesses. By acquiring an investment management company, FAM Investment does not need to create a new system to run POJK 24 / 

POJK.04 / 2014 concerning the functions and duties of investment managers. Another advantage is that FAM Investments automatically gets 

permission from the regulator, OJK. Also, FAM Investment allows the acquisition of existing customers at the company. 

One option for the legality problem of FAM Investments is that FAM Investment changes its mindset into an investment company 

compared to an investment management company. By changing the status of the company into an investment company, FAM Investment does 

not need permission as an investment management company. As an example, that has been analyzed previously, namely PT. Saratoga 
Investama Sedaya. Saratoga runs its main business, which is an investment. Saratoga gets revenue from dividends or divestment of investee 

companies. This is also done by FAM Investment at this time, with different capital scales. Also, with more capital, Saratoga invests to become 

one of the controlling shareholders, so that Saratoga can place its representatives in the investee company. This makes Saratoga an active 

investment company. 
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In addition to the main problem that is legal, FAM Investment also faces a lack of fit of the products offered to the needs of prospective 

customers. From interviews with prospective customers, there are still prospective customers who are not sure of their investment decisions but 

do not like it if their funds are managed by someone else. So that FAM Investment has not maximized the opportunity for customer groups with 

that persona. The Capital Market Law states that the requirement to become an investment advisor is to have the ability to analyze capital 
markets and securities, which are marked by ownership of certification and permission of WMI (Deputy Investment Manager). So that the 

management of FAM Investments currently meets these requirements. 

 

ANALYSIS OF PRACTICES 

Table 1 explains that FAM Investment has three alternative solutions to legal problems. Inquire investment management company is more 

useful than making company licenses investment manager. This is based on the case of acquisition by UOB Asset Management of PG Asset 
Management in 2019. However, to acquire FAM Investment, it must compete with other large companies that want to enter the investment 

management business world. 

First to solve legal uncertainty, FAM Investment needs to have an investment management license. The benefit of having the license is 

first to reduce legal uncertainty, by having a license, FAM Investment's customers have a clear status as a customer of a registered investment 
management company. The second is growth management fund, by having a license, FAM Investment can publish their products to the wider 

community. The cost for the first solution is the minimum paid-up capital of 25 billion. The second is an operational cost of 16 billion. In 

addition, FAM Investment must develop the system, as required by the OJK.  

There are other ways to get a license, by acquiring an existing investment management. By acquiring investment management, there are 
additional benefits, which is obtaining management funds from the acquired company. In UOB case study acquiring PG Asset management, in 

addition to obtaining a license owned by PG Asset Management, UOB also received a managed fund previously managed by PG Asset 

Management of 255 billion. UOB acquired 75% of PG Asset management shares at a cost of 25 billion. This amount is equal to the cost 

required in the previous scheme.  

There are other alternatives for legal uncertainty faced by FAM Investment. It’s to become an investment company. By becoming an 

investment company, FAM Investment does not need to follow strict regulations such as becoming an investment management. Instead, FAM 

Investments must register its partners as the shareholders of the company. This strategy is suitable for companies that do not have many 

partners as FAM Investment today. With the scheme of being an investment company, FAM Investment is likely to bear the costs of changing 
company deeds regularly with quite a lot of frequency. This will happen if FAM Investment increases, reduces the portion of ownership of a 

partner, or adds or decreases the number of existing partners. This is done to maintain the trust of FAM Investment partners. For example, if 

one of the partners wants to withdraw some of their money, automatically, the ownership of the partner will be reduced in the partnership so 

that it must be adjusted in terms of share ownership. All of these things can be avoided if FAM Investment can keep the turn over from its 

partner partners. 

FAM Investment also faces products that are not fit with customers. The results of the interview said that potential customers who had felt 

invested, still wanted to manage their own money to experience investing. For this reason, FAM Investment needs to develop new products to 

meet these needs. The solution is investment advisory. By becoming an advisor the customer will still manage their own funds, but they will 

get input and views from FAM Investment to answer their doubts. 

 

Table 1. Cost-Benefit Analysis Solution for FAM Investment 

 Making Company Licenses Investment 

Managers 

Acquire Investment Manager 

Company 

Become An Investment Company 

C
o

st
 

Rp. 25 billion (paid-up capital) 

Rp. 16 billion (operational cost per year) 

Rp. 25 billion (75% equity) 

Rp. 16 billion (operational cost per 

year) 
 

Rp. 25 million (legal administrati-on) 

Rp. 25 million (paid-up capital) 

Rp. 60 million (operational cost per year) 

B
en

ef
it

 Get licenses Get licenses 

Get managed funds Rp. 255 billion 

Have a legal entity 

Source: Avrino (2018), Indrastiti (2018)  Authors’ Analysis  2019 

From the results of the analysis, the most appropriate solution for FAM Investment currently is to become an investment company 

combined with a new product investment advisory. 

 

CONCLUSION 

Legal uncertainty between FAM Investment and its customers puts FAM Investment at risk of a lawsuit. This makes FAM Investment 

more passive in developing its business. So that FAM Investment has difficulty developing its managed funds. 

These problems developed into several alternative solutions, making company licenses investment managers, acquiring investment 

management companies, becoming an investment company, and new product investment advisory. The first three solutions will be chosen as 

the most appropriate solution for the current FAM Investment conditions. Whereas the final solution is a complementary solution for the 
chosen solution. From the results of the analysis, the most appropriate solution for FAM Investment currently is to become an investment 
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company combined with a new product investment advisory. Also this solution support target of sustainable development about 

entrepreneurship and encourage the formalization and growth of micro-, small- and medium-sized enterprises. 

 

REFERENCES 

Glend Arnold, 2017, The Deals of Warren Buffett, United Kingdom: Harriman  House Ltd. 

Glend Arnold, 2011, THE GREAT INVESTOR Lessons on Investing from Master Traders, Great  Britain: Pearson  Education Limited. 

Hancock.B, Ockleford, and Windridge.K, 2009, An Introduction Qualitative Research. Biringham: NIHR RDS 

Kotler, P., & Armstrong, G (2003). Principles of Marketing. Pearson Prentice Hall. 

Robert G. Hagstrom, 1997, The Warren Buffett Way: Investment Strategies of the World's Greatest  Investor. New  Jersey: Wiley. 

Ronald W. Chan, 2012, THE VALUE INVESTOR, Singapore: John Wiley & Sons.  

Thompson, J., & Martin, F, 2016, Strategic Management: Awareness and Change. South- Western Pub 

Angga Sukmawijaya, 2017, 12,8% Penduduk Malaysia Sudah Investasi Saham, di RI Baru 0,2%.  Avalible at: 

 https://kumparan.com/kumparannews/12-8-penduduk-malaysia-sudah- investasi-saham-di-ri-baru-0-2  (Accessed: 21 April 2020) 

Aristya Rahadian, 2019, 10 Manajer Investasi Terbesar di Pasar Modal, Siapa Juaranya? Avalible at: 

 https://www.cnbcindonesia.com/market/20190719151634-20-86222/10- manajer- investasi-terbesar-di-pasar- modal-siapa-juaranya 

(Accessed: 21 April  2020) 

Ashmore Asset Management Indonesia, 2020, Prospektus Penawaran Saham Perdana PT. Ashmore Asset Management  Indonesia Tbk. Januari, 02:20. 

Dias Prasongko, 2019, OJK: Jumlah Investor Baru 0,8 Persen dari Penduduk Indonesia.  Avalible at:  https://bisnis.tempo.co/read/1273578/ojk-jumlah-

investor-baru-08-persen- dari-penduduk- indonesia/full&view=ok  (Accessed: 21 April 2020) 

Dwi Nicken Tari, 2019, OJK Targetkan Jumlah Investor Mencapai 5 Juta pada 2021. Avalible at  : 

 https://market.bisnis.com/read/20190815/7/1137001/ojk-targetkan-jumlah-investor- mencapai-5-juta-pada-2021  (Accessed: 21 April 2020) 

Hafiyyan, 2019, Investor Milenial Dominasi Pasar Modal. Avalible at:  https://market.bisnis.com/read/20191103/7/1166189/investor-milenial-dominasi-

pasar- modal (Accessed: 21 April  2020) 

Ika Puspitasari, 2019,  BEI menargetkan 76 pencatatan efek baru pada tahun depan. Avalible  at:  https://investasi.kontan.co.id/news/bei-

menargetkan-76-pencatatan-efek-baru-pada- tahun-depan (Accessed: 21  April 2020) 

Indonesia Stock Exchange, 2019, “IDX Annual Report 2018”, May, 2019. 

Irvin Avriano Arief, 2018, UOB AM Akuisisi PG Asset Management Rp 23 M. Avalible at:  https://www.cnbcindonesia.com/market/20181128205812-

17-44173/uob-am-akuisisi-pg- asset-management-rp-23-m  (Accessed: 21 April  2020) 

Irvin Avriano Arief, 2019, Catat! Bisnis Manajer Investasi RI Kian Seksi, Ini Faktanya. Avalible  at: 

 https://www.cnbcindonesia.com/market/20190917210454-17-100195/catat-bisnis- manajer-investasi-ri-kian- seksi-ini-faktanya 

(Accessed: 21 April  2020) 

Narita Indrastiti, 2018, UOB Akuisisi 75% Saham PG Asset Management. Avalible at:  https://insight.kontan.co.id/news/uob-akuisisi-75-saham-pg-asset-

management (Accessed: 21 April  2020) 

Otoritas Jasa Keunagan, 2014, POJK 24 / POJK.04 / 2014 Peraturan Otoritas Jasa Keuangan  tentang  Pedoman  Pelaksanaan Fungsi-Fungsi Manajer 

Investasi. 

Otoritas Jasa Keuangan, 2017, Survei Nasional Literasi dan Inklusi Kuangan. Oktober, 17:17. 

Panin Sekuritas, 2019, Annual Report 2018 PT. Panin Sekuritas Tbk. April, 16:19. 

Saratoga Investama Sedaya, 2013, Prospektus Penawaran Saham Perdana PT. Saratoga Investama Sedaya Tbk. Juni,  19:13. 

Tom Huddleston, 2019, Meet hedge fund billionaire Seth Klarman, the most influential investor  you’ve probably  never heard of. Avalible  at: 

https://www.cnbc.com/2019/01/23/why- baupost-groups-seth-klarman-is- called-the-next-warren-buffett.html (Accessed: 21 April 

 2020) 

  

 



ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 981  

The 5th International Conference on Management in Emerging Markets 

 

EVALUATION OF INVESTMENT IN IOT STARTUP AT PT TMI 

Wiwit Hermawan a*, Kin Tjendrasa b 

a,b School of Business and Management, Institut Teknologi Bandung, Jl. Ganesha No 10, Bandung 40132, Indonesia 
 

 

Abstract  

Smartphone revolution, the rise of OTT (Over the Top) technology, and growth of mobile application drive explosion in data demand and 
erosion of legacy service, which voice and SMS (Short Messaging Service) revenue. It forces mobile telecommunication operators to explore 

new revenue sources through new business development by taking the opportunity across technology, media, and telecommunication (TMT). 

Telkomsel Mitra Inovasi (TMI), Telkomsel Corporate Venture Capital (CVC), conducts non-organic business development through investment 

in an early-stage startup from TMT sectors. January 2020, TMI followed in Series B1 funding of the Internet of Things (IoT) startup. The 
investment evaluation utilizes two factors which capital gain and incremental revenue to existing Telkomsel business. There is uncertainty in 

financial return on high-risk investments in a new startup company, and existing Telkomsel IoT provides smart connectivity services. However, 

connectivity will become increasingly commoditized, declining from 9% of total IoT revenue in 2018 to 5% in 2025. Consequently, Telkomsel 

IoT should expand its role to seize the incremental revenue opportunities. This research project uses discounted cash flow (DCF), secondary 
data to predict expected financial return after capturing possible risk investment for sound management decisions. 

 

Keywords: telecommunication, investment, startup, IoT, discounted cash flow  

 

INTRODUCTION 

Background 

In the past few years, mobile telecommunication companies' business has shifted from legacy services which voice and SMS (Short 

Messaging Service) to data service. The change shifts towards a digital business with the support of the smartphone revolution, Over-The-Top 

(OTT) technology maturity, and bubble of a digital technology startup. The smartphone revolution has led to an explosion in data demand. 
OTT services offer various range of contents such as media & entertainment, education & training, health & fitness, telecommunication. 

Meanwhile, digital technology startup brings real service through the mobile application to fulfill people's daily life needs, such as food 

delivery, transportation, personal loan, shopping, mobile money, and payment. The traffic of data service has grown exponentially. Hence, 

mobile telecommunication operators must make more contributions to the digital world to gain more benefits. Otherwise, they will only 

become the dump pipe. 

The digital technology startup can contribute not only to economic development but also to solve the classical issue of unemployment and 

welfare. Quoting startupranking.com in early 2020, Indonesia ranks fifth in the world with 2,714 technology startups after the US, India, UK, 

and Canada. Shortly, Indonesia will become one of the countries with the greatest digital creative economic power in Asia. In May 2019, 
Telkomsel announced a new subsidiary company named Telkomsel Mitra Inovasi (TMI). TMI completes the three pillars of Telkomsel digital 

innovation, which previously had been The NextDev and Telkomsel Innovation Center (TINC). 

 

Telkomsel Mitra Inovasi (TMI) Profile 

TMI is a Telkomsel's Corporate Venture Capital (CVC) with an initial capital of USD 40 million. TMI targets its investment in a startup at 

an early stage (pre-Series B, Series B, pre-Series C) from TMT sectors. A targeted startup should have a promising prospect as well as the 
potential to be synergized with Telkomsel's ecosystem assets and competencies. This synergy is to accelerate startup growth. In conducting 

investment activities, TMI has a partnership with third parties, PT Metra Digital Investama (MDI) for indirect investment and Singtel Innov8 

Pte, Ltd (Innov8) for direct investment. 

 

Business Issue 

With the assistance of MDI Venture, at January 2020 TMI has followed in Series B1 funding at IoT startup who specialize in logistic, 
inventory, returnable asset and field asset management. Evaluation parameters of the achievement of investment objective are capital gain and 
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incremental value to existing Telkomsel business. When evaluating the investment, there are issues which uncertainty in financial return on 

high-risk investment in a new startup company, and existing Telkomsel IoT provides smart connectivity service to its subscribers. However, 

connectivity will become increasingly commoditized, declining from 9% of total IoT revenue in 2018 to 5% in 2025. Consequently, Telkomsel 

IoT should expand its role to seize the incremental revenue opportunities. 

 

ISSUE EXPLORATION 

The External Analysis 

PESTEL Analysis 

The Indonesian government has recognized the needs of IoT to support the implementation of the Making Indonesia 4.0 program. 

According to GSMA Intelligence in The Mobile Economy 2019, global IoT revenue will reach $1.1 trillion in 2025. Connectivity to support 
various IoT use case implementation in Indonesia is ready by the completion of the Palapa Ring project from the government and rolled out 

broadband city by mobile telecommunication operators. The government also has allocated frequency spectrum for IoT.  IoT is ecologically 

friendly. It can reduce global carbon emission by about 15% by 2030 (Ekholm, B., and Rockström, J., 2019). The main concern of IoT 

implementation is security and data privacy (Kusumawati, D., Winarko, B., Wahab Riva'atul A., and Pradono, W., 2017). 

 

Porter Five Force Analysis 

IoT has strong substitute technology in which telemetry, analog-based technology is widely used in various industries such as 

manufacturing, transportation, airlines, oil, and gas (AVSystem, 2019). In Indonesia, IoT adoption is considered low, and the providers still 

explore market needs. IoT providers, associations, and the government should strengthen the ecosystem, support infrastructure to ensure 

interoperability and reliability, and looking for solutions about security and data privacy concerns. 

  

The Internal Analysis 

VRIO Analysis 

VRIO framework is used to assess the competitive implication of Telkomsel resource related to IoT business. 

 

Table 1. VRIO Analysis Matrix 

Aspect Valuable 

(V) 

Rare 

(R) 

Costly to 

Imitate (I) 

Organized to 

capture value (O) 

Conclusion 

Telkomsel Human Resource, 

Creativity, and Innovation 

Y N N N Competitive Parity 

Telkomsel IoT Product, Quality and 

Product Principle/Partner 

Y N N N Competitive Parity 

Telkomsel Customer Relationship 

Management (CRM) 

Y Y N N Temporary Competitive 

Advantage 

Telkomsel Mobile Network Coverage 

and Brand Image 

Y Y Y Y Competitive Advantage 

 

SWOT Analysis 

Table 2. SWOT Analysis Matrix 

Strengths Weaknesses Opportunities Threats 

- Network coverage and 

brand image 

- Support from funded 

startup 

- Data analytic capabilities 

- Updated technology 

- Lack of good strategy and 

doable action plan for 

commercialization 

breakthrough 

- Security and data privacy 

- Program Making 

Indonesia 4.0 

- E-commerce, supply 

chain, logistics and 

transportation 

- Smart home and smart 

building 

- Financial industry 

- Healthcare and 

pharmaceutical 

- Telemetry technology 

- Quick changing 

technology 

- Regulatory change 

- Fierce competition 

- Shifting in global 

technology base 
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Telkomsel IoT could benchmark AIS Thailand other Singtel group company for good strategy and doable action plan for 

commercialization breakthrough. Implement secure connection protocols and data encryption to answer security and data privacy concerns. 

Telkomsel IoT should coordinate with the government and the association to align the needs between industry and regulatory. 

 

 

Business Strategy 
Business Model Canvas  

 
Figure 1. Business Model Canvas 

 

BUSINESS SOLUTION 

Current Telkomsel IoT business has offered IoT connectivity service to its subscribers. The funded startup supports Telkomsel IoT 
creating new incremental business in two areas, which IoT professional service and IoT application, platform, and services. Taking advantage 

of “Making Indonesia 4.0” and e-commerce booming, new business target related industry sectors such as government, financial, logistics, 

supply chain, transportation, general trading, oil and mining, healthcare, pharmacheutical, and the financial industry. The new incremental 

business will be ready in the market in the fourth quarter of 2020 and expected new subscribers onboard in December 2020. 

Telkomsel is a private company, so some information is not publicly available. Therefore, some assumptions are made to conduct financial 

projection. Those assumptions are a cost of capital of 12%, a perpetuity continuity growth of 0.1% as technology is quickly changing 

technology in the digital era, a revenue share to IoT platform provider of 50%, installation and testing cost of 35%, and automation adoption in 

Indonesia of 16%. 

 

Financial Projection New Business 
Table 3. Financial Project New Increment Business 

Description 
Projection (In Billion IDR) 

2020 2021 2022 2023 2024 2025 

Revenue 

Cost 

Expenses 

Tax 

Net Income 

 

Capex 

Free Cash 

Flow 

1.91 

-0.88 

-4.83 

- 

-3.79 

 

-28.40 

-32.19 

25.18 

-11.55 

-5.99 

-1.91 

5.73 

 

- 

5.73 

31.04 

-14.24 

-6.29 

-2.63 

7.89 

 

- 

7.89 

38.27 

-17.54 

-6.65 

-3.52 

10.56 

 

- 

10.56 

47.17 

-21.61 

-7.09 

-4.62 

13.85 

 

- 

13.85 

58.16 

-26.63 

-7.64 

-5.97 

17.91 

 

- 

17.91 

 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 984  

Financial Projection Consolidate (Existing Business + New Incremental Business) 
 

Table 4. Financial Projection Consolidate (Existing Business + New Incremental Business) 

Description 
Actual Projection (In Billion IDR) 

2019 2020 2021 2022 2023 2024 2025 

Revenue 

Costs 

Expenses 

Tax 

Net Income 

 

Capex 

Free Cash 

Flow 

403.82 

-67.99 

-15.11 

-80.18 

240.54 

 

- 

240.54 

448.94 

-95.43 

-27.18 

-81.58 

244.75 

 

-28.40 

216.35 

520.04 

-119.30 

-30.74 

-92.50 

277.51 

 

- 

277.51 

578.85 

-137.70 

-33.68 

-101.87 

305.61 

 

- 

305.61 

644.69 

-147.03 

-36.97 

-115.17 

345.52 

 

- 

345.52 

718.49 

-169.10 

-40.66 

-127.18 

381.55 

 

- 

381.55 

801.30 

-196.19 

-44.80 

-140.08 

420.23 

 

- 

420.23 

 

Net Present Value (NPV), Terminal Value, Internal Rate of Return, Payback Period 
 

Table 5. Net Present Value, Terminal Value, Internal Rate of Return, Payback Period 

Discount Rate 12% 

Perpetual Growth Rate 0.1% 

 (In Billion IDR) 

Year In cash flow  Terminal Value NPV 

Investment 

2020 

2021 

2022 

2023 

2024 

2025 

-28.40 

-3.79 

5.73 

7.89 

10.56 

13.85 

17.91 

 

 

 

 

 

 

150.70 

-28.40 

-3.39 

4.56 

5.62 

6.71 

7.86 

85.42 

 

Net Present Value 

(NPV) 

IRR 

Payback Period 

 

78.39 

42.08% 

5 years 

  

 

Sensitivity Analysis 

There are 3 parameters that tested to analysis the effect to NPV projection. 

 

Table 6. Sensitivity Analysis 

Parameters 
20% 40% 60% 80% 

Down Up Down Up Down Up Down Up 

Automation adoption -33% 33% -67% 67% -100% 100% -133% 133% 

Revenue Share to IoT 

Platform provider 

24% -24% 49% -49% 73% -73% 98% -98% 

Installation and testing 

cost 

7% -7% 13% -13% 20% -20% 27% -27% 

 
 

CONCLUSION 

The investment in IoT startup enhances the service line of Telkomsel IoT business beyond the connectivity provider. The new funded IoT 

startup supports creating new incremental business through delivering new services in the Professional Services and Application, Platform, and 

Services areas. These new services complement Telkomsel IoT services to become an IoT solution provider. With an investment of IDR 28.40 
billion, a discount rate of 12%, and a perpetual growth rate of 0.1%, this new increment business has NPV of IDR 78.39 billion with Terminal 

Value at the end of the projection period of IDR 150.70 billion and IRR of 42.08%. The investment will experience a break-even point when it 

reaches four years and seven months. 

TMI should hold the investment in IoT startup. With the gained profit, TMI can start a new venture to fulfill market needs. Telkomsel IoT 
should continue building internal capability, expertise, and strategy through collaboration with internal and external parties. Internal, such as IT 
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Business Intelligent and Analytics, to conduct analytical processes to obtain valuable insight, Data Governance, and Legal to answer security, 

data privacy, and regulatory compliance. External, AIS Thailand other Singtel group company for commercialization strategy and 

breakthrough, IoT association, and the government to align industry and regulatory. Expand the target market to capture the opportunity in the 

smart home, smart building, supply chain, e-commerce related industry, government, oil, mining, energy, agriculture, healthcare, 

pharmaceutical, and TMT sectors. 
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Abstract  

Gemala Atelier is an online business engaged in the fashion industry, which focuses on apparel rental. Inspired by the very fast fashion 

development in Indonesia, Gemala Atelier offers a rental system that expected to change the lifestyle of women in Indonesia to be more 

efficient. The market target of Gemala Atelier is all women in Indonesia who live in urban areas and often attend official events. Along with 
the development of the digital era, the competition faced by Gemala Atelier in the field of apparel rental is undoubtedly increasing. Gemala 

Atelier is not superior in social media marketing compared to its competitors. Gemala Atelier's sales in the market are also not proportional to 

the number of followers in social media, so it assumed that many followers are not customers because they only follow Gemala Atelier's social 

media account. This research explains the problems faced by followers of the Gemala Atelier account on the Instagram app, explicitly 
reviewing the reasons why followers do not make transactions on Gemala Atelier. The author identifies problems using the PESTEL, 

Competitor Analysis, S-T-P, and marketing mix frameworks. The author found that Gemala Atelier has not found attractive content on social 

media and the right channel that can facilitate the target market in ordering products. The author conducted qualitative research to Gemala 

Atelier's owners and followers of the Gemala Atelier account on Instagram, who had never rented. The results of the research resulted in the 
author proposing a new channel strategy in the form of a website and new social media content for Gemala Atelier. This strategy also 

accompanied by a planned implementation structure adjusted to the time plan made. This combination proposes the right plan for the target 

market, which helps increase the number of Gemala Atelier customers. 

 
Keywords: Fashion Industry, Marketing, Social Media, Instagram, Marketing Strategies 

 

BACKGROUND 

The fashion industry in Indonesia is continuously increasing every year and according to data from BPS, in 2016 contributed to 

Indonesia's economic growth by 7.6 percent and generated IDR 641.82 trillion (Hendrayati and Gaffar, 2016). Fashion is often more related to 

women rather than men because women assumed that they are accepted in an environment if they can follow an environment's lifestyle, 
including their fashion style, in order to be always updated and fulfill their needs of life (Kusuma and Septarini, 2013). Women classified in 

this issue are women from 18 to 40 years old due to consider on this stage they are mentally and economically independent (Santrock, 2002). 

Community factors also influence women's needs in following fashion trends at an event, such as weddings which are generally a place to dress 

up for women. 

In Indonesia, the average number of marriages in Indonesia is almost reaching 2 million every year (BPS, 2017). The vast number of 

marriages each year is causing women's needs of dress to attend events also increase, which makes their spending will automatically be high. 

Considering the price of the premium dress is not inexpensive, and women usually do not want to repeat using the same dress even for different 

events. Then they will prefer to buy a different dress to attend each different event, which is very wasteful. In order to avoid being wasteful, 
rental service is existed and ubiquitous in Southeast Asia, such as Singapore that has Style Theory as a clothing rental startup which was 

established in 2016 (Singapore Business Review, 2020). In November 2017, Style Theory began to enter the market in Indonesia and was 

welcomed with a positive response by Indonesian people. It is because Style Theory which is a fashion rental subscription business in 

Southeast Asia considered as an excellent solution for women who are fond of changing clothing models (Kumparan.com, 2019). 

In this digital era, the fashion industry also influenced by technological developments such as the internet, especially social media. Social 

media nowadays can affect people in two different aspects; can influence people's preferences toward particular lifestyle (Wardani, 2017), and 

at the same time, facilitate people to fulfill what they want by offering shops available online. For example, Instagram can show people style, 

which can make other people who play Instagram become influenced by each other (Lu, 2014).  

Specifically, Instagram, as social media, is commonly used for marketing strategy. Instagram's popularity is also influenced by opinions 

from the public who consider Instagram as an accessible medium to use. So, Instagram has benefits for businesses to advertise products or 

services and help develop and build brand awareness (Untari and Fajariana, 2018). In Indonesia, according to Sri Widowati as Country Director 
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of Indonesia Facebook, in the first quarter of 2017, there were 45 million Indonesians who were active in using the Instagram application. Also, 

Indonesia ranked 5th after the United States, Brazil, Russia, and the United Kingdom as countries with active Instagram users for business 

activities (Kontan.co.id, 2017). Therefore, Instagram is assumed as a reliable social media for many businesses, including fashion business, to 

market the product or service online. 

According to the facts of the fashion industry, rental service and technological developments, Gemala Atelier take an opportunity by 

providing rental dress service online in Indonesia since June 2018. The dress offered is exclusive, but not expensive with a variety of colours, 

and follows the current fashion trend. Every dress design in Gemala Atelier only has one item, so 0% is likely that every customer wears the 

same dress as the others while attending the same event.  

Based on data from Gemala Atelier, the business faced fluctuated sales, where the growth tended to be decreasing according to the data in 

January 2019 and January 2020. According to information from the owner, this problem also influenced by competitor existed that has more 

Instagram followers and engaging Instagram content. Hence, in this research, the author tries to observe and solve Gemala Atelier's social 

media marketing problem. The result of this research reveals why social media marketing is essential by explaining crucial aspects of social 
media that Instagram followers measure before renting at Gemala Atelier. On the other hand, the result suggests Gemala Atelier have a new 

channel to make customer easier in transaction process further. 

Research Question 

1. What is the current business condition of Gemala Atelier? 

2. What are the reasons why the existing followers on Instagram do not take action (rent)? 

3. What is the appropriate strategy in order to increase followers’ activation of Gemala Atelier Instagram? 

 

ISSUE EXPLORATION 

The research starts with identifying the problem from Gemala Atelier. The problem gathered from data collection of Gemala Atelier. From 

the problem stated, then the author creates a research objective that aimed to solve the problem. The author decided to do qualitative research 

because this final project is a study case. The qualitative research conducted by analyzing Gemala Atelier’s current condition with related 
theories, interviewing the owner, and distributing questionnaire to targeted respondents. The targeted respondent is Gemala Atelier's Instagram 

followers who have not rent the dress yet (passive follower). Interview and questionnaire results gathered and analyzed by the author, then 

resulting in some analysis that helps develop a new strategy for Gemala Atelier. Strategies made then elaborated adjusted with the 

implementation plan.  

 

 

Figure 1 Conceptual Framework 

PESTEL Analysis 

Political: BEKRAF is an official organization that has been approved by the government, so according to the owner, that BEKRAF can 

help Gemala Atelier to introduce the business internationally and develop business performance by involving Gemala Atelier to their 

organization. Moreover, the fashion industry is one of the top three creative economy exports according to their data, which gives great hope 

for Gemala Atelier to be able to expand its business overseas. 
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Economic: Indonesia's GDP grows in 2020, which also influenced by export activity that dominated the fashion industry, which means 

that the owners are optimistic that it will have a positive impact on Gemala Atelier business to be developed. Market demand for clothing in 

Indonesia tends to increase each year, and it is possible to increase until 2020 continuously, and after that, which has a positive impact on 

Gemala Atelier that is in the fashion industry. 

Social-Cultural: The socio-cultural of people in Indonesia, which tend to shop through social media platforms, matches with what platform 

that Gemala Atelier business used. Gemala Atelier is using Instagram as the central platform to run the business, which following what 

Indonesian socio-cultural is in terms of online shopping. Based on the data from APJII.or.id (2017), it proved that 140 million of population 

tend to shop online through social media, rather than the website, which becomes a significant opportunity for Gemala Atelier to continue 

developing its business through social media. 

Technology: Internet is one of the technological innovations that help people to get everything online and become people's lifestyles 

nowadays. This situation believed by the owner that it will influence Gemala Atelier business can quickly develop since the service offered by 

Gemala Atelier is online. 

Environmental: According to the fact about how lousy impact is given by fabric producers toward the environment, especially with 

polyester fabric, it becomes an opportunity for Gemala Atelier business existence to solve these environmental issues. It is because Gemala 

Atelier business offers rental service, which means it can reduce fabric usage. After all, the rental dress adheres to the recycling process. 

Legal: Gemala Atelier, until now, has not registered yet into both Industrial Business Permit (Ijin Usaha Industri) and Commercial and 
Operational Permit (Ijin Komersial dan Operasional). It is because the owner still considers Gemala Atelier as a relatively small business. 

However, if the business grows, the owner of Gemala Atelier must immediately register to make the business more legitimate. 

Competitor Analysis 

Gemala Atelier has several business competitors in terms of rental services in Indonesia. Based on information from Gemala Atelier's 
owner, three competitors considered being businesses that offered prices and goods more or less the same as Gemala Atelier, namely R, B, and 

S stores. 

Table 1 Comparison Competitors with Gemala Atelier 

 
 

STP (Segmenting, Targeting, and Positioning) 

Market Segmenting: Market segmentation is essential due to the potential market is listed out and grouped with similar characteristics. 

Here is the market segment of Gemala Atelier: 

Table 2 Segmenting of Gemala Atelier 

 

Target Market: The selected segments may not be conformable, but each segment may have the way to be beneficial for a company. 

Below is Gemala Atelier's target market: 

Table 3 Targeting of Gemala Atelier 
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Positioning: The positioning step is to help a Gemala Atelier illustrates where the current product position is in the market and to clarify 

the opportunity that might exist. Below is the positioning chart of Gemala Atelier: 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2 Positioning of Gemala Atelier 

 

Marketing Mix (7Ps) 

Product: Gemala Atelier offers a semi-formal premium rental dress service to fulfill customers' desire for an elegant dress for attending 

events but does not want to spend much money. Gemala provides excellent quality and fitted dress, which can be perceived by customers with 

good packing. 

Price:  

Table 4 Gemala Atelier Price List 

Rent Period 3 days 7 days 

Price Range 
IDR 150,000 - IDR 

245,000 

IDR 240,000 - IDR 

400,000 

Process:  

 

 

 

 

 

 

Figure 3 Gemala Atelier Business Process 

People: Gemala Atelier maintains its relationship with customers by becoming their assistant to build engagement and get loyal customers. 

Customers usually ask the admin's suggestion about which dress that best and suitable for them.   

Physical Evidence: Gemala Atelier does not have an offline store, so all the transactions are going through online. Gemala Atelier made 

dress catalog which consisted of photos with detail size to make customers easier visualized the dress. 
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Promotion: Promotion of Gemala Atelier done by using social media such as Instagram feeds, and ads. Gemala Atelier asks the owners' 

friends who are famous and have many followers on their Instagram to promote. Gemala Atelier also once did a free collaboration with the 

owner's friends. 

Place: Since the business is online, Gemala Atelier has no offline store but the warehouse located in a strategic area, which is Kemang, 

Jakarta Selatan. 

Research Data Summary 

 After interviewing the owner and distributing questionnaires toward targeted respondents, the author summarized Gemala Atelier’s key 

issues that appeared from the research conducted. 

Table 4 Gemala Atelier Issue Summary 

 

 

 

 

 

 

PROPOSED PRACTICES 

Table 5 Gemala Atelier Issue and Strategy Summary 

 

 

ANALYSIS OF PRACTICES 

New Channel 

Website: The first strategy is new channel formed as a website that is a demand that comes from the survey results. Moreover, all the 

competitors have already owned it. The new Gemala Atelier's customer journey when the website is available, as described follows: 

 
Figure 4 New Channel Proposed for Gemala Atelier 

New Social Media Marketing Formulation 

New Mood Board of Gemala Atelier: The new mood board is created based on three different aspects that expected to be able to support 

the content that is going to create for Gemala Atelier's Instagram theme. The mood board related to color-coordinated that is representing 
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Gemala Atelier's identity in fashion. Gemala Atelier's identity always attached to pastel color themes. The mood board can help in doing the 

photoshoot session. 

Collaboration with Influencer: Gemala Atelier make a paid collaboration with the more famous influencers or celebrities who also 

certainly have a strong engagement with Gemala Atelier's target market. The influencer must have a stable status and play a significant role in 

the fashion field. 

Gemala Atelier’s Instagram Content: Gemala Atelier uses the results of a photoshoot session in collaboration with influencers or 

celebrities to create Instagram content that also tailored with the newly created mood board. Gemala Atelier's posts include feeds, stories, and 

TV and have to post routine at least three times a week to show business activation to Instagram followers. Discount and promotion are 

included in Gemala Atelier's Instagram post and must executed at least once in three months. 

Instagram Ads: The promotion period using Instagram ads can be adjusted based on time and budget. Promoted posts can be anything as 

long as it is still within the scope of Instagram posts, which includes TV, stories, and feeds. In addition to that, the owner can also set the target 

audience classification on Instagram Ads. 

 

CONCLUSION 

After conducted research, the author can answer the three research questions and capable in formulating suitable strategies to solve the 

problem of Gemala Atelier. The first problem is Gemala Atelier is in the lowest position compared to its three competitors when viewed in 
terms of its social media. Second, the reasons why many followers on Gemala Atelier who only follow but not rent (passive followers) are 

because many of Gemala Atelier's Instagram followers consider Gemala Atelier’s Instagram is incomplete in term of information and 

unattractive in term of content display and promotion. Third, lack of enthusiasm from Gemala Atelier's Instagram followers due to difficulty of 

order and payment system at Gemala Atelier store. Below is the summary of issues and proposed strategies made by the author. Then the 

strategies will be done by making formulations summarized in the time plan, as described below: 

Table 6 Implementation Plan Timeline of Gemala Atelier 
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MARKETING STRATEGY USING MOBILE APPS TO INCREASE 

BRAND ADVOCACY FOR DFSK INDONESIA 
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Abstract  

DFSK is one of two car manufacturers from China that enter the Indonesia market since Q4 2017 in the middle of the domination of Japanese 

car manufacturers in the automotive industry. DFSK enter commercial and passenger car segment with different promotion marketing strategy. 

For commercial car, DFSK focus on car sales as the main channel for promotion without utilizing advertising. For passenger car DFSK 

utilizing Agnes Monica as Brand Ambassador in every advertising and brochure printed and published. DFSK only focusing on the SUV 
category for the passenger car segment offering lower prices with more features compared to competitors. Looking at DFSK sales performance 

that far from the target and trends of decreasing sales, indicate that there are some elements from the current marketing strategy that incorrect. 

These research purposes are to analyze the effectiveness of current marketing strategy, propose marketing strategies for current products and 

future products, and marketing strategy to increase DFSK brand perception and image. Based on the internal and external analysis, combined 
with the result of questionnaires from respondents, showing that DFSK brand is not received well because DFSK brand is less known, 

customers negative perception for Chinese car, ineffective of Brand Ambassador utilization, improperly positioning its product in the market, 

rely too much on to public relations effort and neglecting advertising effort for online and offline media, and increased competition from other 

car manufacturers in the car segment that entered by DFSK. After looking at the analysis result and current condition of the COVID-19 
pandemic situation, that launching a new marketing campaign will not give the desired significant impact, the authors propose DFSK to utilize 

mobile apps to increase brand advocacy for current DFSK car owners. The main purpose of this mobile apps is to ease DFSK car owner that to 

interact with other DFSK car owner and will assist them to interact and gather and finally will be established solidarity and strong community 

that will give positive effect for DFSK brand to be more known by people and potential customers. 

 
Keywords: Automotive, Brand Advocacy, Brand Ambassador, Mobile Apps, Marketing Strategy 

 

INTRODUCTION 

The automotive industry has a very long history in Indonesia, starting back in 1927. Nowadays, the automotive industry is one of the five 

biggest industries in Indonesia. The automotive industry alone contributes 10.16% GDP in 2018. It absorbs 350,000 direct labor and 1.2 million 

indirect workers. With the transportation infrastructure in Indonesia developed centered on cars, the automotive industry has become one of the 

most important parts of Indonesian daily life. Even though Indonesia considered having very big potential for automotive industries, competing 
in the Indonesia market is very challenging, and not every car manufacture manages to survive in Indonesia. Smaller car manufactures that 

have not invested in car factories and have a low presence in Indonesia expected not to survive for long. But in 2015, GM announces that they 

are closing their car factory after only 2 years in operation, but they continue their car sales operation until in 2019 they announce that they will 

stop their sales operation in early 2020. In 2016, Ford also makes very shocking news as they stop their car sales operation and transfer the 
services and spare part sales to RMA to pull out from Indonesia completely. Both of these car manufacturers established for decades in 

Indonesia that shake the Indonesia automotive industry when they decide to pull out from Indonesia.  

The tough competition in the Indonesia car market, especially in MPV class, does not stop interest from new car manufacturers to enter the 

market. The new competition comes from current car manufacturers that already have limited presence in Indonesia such as Datsun, Renault, 
and Peugeot, and from new car manufacturers that just enter the Indonesia market recently. The latter from China are Wuling and DFSK that 

they build factories in 2015 to assembled cars locally. Those new car manufacturers focusing on MPV class products and cars that can 

accommodate people as much as MPV class as they realized that bigger accommodation is key to conquer the Indonesia market. Car 

manufactures should establish a solid foundation for its current operation in Indonesia. For the next 2-3 years company strategy, will be the key 
to gain market trust as DFSK Indonesia will be operated for more than 5 years and the customer can start to have a perception about what kind 

of car manufacturers DFSK Indonesia is based on product quality from long time users testimony. When this paper is written, the world is 

facing one of the worst pandemics in a century that is COVID-19. COVID-19 pandemic has change people’s behavior around the world about 

how they interact, commuting, and purchasing decisions. McKinsey in their April report specifically examines about COVID-19 effect to 
economy put Automotive industry as top 5 industry that experience the hardest hit, analyze based on stock price change -29% since the 

outbreak. MarkPlus put Automotive as the top 3 industry that has worse declined just after the Tourism & Leisure industry and Aviation & 
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Maritime industry. GAIKINDO also revised the 2020 target from 1.1 million car sales into 600.000 car sales. This effect from pandemics we 

can see it from a different perspective, on the negative side the usual operation cannot be performed like before. On the positive side, all 

automotive company faces the same problem even though with a different degree, and this potentially makes the competition become even. 

2020 is the most crucial time to prove that DFSK still able not just to survive but adapting with the new normal and reinventing their marketing 

approach to keep building the momentum and strive when COVID-19 is over.  

DFSK brand in Indonesia is owned by PT. Sokonindo Automobile. PT. Sokonindo Automobile is a joint venture between Chongqing 

Sokon Industry Stock Group CO., Ltd., from China with PT. Kaisar Motorindo Industri from Indonesia that was established in 2008. PT. 

Sokonindo Indonesia factory is in the Modern Industrial area at Cikande, Serang, Banten. The total investment that PT. Sokonindo Indonesia is 
around USD 100.000.000 with land area 80.000 m2 and a production capacity of 50.000 units per year. Sokonindo Indonesia factory facilities 

are completed with four manufacturing techniques that are stamping, welding, painting, and assembly. Indonesia factory will be the production 

base for the local market and export market to countries that adopting left-hand traffic. The factory facilities are already designed using 

Industry 4.0 standard that most of the assembly process using robotic arms with less human interference thus will minimize human error.  

DFSK, as a car manufactures from China, faces several dilemmas when entering the Indonesia market. First, Indonesian perceived China 

products as low quality and unreliable. Second, the previous car manufactures from China have failed to attempt to capture the Indonesia 

market and only have a short operation in Indonesia. That leaves doubt about the continuity of all Chinese car manufacturers’ existence in the 

Indonesian consumer perspective. Finally, yet importantly, DFSK is facing a more established and received Japanese car manufactures in 
Indonesia that already has a long history of its quality and reliability. DFSK needs to tackle all that challenge if they want to stay relevant 

competing in the Indonesia car market. DFSK needs to convince potential customers that they are different from previous Chinese car 

manufacturers that already leave Indonesia and they have to prove that their product quality is comparable to other more established car 

manufactures in Indonesia.  

 

ISSUE EXPLORATION 

There is two principal analysis that needs to be conduct, external analysis, and internal analysis. External analysis is used to have a broader 

view of all external factors that will disrupt DFSK operation and investigate it deeper to find the key element to compete in the automotive 

industry. PESTEL analysis will be used for DFSK specific external analysis, and Porter five forces for automotive industry analysis. The result 

from PESTEL analysis, Economic and Social elements considered as a high thread for DFSK as lower income compared to other South-East 
Asia countries that creates caution for new car brands and car ownership that perceived as a status symbol for consumers. The result from 

Porter Five Forces analysis of the automotive industry shows that rivalry between competitors is high as there are 21 car brands in Indonesia 

and that makes the bargaining power of buyers also high. Other than direct competitors from other car brands, the automotive industry also get 

indirect competition from the used car market and ride-hailing taxi services that makes new car demand decrease.  

One of the most important factors when competing in mass-market car product is dealerships network. For customers in commercial cars, 

the dealership network will be their concern as the commercial car will be utilized heavily and will need to be available as much as it can. 

Several car brands have a different strategy for providing dealership network, some have a standard dealership need to have all three 

component of Sales, Services and Spare parts, while some car brand lenient enough that they might divide between Sales with Services and 

Spare parts, others even have collaboration with a private workshop as to provide official services.  

Table 3 Comparison between dealership network with 2019 wholesales for each car brand 

Car Brand Dealer 2019 Wholesales 

Toyota 345               331.797  

Daihatsu 228               177.284  

Honda 150 and 52 sub-dealer               137.339  

Mitsubishi 143               119.011  

Suzuki 361               100.383  

Isuzu 133                 25.270  

Wuling 100                 22.343  

DFSK 75                   3.857  

Nissan Datsun 128                 18.789  

Mazda 31                   4.884  

Hyundai 47                   1.365  

Tata 25                     810  

*Per End of 2019   

 From car dealership comparison, DFSK has more dealerships network than more established car brands such as Mazda, Hyundai, and 
Tata. Mazda can utilize its dealership network more efficient as they can sell more cars with fewer dealerships network. Tata using 

collaboration with a private workshop to cover their lack of dealership network and they only sell commercial cars and trucks. The reason why 

most of the car brands developing their dealership network progressively because of the hefty amount for initial cost and operation cost of 

dealerships. Before a car brand wants to set up a dealership in one area, they need to have a thorough study about the potential of the dealership 

location and the targeted of car sales and the break-even analysis.  

Currently, DFSK has four products in a different category; DFSK Super Cab that enters Mini Pick Up category for the commercial car 

market, DFSK Glory 580 that enter medium SUV category for the passenger car market, DFSK Glory 560 that enter low SUV category for the 
passenger car market, and the latest is DFSK Gelora that enter Blind Van or Van for the commercial car market. Mini Pick-up category is the 

first category entered by DFSK in 2017 using DFSK Super Cab product in the Indonesia market. The competitor in this segment only consists 

of three other brands that still sell new cars; Daihatsu, Suzuki, and Tata. The second category entered in 2018 by DFSK is 7-seater Medium 

SUV with monocoque chassis that compete with Honda CR-V, Nissan X-trail, and Wuling Almaz. Low SUV category is the third category 
entered by DFSK in 2019 with DFSK Glory 560 that competes with Toyota Rush, Daihatsu Terios, Honda BR-V, Mitsubishi Xpander Cross 
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and Suzuki XL7. The latest category that DFSK will enter in mid-2020 is the Blind Van/Minibus category with DFSK Gelora that will compete 

with Daihatsu Grand Max, Daihatsu Luxio, Suzuki APV, and Wuling Formo.  

Based on data collected by BPS in 2017, Indonesian population spread for four generations are as follows: Baby Boomers (11.27%), Gen 

X (25.74%), Millennial or Gen Y (33.75%) and Post-Millennial or Gen Z (29.23%). A different generation has different customer 
psychography. According to Alvara’s research, based on 15 indicators to find out segmentation and typology segmentation between 

generations, Indonesian can be grouped into three biggest segments: Climbers (59.9%), Achievers (22.3%), and Socializers (17.8%). In short, 

Climbers are people that perceived success is something to be achieved. They love trying new things and follow the latest issue such as 

environmental and social issues. Achievers is people that already stable and satisfied with their personal life.  Socializers are people that love to 
gather with their friends and actively following a new lifestyle. Gen Z and Younger Millennials have almost the same characters and 

psychography is closer to the Socializer segment, Older Millennials and Younger Gen X are closer to the Climbers segment, while Older Gen 

X closer to Achievers segment.  

Internal analysis is conducted using the VRIO framework and current marketing mix that already done by DFSK Indonesia. Based on the 
VRIO framework, DFSK has two resources that already achieved sustain competitive advantages which are the manufacturing process Industry 

4.0 and EV Technology. Innovation Car Technology is Temporary Competitive Advantage as the other car manufacturers usually already have 

this technology, but they prefer to provide this to cars in the higher price range or more luxury car. Vendor supplier network, combustion 

engine technology, dealership network, and sales forces only achieve competitive parity. The weakest link in DFSK is brand popularity that 
creates a competitive disadvantage because of DFSK brand is new in Indonesia, unrecognized reputation Internationally, and originated from 

China.  

Based on internal analysis, external analysis, comparing with DFSK’s current marketing strategy and fact findings from literature review 

and questionnaire, authors rate the effectiveness of DFSK’s current marketing strategy for each element with four classifications: Excellent, 
Good, Moderate, and Poor. To improve DFSK marketing strategy authors focusing on marketing elements that got Poor and Moderate rating. 

Marketing elements that got Poor rating are Branding, Process, and Promotion, while marketing elements that got Moderate rating are 

Segmentation, Positioning, Differentiation, Product, and Price.  

Table 2 TV ad expenses comparison with 2019 wholesales 

 
 

 

 

 

 

 

 

 

 

 

 

 

Table 3 Official website engagement comparison 

Car Brand 
Total 

visits 

Traffic 

from Search 

Organic 

visits 

Paid 

visits 

Traffic 

from Social 

Mitsubishi 

      

1.320.000  36,73% 86,04% 13,96% 0,64% 

Nissan 

        

203.470  81,68% 96,89% 3,11% 1,38% 

Wuling 

        

363.650  53,10% 62,06% 37,94% 1,21% 

Daihatsu 

        

825.400  74,10% 99,90% 0,10% 1,34% 

Toyota 

        

425.170  47,36% 84,37% 15,63% 2,38% 

Suzuki 

        

643.040  38,09% 94,48% 5,52% 3,05% 

Honda 

        

464.540  62,75% 78,77% 21,23% 2% 

DFSK 

          

76.290  78,81% 93,67% 6,33% 0,08% 

*based on traffic from last 6 months (Nov 2019 - Apr 2020) from SimilarWeb  

 

PROPOSED PRACTICES 

Car Brand TV Ad Expense (IDR) 2019 Wholesales Ad Expense per unit sales 

Mitsubishi                 113.000.000.000                   119.011                                   949.492  

Nissan                 105.000.000.000                    12.302                                8.535.198  

Wuling                   73.840.000.000                    22.343                                3.304.838  

Daihatsu                   61.270.000.000                   177.284                                   345.604  

Toyota                   39.840.000.000                   331.797                                   120.073  

Suzuki                   39.590.000.000                   100.383                                   394.389  

Isuzu                   33.990.000.000                    25.270                                1.345.073  

Honda                   23.020.000.000                   137.339                                   167.614  

DFSK                   17.370.000.000                      3.857                                4.503.500  

*TV Ad expense published by Adsensity based on TV Ads expense in 13 national TV network 
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Proposed practices will be divided into three projects that will fix all the marketing strategies that have Poor and Moderate rating. These 

projects are DFSK mobile apps, New Marketing Campaign, and Product Facelift/New Trim. DFSK mobile apps is a project to increase Brand 

Advocacy, Brand Image, and Brand Recognition. The method of DFSK mobile apps to achieve those targets is by offering three features and 

services: essentials services from dealerships, community networking, and gamification. DFSK will convert all basic services into digitals such 
as user manual, maintenance book, warranty claim, booking services, and customer services that can only be accessed through the mobile apps. 

The mobile apps increase essential services value-added with features such as navigation to the closest DFSK dealerships, real-time tracking 

spare parts stock, real-time tracking of the status of the car in services, real-time tracking for the location of mobile services, integrated mobile 

payment interface for services fee and spare parts purchase, news update from DFSK principal. The second feature is community networking 
that will automatically add DFSK car owners into a mobile-based community member. These features make DFSK car owners comfortable 

with their purchase because they can find and interact with another DFSK car owner easily. The last feature is gamification with the 

achievement system. This feature’s purpose is to the mobile apps engagement rate high so DFSK car owner will always remember to utilize the 

mobile apps.    

New Marketing Campaign is to shift Segmentation, Positioning, increase advertising effort online and offline, and increase Brand 

Ambassador role that covers the current product line and new product line. Segmentation age is should be shifted from current targeted age 

mainly older millennials to older Gen X/productive younger baby boomers into productive Gen Z to younger Gen X. For positioning DFSK 

should change from SUV specialist (category specific) into lifestyle statement such as sporty and active urban lifestyle, as more humanized 
positioning generally received better by potential customers. DFSK’s lack of advertising and solely rely on the public relations approach should 

be change into advertising through online and offline media. Brand ambassador strategy should be specific for per product as each car segment 

have different customer appetite, rather than only using Agnes Monica for all passenger car product. Brand ambassador should increase their 

role from currently only appear in advertising to become real users that actively share their thought about the product through their social media 

account to create a sense of original testimony to potential customers.  

The new marketing campaign should be followed by the product change to show a different spirit of DFSK. Product Facelift/New Trim is 

to support the shift of Segmentation, Positioning, Differentiation, and Pricing strategy with an additional product line. DFSK should develop a 

new product for the passenger car segment in the city car category to fulfill the new marketing campaign that targeted younger potential 
customers. The product facelift/new trim purpose is to adjust the current product pricing strategy to elevate the product pricing positioning 

closer to the higher segment. The new marketing campaign and new product facelift/new trim strategy should be executed in synergy as these 

strategies depend on each other. 

 
ANALYSIS OF PRACTICES 

From the proposed three projects to increase DFSK marketing strategy effectiveness, there are several common challenges. The first 

challenge is customer general acceptance as it is hard to predict the outcome of the new marketing campaign and new product change to a 

wider audience. The next challenge will be the timing of the project completion and execution as in the current COVID-19 pandemic condition 
it is hard to predict the most ideal timing. The last challenge is to set a reasonable budget to have the most effective result as DFSK is still 

considered as a new contender, having too much advertising will not increase sales significantly but too little advertising will not make the 

DFSK brand recognize by customer. The specific challenge for project DFSK mobile apps is the readiness of dealerships to fully migrate from 

manual booking services system into fully online based using mobile apps. The other challenge also the reliability of mobile apps as it becomes 
the only method to make a service booking and other essential services. And the last challenge of mobile apps is to convince the DFSK user to 

active and open to interacting in the community networking platform as customers might concern about their privacy issues and possible 

restriction from DFSK Indonesia. While the community networking platform will increase brand conversation among DFSK owners, there is a 

possibility that if some car owners have unsolved problems the brand conversation will turn to be negative. On the positive side, with 

continuous monitoring in community networking platforms from DFSK, they can react to these problems faster and will able to increase their 

brand image. As for product facelift/new trim to shift pricing strategy to a higher segment will increase differentiation with competitors, which 

potentially alienates the current customer base that perceived DFSK car as low-cost alternatives.  

 

CONCLUSION 
Establishing a good brand image will be the main focus for DFSK as Chinese product is not perceived as reliable and have good quality in 

customers perception. To build a good brand image, DFSK should invest more in advertising online and offline as they currently lack. DFSK 
also need to optimize their brand ambassador strategy to create a bigger impact than just an artist model to be put in the same frame with the 

car. The next priorities to be fixed are elements that perform moderately that are segmentation, positioning, differentiation, product, and price. 

These elements are correlating with each other as the age segmentation shifted to a younger audience, the positioning should be adjusted, and a 

new product line should be developed to match with younger customer’s needs and psychography. DFSK also needs to create a more defined 
differentiation other than value for money. The original and unique car design will be the best differentiation to make DFSK car more 

noticeable and stand out and relive the stigma of Chinese cars that take the design from another car. To increase brand image, DFSK should 

make a strategy to create positive brand conversations. The most possible to have a positive brand conversation come from current DFSK 
owners as according to the questionnaire for DFSK owners, most of them are satisfied and willing to recommend DFSK cars to their friends 

and relatives. As DFSK owner’s number is still small compared to competitors, it is crucial to facilitate their positive attitude toward the DFSK 

brand so their role as brand advocacy will make a greater impact to change people’s perception about DFSK. In the digital era, the methods to 

increase engagement are mobile apps, social customer relationship management, and gamification. The proposed solution to increase brand 
advocacy utilizing current DFSK owners is mobile apps. 
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Abstract  

The need for news and information containing updates, policy changes, rumors and business dynamics in the Indonesian energy and mining 

sector from its stakeholders and executives has been long captured by Petromindo, 20 years old-company which focuses to provide this 

information through digital platform. However, the company failed to maintain its long-built advantage, networks and popularity due to the 

lack of human resource system to preserve productivity of its employees. The company suffers decreasing sales revenue for the three years and 

is dire to float back despite external factors also gives significant pull-down effect to its news service business. This research explores roots the 
decrease which is analyzed using various frameworks and tools such as Porter’s five forces, VRIO, Pestle and Business Canvas Model. These 

frameworks were also being enlightened by survey and interview about the situation. This research proposes several transformations in the 

company’s human resources management, production quality, expansion strategy and differentiation focus, that probably could lift up revenue 

performance. 
 
Keywords: Business model transformation, Human resources, Transformation strategy  

 

BACKGROUND 

Background 

The rapid development of internet and mobile devices has brought humanity into a new sphere of information exchange. A development 

which allows extremely fast movement of information and empowering every person to become part of process in information spreading. 

Compared to the era where printed press becomes the only source of news and information, digital era creates a borderless and relatively low 

cost of penetration for everyone everywhere to obtain the news. Added to this digitalization, was the birth of social media which allows 
everyone to share and post anything without being unchecked. Responding to the ultra-fast development of social media business, news 

companies tries to live in both realms, by liven up both their news outlets; printed and digital, in hope they can find an optimal business scheme 

formula. However, it turns out that running digital media is not an easy business since many of them outsource their advertising spots in their 

websites to other internet ad-network giants such as Google, Yahoo, Bing or Amazon, which leads to very low and unstable revenue stream. 

About Petromindo 

Petromindo is digital media company in Indonesia that focuses in providing digital English-written-only news and information very 

specific to the oil, gas, coal, minerals and electricity business players. The website was launched in the year of 2000 and is managed under PT 

Binadi Reksa Dayatama. The company currently serves approximately 112 companies/individuals which becomes as its news subscribers. All 
news information in the website are segmented by categories. The company has 119 employees as of May 2020. The vision of Petromindo is to 

achieve 1000 active subscribers and 20.000 visitors per day by the end of 2024. The company sees the future to the extent it will become the 

leader of highly-specific information source for business and investors in Indonesia, not only in the energy sector it currently operates. 

Petromindo Portfolio 

Petromindo at the beginning was established as a news portal only. But later the company expanded several products including non-digital 

printed products such as directory, maps and analytical reports. Petromindo portfolio can be explained as follow: 

1 Online News Subscription 

Online news is the backbone of Petromindo business since it generates revenue more than any other products. The company 

set standard for this product to be very specific as it can obtain. 

2 Maps & Directories 

The second product is maps and directories. These products are on-demand physical products, printed and delivered 

physically to customers. 

3 Events & Conference Organizing 
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Events and conference organizing is another products that contributes third largest after news and maps-directories. The 

events ranging from in-house workshop, specific-industry workshop and seminars/conference. 

4 Job Gallery 

In the website, Petromindo also offers job vacancies services, more less similar to JobStreet or JobsDB, which becomes 
contributes fourth largest revenue to company. This service is very popular among sophomores in many universities and 

colleges. 

Business Problem 

Having very specific market serving the industries of oil, gas, coal, minerals, and electricity, Petromindo’s main income is influenced by 
the ups and downs of business climate of these sectors. However, it can be seen clearly that the company suffers decreasing sales, resulted 

mainly because deceasing news subscribers in the last three years and decreasing sales in printed products related to energy and mining sector, 

bringing decreasing profitability as well.  

Seen from internal side, Petromindo’s main problem is decreasing sales. This downturn is happening in two large business segments, news 
subscription and print-products (database, directories and maps). Total sales decrease in 2019 was around 13% compared to 2018, and if 

compared to 2017 the decrease was 17.65%. Main contributor to the total decrease in 2019 comes from news subscribers sales decrease that 

reached 15.9% and print products with 5.3% decrease. News subscription holds the main contributor to the company with more than 40% 

followed by print-products with 28%.  

The decrease of news subscription business can be seen parallel with the decrease of news subscribers and the amount of news produced 

within a year. The amount of news produced in 2019 was decreased by approximately 1.8% percent compared to the year 2018, however it can 

be seen that the number of news produced in 2019 compared to 2018 was actually increasing, but the quality is decreasing. This decrease in 

news quality-quantity then lead to decreasing subscribers at the end. Table 1.1 below show the general condition of Petromindo. 

Externally, there are factors that also influence to the decreasing revenue in the company. The first the degrading investment climate in the 

energy sector. This problem arises due to the inconsistency of government policies in regulating the sector Petromindo covers, which then leads 

into the low interest of stakeholders to know about detailed information and news. This research tries to address these problems and suggest a 

solution that might help. 

 

ISSUE EXPLORATION 

This research comprises of four chapters with systematic framework graphically shown in figure below that is proposed to help 

Petromindo solving business issues and  formulate a  novel  strategy to overcome mentioned problems. This research will use AFI (Analyze-

Formulate-Implement) framework. The first step in analysis will identify Petromindo’s problems which then followed by data collection 
through interviews and internal reports. The following step will be root cause analysis, which then detailed in internal and external factors 

analysis. Internal analysis will include Business Model Canvas, VRIO analysis and SWOT which obtained through interviews and internal data 

and reports. External analysis will use PESTEL and Porter’s Five Forces tools.  

Then the next step is to formulate strategy in terms of products, services, internal transformation, and marketing strategy it could have 

which then followed by implementation plan, as drawn in diagram below. 

 

 

Background & Problem Identification 

Data Collection  

Internal Analysis 

- Business Model Canvas 

- VRIO 

- Survey 

- Interview 

External Analysis 

- PESTLE 

- Porter Five Forces 

Business Solution & 

Formulation 

Implementation Plan & 

Conclusion 

SWOT Analysis 
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Business Model Canvas 

 

 

Survey & Interview  

 For quantitative analysis, this research conducted survey that is addressed to three categories of people. Two surveys to internal side 

and one survey to external. This study also conducted interview with main stakeholder in the company. The interview explores insights and 

problems in the company by interview with internal management of Petromindo. The last method used is SWOT which was explained below: 

Strengths Weaknesses 

- Well-known brand in energy-mining executives - Lack of HR system for employees performance 

- News investigation & intelligence capability - Low motivated reporters 

- Seasoned journalists - No apps for mobile platform 

- Good networks in energy-mining communities - Rigid website 

- English speaking news/global reach  

Opportunities Threats 

- Keep increasing mining sector  - Decreasing investment climate/ Inconsistent government 

policy 

- Growing energy demand - Downturn of mining&energy commodities price 

- Expansion-potential paying customers in infrastructure and 

finance sector 

- Growing fear of talking to media 

- Job vacancy business  

 

EXISTING OR PROPOSED PRACTICES 

Throughout four main analysis and framework used in previous section used to dissect the problems, several solutions are proposed: 

 1. News (Production) Quality Control 

The first solution that is proposed for the company is to set up valuation system for its news services. Valuing outputs of reporters, which 
is news, becomes very crucial after this study find out a phenomenon where news output by amount is increasing while sales from subscription 

in contrast went down. This was happened in 2018 where news amount produced in that year increase by 19% compared to 2017 but revenue 

minus 3%. This finding pointed out that news quality plays vital role by the customers in deciding whether subscribing or not. Quantity of news 

must go simultaneously with quality. A proposed way to improve the quality so that reporters will give their best effort to increase the news 

quality they get is by creating a weighting formula that will decide total weight of a news. 

 2. Human Resource System  

Being core business in the company, news subscription can be improved by leverage up unmotivated reporters that has been occurred for 

years. Managing employee performance deals with an organization's strategy, policy and practices with respect to establishing performance 
expectations for its employees, along with measuring and monitoring the results. The company need to establish a clear system and monitoring 

mechanism that could bring both management and reporters into a situation that is not mutually benefiting. This study proposes the 
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management to establish a formal human resource division, separated and professionally managed to supervise the system and mechanism that 

will be developed. 

 

3. Digitizing & Integration of Print Product to Digital Platform  

Current print products made by Petromindo that consists of information, database and directories should be transformed into digital and 

being integrated with its news services. Such integration will improve the quality of information provided in the news section. This vertical 

product integration will have more value-added compared to previous version. 

4.Apps for Mobile Platform 

Petromindo should move its audience platform from website which accessed using browser, to independent apps. Apart from revenue 

potentials, apps also gave more interaction using its push-notification feature that is unavailable in regular website. This push-notification 

feature could deliver the news faster to potential and existing customers, from perspective of time advantage. 

5. Innovation in Job Advertisement Section 

Even though Petromindo’s job advertisement business only contributes small compared to other product or services, its valuable 

popularity and preference by employers should be explored. The opportunity for job advertisement is to help employers filter out or short list 

candidates applying in for the vacancies. One of potential feature that can be offered to employers is capability to analyze someone from its 

social media behavior. This feature could be developed in line and simultaneously with digitalization program of Petromindo print products. 

 

ANALYSIS OF PRACTICES 

The proposed changes above need direct supervision and monitoring from the top management in order to run well. In the proposed 

transformation of news weighting, reporters will need to learn and possibly in the future could sparks challenge because inconsistent news 
judgment. The other proposal to alter take-home-pay mechanism, is very sensitive and could lead into dissatisfaction from employees who has 

long working duration since the formula could cut their income once news target is not achieved. The other proposal of digital transformation 

of printed products also will take quite long time to complete, while windows of opportunities may fade quickly in the energy and mining 

business. 

 

CONCLUSION 

The company has urgent and systematic problem which continues damaging its financial performance. The problems need to be resolved 
immediately knowing that these problems lie in human resource aspect. Unmotivated employees that becoming bad habits, are crucial to be 

fixed. However, fixing habits that has been years ignored will need tremendous amount of resources and time which could potentially backfired 

decreasing the company already low performance even worse. Petromindo also need to integrate all its capabilities, information, networks and 

resources effectively under digital platform in order to reach more customers and to be able monetize them sustainably in the long run. 

 

REFERENCES 

Alternating Currents: Indonesian Power Industry Survey 2018, PWC Indonesia, can be accessed in 

https://www.pwc.com/id/en/publications/assets/eumpublications/utilities/power-survey-2018.pdf 

Barquet, Ana Paula B., et al. Business model elements for product-service system. Functional Thinking for Value Creation. Springer Berlin Heidelberg, 2011. 

332–337 

Checkmarket.com – sample size calculator 

Lally, Phillippa., Cornelia H. M. van Jaarsveld, Henry W. W. Potts, Jane Wardle, “How are habits formed: Modelling habit formation in the real world.”, 

European Journal of Social Psychology, 2009 

McKinsey & Company, Wikipedia, 2020 

Petromindo Annual Report, 2019 

Petromindo Annual Report 2018 

Rothaermel, Frank T., Strategic Management. New York, McGraw Hill, 2017 

Sekaran, Uma., Roger Bougie., Research Methods for Business: A Skill Building Approach, John Wiley & Sons, 2010 

We Are Social & Hootsuite, January 2020, can be accessed  in https://wearesocial.com/digital-2020  



ICMEM 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 1001  

The 5th International Conference on Management in Emerging Markets 

 

PROPOSED MARKETING STRATEGY IN HANDICRAFT 

BUSINESS SECTOR (CASE STUDY: TOKO LEMPUNG) 

Annisaa Dyah Adania, Dona Saphirantib 

a,bSchool of Business and Management, Institut Teknologi Bandung 40132, Bandung, Indonesia 

Abstract  

Badan Ekonomi Kreatif presented the result of Indonesia Gross Domestic Product (GDP) in 2019 where the Indonesia Economy Creative had 

succeeded in contributing to 1,200 trillion rupiahs to the total national GDP. One of the subsectors that are included in Economy Creative is the 

craft subsector, which dominated as the third-largest contributor to the Economy Creative GDP after Culinary and Fashion subsectors. Besides, 

the high market demand for the output products of the creative business sector lately is accompanied by the rising trend of “proudly using 
local” so that the demand for local products also increases in the market. Toko Lempung as one of the brands that engaged in the craft 

subsector had seen this condition as a promising opportunity. However, the problem with the decline in revenue of Toko Lempung in 2019 had 

become an obstacle for the business that had been carried out. This was caused by the lack of product innovation and promotional activities 

from Toko Lempung. This research aims to find effective marketing strategies to increase Toko Lempung sales by using the qualitative 
method. A literature study, internal and external analysis is then applied to analyze the current condition and position of the company itself. For 

internal analysis, Toko Lempung applies Marketing Mix 4Ps and STP Analysis, while for external analysis using Porter’s Five Forces and 

Competitor Analysis. Alternative marketing strategies are then deepened by collecting data in observation by benchmarking some competitors 

and doing an in-depth interview with several customers. 
 
Keywords: Handicraft, Marketing Strategy, Benchmarking, In-Depth Interview, Competitor Analysis 

 

INTRODUCTION 

Economy Creative in Indonesia has a promising potential to support the national economy. The data had published in 2019 by Badan 
Ekonomi Kreatif (BEKRAF) confirmed that the Indonesia economy creative contributed significantly to GDP and reached 1,200 trillion 

rupiahs or equal to 11% of the national GDP. One of the Indonesia economy's creative subsectors that contribute to an increase in the Indonesia 

GDP is Craft Subsector. Not only the availability of this craft material is abundant in Indonesia, but also the creativity of the hand makers 

themselves becomes the main key to the advancement of this subsector. Craft dominates as the top three subsectors after the Culinary and 

Fashion in contributing 15.4% of total GDP from BEKRAF in 2016 or around 185 trillion rupiahs and frequently grows each year. Craft 

products are produced locally and handmade. The demand for this product increases along with the rising trend of “proudly using local” market 

nowadays. Toko Lempung as one of the brands that engaged in the craft subsector had seen this condition as an opportunity to enter the market. 

Toko Lempung is a handicraft store that sells various forms of lempung in its modified, established in 2017 located in Jakarta. Lempung is 
defined as one of the rock types or simply named claystone. Toko Lempung delivers handmade and customized products for customers with 

colorful and cheerful impression as the uniqueness of the products, which are limitedly produced that only one customer can own. Toko 

Lempung main products contain Clay Planter, Clay Keychain, and Clay Earrings and each product have its own added value. For example, the 

decorative plants such as cactus or succulent are added to clay planters, yarn tassels are added to clay earrings and canvas pouches are added to 
clay keychain. Each product is designed and painted in a colorful pattern, which can captivate the customers’ taste. But during two years of 

business activity, from January to August 2019 the sales of Toko Lempung declined significantly. The decreased sales were affected by not 

maximizing the marketing and sales activities both online and offline. 

 

ISSUE EXPLORATION 

To determine the appropriate marketing strategy of Toko Lempung’s current business issue, a systematic stage to analyze the problem 
should be made in the conceptual framework. The conceptual framework of the research is used to present an integrated way of looking at a 

problem under study  (Liehr & Smith, 1999), which can be seen in Figure 1 below. 
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Figure 1. Research Conceptual Framework 

 

In this research, the observation and interview of Toko Lempung competitors and customers will be collected as the data through the 

qualitative method. The primary data in this study is used to gain understanding from customers ’ perspectives in a way to develop the idea into 
the Toko Lempung business issue and the secondary data focused on some objective literature especially on marketing strategy towards Toko 

Lempung business activities. Therefore the internal and external analysis of Toko Lempung business will be discussed to determine the root 

cause obtained from the data. 

To identify the strength and weaknesses of the internal current business issue, Toko Lempung then used Marketing Mix and STP Analysis 
as the marketing tools to analyze the problems. For the marketing mix, it is defined as the mixture of controllable marketing variables that the 

firm uses to pursue the sought level of sales in the target market (Kotler P., 1984), and the 4Ps refers to Product, Price, Place, and 

Promotion. Product is anything that can be offered to market attention, acquisition, use, or consumption that might satisfy a want or need 

(Kotler & Armstrong, 2012). Toko Lempung focused on clay as the main material of the product and formed it into some shapes such as 
planters, earrings, and keychains in several colorful designs. Price is the amount paid for obtaining products or services (Olajide, Lizam, & 

Olajide, 2016). The offered prices of Toko Lempung products ranged from 35,000 to 85,000 rupiahs that are considered to be affordable for 

customers to purchase. The Place is direct or indirect channels to market, geographical distribution, territorial coverage, retail outlet, market 

location, catalog, inventory, logistics, and order fulfillment (Blythe, 2009). Toko Lempung’s based differentiated the product distribution to 
two channels, online stream by using Instagram and offline stream by joining some events and bazaars. Promotion is a type of communication 

that explains products and services to get awareness, educating, reminding, and convincing potential customers (Alma, 2007). Toko Lempung 

tried to maximize the promotional plan, which is focused on online activity by using Instagram feed or story and offline activity by joining 

bazaars or hosting workshops. Furthermore, the STP Analysis stands for Segmentation, Targeting, and Positioning, which this formula is the 
essence of strategic marketing (Kotler & Keller, 2016). Toko Lempung is then segmented and targeted the marketed into several groups that are 

dominated by Gen Y and Gen Z of young female customers from middle to the upper-middle class who live in Jakarta and enthusiast in art and 

craft products. For the positioning, Toko Lempung products are concentrated on price and products where consider being affordable with high-

quality materials compared to other competitors. 

External analysis is made to identify the opportunity and threat coming from the external factors that can affect Toko Lempung business 

activity. Some tools that will be used in this research to analyze these factors are Porter’s Five Forces, Competitor Analysis and Consumer 

Analysis. Harvard Business Review initially published the Porter’s Five Forces Framework in 1979 coined by Professor Michael Porter from 

Harvard Business School as an influential and straightforward tool for the identification of certain powers in line with the particular business 
situation by using the outside-in perspective (Johnson, Scholes, & Whittington, 2008). Table 1 below will show the whole capture of the 

presented data as the result of Porter’s Five Forces tool of Toko Lempung business analysis where the average conclusion of forces is 

considered to be moderate. 

Table 1. Toko Lempung Porter’s Five Forces Result 

No. Forces Result 

1 Rivalry Among Existing Competitors Moderate 

2 Threat of New Entrants Low 

3 Bargaining Power of Suppliers Moderate 

4 Bargaining Power of Buyers Moderate 

5 
The Threat of Substitute Products and 

Services 
High 
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Conclusion Moderate 

 

The average result of forces is moderate. This can be seen from the nature of the product that has to be processed by those with adequate 

skills and have specific knowledge about the material. The players in this handcraft subsector, especially in clay material, are not in a large 
number of makers and it turns to be a niche market. From a general perspective, buyers are still offered several choices in the market but on 

another side, they mostly have a more personal interest in products that related to art that can still influence their emotional desire. For 

the competitor analysis, Toko Lempung limited the analysis to some competitors that have similar product material, characteristics of sales 

area, and design model such as Love Rosy, Bella Spina, and Crafting Project, which have similar targeted customers. After analyzing the issue 
with internal and external analysis, Toko Lempung then evaluates overall company assessment by using SWOT Analysis as shown in Table 2 

below. 

Table 2. Toko Lempung SWOT Analysis 

STRENGTHS WEAKNESSES 

Custom and Handmade Products 

High-Quality Material 

Limited Edition Product 

Competitive Price 

Lack of Product Variety 

Lack of Product Innovation 

Lack of Distribution Channels 

OPPORTUNITIES THREATS 

Rapid Growth of Craft Industry 

Potential Promotion Using Ad 

Fast Growth of Online Shopping Platform 

Competitive Rivals 

High Threat of Substitute Products 

 

The last analysis is root cause analysis. Root Cause Analysis is used to identify the root of a business issue and predict the next strategy 

to create a preventative solution for long terms. Toko Lempung will use Cause-and-Effect Diagram (CED) or known as the “fishbone” diagram 

to identify major causes and specify them into the root of the problem. Figure 2 below shows the fishbone diagram of the Toko Lempung 

business issue. 

 

 

Figure 2. Toko Lempung Fishbone Diagaram 

 

As seen in Figure 2 above, two main factors in the Toko Lempung business issue cause a low number of sales that are coming from 

product and marketing activities regarding the internal and external analysis presented on the diagram. Based on those two factors, some 

marketing strategies must be applied to gain brand awareness in the market. 

 

PROPOSED PRACTICES 

The key issue points are then defined and specified by analyzing the root cause in the previous discussion, shown in Table 3. 

 
Table 3. Toko Lempung Key Issue Points 

No. Problems Results Information 

PRODUCT 
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1 Variety Low Only available in three types of product: clay planter, keychain, and earrings 

2 Innovation Low Clay Earrings are the latest Toko Lempung clay innovation (at the end of 2018) 

MARKETING 

3 Online Promotion Low Only used one active platform for promotion: Instagram 

4 Offline Promotion Low 
There are only less than 5 events that Toko Lempung participated during 

January to August 2019 

5 Ads Activity Low No Ads Activities 

6 Distribution Channels Low 
Sales activities are mostly running online by using Instagram but not in optimal 

conditions.  

7 Digital Marketplace  Low Inactive Tokopedia account 

 

To propose some business solution alternatives to the issue mentioned in Table 3 above, using observation to some competitors and in-

depth interviews to specify Toko Lempung customers in eight months starting from September 2019 to April 2020 will qualitatively collect the 

data. The qualitative method of data collection is used because the information can be observed in depth by getting the responses and views 

directly from the object, which suits the characteristics of the craft business sector related to the personal impressions given to the customers. 

Benchmarking to some competitors who have similar business sectors and activities will practice the observation method. Benchmarking 

can also be used to evaluate some specific aspects of a company to improve its key performances. To gain strategic advantage from the 

benchmarking activity, Toko Lempung will choose some competitors that are coming from the same craft business subsectors but more in the 
general scope where still have the same characteristic of Toko Lempung products which is presented in the colorful and cheerful pattern, also 

produced in limited stocks with the original design. Although the competitors’ main materials are not produced from clay, those products can 

be a high threat of substitute products in Toko Lempung business activity. Those competitors are chosen based on their popularity among all 

craft business players, their engagement activity on social media, and product sales velocity turnover. Also regarding the key performance, the 
competitors have maximized each point and been successful in the market. The competitors that are used in the benchmarking process are 

Liunic on Things, Water Planet, and Phantasien. Furthermore, the interview method is going to be implemented to several Toko Lempung 

customers. The number of informants in the interview activity will be limited in the range of six to eight, because this number already satisfies 

the requirements (Smith, 2013). The saturated level is reached within the first twelve informants and even the basic themes were proposed after 
as early six informants (Guest, Bunce, & Johnson, 2006) that are also gathered as the objective respondents of Toko Lempung. The answers of 

six respondents are gathered based on their intentions to Toko Lempung business activity such as recognition, purchase decisions, distribution 

channels, products, competitors, and feedbacks. After collecting all the qualitative data from observation and interview activities in eight 

months, the business solution alternatives are summarized in Table 4 below refer to the key issue point explain in Table 3 before. 

 

Table 4. Toko Lempung Business Solution Alternatives 

No. Problems Current Condition Alternatives 

PRODUCT 

1 Variety 
Three available products: clay 

planter, keychain, and earrings 

Creating new products which have functional quality 

with attractive design 

2 Innovation 
Latest innovation: clay earrings 

(at the end of the year 2018) 

Exploring new media, combining cross materials, 

transferring the manual design to digital illustration 

MARKETING 

3 Online Promotion 
One active social media only: 

Instagram 

Registering to E-commerce and Marketplace Application 

(Tokopedia, Shopee, and Moselo), opening collaboration 

with some brands or influencer for endorsement purposes 

4 Offline Promotion 
Participating in less than five 

events (January – August 2019) 

Participating more art and craft bazaars, joining a 

corporation with some consignment stores, arranging 
workshop classes routinely and collaborating with brands 

to create an event 

5 Ads Activity No Ads Activities Trying Instagram and Facebook Ads 

6 
Distribution 

Channels 
Online by Instagram 

Adding more channels both online and offline: 
Tokopedia, Shopee, Moselo, and Consignment Stores 

7 Digital Marketplace Inactive Tokopedia account Registering on Tokopedia, Shopee, and Moselo Platforms 

Every data entered during the observation interview in eight months are translated into some alternative solutions focused on marketing 

strategy, which are then tested gradually. So the observation, interview, business alternative strategy, and test are done in parallel to analyze 

whether the marketing strategy can be implemented properly in a long-term plan of Toko Lempung business activity or not. 

 
ANALYSIS OF PRACTICES 

During the eight months of observation and interview for collecting the qualitative data, Toko Lempung was also done some tests of the 

solution alternatives based on the key issue points as the focused to be explored to increase the sales of Toko Lempung. Some marketing 

strategies were then applied for the test to assure that the key point issues could be fixed and implemented for short to the long-term period in 

Toko Lempung business activity. Figure 3 below shows the sales graph result of Toko Lempung activities during the test period. 
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Figure 3. Toko Lempung Sales Graph Result 

 

Figure 3 above shows that sales rose significantly during the business solution alternative test. The total sales in the last eight months have 

increased to more than 1000% or 10 times larger compared to the last period before. However, the sales decline in January 2020 had been 

identified that the Toko Lempung participation in the offline bazaar was affected the number of sales in a month and the result of the pandemic 
in March 2020 also affected the sales transaction and forced Toko Lempung to adapt with the situation by showing better move in April 2020 

of the increasing number in sales again. 

 

CONCLUSION 

Based on the analysis of practices before, the proposed business solution in marketing strategy can be positively implemented for short to 

long-term periods regarding the improvement of key performances of Toko Lempung issues. Some marketing modifications also can be applied 

for a sustainable business activity of Toko Lempung especially by gaining more sales consistently in adapting to the recent situation and market 
condition. All the key issue point issues regarding internal and external Toko Lempung business activities are covered and summarized in 

Marketing Mix as the next implemented strategy to increase sales for short to long-term periods explained in three indicators, which are 

product, place, and promotion. The price is not included as the concern of the issue because Toko Lempung price is considered to be 

competitive and affordable enough to compete in the market. Furthermore as one of the local brand products in Indonesia, Toko Lempung also 
directly contributes in some aspects of sustainable development activity such as in economy by supporting Indonesia economy creative to 

increase the number of GDP in craft business subsector, in society by creating new job opportunities to community and in the environment by 

utilizing natural resources, which in this case is using clay material, to create a useful product without resulting some wastes. 
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Abstract  

The coffee concentrate is one of Indonesia’s coffee products that is becoming a phenomenon. With the abundance of Indonesian coffee 

companies and more diverse consumers, coffee business players need to respond quickly to the market’s needs. Mosey Coffee, a Bandung-

based coffee concentrate company, is confused, which coffee concentrates product attributes that meet their customer preferences and purchase 
intentions. This research aims to help Mosey Coffee products development by determining which coffee concentrate product attributes that are 

preferred by Mosey Coffee consumers. Two hundred respondents will be interviewed and surveyed for data collection, while coding, SEM 

PLS, and conjoint analysis will be used to analyse the results. This study is still ongoing, and the predicted results indicate that there might be a 

positive relationship between consumer perception, attitude, and purchase intention based on previous research. Furthermore, coffee consumers 
are predicted to prefer coffee concentrates packed in 250 ml round glass bottles at a price of Rp40.000 due to practicality and affordability, with 

100 per cent Arabica beans, as they contain less caffeine and have fewer side effects on health. 

 

Keywords: Consumer Attitude, Coffee Concentrate, Consumer Perception, Consumer Preference, Purchase Intention.  

 

INTRODUCTION 

Coffee is one of the products that has contributed to the growing food & beverage industry in Indonesia. Since 2000 the country has 
experienced an increasing trend in coffee consumption. In Indonesia, coffee consumption in 2000 was 1.68 million bags @60 kg, and by 2016, 

consumption increased by more than 174 per cent to 4.6 million bags @60 kg (Databoks.katadata.co.id, 2017). Demand growth in the coffee 

industry is projected to increase by 10.2 % annually (CAGR 2020-2023), and coffee market revenue is expected to rise by US$ 8.807 million in 

2020 (Statista, 2020). Increasing coffee consumption in coffee-producing countries such as Indonesia will reap several benefits such as: raising 
producers’ awareness of quality importance, creating value-added products practice, and encouraging growth for small and medium-sized 

enterprises (International Coffee Organization, 2014). Because of those benefits, many small and medium-sized companies take advantage of 

the opportunity to run a coffee business. 

Mosey Coffee is a coffee company based in Bandung, which has also entered the coffee concentrate business trend. Now, consumers tend 
to be concerned about the hedonic aspect of the trend of coffee consumption. The hedonic aspect is the value derived entirely from actual 

experiences and emotions associated with consumption, not because some other purpose is or will be achieved (Boomtown Internet Group, 

2020). Quality is one of the hedonistic ways of consuming coffee. In a survey, it shows that 67 per cent of Indonesian coffee consumers believe 

that coffee quality is more important than coffee serving practicability. It means the coffee perceptions shift from refuelling to a higher 
appreciation of the coffee quality. Since there is a tendency from consumer behaviour to increase the hedonistic aspects, it is proved how 

consumer tastes play an important role in judging and decision making. This phenomenon becomes an excellent potential for coffee-

specialising companies to grow their business by focusing on consumer taste (Sarirahayu, 2018). According to Jonny Forsyth, Mintel’s Global 

Beverages Analyst; however, “As emerging market consumers improve their coffee taste, innovation is on the rise as drinkers turn from instant 

to fresh-tasting coffee. While there are growing premiums on the international coffee market, the most commercialised type of coffee that is 

soluble coffee is still becoming a vital segment.” (Mintel,2017). Realising these opportunities, many coffee companies have launched 

concentrated coffee products, an innovation of freshly cold brewed strong coffee liquid classified as soluble coffee that can form the basis of 

many coffee beverages menus. This product has fresher coffee tasting and is also more convenient to serve. It is intended to be diluted with 
water or milk. With one part of the coffee concentrate and three to four parts of the mix, based on how bold consumers want their coffee. 

Mosey Coffee specialises in offering B2C coffee concentrate products through online channels such as marketplace, Instagram, and direct 

selling at School of Business Management Institut Teknologi Bandung. 

Mosey Coffee, which has been running the company since November 2019, experienced stagnant sales of nine bottles of coffee 

concentrate per week. Based on Mosey Coffee’s past customer survey, most consumers believe their product characteristics are close to those 
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of other rivals and do not satisfy their preference & intention to purchase. Moreover, they have no product variation to fulfil customer 

preference in order to attract them for purchase. This case illustrates the importance and urgency of Mosey Coffee to create a new product that 

fits the customer’s preference and purchase intention. Moreover, Specpage EN (2020) claimed that an F&B company needs to be proactive and 

creative concerning customer demands, increase sales, and expand with a competitive advantage to sustain its market presence. 

Most coffee concentrate producing companies offer different variants of coffee concentrate to satisfy consumer preferences and the market 

demand. They packed them in attractive packaging with different prices to appeal to customers’ preference and purchase intention. Although 

Mosey Coffee currently has only one concentrated coffee variant, they use their signature House Blend Coffee and package the coffee in round 

glass bottles. Now, Mosey Coffee is in the development of two new product samples to offer their customers different concentrated coffee 
choices. Nevertheless, Mosey Coffee is confused about which product attributes of coffee concentrate products are most preferred by Mosey 

Coffee consumers to meet their purchase intention & preferences.  

Since the key factors affecting consumers’ intention to purchase a product are consumer perception and attitude (Schiffman & Kanuk, 

2007; Wang, 2006; and Nam, et al., 2017), additionally, with the rapid growth of coffee concentrate products, there are many variations in the 
characteristics of consumer preferences and become one of the factors that significantly influence the option as an evaluative decision in the 

sense of liking or disliking product when a person likes one alternative more than the other (Drolet, Luce, & Simonson, 2009; and Furnols & 

Guerrero, 2014) and as a company, Mosey Coffee should understand the preference of coffee consumers to have consumers choose their 

product rather than their competitors. 

 

ISSUE EXPLORATION 

External analysis and internal analysis are used to address the problem in this research. The external factors are analysed using Porter’s 

Five Forces, PESTEL Analysis, Competitor Analysis, and Customer Preference. The external analysis shows the external conditions that 

influence the growth of Mosey Coffee’s business while internal analysis which is conducted through company analysis is used to analyse the 

actual business condition. 

For gaining insight regarding customer preference for external analysis, the research will conduct various approaches, such as qualitative 

and quantitative, in order to complement the data. For the qualitative approach, researchers use semi-structured interviews to coffee concentrate 

consumers to generate indicators of variables to support the questionnaire in a quantitative approach. The interview data got saturated on the 

seventh interviewee because no new information was obtained. The interview data is analysed through coding. The result of consumer 
perception indicators towards coffee concentrate products from the interview are coffee concentrate is an innovative product, interesting, 

practical, and high in caffeine. While, the consumer attitude indicators towards coffee concentrate products are the price, packaging, taste, and 

variety of coffee beans.  

For the quantitative approach, the researcher uses a survey method and questionnaire as a tool, which is defined by Malhotra (2007) as a 
tool to obtain information by questioning the respondents. The survey data will be analysed by partial least square (PLS) and conjoint analysis. 

PLS defined from two equations, inner model and outer model, according to Prabowo (2015). Inner model is used to determine the relationship 

between variable and variable while using the outer model to determine the relationship between the variable and their indicators. Since the 

research is still ongoing, the predicted result indicates that there is a possibility of a positive relationship between consumer perception, 
consumer attitude, and purchase intention based on previous research regarding purchase intention and preference towards coffee products 

(Nabila, 2018). While, the conjoint analysis is used to know about consumer preference towards a product (Ikhsanti, 2018). Conjoint Analysis 

is the most popular method used by marketers to know about how priced and product that a company should have for their features (Curry, 

1996). From the conjoint analysis, coffee consumers are predicted to prefer coffee concentrates packed in 250 ml round glass bottles at a price 
of Rp40.000 due to its practicality and affordability. Consumers also predicted to prefer coffee concentrates with 100 per cent Arabica beans. 

This prediction is aligned with Fore Coffee Chief Operating Officer, Elisa Suteja’s statement, “Indonesian coffee consumers nowadays are 

concerned with coffee quality and health as the underlying reason why they choose Arabica beans instead of Robusta. Since Robusta beans 

have a higher caffeine content which will cause side effects such as increased heart rate and beating rate.” (Sulaiman and Afrianti, 2019). This 

statement is supported by the fact that Robusta beans have 83 per cent more caffeine than Arabica beans (Caffeineinformer.com, 2020). 

Both qualitative and quantitative are using judgmental sampling. According to Malhotra (2007), judgmental sampling is a method of 

selecting the elements of population based on the researcher’s judgment, in this case, the respondent must be a consumer of coffee concentrate 

who knows and has tasted coffee concentrate. Through several analyses as mentioned in the previous paragraph, then SWOT analysis will be 
constructed to summarise the results of external and internal business analysis. Consequently, root cause analysis is conducted to understand 

the underlying reason, as symptoms which deal with the problem by using a fishbone diagram that was developed in 1943 by Professor Kaoru 

Ashikawa to identify the cause and effect of a specific problem in an organisation, in this case, Mosey Coffee.  

Through root cause analysis, the stagnant product sales of Mosey Coffee that is caused by the lack of product innovation is because Mosey 
Coffee does not understand the consumer preference and purchase intention towards coffee concentrate products and the brand’s competitive 

advantages from other competitors. 

 

EXISTING OR PROPOSED PRACTICES 

From the discussion and root cause finding in the previous section, to improve the sales and offer customers a new product that suits 
consumer’s preference and purchase intention, Mosey Coffee needs to have various strategies based on the company’s strength, weakness, 

threats and opportunities which the company has. 

The various strategies are: 

a. Operation division needs to develop new product attributes of Mosey Coffee Concentrate according to the consumer’s 

preference and purchase intention research results. 
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The results of the consumer preference for concentrated coffee products are known from the conjoint analysis. The predicted 

result reveals that consumers choose coffee concentrates with 100 per cent Arabica beans and packed in round glass bottles with 

a capacity of 250 ml at a price of Rp40.000. Given the expected result, the consumer’s perception of bottled coffee products 

affects the consumer’s attitude and the consumer’s attitude towards bottled coffee products affects their purchase intention. The 
customer decides their perception and attitude by the specification of the product (bottle shape, size, price, et cetera.), which 

affects their preference for concentrated coffee products. As a result, Mosey Coffee, which is currently developing a new 

product, also needs to consider the consumer product attribute preferences according to the study followed by the development 

process before the final product launch. 

b. Operation division needs to purchase materials for production such as organic coffee beans and bottle packaging with 

purchasing agreement for long term sourcing. 

Mosey Coffee is facing fluctuation in raw materials cost due to lack of supply from their current supplier and moving to another 

supplier that offers higher prices. The company has to make supply agreements with trusted suppliers to gain a guarantee of the 
availability of goods that the company needs to purchase at specified times and for a specified price. This solution will make 

budgeting simpler for Mosey Coffee. 

c. Sales and marketing division needs to create a marketing plan in order to improve Mosey Coffee’s promotion strategy for new 

product launching with a detailed timeline. 

Currently, Mosey Coffee is not well known by potential customers because of the lack of marketing efforts that are created by 

the Mosey Coffee team. For this reason, to attract customers to buy and convert marketing strategies to sales, a marketing plan 

that includes a pròmotion strategy with the right target market needs to be made. Moreover, Mosey Coffee will launch its new 

product, and the promotion strategy is the most affecting factor of coffee consumers when purchasing coffee products. The 
promotion can be in the form of a post on Mosey Coffee Instagram by introducing the new product, telling an ongoing promo to 

their followers, and paid promotion on Instagram in collaboration with influencers who are in line with the Mosey Coffee target 

market. The detailed timeline of the plan also will keep Mosey Coffee on the track and prevent them from momentum loss and 

negligence. 

d. Sales and marketing division needs to create a sales projection and monthly sales target. 

An accurate sales projection allows a company to gauge interest in its products. Increased sales indicate increased demand for 

their products. It helps companies plan their supply to meet the increased demand and allows the inventory to be managed 

effectively by operation division. An accurate sales projection would also make it simpler for the finance division to prepare the 
company’s financial progress. A sales target will also allow Mosey Coffee to monitor sales growth, keep the business on track 

and focus the team on achieving the objective. 

e. Mosey Coffee needs to highlight its sustainable business process for competitive advantage. 

The Mosey Coffee company is running sustainable practice in the business. They choose only organic coffee beans, they source 
their raw materials with fair trade practice from local farmers, and they use glass bottles to reduce waste. These are something 

that distinguishes them from competitors as their value for the company contributes to sustainability. A survey by WWF 

Indonesia and Nielsen supports this statement, showing that 63 per cent of Indonesians are willing to pay a premium for green 

products. In the meantime, the aspect that affects 61 per cent of society’s decision to purchase green goods is the sense of 
obligation that comes with buying the product. Fifty-two per cent of consumers feel happy and happy about their environmental 

contribution (Firmansyah, 2018). These show that Indonesian people’s awareness of the use of environmentally friendly 

products has dramatically improved and brands can start to highlight the sustainability practice of the company to attract 

potential customers to their products. 

 

ANALYSIS OF PRACTICES 

From the several solutions alternatives that are proposed according to the root cause analysis, each solution has its advantages and 

disadvantages for the company and the related stakeholders. 

For the first solution, the operation division needs to renew the product attributes of Mosey Coffee Concentrate according to the 

consumer’s preference research results. The advantages of this solution are the new attributes of Mosey Coffee’s product will attract customers 

to purchase as it is suitable with consumer’s preference. While the disadvantage of the solution is that Mosey Coffee needs to invest in 

resources and time to develop the new product attributes. 

For the second solution, the operation division needs to purchase materials for production such as organic coffee beans and bottle 

packaging with purchasing agreement for long term sourcing. This decision is made in order to secure the raw materials needed for Mosey 

Coffee’s production and to maintain the purchase of raw materials with lower price as if it is purchased in bulk. This solution also allows 

Mosey Coffee to pay the supplier periodically only when the company takes the raw materials. For the suppliers, knowing they have a customer 
who is committed to buying from them makes their planning more manageable. The supplier will know they have a locked-in income stream. A 

supplier may offer a discount if the commitment to purchase is large enough. The disadvantage of this solution is that Mosey Coffee will have 

limitations in changing suppliers since the company will have a long term supply agreement with certain suppliers at the beginning. Moreover, 
Mosey Coffee needs to maintain its sales performance since they already have agreements regarding the number of supplies that they will take 

for specific periods and gain special prices. This supplier agreement will trigger a problem if Mosey Coffee refuses to adhere to the agreement. 

The third solution, which is the sales and marketing division, needs to create a marketing plan in order to improve Mosey Coffee’s 

promotion strategy for new product launching with a detailed timeline. This solution will enable Mosey Coffee to have successful marketing 
operations. Planning will help coordinate activities that can facilitate the achievement of sales and marketing goals, force management to 

systematically reflect on the future, reduce the risk of failure and loss of momentum. The disadvantage of the solution is that this solution needs 
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data support and can cause a fault in marketing decisions based on incorrectly analysed data and poor marketing plan will lead to the creation 

of improbable financial projections more so if the information has a poor interpretation. 

The fourth solution is the need to create a sales projection and monthly sales target for the sales and marketing division. This solution has 

several benefits such as helping the team develop a consistent direction and goal to meet its sales targets and encouraging the marketing 
department to schedule strategic activities for synchronising and boost sales in order to reach goals. The drawbacks of this solution are the 

possibility of unforeseen circumstances that may affect the team’s sales target and the possibility of an unrealistic target mindset by the internal 

team. 

The last solution is that Mosey Coffee needs to highlight its competitive advantage of having a sustainable business process. The 
advantage of this solution is that the company can attract new potential, environmentally conscious customers. While the downside is there 

would be a hesitation in purchasing Mosey Coffee products as from the WWF Indonesia, and Nielsen survey reveals there is a common reason 

keeping people away from using green products is the general misconception that green products are costly. These mindsets may have a 

negative impact, as 73 per cent of consumers consider the price before they decide to buy a product (Firmansyah, 2018). 

 

CONCLUSION 

This study is still ongoing. However, the predicted results indicate that there may be a positive relationship between consumer perception, 
attitude, and purchase intention from the partial least square analysis, according to previous coffee product studies. Furthermore, coffee 

consumers are predicted to prefer coffee concentrates packed in 250 ml round glass bottles at a price of Rp40.000 due to practicality and 

affordability and prefer coffee concentrates with 100 per cent Arabica beans, as they contain less caffeine and have fewer side effects on health. 

Mosey Coffee has to consider these aspects of product attributes that are preferred by coffee concentrate consumers in developing their new 
products. Then, the company needs to secure its raw materials through supplier agreement, start to focus with marketing plans including 

promotion strategy to the right target market must be done in order to attract customers to purchase and convert the marketing strategies to 

sales. The sales projection and a sales target also needed by Mosey Coffee for a successful new product launch and to measure its sales 

performance. Since Mosey Coffee is a sustainable coffee company that only sources organic coffee from local farmers with fair trade practices 
it is related to Sustainable Development Goals number 2: end hunger, achieve food security and improved nutrition and promote sustainable 

agriculture and Sustainable Development Goals number 8: decent work and economic growth and Mosey Coffee use glass bottles packaging 

for Mosey Coffee products will have a good impact on the environment by decreasing plastic waste to the landfill as it is related to Sustainable 

Development Goals number 12: responsible consumption and production. Mosey Coffee also can promote the company’s value which 
implements sustainable practice in running the business to achieve competitive advantage from the competitors. Besides the research proposes 

a product development plan that Mosey Coffee should do to improve the business, this study also gives insight for the growth of SMEs in the 

coffee industry, especially for coffee concentrate producing companies. 
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Abstract  

Nowadays, most of all green manufacturing businesses have switched from offline to online marketing, especially on Instagram 

that is very significant in building a business brand starting from forming a brand image, sharing company values through 

content, building relationships and interactions with consumers, and leading to sales. PASMA is a green manufacturing company 

that has problems related to improving performance on its Instagram. The purpose of this study is to assess and evaluate the 

performance of PASMA Instagram to gain insight into the development of an attractive PASMA Instagram content strategy to be 

able to compete in the green manufacturing business. This study using Quantitative Content Analysis by Instagram insight 

analysis and Bakerspace of @pasma.eco for internal analysis and external analysis used PESTLE and Five Forces Porter's 

analysis with the use of social media in the PASMA business. The results show that PASMA Instagram has a deficient 

engagement level. To improve it, PASMA should enhance an attractive marketing content strategy that is shared through feeds 

and stories and also influencer marketing that align with the PASMA target market. 
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INTRODUCTION 

Indonesia is one of the ASEAN countries with the highest population of around 267 million (Data.worldbank.org, 2020). It triggers an 

increase in the amount of waste and a high percentage of organic waste. The composition of waste is dominated by organic household waste 
(43.4%) (Christia and Gamse, 2010). Environmental problems trigger the biggest global issue and increase consumer awareness of 

sustainability issues, which has inspired several companies to move towards more environmentally friendly ways (Henriksen et al., 2012). 

Indonesia and other Asian countries serve future green commodity markets. Therefore, on the basis of different environmental considerations, 

Indonesian SMEs need to consider "green manufacturing" (GM) in order to maintain environmental quality (Susanty, Nugroho and Hapsari, 
2015). Emerging environmental problems are driving PASMA to become an Indonesian start-up company that is engaged in the green 

manufacturing industry.  

PASMA has a goal in changing the daily habits of each person in processing organic waste into values that can be renewed and beneficial 

to the environment. To achieve this goal, PASMA utilizes the speed of technology, in building modern houses without a carbon footprint by 
making compost bins that can transform organic waste from household and garden waste into new values that can be converted into fertilizer. 

The benefits of processing organic waste using the PASMA composter bin become odourless, safe and can be processed alone easily and 

quickly in a simple, fast and practical way.  

PASMA chooses Instagram as their social media platform because there are many opportunities for Instagram as a social media platform 
that focus in the traction stage to grow its customer base and reach the target of product-market fit. In this phase, PASMA wants to deliver the 

value and introduces the benefits of its products to potential buyers. The result indicates that consumer interaction is the principal indicator of 

the four dimensions of customer loyalty of online social commerce (Molinillo, Anaya-Sánchez, and Liébana-Cabanillas, 2019). The data 

mentioned Instagram as a social networking platform is embraced by those who want to share their experiences in a solely visual way and host 

300 million active monthly users, while 75 million of whom use the app every day (Deloitte, 2017). 

Instagram has become an integral part of all everyday activities for interacting and exchanging knowledge that has been turned into 

customer behaviour that is a phenomenon that businesses will respond to (Kaplan and Haenlein, 2010). Instagram was available for companies 

in a couple of years. Knowledge circulated on Instagram as a best practice marketing tool will first come through trial error (Miles, 2013; 
Neher, 2013). Therefore, via Instagram, companies may connect with their customers through supporting them (i.e. following and commenting 

on their positions) and through providing immediate feedback in the form of incentives (Miles, 2013; Neher, 2013). When a brand is a un well 

known, endorsing potential clients is one way for several marketing strategies to improve visibility and interaction with followers (Virtanen, 

Bjork, & Sjostrom, 2017). Since Instagram is a powerful platform with 80 p% of users using their smartphones 24/7 to easily and conveniently 
find product reviews, compare prices and buy items online (Brianna, 2020). Therefore to develop a content strategy on PASMA Instagram, 

researchers need to conduct this research by assessing and evaluating the current condition of PASMA Instagram performance. 
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ISSUE EXPLORATION 

PASMA is an environmentally friendly startup that was built in January 2019 and engaged in the green manufacturing industry which 
produces a composter bin for sale as an organic waste treatment tool for the community and household sectors. PASMA started to create 

Instagram in 2019 and in June 2020 their followers are 125 with 17 posts. That number shows that PASMA has a low number of followers and 

there is no significant increase in every month. 

From 17 photos posted on PASMA Instagram, the average likes reached 14.70 likes, with 24 likes the highest and 3 likes as the lowest. It 
can be interpreted that PASMA Instagram is not active due to randomly implementing new types of content. So, the impact is that the 

engagement level obtained is low. PASMA needs to solve this problem by identifying factors to develop an attractive content strategy to drive 

PASMA getting high engagement on its Instagram  

Instagram Platform is basically a collection of quantitative evidence of customer demand that can optimally move the growth curve. 
Looking from the current market condition, there are over 25 million users that choose Instagram as the best marketing tool for direct 

marketing such as engaging with customers, spreading awareness, and delivering the value of new products to potential buyers (Elis, 2020). 

Therefore the researcher chose Quantitative Content Analysis by using Instagram Insight Analysis and Instagram Analytics Platform using 

Socialbakers to assess and evaluate the performance of PASMA Instagram to gain insight to develop an attractive PASMA Instagram content 

strategy.  

Quantitative Content Analysis in advertisements distinguishes between how the benefits of the product are presented (substantive features) 

and how advertisements make use of titles, different font sizes, placement of graphics, et cetera (feature features) (Rose, Canhoto and Spinks, 

2015). Furthermore, it has obvious applications in the analysis of business communication, mainly marketing. The rise of the Internet creates 

opportunities for using content analysis techniques to analyse online communication (Insch, Moore and Murphy, 1997). 

 

METHODOLOGY 

The methodology of analytical context for this study starts with an overview of the market condition of the study. It consists of external 

and internal environment analysis to identify several alternative strategies to improve the visual appeal of PASMA Instagram content. External 

environment analysis was conducted using PESTLE and Porter's Five Forces to describe the opportunity and challenges of social media 
industry, while internal analysis was conducted by assessing PASMA current condition and resources (Company Analysis) and Quantitative 

Content Analysis of PASMA Instagram content to identify strengths and weaknesses of PASMA. The insight of the analysis will be 

summarized on SWOT Analysis and will be developed to Root Cause Analysis of PASMA.  

Moreover, several alternative solutions will be proposed based on SWOT and Root Cause analysis and furthermore it will be implemented 

to develop an attractive PASMA Instagram content strategy. 

 

PREDICTED SOLUTION 

The predicted solution that occurs for PASMA is to manage its content to be consistent and scheduled well to avoid the lack of 

coordination. Also, PASMA should make human resources development program on social media marketing skills by taking several classes on 

how to develop social media content by social media marketing experts to build the skills and have more insight to create the attractive content 

that will lead to increase the engagement of PASMA Instagram. Moreover, PASMA will initiate to collaborate with other brands that run in the 
same industry of green manufacturing or waste management that have a high Instagram  engagement which can trigger PASMA’s engagement 

level.  

 

CONCLUSION  

The conclusion is there are several causes that affect the main problem of PASMA low Instagram engagement. The researcher managed to 
find several causes of the low PASMA Instagram engagement. First, the number of content is important yet PASMA lacks marketing content 

resulting in the un achieve number of target audience. Second, the human resource development on social media marketing results in lack of 

social media marketing expertise. Third, the lack of industry analysis yet PASMA lacks industry analysis resulting in low competitive analysis. 

Fourth, the collaboration results in the lack of social media activities and the last is the schedule of social media marketing content results in the 

lack of coordination.  
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Abstract  

The technology-based startup ecosystem is developing rapidly in Indonesia, as is the interest of building Corporate Venture Capital (CVC) unit 
as institutional investors to contribute in the digital entrepreneurship ecosystem, but often the objectives to be achieved by the parent 

corporations as shareholders of technology startups are not only to reap the capital gain but also to insource the acculturation of working culture 

between incumbent and start-up that spurs innovation in product development, business model and capturing new markets. This final project 

objectives are conducting research to identify Innovation Stimulus elements in a parent company that affects Innovation Capacity, and also to 
identify Innovation Capacity elements from CVC unit and their portfolios that affect Innovation Performance of the Parent Company using 

likert-based questionnaire, distributed and collected more than 100 samples of parent company employees that engaged with CVC unit and 

used PLS-SEM analysis to get the result that CVC unit and their portfolios are main part of Innovation Capacity that play an important role in 

the relationship between Innovation Stimulus and Innovation Performance of the parent company. Furthermore, the author also defining the 
Key Factors of CVC unit to have a strategic role in the parent corporation and subsidiary units in the parent, as innovation-arm for the parent 

company. In addition, this final project also helps corporate managers to know more details of various CVC types in terms of aiming to build a 

unit in their corporation to achieve Sustainable Competitive Advantage. 

 
Keywords: Corporate Innovation, Corporate Venture Capital, Corporate Venturing, Innovation Management, Open Innovation, Venture Capital Investment 

 

BACKGROUND 

One of the major issues in corporate innovation is even if the corporation knows the idea of how to do the proper innovation path, they can 

not execute it in a nimble way. The author of “Innovators’ Dilemma,” Clayton Christensen, defines that there are two types of innovation, 

which are sustaining and disruptive. His point was large corporations are excellent at maintaining technologies and products but were ignoring 

the threat of disruption. Many large corporations get into traps because they believe their market keeps consuming their products so the product 

must be kept in the iteration of development to maximizing the needs of the captive markets and ignore the needs of other segment markets, so 

there was an opening for new products to fill into the underserved or unserved markets by these new startups and called as the disruptors.  

The startups target those overlooked segments that could attract a broader base of consumers, then iterate rapidly and adopt new 
improvements faster (because they have no investment burden in infrastructure at risk). They eventually crossed a threshold where they were 

not only more affordable but also came up with a better and friendlier interface than the incumbent. 

The approach from these startups using their new technologies and new business models to explore new products and new markets to large 

companies. Still, large companies already got restricted because their existing business process could not shift quickly, and starting new 

markets with low margin is considered a big risk instead of continuing to chase higher profitability with their captive markets. 

As new technologies and business models arise all the time, the activities of the large corporation to be innovative by having research and 

development (R&D) division are no longer sufficient. Therefore, corporations must start to change from doing closed innovation to explore 

new approaches by doing an open innovation model. 

An open innovation model is a method within an organization to acquires knowledge resources outside the corporation. Popular ways of 

conducting open innovation are partnership, merger & acquisitions, or joint ventures. But during the last decades, there is a new method to do 

open innovation through investment from Corporate Venture Capital (CVC) unit, which has increased its reputation not only as a venture-arm 

but also as an innovation-arm, especially among large enterprises like Google and Microsoft. In doing open innovation, the corporation could 

acquire know-how, proprietary assets, intellectual properties, and expertise. 

 

ISSUE EXPLORATION 
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Corporate Venture Capital (CVC) arms mainly operate as a strategic business unit and put investment money from their holding/parent 

company balance sheet. Generally, there will be a transfer of knowledge or collaboration in innovation areas besides owning shares of equity 

acquisition. Although CVC units seeking for financial gain but the primary reasons for doing this capital heavy operation for the parent 

company is also strategic because besides for having growth in exploit the new market share, but also for exploring the innovation of the fresh 
open minds with curiosity in adopting technology advancement in a new business model. The author feels that the CVC unit is not only a 

venture-arm but also acts as an innovation-arm for the parent company.  

As concluded the objectives of this study are to 1) Identifying Innovation Stimulus in a parent company that affects Innovation Capacity; 

2) Identify Innovation Capacity from CVC Unit/Portfolios that affect Innovation Performance in the Parent Company. 

 

EXISTING OR PROPOSED PRACTICES 

For capturing the first two objectives, the author would use the Integrated Innovation Management Model that has been studied and made 

by Prajogo and Ahmed (2006).  

 

Figure 1.1. Conceptual Model using Integrated Model Of Innovation Management -  
Adapted from Prajogo and Ahmed (2006) 

 

Innovation Stimulus (STIM) in a parent company would be consist of Leadership, People Management, Knowledge Management, 

Creativity Management. These ‘soft’ element skills are also known in Total Quality Management (TQM) from Powell (1995) and even 

McDonough and Kahn (1996) have also indicated the importance of these studies to the sense of innovation management, that analyzing the 

role of 'hard' and 'soft' capabilities in resulting innovative product and process, also finding that obtaining insight of managing ‘hard’ 

technology is far fewer troublesome compared to the complexities of managing 'soft' developments (e.g. cultural factors). 

Innovation Capacity (CAPA) from CVC unit or CVC Portfolios would be supplying technology management and research & development 
(R&D) management. There are multiple paths to defining technology management. However, in the context of strategic innovation, typical 

technology management practices include the following practices: systematically monitoring current technological trends and identifying 

emerging technologies, assessing the technological capabilities of competitors, building core technological capabilities and choosing 

technologies sources such as in-house R&D, licensing, partnering, and external alliances (Burgelman, et. al., 2004). And for R&D management 
the framework created by Morita and Flynn (1997) was selected because the embraced model is defined by technical adaptation that promotes 

adaptive actions to technological processes and possibilities, including adopting industry-leading innovations, predicting the promise of 

technological advances, introducing long-range technology capability development programs, and continuously planning about the next phase 

of innovations.  

Innovation Performance (INNO) in the parent company is consists of Product Innovation and Process Innovation. Product innovation is 

conceptually concerned with generating ideas or creating something completely new that is reflected in changes in the organization's end 

product or service, while process innovation represents changes in the way companies produce end-products or services through the 

dissemination or adoption of an innovation developed elsewhere (Tidd et al., 1997; Zhuang et al., 1999). In the literature on innovation the 
distinction between these two areas of innovation was expressed (Gobeli and Brown, 1994; Yamin et al., 1997). The author limits the 

performance aspect of innovation since this final project reflects on the impact of the level of the CVC unit, not as the locus of innovation 

performance at the individual level nor at the level of the parent company. 

The author would conduct a quantitative analysis using a questionnaire survey, that would be filled up by employees of the parent 
corporation (in this case Telkom Indonesia Group) that engage with the CVC unit (MDI Ventures) to gather information if the CVC unit really 

performs as the innovation capacity (CAPA) and nourish the innovation stimulus (STIM) of the business units’ employees that got interaction 

to collaborate together with the CVC unit or CVC portfolio companies.   

 

ANALYSIS OF PRACTICES 

Furthermore, the author would use relationship model testing using PLS-SEM (VBSEM) analysis and could deliver output in below and 

would be measured using Nunnally (1978) method that suggested a threshold point of 0,7 to indicate as the bar of adequate value (higher 

number is better). 
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Figure 1.2. Full Structural Equation Modelling (SEM) - Source: the author’s analysis. 

The result gives the author clarity that the relationship between STIM to INNO alone without any contribution from CAPA, statistically 

would be insignificant (P-Value >0,04) and low (Path Coefficient = 0,149) this brings a reasonable result that Innovation Stimulus is obviously 
not the answer to expecting a good result in Innovation Performance in parent company if the parent company did not build Innovation 

Capacity in the middle of the relationship. And the relationship between CAPA to INNO alone statistically would be significant (P-Value 

<0,01) and strong (Path Coefficient = 0,791) this brings a reasonable result that Innovation Capacity is the answer to expecting a good result in 

Innovation Performance in parent company even if the parent company did not nourish Innovation Stimulus in the relationship model. 

 

CONCLUSION 

Survey Analysis (STIM-to-CAPA and STIM-to-INNO) 

Based on this SEM result, the author gets the inner model between STIM to INNO and also STIM to CAPA as the inner model as 

described in the below table. 

 

 

Figure 1.3. Full Structural Equation Modelling 
(SEM) relationship STIM-to-CAPA and STIM-to-

INNO -  Source: the author’s analysis. 

 

 
 

Table 1.1. Inner Model Result STIM-to-CAPA and STIM-to-INNO 
- Source: the author’s analysis 

 

The result above gives the author more clarity that the relationship between STIM to INNO alone without any contribution from CAPA (in 
this case the CVC unit), statistically would be insignificant (P-Value >0,04) and low (Path Coefficient = 0,149) this brings a reasonable result 

that Innovation Stimulus (STIM) is obviously not the answer to expecting a good result in Innovation Performance (INNO) in parent company 

if the parent company did not build Innovation Capacity (CAPA) in the middle of the relationship. 

 

Survey Analysis (CAPA-to-INNO) 

Based on this SEM result, the author gets the inner model between CAPA to INNO with the inner model as described in Table 1.2. at 

below. 

The result gives the author more clarity that the relationship between CAPA to INNO directly, statistically would be significant (P-Value 
<0,01) and strong (Path Coefficient = 0,791) this brings a reasonable result that Innovation Capacity (CAPA) in this case the CVC unit is the 

answer to expecting a good result in Innovation Performance (INNO) in parent company even if the parent company did not nourish Innovation 

Stimulus (STIM) in the relationship model. 
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Figure 1.4. Full Structural Equation Modelling (SEM) 

relationship CAPA-to-INNO - Source: the author’s 

analysis. 

 
 

Table 1.2. Inner Model Result CAPA-to-INNO - Source: the 

author’s analysis 
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Abstract  

Indonesian infrastructure projects consist of power plants, petrochemicals, storage facilities, refineries, toll roads and many more. These 

projects contribute to the decrease of the current account deficit by reducing imports of raw materials and provide positive economic 

stimulation for almost all sector. Moreover, all companies need to use their resources and core competencies to capture this opportunity. PT. 

Material Handling Indonesia is a material handling company that manufactures all kinds of material handling equipment, e.g. an overhead 
crane, for all industries. This company has existed in Indonesia since decades ago with positive growths. However, in the last two years, the 

company has experienced a decline in crane sales achievement even though there are many infrastructure or energy projects in Indonesia. As 

one of the products that greatly contribute to the company’s revenue, the company needs to look a way out of this situation. Based on the 

company’s situation, this research is organized to formulate a marketing strategy to increase the sales order of crane products in the energy and 
petrochemical industries. This exploratory research uses qualitative methodology by analysing the internal and external company’s 

environment. To get more comprehensive information, the researcher also interviewed respondents from the company’s management teams and 

customers. Several frameworks are used to formulate the strategy including SWOT, Five Why’s analysis, TOWS Matrix and Marketing Mix. 

There are several recommendations and implementation plans for the company to increase the sales order of crane products such as 
implementing digital marketing, hiring internal salesperson, and making an event as a customer loyalty program. 

 
Keywords: Crane, Energy, Infrastructure, Manufacture, Marketing Strategy 

 

INTRODUCTION 

Since 1976, Material Handling Indonesia (MHI) has supported industrial development in Indonesia through the production of various tools 
in the field of material handling equipment. It supplied all kinds of material handling equipment, such as electric overhead traveling cranes 

(EOT), slewing jib cranes, explosion-proof cranes, and so forth. MHI has engaged in the industry for almost 44 years with positives growth 

since the early 90s. In the company’s organizational structure, there are three divisions with several sub-divisions such as crane and component, 

industrial products, construction equipment and services. For decades, the crane and component (CnC) sub-division has greatly contributed to 
the company by handling prestigious projects in Indonesia such as Power Plant, Oil and Gas facilities and Petrochemical. Although there are 

many infrastructure projects in 2018 and 2019, CnC sales achievement started to drop from 2018 to 2019 with only 82% and 71% achievement, 

respectively.  

During those times, competitions and challenges were getting tough, so that MHI’s business was affected negatively. There were several 
internal and external factors such as increased competition among crane manufacturers by offering low-cost products, lack of promotional 

activities, uncertain political conditions which affected the investment climate and so forth. The marketing activities that had been used by PT. 

MHI were standard approaches such as direct-sellings, product presentations, a website which had not been updated, participation in 

exhibitions and merchandises given to new customers without any sections or divisions that specifically handle the marketing activities. These 
activities were not enough to create and deliver the value to the customer, so it was hard for MHI to build the trust and make a relationship with 

its customer. In addition, MHI also did not have any marketing strategy in place and it was struggling to keep up with marketing trends. Based 

on these situations, the company has problems in the marketing aspect such as a problem in attracting new customers which resulted in not 

attracting enough leads or opportunities. All these problems, which are parts of the marketing mix (such as prices, process, and promotion), 
give MHI trouble in delivering values which its customers need. Thus, when MHI cannot deliver the value that its customers seek, it can be 

categorized as a marketing issue since marketing mainly focuses on delivering value to the customer. 

 

ISSUE EXPLORATION 

Methodology 
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In this exploratory research, the author used qualitative methodology and primary & secondary data to support the analysis and generate a 

new marketing strategy for MHI. Primary data was obtained by interviewing several respondents from the internal management of MHI and its 

customers while the secondary data was collected through literatures. An in-depth interview is essential when the researcher wants to get 

comprehensive information about a person’s thoughts and behaviours or wants to explore new matters. An in-depth interview is a qualitative 
research technique that involves interviewing a small number of respondents to explore their perspectives on any specific issues. In this 

research, the in-depth interview was carried out to get comprehensive information, such as crane products, customer expectations and 

experiences, and to analyze the condition of the company and its product. An in-depth interview requires at least 10 respondents or informants 

(Cohen et al., 2000:56). In this research, the author interviewed 21 people consisting of 11 people from the internal management and 10 people 

from MHI’s customers. 

Analysis 

In Indonesia, the crane market is broad and almost all industries need these lifting equipment. In the energy business, the most valuable 

market segment of MHI is middle to upper class companies who are interested with high-quality products and comply with all safety standards. 
Usually, energy projects need cutting-edge specifications and numerous technical/project documentations which need to be submitted by the 

vendor. Moreover, the product will be used for stand-by and intermittent usage because most of the customers use the overhead crane for 

maintenance or for handling raw materials in a certain period. The positioning of MHI products is to deliver high-value products and services 

by charging high prices to customers. And also, compared to other European or Asian brands, products from MHI can be categorized as 
premium products. Generally, Asian brands provide low cost products with modest specifications. But, this research only focused on European 

brands.  

MHI offers overhead cranes with various designs and capacities. There are two main components in overhead cranes which are electrical 

hoists and structural components. The advantages of MHI’s products are a long durability, a wide range of capacity, a modern technology 
design, and a good product development. Previously, MHI should be able to cover all of Indonesia by putting salesmen in potential areas. So, 

MHI owned many branches and depots to support its customers. As part of below-the-line marketing, MHI provides classic promotion for 

customers which can be categorized as lack of promotional activities. Although MHI owns a good website, MHI is still relying on its sales 

staffs for getting the leads or opportunities. But, MHI has a good sales process because most of the process is well-documented through modern 
software systems. MHI also employs hundreds of people to deliver values to customers because it can provide good after sales services to its 

customers. MHI also owns big factories and representative offices in big cities in Indonesia. All of those explanations are based on the 7P’s of 

the company marketing mix. With regards to the value analysis, the company name is associated with a material handling manufacturer. With 

well-known mechanical components from Germany, MHI already distinguishes itself from other local manufacturers with a high-quality 
image. The company has a strong brand name by participating and providing overhead cranes locally and internationally from many prestigious 

projects such as Power Plant and Petrochemical projects. This indicates that the company has a strong brand value associated with high value 

products. In addition, MHI is not only providing new overhead crane products but also providing services and modernization for its customers. 

With more than hundreds of service engineers throughout Indonesia, MHI protects the equipment from unplanned and unscheduled 
breakdowns by offering preventive maintenance programs for its customers. The service provided by MHI is not only exclusive for its 

components, but also for other European brands if the spare part for this equipment is still available on the market. This package also works as 

a value enhancer and delivers more value to customers. This aspect also makes customers more interested to purchase and re-purchase from 

MHI. During the implementation of providing services to customers, the company is still lacking in several aspects that affect the process of 
delivering value to customers and the company’s performance. Many customers complain about the process. For example, when MHI executes 

overhead crane projects, customers may feel inconvenient or have a bad experience because they are charged with premium prices, but the 

delivery time sometimes exceeds the deadline and the installation does not run smoothly. If MHI cannot solve this problem, then it will lose its 

good reputation and the customer retention will drop so competitors may win the competition. Therefore, the most important element for MHI 
is value enabler because customers cannot feel the value delivered by the company. This will also affect customer satisfaction which in turn 

will negatively affect MHI’s sales performance. After analysing the value of MHI’s products and services, RBV and VRIO are used to analyze 

the internal resources and core competencies.  

All of the attributes in the VRIO analysis show the company’s core competencies and resources are classified into Temporary Competitive 
Advantage. The company always produces high-quality cranes which result in less equipment downtime in the customers’ production facilities. 

In addition, the company always ensures the product quality meets the standard requirement. In many years, these two basic things make 

MHI’s crane set to become valuable for customers. Based on the customer information, MHI’s products have long-lasting durability for almost 

25 years for crane products. But in some cases, customers are still using products from the 80s and 90s. In addition, the customer feel long-
lasting products are more valuable than poor-quality or not durable products because the downtime of O&M cost will go down and thus 

increase the productivity. MHI is the only foreign crane company, who owns structural factories in Indonesia. Other competitors only buy the 

crane structures from 3rd parties, some of which are not specialized to make a girder. As a result, many customers receive products with poor 

quality. Then, as a foreign crane company, MHI also has cutting edge technology and has decades of experience to build cranes compared to its 
competitors. This information proves the company can be categorized as rare. The company runs its business in making a crane set in a unique 

way. An efficient and effective business system implemented by MHI has been proven to reduce operational costs, which are quite significant. 

MHI is also costly to imitate because it is the only foreign crane company who has hundreds of employees and service technicians ready to 
serve their customers. Nevertheless, the company is not able to exploit and manage its resources in certain areas. The company is still not able 

to market value in Indonesia by referring to the decline of sales achievement and feedback from customers about the execution. Based on the 

interview with MHI’s internal management, the author can conclude that customers are confident with MHI’s product quality, durability and 

technical support. The crane product has high quality with many functions, even at a premium price. Customers can feel benefits of that product 
which is optimized for the operation to reduce customer operating expenses and provide good customer experience when using Demag 

products. However, MHI does not do much in external promotions such as offline and online promotions to capture Indonesian energy market 

and still relies on direct-selling and word-of-mouth rather than other marketing strategies. Moreover, the customer also has a comment about 

the execution team because sometimes the execution team is difficult to contact, responses slowly, and provides deficient effective solutions 

when executing the crane installation or supervision. 
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From the competitor analysis, the data shows MHI is more superior than its competitors in terms of employee’s technical skills, sales 

processes, good physical evidence (e.g. owns big factories), and after sales services. Two competitors from European agents use cost leadership 

strategy to deliver values to the customer and the other one still uses differentiation strategy. From the customer analysis, the data shows MHI 

products have high quality with premium prices. In addition, most of the customers use internet and reference as their source of information. 
Furthermore, some of them suggest that the company should submit the best price in the first stage of tender because they only select the best 

three vendors for the second stage and in the third stage they will invite the vendor who can submit the lowest price for a last negotiation. They 

also state that MHI needs to increase its promotions by providing crane trainings and seminars about the latest technology of cranes. 

Potential Root Causes of the Issue 

Based on the research that has been conducted on MHI, it can be concluded that MHI is a prominent crane manufacturer in Indonesia. 

However, despite its strong technical capabilities and abundant resources, MHI is still not able to exploit its core competencies. This is proven 

by the number of inquiries that is still small and the achievement that tends to decrease in the past two years. According to the internal 

environment analysis, MHI has its own strengths that will allow it to maintain its position in the market such as high-quality products, excellent 
technical supports, cutting-edge sales process systems and positive brand reputation. However, the company also has several shortcomings such 

as lack of promotional activities, poor communication and management skills of the execution team, and direct selling strategy as its only 

marketing strategy.  

 

PROPOSED PRACTICES 

At the end of the research, the business solution consists of new marketing mix such as Product, Price, Place, Promotion, People, Process 

and Physical Evidence which adds to the previous marketing mix of MHI. The benefit of this new marketing mix provides an insight to the top 

management to capture the crane market in Indonesia.  

Products of MHI which are Demag cranes and components are known as high-quality products. After conducting several interviews with 
customers, the energy market or high value project needs a competitive product with accepted technical specifications due to most of big 

projects are executed through tender processes. Therefore, MHI must offer the Strato product type which can meet the range of Konecranes and 

Stahl products with same specifications and provide more competitive prices in the industry. These solutions are to test the market before going 

for full commercialization of the product. The combination of a high-quality product and a smooth project execution will provide more value to 
the customer. If MHI still wants to offer Ionos products, that combination must be fulfilled by the company for creating more values to the 

customer.    

In the price element, MHI needs to adjust the costing and submits competitive prices when participating in a tender since the goal is to get 

the project. In order to decrease the price, the company must lower its first submission price and offer the Strato product. With competitive 
prices and technically accepted products, the gap price between MHI and its competitors is not as far as before. Despite reducing the margins, 

the company must also consider the profitability of the project so as not to harm the financial aspect of the company. By winning more project, 

the company can increase its revenues and project portfolios for promotional activities. 

To capture more market in Indonesia, the company also needs to work together with other distribution channels. According to the 
presidential regulation No.44 of 2016, companies can sell their products through partnership with local e-commerce. The purpose of 

implementing this strategy is to capture all markets interested in Demag crane products. If the company succeeds in implementing the 

partnership program, the company can expand its business by offering other products. 

MHI lacks promotional activities in selling its crane products. Based on the internal data, MHI has only conducted few activities such as 
customer gatherings, product presentations and promotional merchandise for customers. The usage of the website is still low and needs 

improvement. By using digital marketing strategy or implementing online chat, MHI and customers can get the benefit to communicate their 

needs and solutions. They do not need to come to the site for communicating the solution. The implementation of digital marketing such as 

search engine optimization and search engine marketing gives benefits to the company to reach out to customers from all over Indonesia. 
Nowadays, many people access the internet platform more often than a few years ago because many people use search engine websites to find 

crane products and services for their operation. By using SEO or SEM, customers will easily see the MHI website in the first place. When 

customers easily access the MHI portal, many questions and leads will come to increase MHI sales opportunities. As a premium brand, MHI 

should also provide more value to customers like webinar because it enhances the brand credibility and customer loyalty.  

Customer experience is important when delivering high quality products with the premium prices. The company must re-train the 

execution team by developing their communication and management skills. When a project is completed with a smooth process, the customer 

will feel at ease and repeat the order. To monitor all of the process, the company should conduct a customer feedback as a KPI for the 

execution team after the good receipt. If the customer is satisfied with the service and the project team can save money while carrying out the 
project, a good KPI of the project team will result as a bonus. In the sales division, the company also needs a special staff to handle the 

marketing internally and externally. The marketing staff does not only handle the marketing objective but also monitor all the marketing efforts 

are well-implemented. Thus, both project and marketing people will provide more value to customers and bring back the glory period of the 

company.  

The improvement of MHI will lead to more effective and efficient business processes. To get the information and solutions, sales staffs 

and customers can meet virtually using web conference/live chat programs. It also helps or speeds up the meeting schedule because customers 

can contact sales staffs anytime and anywhere. The company can improve the data analysis process by integrating the SAP C4C with data 
analytical platforms. This platform can provide real-time data analysis and help sales staffs to know which customer equipment that are already 

obsolete. 

As a premium product, MHI should bring more values to customers. MHI should set up its company identity where it provides a 

distinctive uniform for the sales team. When providing technical seminars or customer gatherings or customer loyalty programs, the company 
holds the event in 4/5 stars hotels. In the online platform, the company also improves the user experience and allows customers to view its 
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products in high quality images with local languages so that all customers can understand and process the product information directly from the 

website. 

 

ANALYSIS OF PRACTICES 

In the proposed new marketing mix or integrated marketing communication program, there are several plans that need to be executed in 
order to increase the sales of overhead crane products for the energy industry. In addition, Above-The-Line (ATL) and Below-The-Line are 

important in the process of communicating and delivering the value starting at the lowest level that aims to attract customers to buy the OHC 

product. ATL activities focus on directing communication to the mass market while BTL activities are more focused and target specific 

customer groups. 

Based on the ATL-BTL analysis, all recommendations for MHI to increase sales are using below the line marketing strategies because 

MHI targets a specific industry in a high investment sector, such as the energy business. As a result, it needs to implement below the line to 

reach out to a specific set of audience. This ensures the company message is communicated at the right time to the right people especially 

during the pandemic. In this situation, the company faces so many challenges including the difficulty in communicating the value due to 
government restrictions and limited resources because the company’s sales are still relatively low and the declining customer’s purchasing 

power due to economic conditions affected by the COVID-19 pandemic. Several benefits of using those marketing action plans are relatively 

budget-friendly, easy to measure the effectiveness of marketing implementation program, and efficient two-way communications between MHI 

and customers.  

 

CONCLUSION 

In the past two years, MHI has experienced a significant decrease in the sales achievement. As one of the products that greatly contribute 

to the company’s revenue, the company needs to look a way out of this situation. Based on the company’s situation, this research is organized 

to formulate a marketing strategy to increase the sales order of crane products in energy and petrochemical industries. The researcher uses 
internal environment analysis and external environment analysis to make a root cause analysis and strategic formulation to develop marketing 

strategies that are actionable for MHI to capture the energy project in Indonesia to grow its sales and recommendations that should be 

implemented by MHI. Based on the internal and customer analysis complete with the interview data, there are several findings that affect the 

company performance. There are several factors that make MHI cannot increase the sales order: 

1. As one of the sub-divisions that greatly contribute to the company’s revenue, CnC sub-division sales achievement was going down for two 

consecutive years. 

2. Because of a high competition with new & existing competitors acquiring Indonesian market by dropping prices and using online 

promotions as a marketing communication channel. 

3. Because the company cannot deliver more value to the customer and are not really aware about the consumer behaviour. 

4. Because the company lacks promotional activities, has poor communications and project executions. 

5. Because the company still relies on direct-selling and has no integrated marketing communications and project execution processes. 

In conclusion, after conducting the analysis based on the internal and external environment, MHI must modify its marketing mix in order 
to capture and increase the opportunities especially in terms of price, process and promotion. The researcher proposes the marketing strategies 

to increase sales of Demag crane sets based on a series of analysis. The researcher argues MHI should be more competitive in the Indonesian 

market in order to increase its sales orders. 
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Abstract  

Drinking-Water is a basic need of the people. In the early days, people drink directly from the source of water near their environment. At some 

point, due to the different quality of the water, people process the water to make it drinkable, through boiling or filtering the water. When 

technology comes to drinking water, a centralized plant has used to produce drinking water and distribute it across the region. This shift our 
behavior in drinking water. People no more using water from their nearby source for drinking, but rely on the drinking water industry that takes 

the water from their plant, which usually takes place in the mountain spring. The centralized plant brings good value to the people: standardized 

drinkable water and practical packaging through a single-use plastic bottle. On the other side, this model has a drawback to our environment: 

the plastic waste that continues increasing worldwide, inefficient distribution that produces carbon emission, and unbalanced water source 
utilization. IZIFILL is a startup company that addresses the issue in the drinking water industry and wants to create a new business model that 

can bring value to the people, but without a negative impact on the environment that the current industry produces. Standardized drinkable 

water that easy-to-access with a distributed source of water and without plastic waste will be an innovation that addresses the issue. 

This paper will assess the market acceptance of the innovation through Design Sprint Method. 

 
Keywords: Business Model, Design Sprint, Problem-Solution Fit, Product-Market Fit, Value Proposition Canvas 

 

INTRODUCTION 

At 2017, human bought one million plastic bottles in every minute (Sandra Laville, 2017, The Guardian) and only 7% was recycled, while 

most of the plastic end up in landfill or the ocean. Indonesia itself is the second country that pollutes the sea after China, with 3.2 million tons 
of plastic waste to the ocean every year. This is an extreme amount of plastic usage that can continually increase if we are not changing our 

lifestyle with plastic. An emerging concept like a circular economy, urges people to reuse plastic as a priority and the next priority is recycle, 

since recycling is not efficient yet due to a long process from collecting, cleaning, processing, and recreate to a new product. 

The second biggest contributor to plastic waste is disposable plastic bottles. This is because drinking water is a basic human need, which at 
this time we are very dependent on bottled drinking water. Bottled water users mostly aware of the impact of the single-use plastic bottle on the 

environment, but they have less choice. This is the problem that we want to address with our product, a water station that shifts people's 

behavior from using single-use bottled drinking water to the tumbler.  

The time that people boiling or filtering their drinking water by themselves is already passed, we are depending on plastic bottled water 
due to its convenience and the standardized quality. But the drawback of this standardized quality as a consequence of centralized processing 

plant is the packaging and distribution. To distribute the drinking water that processed in the plant to users across the country, the water needs 

to be packaged with a low-cost packaging, a single-use plastic bottle. So, the point that needs to be addressed is: can people get standardized 

drinking water without packaging and distribution drawbacks? 

IZIFILL wants to solve these problems with products that provide standardized and distributed drinking water to the entire community 

without giving negative results to the planet, plastic waste, and pollution. To answer the distribution, we use filtering technology that already 

matures in the market, distributed across the country in the public area, and the people use their own bottle for the packaging. The product is 

called an IZIFILLwater station that is placed in strategic areas that can be accessed through Progressive Web Apps (PWA) or applications to 

fill tumblers from users with refill drinking water. 

IZIFILL is a startup that believes there is a better way to drink water. Water is a basic need for the people, but the current water 

distribution system forced them to use a single used plastic bottle, that end up polluting our planet. More and more people care about this 

problem, but they don’t have a lot of choices, so IZIFILL thinks that the new way to drink water is necessary. IZIFILLwant to utilize the 

technology to create a solution that provides people with healthy and fresh water without polluting our planet through IZIFILLWater Station. 
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ISSUE EXPLORATION 

According to the U.S Small Business Administration, over 50% of small business fail in the first year and 95% fail within the first five 
years. This number quite the same in worldwide, especially with the rise of a startup with technology innovation. IZIFILL, a startup that brings 

technology innovation, is at the very early stages, a feasibility study of the business idea should be conducted.  

To conduct a feasibility study of the innovation, a staged model analysis of startup could be conducted. Strategic fit, Product-solution fit, 

Product-market fit, and Business Model fit are the main challenges that need to be answered. In the Strategic fit, IZIFILL needs to define what 
the problem that will be solved. Without a strong and clear objective, it will be difficult to move forward building product features, target 

markets, and scale. As described in the previous section, IZIFILL vision is to provide clean water to people without polluting the earth with a 

single plastic bottle. So, the next question is how the best approach to answer this problem, what product can be the solution to the problem? 

This question will be analyzed through the Product-Solution Fit analysis. What features that users accept as a value for them? After we got the 
Product-Solution Fit, the next question to be answered is Product-Market Fit. Product feature that identified from the Product-Solution Fit 

analysis, need to develop and tested to the targeted user and got feedback to see the value delivery. The next step is analyzing the Business 

Model, how the value delivery match with a profitable economic scheme, so the value delivery can be a sustainable and scalable business. All 

the stages will be conducted through a Design Sprint activity. 

 

EXISTING PRACTICES 

The research method that will be used in this thesis mainly a qualitative method using the Design Sprint framework. Design Sprint is a 

process created by Jake Knapp to create an efficient yet impactful developing product at Google. Design Sprint is a five-day process for 

answering critical business questions through design, prototyping, and testing ideas with customers (Jake Knapp, 2016, Sprint: How to Solve 

Big Problems and Test New Ideas in Just Five Days). The sprint map is stated on 5 steps below: 

The sprint design map originally divided into 5 days, and each day has its own target. In terms of the timeline, it’s not necessary to do the 

process into 5 days, it can be compacted into less than 5 days or stretched into more than 5 days, so in this thesis, it will be called the 5-steps 

instead of the 5-days.  

The 5-steps of design sprint are: 

1. Map 

In this step, participant breakdown and mapping the challenge, and find out the core problem that wants to be answered. An expert in the 

industry is recommended to attend this step. Collecting more insight from users and experts will be needed to sharpen the ideas. The output 
of this step is to get a sharp target, a question to be answered in this design sprint process. The output of this activity at IZIFILL Design 

Sprint is a Strategy and Value Proposition Canvas 

2. Sketch 

After understanding the problem and choosing the target, in this step participants will be focused on the solution. Start with inspiration: a 
review of existing ideas to remix and improve. Continued to a sketch phase, where each participant brainstorms, following a four-step 

process that emphasizes critical thinking over artistry. The four-step process are: gathering key information, doodle a rough solution, try a 

rapid variation, and solution sketch. The output of this activity at IZIFILL Design Sprint is a specific feature that we want to test to the user. 

3. Decide 
After the team has a stack of solution from the previous step, in this phase, the team will choose a solution sketch that will be tested. All the 

solution sketch will be criticized, and each participant will vote the solution to be tested by dot voting. Dot voting is a voting mechanism by 

mark a dot on the solution sketch by each participant. After the most voted solution chosen, the team will create a storyboard of the user 

journey for the product. The solution that will be tested can be 2 or 3 alternatives. 

4. Prototype 

The key point in this step is “Fake It”, which the team builds a prototype of the product, not a real product, that can be built within a very 

short time (usually one day). If it’s an application or software, prototyping tools like Figma or Adobe XD can be used to build user 

interface without creating a real product. If it’s a hardware, a sketch or 3D model can be used as a prototype. 
5. Test 

In this step, the prototype that already built is tested to the real targeted user by interview and learn by watching the user react to the 

prototype. The way to get better insight is to let the user try by themselves without our guidance and see their response to the prototype.  

 

Through this Design Sprint method, the team can test an idea and learn the response of the user without burden by the cost of build and 

launch a real product. 

 Besides the design sprint framework as qualitative research, a survey is conducted to learn market trends at the targeted area and to select 

a relevant respondent for qualitative research. 

 

ANALYSIS OF PRACTICES 

We are conducting a design sprint to learn the user acceptance of the innovation at the rapid phase with these results: 

Stage 1: Map 

At this stage, we are mapping the overall market condition, the go-to-market strategy, and the problem-solution fit. The problem-solution 

fit will be analyzed through Value Proposition Canvas 

Strategic Fit 

The purpose of this stage is to understand the potential market and define a solution to address a market need. The solution is not a specific 

feature, but rather the core value proposition and defines a target market that will be targeted. The objective of the solution is to provide a 

substitution product for bottled mineral water with a less plastic waste solution.  
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The purpose of this stage is to understand the potential market and define a solution to address a market need. The solution is not a specific 

feature, but rather the core value proposition and defines a target market that will be targeted. The objective of the solution is to provide a 

substitution product for bottled mineral water with a less plastic waste solution.  

Drinking-Water Industry Market Size 

The market that will be addressed by the company is the drinking water industry. Based on Nielsen data on year-to-date September 2018 

(Nielsen, bottled water in Indonesia 2018), the market size of RTD industry is 44,526 Billion IDR, with mineral water (SPS water) contribution 

is 30%, rising 28% from year-to-date September 2017. From the volume point-of-view, mineral water contribution is 58%. So, the market size 

of RTD mineral water is 13,357 Billion IDR. 
The total market can be breakdown by distribution channel and area. The main distribution channel for the RTD market is General Trade (GT), 

Minimarket, and Hyper/Supermarket. GT market is consists of warung, restaurant,  small business, this is the largest market of RTD. 

Minimarket is cover Alfamart and Indomaret-type of the market, and Hyper/Supermarket cover supermarket like Giant, Hero, Transmart, etc.  

RTD market dominated by Java island at around 66% of the total market with 9,771 Billion IDR, while Jakarta alone covers 25% of the total 
market with 3,688 Billion IDR. So from the above data, to penetrate the mineral water market we can focus on General Trade and Minimarket 

as a distribution channel, and focus on Java Island as a focus area.  

Go-To-Market Strategy 

In this section, we will define the go-to-market strategy of the product before we define the specific feature on the problem-solution fit phase.  
Target Addressable Market 

Target addressable market for the product we define focus on General Trade and Minimarket as a distribution channel at Java island, with a 

total addressable market of around 9,448 billion IDR. 

A key strategy for general trade is channel acquisition. We realize that not all the channel can be acquired by the solution. Certain criteria 
should be fulfilled such as a public area that relatively secures such as campus, school, MRT, office, and office canteen. So the strategy is how 

our product can be an interesting revenue stream for the owner of the location. 

A key strategy for minimarket is a B2B approach for the minimarket brand such as Alfamart and Indomaret, so we need to calculate a revenue 

per square meter (rev/m2) that can be generated by the solution so it is interesting for the minimarket to put our product on their store. 
Target Market 

From the focus market that describes above, we define the market into several phases refer to the Technology Adoption Life Cycle Concept. 

The concept divides the market as five-segment: the innovators, early adopters, early majority, late majority, and laggards that can be described 

below : 

• Innovators seek out novel technology, to try new things is like a hobby for them. They like experiencing new things, other people 
often ask them as a reviewer to know how the product pros and cons. Because of this behavior, innovators are very important to reach 

first. 

• Early Adopters are quick to understand the benefits of new things. The difference between them and the innovators is, they are not 

into the technology for its own sake, but rather rely on their own intuition and vision to make a buying decision. As an example, they 

can adopt a product for a cause. 

• Early Majority are practical-minded customers. If the product valuable to them, they will try it. The Early Majority of people are 
cautious of fads. 

• Late Majority consumers wait for something to become well established in the market. They don’t feel confident in their ability to 

deal with new technology and mostly deal with a branded or big company. 

• Laggards are those customers who, for personal or economic reasons, are not looking to buy new technology. 

 

At the first stage, we need to target the innovators and early adopters, being a leader in that market then scale into the early majority by 

“crossing the chasm”. We define the Early Adopter buying persona as a people who have a vision with a less plastic lifestyle and can adopt 

new technology quickly. The buyer persona that meets the criteria is : 

• The young generation who easily adopt new technology 

• Tumbler user 

• People who concern with environment issue, specifically at less plastic lifestyle 

The group that mostly fulfill the profile above is college and high school student, that we will define the early majority market is college and 
high school with general trade as a distribution channel. 

 

Problem-Solution Fit 

We breakdown the customer job for drinking water and map the gain and pain to the gain creation and pain reliever. The result of the 
mapping can be seen from the Value Proposition Canvas below: 
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Figure 1. Value Proposition Canvas IZIFILL 

 

Stage 2: Sketch 

At this stage, we are brainstorm for the feature of the product, from the hardware, the apps, and all the detailed feature. There is no 

limitation to the idea.  
Stage 3: Decide 

At this stage, we put all the options and votes which the most important feature to be tested, such as are we going to test the design of the 

hardware, the quality of the water, or the user journey of the application to access the water station. From the selected feature we vote to select 

2 or 3 alternatives to determine which the most preferred feature detail to be tested to the user. 
Stage 4: Prototype 

At this stage, we are building the prototype of the selected feature. As we select the buying journey on the application to be tested, we are 

building the prototype on platform Figma.  

Flow 1: using apps with a 5-step journey 
Flow 2: using hardware interaction with 7-step journey mixed with user smartphone interaction 

Stage 5: Test 

We tested the 2 alternatives to 12 respondents which fit our buyer persona: tumbler user. The result summary of the test are : 

Alternatives Pros Cons 

Flow 1:  

Using Apps 
● Simple journey 

● Using own smartphone 

● More informative than the pop-up option 

● Resistance to install a new app 

Longer journey than pop-up option 

Flow 1 Alternative :  
Using Apps 

● Simpler and faster journey than first journey 

● Using own smartphone 

 

● Resistance to install a new app 

● Less informative than first journey 

● Too small button 

Flow 2:  

Using Hardware Interaction 
● Easy to interact as they familiar with a touch 

screen vending machine 

● No need to install application 

 

● Long journey, switch from machine 
interaction with smartphone interaction 

● Still need to access own smartphone to 

do payment 

 

Key takeaway: users like the simple journey of the apps but resistance to install a new app. So we come up with the same journey but 

using Progressive Web Apps (PWA) so the user does not have to install an application to do the order and payment.  

The revised user journey is on the image below : 
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User  Journey # NOTOUCHREFILL
(Using PWA, No Install App required for new user)

OrderScan 
using phone camera

Confirmation
Pay with IziPay

Thank You 
Page 

 
Figure 2. IZIFILL User Journey 

We conduct another user test to 5 respondent, and feedback summary are : 

Pros: Simple journey, refilling without touch is valuable after the Covid-19 outbreak. 
Cons: Not all phone camera can scan a QR Code, so they need to install QR Reader 

 

CONCLUSION 

From IZIFILL Design Sprint activity we can conclude some key takeaway below : 

1. People use a single plastic bottle mostly because they have no other option. IZIFILL Water Station is a technology innovation that 

offers alternatives to support a less plastic lifestyle. 

2. Respondents are interested to use a water station with a simple order and buying user flow, without installing another new 
application. 

3. Respondents valued more water stations that reduce touch interaction with public facilities and indirect touch through a single plastic 

bottle. 
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Abstract  

The most common definition of Sustainable Development (SD) is the development that meets the needs of the present without compromising 

the ability of future generations to meet their own needs. The SD concept emerges by raising awareness of the importance of keeping the 

balance between the development of social, economic, and environment, including in the concept of sustainable energy. Indonesia has a huge 
potential of hydro, which can be utilized for electricity access in rural areas. The technology is already familiar and most of the components are 

also locally available. This has made many initiatives come from government budget or other grant financing facility are used to develop the 

Micro Hydro Power Plant (MHPP). It is projected that by 2025 the MHPP development will reach up to 3GW. The ambitious target leads to the 

question of what is the importance of SD criteria and sub-criteria that need to be prioritized in the MHPP project. By using the Analytical 
Hierarchy Process (AHP), the research resulted that criteria with the highest weights are economy, followed by social in second place, and in 

the third place is the environment. In the sub-criteria level, the most important sub-criterion is the development sub-criterion followed by 

ecosystem integrity and productivity sub-criterion. 

 
Keywords: Access To Energy, AHP, Criteria, MHPP, Sustainable Development  

 

INTRODUCTION 

The concept of SD was popularized through a report developed by the World Commission on Environment and Development, chaired by 

Gro Harlem Brundtland in 1987 titled “Our Common Future”. The main concern of the report was to convey the message that to avoid 
extinction, people need to pay more attention to life sustainability by keeping the balance between economic advancement and environment 

protection in the long-term value. Since then, sustainable development has been the main agenda for the world to be pursued. The latest notable 

step was the declaration of the 2030 Agenda for Sustainable Development in September 2015 through the 70th session of the United Nations 

General Assembly (UNGA). These goals and targets are integrated and indivisible and balance the three dimensions of sustainable 

development: the economic, social, and environment (UN, 2015). One of the agendas is to ensure access to affordable, reliable, sustainable, and 

modern energy for all which represented in goal seven. The targets in this goal include the increasing share of renewable energy portions in the 

energy mix.  

Indonesia has abundant resources of renewable energy, including hydro. Small scale hydropower, such as MHPP, is more familiar and the 
components are locally available. This has made MHPP widely used to electrify remote places. In the National Energy Plan, it is projected that 

the development of small-scale hydro will reach up to 3GW in 2025. The ambitious target led to the question of what is the importance of SD 

criteria and sub-criteria that need to be prioritized in the MHHP Project. This research attempts to answer this question by using the Analytical 

Hierarchy Process (AHP). 

 

ISSUE EXPLORATION 

[According to the report of the World Commission on Environment and Development (WCED), known as the Brundtland Report, SD 

defines as the development that meets the needs of the present without compromising the ability of future generations to meet their own needs. 

The concept of SD is an attempt to combine growing concerns about a range of environmental issues with socio-economic issues (Krykun, 
2016). In 1992, the UN Conference on the Environment and Development (UNCED) was held in Brazil and known as the Rio Earth Summit. 

One of the results was “Agenda 21”. Agenda 21 recognizes that the persistence of severe poverty in several parts of the world alongside a 

standard of living based on wasteful consumption of resources in other parts is not a sustainable model and that environmental management 

must be practiced in developing and industrial countries alike (Prizzia, 2007, p. 21). The concept of SD concerns on the three major aspects, 
which are the economic, ecological/environmental, and social (Khan, 1995; Goodland, 1995). This has been stressed as well in the UN 
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documents on SDGs where it promotes integrated thinking and balance the three dimensions of SD: the economic, social, and environmental as 

conceptualized in the table below.   

Table 1. The Paradigm of SD in Agenda 21 

Element Criteria 

Economic Sustainability  Growth 

Development  

Productivity 

Trickle Down 

Social Sustainability  Equity 

Empowerment 

Accessibility  

Participation/Sharing 

Cultural Identity 

Institutional Stability  

Environmental Sustainability Eco-System Integrity 

Carrying Capacity  

Biodiversity 

Source: Khan, 1995 

Energy and Sustainable Development 

Energy deeply influences people’s lives, especially with the global trend towards an electricity-based economy in modern society where 

telecommunication and information technology rely heavily on electricity such as the internet, computers, and mobile phone (UNDP, 2017). 

Energy access defines as the need for electrical, thermal, and mechanical energy for households, small and medium-sized businesses, and 
communities, with an emphasis on clean energy for the poor (UNDP, 2018). The critical role of access to sustainable energy services across the 

different dimensions of SD describes as follow: 

- The social dimension seeks to increase access to energy services, with a focus on equity, building up resilience, and addressing 

social inclusion.  

- The economic dimension aims to increase economic growth by advancing the affordability and effectiveness of energy services, 

with a focus on efficiency and productivity  

- The environmental dimension seeks to minimize greenhouse gas emissions and other negative environmental impacts while 

reducing disaster risks with a focus on sustainability. 

Micro Hydro Power Plant (MHPP) 

The utilization of small-scale hydropower is being promoted and encouraged, especially it can be developed to support the electricity 

access for people who live in remote villages where the national’s grid is not yet available. The off-grid implementation of small-scale 

hydropower is considered to be affordable and user-friendly technology to take part in increasing the electrification ratio, especially in 
electrifying the rural and remote villages. The socioethical and economics of small scale generations requires small economic investment, easy 

to install, maintain, manage and allow individuals and local communities to install/manage them, thus leading to the democratization of access 

to resources, which improves the quality of life and enhances local employment and dissemination of competences (Vezzoli, 2018). Developing 

a sustainable MHPP project needs to take consideration of the social, economic, and environmental aspects. When all the aspects are met, it is 
expected that MHPP development can contribute to the achievement of SD. The key principle of SD underlying all others is the integration of 

environmental, social, and economic concerns into all aspects of decision making (Emas, 2015). 

 

METHODOLOGY  

The methodology used in this research is the Analytical Hierarchy Process (AHP), a theory of measurement through pairwise comparisons 

and relies on the judgment of experts to derive priority scale (Saaty, 2008). AHP uses a multi-level hierarchical structure of objectives, criteria, 
sub-criteria, and alternatives. The basic principle of AHP is the pairwise comparison where a scale numbers that indicate how many times more 

important or dominant one element is over another element concerning the criterion or property to which they are compared (Saaty, 2008).  

This research involves renewable energy experts, especially MHPP, and also experts with real experience in delivering MHPP projects. 

Furthermore, experts with economic, social, and SD backgrounds are also being involved. Experts were asked to make a pairwise comparison 
of each criterion and sub-criteria and give a relative judgment for the importance level of the element they choose. The scale of numbers 
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ranging from 1 (equally important) up to 9 (extremely important) to indicate how many times more dominant one element is over another 

element concerning the criterion and sub-criterion to which they are compared. 

 

EXISTING OR PROPOSED PRACTICES 

This research will refer to the three-dimensional SD as the criteria: social, economic, and environmental, and the sub-criteria will refer to 

the criteria developed by Kahn (1995) with elaboration from various literature.  

 

Figure 1. Criteria and Sub-criteria used in the AHP Hierarchy of the research 

 

ANALYSIS OF PRACTICES 

The data processing is carried out using the AHP online tool developed by Klause D. Goepel (2018) available at http://bpmsg.com. The 

analysis of the criteria resulted in the criteria level; economics is the most important SD criterion of the MHPP project with a total weight of 

36.9%. While the second is the social criteria which the total weight of 36.6%. The result further indicated that environmental criteria got the 

least priority with a total weight of 26.5%. The consistency ratio of the SD criteria is 0.9%. The decision hierarchy with consolidated priorities 

on the SD criteria and sub-criteria can be seen in the following figures.   

http://bpmsg.com/
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Figure 2. Relative Weights of Criteria and Sub-Criteria for the Goal 

The analysis of sub-criteria was carried out accordingly to the sub-criteria weights. The weight of sub-criteria in descended order is 

presented in the following figure 

 

Figure 3. Relative Weights of Sub-Criteria Concerning the Goal 

 

CONCLUSION 

The study provides a methodology for the determination of the Sustainable Development criteria and sub-criteria of the MHPP project in 

Indonesia, based on the AHP approach which was design in two levels of hierarchy: criteria and sub-criteria. The AHP is designed to identify 

the level of importance for each criterion and sub-criteria. From the current work, it results that economics has the highest weights of 
sustainable development criteria, followed by social and environment. Although the three dimensions of sustainable development need to be 

balanced and integrated, however, seems that the MHPP project approach still put forward the economic and social dimensions. Future studies 

may involve a further assessment to test the validity of the methodology to establish a public policy study. Future work may also apply the 

methodology in evaluating alternatives or to apply the methodology in other renewable energy power plant.  
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Abstract  

JIIPE is an integrated business between seaport and industrial estate. JIIPE is managed by two entities: BMS which manages seaport and 

BKMS which manages industrial estate. Currently the two companies face difficulties, BMS faces intense competition in the industry, and 

BKMS with low occupancy rate faces obstacles regarding the requirements of potential customers that need to be fulfilled. It is exacerbated by 

the current situation with the main threat of COVID-19 pandemic which is causing an extraordinary economic contraction throughout the world 
including Indonesia. These pressures require JIIPE to develop its strategy to deal with this uncertainty. 

To overcome the issues, it is carried out the process by analyzing external and internal environment. Then scenario planning is applied to 

predict the business might occur in the future. The key focal issue of scenario planning is “What is the strategy of JIIPE’s Industrial Estate to 

deal with current uncertainty to gain competitive advantage over the next five year?”. From thirteen driving forces, it has determined two most 
critical uncertainties: economic condition and government support. Both are combined to create four plausible scenarios. There will be 

implications for each scenario, so it is necessary to develop strategy of each scenario. 
 
Keywords: jiipe, bms, bkms, COVID-19, scenario planning.  

 

BACKGROUND 

 

INTRODUCTION 

The logistic cost in Indonesia is still higher than other countries. According to The World Bank report that Logistic Performance Index 
(LPI) ranking of Indonesia on 2018 was number 46 of 160 countries throughout the world (lpi.worlbank.org, 2019). It indicates that Indonesia 

is still not competitive for investment. To overcome this problem, JIIPE offers the ease of doing business for investors. JIIPE’s Port can receive 

various size of international ships with draft up to 13 meters. The presence of JIIPE will reduce the logistic costs of investors who create 

businesses at JIIPE.  

 

Company Profile 

JIIPE (Java Integrated Industrial and Port Estate) is an integrated business between seaport and industrial estate. It is in Gresik, East Java 

province (jiipe.com, n.d.). It was established in 2012 through a joint venture between PT Berlian Jasa Terminal Indonesia (BJTI) and PT Usaha 
Era Pratama Nusantara (UEPN). BJTI is a subsidiary of PT Pelabuhan Indonesia III (Persero) and UEPN is a subsidiary of PT AKR 

Corporindo Tbk. The shares proportion, as follows:  

1. PT. Berlian Manyar Sejahtera (BMS) manages JIIPE’s Port. Its shareholders are 60% by BJTI and 40% by UEPN.   

2. PT. Berkah Kawasan Manyar Sejahtera (BKMS) manages JIIPE’s Industrial Estate. Its shareholders are 40% by BJTI and 60% by UEPN. 

According to the Master Plan as shown in Figure 1, JIIPE consists of an industrial estate 1,761 hectares and a port area 400 hectares. 

Supporting facilities are power plant, water treatment plant (WTP), and gasses. JIIPE’s Port development is carried out in several phases. The 

first phase has been done with 250 meters length of wharf and it has been used since February 2016. At present, the second phase is ongoing to 

extend another 250 meters. It is expected to be ready for operation by the end of 2021. Both existing and new wharf will be dedicated receiving 
vessels carrying dry bulk cargoes and general cargoes. JIIPE’s Port which is managed by BMS can accept international ships with a draft up to 

13 meters. The current operation to handle cargo is still using ship’s cranes because BMS does not yet have a crane. Productivity is currently 

low, only 6,000 tons/day. By using cranes, the productivity will increase up to 10,000 tons /day. BMS generates revenues from the services of 

cargo loading, unloading, ship berthing, and weight bridge. 
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JIIPE Industrial Estate which is managed by BKMS is selling and leasing land to investors. One of its tenants is PT Freeport Indonesia. It 

has leased land at JIIPE around 110 hectares to build a copper smelter. In addition, Freeport also needs a dedicated wharf and BMS will 

provide it. The smelter that will be built processes copper concentrates into finished products, such as gold and copper. Currently BKMS also 

gets income from utilities services, such as electricity, water, and maintenance fee of facilities. 

 

 

 

 

 

 

 

Figure 1.  The Master Plan of JIIPE 

Business Issue 

At present, BMS faces fierce competition in the industry and BKMS with low occupancy rate faces obstacles regarding the requirements 

of potential customers that need to be fulfilled. It is exacerbated by the current condition with the main threat of the coronavirus disease 2019 

(COVID-19) pandemic which is causing an extraordinary economic contraction throughout the world including Indonesia. COVID-19 
pandemic has spread throughout the world and until now the vaccine has not been found yet and this condition makes uncertainty about the 

time when the virus can be overcome. If this condition lasts for a long time, a global economic recession will occur. Due to this condition, it is 

necessary to JIIPE to adjust its strategy to adapt these uncertain conditions, so that it is not only able to survive but also able to gain competitive 

advantage in the future. 

 

Methodology 

Research methodology uses both primary and secondary sources to collect the data and gather the information. The primary sources were 

obtained through observation, interview with President Director of BKMS, interview with President Director of BMS, and questionnaires. The 

secondary sources are based on company reports, company website, literatures reviews, and internet.  

 

ISSUE EXPLORATION 

External Environment Analysis 

The external environment is the condition outside the company that affects the company and its industry, especially those that affect the 

intensity of competition. Company needs to monitor and review its strategies continuously to manage emerging threats effectively and to be 
able to take advantage of profit opportunities (Witcher, 2020). The analysis of macroenvironment uses the PESTEL Framework and 

microenvironment uses the Porter’s Five Forces Model. 

 

The PESTEL Framework 

The PESTEL framework consist of six segments: Political, Economic, Sociocultural, Technological, Ecological, and Legal. This analysis 

can create threats and opportunities for the company. The PESTEL analysis of JIIPE are as follows:  

1. Political Factor: 1) Presidential election usually will make investors to wait in business decisions until it is known who the president is 

elected; 2) Workers’ wages in Surabaya and Gresik are much higher than in Central Java province. It means that doing business in Gresik 

is less competitive than in Central Java Province, especially businesses that require a lot of low-skill workers. 

2. Economic Factor: GDP of Indonesia in the last five years (2015-2019) reached an average of 5.04% per year and in East Java province 

reached an average of 5.50% per year. However due to current conditions of COVID-19 pandemic that have an impact on economic 

contraction, projected GDP in 2020 will decrease. According to the World Bank Report which is released on the end of March 2020, 
Indonesia’s GDP will drop to 2.1% (thejakartapost.com, 2020). Meanwhile, on 3rd April 2020, Asian Development Bank has also released 

its forecast that Indonesia’s GDP in 2020 will drop to 2.5% (adb.org, 2020). These predictions are only temporary and will change over 

time. The trend will drop more if pandemic lasts for a long time. 

3. Sociocultural Factor: Annual population growth in East Java Province for the period 2011-2020 averaged 0.60% (BPS, 2020). 

4. Technological Factor: Development of high-tech equipment for handling of cargo loading and unloading is a needed. 

5. Ecological Factor: The COVID-19 pandemic makes investors waiting for business decisions.  

6. Legal Factor: 1). It is hard and take time to get the permit and licenses; 2) Most of foreign investors require a Special Economic Zone 

(KEK-Kawasan Ekonomi Khusus) so that they can get tax allowance and ease of obtaining permit. 

 

Porter’s Five Forces Model 

Michael E. Porter (2008) developed a tool to analyse the profitability of a company in the industry. This tool which is called Porter's Five 

Forces Model will identify five key competitive forces to determine company's position. From this analysis, the strategies can be formulated to 

gain a competitive advantage. 

 JIIPE’s 

Port 

 JIIPE’s Industrial 

Estate  

http://www.thejakartapost.com/
https://www.adb.org/news/indonesia-s-economic-growth-slow-2020-covid-19-impact-gradual-recovery-expected-2021
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Table 1. Porter’s Five Forces Model of BKMS 

Porter’s Five Forces Description Results 

Threat of New Entrants Having large areas which is integrated with deep-sea port, it needs large investments. HIGH 

Bargaining Power of Buyers There is only one competitor which is equipped with deep-sea port. LOW 

Threats of Substituted Services It is not easy to find strategic location with complete facilities to build industries.  HIGH 

Bargaining Power of Suppliers Many contractors can do civil works, such as build facilities, cut and fill of land LOW 

Rivalry Among existing 

Competitors 
There is only one competitor in east Java which have industrial estate. LOW 

Table 2. Porter’s Five Forces Model of BMS 

Porter’s Five Forces Description Results 

Threat of New Entrants A deep-sea port which is integrated with industrial estate, it is needed large investments.   HIGH 

Bargaining Power of Buyers With four ports in Surabaya and Gresik, customers have options to choose who offer better tariff. HIGH 

Threats of Substituted Services Transportation of dry bulk cargo is using vessel. There is no other transportation mode replacing it HIGH 

Bargaining Power of Suppliers Many suppliers can supply the equipment and spare parts of port. LOW 

Rivalry Among existing 

Competitors 

There are four competitors in region Surabaya and Gresik. JIIPE’s Port is not market leader but just a market 

follower. 
HIGH 

 

Internal Environment Analysis 

Internal analysis will investigate inside the company to analyse its resources, capabilities, and core competencies, to understand the 

strength and the weakness of the company (Rothaermel, 2017). In this study, internal analysis uses VRIO Framework. A company can gain a 
sustainable competitive advantage only it has resources satisfy all the VRIO’s criteria. It must be Valuable, Rare, Costly to Imitate, and must be 

Organized to capture value of resources, including capabilities and competencies. Sustainable competitive advantage can be achieved when 

resources have passed four YES.  

   

Table 3.  VRIO matrix of BMS which Manages JIIPE Port 

Resources Valuable? Rare? 
Costly to  
Imitate? 

Organized  
to Capture Value 

Competitive Implication 

Financial Yes Yes Yes Yes Sustainable Competitive Advantage 

Jetty Design Yes Yes Yes Yes Sustainable Competitive Advantage  

Port Facilities No Yes  Yes No Competitive Disadvantage 

Human Resources Yes No  No Yes 

 
Competitive Parity 

System & Technology Information No  No No No Competitive Disadvantage 

 

Table 4.  VRIO matrix of BKMS which Manages JIIPE Industrial Estate 

Resources Valuable? Rare? 
Costly to  
Imitate? 

Organized  
to Capture Value 

Competitive Implication 

Financial Yes Yes Yes Yes Sustainable Competitive Advantage 

Assets 

 

Yes Yes Yes Yes Sustainable Competitive Advantage 

Permit Facilities No Yes Yes No Competitive Disadvantage  

Supporting Facilities 

 

Yes Yes Yes Yes Sustainable Competitive Advantage 

Human Resources Yes No No Yes Competitive Parity 

System & Technology Information No Yes No No Competitive Disadvantage 

 

SCENARIO PLANNING 

Due to uncertainty condition of COVID-19 pandemic, it is necessary to analyse the business prospect of JIIPE using scenario planning. 

The scenario planning is needed to predict the business might be happened in the future. Scenario planning can help a company to provide 

adaptive strategies in every situation. 

Scenario Planning Stage 

The process of scenario planning will conduct with five stages (Garvin & Levesque, 2006): Orientation (identify the key focal issue), 

Exploration (determine driving forces and select two most critical uncertainties), Scenario Creation (create scenario with narratives), Option 

Consideration (develop strategies), and Integration (identify early warning signals). 

Scenario Planning Analysis of JIIPE 

Looking at the current conditions where the pandemic is still on going and it is unknown when the pandemic can be overcome. This 

creates uncertainty for investors to make business decision. The longer it takes to overcome the pandemic, the more difficult it will be to find 

new investors. Under current conditions, it is necessary to provide the scenario planning of JIIPE.  
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Stage 1 - Orientation 

The Key Focal Issue is “What is the strategy of JIIPE’s Industrial Estate to deal with current uncertainty to gain competitive 

advantage over the next five year?”. 

 

Stage 2 - Exploration 

It has been identified thirteen driving forces of JIIPE’s Industrial Estate. Those are economic condition, politic stability, government 

support, government policy & regulation, environment & social responsibility, land acquisition, capital investment, infrastructure & facilities 

support, marketing strategy, technology development, product diversification, business competition, and security issue. These driving forces 
were selected to get two most critical uncertainties. The selection was conducted through questionnaire by directors of BKMS and BMS and it 

was found two most uncertainties: Economic Condition and Government Support. This result was similar with the expert opinions. The 

authors referred to “The Grey Briefing” result which is conducted by Special Circumstances Intelligence Unit in April 2020 

(greybriefings.com, 2020). 

 

Stage 3 – Scenarios Creation 

The scenario framework is created from a combination of two most critical uncertainties: economic condition and government support 

to produce four different scenarios, as shown in Figure 3.  

 

 

 

 

 

 

 

 

 

 

 

Figure 3.  Scenarios Matrix of JIIPE 

 

Table 5. Narrative of Each Scenario 

Description 
Scenario - 1 Scenario - 2 Scenario - 3 Scenario - 4 

Wallowing in the Mud Walking on the Road Running on the Mud Running on the Track 
COVID-19 
Pandemic 

Lasted until the end of 

2020 

Lasted the end of 2020 Continue up to next year Continue up to next year 

Uncertainties 
Condition 

Bad economic condition 

with Low government 

support 

Bad economic condition 

with High government 

support 

Good economic condition 

with Low government 

support 

Good economic condition 

with High government 

support 
National 

Economic Impact 
Recession Contraction Contraction Contraction 

BKMS’ Survival Suffer for 3-4 years Suffer 1-2 years Suffer for a year of less - 

BKMS Get New 
Investors 

2023 2022 2021 2021 

KEK Permit Issued 2026 2021 2023 2021 

Freeport 

Delayed more a year 

(operation on 2025 

beyond) 

Delayed max. a year 

(operation on January 

2025 or earlier) 

Delayed max. a year 

(operation on January 2025 

or earlier) 

Delayed max. 6 month 

(operation on mid of 2024 

or earlier 
BKMS’ 

Performance 
No growth Growing slowly Average growth Growing fast 

BMS’ 
Diversification 

Strategy 

Cannot be realized until 

the end of 2025 

Cannot be realized until 

the end of 2025 

Decide for product 

diversification 

Decide for product 

diversification 

BMS’ 
Performance 

Growing slowly Growing slowly Growing fast Growing fast 

 

Stage 4 – Option Consideration 

                                

 BAD 

HIGH 

Gov

ern

me

nt 

Su

ppo

rt 

                                

 

Walking on the Road Running on the Track 

 

Economic Condition 

GOOD 

  
Wallowing in the Mud 

MUDdMudORTOISE 
Running on the Mud  LOW 

Gov
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nt 

Sup
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t 

Economic Condition 

https://www.greybriefings.com/covid
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After the narratives of the four scenarios are defined, the next step is to find out the implications and develop options (strategies). 

Implications are the impact of each scenario on JIIPE business and options are the strategies that companies need to take to overcome these 

implications. The implications and options of JIIPE’s Industrial Estate are shown in the Table 6 up to Table 9. 

 

 

 

 

Table 6. Implications and Options of 1st Scenario (Wallowing in the Mud) 

JIIPE Implications Options (Strategies) 

 

BKMS 

Suffer for 3-4 years; New investors are obtained starting 

from 2023; The amount of land sold/leased in five years is 

about 50 hectares; KEK permit cannot be obtained within 

five years; Freeport’s smelter Project will be delayed and 

ready for operation in 2025 beyond.  

Differentiation strategy (arrange to get KEK permit), Cost 

efficiencies; Streamline the Organization (lay off part of 

employees); Develop marketing strategy (price strategy, create 

digital marketing, promotion, and customer visit); Project 

Prioritization; Build good relationship with government. 

BMS 

Revenue decrease significantly in 2020; slow growth; Low 

productivity; No Product diversification 

Focused Cost-Leadership (improve productivity by installing cranes 

and information system); Market Penetration; Develop Marketing 

Strategy; People Development. 

 

Table 7. Implications and Options of 2nd Scenario (Walking on the Road) 

JIIPE Implications Options (Strategies) 

 

BKMS 

Suffer for 1-2 years; New investors are obtained starting 

from 2022; The amount of land sold/leased in five years is 

about 150 hectares; KEK permit is obtained in 2021; 

Freeport’s smelter project will be delayed and ready for 

operation in mid of 2024.  

Differentiation strategy (arrange to get KEK permit, build toll road 

access), Cost efficiencies; Streamline the Organization (lay off part 

of employees); Develop marketing strategy (price strategy, create 

digital marketing, promotion, and customer visit). Project 

prioritization. 

BMS 

Revenue decrease significantly in 2020; slow growth; Low 

productivity; No product diversification. 

Focused Cost-Leadership (improve productivity by installing cranes 

and information system); Market Penetration; Develop Marketing 

Strategy; People Development 

 

Table 8. Implications and Options of 3rd Scenario (Running on the Mud) 

JIIPE Implications Options (Strategies) 

 

BKMS 

Suffer for a year; New investors are obtained starting from 

2021; The amount of land sold/leased in five years is about 

250 hectares; KEK permit is obtained in 2023; Freeport’s 

smelter project will be ready for operation in January 2025.  

Differentiation strategy (arrange to get KEK permit), Cost 

efficiencies; Develop marketing strategy (price strategy, create 

digital marketing, promotion, and customer visit); Build good 

relationship with government. Product development 

BMS No product diversification; Low productivity 

Focused Cost-Leadership (improve productivity by installing cranes 

and information system); Product Diversification (build container 

terminal); Develop Marketing Strategy; People Development. 

 

Table 9. Implications and Options of 4th Scenario (Running on the Track) 

JIIPE Implications Options (Strategies) 

 

BKMS 

New investors are obtained starting from 2021; The amount 

of land sold/leased in five years is about 350 hectares; KEK 

permit is obtained in 2021; Freeport’s smelter project will 

be ready for operation on the mid of 2024. 

 

Differentiation strategy (arrange to get KEK permit, build toll road 

access); Cost efficiencies; Streamline the Organization (lay off part 

of employees); Develop marketing strategy (price strategy, create 

digital marketing). 
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BMS 

 

No product diversification; Low productivity 

Focused Cost-Leadership (improve productivity by installing cranes 

and information system); Product Diversification; Develop 

Marketing Strategy; People Development. 

In developing strategies, it is also necessary to determine the strategic roadmap and strategic control. These tools help the strategic 

objectives can be achieved. 

 

Stage 5 – Integration 

All four scenarios need to be integrated into the current management process. Implementation of scenario planning is not a one-time event 

but requires a period of five years. All processes need to be monitored by early warning signals which is leading indicator through signs of 
changes, trends, and trend break. These signals are needed to re-evaluate the strategies that have been taken or create new strategies if needed. 

The early warning system of the four scenarios are shown in Table 7.  

 

Table 7. Early Warning Signals 

Indicator Measures Signposts 
COVID-19 
Pandemic 

Destroyed Time The time of COVID-19 can be overcome. 

Economic 

National Economic 
Contraction 

The level of economic contraction will have an impact on the recovery time and company’s ability to 
expand. 

Global Economic Growth The level of global economic growth will have an impact on the ability of foreign investors to invest. 

Currency Rate Investors are very sensitive to changes in the dollar exchange rate 

KEK Permit Time of issued Foreign investors prefer to invest in locations that have Kawasan Ekonomi Khusus (KEK). 

Political 

Political Stability 
Related to Investor Confidence Level. Investors (customers) want to be safe in business. They tend to avoid 
taking business decisions in the event of uncertain political conditions. 

President Election Usually investors will wait to make business decisions until it is known who the president is elected. 

Changes in Government 
Regulations 

Changes in government regulations & policies can have an impact to the company objectives 

Financial Cash Flow The level of cash flow will have an impact on the ability to implement strategy 

 

CONCLUSION 

The conclusions that can be drawn from this study are as follows: 

▪ The success of the JIIPE’s Industrial Estate in dealing with the uncertainty of the COVID-19 pandemic depends on government support. 

The longer the pandemic lasts, the higher the government support needed. 

▪ The critical strategy of JIIPE’s Industrial Estate for the four scenarios that need to be implemented are as follows: 

o Differentiation strategy through arrange to get KEK permit 

o Develop marketing strategy 

o Cost efficiencies through streamline organization and project prioritization. 

▪ The critical strategy of JIIPE’s Port that need to be implemented are as follows: 

o Focused-cost leadership strategy trough increasing productivity by installing cranes and information system. 

o Develop marketing strategy 

o Product diversification 
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Abstract  

Along with the rapid development of technology, Bigmedia Group’s blue ocean market—economic and business segment—is slowly changing 
to a red ocean. The company’s revenue from the newspaper keeps declining, while its digital media unit could not provide a significant income 

to cover the decrease. From the analysis of internal and external factors, the root cause of the business issue is the company's unwillingness to 

innovate to create new products that are suitable for the change of readers’ behaviors. Some previous studies suggested that publishers modify 

their business models to tackle this business issue. Thus, this research is using the blue ocean shift framework to propose a new business model 
for Bigmedia Group. According to the analysis, the company must get out of existing market boundaries by creating a leap in values for buyers, 

which are simplicity, convenience, and collaboration. To implement these values of innovation, the company should raise the content quality 

and reducing the selling price. Besides, the company should create a new online video channel, community platform, and integrated data 

service using big data strategies. Also, Bigmedia Group should consider strategic partnerships that bring value-added for the company to 
accelerate the business strategy implementation. 

 
Keywords: Blue Ocean, Business Model, Business Strategy, Innovation, Media Industry 

 

INTRODUCTION 

Technological development has a massive effect on how companies spend their money on advertising. Based on The Nielsen Company 

research, advertising expenditure in digital media has contributed Rp9.3 trillion or 6% of total advertising spending of Rp165.3 trillion during 

the third quarter of 2018 to the second quarter of 2019. Meanwhile, the market share of advertising in print media is only 15% or dropped 
significantly from 37% in 2010. This situation has forced the media industry to adapt quickly to be relevant to its readers’ preferences and 

habits so that it can maintain business sustainability (Indrati et al., 2018). As the Internet is a vital infrastructure, the future challenges in the 

media industry are convergence and digitalization by inventing multiplatform businesses that go beyond conventional media. Thus, media 

companies need to define new business models to respond to the massive technological development in this digital era (Nugroho et al., 2012: 

47). 

Established in 1985, Bigmedia Group has been evolving into the most prominent business and economic media in Indonesia. Three well-

known businessmen founded the company. They are Sukamdani Sahid Gitosardjono (Sahid Group), Ciputra (Ciputra Group), Anthony Salim 

(Salim Group), and media veteran Eric FH Samola. Bigmedia Group gained momentum from the booming of the stock market in 1987 and the 
new policy in banking known as Paket Oktober (Pakto) 1998. As the demand for micro-economy and business news increased during that 

period, Bigmedia Group focused its news coverage on those sectors where the competition was very low. Also, stock exchange authority 

released a policy that obliges all public listed companies to publish their financial report and corporate actions in the newspapers. These factors 

triggered a massive increase in the company’s revenue, both from advertising and circulation. After more than 30 years of operation, Bigmedia 
Group does not only publish a newspaper but also provide some services to meet the needs of businesspeople in Indonesia. In the media 

segment, the company has one national brand that specializes in the economy and business information and two local brands that have not only 

print media but also radio, television, and online platform. 

Bigmedia Group should modify its business models in digital era due to the decline of revenue and net profit. In 2019, the company’s net 
profit dropped 70% to become Rp12 billion from Rp30 billion in the previous year. Although the company could maintain its cost at the same 

level, the revenue fell Rp16 billion to become Rp300 billion in 2019. The main factors that caused the drop in income are a decline in 

newspaper circulation and lower revenue from advertising. As the total number of printed newspapers has gone down over the last 20 years 

around the world (Kind et al., 2008), newspaper circulation of Bigmedia Group was also continuously declining in the previous five years. 

On the other hand, although the income and net profit from digital products rose 19% and 68% respectively in 2019, it was still not enough 

to cover the drop of revenue from newspaper circulation and advertising as the contribution of this business unit to the total income of the 

company was only 3.3%. Moreover, in the beginning, the competition in the economy and business media is low. It only consists of less than 

five big media companies that fully provide economy and business information, but now many new players come into this blue ocean market 
(economy and business news). Bigmedia Group—which previously has its competitive advantage as a pioneer and leader in this specific 
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segment—now has to compete in the red ocean. Therefore, the company must modify its business models to achieve a sustainable growth in the 

future. 

 

ISSUE EXPLORATION 

To explore the business issues, this research collected primary data by using semi-structured individual interviews and questionnaires. 

Also, to get a better understanding of newsreaders’ behavior in the digital era, Internet questionnaires are used that were sent  to 70 readers by 
using random sampling. With the population is about 1.500 readers—based on the e-paper subscribers’ data—and a confidence level of 90%, 

this sampling represents a margin of error of 9,63%. This research is also utilizing secondary data from statistical bulletins, government 

publications, company websites, news, and the Internet. Primary and secondary data are used to do an environmental analysis—from both an 

external and internal perspective. Rothaermel (2019: 67) explained that a firm’s external environment consists of all the factors that can affect 
its potential to gain and sustain a competitive advantage. In the external analysis, this research uses the PESTEL analysis. The PESTEL model 

categorizes the business environment into six segments: Political, Economic, Sociocultural, Technological, Ecological, and Legal. 

For internal review, this research is using three frameworks, VRIO model, value chain analysis, and marketing mix 4Ps (Product, Price, 

Promotion, and Place).  SWOT (Strength, Weakness, Opportunities, and Threats) analysis is also used to synthesize insights obtained from data 
collection and environmental analysis. The ideas from this matrix are essential to evaluate the company’s current situation and prospect by 

considering internal and external factors to derive a set of strategic options. Understanding the company’s current situation is very important in 

making the blue ocean shift because the first important step in the blue ocean shift process is knowing where the company now and getting 

clear about the current competition in the industry through visualization of strategy canvas. From the internal and external analysis, this 
research obtained an insight about the company's current situation by using the SWOT analysis. The result of SWOT analysis is illustrated in 

the table below. 

Table 4 The SWOT analysis of Bigmedia Group 

Strengths 

• Experienced journalists 

• Excellent reputation 

• In-depth news 

• Historical data 

• Strong financial performance (the company posted a profit) 

Weaknesses 

• Working culture is still printed-media oriented 

• Investment in Research and Development is very low 

• Lack of innovation 

• Limited distribution channel 

Opportunities 

• Sustainability of Indonesia economic growth (above 5%) 

• Corporate expansions that provide more advertising spending 

• Opening up of new markets in digital products  

• Lowering cost through technology 

• Changing of readers’ behavior 

Threats 

• The global and domestic economic slowdown 

• Political instability 

• New media companies that play in the same segment 

• Advertising price war 

 

The root cause of business issues is lying on the company’s willingness to innovate to create new digital products and then commercialize 

them. Bigmedia Group competes through cost leadership strategy—that tends to generate the same or similar value for customers at a lower 

cost and lack of differentiation—and pays a little attention to value innovation. The result is that the company failed to adapt to a change of 

readers’ behavior due to the rapid development of digital technology—including the increase of smartphone users—and the internet. As shown 
by data from BPS that the percentage of the population aged ten years and over who reads newspapers or magazines is decreasing in the last 15 

years. 

 

PROPOSED PRACTICES 

Van Letht (2016: 6) mentioned that because of changing consumer behavior, media companies are challenging to expose unique selling 

points to distinguish themselves from their competitors. In this situation, companies should find a new business model to solve this issue. 

Wunsch-Vincent (2010: 31) also suggested that changing consumption patterns—because of the rise of new technologies and the internet—

mean publishers have to modify their current business model. This research is using blue ocean shift practical theory and framework (Kim & 

Mauborgne, 2017) to propose the business solution. Chan and Mauborgne developed the Blue Ocean Strategy to help firms to create their blue 

ocean from untapped market space and achieve new revenue streams from previously untapped markets (Becker, 2014: 3).  

1. The pioneer-migrator-settler map 
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Figure 9 The pioneer-migrator-settler map of Bigmedia Group’s media portfolio 

From the pioneer-migrator-settler map above, as illustrated in Figure 1, Bigmedia Group’s portfolio is settler-heavy—as is the case with a 
majority of declining companies. The company has its newspaper as a pioneer in the past, generating huge profit and growth, but then it will 

become a settler. Even the company’s online media is now considering as a settler with a lower revenue compares to the newspaper’s income. 

This situation suggests that Bigmedia Group’s growth is likely to be slow if the company does not introduce a new pioneer. 

2. The strategy canvas 

 
Figure 10 Bigmedia Group's strategy canvas 

The next step is capturing the overall strategy of the company in developing its media business. In the strategy canvas above, there are 

eight key competing factors in the media industry. These parameters are established by using internal and external analysis data. They are price, 

credibility, content quality, audience engagement, channels, ease of access, speed of delivery, and news coverage. The key competing factors 

appear on the horizontal axis, while the vertical axis identifies the offering level, from low to high. 

 

3. The buyer utility map 

From the buyer utility map of Bigmedia Group in below, the media industry currently focuses on 2 of 36 potential utility spaces—fast 
delivery and simplicity to purchase the product or in this context means that most of the content provided by publishers in Indonesia is free to 

access. Five utility spaces are considered as pain points that block buyer utility. 

 

 
Figure 11 The buyer utility map of the media business 

 
4. The three tiers of noncustomers 
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Figure 12 The three tiers of noncustomers of Bigmedia Group 

 

As explained in Figure 4 above, in the first tier of noncustomers, there are “soon-to-be” noncustomers who are in the hedge on your 

market waiting to jump ship. “Refusing” noncustomers are in the second tier. They are people or organization that consciously thought about 

using the media industry’s products and services, but then rejected it. The third tier of noncustomers or “unexplored” noncustomers consists of 
millennials workers, school students, housewives, lower-income people, new investors, and new traders. They have never been considered as 

potential customers, nor targeted by any other media industry’s players. 

 

5. The six paths framework 

The new strategy in the blue ocean shift should be developed by using the six paths framework that is completely different compare to a 

traditional way of strategy development—that usually starts by analyzing the industry and competitors. This framework’s goal is to unlock the 

potential demand and create a new market space. The analysis of this framework is illustrated in the figure below. 

 

 
Figure 13 The six paths framework analysis 
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6. The four actions framework 

After exploring the potential market through the six paths framework, some insights could be gathered. They are potent levers to unlock 

innovative value, alternative industries that offer opportunities, or complementary products or services that would heal the pain points of 

customers. Those insights are used to formulate blue ocean strategic options by using a tool called four actions framework. The analysis of four 

actions framework is illustrated in Figure 6 below. 

 
Figure 14 The four actions framework of Bigmedia Group 

The next step of creating a new blue ocean is to draw a “to-be” strategy canvas for the offering based on the result of the eliminate-reduce-
raise-create framework. The key competing factors in the existing strategy canvas should be rerated based on the four actions framework 

analysis. Lastly, the new competing factors that are created to increase value for customers and offer differentiation should be put in the 

horizontal axis, as depicted in Figure 7 below. 

 

 
Figure 15 The new strategy canvas for Bigmedia Group 

Figure 7 above shows the strategic profile of Bigmedia Group’s blue ocean move in contrast to those of the competition in the media 

industry. The values offered by the company in this new strategy canvas are simplicity, convenience, and collaboration. These values 
innovation are the cornerstones of blue ocean strategy. Instead of focusing on beating the competition in existing market space, Bigmedia 

Group should focus on getting out of existing market boundaries by creating a leap in value for buyers, which leaves the competition behind. 

Simplicity means that the company’s products and services are easily available to customers and can be accessed through several 

platforms, from print to digital format. Bigmedia Group should also offer convenience by compiling news, information, and data from multiple 
sources into an insightful content and deliver it directly to customers without using third party services. This insightful content includes 

breaking news, exclusive information, in-depth reporting, multimedia news, and data visualization so that customers get rich-value content. The 

last value in Bigmedia Group’s blue ocean shift is a collaboration that means the company should be open to all partnership opportunity that 

does not only include business to business but also business to costumers. 

Based on the analysis above, the company has competitive advantages in its key resources and activities, such as historical data, 

experience journalists, and a good brand reputation. Still, those factors are not well utilized yet. Those competitive advantages can help the 

company to unlock new opportunities and to create an uncontested market in the digital era. The new business model canvas is proposed to 

Bigmedia Group, as illustrated in the figure below. The bold and highlighted letters represent the new value, while normal letters are the current 

business canvas of the company. 

 
 

Key Partners 

- Corporates 

- Government 

institutions 

- Investors 

- IDX 

- OJK 

 

Key Activities 

- Content collection 

- Content creation  

- Content distribution 

- Information 

- Legal 

- Research 

 

Value Proposition 

 

The trusted business 

and economy 

information provider 

that offers simplicity, 

convenience, and 

 

Customer Relationship 

- Email 

- Phone 

- Chat 

- Apps 

 

Customer Segments 

- High income 

- Corporates 

- Stock investors 

- Government 

institutions 

- Advertisers 
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- Analysts 

- Economists 

- UKM 

- Startup 

- Universities 

- NGOs 

 

- Data collection 

- Data analysis 

- Community 

engagement 

- Offline activities 

 

collaboration. - Millennial 

- Students 

- Small & medium 

enterprises 

- New investors 

- New traders 

 

Key Resources 

- Journalists 

- Editors  

- Network 

- Strong reputation 

- IT hardware & software 

- Big data 

- Data scientists 

- Contributors 

- Strategic partners 

 

 

Delivery Channels 

 

- Newspaper 

- E-paper 

- News portal 

- Social media 

- Sound platform 

- Video platform 

- Apps 

- Game/simulator 

- Marketplace 

- Community 

 

 

Cost Structure 

- Human resources 

- IT infrastructure  

- Printing raw materials 

- Marketing 

- Travel expense 

- Taxes 

- Utilities 

- Headquarter 

- Software development 

- Offline events 

 

 

Revenue Streams 

- Advertisement 

- Events 

- Media services 

- Research 

- Branded content 

- Newspaper & e-paper subscription 

- Digital content subscription 

- Data subscription 

- Video & audio content 

- Community partnership 

 

Figure 16 New business model canvas for Bigmedia Group 

ANALYSIS OF PRACTICES 

In the digital era, collaboration becomes one of the strategic moves to accelerate the company to expand its business and adopting the new 
business model. It might be in the form of strategic partnerships or voluntary arrangements between firms that involve the sharing of 

knowledge, resources, and capabilities with the intent of developing processes, products, or services. Collaboration has become a ubiquitous 

phenomenon, especially in high-tech industries.  

Moreover, strategic partnerships can facilitate investments in transaction-specific assets without encountering the internal transaction costs 
involved in owning firms in various stages of the industry value chain. This strategy is an umbrella term that denotes different hybrid 

organizational forms—among them, long-term contracts, equity alliances, and joint ventures. Partnerships, therefore, qualify as strategic only if 

it has the potential to affect a firm’s competitive advantage. A strategic partnership has the potential to help a firm—or in this context is 

Bigmedia Group—gain and sustain a competitive advantage when it joins together resources and knowledge in a combination that obeys the 

VRIO principles. The locus of competitive advantage is often not found within the individual firm but a strategic partnership. 

Also, lack of technical knowledge is a weakness of Bigmedia Group. Thus, strategic partnerships with information technology firms to 

strengthen this competency is needed. The partnership will boost the company’s competencies to expand its digital media business. Bigmedia 

Group may also use the strategy to enter new markets, either in terms of products and services or geography. This strategy will also be an 

answer to the current company’s issue in human resources that has excellent technology and information capabilities. 

 

CONCLUSION 

Based on the business issue analysis above, it can be concluded that the Bigmedia Group business will be sustained if the company takes a 

quick response to anticipate the decline of printed media revenue by accelerating the digital transformation. In the past, Bigmedia Group’s 

strategy to survive was defensive and lack of innovation. The company is still operating traditionally in the business of organizing content and 

information and then selling advertising based on how broad the audience is. The company’s top-down strategy process—that focused on 
efficiency—should be improved by concentrating the strategy to create a new blue ocean market. The suitable new business model for 

Bigmedia Group is not traditional media, but the company must expand itself to become an information provider that delivers high quality 

news, data, and insight in multi format and easiest way. The company should stay focus on economy and business segment because there is still 

big opportunities there. 

In creating the new blue ocean, the company might change its values from only providing news and navigating business to become a 

trusted information provider that offers simplicity, convenience, and collaboration. Also, to get into the new blue ocean, Bigmedia Group 

should increase the quality of its content, reducing the selling price, and create a new online video channel, community platform, and integrated 
data service that implements big data strategies (Stone, 2014). By using this new strategy, the company can strengthen its position in the two 

highest values of the digital market, which are high traffic, content utility-focused, and low CPM (cost per thousand people reached) side and 

more moderate traffic, customer or service-based, and high CPM side (Tapscott, Lowy, & Ticoll, 1998: 139). 
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Abstract  

Malaysia needs to empower and develop a better plan to always improve the agriculture sector as it is very important because it contributes 

largely to the country’s employment, apart from food security reasons. This study aims to determine how the performance of the agriculture 

sector which emphasizes SME as it is the backbone of Malaysia's industrial development and played an important role in fostering growth, 
employment, and income in the past. Companies nowadays are faced with an increasingly turbulent and competitive environment, and leaders 

of these firms need to adopt styles of leadership different from the traditional styles. Another issue is the lack of Information Communication 

Technology (ICT) adoption that influences the volatile prices and poor information management, while research on Total Quality Management 

among Malay entrepreneurs in Malaysia is lacking and more effective training could be designed specifically to improve all of these factors. 
Despite there is still limited literature on human resource development issues in developing countries. To this end, the research question is as 

follows: How the level of entrepreneur leadership, technology innovation, and Total Quality Management can increase SME performance? and 

How does the training program moderate the relationship between the entrepreneur leadership, technology innovation, Total Quality 

Management, and SME performances? In this context, these factors are chosen because of the general human resource management (HRM) is 
important in affecting the employee performance by applying Resource-based View (RBV) theory by Barney (1986) and Hamel & Prahalad 

(1996) and Theory of Quality Management by Anderson et al. (1994). The research question will be answered through an experiment that 

entails distributing questionnaires in a sample of 347 owners of SME that followed the Program Agropreneur Muda. Smart-PLS will be used in 

this study to measure the relationship between the variables. 

 
Keywords: Entrepreneurial Leadership, Information and Communication Technologies (ICT), SME Performance, Total Quality Management  

 

BACKGROUND 

Agriculture is still an important sector as it supplies food and creates employments for rural people. For many years, this sector has been 

the backbone of the Malaysian economy by producing agriculture products for domestic consumption, as the earner of foreign exchange 

(Dardak, 2015). Since the establishment of the Ministry of Agriculture & Agro-based Industry Malaysia, it has become the spearhead in the 
transformation process within the agriculture sector via a planned, integrated and holistic approach based on an organizational collaborative 

effort in both intellectual and physical engagement towards the realization of the National Agrofood Policy 2011-2020 (NAP). Program 

Agropreneur Muda has been established under the Ministry of Agriculture & Agro-based Industry Malaysia, to assist and encourage the 

involvement of youths in entrepreneurship based on agricultural activities encompassing all activities within the value chain of agricultural 
industries. According to Tahir et al. (2018), small and medium enterprises (SMEs) including microenterprises have played an important role in 

fostering growth, employment, and income, and have been integral to Malaysia’s economic transformation process. For economies of most 

nations of the world, the demand for the SMEs is increasing and has become their recognized feature (Omar et al., 2009). Khan & Khalique 

(2014) explain that small businesses are very important to world economies (Wiklund & Shepherd, 2005). The most important and large part of 

world economies is small firms. That is why more and more researchers are seeking and trying to understand about these firms. 

The need for an entrepreneurial culture in the agricultural sector has been recognized in recent decades. Research on the development of 

entrepreneurial and organizational competency in farmers is scarce, especially in emerging economies (Díaz et al., 2012). Other than that, 

Salampasis & Theodoridis (2013) explain that agriculture confronts continuously with crucial problems while at the same time faces new 
challenges and opportunities. The use of Information and Communication Technologies (ICTs) can be, among others, one major intervention 

that can reduce consumer prices, support farmers to increase their production, contribute to “smarter”, more efficient and sustainable 

agriculture. A review of previous empirical studies on quality demonstrates that, over the years, depending on different academic disciplines, 
orientations and economic sectors, various forms of quality management systems such as Statistical Process Control (SPC), quality assurance, 

ISO 9000 quality standards and Total Quality Management have been pursued business improvement (Lai, 2003; Cho and Pucik, 2005).  
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The first problem in this study is the value-added in the agricultural sector as percent of GDP, Malaysia showed inconsistent data within 

these five years back from 2012. This inconsistent data showed that Malaysia needs to empower and develop a better plan to always improve 

the agriculture sector as the agriculture sector is very important to Malaysia because it contributes largely to the country's employment, apart 
from food security reasons. Second, training programs are required to fulfill the Eleventh Malaysia Plan that is integrated implementation 

project and focus on 'people-centric', technology transfer package, focus on the area of production according to selected commodities based on 

cluster approach, food security, and human capital development. Third, since organizations in Malaysia are transitioning toward a knowledge 

economy, capable leaders are in demand to lead organizations in this new environment. Dr. Jens Ballendowitsch (2018), talent & engagement 
practice leader at Aon Hewitt Malaysia, said top leaders today recognize these issues, and more importantly, their impact on business results if 

they are not addressed. Fourth, for the SME aspect, the main reason for its closure is since SME owners are not aware of the business 

challenges, especially in terms of financial and management skills. Hussin (2013) found that Malaysian owners of SMEs still lack 

entrepreneurial skills and that one of the important skills is cost management. Fifth, Gunto and Alias (2014) also stated that management ability 
and skilled workforce; access to finance and markets; inability to exploit economies of scale and lack of bargaining power; low level of 

technology, and limited access to international markets are the key constraints faced by SME practitioners. Another constraint is the use of 

machines and equipment by SMEs which are not inclusive in their overall business operations (Masri, 2013). Sixth, according to Al-Khalifah 

(2014), he believed that companies nowadays are faced with an increasingly turbulent and competitive environment, and leaders of these firms 
need to adopt styles of leadership different from the traditional styles, necessitating a new style of leadership, herein referred to as 

entrepreneurial leadership. Seventh, Mahmud et al. (2014) stressed that one of the issues most frequently related to the failure of the SMEs in 

developing countries was that of managerial problems that influence the performance of SMEs, namely quality management. As for Malaysian 

SMEs, implementation rates are low and slow. Only a small number of Malaysian SMEs have reached a stage of development and can practice 

TQM in effective ways (Idris et al., 1996). Moreover, the implementation of TQM in Malaysia is still problematic (Zadry & Yusof, 2006). 

The basic objective of the present study is to study the influences of entrepreneurial leadership, technology innovation, and Total Quality 

Management towards SME performance. Therefore, the main research questions of the present study are as follows: 

• How the level of entrepreneur leadership, technology innovation, and Total Quality Management can increase SME performance? 

• How does the training program moderate the relationship between entrepreneur leadership, technology innovation, Total Quality 

Management, and SME performances? 

This study shall address the following research objectives: 

• To investigate the relationship between entrepreneur leadership, technology innovation, Total Quality Management, and SME 

performance. 

• To determine whether the training program is the moderator that influencing entrepreneur leadership, technology innovation, and 

Total Quality Management towards SME performance. 

 

LITERATURE REVIEW 
Firm Performance 

According to Chelliah et al. (2010), firm performance refers to the level of success of the firm. While organizational performance is the 

actual output or results of an organization as measured against its proposed goals and aims as explained by Rahim (2015). In short, 

organizational performance is defined as the capability of an organization to effectively achieve its goals and aims. 

 

Entrepreneurial Leadership  

Entrepreneurial Leadership is influencing and directing the performance of group members toward achieving those organizational goals 

that involve recognizing and exploiting entrepreneurial opportunities (Koryak et al., 2015). Entrepreneurial leadership is a distinctive style of 
leadership that can be present in an organization of any size, type, or age (Renko et al., 2013). Musa and Fontana (2017) and Hejazi et al. 

(2012) have defined the entrepreneurial leadership dimensions as follows: 

i) The strategic dimension deals with the ability to determine the organization system in a comprehensive manner taking into account its 

resources, people, and strategy, as well as the business model that an organization adopts. 
ii) The communicative dimension deals with how such a vision of future possibilities is shared throughout the organization. It deals with the 

ability to persuade members of the organization, to manage conflicts, and to foster knowledge management by understanding emotions in 

social. 

iii) The motivational dimension deals with human action within the organization that affects both motivation and cognition of people in the 
organization. 

iv) Personal and/or Organizational dimension addresses factors relating to creativity, stability, proper resource allocation (job fit), and 

discipline. 

Hypothesis 1 (H1): There is a positive significant relationship between   entrepreneurial leadership with the SME 

                        performance. 

 

Technological Innovation  

Technological Innovation refers to the process by which firms master and implements the design and production of products/services that 
are new to the business irrespective of whether the products/services are new to their competitors or their customers or the world. In this study, 

social networking, computerized record, and online marketing are categorized under technological innovation (Rahman et al., 2016). 
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i) Social Networking - In this study, social networking is defined as bounded groups of individuals, organizations, communities, or societies 

that are linked, where members interact, discuss and exchange knowledge via online applications (Vásquez & Escamilla, 2014). 

ii) Computerized Record - In this study, computerized record refers to the financial records, for example, the sales (sales journal), 

purchasing transactions (purchases journal), cash or cheque payments book, petty cash book, and any other assets management using a 
computer or digital technology (Maseko & Manyani, 2011). 

iii) Online Marketing - In this study, online marketing refers to the use of digital and information technology to fulfill traditional marketing 

practices (Kilmartin, 2013). 

Hypothesis 2 (H2): There is a positive significant relationship between Technology Innovation with the SME 

                        performance. 

 

Total Quality Management  

Total Quality Management (TQM) is a firm-wide management philosophy of continuously improving the quality of the 
products/services/processes by focusing on the customers’ needs and expectations to enhance customer satisfaction and firm performance 

(Sadikoglu & Olcay, 2014). Jayaram et al. (2010) explained that Total Quality Management is derived from five main sources: 

i) Cross-functional product design is widely used for involving different functional areas in new product/process development. 

ii) Process quality management is the application of knowledge, skills, tools, techniques, and systems. 
iii) Quality empowerment is to invest people with authority. 

iv) Organization-wide employee training is where employees need to be cross-trained in handling multiple kinds of tasks. 

v) Quality information usage is signifying that the information on productivity, quality of manufacturing for the last chain/process is 

available to the employees, especially to the ones who are involved in the process of manufacturing. 
Hypothesis 3 (H3): There is a positive significant relationship between Total Quality Management with the 

                        performance. 

 

Training  

Training is activity that can be thought of as the planned and systematic activities designed to promote the acquisition of knowledge (i.e., 

need to know), skills (i.e., need to do), and attitudes (i.e., need to feel) (Salas et al., 2012). Training is of growing importance to companies 

seeking to gain an advantage among competitors. There is significant debate among professionals and scholars as to the effect that training has 

on both employee and organizational goals. The training program that has been chosen in this study is Program Agropreneur Muda. Its main 
objective is to inculcate interest among the young generation towards the agriculture sector and develop a group of high-income young 

agriculture entrepreneurs. The literature on training dimensions and employee’s work performance will be discussed under the following 

subheadings that are training needs assessment and training contents and delivery approaches and training evaluation. 

i) Training Needs Assessment (TNA) refers to developing a composite impression of the professional setting and includes inquiries 
regarding short- and long-term business strategies, the physical work environment, departmental culture, performance capabilities, and 

the personalities of the employees. 

ii) Training Contents and Delivery Approaches an outcome of the TNA is the specification of the training objectives that, in turn, identifies 

or specifies the skills and tasks to be trained. 
iii) Training evaluation – reactions level can be defined by asking the employees how they liked and felt about the training, which reactions 

are emotionally based on opinion. 

Hypothesis 4 (H4): The positive relationship between entrepreneurial leadership, technology innovation, Total 

                        Quality Management and SME performance will be stronger when the training program is high. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Theoretical Framework 
 

Consistent with the objectives that had been constructed, there are four possible hypotheses developed for testing. The hypothesis is 

marked as H1 represents hypothesis 1, H2 represents hypothesis 2 and H3 represents hypothesis 3 and H4 represents hypothesis 4. The 

following alternative hypothesis will be tested for the study: 
 

H1: There is a positive significant relationship between entrepreneurial leadership with the SME performances.  

H2: There is a positive significant relationship between technology innovation with SME performances. 

H3: There is a positive significant relationship between Total Quality Management with SME performances. 
H4: The positive relationship between entrepreneurial leadership, technology innovation, Total Quality Management and  

       SME performance will be stronger when the training program is high. 
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In this study, the theory related is Resource-Based View (RBV) which carries the assumption that a high performing firm is made up of a 

bundle of resources that provides them with an advantage in the marketplace (Zubac et al., 2010, p.516). Entrepreneurial leadership emphasizes 

the importance of creating visions and then accumulating the appropriate (tangible and intangible) resources to explore and exploit 
opportunities and gain competitive advantage, achieve growth, and create value. For technology innovation, innovation capabilities can be 

considered as a subset of dynamic organizational capabilities. Related to the training program, the RBV has considerably influenced Human 

Resource Management. According to Armstrong (2009), RBV theory aims in justifying for attaching importance to resourcing activities 

especially talent management, and can also be used to enhance the value of the HR contribution in achieving competitive advantage. Another 
theory that is related to the study is the Theory of Quality Management (Anderson, J.C, Rungtusanatham, M. and Schroeder, R. G., 1994). 
Oakland (1989) has built on this and added that TQM enables every part of the organization to work towards the same goal. 

 

METHODOLOGY 

To be able to explore in-depth of the study, the researcher gathered some interviewed from En Ashadi Yaacob @ Ramli, Senior Scientist 

from Institut Penyelidikan Dan Kemajuan Pertanian Malaysia (MARDI) Terengganu regarding the issue on agriculture in Malaysia. In 
quantitative methods, a questionnaire was used to collect data. The study’s target populations are the SMEs in Malaysia. This research explores 

the agriculture sector by focusing on a training program that is Program Agropreneur Muda which includes two categories of incentive which 

are ‘In-Kind Contribution (IKC)’ and ‘Geran Agropreneur Muda’. ‘In-Kind Contribution (IKC)’ and ‘Geran Agropreneur Muda’. In this study, 

the sample participants must be the SME owners who have followed the Program. This study was made up of the Malaysian SMEs listed on 
the public website: Malaysian SME Business Directory by SME Info Portal (2018). This list of registered SMEs includes all sorts of business 

sectors. Stratified random sampling involves a process of stratification or segmentation of SMEs in Malaysia, followed by the random selection 

of subjects from each stratum. In this study, the population of 3497 SMEs includes the participation of agriculture’s SME in Program 

Agropreneur Muda from all Malaysia. A total of 347 SMEs was selected from a total of 3497 based on the Raosoft sample size calculator. 

As a dependent variable in this study, this study used self-reported annual sales growth rate. To investigate the entrepreneurial leadership, 

the researcher uses Entrepreneurial Leadership (EL). EL is measured with 24 items of Entrepreneurial Leadership Questionnaire (ELQ) across 

the four dimensions of EL. Technological Innovation also does not have a single definition or measure. To cover the multiple dimensions, the 

study relied on 9 items used by Lee et al. (2014). For Total Quality Management, the study uses Total Quality Management adopted by 
Jayaram et al. (2010). Kirkpatrick's 4 Levels is the best way to evaluate the training programs. This model was developed by Dr. Donald 

Kirkpatrick (1924 – 2014) in the 1950s. The model can be implemented before, throughout, and following training to show the value of training 

to the business.  

Smart-PLS lately has expanded in marketing research (Henseler et al., 2012) and will be used in this study to measure the relationships 
between the variables, i.e. between entrepreneurial leadership, technology innovation, Total Quality Management, training program, and SME 

performance. 

 

DISCUSSION 

This research was focused on entrepreneurial leadership and technology innovation that influence SME performance in Malaysia. 

Additionally, according to Afsaneh & Zaidatol (2011), entrepreneurial leadership is a new paradigm of inquiry and recently been the focus of 
research and practice in both entrepreneurship and leadership disciplines. This is due to the critical role that leadership competencies of 

entrepreneurs play in enhancing individual, group, and new venture performance and success and the significant influences of leaders' 

entrepreneurial capabilities in dealing with the highly turbulent and competitive environment of current organizations. IT also has great 

potential for supporting SMEs in the improvement of the performances. 

However, studies from Mgeni (2015) which combined entrepreneurial orientation with leadership attributes and used its construct to 

measure entrepreneurial leadership style have found a positive relationship. The past study conducted by Zhang et al. (2019) confirmed that 

technology innovation has a significant influence on organizational performance. Consistent with Azar and Ciabuschi (2017) who scrutinized 

that in the turbulent market, technology innovation is significant predictors that can enhance organizational performance. This finding is 
consistent with Kim and Choi (2018) who pointed out that any improvement in IT innovation can significantly improve organization efficiency 

and financial performance. According to Mahmud et al. (2014), there have been several studies concerning TQM and SME's performance. 

(Salaheldin, 2009) conducted a study focusing on the relationship between TQM and SMEs performance shows that there is a substantial 

positive effect of the TQM implementation on both the operational and organizational performance. Studied by Yahya et al. (2012) towards 
SMEs in the various sectors in Malaysia agreed that training facilitates SME's expansion and enhances profitability, productivity, and 

competitive advantage. Magableh and Al-Mahrouq (2007) suggested for SMEs to train them in terms of management skills and 

entrepreneurship skills because these two factors based on their study affected SME's performance and success. 

From the literature review and previous research, this study believes that entrepreneurial leadership technology innovation and Total 
Quality Management is positively related to SME performance and training program is the good moderator that influencing entrepreneur 

leadership, technology innovation, and Total Quality Management towards SME performance. 

 

CONCLUSION 

The most important aspect of this research is the influence of entrepreneurial leadership to be more effective towards SME performance. 
Rahim et al. (2015) stated that an entrepreneur who holds the top position in an organization is seen as the leader of the organization that has 

certain leadership attributes and entrepreneurial characteristics. Therefore, entrepreneurs who are committed to the right leadership style may 

be the key to organizational performance. Besides, this study is expected to bring insight into how the combination of leadership and 

entrepreneurial behaviors can influence the business performance of SMEs. Other than that, this study wants to identify details on how the 

https://en.wikipedia.org/wiki/Donald_Kirkpatrick
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training program will moderate and influence the relationship between entrepreneurial leadership, technology innovation, and Total Quality 

Management towards SME performances. 

 

The study will provide valuable information regarding the relationship between entrepreneurial leadership, technology innovation, Total 
Quality Management, and SME performance. First, this study can increase the proportion of quality entrepreneurs and leadership in Malaysia.  

This character can gain more support to the market and can help to develop its products and services followed by economic growth. Second, 

through this study, the government especially the Ministry of Agriculture can evaluate if the programs are doing have a positive effect or 

otherwise and if it shows a less favorable effect, they can do the modular improvements if necessary as they are the main responsible agency on 
the Program Agropreneur Muda. Third, this study can help to increase the involvement of the young generation in agriculture and agro-based 

and to shift their paradigm towards this sector. Fourth, through entrepreneurial leadership, the leaders will be able to reduce our country's 

dependency on imports, as well as to develop more innovative and apply modern agriculture generations. Lastly, this study attempts to 

contribute to the growing body of knowledge in the area of entrepreneurial leadership technology innovation, Total Quality Management, and 
training program among agriculture SMEs in Malaysia. Recognizing the challenges and resources constraints that the SME often has, it is 

important to understand the best way to support and strengthen their performance. As there is a limited study on the mediating role of the 

training program on the relationship between entrepreneurial leadership, technology innovation, Total Quality Management, and SME 

performance. Therefore, this study will be important to fill the gap in the literature. 
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Abstract  

Malaysia is poised to become one of the leading Asian countries in food production and processing. With a deep-rooted tradition to excel, 
Malaysia is committed to develop the country’s food industry for import substitution and export. The food-processing sector account for about 

10 percent of Malaysia’s manufacturing output. Processed food contributed about RM19.4 billion and are exported to more than 200 countries, 

while import value of processed food is amounted RM20.0 billion in 2018. Advances in processing technology have widened the usage of local 

raw materials, expanding the range of products and increasing the investment absorbing capacity in the food industry. However the current 
issue Malaysia in context manufacturing firm facing the Covid-19 pandemic. Due to covid-19 manufacturing has working with new norm in 

firms and deficiency of awareness is inclusive protocols and SOPs at almost all manufacturing levels.  The availability of this information can 

affect quality; health and safe food are also influenced by the level of education and availability of modes to convey such information to 

manufacturer. People become an essential element to organizations development. In response to the doubts, this conceptual paper undertakes 
deliberate attempt to identify factors to examine the relationship between SHRM practices in context Covid-19. Additionally, this study also 

attempts to construct an SHRM model, synthesising from the literature that could realistically be applied by manufacturing firms in Malaysia. 

 
Keywords: SHRM, FSMS, Food Performance, Covid19, Food Culture, Manufacturing Firms  

 

BACKGROUND 

Human resources are the most important factor in any organization's success. HR indeed is increasingly noticed as a fundamental 
component of competitive advantage for the modern organization (Alaraqi, 2017). Employees remain the most valuable assets to gain 

competitive advantage. Organizations have increasingly become conscious of the importance of SHRM this consciousness in a system is a 

critical dimension in performance (Alkhazali & Halim, 2016). However, the world is facing an unprecedented threat from the COVID-19 

pandemic caused by the SARS-CoV-2 virus (referred to as the COVID-19 virus). Many countries follow the advice of the World Health 
Organization (WHO) on the introduction of physical distance measures as one way of spreading the disease. Connection with this, the 

manufacturer is responsible for the quality of products placed on the market and the standard of hygiene throughout all stages of preparation, 

processing, manufacturing, packaging, storing, transportation, distribution, handling and offering for sale or supply to the consumer. This 

directive sets out potential risk analysis, risk assessment and management techniques to identify, control and monitor critical control points. It 
is therefore compulsory for food business operators to identify activities that may pose risk to food safety and to implement adequate safety 

procedures (WHO, 2020). 

The food industry should have a Food Safety Management System (FSMS) based on the principles of Hazard Analysis and Critical 

Control Points (HACCP) to manage food safety risks and prevent food contamination. Food industry FSMS is supported by prerequisite 
programs including good hygiene, cleaning and sanitation practices, zoning processing, supplier control, storage, distribution and 

transportation, hygiene and fitness for staff - all basic requirements and activities needed to maintain a clean processing environment food. The 

General Principles of the Codex of Food Hygiene lay a strong foundation for implementing major hygiene controls at all stages of the food 

processing, manufacturing, and marketing chain for food pollution prevention (FAO, 2009). In the event that the food business has an 
established FSMS and / or HACCP team, members of this group should be included in all discussions to ensure that new interventions are 

considered in the light of food safety. If the business does not have an FSMS and / or HACCP team, then it should appoint a responsible person 

to consider whether the food safety risk could come from additional measures. This designated person must contact the food safety authority 

for advice. There is now an urgent need for the industry to ensure compliance with measures to protect food workers from COVID-19 
infection, to prevent exposure to or transmission of viruses, and to strengthen food hygiene and hygiene practices (WHO, 2020). It is important 
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for the food industry to strengthen personal hygiene measures and provide refresher training on the principles of food hygiene2 to eliminate or 

reduce the risk of food surface contamination and contaminated food packaging materials from food workers. Personal protective equipment 

(PPE), such as masks and gloves, can be effective in reducing the spread of viruses and diseases in the food industry, but only when used 

properly (Edwards et al., 2020). In addition, the food industry is strongly encouraged to introduce strict physical and long-term sanitation and 

hygiene measures (WHO, 2020). 

This study expands the literature and uses for the first time, to our knowledge  to assess manufacturing firms how to adapt the new norm 

working is facing an unprecedented threat from the COVID-19 pandemic in food safety management influences human resources management 

food safety management and food safety performance. Therefore, the objectives of the study wants to identify the best practice of strategic 
human resources management (SHRM)  and food  performance, and in the effect moderating exposed on food safety management systems 

(FSMS). 

 

LITERATURE REVIEW 

According to Oraman, Unakıtan, & Selen (2011), HRM practices make procedures that model the building of employees skills and 

knowledge throughout the organization to raise valued and unique organizational competencies. According to Benevene & Cortini, (2010), 
SHRM emphasizes the need for the HR plans and strategies to be formulated within organizational performance and objectives and to be 

reacting to the changing nature of the firms external environment. It is an approach which demands translation and adaptation by practitioners 

to ensure the most fit between HR business strategies and plans. It produces SHRM that are integrated vertically with the business strategy. 

Vertical integration is indispensable to provide congruence between business and HR strategy so that the latter supports the accomplishment of 
the business strategy and helps to define it. SHRM is also about horizontal integration which aims to ensure that the different elements of the 

HR strategy fit together and are mutually supportive (Ekhsan & Othman, 2009). It enables strategic decisions to be made that have a major and 

long term impact on the behavior and success of the organization by ensuring that the organization has the skilled, committed and well-

motivated employees it needs to achieve competitive. It directly and indirectly benefits companies because it changes passivity into initiative, 
transmits organizational goals clearly and encourages the involvement of line managers. In Term in leadership strategic management or leaders 

need to develop and restructure where new team management is essential to formulate policies and provide information. Leader made 

significant changes to the hiring process of new and existing workers to avoid having problems in the workplace with new norms of working by 

preparing workers for long-term employment, especially those who are usually in office (WHO, 2020).Regular corporate communication and 
the need for policies to avoid employee anxiety and well-being require a change in HR strategy. More organic and open communication 

channel is needed for each individual to know the real picture of the need for change. Continued communication and engagement creates 

honesty that builds trust and confidence (Mohamed Makhbul, 2020). 

Employees should also make a strong commitment to the company and to each other's employees by providing support and consider 
creating support groups with experienced long-term employees and sharing practices that will help them adapt to the new work structure. 

Through this commitment, trust and confidence in new things will be developed and implemented successfully. Employee commitment has 

also been found to have an impact on overall facility performance (Azeem & Akhtar, 2014). Supportive management practices (i.e., leadership, 

monitoring, communication, training, evaluation, employee involvement, management support, social activities, and promotion) in food 
manufacturing facilities (De Boeck et al., 2017; Griffith et al., 2010), are needed to improve food safety management system effectiveness 

(Rafeeque & Sekharan, 2018) assist in decreasing potential food safety issues, and improve manufacturing facilities’ competitive performance 

(Taha et al., 2020). Successful implementation of food safety systems may be achieved through enhancing food handler commitment. 

Managers can influence the behavioral commitment of employees by creating a motivational workplace environment that contributes to greater 

organizational performance (Almatrooshi et al., 2016; Seaman & Eves, 2010).  

Management needs to provide COVID-19 training and learning practices, as well as tightening business protocols and plans to prevent 

employees from panic and lack of information on workplace hygiene or factory operations to maintain business performance and provide high 

quality results. Basic aspects such as individual skills, perceptions and expectations must be emphasized so that each individual has a broad 
perspective on the need for change (FAO, 2020). Through the process of learning in human capital development, individuals become more 

positive and willing to accept change. For example Gloves may be used by food workers but must be changed frequently and hands must be 

washed between glove changes and when gloves are removed. Gloves must be changed after carrying out non-food related activities, such as 

opening/closing doors by hand, and emptying bins. Food workers should be aware that wearing gloves can allow bacteria to build up on the 
surface of the hands, so hand washing is extremely important when gloves are removed to avoid subsequent contamination of food. Food 

workers should avoid touching their mouth and eyes when wearing gloves. Disposable gloves should not be used in the food work environment 

as a substitute for hand washing. The COVID-19 virus can contaminate disposable gloves in the same way it gets onto workers’ hands. 

Removal of disposable gloves can lead to contamination of hands. Wearing disposable gloves can give a false sense of security and may result 

in staff not washing hands as frequently as required (Mohamed Makhbul, 2020). 

Risk of Covid-19 Transmission if they have to change to a new normal, they have to go through new situations and environments that 

require adjustments or adjustments. Issues such as inadequate raw materials, overly mechanistic and bureaucratic leadership styles, and low 

technology levels have been factors that have hindered the organization's new normal application. If they have to change to a new normal, they 
have to go through new situations and environments that require adjustments or adjustments. Issues such as inadequate raw materials, overly 

mechanistic and bureaucratic leadership styles, and low technology levels have been factors that have hindered the organization's new normal 

application (Mohamed Makhbul, 2020). Post Covid-19 will also bring new normalcy to the digitalization of businesses and services. It’s 
normal to the current and post-Covid-19 lifestyle (FAO, 2020). Facing an epidemic such as Covid-19 requires all parties to take some concrete 

steps in a concrete and comprehensive way across the spectrum of life. This may seem difficult now, but it will be a new thing when everyone 

is ready to practice it and apply their open mind to it (Mohamed Makhbul, 2020). Physical distancing is very important to help slow the spread 

of COVID-19. This is achieved by minimizing contact between potentially infected individuals and healthy individuals. All food businesses 

should follow physical distancing guidance as far as reasonably possible. For example guidelines are to maintain at least one meter (three feet) 
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between fellow workers. Where the food production environment makes it difficult to do so, employers need to consider what measures to put 

in place to protect employees (WHO, 2020). 

Food Safety Management System (FSMS) to ensuring people along the food supply chain are not at risk of COVID-19 transmission by 

raising awareness about food safety and health regulations, including rights, roles and responsibilities of workers (WHO, 2020). Clearly written 
documentation prevents errors that may arise in oral or casually written communication. It provides assurance that quality related activities are 

carried out exactly the way they have been planned and approved (Singh, 2015). Moreover, the documentation can achieve of conformity and 

quality improvement. Purpose of documentation to ensure that are specifications for all materials and methods of manufacture and control (Ball 

et al., 2009). All employees know what to do for their responsibilities and authorities are identified to ensure that authorized persons have all 
information necessary for release. For example The Food and Drug Administration (FDA or Agency) is announcing the process for making 

available FDA guidance documents related to the Coronavirus Disease 2019 (COVID-19) public health emergency. The primary focus of any 

additional hygiene and sanitation measures implemented by food businesses is on keeping the COVID-19 virus out of their businesses. The 

virus will enter business premises only when an infected person enters or contaminated products or items are brought into the premises. Drivers 
and other staff delivering to food premises should not leave their vehicles during delivery. Drivers should be supplied with an alcohol-based 

hand sanitizer, a disinfectant, and paper towels. Drivers should use a hand sanitizer before passing delivery documents to food premises staff. 

Disposable containers and packaging should be used to avoid the need for cleaning of any returns. In the case of reusable containers, 

appropriate hygiene and sanitation protocols should be implemented (Mohamed Makhbul, 2020). 

 Food Safety Performance the measurement of food performance is not easy for organizations with multiple objectives of profitability, 

productivity, employee satisfaction, development, social responsibility and ability to adapt to the ever changing environment facing Covid-19 

pandemic. Moreover, the performance of any organization depends in large part on the level of skill its leaders possess when it comes to 

implementing strategies (Almatrooshi et al., 2016). Although performance has been traditionally conceptualized in terms of financial measures, 
some scholars have proposed a broader performance build that incorporates non-financial measures including among others market, product 

quality, and company image, extant research findings have shown that perceived measures of performance can be a reasonable substitute of 

objective measures of performance (Gurbuz & Mert, 2011) and have a significant correlation with objective measures of financial performance. 

Kaplan (1984), believes that while financial measures are important, other measures such as product innovation, product leadership, employee 
skills and morale, or customer loyalty, can be much better indicators of future profitability than annual profits. The scholar believe that a firm is 

effective in the long run only if it achieves its goals and that performance evaluation is closely connected to goal setting in that it feeds back 

information to the system on how well strategies are being implemented.  

Employee focus According to Nguyen & Giang, (2019) and Kathiravan & Anitharajathi, (2017), the organizational performance criteria 
should include profitability, productivity, marketing effectiveness, customer satisfaction, but also employee morale. In this perspective, 

employee performance is tightly related to organizational performance, effective and efficient employee performance will positively influence 

organizational performance. Organizations are seeking to develop, motivate and increase the performance of their employees in a variety of 

human resources applications (Güngör, 2011). Consequently, organizations need to figure out strategies for identifying, encouraging, 
measuring, evaluating, improving and rewarding employees' performance at work. According to this respect, performance management and 

appraisal systems have come to play an indispensable role in helping organizations to reach their goals of productivity (Otitolaiye et al., 2019) 

and (Stevers & Joyce, 2000). In fact, human resource management practices could influence the behaviors of individual employees. 

Performance management is a process for ensuring employees focus on their work in ways that contribute to achieving the organization's 
mission is indispensable for a business organization. Actually, performance management includes various types or system. Moreover, it is 

important for employees and managers to understand that performance management and performance management systems are the key 

determinants of an organization's long-term success or failure. If employees are not happy or do not agree with the performance management 

system, they are likely to be unwilling to take an active part in the process because they do not see any value of it. As a result, the 

organizational performance and productivity would decrease due to the inefficient employee performance (Ying, 2012). 

Customer focus is normally found in a corporate strategy where it is formulated based on customer welfare and delight (Agrawal 2001). 

Customer focus is a concept that is widely used since end of 1970s. It started with prehistoric understanding on customer focus (Agrawal 2001) 

and extends further in other areas such as manufacturing (Kürşad & Hadžiahmetović, 2012) and (Lado et al. 2011). As discussed by Feng et al. 
(2012), customer focus is a beginning of a new product development process while the company that focuses on customers can shorten time-to-

market through identifying changing needs and wants of customers. Conca et al. (2004), emphasize the factors in evaluating customer focus by 

increasing contacts between organizations and customers (Agrawal 2001), identifying their requirements, assessing their satisfaction, and 

providing supporting.  Thus, Conca et al. (2004) also come out with the method in dealing with customer focus such as providing channels to 
handle customer complaint (Levesque and McDougall 1996), customer satisfaction survey, after-sales service as well as identifying customer 

needs through survey, market research, and report from vendor. In view of that, management and employees role are certainly very vital to 

achieve the objective of being a customer focused organization (Ya et al., 2016). 

Supplier focus the modern approaches to the interdependence of organizations working in a collaborative way to improve the efficiency of 
the global logistics channel (Shin, Collier and Wilson, 2000; Narasimhan and Kim, 2002). This extended scope encourages synergy and cross-

functional collaboration among all partners with the aim of achieving a more effective and efficient supply and the integration of customers, 

suppliers and manufacturers and other value chain actors, through all the firm functions. However, the practice of a large amount of suppliers 
competing against each other and choose the one with the lowest acquisition cost can lead to higher cost within the full life cycle of the product 

(Chen and Yang 2002). This is due to internal and external failures costs, resulting in customer dissatisfactions and increased warranty and 

complaint costs. A relationship between customers and supplier does not depend only in costs but also on product quality, delivery and 

flexibility and low-cost supply chains are often unable to respond to unexpected changes in demand or supply, due to their scale economies 
(Lee, 2004). Supply has become an important and critical aspect for the sustainable success of any organization and more recent researchers 

consider providing a shared vision that focuses everyone in an organization on product, production and quality improvements that are required 

both by the market and the need for companies to survive (Lee, 2004; Agus, 2011). Supplier and company should be regarded not as just as 

procurement but rather as a strategy with the purpose of achieving enduring beneficial buyer–supplier relationships.  
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Figure 1: Proposed conceptual model 
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DISCUSSION 

This paper is expected to explain the impact of new strategic HRM to enhance food safety culture view on covid19 for food manufacturing 

in Malaysia. Determinants of SHRM and SHRM-firm performance relationship in Malaysia will shed light on the key factors to the 

employment and implementation of SHRM in the developing countries and will have managerial implications for the local human resource 
practitioners, as well as the business leader. The global food marketing system is going to be more stringent and tied with quality and safety 

measures. Manufacturing are responsive to consumers' sensitivity and concerns about the safety of the products sold. Industry players will have 

to spend more financial and technical resources to comply with the quality and safety schemes introduced by authorized bodies. Nevertheless, 

the return of investment is worth it because consumers are willing to pay a premium price for the certified products. Moreover, government 
players in the food and manufacturing sector will have to prepare themselves with financial, human and technology capital to dominate the 

domestic and global markets. Manufacturer can choose to build a food-safety system which conforms to a single scheme or more effectively it 

can build a robust system based on the most stringent requirements of several major schemes. This allows greater flexibility in meeting 

customer requirements or defending a system against challenges. The most important thing Manufacturer need to consider when choosing a 

government initiative approved food-safety scheme is to make sure that there is a perfect match between the scheme and the operation. 

 

CONCLUSION 

This paper has reviewed the relevant literature and the considerable discussion of SHRM, various elements of food safety management 

system and food safety performance the links between these elements in context Covid-19. The researchers have examined the way in which 

HR policies and practices may be used to provide comprehensive HR bundles. This has led to suggestions that there is best way in which HRM 

should be delivered and moreover that this has effect on food safety performance. Review examining how SHRM can be aligned with wider 
organizational goals has also been examined. Best fit HRM is the idea that HR practice should and does between organizations depending on 

business strategy. This approach is useful not only for reply the more simplistic versions to reflect organizational reality at least at a broad 

level. The access view HR as having an important role in supporting food performance and still play an important role in developing SHRM. 

Generic HR processes can benefit from best practice the new norm facing Covid19 while best fit should be applied when context  matters to 
align management and employee interests. Food safety management system are deemed strategic in linking HR policies and practices to the 

goals of the business and the external context of the firm, and are therefore contributing in different ways to performance. Increasingly, many 

organizations and firms are pursuing food system aimed the quality improvement with the goal of gaining food management system through 

SHRM. Conclusively, the contribution that SHRM may make to a firms performance and effectiveness is closely linked to the changes in 

different business environment including macro and micro contexts, thus the bundling of these practices with the competitive strategy of the 

firm. 
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Abstract  

We are currently living in the digital world. Data considered as a very important resource. Data collection and analysis will become the very 
basis of the future service and business models. Technologies will become more affordable and accessible. Small-medium enterprises, big 

corporate and start-up businesses will adopt and implements technologies to execute new business models, Moreover, in the mid of pandemic 

Coronavirus. This case paper will show the effectiveness of digital transformation to small-medium enterprises to stick to the current pandemic 

Covid-19. This study uses journal reviews from 2018 to 2020 to find proper approaches for small-medium enterprises to grow in current 
uncertain conditions. Clean For You Express Laundry has already applied these approaches to its business operations. By using digital 

transformations on their operations, it would help small-medium businesses thriving and being good sustainable development goals for all 

SMEs stakeholders in Indonesia. 

 

Keywords: Digital Business, Digital Transformation, Digital Business Transformation, Sustainable Development Goals, Pandemic Covid-19 Crisis 

 

INTRODUCTION 

The Covid-19 pandemic has confronted the world with significant shutdowns. The needs of digital transformations needed quickly to 

transform many sectors, such as; education, retail, healthcare, production, and shopping. The appliance of technology is a must in current 

situations. Not only big firms, but also small business and start-ups are practicing to execute new business models. McKinsey study presents 

the data that less than 30% of firms succeed in digital transformation. In some cases, the firms that failed in transforming are still recovering. 

But the Covid-19 Pandemics has left without any options to the world.  

According to DMEXCO.com, several countries in the EU stated that the Covid-19 pandemic is expected to speed up the digital 

transformations. This acceleration is already visible across many sectors around the world. Also, several countries in Africa and South-east 

Asia urged to switch to digital platform payments to slow down the coronavirus risks. Industry experts and analysts said the Covid-19 

pandemics could be an opportunity to increase the use of technology in the digital economy.  

Founded in 2018, Clean For You Express Laundry was running a local business service, a coin laundry. Clean For You Express Laundry 

started its business by hiring 4 people. Clean For You considered as small-medium enterprises, but it developed using start-up digital 

approaches, which its operations still evaluate by using Business Model Canvas and other start-up methods. 

Clean For You has used the digital platforms since it developed in November 2020. But, due to the current pandemic Covid-19 situation, 

Clean For You applied robust the use of technology to run its business, from marketing, productions, finance, and human resources. The whole 

managerial aspects have used the help of digital platforms. 

 

ISSUE EXPLORATION 

Developing a business is not easy. Once running a business, the founder would face the burdens and difficulties to grow its business. 
Small businesses have their problems while running their operation and marketing. Using conventional approach business cost expensive and 

inefficient. Operating a business with the help of a digital platform is one of the great solutions for small-medium enterprise to scale up their 

revenue. Not only digital platform is efficient for small businesses, but also effective in term of finding demand for products and services. 

Pandemic Covid-19 changes people habits in the world. Not only impacts on people daily behavior, but also changes in business practices. 
The health and economic crisis is real and SMEs in Indonesia have suffered from the uncertain pandemic Covid-19 situation. Covid-19 hits the 

economic activities in Indonesia significantly. Whole business sectors in Indonesia suffered due to Covid-19 pandemics.  

 
 
* Corresponding Author: diowibowo.id@gmail.com 



 

 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 1060  

This case paper will show the effectiveness of digital transformation to small-medium enterprises to stick to the current pandemic Covid-

19. This study use journal review from 2017 to 2020 to find proper approaches for small-medium enterprises to grow in current uncertain 

conditions. Clean For You Express Laundry has already applied these approaches to its business operations.  

  

The New Way Addressing Business Model Canvas 

Due to coronavirus pandemic, digital transformations are mandatory for the whole sectors, not only merely hype for a moment. Pandemic 
of Covid-19 not only impacts to large corporate, but also to Indonesia small-medium enterprises. It expects them to apply new business models. 

From study [1] presents the appliance of technologies into the proposed Business Model Canvas [Figure 1], which enables the corporates in 

many sectors to perform in the better way.  

 

Figure 1. The Business Model Canvas 

 

Creating Value With The Digital Transformation 

From Study [1] presents the idea to create additional value to apply breakthrough technologies and knows whether or not this leads to 
competitive advantage, ideally for a prolonged period. Jay Barney's VRIO is the best business approach to analyze. For every Key Resource on 

the Business Model Canvas and breakthrough technologies certainly fall into that category. An Honest Assessment needs to check on four 

aspects; Value, Rarity, Inimitability, and organization. 

 

 

Figure 2. The VRIO Models 
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− Value:  

First, the question should ask whether certain resources are a value to targeted customers. 

− Rarity:  

Second, the company should list the resources and capabilities that considered rare. If other companies have accessed to those 

resources and capabilities that it could not be considered as a rarity. In conclusion, most of the technology-based is still rare 

indeed, which gives the companies that use those resources as prolonged competitive advantages.  

− Inimitability: 

Third, Following rarity, inimitability indicates how easy to adopt technology resources. Moreover, technologies have a habit of 

quickly becoming more affordable. This urges innovators to make sure that they still stay the lead and ready to embrace new 

technology. 

− Organization: 

Even though technology resources and unique skills enable a company to differentiate and offer unique added value. The 

company should make sure the whole organization ready to adopt technology processes.  

 

EXISTING OR PROPOSED PRACTICES 

Here is the appliance of technology to Clean For you Express Laundry business model canvas. Clean For You have applied technology 
since it founded in November 2020. But a robust appliance of technology has started since pandemic coronavirus hitting Indonesia in February 

2020. Here the author explains the approach of developing business by using digital platforms to develop the business in laundry services. 

 

Key Partner: 

 

- Point of 

Sales 

System  

- Social Media 

Ads 

- Online 

Marketplace 

 

Key Activities 

 

Digital Marketing: 

- Social Media Ads 

- Whatsapp Blaz 

- Promotion 

- Website Updating 

Digital Online Payment: 

-Ovo, Go-pay, Bank Transfer  

Training: Customer Service Skill 

Value Propositions 

 

One Cleaning Solutions 

 

-Online Booking & 

Order 

 

-Good Customer 

Service 

 

-Good Services & 

Products 

 

-After Sales Handling 

Customer Relationship 

 

- SMS Gateway 

- Whatsapp Message 

- Instagram Feeds & 

Story 

- FB Page 

Customer Segments 

 

Pick Up Laundry 

- People who lives 

in Bandung, 

Max around 5 

KM from the 

store 

 

Home Cleaning Services 

- Parents, 

Between 30-60 

years old 

 

Baby Stuff Clean & Care 

- Mother, 

Between 25 – 45 

years old 

 

 

Key Resources 

 

Physical:  

-Building, machine, vehicle 

Intelectual: Brand Certificate 

 

Human:  

-Good Customer Service Skills 

-Employees with good experience 

 

Channels 

 

Awareness: 

-Facebook Ads 

-Google Ads 

-Telkomsel SMS  

Gateway Ads 

 

Purchase: 

-Whatsapp Billing 

Automation  

-Whatsapp Form Order 

- Tokopedia  (Marketplace) 

 

Delivery: 

-Go-send & Grab Delivery  

-Pick Up and Delivery Services 

 

After-sales: 

-Whatsapp Message 

 

 

 

Cost Structure 

 

- Employees 

- Electricity 

- Soaps and other miscellaneous 

- Social Media Ads 

- POS Payment System 

 

Revenue Stream 

 

- Pick Up Laundry 

- Home Cleaning  

- Office Cleaning 

- Carpet Cleaning 

- Baby Stuff Clean & Care 

Figure 3. Existing Practice Business Model Canvas 
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ANALYSIS OF PRACTICES 

SWOT ANALYSIS 
 

STRENGTH 

 

-Earlier Appliance of Technology on Business 

-Employees have a good skill in customer handling in 

digital platforms.  

 

WEAKNESSES 

 

-Inexperienced Employees In Digital Technology 

-Business operation cannot run fully by using 

digital platforms, there are several operations must 

be done by offline.  

OPPORTUNITIES 

 

-The use of technology rise significantly  

-Digital Platforms open business opportunities 

 

THREATS 

 

-Economics Crisis & Challenges 

-Government Regulation Restrictions 

-The New Normal 

Figure 4. SWOT Analysis 

 

 

Challenges: 

-Uncertain & difficult conditions due to Covid-19 pandemic 

-Economic & Health Crisis 

Pros:  

- Technology reduces cost and efficient 

- Digital Marketing is effective to get connected to customers 

- Digital platforms open new opportunities 

Cons: 

- Employees need some training to adapt and use digital platforms 

- The speed of internet access in Indonesia is very slow during Coronavirus Pandemic 

Implications to Various Stakeholders: 

- Challenging situation for employees to adapt to new habits  

- Some employees show good interest to apply new technology on the business 

Figure 5. Table of Challenge, Pros, Cons and Implications to Various Stakeholders 

 

CONCLUSION 

Pandemic Covid-19 changes people daily behavior all over the world. Not only impacts on people daily habits, but also changes in daily 

businesses. The economic crisis is real and SMEs in Indonesia have suffered from the uncertain conditions. Covid-19 hits the economic 

activities in Indonesia badly. All business sectors in Indonesia suffered due to the Covid-19 pandemics crisis.  

Clean For You has run the business using the digital platforms since it developed in November 2020. But, due to the current pandemic 

Covid-19 situation, Clean For You has applied robust the use of technology to run its operations, from marketing, productions, finance, and 

human resources. The managerial aspects have used the help of digital platforms. 

This case paper will show the effectiveness of digital transformation to small-medium enterprises to stick to the current pandemic Covid-
19. Clean For You Express Laundry has already applied these approaches to its business operations. By using digital transformations on their 

operations, it would help small businesses thriving and being good sustainable development goals for all SMEs stakeholders in Indonesia. 
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Abstract  

Small Medium Enterprises contribute a considerable part of the growth of the economic sector in Indonesia. Among those SMEs, few brands 

sell rugged menswear products such as denim, leather goods, leather shoes, and others. With the industry's growth, many players still have not 

used an online platform to sell their products. With the easy reach to e-commerce through social media, McKinsey & Company predicted that 
37.5 percent of online transactions in Indonesia are conducted in social media e-commerce. SelectedGoods, a business initiated in 2019, 

intended to provide an e-commerce platform for these small brands. SelectedGoods has not been able to finish the online platform as its first 

target. To know what kind of online platform that can suitable to start the business with current condition, external and internal analysis will be 

conducted. 243 people are asked for their perception of e-commerce quality between social media website e-commerce and established e-
commerce website. The result predicted that with SelectedGoods current condition, it would be better to start their platform with online social 

media e-commerce compares to build their website. 

 
Keywords: E-Commerce, Internal Analysis, Initial Platfrom, Rugged Menswear, Social Media Commerce 

 

INTRODUCTION 

for the Indonesian economy's growth and one of the primary sources of employment in Indonesia (Mourougane, 2012). In this sector, few 

businesses operate in the fashion industry, including a rugged menswear industry that sells denim, leather goods, and accessories, and others. 

Denim sales in Indonesia snowballed since 2017 because of the trend of both men and women that use it as their daily clothes  (Jeans in 

Indonesia, 2020). Darahkubiru (2010), a forum for denim enthusiasts, said that the denim industry also becomes more and more popular since 

2009 and followed by the first denim exhibition called “Wall of Fades."  

According to the Indonesian Department of Communication and Information (2018), only 8 percent of SME using online platforms. With 

the emerging of an online platform to sell a product, it leads to several advantages in using electronic commerce. This platform helps people to 

make realistic business operations, cost-saving, and create automation for a more accessible inventory and distribution process  (Savrul, 
Incekara, & Sener, 2014). Only several rugged menswear leading brands in Indonesia can create websites such as NBDN, Wingman, Oldblue, 

Voyej, and others. Those leading brands' ability creates a big gap between those brands and other small brands in the industry. 

The recent trend happened when many social media platforms launched their marketplace to allow their users to conduct transactions 

online. Across social media such as Instagram and Facebook has 3.4 billion users, and more than 60 percent of Instagram users find new 
products through the platform (Locaria, 2020). This data shows the possibilities of social media becoming the new e-commerce for business.  

Social media has become more convenient for businesses to reach their customer because of the large population of people  (Singh & Singh, 

2018). 

SelectedGoods is a company where we intended to sell rugged menswear products from SMEs with the same quality but low awareness of 
the brands. We targeted rugged menswear brands that do not have enough attention in the industry and trying to make an online place as their 

transactional platform. SelectedGoods aims to increase its brand partners' revenue and to make them be able to compete with other leading 

brands in the rugged menswear industry. Since late 2019, SelectedGoods has not been able to launch their website for its brand partners to sell 

their product. To start their business, they need to launch a initial platform to reach the market and run it as soon as possible. Minimum Viable 
Product is used to gather the market's information using the most straightforward product but able to solve the problem  (Duc & Abrahamsson, 

2014).  

With this explanation, this research intended to know whether social media e-commerce website has a significant difference compared to 

an established e-commerce website in terms of the website quality, and what kind of online platform should SelectedGoods choose for their 

beginning strategy to run their business. 
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ISSUE EXPLORATION 

In addressing the problem of this research, the internal and external analyses are conducted. The internal analysis uses resource analysis 

and value chain analysis to know the business's actual condition. Several tools are used as the basis of external analysis; Porter's 5 Forces, 

PESTEL Analysis, and Customer Insight. These analyses supported the current condition of SelectedGoods business. 

This research used a quantitative approach to obtain the result of customer insight into the external analysis. Based on the analysis of 

internal, SelectedGoods has several experiences in social media development and their current objective in creating their website for their 

company. To know whether the quality of the website is significant or not, the researcher used an integrative approach in measuring website 

quality from three main dimensions which are usability of the website, the information that they provide, and the service quality of the internet 
website (Barnes & Vidgen, 2002). The questionnaire will be asking two different e-commerce platforms in the same brand, one is their 

Instagram social media e-commerce website, and the other is their e-commerce website. Then the result is analyzed by using an independent t-

test to gain insight into whether in those three dimensions, there is a significant difference or not. Independent t-test uses to determine the 

significant difference in the data mean between two independent groups  (Hidayat, 2014). The usability dimension consists of 8 questions 
intended to know the appearance, ease of navigation, and use. Information quality will measure content quality, information suitability, 

information purpose, accuracy, and relevancy. Moreover, the last dimension of service quality intended to know the service quality consists of 

security, personalization, the ability to contact the website owner, and personalization. For this quantitative data, the researcher needs to have a 

minimum of 200 respondents to conduct a product test  (Malhotra & Birks, 2006). The quantitative approach used a non-probability sampling 
of SelectedGoods potential customers ranging between 18-35 years old, lives, or had lived in Bandung, and had bought rugged menswear 

product. The data used a Likert scale from 1-7 ranging from strongly disagree, disagree, slightly disagree, neutral, slightly agree, agree, and the 

last scale strongly agrees. 

After gathering 243 respondents, the results are analyzed to test the question's validity and reliability. For the validity of 22 questions for 

each dimension in both platform, the significance result shows that they are below 0.05 with two-tailed significance. It means the questions are 

valid. For 243 respondents, the result of Cronbach Alpha is more than 0.7 for all three dimensions, and in two websites indicating the current 

questions are reliable and there are no questions that needed to be eliminated to obtain higher result. Then, the data are analyzed using Paired 

T-Test. The usability of the social media e-commerce website is significantly differentiate the e-commerce website with a significant value 
lower than 0.05, which is 0.040. The difference means between the two websites is 0.2501125, with the higher result in an e-commerce 

website. From the information aspect, there is a significant difference between those two platforms with significantly lower than 0.05, and the 

mean difference is 0.2657286 with higher results in an e-commerce website. Furthermore, the last result is on service quality where there is no 

significant result between those two online sites with a significance level of 0.061, and the mean difference is higher on the e-commerce 
website with 0.1201714. In conclusion, there is a significant difference in usability and information quality of social media e-commerce 

websites compared to an e-commerce website and there are no significant service quality differences between those two platforms. 

A SWOT analysis is constructed to determine what kind of potential the company can focus on from several analyses that the researcher 

mentioned above. Furthermore, root cause analysis is conducted using the current reality tree (CRT). CRT can focus on finding the specific 
root cause of a problem and show systematic causes of the problem  (Doggett, 2005). From the root cause analysis, the core problem can be 

found that SelectedGoods is too ambitious with their objective by pursuing to make their website, and it comes from a lack of team analysis and 

customer preference. 

 

EXISTING OR PROPOSED PRACTICES 

From the analysis and the root cause above, SelectedGoods need to create several strategies to run their business and get traction to 

customers based on the strength, weakness, opportunity, and threat of the discussion before. 

The first options for SelectedGoods are to continue their website development and launch it with very minimum features. From 

quantitative methods, e-commerce website still has a higher mean average in usability, information, and service quality. E-commerce website 
also provides a significant quality of usability and information compare to social media e-commerce. This finding leads to the first strategy for 

SelectedGoods to launch their website with the minimum features as possible as long as the website can sell SelectedGoods’ brand partners 

products. 

The other strategy is to start selling for SelectedGoods brand partners through social media as its e-commerce platform. From the findings 
in the questionnaire, there is no significant difference in the service quality of social media e-commerce websites than an established e-

commerce website. The significant difference happens in terms of usability and information quality. Another intereseting findings showed that 

social media e-commerce is more easy to use, navigate, has greater reputation, and create more sense of community. Because the difference 

between both platforms is not significant in at least one dimensions and several better quality in few variables, it is possible for SelectedGoods 

to start their business through social media without reducing the significant quality of the platform that they provide. 

The next strategy is to use the SelectedGoods team's strength in marketing and sales to increase brand engagement to customers. In the 

internal analysis, SelectedGoods has a good team and experienced in branding development because of the projects that the marketing team has 

done. This strategy also includes marketing development to encourage people to buy from SelectedGoods online platforms. SelectedGoods 
already conducted several photoshoots to rebrand their partners' products, and they need to keep using their capability to increase awareness for 

their partners compared to other leading brands. 

Another strategy as an additional strategy is to add more value to our brand merchant by highlighting the environmental process in product 
creation. SelectedGoods can encourage their brand partners to use more sustainable packaging for their product shipment. In the e-commerce 

industry, the shipment packaging contains a lot of unsustainable materials such as plastic.  This phenomenon worsens the condition of the 

environment because of the amount of waste in each shipment. SelectedGoods can create a campaign to add value to their brand partners to 

compete with other leading brands. 
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ANALYSIS OF PRACTICES 

From the two solutions proposed by looking at the root cause analysis, each one has the advantages and disadvantages related to the 

company itself and its stakeholders. 

The first strategy is to launch the website with just enough features to conduct the business. By launching their website, SelectedGoods 

can control the interface of their website and develop the features over time. SelectedGoods also control the transaction because, on an e-
commerce website, it can provide the transaction feature that is integrated into the website. Nevertheless, this solution also has a few 

disadvantages. Developing their e-commerce website needs knowledge in website development where SelectedGoods does not have. To 

maintain the website's development, SelectedGoods need to hire a new person in the team in charge of controlling the website, which will add 

more cost and reduce financial resource. The cost of maintaining a website and customer data will also become a problem if using this strategy. 

From the second strategy, SelectedGoods can start their product with the minimum resource available from the company. Creating a social 

media account does not need any cost at the beginning of the development. Instagram is considered to be low cost but has a high impact 

because of the number of users that the company can reach through the platform  (Kurniawan, 2017). This strategy also uses the company 

resources as the majority of the team experienced in social media development. SelectedGoods can focus their resource on the branding of 
SME brands that part of SelectedGoods partner and create more engaging content through social media. Social media platform offers a more 

sense in community to the customer compared to an e-commerce website. By using this strategy, there are few drawbacks that SelectedGoods 

can face. Social media do not have transaction features inside the platform, so customers still need to conduct transactions outside the platform. 

The interface of social media cannot be controlled entirely by SelectedGoods because of the general layout provided by the social media 

company.  

The sales and marketing strategy is also needed to consider because SelectedGoods helped their brand partners to increase their awareness 

so they can compete with other leading brands in the industry. With the resource that SelectedGoods has and several experienced from the 

marketing team on a few projects, SelectedGoods can use their strength to increase each partner's branding and create a great story from each 
brand value. SelectedGoods can improve customer reach by rebranding their partners’ products. The disadvantage of this strategy is that the 

proposed sales and marketing strategy is not suitable for all partners, making it more complicated to adjust the strategy from one brand to 

another. 

The additional strategy is to create a campaign for SelectedGoods brand partners about their environmental product creation or operation. 
This strategy will add more value to the brands and encourage customers to buy more sustainable products. Using this strategy and lower price 

of SelectedGoods brand partners, it can affect the sales of the provided product in SelectedGoods online platform without reducing the product 

quality. The added value will attract people with environmental awareness. This strategy will attract more customers to pick more green 

products and encourage them to buy from the same company because of their environmental awareness  (Junaedi, 2015). The downside of this 

strategy is that the cost of implementing sustainable packaging is higher than that of plastic packaging. 

 

CONCLUSION 

The result is that there are no significant differences in website quality when a company uses social media e-commerce or their developed 

website in service quality. This finding creates an opportunity for SelectedGoods to start their business using social media as their initial 

platform rather than pursuing launching an e-commerce website. Following the strategy, SelectedGoods still need to develop their website 

because of the amount of personalization that they can control, and the more professional feel that the customer feels when a business has their 
website. The results also show that e-commerce website has higher mean in the majority of variables, meaning that website is needed for e-

commerce to use it as their primary platform if the company has the sufficient resources for the website development. Next, SelectedGoods also 

need to create a sales and marketing strategy to improve their partners' brand name to compete with other leading brands. Moreover, to make 

the business more suitable, SelectedGoods can encourage their partner to promote their sustainable business process and shipment to raise 
people's awareness and bring value to the brands. This consciousness strategy in environment parallel to the Sustainable Development Goals 

number 12 is responsible for consumption and production. Besides the insight for SelectedGoods company, this research gives some insight 

into a business that wanted to develop its online platform. They can start using Instagram social media as their first step to enter the online 

market. 
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Abstract  

A sustainable company should at least have achieved success in three aspects: profit, people, planet. Sirkel.id as an IT consultant based in 
Bandung, Indonesia, have a goal to become a sustainable company. In their third year of operation, Sirkel.id have a problem associated with 

their profit. In 2019, even with 369.5% revenue growth, Sirkel.id only have 6.4% net profit. This issue has not been explored yet, and the real 

cause of the issue still need to be revealed. Applied systems thinking is one of the methods to uncover the real cause of an issue. Systems 

thinking contains of seven triplets that covers analysis, synthesis, and inquiry. In this case, the systems thinking applied by conducting 
systemigram, causal loop diagram, and RACI Matrix. The result showed that the prioritized solution based on intervention points and multi-

criteria decision making (MCDM) is to create developer acceptance criteria and payment standard. 
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INTRODUCTION 

Sustainable company, according to triple bottom line (TBL) framework, consist of three major aspects: profit, people, planet. Profit means 

that sustainable companies should have a strong financial value added. The second aspect – people – means social performance. The last aspect 

is planet that means a sustain company should have positive impact on environment as well. 

In order to becoming a sustainable company, a thorough analysis is needed. Evaluate and redefine every aspect of business process are 
necessary things to do. Without a complete evaluation of business process, aiming for sustainability could not be completed, because every 

process is connected to each other. Once the evaluation is done, the right strategy could be determined and implemented. 

PT. Sirkel Kreasi Nusantara – also known as Sirkel.id – is aiming for sustainability. Sirkel.id is an IT company based in Bandung, 

Indonesia. Started in May 2017, Sirkel.id is focused on developing IT solution for companies in Indonesia. The clients are varied from small to 

big companies. The services offered by Sirkel.id are solution generation, development, and implementation.  
 

ISSUE EXPLORATION 

In 2019, Sirkel.id experiencing high growth in revenue. With the coming of new clients, revenue growth of Sirkel.id reach 369.5%. 

However, despite of a high growth in revenue, the net profit received is far from enough. The net profit counted for only 6.4% of total revenue. 

In this research, systems thinking method conducted to do a holistic study about internal and external factors of Sirkel.id with the context 

of defined problem. As seen in Figure 1, this method started by defining the problem, and then defining the system inward and outward, and 
the type of intervention can be applied to the system. Finally the solution can be generated after all of those aspects defined. All the works in 

systems thinking are reversible. Even if we define the problem first, an update of system analysis can make a change in problem definition and 

make the problem clearer. 

 

Figure 1. Systems thinking approach 

This method was firstly introduced and invented by Barry Richmond in 1987. The idea of systems thinking is to look at the problem as a 

system and then approach to the problem solutions[2]. This method can offer optimum solution that maximize benefits and minimize side 
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effects. Instead of considering the problem as a domino effect, systems thinking approach considering the problem as a part of system which 

not only have domino effect, but also feedbacks and interconnections to each other. 

 

EXISTING OR PROPOSED PRACTICES 

To tackle the issue, conceptagon is used as the systems thinking tool. It contains seven triplets which cover both internal and external 

factors of the system. The triplets also cover three different approaches to the system: analysis, synthesis, and inquiry. This framework is very 

powerful and multidisciplinary. The people who work with this framework surprisingly feel comfortable doing the work with unfamiliar 

teams[3].  

There are many tools that can be used for each of the triplet. Some of the tools examples are shown in Figure 2. As for this research, the 

tools used are systemigram, causal loop diagram, and RACI (Responsible, accountable, consulted, and informed) Matrix. 

 

 

Figure 2. Conceptagon with examples of tools for each triplets[1] 

 

ANALYSIS OF PRACTICES 

A. Systemigram 

 

Figure 3. The systemigram of Sirkel.id business process 

As shown in figure above, the systemigram contains three smaller systems which creates connections to each other. Those smaller 

systems are Sirkel.id as the company itself, the clients, and the freelancers. Each smaller system has another smaller part that defines the system 
itself. The systemigram is contextualized to the problem definition. It started with project demand from the clients and ended with payment 

done to both Sirkel.id and freelancers. 

1. Boundary-interior-exterior 

The first triplet to be defined is system boundary-interior-exterior. The interior of the system is where the solutions can be applied 

directly and the exterior is the otherwise. The boundary of the system is how porous the boundary between system interior and exterior. In this 

systemigram, the exterior of the system is both clients and freelancers, while the interior system is everything else. The boundary in this system 

is quite permeable since the exterior of the system can be affected by the change in the interior. For example, if the evaluation of the project 
changed, it can change the behavior inside the client circle.  

2. Emergence-openness-hierarchy 

For the second triplet, emergence-openness-hierarchy, it can be determined that the openness of the interior exposed to the exterior is also 

permeable and adaptive to change. Moreover, Sirkel.id is currently at the early state of growth, which allows many changes, small or big. The 
interior is also open to any new component needed. The system’s interior and exterior have hierarchical structure as well. As Sirkel.id demand 

for revenue, clients have more power in terms of hierarchy. On the other hand, the hierarchy of Sirkel.id relatively higher than freelancers, 

since freelancers are the one demanding for fees, so they have to follow any rules applied. In terms of emergence, the interior is quite adaptive 

to the emergence of new behavioral and can be applied almost instantly since the size of the company is not too big. New behaviors, the good 
one, are welcomed in the interior of the system.  

3. Structure-function-process 

The systemigram can define structure-function-process. The structure of Sirkel.id is more like a matrix organization. Each person has both 

managerial and project operational tasks. One person can contribute in one or more project operational work while still doing managerial tasks. 
Besides, marketing and project quality control function are also handled by everyone. For the process of the project, any demand acquired by 

anyone would be delivered to CEO, IT, and financial person in charge. After that, a project plan would be generated consists of project’s scope, 

time, and budget. While at the same time project manager (PM) and quality control (QC) person in charge appointed as well. In some cases, 

PM and QC are appointed first and have to prepare the project plan. 
B. Causal Loop 
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Figure 4. Causal loop diagram of Sirkel.id business process 

4. Input-transformation-output 

With input from project scope, the system’s causal loop transforms it to profit margin in so many ways. Project scope has impacts on 

project margin which has direct impact to profit margin. The increase in project scope causes project budget to increase as well. Then, it can 

directly cause an increase in project margin or take the other way to an increase in developer quality. Developer quality then increase developer 

cost and decrease operational cost, and both are directly affect the project margin in opposite action. As developer quality decrease time spent 
for the project, it also causes the decrease in managerial cost which directly increase profit margin. The increase in profit margin then can make 

another increase in itself with reinforcement loop to increase working capital, client’s company size, and project margin. 

5. Whole-part-relationship 

As a part, developer quality plays a central function in determining the number of profit margin. It moves through to profit margin in so 
many ways. However, developer quality is influenced by project budget, the higher the budget, the higher the developer quality. Determining 

the right budget for the defined project scope is also important. A mistake in determining the project budget means a fatal calculation. 

6. Variety-parsimony-harmony 

In variety-parsimony-harmony triplet, the variety can be seen from the causal loop diagram as the complexity of the system. From 
Ashby’s law of requisite variety, the number of control method should be at least the same as the variety of the system to have a full control of 

the system. To be more precise, the Ashby’s law stated that the organization should at least have three abilities: 

a. They should be at least take the same amount of actions as the observed system can show 

b. They should be take a correct alternatives set of actions to counter changes generated by the system 
c. They should be able to collet information and decide on and implement measures at a rate at least equal to the rate of change of the 

system[5] 

In Sirkel.id, the number of control action is not equal to the amount of variety of the system. The actions to take care of issues from the 

system mostly taken without any protocol and tend to be unplanned. This causes ineffective set of actions. The parsimony, or simplicity of the 

system, is not clearly defined as well. Because the organization of Sirkel.id is not fixed and the behavior of the company is very agile, the most 

efficient design of operations is not achieved yet. Both variety and parsimony should make a harmony in the organization, but in the case of 

Sirkel.id, both are not yet developed. 

C. RACI Matrix 

Table 1. RACI matrix for project operational of Sirkel.id 

 Management Project Manager Quality Control  Developer Team 

Dealing Phase     

Determination of project scope and time A/C/R R R  

Estimation of sprint iteration needed A/C/R R R  

Estimation of developer needed A/C/R R R  

Estimation of technology needed A/C/R R R  

Approval of project deal A/C/R R I  

Development Phase (Sprints)     

Development of product backlog I R/A I I 

Development of Quality Control document A I R  

Hiring developers R/A/C R R/A I 

Tasks assignment  R/A I R/C 

Determination of completed tasks  R/A I C 

Product backlog refinement  R/A I I 

Identify changes necessary to the backlog  R/A I R/C 

Backlog review  R/A I R/C 

Development status (lead or lag in term of cost and scope) I C/I R/A I 

Deployment Phase     

Integration I R/A I R 

System test I R/A I C 

7. Command-control-communication 

RACI Matrix is very useful to detect and correct any missing role in the project’s development process[4]. In Sirkel.id, RACI Matrix is not 

yet developed, but the current RACI Matrix can be obtained by looking at the actual works happened in previous projects. The RACI Matrix is 

being developed by making a list of role contributed in the project operations and tasks done from start to end. By looking at the systemigram 

and organizational structure of Sirkel.id, the resulting RACI Matrix is shown in Table 1. The development of RACI Matrix is also adjusted to 
the phase in scrum methodology[4]. 

As seen from the table, in planning phase, the communication is not clear enough because there are too many persons responsible for one 

task. It will cost more energy, causes inefficiency and confusion. This also happened in some task in development phase. Also seen from the 
table, in development phase, the approval tasks are distributed to three roles: management, project manager, and quality control. When it comes 

to decision in development preparation document, the management will be in charge. Everything about backlog would be handled by project 

manager, while the success of project would be in the hand of quality control. 

D. Intervention Points 

Table 2. The possible intervention points to the system 

Intervention Points Short Description Implementation Target 

Numbers The change in variable’s constants and parameters. Tend to be short term solution Standardization of project acceptance (scope, time, budget) 

Standardization of project’s scope adjustment 

Standardization of developer acceptance. 
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Buffers Increasing stocks capability relative to changes, to counter issue better Increasing working capital to cover small profit margin 

Stock and flow structures Changing the physical system structure Changing the organizational structure 

Changing project management flow 

Delays Decreasing some delays in system flow Standardization of payment from the client (time and condition) 

Balancing Feedback Loops Self-correcting the system with some information from it Standardization of developer acceptance 

Standardization of developer payment 

Reinforcing Feedback Loops Slowing the reinforcing loops Standardization of project’s scope adjustment 

Information Flow Additional information as feedbacks Create a system to let development information more transparent to client 

Rules Set of rules to control the system Revise managerial rules 

Revise project management rules 

Self-organization Create a system to create control system  Create basic rules that can generate another rules or control system 

In determining the intervention points, a comprehensive analysis should be done to the system. The analysis process should pay attention 

to each aspect of conceptagon, the seven triplets. As seen in Table 2, there are several solutions bounded to nine intervention points. Those 
solution are available based on the current condition of the system, as for the superior top three intervention points – goals, paradigms, and 

transcending paradigms, aren’t included in the problem context. Those solutions then shorted into seven possible solutions : (1) Standardization 

of project acceptance and adjustment, (2) Standardization of developer acceptance and payment, (3) Increasing working capital, (4) Changing 

the organizational structure and rules, (5) Changing the project management flow and rules, (6) Standardization of payment and information 
flow to client, and (7) Create basic rules to generate system control. 

 

E. Multi-Criteria Decision Making (MCDM) 

The next challenge is to choose which solution to be focused. Based on systems thinking analysis, there are at least more than one aspect 
to be considered in choosing the most suitable solution. Therefore, multi-criteria decision making (MCDM) will be used. Pugh Matrix would be 

used as it is the simplest and proper to be used as long as the result is strong and there is no further question to the chosen solution[7]. The result 

of decision matrix is not only about which solution to be focused, but also prioritizing the solutions. This means that the final detailed solution 

can be combination of some solutions. 
The first criteria to be used is about relevancy to the issue. This can be seen from the causal loop diagram, how far it takes before reaching 

the targeted issue. The causal loop will represent input-transformation-output of the solution given to the issue. The next criteria is the ease of 

implementation. This can be determined from some of the triplets: interior-boundary-exterior and emergence-hierarchy-openness. The last 

criteria would be about sustainability. The solutions would be assessed by three dimensions of sustainability – price, people, planet – or in other 
terms – economic, social, environment.  

The most important criteria from the list is the relevancy of the solution to the targeted issue. An effective solution is desirable. One level 

below that, sustainability of the solution also important, since the goal of this problem solving is to reach sustainability from the beginning. 
And the least important criteria, but still important, is the ease of implementation. Limitation in implementation would be a pain, but somehow 

it can be tackled easier than the other criteria. The weight ratio between three of them would be 5:3:2 and the assessment value would be “1” 

for low, “2” for medium, and “3” for high. The resulting MCDM shown below. 

Table 3. Pugh Matrix Result 

Alternative Solutions 
Criteria 

Total Score 
Relevance to the Issue (0.5) The Ease of Implementation (0.2) Sustainability Aspect (0.3) 

Standardization of project acceptance and adjustment 2 

(two main cause but far) 

3 

(often changed) 

3 

(brings future sustainability) 
2.5 

Standardization of developer acceptance and payment 3 

(close approach in 4 ways) 

3 

(often changed) 

3 

(brings future sustainability) 
3.0 

Increasing working capital 1 

(very far) 

1 

(low probability) 

1 

(not sustain at all) 
1.0 

Changing the organizational structure and rules 2 

(will change the causal loop itesl) 

1 

(much effort) 

3 

(brings future sustainability) 
2.1 

Changing the project management flow and rules 2 

(will change the causal loop itesl) 

2 

(sometimes changed) 

3 

(brings future sustainability) 
2.3 

Standardization of payment and information flow to client 2 

(quite far) 

2 

(never done before, quite easy) 

2 

(bound to client, hard to sustain) 
2.0 

Create basic rules to generate system control 1 

(higher rank of control, too far) 

1 

(never done before, too hard) 

3 

(brings future sustainability) 
1.6 

 
 

CONCLUSION 

To achieve sustainability, Sirkel.id should tackle the issue of profit. The prioritized solution to this issue according to systems thinking and 

multi-criteria decision making (MCDM) is to create standardization of developer acceptance and payment. 
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Abstract  

Indonesia, as one of the coal exporting countries, has exported 557 million tons in 2018, where 63% of it was exported and the rest of 37% was 

consumed to support domestic needs (DEN, 2019). Due to the significant contribution of coal to national energy source and income, it is 

important to improve the efficiency in resource and reserves exploitation which aligns with coal conservation. Based on the fact that certain 
part of a coal seam on its upper and lower parts in coal production activity is discarded, it is important to start looking into the potential revenue 

of discarded coal if a process of cleaning can be applied. Many coal companies have implemented a coal washing activity to remove unwanted 

particles from coal to increase its quality profile and meet market requirements. However, this technology is commonly used in high-grade coal 

(GAR5000 and above) instead of low-grade coal (below GAR5000). The establishment of a washing plant project requires a significant amount 
of investment. For example, an investment of approximately USD 44 million is required to develop a coal washing plant that can produce 2 

million tons of coal annually. Several coal companies have failed in the attempt to establish their coal washing plant due to the amount of 

required capital expenditure, as well as the concern of their shareholders in terms of its operational risks due to lack of experience in this 

specific field. Thus, a financing collaboration with a foreign investor is an important option for the realization of a coal washing plant project 
that may increase a coal company's financial sustainability. 

 

Keywords: capital budgeting, coal, coal conservation, coal washing plant, sustainability  

 

INTRODUCTION 

In the best practice of coal production, a particular thickness of coal in the upper and lower part of every coal layer is discarded due to its 

high ash content. High ash content (assumed to be above 5%) in low calorific value coal (assumed to be below 5000 cal/gr) is not market 

acceptable. Thus, many coal companies simply discard this part of the coal layer for having no washing plant to reduce the ash content and 

make the coal salable. The coal washing plant itself requires a significant initial investment. Many companies, especially those who operate in 
low-rank coal reserve, have failed in the attempt of establishing a coal washing plant for economical consideration; the high capital and 

operational risks for this specific field in coal washing. 

This paper proposes a scenario in funding and operating a coal washing project in a coal company (PT XYZ) in Indonesia (especially with 

low-grade coal reserves) through a joint investment with a foreign company (Supplier) to answer the problem of high capital expenditure 
requirement and unmitigated operational risks. Capital budgeting technique is used in forecasting the project's value for both companies (Coal 

Company & washing plant supplier). This paper also suggests a particular proportion of capital expenditure coverage to initiate the project as 

well as the scope of works between two companies to mitigate the operational risk. Besides, this paper also examines the range of washing 

costs that most likely to be agreed upon by both parties during project lifetime using Zone of Possible Agreement (ZOPA). 

 

ISSUE EXPLORATION 

PT XYZ is planning to build a coal washing plant for its operation. This washing plant is aimed to process approximately 30 million tons 

of dirty coal in the upcoming 14 years period. At this volume, PT XYZ has made a calculation that the required capacity of the coal washing 

plant should be 350 tons per hour. PT XYZ has engaged several potential suppliers which lead to the internal conclusion that it will be 

cooperating with a potential supplier from Germany. However, there is no deal that has been settled since PT XYZ is still conducting a more 
detailed evaluation in terms of its project economical aspect. Considering that PT XYZ operates in low-rank coal reserves, the amount of 

capital of approximately USD 44 million becomes the burden to initiate the project by itself. PESTLE analysis was also carried out to see the 

bigger view of the opportunity in the long run. PESTLE analysis is a tool that is used to identify and analyze the key drivers of change in the 
strategic business environment (Thompson & Martin, 2016). The most significant element of PESTLE in this paper are the Political and 
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Economic elements. In the political element, PT XYZ is operating in Indonesia where coal conservation is strongly encouraged by the 

government. The coal conservation is explained in the guide to Good Mining Practice (GMP) that is stated in (Kementerian ESDM RI, 2018). 
In the economic element, since the cooperating company comes from Germany where the cost of capital is as low as 8.98% (Damodaran, 

2020), PT XYZ may get the benefit of lower return requirement demanded by the supplier compared to local suppliers who have approximately 

the same cost of capital with PT XYZ. 

PT XYZ and the supplier will finance the capital requirement at a particular proportion. The supplier proposed an option of 15%, 25%, 
and 30% of the total capital requirement to be covered by PT XYZ. The option of 25% and 30% are not likely to be accepted by PT XYZ for 

the source of financing ability issues. However, PT XYZ is still trying to seek a way whether this project may answer the two questions from its 

shareholders: (1) how are the project's economic feasibility and risk level?; (2) how do we mitigate the operational risks since we have no 

previous experience in this specific field of coal washing? 

To answer the first question, this paper examines the cost of capital from both sides of PT XYZ and the supplier. Furthermore, this paper 

proposes the optimum capital budgeting to see whether the D/E ratio is acceptable for PT XYZ to proceed with a loan application and allocate 

its equity for the investment. The other important point is to examine the scope of work to answer the second question related to operational 

risk mitigation due to PT XYZ's lack of experience in coal washing. The scope of work will be based on each company's expertise, where PT 
XYZ is responsible for material excavation and handling, while the supplier is responsible for all processing activity in the coal washing plant. 

The supplier will be paid at a fixed rate for every ton of coal processed in the coal washing plant. This option becomes interesting to PT XYZ 

since the supplier is from Germany where the average foreign investment return is typically low, which is around 3.69% in the 2009-2017 

period (Kiel Institute of The World Economy, 2019). Thus, this paper also examines if there is any range of coal washing fee negotiation PT 

XYZ has since it is significant in the total cash cost of coal produced from the washing process. 

 

EXISTING OR PROPOSED PRACTICES 

At first, this paper split the scope of works of both PT XYZ and the supplier based on each expertise. PT XYZ will be responsible for 

material excavation, handling, and sales. The supplier will be responsible for processing the dirty coal delivered by PT XYZ until the washing 
plant produces clean coal from the process. The financial models for both companies were constructed. The next step is to calculate the cost of 

capital of both companies (PT XYZ and the supplier) to obtain the WACC. The WACC then will be used as the interest rate in the financial 

model to calculate the NPV and IRR.  

The NPV and IRR result of PT XYZ is compared with the minimum NPV and IRR obtained from an interview with one of its managerial 
person. The NPV is obtained through the calculation of Free Cash Flow (FCF), which is defined as the firm's cash flow representing the 

available cash to its investors and debt providers after the firm has met all operating needs and paid net investment in both fix and current assets 

(Gittman & Zutter, 2010) The desired NPV and IRR of the supplier are proposed based on the return the supplier may earn for selling their 

product only at the beginning of the project. Considering that the supplier will be involved for years of operation, then the proposed minimum 

return of the supplier is higher since PT XYZ will be sharing the risk as well with the supplier. 

Also, this paper simulated the range of possible coal washing rate where both PT XYZ and the supplier still earn the acceptable project 

value. This range of possible coal washing rates will be later be proposed to PT XYZ to be used during the negotiation with the supplier. To 

obtain the range of possible washing rate costs, this paper uses the Zone of Possible Agreement method. Fisher and Ury (1981) originally used 
the term of ZOPA to describe the bargaining range or the field of play in which the two parties are about to enter in negotiating a price for 

goods or services. 

To examines the risk level of the project, this paper examines the assumption of the coal price index used in the assumption of using 

probability analysis. The probability analysis is conducted based on coal future prices within the 2020-2022 period. The base of data use is 
limited to 2 years since the further coal price market will be more likely to be affected by post-COVID-19 pandemic since the global citizen 

habit is shifting and may result in increasing or decreasing energy consumption, which also affects the demand of coal worldwide. 

 

ANALYSIS OF PRACTICES 

The total capital requirement of the project is USD 44 million. PT XYZ will be covering 15% of the total capital requirement or equal to 

USD 6.7 million. PT XYZ will be financing the capital responsibility with 75% of debt and 25% of equity. The debt interest rate is obtained 

through the addition of the Indonesian Long Term Bond Rate and Indonesia default risk as of 1 July 2020. Indonesian LTBR was 7.19% in the 

last 10 years (PHEI, 2020), while Indonesia's default risk was 2.82% by January 2020 (Damodaran, 2020). Given that the tax rate of PT XYZ is 
25%, the cost of debt of PT XYZ is 7.51%. The cost of equity of PT XYZ was calculated by taking into account the risk premium derived from 

the difference between market return and the risk-free rate. The market return was calculated using the geometric mean method, based on 

monthly data of JKSE for January 2017 to December 2019 period. 

The scope of works of both PT XYZ and the supplier is based on each expertise (Table 1). PT XYZ will pay the supplier for every ton of 

coal processed in the washing plant. Thus, the only source of revenue in the supplier side is from the washing fee. 

 

 

 

 

 

 

 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 1073  

 

 

Table 1 Project Scope of Works of PT XYZ and the supplier 

 
 

The cost of the capital of the supplier is significantly lower than PT XYZ. The supplier has the benefit of a lower cost of debt, thus, lower 

cost of equity compared to PT XYZ. It means that cooperating with this supplier will become more beneficial for PT XYZ since the agreement 
has a higher possibility to be achieved at a lower washing fee compared to a similar local supplier. At the percentage of debt totaling 86% of 

total financing from the supplier side, the weighted-average cost of capital is as low as 8.98%. It implies that the supplier may have better 

project financial performance if they increase the proportion of debt to finance the capital requirement from their side. 

 Based on the financial model ran using the obtained WACC, PT XYZ is forecasted to earn USD 29.7 million NPV at 52% IRR. On the 
other side, the supplier is forecasted to have an NPV of USD 42.5 million at 23% IRR. These results were calculated using the washing fee of 

USD 6.04 /ton at 81% product yield. The sensitivity analysis was conducted to see what parameters affect the NPV significantly. The 

sensitivity analysis was conducted based on the upside and downside scenario, where both have a change of 20%. The most sensitive 

parameters are coal price, yield, and washing cost (Figure 1). The coal price is a proposed assumption at a conservative level which will be 
explained in a further paragraph. The yield is based on the joint calculation between PT XYZ and the supplier. This is a calculated number 

based on the plant efficiency and coal quality which are given parameters. 

 

 

Figure 1 Sensitivity Analysis of Project Financial Performance 

 

The base case of the financial model has used the conservative coal price index assumption. To calculate the probability of the coal price 

index used in the financial model, this research used the data from Barchart ICE Newcastle Index Future Price (Table 2). 

 

Table 2 ICE Newcastle Future Price (retrieved from www.barchart.com) 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 1074  

Month Future Coal Price Month Future Coal Price

Jul-20 $54.20 Aug-21 $65.55

Aug-20 $54.20 Sep-21 $65.75

Sep-20 $55.20 Oct-21 $67.00

Oct-20 $56.85 Nov-21 $67.25

Nov-20 $57.45 Dec-21 $67.85

Dec-20 $58.15 Jan-22 $67.25

Jan-21 $60.25 Feb-22 $67.35

Feb-21 $60.85 Mar-22 $68.05

Mar-21 $61.40 Apr-22 $70.00

Apr-21 $62.65 May-22 $70.70

May-21 $63.25 Jun-22 $70.80

Jun-21 $63.90 Jul-22 $70.80

Jul-21 $64.70  
 

The coal price index used in this research is based on the Newcastle Thermal Coal index and adjusted to PT XYZ coal quality. The 

assumed Newcastle Index is USD 62/ton. Based on probabilistic analysis, the possibility of the coal price is lower than the assumed price is 

below 30% (Figure 2). This analysis will become one of consideration of PT XYZ in deciding whether to establish the project or not. 

 

 

Figure 2 Coal Proce Probabilistic Analysis 

 

Based on the result of the calculation, the project is profitable for both PT XYZ and the supplier at the base case scenario. In regards to the 

coal washing fee, PT XYZ will likely proceed if the washing fee does not exceed USD 7.69/ton which is resulting in the IRR drop to 30%. On 
the side of the supplier, the minimum coal washing rate of USD 5.05/ton is expected to be required to proceed to agreement signing. Thus, the 

zone of possible agreement of both companies in terms of washing fee is expected in the range of USD 5.05/t to USD 7.69/t. 

 

 

CONCLUSION 

The high amount of capital requirement in a coal washing project that may be overcome by conducting joint investment with foreign 

companies that are expected to have a lower cost of capital profile. Coal companies that previously failed to establish a similar project may 
reevaluate the possibility of cooperation with foreign plant suppliers using the scenario presented in this paper. As the capital requirement may 

be reduced on the side of particular coal companies in establishing the coal washing projects, we can expect that a certain growth in the use of 

this technology in the future. Given that Indonesia still has very big reserves in coal totaling 37 billion metric tons by June 2018 (Kementerian 

ESDM Republik Indonesia, 2018), if it is assumed that the coal washing may add the recovery by 5%-10%, the amount of potential revenue 
will be increasing accordingly. By processing previously discarded dirty coal, into clean-yet-saleable coal, it means that the available coal 

reserves may be exploited more efficiently, and improve the company’s profitability. To be sustainable, the company has to be profitable as 

economic sustainability is part of a corporate sustainability pillars (Purvis, Mao, & Robinson, 2018). Thus, the increasing profit within the 

operation will also increase the industry’s sustainability in today’s maturing reserves condition. The sustainability of coal companies will 
remain important not only to Indonesia but also to the world that will still be using coal as one of the primary energy sources for many decades 

ahead (Kellow, 2019). 
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Abstract  

Indonesian nation is a great nation with diversity of ethnic groups, cultures, customs, religions, and even languages that spread throughout the 

archipelago. Each region or ethnic group has its own language to communicate each other. There are at least about 652 regional languages in 

Indonesia in 2018 which were recorded by the Language Development Board of the Ministry of Education and Culture. Languages derived 

from one parent origin (cognate) have a kinship in ancient times. This is indicated by the similarity in form and meaning which is a reflection 

of the history of the same inheritance (Keraf, 1996:34). This study concentrates on exploring the factors that determined Acehnese Language, 
Gayo Language, and Alas Language to be categorized or concluded as Languages of relatives. Also to see how close the kinship of Acehnese 

Language, Gayo Language, and Alas Language. This research uses language grouping methods as well as word comparison and word meaning 

techniques. The results showed that the relationship between Acehnese and Gayo languages was 57%, Acehnese and Alas languages were 53%, 

and Gayo and Alas languages were 62%, it could be concluded that Gayo and Alas languages had a closer kinship level than with Aceh- Alas 
language and Aceh-Gayo language, and language status (Language) with the percentage of words relatives (Family Family) 100-81%, with a 

percentage of 81-36%, family (Stock) with a percentage of 36-12% , microfilum with a percentage of 12-4%, mesophyllum with a percentage 

of 4-1, macrophils with a percentage of 1- less than 1% are the factors that determine the Acehnese language, Gayo, and Alas are the languages 

of relatives ( family). 

 
Keywords: Linguistics, kinship, Acehnese language, Gayo language, Alas language. 

 

INTRODUCTION 

Indonesia is a large nation with a diversity of ethnic groups, cultures, customs, religions, and even languages that spread throughout the 
archipelago. Each region or ethnic group has its own language to communicate to each other. There are at least about 652 regional languages in 

Indonesia in 2018 which were recorded by the Language Development Board of the Ministry of Education and Culture. 

Language is a communication tool that has a very important role, language can interpret what is being conveyed by a communicator to the 

communicant and expressing himself in interactions in society. Because as true human nature is a social being. Humans cannot live alone, they 
need each other and interact. To realize the goal of good social interaction is to communicate in languages that can be understood by each 

other. 

Over time, the language will change and develop. Language change and develop is directly proportional to its speakers and is influenced 

by the migration motion of the spread of parent languages. Languages derived from one parent origin (cognate) have a kinship in ancient times. 

This is indicated by the similarity in form and meaning which is a reflection of the history of the same inheritance (Keraf, 1996:34). 

Likewise what happened in Acehnese, Gayo and Alas. That there is a change or shift in language such as borrowing words from other 

languages into local languages. And then the language develops in terms of certain vocabularies. Indonesia is one of the Austronesian language 

users. Salzner, SJ Esser, and supplemented with Dyen's notes, mentioned that the Acehnese language, Gayo language, and Alas language were 

a group of West Austronesian languages (Keraf, 1996: 206; Sudarno, 1994:112). 

 

Chart 1: Language grouping in Indonesia according to SJ Esser 

 

1. Ex. Sumatra 1. B. Aceh B. Alas 

2. Ex. Java 2. B. Gayo B. Toba 

3. Kel.Kalimantan 3. B. Batak B. Karo 
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4. Kel. Bali-Sasak 4. B. Minangkabau B. Dairi 

5. Ex. Philippines 5. B. Melayu B. Pakpak 

6. Ex. Gorontalo 6. B. Melayu Melayu 

7. Kel. Tomini 7. B. Rejang Lebong 

8. Ex. Toraja 8. B. Lampung Language 

9. B. Simalur in Indonesia 9. Ex. Loinang 

10. B. Nias     10. Ex. Bungku-Pria 

11. B. mentawai     11. Ex. South Sulawesi 

12. B. Enggano     12. Ex. Muna-Butung 

13. B. Loncong     13. Ex. Bima-Sumba 

14. B. Lom     14.  Ex. East Ambon 

15. B. Orang Laut     15. Kel. Sula-Bacan 

16. Kel. Halmahera Selatan-West Irian . 
 

Source: Saaleh Saidi in Comparative Linguistics of the Archipelago (1994:21). 

 

ISSUE EXPLORATION 

Judging from the geographical location and grouping of languages, the Acehnese, Language the Gayo language, and the Alas language are 
very close to being on the island of Sumatra, Aceh Province, and originating from a group of languages or groups of Sumatra which turned out 

to show a kinship. 

A similar study was examined by Novita Sari (2012) which focused on the Austronesian or Polynesian Malay family. Answering 

assumptions about the kinship of the three languages there are similarities and similarities in form and meaning which are reflections of the 
same historical heritage. Following up on previous research, in this case the researcher concentrated on exploring what factors influenced the 

Acehnese Language, Gayo Language, and Language Alasto be categorized or concluded as Language of relatives. Also see how close the 

kinship of Acehnese Language, Gayo Language, and Alas Language. 

This research uses language grouping methods and techniques of word comparison and word meanings. The steps taken by researchers 
there are several stages: First, collecting 300 basic vocabulary compiled by Morris Swades. The method used in providing this data is a 

referential method with note taking (Kesuma, 2007:48; Sudaryanto, 1993:13-16; Sudaryanto, 1988:5). Second, determine and determine the 

word relatives (cognate) in order to find the level of kinship of the three languages by classifying based on: (a) identical pairs, (b) pairs that are 

phonemic correspondents, (c) pairs that are phonetically similar, (d) a couple different phonemes. Third, the classification ofsystems kinship, 
whether as a language (language), family language (subfamily), language family (stock), microfilum, mesophyllum, or macrophilum (Keraf, 

1996: 126-128). 

 

EXISTING OR PROPOSED PRACTICES 

Position or relationship between the language of one relative with the language ofrelatives other. The following is the level of percentage 
of kinship from each language. shows that the percentage of relatives said from Acehnese, Gayo, and Alas languages is quite diverse. The 

biggest percentage of relatives was between Alas and Gayo by 62%, Acehnese and Alas by 53%, then Aceh and Gayo by 57%. Then it can be 

concluded that the Gayo and Alas languages have akinship level closerthan the Acehnese and Alas languages as well as the Acehnese and Gayo 

languages. 

 

ANALYSIS OF PRACTICES 

Kinship Relationship of Acehnese Language, Gayo Language, Alas Language 

Acehnese Language and Gayo Language 

As mentioned above after collecting and determining relatives, the next step is to find the percentage of relatives with the formula: 

 

C = Vt x 100% Vd 

Description: 

C = said relatives; Vt = number of relatives' vocabulary; Vd = number of words taken into account 

C = Vt x 100% = 170 x 100% = 0.57 x 100% = 57% Vd 297 

After adding up the results get 57% kinship between the Acehnese and Gayo languages. 

Acehnese Language and Alas Language 
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As mentioned above after collecting and determining the word relatives, the next step is to look for the percentage of relatives with the 

formula: 

C = Vt x 100% Vd 

Description: 

C = the word relatives; Vt = number of relatives' vocabulary; Vd = number of words taken into account 

C = Vt x 100% = 157 x 100% = 0, 53 x 100% = 53% Vd 296 

After adding up the results get 53% kinship between the Acehnese Language and the Alas Language. 

 

Gayo and Alas languages 

As mentioned above after collecting and determining the word relatives, the next step is to look for the percentage of relatives with the 

formula: 

C = Vt x 100% Vd 

Description: 

C = the word relatives; Vt = number of relatives' vocabulary; Vd = number of words counted 

C = Vt x 100% = 183 x 100% = 0, x 100% = 62% Vd 296 

After adding up the results, which is 62%relationship kinship between Gayo and Alas. 

The results of the percentage calculation above, to find out how the position or relationship between the language of one relative with the 

language ofrelatives other. The following is the level of percentage of kinship from each language. shows that the percentage of relatives said 
from Acehnese, Gayo, and Alas languages is quite diverse. The biggest percentage of relatives was between Alas and Gayo by 62%, Acehnese 

and Alas by 53%, then Aceh and Gayo by 57%. Then it can be concluded that the Gayo and Alas languages have akinship level closerthan the 

Acehnese and Alas languages as well as the Acehnese and Gayo languages. 

 

Factors that Determine the Kinship Relationship between Language Acehnese, Gayo Language, and Alas Language as Relative 

Languages 

Based on Keraf (1996:135), Swadesh classifies thekinship system language, there are several levels of language that are the reference for 

determining the kinship of a language, namely: 

Language (Language) with the percentage of words relatives 100 - 81% 

Family (Language Family) with a percentage of 81-36% 

Clumps (Stock) with a percentage of 36-12 

Microfilum with a percentage of 12-4 

Mesofilum with percentage 4-1 

Macrophilum with percentage 1- less than 1% 

Thus the process of determining and determining groups of words and kinship between the Acehnese Language, Gayo and Alas Language 
can be concluded with real and significant that Acehnese, Alas languages, and Gayo language is included in the category of the family (family) 

language. 

 

CONCLUSION 

The Acehnese and Gayo languages have 297 complete pairs, 3 words that do not count from 300 vocabulary words. and there are 170 

pairs of words of relatives or only 57% of words of relatives. Acehnese and Alas languages have 296pairs complete, 4 vocabularies that do not 

count from 300 vocabularies, and there are 157 pairs of relatives or only 53% of relatives. Gayo and Alas, have 296 complete pairs, words that 

do not count from 300 vocabularies. There are 183 pairs of relatives or only 62% of relatives. 

From the percentage of kinship words shows that Acehnese and Gayo languages are 57%, Acehnese and Alas languages are 53%, and 

Gayo and Alas languages are 62%, it can be concluded that Gayo and Alas languages have a degree of kinship that is closer than the Aceh-Alas 

language and the Aceh-Gayo language. 
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Abstract  

The coal mining business is a capital-intensive business. This business is the field of the risks and the uncertainties throughout the lengthy 
project life-cycle. Valid feasibility assessments, appropriate out-sourcing policy and pricing, and optimal risk management are the critical 

components in the success and sustainability of this business. Capital budgeting modeled and supported by comprehensive & continuous 

analysis of the company's external and internal conditions is used to review the coal mining project's economic feasibility and provide 

additional insight into risk management strategies. Further review of all risk factors in terms of capital budgeting analysis variables is 
considered the basis in the business risk mitigation and treatment process. Strengthening the function of mine services contracts, as one of the 

tools to manage the mining risks, is conducted by analyzing and adjusting the contractual work scopes and prices to optimize the returns and 

reduce the harmful risks to maintain business sustainability. 

 
Keywords: capital budgeting, coal mining, contract, risk management, sustainability  

 

INTRODUCTION 

According to Kenneth A. Froot (2007), the cost of bearing risk is a crucial concept for any corporation. The company's ability to manage 

the risks and utilize the opportunities is an added value in the business. The company's policy decisions should relate to the considerations 
regarding the benefits and costs of business risk. The coal mining business is a capital-intensive business with long-term project duration. This 

business is exposed to a high level of uncertainty and intensive business environment risks. As part of the commodities trading business with 

the scope of global-scale relations, this business is affected by intense fluctuations of market prices and uncertain changes of macroeconomic 

conditions. Besides the financial & economic factors, others critical risks including operational, political & legal, regulations, occupational 
health and safety (OHS), and environments influence the coal mining business and has a both direct and indirect impact on the company's 

business process. The company's ability to manage these risks is a strategic resource to avoid adding costs in managing the effects of hazards 

and providing a framework for utilizing the opportunities that arise. 

This business's high-value cost components include licensing, coal resources exploration, land acquisition, physical facility construction, 
land rehabilitation, and the mining operation cost covering the equipment capital costs, fuel supply, and labor costs. Most of the coal mines in 

Indonesia tend to use the out-sourced service providers or contractors as partners in their business practices for various business processes. The 

use of partners is intended as a risk-sharing strategy in this high-cost and high-risk business. Furthermore, the decision to use these out-sourced 

services also considered because of their capabilities on necessary and specialized skills, the experience to carry out the works, more 
considerable integrated resources ownership advantages, and the ownership of the specific work permits, licenses, equipment, and the 

techniques. Out-sourcing the service in the core work lines of mining projects such as the overburden removal activities, coal mining, and its 

related support activities such as land clearing, blast hole drilling, and blasting, and mine pit dewatering, which are the most significant cost 

components of the project offer mine's owner company additional economies of scale through the access to adequate capital and various 
resources in the mining and supported technical areas such as mine management, short-term planning, and materials handling. Contract mining 

may also minimize the owner's capital exposure and allowing the company to utilize limited cash (Rupprecht, 2014). In the cost optimization 

concern, the use of mining contractors opens the opportunity to operate the mines at a lower cost due to contractor's flexibility advantages in 

accessing and utilizing the various equipment resources status.  

Out-sourcing the mining activities is fundamentally about managing the majority business risk. Contractual scopes of work are the focus 

points of the contractors in implementing risk management. With various scale resources, the contractors provide the flexibility for mine's 

owner companies to perform multiple strategic options to adapt to the fluctuating external & internal conditions. Different technical options are 

available for the contractors in terms of the flexibility in managing equipment and workforce resources to provide a discussion room with the 
mine’s owner companies in adjusting the production targets as one of the company's strategic plans to answer the challenges of business 

conditions.  
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Two of the biggest concerns with contractors’ use are the increase in costs and the loss of intellectual property (Ruppercht, 2014). This 

paper aims to further discussion regarding the costs related to the cooperation scheme of a mine’s owner and the out-sourced mining services 
contractors by developing a capital budgeting model integrated with a registered risk management system. This research is conducted to 

reviews the economic feasibility of the mining project, construct a preliminary portrait of mining project risks, and deliver a proposed model of 

a strengthened mine services contract in terms of cost optimization and concerning integrated business risks of both parties. This research 

provides a coal mining business reviews in PT XYZ, a mine owner company, domiciled in Indonesia. To accommodate PT XYZ’s needs in 
maintaining the production capacity, in 2020, the company has plans to open two new mine areas, replace mining service contractors in 4 

contracted mine areas, and plan the contract extensions for two others contracted mine areas. PT XYZ operates with the support of 119 out-

source vendors, including five mining service contractors, as the primary partners, to support the company’s business lines. The 

implementation of these projects should adequately implement the principles of valid project feasibility assessments, optimal pricing, and 

optimal improvement of the mining service contract as a control function to ensure that project’s objectives are economically achievable. 
 

ISSUE EXPLORATION 

Various challenges will still be faced by coal industry companies in 2020 and going forward. The downward trend in coal selling prices in 

2019 is predicted to continue in 2020. The uncertainty of various global industries' growth, the main costumers of coal mine products, 

exacerbated by world health pandemic conditions of Covid-19, began at the end of 2019, has negatives impacts on the global economic 

growths. The players in the coal production industry need to tighten the belts, and the companies are indeed required to be able to manage 
strategies in dealing with various issues that will be faced. Effective business risk management is seen as a wise step that can be taken by the 

company to avoid unexpected costs increase, which is affected by changes in the company's internal or external conditions. 

This research intends to answer the following questions concerning the study of project feasibility and risk management in one of the new 

field development projects planned at PT XYZ: (1) Is the project to be run economically feasible for PT XYZ? (2) What price can be given to 
the mining service contractor to be financially viable for the contractor and optimal for PT XYZ? (3) What are the main risks of this mining 

project? (4) Is there still room to adjust the contract scheme to support the optimization of risk management? (5) How should the main risks be 

managed in the mine development project?. To answer the question, the research method of this paper adopting the Exploratory Sequential 

Mixed Method design by Cresswell (2012) with conducting both quantitative and qualitative in sequential. Qualitative data is collected and 
analyses in the first phase. The results are used in designing quantitative data collection methods. Qualitative data is obtained from the 

observations of the company's external and internal conditions as well as the factors that influence the business process and cost from the inner 

business process observation and literature study using PESTLE analysis, VRIO analysis, and Value Chain analysis. Quantitative data collected 

in the second phase from a large population to generalize the findings. The data produced from the study and capture internal company's data 
and documents in the form of a feasibility study of the studied mine area. The quantitative data also come from the review on the 

macroeconomics, markets, and industrial handbooks for mining activities. The information is obtaining to perform optimum estimated capital 

budgeting, which supported by various uncertainty analyzes for mining contractor that used as the basis for optimal services pricing. More 

importantly, the data are formulated and simulated integrated to review the PT XYZ's position in analyzing its feasibility. These integrated 
methods are to examine all of the cost variables associated with the construction of the capital budgeting model, including the existing scope of 

works in the contractor's mine services contracts, market coal prices, as well as the appropriate services price for the contractor. The scope of 

work that is adjusted is expected to provide clear boundaries and part of the active risk mitigation under the capacity of each party. Registered 

risk management methods from ISO 31000 are using to manage all data collection steps, analysis, modeling, evaluating, and reviewing. 

 

EXISTING OR PROPOSED PRACTICES 

According to the review of existing mining value chain activities in PT XYZ, the main risks that might be considered are identified as the 

geological conditions and the modeling risks, mine’s stripping ratio control, mine’s design, geotechnical stability, occupational health and 

safety, environment, contractual & litigation issues, community issues, as well as the operation risk such as equipment selection, equipment 
performance, and production or operation costs achievement. It should be realized that all the risks are difficult to quantify. There is more 

subjective judgment required for risk issues taking into consideration risk allocation, such as the expertise’s justification and the relation to the 

regulators. 

The financial and quantitative factors of the PT XYZ’s cost structure, reflecting some above risks, become the focus of this research. At 
first, this research spelled out the scope of works of both PT XYZ and the contractor base on the existing contract model in mining services. 

The contractors are fully responsible for the management of mining operations, such as the cost of the financing of heavy equipment, 

workforces, consumable goods, equipment maintenance activities, the construction of supported infrastructures for contractor’s operational, 

operational management, ranging from land clearing activities, overburden removal, material supply, and the activities of blasting, coal mining, 
waste dump management, as well as the mine pit dewatering management. PT XYZ itself is responsible for other non-operational risks, like 

coal quality deviation, mine stripping ratio achievement, fuel supply, safety and environment issues, and licensing. Both parties also share 

several risks, such as managing external and community issues and human resources management. PT XYZ pays the contractor’s work using a 
volume-based unit price scheme, as the compensation for the management of the mining works, costs, and risks based on the scope of the 

cooperation contracts. This research is expected to provide insight to PT XYZ how the effectiveness of risk management in the form of work 

scope allocation regulated in the existing typical cooperation contracts to optimize returns and reduce harmful risks. The proposed model will 

be given considering risk factors impacts on the business and the qualitative consideration of PT XYZ’s resources.] 

 

ANALYSIS OF PRACTICES 

[The mine development project in the studied new area of PT XYZ required US$ 40.5 million multi-year capital cost, covers the overall 

physical infrastructures and heavy mining equipment needs. The project is planned to be out-source contracted for five years, starting from 

2020 to 2025, with annual coal production targeting around 3 million tons. The responsibilities allocation under normal conditions refers to the 

current contract's scope of works in PT XYZ's mining operation. PT XYZ is responsible for the construction of the hauling roads, coal crushing 
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plants, weighbridges, and central fuel storages, with a percentage of 8.8% of the total capital cost. The rest of the capital cost related to 

supporting active mining activities to become the contractor's responsibility covers 91.2% of capital costs. Both companies are estimated with 
70:30 debts to equity financing schemes. The debt interest rate is obtained through the Indonesian Long Term Bond Rate and Indonesia default 

risk as of July 1, 2020. Indonesian LTBR was 7.19% in the last ten years (PHEI, 2020), while Indonesia's default risk was 2.82% by January 

2020 (Damodaran, 2020). The inflation reference data is sourced from the official release of the Central Bureau of Statistics of the local 

Province in the last five years, while the labor cost data and the annual increases refer to the local Regency minimum wage data with the same 

data source and period. 

PT XYZ's revenue was calculated using a geometric mean method based on the Indonesian Coal Index's monthly data from the 2017 to 

2019 period and adjusted with the coal quality of the studied area. The operation expenses on PT XYZ's side in the forms of coal mining 

service cost in specific volume basis unit rate for overburden removal and coal mining, fuel cost, coal processing plant cost, port and barging 

cost, shipment cost, sales fee, royalties, and also the others support cost such as the overhead cost. PT XYZ is also subject to a 45% corporate 

tax obligation. On the other hand, the operation expenses carried out by the contractor related to the costs arising in the operation of mining 

equipment, such as the cost of maintenance activities, consumable goods procurement, and workforces, as well as blasting and pit dewatering 

costs. The contractor subject to a 25% corporate tax obligation. The payment from the company will be the only contractor's revenue. For 
normal conditions, the current contractual mining service rates from the same production capacity's contractors are used as the initial review for 

project feasibility analysis on the contractor's side. 

Based on the capital budgeting model ran using the obtained WACC, PT XYZ is forecasted to have US$ 45.98 million of NPV at 

460.35% IRR, 0.23 years PBP, and 10.75% net profit margin. On the other side, the contractor is estimated to earn US$ 21.28 million of NPV 
at 33.18% IRR, 2.31 years PBP, and 27% net profit margin. The economic issues in the normal condition are not a concern for both parties, 

except for the estimated net profit percentage of PT XYZ that needs improving. Still, the fluctuations in external conditions and the potential 

inconsistency on the inner side pose the risks and the opportunities that need to be managed. The scenario analysis was conducted to see what 

variables affect the economic review significantly for both parties as part of the detailed risk evaluation phase. The scenario analysis was 
conducted based on the 20% up-down changes of all variable parameters related to the quantitative and quantifiable risk factors, including the 

economic factors, market, operational, and planning sides (see Figure 1 and Figure 2). 
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Figure 17 The scenario analysis of mine owner, PT XYZ. 
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Figure 18 The scenario analysis of the mining contractor. 

 

The most sensitive parameters for PT XYZ are the coal index price, geological/ planning factors, and SR achievement. Simultaneously, 
the contractor's mining service price, the available area to be mined, and equipment productivity achievement are the contractor's significant 

economic drivers. All the significant costs driven from both parties, not limited to those three main driving factors, are integrated simulating to 

get the optimal risk mitigation and treatment formula, which will be outlined in the contract scope adjustment as well as the adjustment of the 

service price. 

The coal price on the initial condition assumption is at the conservative level in terms of historical data. Amid the significant decline in coal 

prices in 2020, the sensitivity of the coal selling price towards net profit gained will be tested to obtain the project break-even point (BEP) of 

the cost. The BEP would be a hardship clause condition reference and part of the submission of the hardship mechanism's implementation. This 

clause becomes a mutual concern that the conditions of difficulties will be understood by both parties and intended to ensure PT. XYZ operates 

in a non-loss condition. 

In parallel, the flexibility of contractor's service prices, the most sensitive component for the contractor, is possible to be adjusted to some 

position, including the lowest level of net profit acceptance under PT XYZ's worst conditions. In this research, the WACC value is used to 

reference the minimum risk-return for the project. Further sensitivity analysis is conducted to define the optimal price given to the contractor. 
The multi tiers mechanism of mining rates for the specific coal index price range is proposing. The detail price components in this price-tiers 

mechanism area produced base on the evaluation of the sensitivity analysis conducted towards the net profit gained. This mechanism is 

proposed to ensure the reduction of the economic risks in terms of price fallen condition by getting lower prices from the contractor and allows 

them to get the opportunity to get a higher return by giving premium rates in better coal price condition. 
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The factors of mine planning, such as the geological accuracy and the availability of mines area, are the second most influential risk factors 

in the capital budgeting modeled. They are proposed to remain on the PT XYZ's responsible side. This consideration is base on the owner 
company's expertise in this area. This concern also aimed to accommodate PT XYZ's flexibility to carry out a planning strategy to adapt to 

various conditions changes. As a reciprocal, to ensuring the certainty of contractor's investment returns and the business risks, two conceptual 

models are initiated to propose: (1) Implement a minimum guarantee of production volume; (2) Implement the multi-tier price mechanism of 

the production volume basis. Both of these options are tested with advanced sensitivity analysis towards the net profit gained to determine the 
best choice in managing PT XYZ's risk and return. Another planning factor that should be considered is the mine stripping ratio (SR) 

achievement. In terms of this function closely related to revenue and cost comparison of the coal mine project, the SR achievement factor 

proposed to be mitigated as a risk-sharing condition. Due to market fluctuation conditions, the SR achievement factor is intended to mitigate in 

an agreed annual commitment scheme. The risks for the changes of the SR scenario every year will be PT XYZ's responsible. At the same time, 

the achievement of the annual SR as a result of operational activities and inconsistency short-term mine planning will become the contractor's 

responsibility. 

The equipment productivities are proposed to remain fully allocated in the contractor's responsibility in the form of volume basis price for 

the mine services and contracted fuel consumption ratio. This allocation is considered given that productivity management expertise is inherent 
to the contractor's capacity advantage. The consideration is regarding the contractor's capacity and flexibility in managing some benchmarking 

and knowledge sharing in all other projects spread across the nation. The value of productivity's contracted commitments also affects the price 

of work and the value of the fuel consumption ratio. It is determined by using a statistical analysis of historical data adjusted to the specific 

conditions of the studied area. Then, the contractual prices are given for a particular contractual distance benchmark. The changes and 
achievements of material hauling distance directly influence the performance of machine productivity and are compensated by adding and 

subtracting the prices with a special rate for each unit distance changes. The assessment of the amount of the hauling distance adjustment 

reviewed using a sensitivity analysis considers the specific variable cost, which will change impacted by the distance changes. Another 

technical factor, the contractor's heavy equipment performance for physical availability, is proposed on key performance indicator (KPI) 

mechanism with bonuses and penalties in managing the performance. 

Other components with small impacts like the inflation, tax, loan portion, supervision ratio, wage cost increase, and loan interest rate, are 

proposed to mitigate by each party. In addition to the insignificant impact, consideration for this allocation scheme relates to the company's 

specific internal strategy and its relation to specific obligations for the companies. 
 

CONCLUSION 

The coal mining business is a capital-intensive business with a long project duration. These businesses are fields of risk and uncertainty 
along the project life-cycle. Managing the projects with valid feasibility assessments, optimal pricing, and optimal improvement in terms of 

mining risk control are needed to ensure that project's objectives are economically and technically achievable. Capital budgeting modeling is 

supported by comprehensive & continuous analysis of the company's external and internal conditions to identify the overall business 

components and risks, with the primary aim of determining the economic feasibility study of a mining project and provide additional insight to 
the company in terms of integrated risk management. The continued evaluation of risk factor management in this capital budgeting modeling is 

seen could providing primary considerations for risk mitigation and treatment decisions in the form of detailed contractual work scope in out-

sourcing the mine services. Furthermore, it is intended to strengthen the function of contracts in business risk management. Risk management's 

implementation integrated into the capital budgeting approach is expected to optimize returns and reduce harmful risks to maintain business 

sustainability in adapting business environments' fluctuating conditions. 
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Abstract  

With the high enthusiasm to continue innovating, transforming, and adapting to the needs and trends of the digital business industry, Telkom 

Indonesia needs the best talent to make it happen. Since 2018, Digital Business Directorate (DBD) has established CODEX powered by 

Telkom Indonesia which plays a role as an internal digital talent recruiter and manager through its website and talent management system. 
CODEX was targeted to be able to hire 695 digital talents in 2020 for DBD and has a strategy by having an employer branding division to 

spread brand awareness but until February 2020, it only reached an insignificant rate of success. This study is aimed to propose an employer 

branding strategy especially its activity using digital platforms to leverage the attractiveness of the organization and intensions of word-of-

mouth. The study method used was qualitative along with primary and secondary data analysis. First, the author detected how was the talent 
journey map by using Talent Journey Map through in-depth interviews with DBD new joiners through CODEX. Then, the author found several 

issues and later the data compiled by using the Value Proposition Canvas. After knowing the talent profile, the value map was established with 

results of CODEX’s employer branding was suggested to provide an informative digital platform and social appearance through social media. 

To achieve the objective of leveraging the attractiveness of the organization and intentions of word-of-mouth, CODEX could provide an 
informative digital platform and social appearance through social media by presenting organizational warmth and organizational competence. 

 
Keywords: Employer Branding, Informative Digital Platform, Leverage The Attractiveness Of The Organization, Social Appearance Through Social Media, 

Intentions Of Word-Of-Mouth  

 

INTRODUCTION 

According to the data from Bappenas and Bekraf, it reveals that Indonesia is in the main position of the trend of digital economic 

development in Southeast Asia which is predicted to grow three times to reach USD 240 billion in 2025. During 2019, Telkom Indonesia 

posted revenue in which the digital platform and digital services contributed about six percent of the company's consolidated revenue. The 

Director of Telkom Digital Business Directorate (DBD), Faizal R. Djoemadi, said that the digital business industry is a very dynamic and 
disruptive industry with high competition and for this reason, together with all the best talents in the Digital Business Directorate (DBD) 

Telkom is committed to continuing to innovate, transform, and adapt to the needs and trends.  

With the high enthusiasm to develop Telkom digital products for Indonesia, Telkom certainly needs the best talent to make it happen. 

Since 2018, DBD has prepared a strategy so that DBD can meet the needs of digital talent by establishing CODEX powered by Telkom 
Indonesia or called CODEX which plays a role as an internal digital talent recruiter and a digital talent manager through its website and talent 

management system. Restructured in 2020, CODEX continues to improve its operational management activities and targeted to be able to hire 

695 digital talents for DBD in 2020. CODEX has a strategy by having an employer branding division with an objective to spread brand 

awareness but until March 2020, it only reached an insignificant rate of success.  

 This study is aimed to propose an employer branding strategy especially its activity using digital platforms to leverage the attractiveness 

of the organization and intensions of word-of-mouth. The digital platform will be studied such as LinkedIn, Instagram, Medium, and CODEX’s 

website (codex.works and join.codex.works). The study method used was qualitative along with primary and secondary data analysis. First, the 

author detected how was the talent journey map by using Talent Journey Map, a combination between The Five A’s framework (aware, appeal, 
ask, act, and advocate) and inspired by Customer Journey Map by Columbia Road (insists of talent activities, talent goals, touchpoints, 

experience, business goals, KPIs, organizational activities, responsible, and technology system) through in-depth interviews with to the eight 

DBD new joiners through CODEX. Then, the author found several issues, especially on the asking stage. It was found out that the accumulated 

satisfaction score towards the existing digital platform is only reached 2.6875 or can be categorized as between unsatisfied to neutral. There 
was half of them found that all of the digital platforms they used were not informative to explain about CODEX clearly. Starting from the 

website, it found obstacles from the talent side such as they only got minimal information so it wasn’t helpful for the prospective talent to 
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understand CODEX more. Another platform, LinkedIn, from the in-depth-interview, it is known that LinkedIn wasn’t attractive just like other 

companies have. From the interview result, the digital platform which everyone accessed is the CODEX’s website. Then followed by 
Instagram, LinkedIn, Google, and Medium. It can also be concluded that website, Instagram, and LinkedIn are the most essential platform used 

by the new joiners to find more information about CODEX. The behavior of customers or in this study, talents, in the “ask stage” is they 

actively research for more information from the media and/or directly from the brand after being prompted by their curiosity (Kotler, et.al. 

2017). Looking at the in-depth-interview results and by understanding the theory, the employer must provide as much information as possible 

to meet and support the “ask stage” activities of prospective talents. 

 

ISSUE EXPLORATION 

This study is aimed to propose an employer branding strategy especially its activity using digital platforms to leverage the attractiveness of 

the organization and intensions of word-of-mouth. The digital platform will be studied such as LinkedIn, Instagram, Medium, and CODEX’s 
website (codex.works and join.codex.works). The study method used was qualitative along with primary and secondary data analysis. The 

primary data obtained the primary data from observation and in-depth-interview to eight DBD new joiners through CODEX and to CODEX 

management. For the secondary data, the author gathered internal and external secondary data from within a company, literature studies, news 

and article, and published research.  

Table 1 Interviewees' satisfaction towards the existing digital platform 

 

Source: Author’s in-depth interview data result 

In the beginning, the author detected how was the talent journey map by using the Five A’s framework (aware, appeal, ask, act, and 

advocate) and inspired by customer journey map by Columbia Road to complete the component of research (contains talent activities, talent 

goals, touchpoints, experience, business goals, KPIs, organizational activities, responsible, and technology system) through in-depth interviews 

with to eight DBD new joiners through CODEX, observation, CODEX management. The key of the customer journey map is to include the 
organizational side of your business into the mapping and nurture the interactions between company and customers with addition to 

organizational roles and activities, we recommend adding metrics, goals, and KPIs to the map to make the customer journey map more 

actionable (Columbia Road, 2017).  

Table 2 Interviewees’ satisfaction towards CODEX existing digital platform 

Digital platform 

Informativeness of CODEX’s digital platform Total 

Mr. F 
Ms. 

AC 
Mrs. P 

Ms. 

AD 
Ms. M Mr. A Mr. E Mrs. Y v x - 

LinkedIn x x - v v v v - 4 2 2 

Instagram - - x - v v v x 3 2 3 

Medium - - - v v v v - 4 0 4 

Website x x x x x x x x 0 8  

Overall satisfaction 

score is given by the 

interviewee 

3 3 1 3.5 3 3 4 1 2.6785 

v: informative, x: not informative, -: did not use 

1: very unsatisfied, 2: unsatisfied, 3: neutral, 4: satisfied, 5: very satisfied 

Source: Author’s in-depth interview data, April 2020 

From the talent side, after doing the in-depth-interview, the author found several issues especially on the “ask stage” as seen in Table 1, 
this stage’s experience the lowest point. As seen in Table 2, it was found out that the accumulated satisfaction score towards the existing digital 

platform is only reached 2.6875 or can be categorized as between unsatisfied to neutral. There was half of them found that all of the digital 

platforms they used were not informative to explain about CODEX clearly. Starting from the website, according to one of the interviewees said 

that he only got minimal information so it wasn’t helpful for the prospective talent to understand CODEX more. Another platform, LinkedIn, 
one of the interviewees said that LinkedIn wasn’t attractive just like other companies have. From the interview result, it can be concluded that 

the digital platform which is accessed is the CODEX’s website. Then followed by Instagram, LinkedIn, Google, and Medium. It can also be 
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concluded that website, Instagram, and LinkedIn are the most essential platform used by the new joiners to find more information about 

CODEX. 

 

From the organizational side, from the in-depth-interview to CODEX management and author observation, it is known that at the stage 

aware, appeal, and ask still do not have a specific KPI. It is known that the activities of this digital platform have been carried out since 2019 

but until February 2020, the parties that have responsibility for this stage consist of only two parties, namely the chief of the employer branding 

and a graphic designer. 

 

Figure 1 Value Proposition Canvas of CODEX Employer Branding activity in digital platform 

Source: Research result, 2020 

After reviewing the CODEX talent journey map, the data found for several obstacles, expected gain points, and an explanation of talent 

activity, the author gathered it all using the value proposition canvas. The value proposition describes the benefits customers can expect from 

the products or services (Osterwalder, et.al. (2014). By identifying those points or generally called as a customer profile or in this study called 
as talent profile, it will ease the author to define the products and services that could be the pain relievers and create the talent gains or called as 

a value map. By establishing the value map, the employer can answer and explain what products or services would be the pain relievers and 

create the gain depart from the talent profile that was discussed. The services or actions that would be the best solution for the talent are social 

appearances through social media and an informative digital platform as adapted from the research by Carpentier, et.al. (2019). 

 

PROPOSED PRACTICES 

The proposed practices for CODEX employer branding activity is by providing social appearance through social media and an informative 

digital platform as adapted from the research by Carpentier, et.al. (2019). According to the research held by Carpentier, et.al. (2019), the 

perceived social appearance on social media was implicitly certainly comprehended to the attractiveness and word-of-mouth through its 
positive affiliations with recognized organizational warmth. Besides, it found out that social appearance was also certainly comprehended to the 

attractiveness of the organization (Carpentier, et.al., 2019). The findings through this research also suggest that employers can use social media 

platforms to manage their key recruitment outcomes by signaling the personality of the employer brand (Carpentier, et.al., 2019). At this point, 

the personality of an employer brand that can be delivered through social appearance is warmth. The organizational warmth can be portrayed in 
various attitudes such as good intentions, high morals, and friendly (Carpentier, et.al., 2019). The definition of informativeness itself is as 

usefulness and relevance of given information by the employer for prospective applicants or talents who want to evaluate an employer 

(Breaugh & Starke, 2000; Ryan, et.al, 2005; Van Hoye & Lievens, 2009, Carpentier, et.al., 2019). Williamson et al., (2003) found that the 

usefulness of information on an employer web site influences prospective applicants’ perception of the quality of a company. Carpentier et.al. 
(2019) found that informativeness which perceived was implicitly certainly comprehended to these positive affiliations with recognized the 

competence of an organization (Carpentier, et.al., 2019). So, to achieve the objective of leveraging the attractiveness of the organization and 

intensions of word-of-mouth, CODEX could provide an informative digital platform and social appearance through social media by presenting 

organizational warmth and organizational competence. 

 

ANALYSIS OF PRACTICES 

The services or actions that would be the best solution for the talent are social appearances through social media and an informative digital 

platform. The analysis is adapted from the research by Carpentier, et.al. (2019). As implied in the previous research, it found out that social 
appearance was also directly positively related to the attractiveness of the organization (Carpentier, et.al., 2019). The findings through this 

research also suggest that organizations can use social media pages to manage key recruitment outcomes by signaling their employer brand 

personality. At this point, the employer brand personality that can be delivered through social appearance is warmth. The organizational 

warmth can be portrayed in various attitudes such as friendly, high morals, and good intentions (Carpentier, et.al., 2019). According to this 
research, CODEX could do the social appearance through its existing social media platforms such as LinkedIn, Instagram, and Medium with 

showing vibes such as friendly attitude, high morals, and high intentions that reflect employer brand personality. 

By the research by Carpentier, et.al., (2019), perceived informativeness was indirectly positively related to these outcomes through its 

positive association with perceived organizational competence. So, to achieve the objective of leveraging the attractiveness of the organization 
and intensions of word-of-mouth, CODEX could provide an informative digital platform and social appearance through social media by 

presenting organizational warmth and organizational competence. The activity that CODEX could do based on the author’s suggest ion is 

CODEX’s website development, digital platform content management, and social media management. 

To manage CODEX's social appearance through social media and an informative digital platform, the author adopted the results of the 
above research by redefining the CODEX talent journey map combined with digital touchpoints management. By this redefined talent journey 
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map, the company can see clearly what is the activity of their talents, their goals, experience, and also this map will also show the perspective 

from the side of CODEX itself about what business goals to be achieved, such as what KPIs are, activities that must be carried out per stage, 
state clearly about which parties have a responsibility, and what technology systems support their activities. The change from the talent journey 

map from table 1 to table 3 can be seen from the darker highlights that the author gave. 

 

Table 3 Redefined talent journey map 

 

Source: Research result (2020) 

Aware 

The expected experience they had was like “oh, Telkom is hiring by CODEX” into “Telkom is now hiring through CODEX.” It is 

expected that the prospective talents will understand clearly that CODEX is Telkom’s and Telkom is also hiring through CODEX. From the 
CODEX side, the business goal of this stage also the same, to increase awareness about CODEX is hiring for Telkom Indonesia. If the existing 

is still have no specific KPI, in this redefined talent journey map, CODEX could set “number of impressions” as their KPI on the aware stage. 

Impression means the number of people who saw a post. The organizational activities change such as planning the attractive content for digital 

platforms, creating visuals for digital platforms, operating the social media, and encouraging the digital talent to help to spread the posts 
through their personal social media People who are responsible on this stage are also increasing, such as chief of employer branding, content 

creator, copywriter, and social media specialist. It is also suggested that the employer branding team could use project management tools since 

the team is now growing bigger. 

Appeal 

In this state, the talents activities are processing the messages they’re exposed to. The touchpoints remain the same as the previous stage. 

The experience they had to be like "What is CODEX? Is it Telkom's? Let's find out!" and in this redefined talent journey map, it is expected 

that the experience will be like “let’s find out what the requirements are”. Through the CODEX side, the business goal of this stage is also to 

increase prospective talent's interest to apply in the CODEX website with the number of post impressions and engagement rates as the new 

KPIs. The organizational activities, responsible parties, and technology systems are also the same like the aware stage. 

Ask 

In this stage, they became curious and the prospective talents started to actively research the job vacancies and its company. Based on the 

interview result, the most problematic stage was on this ask stage. The digital platform that will help prospective talents through this stage is 
also the same, such as Instagram, LinkedIn, Medium, and website or career page. But the experience is expected to change from getting only 

2.7 points into 5 with statements “I clearly understand about what is CODEX and the job description as well.” From the business side, the goal 

is to increase the engagement rate of each digital platform with some engagement rate, profile impressions, click-through rate, follower growth, 

and website visitors as the new KPIs. There is also added into the “ask stage” such as content creator, copywriter, and social media specialist 
with activities like providing content about CODEX and job vacancy explanation through its website and social media and answering questions 

that were coming from prospective talents. 

Act 

When the prospective talents are being convinced, they will decide to apply through the CODEX website, join.codex.works. According to 
the interview result, all of the interviewees said that the application process was easy and the job description was clear enough, and in this 

redefined talent journey map, the experience will remain the same with the statement "job roles and company-matched! Let's apply!" The 

expected statement is different from the existing one since they applied through CODEX because of this is Telkom with no understanding 

about what is CODEX.  

Advocate 

Because according to the interview results, the new joiners have a very high willingness to do advocacy, then in the redefined talent 

journey map there is no change except the addition of digital platforms in the form of Instagram, LinkedIn, Medium, and websi te. The 

suggested organizational activity on this stage such as planning the advocacy content such as digital talent stories or testimonials, encouraging 
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DBD talents to participate in advocacy activity, and post to social media and website. The party who is responsible for this stage is the chief of 

operation officer, recruiter, chief of product officer, product squad, and developer squad. 

 

CONCLUSION 

When trying to improve an employer branding strategy, especially regarding the digital platform that is used, it is better to analyze what 
the current conditions of each stage (aware, appeal, ask, act, advocate) such as conducting in-depth interviews with users who have used them 

also with the management. After that, it will be detected how was the experience from positive to negative sides. Gather all the data through the 

value proposition canvas so the employer could map all the needs of the talent then later the value map will be composed. Through this case, 

the proposed employer strategy to CODEX employer branding activity is by providing social appearance and informativeness by presenting 
organizational warmth and organizational competence so the objective, to leverage the attractiveness of the organization and intensions of 

word-of-mouth can be achieved. 
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Abstract  

IKO Catering & Wedding Packages is a company focused on the wedding sector. Since 2014 until 2019, IKO Catering & Wedding Package 

experienced a trend in decline sales. This study analyses the business situation divided by external and internal factors. Furthermore, SWOT 

analysis and generic business strategy used to develop a business strategy alternative and solution for the business issue. This study uses 
primary data collection to help to analyze the business situation, which is a quantitative approach and qualitative approach. At the same time, 

secondary data collection is used, which collected from news articles, industry reports, journals, books, etc. According to business situation 

analysis, several things caused a decline in sales: (i). Low quality of promotion, (ii). Highly Competition, (iii). Low quality of office ambiance. 

There are several solutions proposed for IKO Catering & Wedding Packages to increase their sales, i.e. (i). Improve the quality of promotions, 
especially on digital media, and offer special discounts on several occasions (ii). They are offering all-in-one package products at affordable 

prices (iii). Improving the quality of office ambiance even opens new offices on the side of the main road. 

 
Keywords: Wedding Vendor, Internal Analysis, External Analysis, Business Situation Analysis, Marketing Strategy Development. 

 

INTRODUCTION 

Indonesia has 141 million people who have spent 2 million to 7.5 million Indonesian rupiahs per month in 2020 (BCG Analysis, 2013). 

Furthermore, Millennial generation in 2020 will be in the age range of 20 to 40 years. According to data from BPS or Badan Pusat Statistik, 

Indonesia's population aged 20 to 40 years in 2020 suspected to be 83 million people or 34% of Indonesia's total population of 271 million. The 

proportion is higher than the percentage of generation X, which amounts to 53 million people or 20% and the baby boomer generation, which 

leaves only 35 million or 13% of people (BPS, 2013). 

According to the millennial population, Indonesia will become a potential market for the wedding industry to grow in the future, because 

most of the millennials will get married and become potential customers for wedding vendors, mainly catering vendors. Furthermore, DKI 

Jakarta has 2.782.303 population ages 20 to 35 years in 2018 (BPS DKI Jakarta, 2019), Tangerang Selatan has 453.977 population 20 to 35 
years ages in 2018 (BPS Tangsel, 2019), Tangerang has 649.768 population ages 20 to 35 years in 2018 (BPS Tangerang, 2019) and Depok has 

637.412 population ages 20 to 34 years in 2018 (BPS Tangerang, 2019). 

According to the data of IKO Catering & Wedding Package, the company had a problem because the number of sales declined start 2015-

2019.  In this study, the author tries to examine why customers choose vendors for their weddings. The results of the research will prove the 
most preferred factor why customers want vendors for their wedding. Therefore, the results of the study will explain whether digital media will 

be the solution or not to increase sales. On the other hand, the results of the study will also explain the essential functions of customer needs 

will be more important than the information in digital media or not. Based on this information will provide the best solution for IKO Catering 

& Wedding Packages to increase sales in the future, especially this year. 

Research Question 

1. What are the internal and external conditions of the IKO Catering & Wedding Package? 

2. What is the right marketing strategy for IKO Catering & Wedding Package to increase sales? 

3. How to implement the strategy of a marketing strategy for the IKO Catering & Wedding Package? 

Research Objective 

1. Identifying internal and external factors of IKO Catering & Wedding Package. 

2. To propose a marketing strategy to increase IKO Catering & Wedding Package sales. 

3. Formulate the implementation of marketing strategies. 

 
 
* Corresponding Author: muhammad_a_ramadhan@sbm-itb.ac.id 



 

© 2020 The 5th International Conference on Management in Emerging Markets (ICMEM 2020) Page | 1090  

ISSUE EXPLORATION 
2.1 Conceptual Framework 

This study will use the AFI strategy framework to help the authors explain and predict company performance. Furthermore, the AFI 

strategy framework will also help the writer to formulate and implement that can produce superior performance. The AFI strategy framework 
divided into three interdependent strategic management tasks analyzed consisting of PEST, Porter Five Forces, and Competitor Analysis for 

external analysis. Furthermore, the author will also use VRIO, Business Model Analysis, Resource-Based View, and Marketing Mix (7Ps) for 

internal analysis. The second step is the formulation, which consists of SWOT Analysis and Business Solutions. The final step is implementing 

a strategy that can use for IKO Catering & Wedding Packages in real situations (Rothaermel F. T, 2017). Below is a conceptual framework for 

this research. 
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Figure 1. Conceptual Framework 

Source: Analysis 

2.2 Research Methodology 

The approach used in this research is a quantitative and qualitative analysis using primary data that directly taken through interviews and 

questionnaires. Data analysis in this study was carried out by qualitative methods descriptively through interviews with management of IKO 

Catering & Wedding Package. Also, this study uses quantitative methods to measure customer preferences for IKO Catering & Wedding 

Package service attributes and their levels by using conjoint analysis. Furthermore, to describe the characteristic of data will use descriptive 

analysis. 

Determination of the number of samples based on the minimum statistical sample requirements that can use as a minimum research design 

is 30 respondents (Walpole, 1992). the recommended number of samples in conjoint correlation studies is 50 to 100 (Santoso, 2010). 
According to Sugiyono (2011), to determine the sample size of an existing population, the Slovin formula can be used, which are get results in 

100 respondents.  

Conjoint Analysis 

In carrying out the design and implementation of conjoint analysis, several stages must be considered (Santoso 2010; Winston 2014). The 
following are the stages in conducting conjoint analysis: a selection of attributes and levels in attributes, stimuli design, determination of data 

types, analysis method, and discussion of results. Moreover, the data analysis process itself will use SPSS 26.0 software. Below are the 

attributes and levels of Conjoint Analysis.  

 
Table 1. Attribute and Levels of Conjoint Analysis 

Attribute Level Output 

Willingness to pay for marriage expenses 1 

2 
3 

< Rp.50.000.000 

Rp.50.000.000 - Rp.150.000.000 
Rp.150.000.000 

Wedding vendor products 1 
2 

All in One Package Product 
Each product vendor is different 

Location of wedding vendor office 1 
2 

On the edge of the main road 
Non-main road office 

Media of wedding vendor promotion 1 
2 

3 

4 

5 

Instagram Ads 
Google Ads 

Bridestory 

Weddingku 

Wedding Exhibition 

The experience of a wedding vendor 1 

2 

< 5 Years of Experience 

> 5 Years of Experience 

Meeting room facilities of wedding vendor 1 

2 

AC 

Non-AC 
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Brochure and website design 1 

2 

Simple Design 

Complex Design 

 

2.3 External Analysis 
PEST Analysis 

PEST model framework provides a relatively easy way to scan, monitor, and evaluate critical external factors (political, economic, socio-

cultural, and technological) and trends that may befall a company. These factors can create opportunities and threats for the company 

(Rothaermel F. T, 2017). 

Regarding the political aspect, the government has issued a new policy on halal certification, which will affect every food and beverage 

company to follow the new policy. The Minister of Religion wants every food and beverage in Indonesia to have halal certification to provide 

halal food certainty, especially for Muslims, because Muslims are the majority religion in Indonesia. Therefore, based on law No. 33 of 2014, 

halal certification will be carried out by the Badan Penyelenggara Jaminan Halal (BPJPH) of the Ministry of Religion. 

In terms of the economic aspect, Indonesia's GDP growth has a stable condition in the previous year. Only in 2015, Indonesia has a 
downward trend of 4.87%. According to LPEM FEB UI Macroeconomic Analysis (2020), forecast GDP to grow by 5.0-5.2% for 2020. The 

government has to mitigate well to reduce the risk of recession in advanced countries because the recession could aggravate the growth of 

Indonesia's GDP in 2021. 

In terms of socio-cultural aspects, Indonesia is an archipelago with a rich culture in around 34 provinces. According to the Ministry of 
Education and Culture (2019), Indonesia has 67 traditional wedding dresses, 120 traditional ceremonies, 261 fabrics, and 1087 traditional 

culinary delights. Also, most Indonesians use traditional ceremonies for their weddings, traditions based on ancestral culture. Therefore, the 

marriage vendor must prepare what is most traditionally used by the customer. 

In terms of technological aspect, Indonesia has a massive digital growth, especially for internet users, which increased by 17% or around 
25 million users. Also, active social media users have a second place with 8.1% or an increase of 12 million users. Cellphone connections 

increased by 4.6% or around 15 million users with just one year (Wearesocial and Hootsuite, 2020). Therefore, the new trend of internet users 

will change Indonesian people's behavior, especially to decide on some decisions for their lives.  

 
Porter Five Force Analysis 

Porter, a Five force analysis, is a framework that can help managers to identify and understand the potential benefits of various industries 

and how they can position their respective companies to acquire and form companies to maintain a competitive advantage. Porter five force 
model is identified based on five main competitive forces that managers need to consider when analyzing the industry environment and 

formulating competitive strategies, which include thereat of entry, power of suppliers, power of buyers, the threat of substitutes and rivalry 

among existing competitors (Rothaermel F. T, 2017). 

This study will use a short scorecard to help assess the business condition or position in the market. The response only "Yes" or "No," 
which are "Yes" indicates a favorable competitive environment for the business, "No" indicates a negative situation. The management 

company's insight used to develop effective tactics for countering or taking advantage of the situation (Ehmke. C, Fulton, J, and Akridge J, 

2007).  

According to the interviews with management of IKO Catering & Wedding Package, the threat of new entries for the IKO Catering & 
Wedding Package sector is moderate, bargaining power of suppliers for the sector is low, the bargaining power of buyers is high, the threat of 

substitute services for the sector is high, and the rivalry among existing competitors for the sector is intense.  

 
Competitive Analysis 

Competitive analysis is to understand competitive behavior and performance in the industry. Strategic groups can use to map industry 

competitors. Moreover, identifying the most critical strategic dimensions is spending on research and development, which includes technology, 

product differentiation, service offerings, prices, market segments, distribution channels, and customer service (Rothaermel F. T, 2017). 

 

Low Quality 
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 Quality 

 

Expensive
 Quality 

 

High Quality 

 
Figure 2. Competitive Analysis 

Source: Internal & External Documentation 

According to Figure 2, the IKO Catering & Wedding Package decides to positioned among a competitor who explains that the IKO 

Catering & Wedding Package is trying to strike a balance between quality and price. Vessa Catering decided to provide high-quality services 

by offering higher prices than other vendors. Nayla Catering decides its position to become a more affordable price by reducing the quality of 
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service. Finally, Avi Catering has almost the same position as the IKO Catering & Wedding Package but offers a slightly higher price than the 

IKO Catering & Wedding Package.  

 

 

 

Conjoint Analysis 

Table 2. Respondent Characteristics based on Domicile and Monthly Expenditure 
Respondent Characteristics Depok DKI Jakarta Tangerang Tangerang Selatan Grand Total 

< Rp.1.000.000 1 4  3 8 

> Rp.25.000.000   1  1 

Rp. 5.000.000 - Rp.10.000.000  5  6 11 

Rp.1.000.000 - Rp.5.000.000 5 27 8 38 78 

Rp.10.000.000 - Rp.25.000.000    2 2 

Grand Total 6 36 9 49 100 

According to the Table 2, the result of respondent characteristics is dominated by age 25 (63%), age 26 (21%), age 27 (12%), age 29 (1%), 

age 30 (1%), age 31 (1%) and age 32 (1%). Furthermore, the result of domicile dominated by Tangerang Selatan (49%), DKI Jakarta (36%), 

Tangerang (9%), and the last one is Depok (6%).Furthermore, the result of monthly expenditure is dominated by Rp.1.000.000 – Rp.5.000.000 

(78%), Rp.5.000.000 – Rp.10.000.000 (11%), < Rp.1.000.000 (8%), Rp.10.000.000 – Rp.25.000.000 (2%), > Rp.25.000.000 (1%). 

 
Figure 3. Importance Summary 

Source: Conjoint Analysis 

According to Figure 3 about the result of importance variable, the most important thing is promotion or Media of wedding vendor 
promotion with value 23.426%, the second position is price or Willingness to pay for marriage expenses with value 16.445%, the third position 

is product or Wedding vendor products with value 15.732%, the fourth position is people or The experience of a wedding vendor with value 

14.941%, the fifth position is place or Location of wedding vendor office with value 9.838%, the sixth position is physical evidence or Meeting 

room facilities of wedding vendor with value 9.831%, and the last one is process or Brochure and website design with value 9.787%. 

 

2.4 Internal Analysis 

STP (Segmentation, Targeting, and Positioning) 

Market segmentation divides the market into precise slices. The market segment consists of a group of customers who have the same 
needs and desires. Furthermore, Market targeting identified as a market share opportunity, companies must decide how much and which to 

target. Moreover, positioning is the act of designing a company's offer and image to occupy a different place in the minds of the target market 

(Kotler & Keller, 2016). 

Table 3. Marketing Strategy of IKO Catering & Wedding Package 
Segmentation 

Geographic Segmentation  

Region DKI Jakarta, West Java and Banten 

City Jabodetabek and Serang 

Demographic Segmentation  

Gender Male and Female 

Age 18 – 24 y.o, 25 – 35 y.o, 36 – 55 y.o 

Occupation Student, Fresh Graduate, Freelance, Employee, Entrepreneur 

Income Middle Low, Middle, Middle Up, High 

Behaviour Segmentation  

Channel Usage Social Media, Search Engine, Friends, Wedding Hall Officer, Third Parties 

Targeting 

Geographic Segmentation  

Region DKI Jakarta and Banten 

City DKI Jakarta, South Tangerang, Tangerang, Depok. 

Demographic Segmentation  

Gender Male and Female 

Age 25 – 35 y.o 

Occupation Freelance, Employee, Entrepreneur 

Income Middle Low, Middle 
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Behaviour Segmentation  

Channel Usage Social Media, Search Engine, Friends, Wedding Hall Officer 

Positioning 

Affordable Price 

 

Marketing Mix (7Ps) 

McCarthy classifies various marketing activities into marketing mix tools of four broad types, the fourth Ps of marketing classified into 

product, price, place, and promotion. The nature of the service poses different marketing challenges. Therefore, 4 Ps marketing of goods is 
inadequate to deal with problems arising from marketing services and must be adjusted and expanded. Furthermore, the traditional marketing 

mix does not include the customer interface. Therefore, it is necessary to expand the marketing mix by adding three Ps related to the process, 

physical environment, and people (Kotler & Keller, 2016; Wirtz & Lovelock, 2016). 

Table 4. Marketing Strategy of IKO Catering & Wedding Package 

Aspect Price Product Place Promotion Physical Evidence Process People 

Mean 4.9 4.966666667 3.9 3.733333333 3.866666667 4.8 4.833333333 

Rank 2 1 5 7 6 4 3 

Data collected from 30 respondents who have used IKO Catering & Wedding Package services. The evaluation of customer data will use 
to understand the customer's perspective in the analysis of the internal marketing mix (7Ps). According to Table 4, IKO Catering & Wedding 

Package customers have a perspective based on their experience that the product is the most satisfying aspect than the others, and promotion is 

the worst aspect offered by the IKO Catering & Wedding Package. 

 

VRIO Analysis 

VRIO framework a theoretical framework that explains and predicts enterprise-level competitive advantage. For resources to be the basis 

of competitive advantage, they must be Valuable, Rare, Costly to Imitated. Furthermore, the company itself must be Organized to capture the 

value of resources. According to this model, a company can gain and maintain a competitive advantage only when it has resources that meet all 
VRIO criteria. It is important to remember that resources within the VRIO framework are broadly defined to include all assets and any abilities 

and competencies that a company can utilize when formulating and implementing strategies (Rothaermel F. T, 2017). 

Table 5. Marketing Strategy of IKO Catering & Wedding Package 

Resources & Capabilities V R I O Implication 

Tangible Resources 

Location √  √  Temporary Competitive Advantage 

Equipment √  √  Temporary Competitive Advantage 

Raw Ingredients √    Competitive Parity 

Office Design √    Competitive Parity 

Intangible Resources 

Brand Value √  √ √ Temporary Competitive Advantage 

Network or Vendor Partner √   √ Temporary Competitive Advantage 

Capabilities 

Employee Skill √  √ √ Temporary Competitive Advantage 

Developing a relationship with a customer √    Competitive Parity 

Innovation of Services √   √ Temporary Competitive Advantage 

Relationship with suppliers √  √ √ Temporary Competitive Advantage 

 

According to Table 5, tangible resources of the IKO Catering & Wedding Package only have a competitive advantage, while companies 

must always improve quality and follow market trends to maintain business. The second resource is an intangible resource that is the IKO 

Catering & Wedding Package has a temporary competitive advantage for brand value and network partners or vendors. The latter is the 

capabilities of the IKO Catering & Wedding Package, namely, which has three categories for temporary competitive advantage and one for 

competitive parity. 

 

Business Model Canvas 

Business models describe the reasons how an organization creates, delivers, and captures value. Business models can best describe 

through nine basic building blocks that show the logic of how companies intend to make money. The nine blocks cover four primary business 

areas: customers, offerings, infrastructure, and financial feasibility. Business models are blueprints for strategies that will be implemented 

through the structure, process, and organizational systems (Osterwalder & Pigneur, 2010).  
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Figure 4. Business Model Canvas 

Source: Internal Documentation 

According to Figure 4, IKO Catering & Wedding Packages has several services for customers. However, the leading function of IKO 

Catering & Wedding Packages targeted at the lower-middle-class segment by offering a cost leadership strategy to help customers maximize 
their budget to get the best quality. Therefore, IKO Catering & Wedding Packages have several vendors to control vendor quality and can 

minimize costs. Furthermore, IKO Catering & Wedding Package management believes that offering the best quality and price will create a 

marketing impact. Word of mouth marketing is essential in business.  

 

EXISTING OR PROPOSED PRACTICES 
Proposed New STP (Segmentation, Targeting, Positioning) 

Table 6. New STP (Segmentation, Targeting, Positioning) 

Segmentation 

Geographic Segmentation  

Region DKI Jakarta, West Java and Banten 

City Jabodetabek and Serang 

Demographic Segmentation  

Gender Male and Female 

Age 18 – 24 y.o, 25 – 35 y.o, 36 – 55 y.o 

Occupation Student, Fresh Graduate, Freelance, Employee, Entrepreneur 

Income Middle Low, Middle, Middle Up, High 

Behaviour Segmentation  

Channel Usage Social Media, Search Engine, Friends, Wedding Hall Officer, Third Parties 

New Targeting 

Geographic Segmentation  

Region DKI Jakarta and Banten 

City DKI Jakarta, South Tangerang, Tangerang, Depok, Bekasi and Bogor. 

Demographic Segmentation  

Gender Male and Female 

Age 18 – 24 y.o and 25 – 35 y.o 

Occupation Freelance, Employee, Entrepreneur, Student, and Fresh Graduate 

Income Middle Low, Middle, and Middle Up 

Behaviour Segmentation  

Channel Usage Social Media, Search Engine, Friends, Wedding Hall Officer 

New Positioning 

Affordable Price and High-Quality Services by Provide All in One Package Services 

 

Proposed New Marketing Mix (7Ps) 

According to the new business strategy on blue ocean strategy, IKO Catering & Wedding Package still has to improve its product quality 

to become a high-quality service to increase its sales. Aspect price does not have to change their pricing strategy, because customers already 

think that the price is quite affordable. Aspect place has prepared to lease or buy a new office location on the main roadside to increase their 
sales. Aspect promotion should be considered with the promotion of digital media by spending more on getting attraction on social media, 

especially for Instagram Ads, because, based on conjoint analysis, media promotion is an essential aspect than others. Aspect process, website 

and brochure designs, and information still need to be improved over time, because potential customers want to dig deeper to find out about the 

services. Aspect physical evidence must use air conditioners in all meeting rooms to increase customer confidence or utility, especially to 
increase future sales. Aspect people still have always improved employee quality, because new business strategies will pursue IKO Catering & 

Wedding Packages employees improving their quality to make services into high-quality services.  
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Proposed New Business Model Canvas 

Following the external and internal analysis, there are several things has to add in business model canvas, which is new value proposition 
by offering high quality all in one package at an affordable price, new key resource by hire digital media expert who can improve the traction 

of social media, new customer relationship by offering a special discount on several occasions, new channels by lease or buy new office on the 

main roadside.  

 

ANALYSIS OF PRACTICES 

SWOT Analysis 

Table 7. SWOT Analysis for IKO Catering & Wedding Package 

Strength Weakness 

• Reputable Brand based on experiences 

• Employee Skills Ability 

• Strong network links for suppliers and vendors 

• Affordable Price 

• Lack of Digital Promotion Power 

• Developing a relationship with a customer 

• Services is Easy to Imitate 

• Office Location 

• Office Design or Physical Evidence 

Opportunity Threat 

• Digital Media Growth for Integrated Marketing 

Communication 

• Growth Millennials Tendency Wants to Celebrate their 

Weddings at Wedding Hall 

• Highly Competition 

• Moderate Threat of New Entry 

 

Generic Business Strategy 

IKO Catering & Wedding Package is to provide a cost leadership strategy in their business to get the customer. Nevertheless, IKO 
Catering & Wedding Package does not have a unique offering or services to the customer, which is IKO Catering & Wedding Package only 

prefer to offer affordable prices to become a key of services. Therefore, IKO Catering & Wedding Package must use another strategy to get 

more customers in the future. Blue ocean strategy is the solution to get more customers, which is a blue ocean strategy is combining a 
differentiation strategy and cost leadership strategy (Rothaermel F. T, 2017). It is not easy to implement the blue ocean strategy, but IKO 

Catering & Wedding Package can get more customers even from the middle to high-class segmentation. Also, IKO Catering & Wedding 

Package can implement a blue ocean strategy by proposing new STP, marketing mix, and business model canvas.  
 

CONCLUSION 

According to the internal data of IKO Catering & Wedding Package has a declining trend in sales from 2014 to 2019. Therefore, this study 

tries to assess the current conditions of the IKO Catering & Wedding Package and formulate new business strategies and implementation plans 

for IKO Catering & Wedding Packages to increase their sales in the future. 

Based on the external analysis of the IKO Catering & Wedding Package, which shows that the market industry is highly competitive, there 

are several competitors in the market. Furthermore, the threat of new entry is moderate, with high competition among existing competitors. 

Based on the results of competitive analysis, IKO Catering & Wedding Package must improve their quality to increase their sales. In addition, 
conjoint analysis shows that the best combination of services for the IKO Catering & Wedding Package is Instagram ads on promotion 

attribute, < Rp.50.000.000 on price attribute, all in one product package on a product, > 5 years vendor experience on product attribute, on the 

edge of the main road on place attribute, meeting room with AC on physical evidence and complex design on the process.  

Based on the internal analysis of the IKO Catering & Wedding Package, which shows that the best marketing mix aspect is the product, 
the second position is the price, and the third position is the person. In addition, the best resources and capabilities based on VRIO analysis are 

brand value, employee skills, and customer relationships, and the implications are temporary competitive advantages. Therefore, the IKO 

Catering & Wedding Package must always improve its quality, because the IKO Catering & Wedding package is only categorized based on 

temporary competitive advantage. 

In accordance with external and internal analysis, IKO Catering & Wedding Packages must-have new positioning to increase their sales, 

the new positioning of IKO Catering & Wedding Package is related to company vision to become the biggest one-stop solution vendor for a 

wedding in Indonesia. Therefore, providing all-in-one package services with affordable prices and high-quality service is a solution to 

achieving the vision in the future.  

The implementation of a new marketing strategy is related to the company's mission to improve resources and customer satisfaction 

continuously. Therefore, there are several activities to carry out, i.e., (1). Improve the quality of promotions, especially on digital media, and 

offer special discounts on several occasions (2). new service research and development in each division (3). improving the quality of the office 

ambiance even opens new offices on the side of the main road.  
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Abstract  

Growth is essential to every company because companies create shareholder value through its ability to sustain and generate profitable growth 

from time to time. A company must grow consistently, regardless of the tough competition. Growth will provide a company many abilities such 

as to add resources, innovate new products, and to acquire new market. In opposite, without growth company will suffer from a lower standard 
of products and services quality, operations will stagnate, decreased employee morale, reduced quality of customer service, and so on. 

Sustainable growth will be important for the long-term credibility of a company. Yet, achieving and sustaining profitable growth is not an easy 

task. Once a company's core business has matured or reached its peak, sooner or later it will be declined. There are only two choices: grow or 

shrink; nothing stays the same. To keep growing, companies must innovate. Companies must pursue new platforms for continuous growth. 
Companies must also maintain its distinctive advantage over the competitors. The shifting in customer demands in the software industry 

particularly has made software development companies come up with new business strategies to achieve sustainable growth. 

 
Keywords: Business Model, Growth, Innovation, Software Development, Sustainable. 

 

INTRODUCTION 

In today's digital world, the software is becoming a critical component for every company that running business. Software becomes the 

backbone for companies to run their business. Not every company are willing to invest all the human resource needed to develop their software 

system. This becomes the gap that generates the demand in the software development business, mainly to develop custom software, also known 

as tailor-made software or bespoke software. In opposite to commercial off-the-shelf software (COTS), bespoke software is developed 

especially for a specific requirement of a specific organization's business. 

Software development business consists of the development of software including analysis, design, computer programming activities, 

deployment, and maintenance that is traded between software-producing companies and software consumers.  

In the past, software is known to reside only at the data center as a backend system that processes big transactions. Nowadays, every 
function of the business can be facilitated by software, so that companies could moving fast to accommodate ever-changing consumer needs 

and to reach broader customers in a faster manner of time. In order to do that, a software that is capable of catering and addressing all the 

business needs is necessary.  

Company Overview 

The Company is a private company engaged in the information technology business focused on custom software development for the 

Indonesian market. Established in 2007, the Company specialized in the field of modernization of information technology (IT) core software 

systems based on the Service-Oriented Architecture (SOA) approach, Business Process Management (BPM), Business Rule Management 

systems (BRMS), and Enterprise Architecture. Those competencies have made the Company as a prominent software system integrator 

(software SI) company. 

In the last eight years, the Company has implemented its core competencies as a foundation to answer today's challenges of the IT 

software core system modernization. The Company has proven successful track records in modernizing large-scale, high-critical applications in 

various clients, especially in the financial sector in government institutions and enterprises. 

Business Issue 

The Company has been in the market of bespoke software development projects for more than a decade. The Company provides its 

services or deliveries in the form of projects. The duration of projects can be varied from months to years. Based on The Company experiences, 

the short-term project average is three to six months duration, medium-term is twelve months, and long-term project is two years. The revenue 
for a small and short-term project might be generated in a one-time (100%) payment after the project is finished. For a bigger and longer-term 

project, the revenues usually divided by the term of payments, where some portion of the total project value will be paid by the customer when 
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a particular milestone is achieved. Project milestones usually at the end some phase of the project that can be defined by measurable or 

evaluable deliverables.  

Although the Company has been achieved impressive customer satisfaction in many organizations, it's a project-based firm that its revenue 

relies on limited engagement with customers. When the project is finished, the Company gets fully paid; after that, the Company must find 

other projects with the same customer or different customers. Otherwise, there is no revenue at all. Project-based business requires constant 

effort for sales & marketing, networking, and pursuing the next project, while at the same time, the Company still has projects to be finished.  

 
Figure 1 The Company's Revenue and Gross Profit 

Source: The Company's financial statement 2012-2019 

*Not the actual number, but the fluctuations are actual 
 

This cycle of business model is exhausting for the Company, and it requires a considerable amount of resources from both the delivery 

team and the sales team. Furthermore, to multiply the business, it requires a lot of resources. The possibility is near to impossible to multiply 

the revenue, without at the same time multiply the resources and efforts. Big projects might provide a large amount of revenue in a relatively 
short period of time that can be recognized immediately in the financial statement. Still, this kind of revenue is earned on an irregular basis. For 

the Company that in the last decade is used to generate revenues from its core business of custom software development projects, it has been 

reached its maturity level. The Company's core business has reached its peak, that sooner or later, it will suffer from declining and uncertainty. 

In fact, it has already happened. 

Error! Reference source not found. shows the Company's revenue and gross profit history from 2012-2019. The figure does not show a 

growth trend. Instead, it shows the Company's turbulence of revenue. It shows high volatility of revenues but does not change much on the 

gross profit. The significant increase in revenue did not follow by a substantial increase in gross profit, meaning the gross profit ratio also 

highly fluctuated. This shows the uncertainty of the direct cost of project-based revenue, caused by the high unpredictability and uncontrollable 
risks nature of the projects. This situation makes it hard to project growth. The problem that faced by the Company are, the uncertainties of 

revenues; and the difficulties to grow the revenue steadily.  

 

ISSUE EXPLORATION 

External Environmental Analysis  

External environmental (macro) analysis using PESTEL 

The shifting of the economy to a service economy has changed the preferences of many companies in their spending strategy. Companies 

no longer procure products or services in the form of capital expenses, capital goods, or assets; but in the form of services or operating 

expenses.  

The other significant external factor is the democratization of services, one of which is facilitated by technology, has caused products and 
services to become more efficient, more effective, and eventually cheaper. As a result, more and more people become able to reach a wider 

variety of services and at the same time, expecting the prices to be reduced.  

Industry Analysis Using Porter Five Forces 

The digital business has changed the landscape of competition by lowering the traditional barriers to entry. A digital-based business model 

requires less capital and yet can bring a large amount of economic scale. Software development technology is also relatively easy to learn, 

contributes to the threat of new entrants. Customers have a lot of options to choose which product suits their needs from a vast number of 

software companies in Indonesia. In addition, customer dependency on software vendor is low. Customers nowadays easily search for the 
solution they needed through the internet, whether to compare among the software companies or to compare technologies offered that suitable 

to their needs. Customers have the power to select software vendors that match their budget, administration, and technical criteria. The supplier 

in the software development industry is the resources and experts, including project manager, system architect, system analyst, business 

analyst, front end developer, backend developer, user interface designer, database developer, etc. They are resources and experts that are 

involved in the development of software. These resources are abundant in the market and relatively easy to hire. 

Internal Environmental Analysis  

VRIO analysis 

The VRIO framework identified the internal factors which affect the Company competitiveness: 

Table 1 VRIO framework analysis 

Resources Valuable Rare Costly to Organized Competitive Economic 
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Imitate Implication Implication 

The Company's brand 
image 

Moderate No  No Yes No competitive 
advantage 

Above 
Normal 

The Company's product 
quality 

Yes No Moderate Yes Competitive 
parity 

Normal 

The Company's technology 
and innovation 

Yes Moderate No Yes Competitive 
Parity 

Above 
Normal 

The Company's financial 
strength 

Moderate No No Yes No competitive 
advantage 

Normal 

 

SWOT Analysis 

Table 2 SWOT analysis 

STRENGTH WEAKNESS OPPORTUNITIES THREAT 

• High-quality software 
products  

• Mastery of software 

development using the 

latest technologies 
available today  

• Proven track record in the 

development of custom 

software for the large-scale, 
high transaction and 

mission-critical systems 

• The Company's brand 
image is relatively not as 

famous compare to the 

big brand of software 

companies  
• More on general software 

development, less on 

industry-specific 

knowledge 
• The Company is self-fund 

its business operation 

• Digital business is 
supported by the 

government 

• Tax incentives to start-

up companies and 
venture capital 

• The increasing use of 

technology, especially 

in the financial industry.  
• Financial inclusion has 

facilitated for many 

companies to access 

capital 

• Economic slowdown 
caused by Covid-19 

pandemic 

• Highly regulated 

industry such as 
financial industry 

• Low barriers to entry  

• Customers have a lot of 

options for software 
companies or 

technologies offered 

• Highly competitive 

rivalry 

 

Root of Problem 

Several factors were causing difficulties for the Company to grow in sustain matter. The Author highlighted the uncertainty of revenue 

caused by the project-based business model. Uncertainty in revenues does not sound attractive to investors nowadays. If there is no investor, 

then the Company will have difficulties to expand the business or to realize innovation that later could be monetized. The Company will be 

trapped in operational routines, where there is only a little to no room at all for innovation to expand the business. This paper will be focused on 

finding the strategy to transform the Company from a project-based business model to a sustainable-based business model. 

 

BUSINESS SOLUTION 
Business-Level Strategy 

The Company needs to transform its business model from project-based to recurring-based revenues, where the Company's products or 

services will be continuously consumed by the customers in line with their ongoing business activity. A recurring-based contract in a B2B 
business could last for years through renewals of purchase of service agreement. Therefore, a recurring-based revenue will guarantee the 

availability of cash flow required for business operation, to grow and makes the business capital-efficient. Ultimately, business growth will 

become more predictable in the long run. Today, many investors awarded recurring-based business with high valuations because of its long-

term growth predictability, rather than a project-based business that might offer higher growth but, at the same time, much higher risk and less 
predictable. Recurring-based revenue in the software industry is implemented in the form of Application Service Provider (ASP), software 

subscription, or software as a Service (SaaS).   

Furthermore, the Company needs to focus on providing a solution for a specific industry, rather than being a general software developer 

for any industry. According to a survey result published by the Central Bureau of Statistics (BPS) in 2019, the financial services sector (FSS) 
industry has the highest percentage of 22,84% in digital transformation. This makes the FSS industry as the market with the highest possibility 

to adopt or to take benefit of the Company's services. Besides, it is also in line with the Company's previous and current project experiences. 

With these facts, the financial services sector considered the best choice of industry for the Company's business strategy. 

The transformation of the business model requires the Company to change its business paradigm, transforming from selling to 
collaborating, from a traditional economy to a sharing economy. Most importantly, the Company must explore and interact with the market to 

seek new opportunities. The Company must able to detect opportunities to provide services in the form of platforms or revenue sharing further 

to create opportunities in the market for a specific need. Furthermore, it is also essential to find out the right ecosystem because the success key 

to platform or revenue sharing business model is the volume of transactions or by how large the number of ecosystems or communities that will 

be served by the business. 

Corporate-Level Strategy 

The Company needs to diversify its product and services the most effective way, which is by leveraging the current knowledge and 
experiences and the choice of FSS industry in which already the current projects that handled by the Company. The Company's project 

experiences with a high possibility to be leveraged to become a new source of revenue streams for recurring-based business as follows: 

1. Development of Alternative Credit Scoring for Pefindo Biro Credit (PBK) 

PBK is the pioneer of the Private Credit Bureau or Credit Information Management Agency (LPIP) in Indonesia. By collaborating with an 
artificial intelligence-based credit scoring partner, the Company has developed an alternative credit scoring system that will provide 
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information such as debtor profile, level of risk, and the possibility of default, etc. from alternative data sources. This system is built to serve 

credit score requests for prospective debtors who do not yet have a credit history. 

2. Development of Financial Information Service System for Indonesia Financial Services Authority (OJK) 

Financial Information Service System (SLIK) is a new system for a credit information system to replace the current system called the 

Debtor Information System (SID) managed by Bank Indonesia. SLIK is one of the most critical infrastructures in the financial services sector 

that can be used by industry players to mitigate risk, especially credit risk. So that it can help reduce the level of risk of problem loans and also 

to support the expansion of access to credit/financing.  

In leveraging the knowledge and experiences that obtained from project activities to become a new line of business, the Company must not 

breach any Non-Disclosure Agreement (NDA) or any form of exclusivity clause agreements between the Company and the customers. 

To further escalate growth, the Company needs a strategy of external growth, which is to form a strategic alliance with other parties that 
owns the capabilities, products, or market domination. A strategic alliance will also strengthen the Company's position in the market. Following 

is proposed companies to form a strategic alliance with: 

1. Global Credit Scoring solution provider  

The increasing trends of fund lending not only happened in fintech companies, but also the conventional banking and multi finance 
companies. In the era of financial inclusivity, the need for credit scoring becomes crucial. A credit scoring company has the capability of 

performing statistical analysis to access a person's creditworthiness. This company has the product and resources that the Company does not 

possess.  

2. Artificial intelligence solution provider company 

The use of AI in the financial industry, especially in providing accurate and fast credit scoring, is very crucial. There are a lot of 

parameters and combinations of data/facts to define the accurate credit score, especially for the non-bankable people that need the role of AI. 

This AI company has the skill and strategic resources experts that the Company does not possess.  

Proposed Product and Services 

1. Artificial Intelligence-Based Credit Scoring  

This service will provide data-based credit information such as debtor profile, credit score, level of risk, and the possibility of default. 

The use of the latest technology combined with artificial intelligence will resulted in added value in services such as ratings generated are 

transparent and explainable to users, high accuracy, service availability, and high performance. The market for this solution is financial services 

companies such as banks, multi finance, fintech, and credit scoring bureau. 

2. Regulatory Reporting Services for OJK 

OJK requires the financial services companies to report their business activities in a specific data format each month. The data then 

validated by the OJK's system. Any deviations to conformity will result in a warning notice letter and later will be subject to penalties. Not only 
to the financial loss because of the penalties, but this will also affect more to the institution's credibility in front of OJK and to its peers. The 

software will provide a platform to report to OJK in a timely and accurate manner. 

 

CONCLUSION 

As the Company's core business has reached its maturity level, it suffers from the difficulties of growing in sustain matter. The Company 

therefore, must transform its business model from project-based to recurring-based business, which offers a long-term growth predictability. 

The Company also needs to focus on providing solutions for a specific industry rather than being a general software developer for any industry. 

In the Company's case, the best choice is the financial services industry. By leveraging the Company's knowledge and experiences, the 

solutions chosen as a source of revenue streams are Credit Scoring services and OJK Regulatory Reporting services. To strengthen the 

Company's position in the market, the Company needs to form a strategic alliance with a global credit scoring provider and artificial 

intelligence solution provider. This proposed transformation will hopefully support the Company in achieving sustainable growth. 
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