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Editorial note

Business Management is an evolving subject influenced by the emerging

trends, transforming world societies, and developing economic structures.

understanding these changes to adapt them in the real world’s business practice

is a challenging task and requires an extensive research work. Businesses today

spend a myriad on research & development to enhance their business systems,

however, as business operations involve the human factor and decision making,

the results of many research studies divulge the findings, which are somehow

erratic in nature. to overcome this issue, researchers today not only need to

observe and theorise these observations, but need to delve into the research

subjects to find more precise, and predictable results. the changing business

trends and fast evolving structures bring forth a need to adopt newest research

methods for better precision and accurate results. engagement with research

subject to extract research experiences could be a remedy for this issue.

to foster research experience, researchers have to involve themselves into the

business systems. However, the gap between the industry and academia limits the

possibility of research experience to flourish. to improve the existing research

norms and cultivate research tradition, especially in developing economies, there

persists a dire need to link industry and academia. these collaborations could

prove to be beneficial as academic researchers are primarily focused on creating

new knowledge and businesses are focused on capturing this valuable knowledge.

strengthening these collaborations would support innovations in industries, and

also enable industrial relevance in academic research.

this current edition of Journal of Business strategies includes stimulating articles

from scholars and students, entailing researches from diversified business

management subjects. in spite of limited research resource availability and many

challenges faced by researchers in developing economies, the innovative research

topics and their findings, included in this journal, prove that research in Pakistan is

thriving and, a promising research embracing society is foreseeable in the near future.

i would also congratulate JBs community for acquiring  e-issn for the

v



journal. We are striving hard to enhance our journal quality, by introducing JBs

accessibility in international platforms, through global databases and

technological content. We are determined to enhance the discovery, sharing and

management of our content to make it accessible to all, to appreciate the academic

scholarship. 

on a final note, i would like to thank our Board, faculty advisors and JBs

publishing team for their guidance and support, to make our journal possible. My

special thanks to the reviewers for their commitment towards increasing the

quality and presentation of research in the journal. i am deeply indebted to all of

them for their dedicated efforts and time that they have invested into improving

the journal and helping JBs to strive for academic excellence.

sadia khurram

Editor

Journal of Business Strategies
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iMPaCt OF sOCiaL nEtWOrkinG sitEs On

COnsuMEr PurCHasE intEntiOn: 

an anaLYsis OF rEstaurants in karaCHi

Hafsa abdul Hafeez, Dr. amir Manzoor and Dr. Faryal salman

aBstraCt

Social networking sites (SNS) have become an integral

element, of the daily lives, of a large number of youth

around the globe. These sites are not only used for

socialization. Marketers have also found that these sites

can be tremendously beneficial for them to market their

product and services and influence consumer purchase

decision. The aim of this study was to analyze the impact

of SNS on the consumer purchase intention of young

customers of restaurants in Karachi. A self-administered

questionnaire was administered to a sample of 500

respondents. The results of regression analysis revealed

that information search, user experience, and eWOM

communication on SNS significantly and positively

influences consumer purchase intention. This study

provides several implications for marketers. An increasing

number of youngsters are using SNS and companies are

embracing SNS in order gain better understanding of what

the customers want. Marketers using SNS for marketing

their products need to pay more attention to understand

how they can utilize a better customer experience on SNS,

make information search easier, and utilize eWOM

communication effectively to better market their products.

Keywords: Social Network Sites, Reviews/Feedback, Consumer purchase behavior/decision, eWoM,

Information Search, and Experience.

intrODuCtiOn

now a day, shopping has become more of a recreational activity that
people perform to fulfill their material needs. shopping today has become
a play where the customer is at the center stage and is involved in the
decision process and the shopping experience. the quick developments in
online social networking have changed the way various purchasers
associate with each other and the different brands and organizations. this
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change in the association has resulted in changes in the way consumers
make purchase decisions (leung, Bai, & stahura, 2015). Previously,
marketers relied on publicity messages and used mass communication
media with the expectation to inform buyers and build a favorable
inclination towards their brands. Marketers also used mass media to
publicize their products/services.  Conventional media, such as tV, was
heavily used to broadcast publicity information to a large number of
consumers. one particular disadvantage of these conventional media
channels was that it put consumers in a passive mode where they only
absorb the information presented to them. they were not able to analyze
the information presented. as such, this information provided them a little
help in their purchase decision. While this marketing technique worked in
the era of mass marketing, it has lost its worth in the modern world where
consumers have access to large sources of information including social
media. online social networking sites have brought fundamental changes
in the ways consumers select, share and evaluate data. With the coming
of online networking, old-fashioned media, for example, tV and
newspapers have lost a significant portion of their regular viewers and
their impact as a marketing channel has become much less significant.
advertisers have quickly realized the power of online social media to
gather intelligence regarding customer segments, shopping habits, and
unlimited customer data (Chandra, goswami, & Chouhan, 2013; Hampton,
lee, & Her, 2011).

as such, marketers are increasing their online marketing budget with
special emphasis on online social networking marketing. according to an
estimate, advertisers around the globe were expected to spend $23.68 billion
on paid media to reach consumers on social networks in 2015. that amount
was 33.5% more than the amount spent in 2014. it was expected that, by
2017, the amount spent on social network ad spending would reach $35.98
billion. that would equate to 16 % amount spent globally on all kinds of
digital ads (Duffett, 2015).  Besides, the Middle east and africa regions
were expected to spend the most on social networking ads in 2014
(leeflang, Verhoef, Dahlström, & freundt, 2014). the B2C electronic
commerce was expected to reach $1.5 trillion in 2014 with larger
developments taking place in developing markets (Miyatake, nemoto,
nakaharai, & Hayashi, 2016). recent statistics show that facebook is the
dominant social networking platform. More and more people are using
facebook to socialize as well as to seek peer recommendations e.g. in

Hafeez, H.A. and Manzoor, A
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making purchase decisions. in Karachi, this trend has also taken its roots
and an increasing number of people, especially youth, turn to social media
to gather information e.g. when deciding which restaurant to dine in. the
online orders for food are increasing because people find it more convenient,
economical, and speedy to order food online. the increasing use of social
media makes it more probable that consumers would shop from the
businesses with which they have established close acquaintance online.
Many researchers have found that electronic word of mouth (eWoM)
significantly influences consumer purchase decision. for example, Hu, liu,
and Zhang (2008) found a strong positive link between eWoM and items
purchased online by consumers. investigating various prevalent motives,
facilitators and barriers affecting purchase decision-making towards
products, PaDMaVatHi (2015) found that increasing number of online
product analyses increased consumer’s intention to buy the item.   

Many researchers have concentrated on the use of social networking sites
in purchase decisions. studying the motives of individuals to connect with
others on social networks, ouwerkerk and Johnson (2016) found that there
could be both positive and negative motives for individuals to socialize and
connect with others on social media. auker (2011) found that organizations
use online social networking to build exclusive client relationships, expand
their market, enhance their market reputation, and generate sales leads.
Besides, online social networking sites are also being used for marketing
research by organizations (Casteleyn, Mottart, & rutten, 2009).
furthermore, clients get to explore organizations and brands via web-based
social networking sites (Miller & lammas, 2010; Wang, Chen, & liang,
2011). in today’s world, millions of youth invest a significant amount of
their time on using these social networking sites and marketers have started
to use these sites to build consumer communities around their brands and
companies (Pate & adams, 2013). according to Zhang (2013), consumers
spend, on average, 3, 5 and 6 hours daily on google, Youtube, and
facebook respectively. With increasing number of users on social
networking sites, retailers are anticipated to increase their advertising
spending on social media sites. the young generation is more comfortable
with these digital formats. as such, the impact of these social networking
sites on buying behavior of youth is very important when an organization
decides to choose marketing on social media. social networking sites can
provide businesses a new set of marketing promotion tools and new ways
to engage with the contemporary social world of their customers. social

Impact of Social Networking Sites on Consumer Purchase Intention
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networking sites have become so important because of youth’s need of
constant connection with their friends and the world (Pate & adams, 2013).
the ad spending on facebook increased from us$1.87 billion to us$ 3.15
billion in 2010. google search continues to play a very important role in
affecting the buying behavior of youth (gangadharbatla, 2008). 

the purpose of this research was to identify the factors of sns that
influence the young generation buying behavior. the examination is vital given
that sns use is increasing at an exponential rate and organizations/ brands are
more actively making efforts to connect with their customers through this
medium of communication. this research is going to help both the marketers
and researchers. it would lead towards findings of the areas that really affect
the buying intentions of youth in Karachi. furthermore, this research especially
focuses on the analysis of the restaurants of Karachi and how the sns reviews
about restaurants may shape the youth choice of a restaurant.

LitEraturE rEViEW

social Media and Marketing

Web 2.0 refers to the change in the way web page are designed and
used. social media sites are examples of web 2.0 technologies (Kaplan &
Haenlein, 2010). Web marketing or internet marketing is an umbrella term
that refers to the utilization of internet for various marketing purposes.
erdoğmuş and Cicek (2012) suggests that social media marketing is a
process of empowering individuals to market their products/services
through online social media channels, to interact with larger communities,
and expand market reach. Karjaluoto and Jayawardhena (2012) found that
the role of digital channels such as social media has increased over the
years to support the traditional offline marketing objectives. social media
marketing is different due to various reasons (Järvinen, tollinen,
Karjaluoto, & Jayawardhena, 2012). one reason is that social media
marketing has many components that make it different from other
marketing channels. it provides wider personal communication
opportunities that marketers can use to attract a large number of audiences.
it is a very important aspect because traditional marketing communication
may not provide that level of personalized communication and can be very
costly (Weinberg, 2009; smith & Zook, 2011; isbister, 2013)

sns and Consumer Purchase Decision

sns provides consumers opportunities to interact with other people.

Hafeez, H.A. and Manzoor, A
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according to ellison (2007), the uniqueness of social network sites comes
from the fact that sns enable users to articulate and make visible their
social networks. With this visibility of social network, users can build
connections that would otherwise not be made. However, this is not often
the goal of social networking sites and that connections often involve some
latent ties or offline connections among the people (safko, 2010).  

Consumers are the marketplace actors who purchase or consume
products and services. However, there is a slight difference between the
buyer and consumer. Buyers may or may not consume the product for
ultimate use while the consumer purchases the products for ultimate use
(sternthal & Craig, 1982).  Many times, businesses are unable to deliver
their message to their consumers and prospects knowing that their
consumers and prospects are facing significant difficulties in their decision
process. today, the decision-making process of a consumer is significantly
influenced by the accessibility and transparency of information. in this
context, silverman (2001) provides a comprehensive model, which
attempts to capture the critical aspects of individuals’ consumption
behavior. this model interprets consumer behavior into five stages – 1)
Problem recognition, 2) search of information, 3) evaluation of
alternatives, 4) final decision, and 5) post-purchase decisions. Problem
recognition takes place whenever a consumer recognizes a significant
difference between the desired and the actual state of affairs, which is of
sufficient magnitude to arouse and activate the decision process. in
information search stage, prospects have a certain interest in a product or
service and then they identify available options, study information of
selected options, and eventually judge which of these options can most
likely deliver the best outcome. once an option is identified as the
best/suitable solution according to the individual’s needs after
accumulating sufficient information, they undertake the alternative
evaluation. in the evaluation stage, consumers form their preferences
among the product choices available. two factors can interfere with the
purchase intention and purchase decision. the first factor is the attitude
of others and the second factor is unexpected situational conditions. the
attitude of others means how much a person’s preference towards a
particular product is affected by another person’s negative attitude towards
this preferred product. this may result in the readjustment of the
preference formed. similarly, consumers preferences are also influenced
by other people published evaluations of the preferred alternative. once

Impact of Social Networking Sites on Consumer Purchase Intention
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the product or service is consumed, the consumer reviews his/her level of
dissatisfaction with the product and service and evaluates the criteria used
to choose this product/service in the product selection stage.     

information search. the limited capacity of human beings have to
process information can affect the various components of decision process
such as information search. Many factors (such as the perceived costs of
analyzing information) can affect when information search should be
stopped. there are other factors as well e.g. information availability and
information value. individuals are generally not actively searching for
information. in this case, advertising may lead to a goal reordering. By
identifying the most commonly used channels/platforms marketers can
better understand the source and type of information consumers are
actually exposed to.  Due to democratic and neutral nature of content on
social media, consumers are increasingly turning to social media to search
information and make purchase decisions. understanding of consumer
search behavior has long been a focus of researchers. recently, social
search, i.e., collecting information from peers, has gained a lot of attention
partly due to easy access to data on from such platforms as facebook and
twitter (godes et al., 2005; Chan, lei, leong, ng, & Wong, 2016).
therefore, we hypothesize that:

H1: information search about the particular restaurant in Karachi
significantly influences consumer purchase decision.

Electronic Word of Mouth (e-WOM Communications) amongst

Consumers. on social media, the prime objective of marketers is to build
consumer communities, generate discussion around these communities
about the brands, and to spread these discussions. Customer reviews are
one of the significant areas of social media. these reviews are widely
available for products and services. these reviews generate significant
value for both consumers and companies and companies continue to
encourage customers to rate and review products and services on social
media platforms (godes et al., 2005). these activities produce electronic
word of mouth (eWoM) and when provided through social media can help
consumers in their purchasing decisions (Chen, fay, & Wang, 2011).
online customer reviews have grown quickly and many companies (e.g.
amazon) are actively using these reviews to boost the sales of their
products and services. online communities are another form of social
media that are now being used to share information and knowledge about

Hafeez, H.A. and Manzoor, A
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products and services (Holleschovsky & Constantinides, 2016). Potential
consumers are also using recommendations as another tool to help them
make the purchase decision. according to nielsen, spertus, and
Drobychev (2010), potential consumers prefer other users’
recommendations over product information provided by companies. as
such, these interactions enabled through social media can boost consumer
trust and reduced level of perceived risk. 

in the phase of information acquisition, many external and internal
source of information can influence consumers. internal sources of
information are previous users of product/service who are able to influence
potential consumers by spreading word-of-mouth and function as role
models (silverman, 2001; rehman, ilyas, nawaz, & Hyder, 2014). Word
of mouth involves no cost, is self-generating and self- contained. Word of
mouth can be spread through social media at a very fast space. according
to silverman (2001), individuals like to review products or services and
engage in word of mouth and that’s the reason customer review have
becomes particularly important and word of mouth has become an attribute
of a product. Delivery of word-of-mouth can make the purchase decision
easier. Word-of-mouth removes confusion and improves the credibility of
information (silverman 2001; Holleschovsky & Constantinides, 2016).
the social Web has significantly altered people ability to gather unbiased
information and to seek information from others about actual experiences
both before and after purchase. therefore, we hypothesize that:

H2: electronic word of mouth about the restaurants of Karachi
significantly impacts consumer purchase decision.

Consumer Experience and its role in Purchase Decision. there exist
many theories that attempt to explain the role of the consumer experience
in consumer purchase decision. online shopping can be viewed as an effort
to reduce uncertainty. Developed by Berger and Calabrese, uncertainty
reduction theory (urt) clarifies how communication among people is
used to develop understanding by picking up information (Berger &
Calabrese, 1975, Berger & Calabrese, 1982). according to this theory,
people (known as “data seekers”) accumulate significant data that permits
them to foresee a state of mind or behavior. in relationship development,
this reduction of uncertainty is particularly important. When people ask
other acquaintances about their experiences with a particular product, they
are actively seeking information, which requires the potential buyer to

Impact of Social Networking Sites on Consumer Purchase Intention
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make some effort on his/her own behalf (Brumfield, 2008; Park & Kim,
2016). Many times, this kind of information is the only information
potential consumers seek. this is different from an offline world, where
consumers generally have an offline relationship with the person whose
experience with a particular product they would like to know.  as such,
they already have an assessment of that individual’s trustworthiness,
competency and the degree of confluence between the information
provider’s needs and those of the potential consumer. in online
environments, potential consumers do not need to make great efforts to
reduce uncertainty. this is because they can gain considerable information
about experiences of others by reviewing information available online
product review platforms. While the effort required of a consumer to get
information is lower, the effort required to process that information is
often higher. researchers have found that on sns, potential consumers
often adopt passive information seeking strategies because it is easy to
gather information from sns profiles unobtrusively and because
connections to the target’s friends are visible, allowing for easier access
to this social network (antheunis, Valkenburg, & Peter, 2010; Hu et al.,
2008). therefore, we hypothesize that:

H3: Consumer experience significantly influences the consumer
purchase decision about the restaurants of Karachi.

social networking sites (sns) as a forum for consumer feedback. social
networking sites are helpful in fulfilling communication needs and wants.
People can use them as a convenient method of communication and stay
connected with friends and family (urista, Dong, & Day, 2009). users have
tight control of their interaction schedule where they can decide when they
want to read and respond to particular content. the internet communication,
in general, is an individual activity but due to its one-to-many
communication methodology, it is more efficient. it is also easy for users to
quickly spread the information. the virtual communication provided by
social media sites can fulfill many needs and wants of consumers. this
virtual communication is a convenient method of communication that users
can use to stay connected with their family and friends on a schedule of their
own (urista, Dong, & Day, 2009). social media is a highly efficient method
of communication because users can quickly and widely disseminate
information. social media is a widely used method of communication
amongst youngsters (Pookulangara & Koesler, 2011). there are multiple
gratifications associated with the use of social media. information exchange
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is one such gratification. for example, facebook is also used for the social
search. in social search, people are looking for information regarding
individuals they have met offline (schivinski & Dabrowski, 2016; urista,
Dong, & Day, 2009; Miller & lammas, 2010). Many times people derive
satisfaction from browsing other people’s social network. one benefit they
could possibly derive from this is to know their friends and their profile
content (shang, Wu, & sie, 2017). People may derive some positive
psychological benefits by consuming such social information. for example,
people may gain a feeling of socially involved in a large group of people.
Many times this consumption of social information is merely for
meaningless gossip about other people’s profiles but none the less it is still
one of the gratifications of social media use (Constantinides & fountain,
2008). social media is also considered as an effective way of disseminating
practical information to many people simultaneously (urista, Dong, and
Day, 2009). one example of this practical information shared in facebook
is significant life events. reviews and user-generated content (such as rating
of a movie) involve a high degree of personal taste and subjectivity to users.
trust is the overriding attribute that makes these reviews and user-
generated content very influential in consumers’ purchasing decision
(silverman 2001). according to Miller and lammas (2010), individuals tend
to trust these contents to filter, distil, and objectively evaluate the mound of
information. therefore, we hypothesize:

H4: sns feedback and reviews about the restaurants of Karachi
significantly influence consumer purchase decision.

COnCEPtuaL FraMEWOrk

Based on the literature review and hypotheses, this study developed the
conceptual model as shown in figure 1. the conceptual model includes
four independent variables (namely sns site feedback, eWoM
communication, Consumer experience, and information search) and one
dependent variable (namely consumer purchase intention).   

Figure 1. Conceptual Framework

Consumer Purchase
intention

information search

Consumer experience

eWoM Communication

sns site feedback
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rEsEarCH MEtHODLOGY

sample Design 

for this study, a self-administered questionnaire was designed for the
survey purpose. the study was cross-sectional in nature. the target
population was both male and female living in Karachi in the age group
of 20-50 who dined in the restaurants of Karachi. the sample size of the
research was 500. Convenience non-probability sampling method was
used to select survey respondents. the research design was quantitative
and data was collected through an online survey. out of 500 respondents
invited to fill out the survey, 304 completely filled and usable
questionnaires were received. therefore, a response rate of 61% was
achieved. table 1 shows the demographics of the survey respondents.

table 1. respondents Demographics

research instrument

the research instrument developed contained five variables (or
constructs) namely social network sites feedback/reviews (snsf),
information search (is), electronic word of mouth (eWoM), experience
(eXP) and Consumer Purchase Decision (CPD). table 2 summarizes the
constructs and their respective sources.

gender
Male (41.8%)

female (58.2 %)

education

Matriculation (7.5%)

intermediate (8%)

undergraduate (34.2%)

graduate (29.6%)

Postgraduate (20.7%)

age

15-20 years (22.4%)

20-30 Years (65.8%)

above 30 years (11.8%)

Monthly earning

less than 10,000 (12.8%)

10,000-30,000 (17.1%)

30,000-50,000 (14.5%)

above 50,000 (13.8%)

no earning (41.8%)
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table 2. Constructs and their sources

the questionnaire’s first section sought data on consumer
demographics (such as gender, education, age, and Monthly earning).
the second section contained 15 research questions related to the
objectives of this study. the first five questions were related to social
network sites feedback and how/why they affect the consumer purchase
decision. on the other hand, it was also needed to find that how often do
the particular customers read the reviews and feedback of the restaurants
in Karachi and do they always read the reviews of the new restaurant
before trying. “You often read the reviews before ordering the food from
any restaurant” was one of the questions asked. the questionnaire was
based on a 5-point likert scale starting with “1 = strongly Disagree” to
“5 =strongly Disagree”.

rEsuLts

reliability and Validity analysis

sPss V22 was used for data analysis. in order to ensure the validity of
the research, the questionnaire was pilot tested, so that to refine the
questionnaire and to assure respondents will not encounter problems in
answering the questions. Before sending the questionnaire to the targeted
respondents, the researcher consulted with different professors of different
universities including Bahria university and got their approval of the
questionnaire. in addition, it was sent out to few people in order to get
suggestions and comments for modifications.

in the next step of data analysis, the reliability of the research scale was
checked using Cronbach’s alpha. the value of Cronbach’s alpha for the
overall questionnaire was 0.847 that showed a high level of internal
consistency for our scale with this specific sample. the values of ‘squared
Multiple Correlation’ were examined to see if removal of any item from
scale could provide an improvement in the reliability of the scale. only one

Constructs 
no. of

items
source

social network sites feedback (snsf) 5 silverman (2001), lee (2013)

information search (is) 5 silverman (2001), lee (2013)

electronic Word of Mouth (eWoM)
Communication

2
Constantinides and fountain
(2008)

experience (eXP) 1 Constantinides and fountain (2008)

Consumer Purchase Decision (CPD) 2 lee (2013)

Impact of Social Networking Sites on Consumer Purchase Intention
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item (i.e. is4) had a very small value of ‘squared Multiple Correlation‘
equal to 0.083. However, if this item was removed, the possible
improvement in the Cronbach’s alpha of scale was only 0.005. therefore,
we decided to keep the research scale intact for further examination. 

Correlation and regression analysis

in the second step of data analysis, a correlation analysis and a multiple
regression analysis was performed. the correlation coefficient between consumer
purchase intention and eWoM was 0.461 with p = 0.000. that depicted a
significant positive relationship between these two. the correlation coefficient
between consumer purchase intention and customer experience was 0.424 with
p = 0.000. that depicted a significant positive relationship between these two.
the correlation coefficient between consumer purchase intention and information
search was 0.508 with p = 0.000. that depicted a significant positive relationship
between these two. the correlation coefficient between consumer purchase
intention and sns reviews and feedback was 0.467 with p = 0.000. that depicted
a significant positive relationship between these two. a multiple linear regression
analysis was performed to predict CPD (Dependent variable) based on snsf,
eXP, and eWoM and is (Predictors). a significant regression equation was
found (f (4,297) =42.371, p< .000b, with an r2 of 0.355. the predicted CPD
was equal to .355 + [.206+ .139+.322+.170] (snsf, eXP, eWoM, is measures).
CPD when snsf, eXP, eWoM, is are measured in different criteria. average
CPD increased 0.837 (.206+.139+.322+.170) for each predictor (i.e. snsf, eXP,
eWoM and is) respectively. table 3 provides the regression coefficients.

table 3. Coefficients
Coefficients

DisCussiOn

this research was conducted to analyze how the sns reviews about
the restaurants of Karachi really affect the consumer purchasing behavior.
it also highlighted the relationship among the consumer purchase decision

Model unstandardized
Coefficients

standardized
Coefficients

t sig. Collinearity
statistics

B std. error Beta tolerance Vif

1 (Constant) .355 .239 1.488 .138

eWoM .206 .056 .204 3.670 .000 .693 1.443

eXP .139 .044 .170 3.144 .002 .737 1.356

is .322 .082 .241 3.949 .000 .577 1.733

snsf .170 .063 .161 2.687 .008 .599 1.670
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and the other variables like the experience of the consumers, information
search about the restaurant and the electronic word of mouth regarding
the particular restaurant outlet of Karachi. 

this study found that consumer purchase decision was significantly
and positively impacted by information search. this finding is in
accordance with previous studies (Chan, lei, leong, ng, & Wong, 2016;
shang, Wu, & sie, 2017; silverman, 2001). silverman (2001) indicated
that information search plays a strong and significant role while making
the purchase decision. shang, Wu, and sie (2017) also recognized that
information search plays an important role in consumer purchase decision. 

this study found that eWoM communication significantly and
positively impacted consumer purchase decision. this finding is in line
with previous studies (godes et al., 2005; Chen et al., 2011; erkan &
evans, 2016; Holleschovsky & Constantinides, 2016) that found a
significant relationship between eWoM communication and the consumer
purchase decision.  godes et al. (2005), Chen et al. (2011) and erkan and
evans (2016) argued that in today’s world where social media networks
are the easiest and convenient way to communicate with each other; the
electronic word of mouth plays a significant role in shaping consumer
choices.  People can easily communicate and widely disseminate their
different opinions and experiences through electronic word of mouth.
Businesses also need to maintain their reputation by satisfying consumer
needs and encouraging them to spread positive eWoM about them.

Consumer purchase decision and consumer experience were also
significantly and positively linked to each other. the finding is in line with
the findings of previous studies (Constantinides & fountain 2008; Park &
Kim, 2016). according to Constantinides and fountain (2008), the
experience is the key to getting to favorable consumer purchase decision.
the different sites that provide reviews of various food service providers
share the information of the restaurant outlets and food based on consumer
experiences. Park and Kim, (2016) provide further support to this idea by
suggesting that past consumer experience can help shape consumer
purchase decision.

lastly, this study found that consumer purchase decision is positively
and significantly impacted by social network sites feedback and reviews.
this finding was supported by the findings of previous studies (urista et
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al., 2009; ellison, 2007; schivinski & Dabrowski, 2016). this means that
the social network sites reviews and feedback about the particular
restaurant outlet in Karachi do affect the consumer purchase decision.
according to urista et al. (2009) and ellison (2007), the youth mostly
spend the majority of their time on the social network sites. as such, it
makes sense that youngster purchase decision is significantly affected by
feedback and reviews on sns. this finding is in line with the findings of
schivinski and Dabrowski (2016) who found that young customers
attached significant values to the feedback on sns while making a
purchase decision. on the other hand, it is very much possible that the
loyal customers do not care about the different positive/negative reviews,
and continue to order the food from the same food outlet because it does
satisfy their needs (such as taste). However, foods outlets cannot solely
rely on these brand loyal customers. they must take into account the
relationship between sns reviews and consumer purchase decision in
order come up with appropriate strategies to expand their market base. 

COnCLusiOn

the objective of this study was to understand the aspects of sns that affect
the online consumer purchasing behavior. this study found that different
factors of sns do affect consumers’ purchase decision. Consumers utilize
online social networking sites to have discussions and build relationships.
this study found that the effect of social network sites reviews on the
consumer purchase decision is significant and positive. repeatedly,
researchers have demonstrated that purchasers utilize online social
networking to connect with family and companions and seek others
experiences and reviews about different products and services. today,
consumers have become more skeptical about companies and they carefully
develop their spending plans. thus, it is very improbable that organizations
can possibly influence consumer purchase decision by just having the
presence of their companies and brands on online social media sites such
as facebook and other social network sites like instagram, linkedin etc.
Most importantly, online social media sites are not principally about driving
deals or affecting consumer’s choices. a company tied up in such an
approach will be in a state of disillusion. the company’s social media
presence should be about making passionate consumer communities
through positive engagements with the consumer and involving them in
healthy and active discussions. this would help build a community of loyal
customers that in turn can help increase business.
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rECOMMEnDatiOns

the results of this study demonstrate that information search about a
particular restaurant and eWoM significantly influences consumer’s
purchase decision. However, it is not necessary that every single time the
reviews about the restaurant, either positive or negative, will affect the
consumer purchase decision. this is because the loyal consumer will
continue purchasing from the restaurant, which has the bad reviews too
on social network sites (rassega, Carlo, Valentina, antonio, & nicola,
2015). However, restaurants should not rely only on their brand strength
among loyal customers but also focus on their reputation among other
customers. this would be very important in increasing their market reach
and extend their loyal customer base. the results of this study provide
significant implications for the marketers looking to promote the products
in the food sector. this sector is sensitive and especially in developing
countries such as Pakistan, a negative eWoM can quickly destroy the
established reputation of any food service provider. Marketers can use the
results of this study to further enhance their understanding of consumer
purchase decision, they can develop a granular understanding of the
consumer’s habits of information sharing on social media and how this
information sharing pattern can be utilized to develop better marketing
campaigns for food service companies. Marketers should come up with
better strategies to build consumer communities and consumer
engagement on social media. this community building and consumer
engagement can help build stronger brands. this could also provide
marketers an efficient and cost-effective way to market their products of
food service providers. it is also important to note that youngsters may
not have the purchasing power but they can act as very strong purchase
influencers. as such, marketers need to pay special attention to understand
the way youth use social media and share information on social media. a
good understanding of the process of their opinion formation on social
media can help marketers find ways to influence the actual purchasers in
the food sector. this can also help marketers come up with better
approaches to developing compelling advertisements.  

LiMitatiOns anD arEas OF FuturE rEsEarCH

every study has certain limitations and this study is no exception. for
instance, the findings of this study may not be completely generalizable
because the data was gathered from the participants from Karachi only. it
is possible that the results are applicable to other cities that share similar
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demographic patterns but may not be applicable to other smaller cities.
future studies could consider a comparative study among different cities.
another limitation is that the sample was collected from the young
generation of Karachi only and the adult population was not considered.
the sample was a mixture of employed and unemployed youngsters and
as such, the results of this study may not be the representation of the whole
population. the present research suggests that youngsters consider
eWoM, information search, experience and sns reviews important in
their purchase decision. it is possible that the factors important for
youngsters differ from factors important for more mature consumers. a
comparative study between young and mature consumers could be an
interesting topic for future studies. future studies can also take into
account variables other than eWoM, information search, experience, and
sns reviews to provide deeper insight into consumer choices for
foodservice marketers. the inclusion of more social benefit factors, such
as a desire for reference group influence, sense of belonging or
interconnectivity, may be necessary to assess eWoM intentions
(Willemsen, neijens, & Bronner, 2013). in addition, gender differences in
eWoM, information search, sns reviews, consumer purchase decision,
and experience could be meaningful, perhaps women are more likely to
use social media and have a higher intention to engage in eWoM than
men. finally, future studies could identify eWoM intentions in various
food service segments. 
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EFFECt OF VisuaL MErCHanDisinG

ELEMEnts OF rEtaiL stOrE On COnsuMEr

attEntiOn

Dr. Yasir ali soomro, sana abbas kaimkhani, and Javeria iqbal

aBstraCt

The main purpose of the study was to determine how

visual merchandising influences consumer attention.

Visual Merchandising is a technique to visually making

the brand attractive and highlights the unique features

of the store. Brands hire specialized marketers who focus

on visually enhancing the brand and provide them with

a good shopping experience in the stores. The study

focuses on four important factors of visual

merchandising and the hypotheses are based on these i.e.

store layout, window display, color & lighting and store

interior, and how it influences the attention of consumers.

Nonprobability sampling technique was used to conduct

this research and a structured questionnaire was

designed to collect responses. 280 individual responses

were collected with their contact details to have an

authentic individual feedback. Since store layout had a

negative but significant impact on gaining consumer

attention, the hypothesis for store layout was rejected.

The rest of the hypotheses for window display, color and

lightning and store interior have been accepted that they

have a positive and significant impact on consumer

attention. The study concludes that marketers should

focus on visual merchandising strategies for attracting

customers and increase the footfall of store which may

also lead to gain an edge over competitors. 

Keywords: Visual Merchandising, Retail store outlet, Consumer attention.

intrODuCtiOn

Visual attraction and communication have been considered vital
components of retailing suggested by researchers and practitioners both
(Mcgoldrick, 1990, 2002). therefore, Visual Merchandising is an activity
that is given interest in retailing. in order to remain in the market and
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achieve a competitive edge over the competitors, retailers are incorporating
various differentiating strategies and techniques in their operations
(Kerfoot, Davies, & Ward, 2003). Visual merchandising is one of those
benefiting strategies that is considered as one of the determinants of success
for a retail store. in visual merchandising the management ensures that both
the exterior and interior of their store is appealing enough to attract the
customers. Both the exterior and interior deem to have a major impact on
consumers buying behavior and is observed to stimulate interest and desire
to purchase them. this technique also helps in the selling of the right kind
of the product to the right kind of customer by developing attraction and
displaying products accordingly (Wanninayake & randiwela, 2007).

Pegler (2011) stated in their paper that visual merchandising influence
the psychological behavior of consumers by visually communicating the
product to customers. one of the crucial factors in this regard is that the
product and the message that Merchandiser is trying to communicate
through visual merchandising is properly reaching out the customers or
not. it’s considered as one of the silent sales people in marketing and in a
case of any flaw or miss communication the purchase behavior of
consumers might get negatively influenced. some primary factors that
contribute in this regard are the selection of right color, lighting effects,
shelving of the product etc. that as a whole enhance the impact of visual
merchandising. these attributes that are an important component of visual
merchandising increases the sales in the retail industry by attracting the
consumers towards the products displayed. the primary job of this
technique is to highlight all the differentiating elements of all the products
in such a way that it not only attracts the customer but also communicate
all the attributes of all the products effectively (Pegler, 2011).

the primary reason behind conducting this research is to analyze the
influence that visual merchandising and its element on consumer attention.
Brand name, window display, color and outlook of the store are some
elements of the visual merchandising whose role in gaining consumer’s
attention would be specifically discussed in this research (Wanninayake
& randiwela, 2007).

siGniFiCanCE OF tHE stuDY

Visual merchandising is a major way of communicating with the
customers. it has become an essential tool in today’s era where marketers
find new and innovative ways to grab the attention of customers. the key
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elements of visual merchandising which contribute in attracting customers
are window display, store layout, color & lighting and store design. this
research paper will contribute to visual merchandising literature especially
in the Pakistani retail context by analyzing and finding the influence of visual
merchandising on gaining consumer attention in the local context of Pakistan. 

LitEraturE rEViEW

Visual Merchandising

the quality of store atmospheric elements of the retail environment is
considered to be part of visual merchandising (Kotler, 1974). Donovan
and rossiter (1982) extended the concept of store atmosphere by
categorization of physical in-store variables such as store layout,
architectural design, wall color and social factors such as how interaction
takes place and behavior of people.

in general, Visual Merchandising has two major areas the store exterior
and interior and other variety of factors like the color combination, lighting
scheme, product placement, store layout and design, mannequin placement
and props selection, furniture and fixtures). all these factors play an
important role in creating a favorable shopping atmosphere (law, Wong &
Yip, 2012). for instance, Baker, grewal, and levy (1992) found how
lighting and background music alter a consumer’s perceptions and reactions
to a store design. similarly, Babin, Hardesty, and suter (2003) found that
the combination of colors and lighting has an important role in influencing
the consumer purchase intention. intangible store elements, such as scents
or fragrance, can also stimulate one’s emotional state and mental
imagination (fiore, Yah, & Yoh, 2000).

Matilla and Witz (2008) stated visual merchandising as a marketing
technique in which the retailers enhances both the exterior and interior of
their store in order to attract their target customers. it helps the retailers
constructing a strong and positive image for their store as well as helps in
generating the required amount of attention and desire among the
consumer. they also explained that both the exterior and interior of the
store must be in coordination with each in order to create a lasting impact
and must be designed keeping in mind the target market of the store
specifically. He further stated that this technique of visually making the
brand attractive has proved to be extremely beneficial in connecting the
target market with the brand by visually highlighting the distinctive and
unique features of the store over the competitors. Chandon, Hutchinson,
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Bradlow and Young (2009) highlighted that visual merchandising is one
those in-store marketing tools that actually triggers unplanned buying
among the consumers. in this technique, the marketers visually enhance
their outlet by creating an aesthetic atmosphere, appropriate shelf
arrangement, attractive window display, cleanliness etc. 

in visual merchandising marketers’ targets and influence all the five sense
of human being that is sight, hearing, touch, smell and taste by determining
the overall atmosphere of the store accordingly. this visually pleasant
atmosphere of the store not only gathers the customer’s attention but also
helps in achieving a high level of sales for the store. However, it is not a single
day process and the store management or marketer is required to continue
upgrading their store’s outlook as per the demands of their consumers and
requirement of their products. the atmosphere must be such that it acts as the
driving force behind the return of the customer towards the store. for this
purpose, it is necessary that management design both the interior and exterior
of the store as per their target market. evaluation of consumer’s perspective
must be done on a continuous basis in order to incorporate all the changes
that the target market wishes visualizes for their favorite store (stanley, 2010).

Visual merchandising is basically a way of gaining consumers
attraction by visually making the brand attractive for target customers.
retailers use this as a tool to grab consumers’ attention by presenting the
merchandise in such a manner that it will boost sales. Marketers use this
technique to highlight the products & services for walk-in customers
because it also plays a major role in impulse buying behavior.

Park, Jeon, and sullivan (2014), discussed that the proper use of visual
merchandising makes the retail brand differentiate to competing brands,
establishes brand preference among consumers. Pillai, iqbal, umer,
Maqbool, and nunil (2011) found in their research that consumers do get
influenced by attractive window displays, properly designed store layout,
and overall appealing visual merchandising and companies can convert
the potential visitors into actual buyers.

Color & Lighting as a stimulus in-store Visual Merchandising.

unexpectedly very little research can be found on how a store’s principal color
choice affects consumer reactions (Crowley, 1993). Baker et al. (1992) research
in which they described how lighting and background music alter a consumer’s
perceptions and reactions to a store design. this research examines how color
and lightening as variable combine, influence consumer attention.
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Colors do have effects on human resource performance and cognitive
interpretation that lead to creating desired consumer reactions (Jacobs &
suess, 1975; Babin et al., 2003). Crowley (1993) reviewed the literature
and concluded that color has an influence on both consumers’ evaluation
(affective tone) and activation (arousal tone). 

research in the field of retail has found these results consistent. the
experimental research proposes that cool-colored in store settings are favored
more over warm-colored store settings (Bellizi, Crowky, & Hasty, 1983; Crowley,
1993). furthermore, in one of the experimental research where hypothetical
television purchase suggested there can be a decrease in the likelihood of
postponing the purchase decision in the case of blue background as compared to
a red background (Bellizi & Hite, 1992). Hence, it is believed that violet/blue
interior walls will generate a higher level of positive affective tone and increased
purchase intentions than compared to darker tone like red/orange.

lighting along with color has been tested in various experiments, in
one of the research, it was revealed that as a classical music and soft lights
combination signals consumers to expect pay higher prices (Baker,
grewal, & levy 1992), lights also moderate color’s effect. in an
independent lighting research, it’s suggested that bright fluorescent (soft)
lights and warm (cool) colors are more used by discount stores (Baker,
grewal, & levy 1992; Bellizi & Hite, 1992; schlosser, 1998).

Color & Lighting and Consumer attention. Consumer attention is a
phenomenon which means bringing something to the notice of consumers.
it is a reaction of consumers in return of the awareness a marketer provides
in promoting his product or service.

the influence that colors and lighting of the store have on the consumer
has been a topic of investigation among the researchers since the past few
years. according to a research conducted by olson (2005), it has been
observed that both these components of visual merchandising greatly
affect consumers’ psychological behavior. it has been evaluated that the
impact of cool colors such as blue and green are more attention gaining
than the warm colors. it was further highlighted through the research that
stores with red or yellow paints are considered negative and unappealing
to consumers in contrast to the blue or green wall paints. However,
solomon, gary, and askegaard (2006) contradicted in this regard by
stating that the preference of color for a store must be done keeping in
mind the demand and the ongoing trend as it hugely attracts the customers. 
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Moreover, aspfors (2010) firmly believes and has stated the
significance of having appropriate lighting in the store numerous times in
his research. through the past researches, it has been observed that those
stores that contain brighter lights are more attention gaining compared
with the stores containing low lights. it is because of the simple fact that
consumers can easily determine their desire product in bright light in
comparison with the lower light. even the minute details about the product
such as the ingredient incorporated in its making and all the labels are
important to consumers and can only be observed if proper lighting is
provided to the customers.

aspfors (2010) stated that lighting is necessary to grab the attention of
the consumers and encourage them towards initiating the purchase. He
further stated that it is the responsibility of the store management to ensure
that the lighting of the store is such that it manages to create a pleasant
and calming atmosphere for the customers as vision is one of those senses
that facilitate the purchase process and hence, holds extreme significance
in the visual merchandising technique.

Color and lighting are one of the important factors of visual
merchandising retail setting. in light of all the previous research findings,
color and lighting as a variable have been adopted to check how it affects
consumer attention; hence following hypothesis has been created:

H1: Color & lighting of the retail store have significant positive impact
on consumer attention.

store Layout as a stimulus in-store Visual Merchandising. the
layout or outlook of the store holds a significant importance in a success of
the outlet. it is the responsibility of management to make sure that store
layout is done in such a way that finding the desired product is not difficult
for customers. the entire outlook and ambiance of the store interior are said
to be store layout in retail merchandising. Products placement and spacing
of floor is an integral part of store layout and design. in an empirical study
garaus, Wagner, and Kummer (2015) stated that a good store layout increases
the probability of consumers to stay longer in the store and enjoy the traffic
free shopping experience. aspfors (2010) highlighted that those products that
are placed at a convenient position tend to generate more sales for the store
than the products situation at a distant unfavorable position. 

all the large stores make sure that the layout of their store is such that
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it helps in generating large in-store traffic but minimize the need for an
unnecessary motion for customers. the different types of store layout that
are free flow, grid, race track, and spine layout. these entire store layouts
help different type of business respectively. the free flow layout facilitates
impulse buying and is usually observed in stores like nike while grid
layout is mostly practiced at grocery stores, retail outlets etc. as it has
counters and shelves. one of the biggest advantages of this type of layout
is that it’s easily accessible for customers. the next in line that is race
track layout facilitate a loop area where the exit and entrance are at the
same end while lastly the spine layout has aisle starting from the front till
the very end of the store and is usually adopted by retailers opening on a
huge scale (Carpenter & Moore, 2006).

according to grewel, Baker, levy and Voss (2003), the selection of
store layout must be done keeping in mind the requirement of the target
market and products available while it should be able to stimulate impulse
buying among the customers instantly. it should be that influential that
customer unintentionally spends more money than they intend to. the
layout must be such that it a customer entering the store conveniently finds
all the goods required to him (ebster & garaus, 2011).

H2: store layout of the retail store has significant positive impact on
consumer attention.

Window Display as a stimulus in-store Visual Merchandising. it is
the art of displaying the products in a manner that increases consumer
attention. Marketers use this technique to increase footfall in store by
exhibiting the products creatively. good window display also leads to
unplanned buying. Marketers also use this as a strategy to convey
promotional messages to their consumers. 

razzouk, seitz, and Chaudhuri (2001) contributed through his research
by stating that there are numerous retailers out there offering the same
kind of products to the consumers. However, the thing that differentiates
one retailer from another is the way he exhibits his products that draw the
attention of the customers. the window display is one of those attractive
measures highlighted by Mopidevi and lolla (2013). it is now being
considered as one of the most used and beneficial ways of drawing
customer’s attention. retailers are working hard in order to make their
displays attractive and dynamic than their competitors as they have
realized that it’s one of those things that leave a positive impression on
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their customers. they further explained in their research that the image of
the store is built by its window display and whether the customer prefers
to walk into the store or not highly depends on the display that is being
put forward to him. Moreover, the display could easily portray anything
that a retailer wishes his customers to observe such as any promotional or
seasonal discount, new arrivals, sales etc. (Mopidevi & lolla, 2013).

it is because of the increasing level of competition all around the world
that competition in this industry is also rising alarmingly. in such situation
providing customers with unique and distinctive window displays is the
only mean through which retailers can keep up the attention of consumers
(Mehta & Chugan, 2013). surprisingly, it has been observed that window
displays can play a lot major role than traditional advertising methods.
furthermore, retailers can target the right kind of customers through this
way by displaying according to the perception of their target market.
Moreover, this also helps the customers as they can decide which store to
enter making the decision process is easier for them and saving their time.
Kim (2013) contradicted regarding window display increasing sales by
stating that no prior research has proved the effectiveness of window
display in increasing sales but it has been observed to stimulate impulse
buying behavior among consumers. However, it is significant that the
display should be appealing enough to trigger this stimulation rather than
just a decorative art piece.

the art of displaying the product in such an aesthetic manner that it
stimulates the desire of purchase among consumers is known as visual
merchandising. this technique helps in generating larger store traffic
increasing the sales of the products eventually. Customers are highly
imaginative and develop a certain image of a store in their minds. it is the
primary responsibility of the management to ensure that both the exterior
and interior of their store is designed keeping in mind the image that their
target market has developed in their minds. the outlook of the store should
be designed in such a way that it is not only appealing but is highly
convenient for the customers as well. in order to successfully implement
this technique marketer must conduct a thorough research and indulge into
a proper planning considering all the details that are required in order to
establish a visually pleasing store for their target market. the outlook of
the store should portray the true essence of the brand and must highlight
those attributes that make the store distinctive from their competitors
(stanley, 2010).
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Bashar and irshad (2012) in their study revealed that window display
and floor merchandising have a positive correlation with impulse buying
behavior and overall Visual merchandising has a significant impact on the
consumer buying behavior. in light of above literature, following research
hypothesis has been created:

H3: Window Display of the retail store has positive and significantly
impact on consumer attention.

store interior Design as a stimulus in-store Visual Merchandising.

the interior design of the store plays a vital role in the shopping
experience. Proper signages, fixtures, seating arrangements are few
fundamental elements of store interior and décor.

the interior décor is one of the key elements of visual merchandising.
according to a study conducted by Hoch and Purk (2000), the interior of the store
or the shelving of the product must be done in such a way that it contributes towards
increasing the in-store traffic for the outlet. this can be easily achieved by situating
the shelves at the right height where they are easily visible as well as accessible to
the customers. those products that are high in demand must be placed at the lower
end while the low demand product must be placed at a high altitude where they
are easier to grab the attention of consumers. However, Davis and tilley (2004)
highlighted that shelving in a store is a challenging job and is often considered as
one of the basic element behind the success or failure of a store. 

as mentioned by Carpenter and Moore (2006), one of the biggest
factors that drive the customer either towards or away from the store is
the cleanliness and hygiene of store. However, if the management is
concerned about their outlet’s hygiene they are more likely to draw many
customers towards their store while unclean stores stimulate opposite
reaction among them. Moreover, it also helps in constructing a positive
image of the store in the mind of the consumers.

according to Yun and good (2007) along with the color scheme and theme,
there are various other things that help the management in the interiors of the store
such as seating arrangements, various props, fixtures, and signage. the signs
placed at different spots are considered extremely significant as it helps the
consumers with the direction as well as the management in promoting the brand.

H4: interior design of the retail store has significant positive impact on
consumer attention.
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rEsEarCH MEtHODOLOGY

sample size & sampling technique

280 respondents were selected as the sample size for this research. the
questionnaire included close ended questions and instrument was
distributed randomly. the ethical use of respondents’ data and information
was also ensured. the sampling technique used for the research was non-
probability and the respondents were chosen on the basis of convenience.
the respondents were general consumers at different retail markets.

Data Collection Method

for this study quantitative data was collected through a survey based
on a questionnaire which was self-developed to suit the nature and
objective of the study.

the instrument of Data Collection

in order to gather data for this research the instrument of a questionnaire
was used. the questionnaire has been developed using a likert scale of 1
to 5. the target population for this survey was general consumers.

research Model

the idea behind the research was to study and analyze how visual
merchandising variables such as store layout, window display, color &
lighting and store interior design effect in gaining consumer attention.
figure 1 represents the model developed to conduct the study.

figure 1. research Model

reliability and Measurement of Variables
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table 1. Constructs and items reliability

no statements p-value
Correlation

Coefficient

Cronbach’s

Coefficient

alpha

store Layout 0.856

1.
a good store layout makes it easy for
consumers to find desired products.

0.000 0.824

2.
the aisle (passageway) should be designed in
a way that avoids in-store traffic jams.

0.000 0.898

3.
Consumers often intend to buy unplanned
products if the store has proper product
shelving.

0.000 0.845

Window Display 0.841

1. Window displays explain the image of the store. 0.000 0.828

2.
good window display influence consumers to
visit the store.

0.000 0.894

3.
Window display is a good source for retailers
to advertise promotional campaigns (seasonal
discounts, new arrival, sales, etc.)

0.000 0.791

4.
Window display leads to impulsive
(unplanned) buying.

0.000 0.854

Color & Lighting 0.837

1.
Brightly lit stores are more attractive than
dimly lit stores.

0.000 0.894

2.
stores with cool colors such as green and blue
are more attractive than stores with warm
colors such as red and yellow.

0.000 0.792

3.
Proper lighting of the store helps consumers to
easily observe the labels and details of the
desired product.

0.000 0.781

4.
good lighting impacts the atmosphere of the
store.

0.000 0.841

5.
good lightning encourages consumers to visit
the store

0.000 0.878

store interior Design 0.891

1.
Color and lighting of the store should be
aligned with the furniture of the store in order
to reflect a basic theme. 

0.000 0.854

2.
the interior design of the store should be
aligned with the theme of colors that are used
in the company logo.

0.000 0.893
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table 2. reliability statistics

the reliability of the collected data of the study is given in table 2. the
reliability test was applied and the results show that the gathered data of the
research is 85.8% reliable and data can be used for testing hypotheses.

statistical test applied on Data

all the variables were analyzed using sPss 19 and aMos 18 version
both were used. for the first two models, aMos was used while for the
third double mediated model Process macro of Hayes (2013) was used.
Multiple regression analysis was applied to evaluate the impact of
variables of visual merchandising on consumer attention.  

anaLYsis anD rEsuLts

Findings and interpretation of results:

table 3. Descriptive statistics

Cronbach’s alpha n of items

.858 21

3.
Direction signs are necessary for customers to
easily locate their desired product in the store.

0.000 0.887

4.
the store should maintain proper cleanliness in
order to gain consumer attention.

0.000 0.874

5.
the store atmosphere makes consumer
comfortable to stay longer in the store?

0.000 0.951

Consumer attention 0.864

1.
the infrastructure of the store affects consumer
attention.

0.000 0.872

2.
attractive visual merchandising plays a major
role in seeking consumer attention

0.000 0.905

3.
the design and interior of the store play an
important role in gaining consumers attention
to visit and stay longer in the store.

0.000 0.794

4.
effective color and lighting of the store lead to
consumer attention.

0.000 0.887

Mean std. Deviation n

Consumer attention 4.0875 .52229 280

store layout 4.1821 .46776 280

Window display 4.0152 .52704 280

Color lighting 3.9257 .48687 280

store interior 4.0457
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table 3 represents Descriptive statistics showing independent and
dependent variables and their values. Based on the data, the mean value
of consumer attention is 4.08, store layout is 4.18, window display is 4.01,
color & lighting is 3.92 and store interior design is 4.04. While the overall
mean of the data is 4.04. any value less than 4 shows the rejection of the
hypothesis. according to the results, there is an impact of store layout,
window display, color & lighting and store interior design on consumer
attention. further to check the direction of impact of the variable on
dependent variable multiple regression was carried out on aMos. results
are presented below with interpretation. 

table 4. Model summary

Predictors: (Constant), Store interior, Window Display, Store Layout, Color lighting

the model summary of the analysis is provided in table 4. the value
of r square is 0.337 which means that 33.7% variation is explained by
the model.

table 5. anoVa

a. Predictors: (Constant), Store interior, Window Display, Store Layout, Color lighting.

Dependent Variable: Consumer Attention

table 5 represents anoVa which shows the significance of the model
fit. since the significant value is 0.000 which is less than 0.05, the model
is said to be significant for further analysis to check the effect of each
independent variable on Consumer attention.

Change statistics

Model r
r

square
adjusted
r square

std. error of
the estimate

r square
Change

f
Change df1 df2

sig. f
Change

1 .581a .337 .328 .42829 .337 34.973 4 275 .000

Model sum of squares Df Mean square f sig.

1 regression 25.661 4 6.415 34.973 .000a

residual 50.445 275 .183

total 76.106 279
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table 6. regression Coefficients

table 7. intercepts of the model

table 8. total effects of all four iV’s on DV

table 9. Direct effects of iV’s on DV

the table 6 of coefficients shows the significant values and the beta
value of all independent variables. the sig value of the entire four variable
used in the model are less than 0.05 and are significant. furthermore,
Color & lighting in the table has 0.000 sig value and 0.249 beta value of
which explains that it is significant and positively affect consumer
attention. Hypothesis 1 which states that Color & lighting of the retail
store have significant positive impact on consumer attention, is accepted.

likewise, store layout has sig value of 0.002 which is significant but the
beta value of store layout is -0.21 which shows that it has a negative impact
on consumer attention. it reveals that if the store layout has not been planned
out and the consumer is not able to figure out how to roam inside the store, the
bad layout will have a negative effect on consumer attention and experience.

the sig value of window display is 0.026 which is significant and beta
value is 0.137 which shows that it has a positive impact on consumer
attention. Hence hypothesis 3 that Window Display of the retail store has
positive and significantly impact on consumer attention was accepted.

the sig value of store interior design is 0.000 which is significant and
its beta value is 0.453 showing a positive impact on consumer attention.
therefore hypothesis 4 that interior design of the retail store has
significant positive impact on consumer attention was accepted.

Window display store layout store interior Color lighting
Consumer attention .137 -.210 .453 .249

Window display store layout store interior Color lighting
Consumer attention .137 -.210 .453 .249

estimate s.e. C.r. P
Consumer attention 1.603 .272 5.892 .000

estimate s.e. C.r. P

Consumer attention <—- Window display .137 .061 2.247 .025

Consumer attention <—- store layout -.210 .068 -3.082 .002

Consumer attention <—- Color lighting .249 .067 3.700 .000

Consumer attention <—- store interior .453 .060 7.567 .000
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figure 2. research Model tested

table 10. Hypotheses assessment summary

DisCussiOn & COnCLusiOn

the study was conducted for evaluating the impact of visual
merchandising on consumer attention in the retail store in the Pakistani
context. analyzing and examining the influence of visual merchandising
variables i.e. window display, store layout, color & lighting and store
interior design of different retail outlets in attracting consumers were done
by collecting responses of the consumer in a retail setting through a
questionnaire. results were revalidating the findings of previous
researchers that Visual merchandising is a very important tool and has
effect on impulse buying behavior (Kim, 2013) and Bashar and irshad
(2012) revealed that window display and floor merchandising have
positive correlation with impulse buying behavior and overall Visual

Hypotheses
Beta

Value

Sig

Value

Empirical

Conclusion

H1: Color & lighting of the retail store have

significant positive impact on consumer attention.
0.249 0.000 H1 Accepted

H2: Store Layout of the retail store has significant

positive impact on consumer attention
-0.210 0.002 H2 Rejected

H3: Window Display of the retail store has positive

and significantly impact on consumer attention
0.137 0.026 H3 Accepted

H4: Interior design of the retail store has significant

positive impact on consumer attention.
0.453 0.000 H4 Accepted
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merchandising has a significant impact on the consumer buying behavior
and in increasing the footfall of the stores. this research was carried out
with consumer attention as a dependent variable to add new findings in
the visual merchandising literature. 

People are usually attracted towards the stores that look attractive and
eye-catching. this results in impulsive buying as well. the findings of
this research that window display has a positive significant effect on
consumer attention supported the previous findings that providing
customers with unique and distinctive window displays is the only mean
through which retailers can keep up the attention of consumers (Mehta &
Chugan, 2013). the color and lighting helps in making people step in the
store as the findings of this research were that color and lighting has
significant and positive effect on consumer attention similar to findings
of aspfors (2010) in which it was stated that lighting is necessary to grab
the attention of the consumers and encourage them towards initiating the
purchase (olson, 2005; Jacobs & suess, 1975; Babin et al., 2003). lastly,
the layout of the store should be designed in an organized way with a good
interior as it makes the consumers stay longer in the store. the layout must
be such that it a customer entering the store conveniently finds all the
goods required to him (ebster & garaus, 2011). in an empirical study
garaus et al. (2015) stated that a good store layout increases the
probability of consumers to stay longer in the store and enjoy the traffic
free shopping experience. findings of this study also signify that if store
layout is bad then it will have a negative impact on consumer overall
experience. Visual merchandising is one of the techniques which are used
to attain competitive advantage as well. People are more likely to visit or
shop from the store which can gain their attention. Marketers are using
the visual merchandising strategy to bring more customers in the store to
that of the competitors.

this study concludes that visual merchandising has an impact on
consumer attention along with enhancing the consumer behavior. to gain
the attention of consumers’ window display, color & lighting and store
interior design play a very vital role. if we conclude the research, it is seen
that H1, H3, and H4 were accepted while H2 was rejected. getting
consumers attention and consideration is something very important for the
store managers to increase their buying. store managers should use visual
merchandising strategies to communicate with the customers and making
them visit their stores. 
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POLiCY iMPLiCatiOns & FuturE rEsEarCH

retailers and other store managers should focus on implementing the
elements of visual merchandising. this should be included in their
marketing practice as this is a very unique and innovative way of
communicating with customers in this increasing retail space in malls.
Based on this research, the marketers should focus on the window display
of products, color & lighting along with store interior design to gain and
increase the attraction level of consumers and prospect customers. it
ultimately has an impact on consumer buying behavior and consumer
attention as well.

this research was carried out with a lot of limitation. future study can
be carried out on a broader perspective of visual merchandising to increase
consumer attention and buying behavior. Carpenter and Moore (2006)
have used the cleanliness and hygiene of store as variable in visual
merchandising, this variable can also be used in future. furthermore,
music and scents inside the store as mediating variables can be added in
the model and tested to give new insights and broader research in visual
merchandising. in this study, simple aspect of lighting and color were
taken into consideration, in future researchers can include categories of
color and lighting like dark or bright color and bright fluorescent (soft)
lights as variables used by Baker et al., (1992) and schlosser, (1998).  the
inclusion of these entire variables in the Visual merchandising model can
reveal very interesting and useful findings for the retail industry.
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MEasurinG stOCk MarkEt PrEDiCtaBiLitY

WitH iMPLiCatiOns OF FinanCiaL ratiOs:

an EMPiriCaL inVEstiGatiOn OF Pakistan

stOCk MarkEt

abdul samad shaikh, Dr. Muhammad kashif, and sadia shaikh

aBstraCt 

This paper investigates the financial ratios prediction

on Stock Market Returns for Pakistan Stock Exchange.

The research includes three financial ratios; Dividend

Yield (DY), Earning Yield Ratio (EYR) and Book-to-

Market Ratio (B/M); that have been observed through

past researchers as predictors of Stock Market Returns.

The theoretical framework is based on Arbitrage

Pricing Theory and Capital Asset Pricing Model

CAPM by Roll and Ross (1977) and Fama-French 3

factor (1992). Generalized Least Squares (GLS) is

applied to estimate the predictive regressions, Co-

integration runs are applied to evaluate the long-term

relationship, and Generalized Methods of Moments

(GMM) to measure the moments over the years and

fluctuations in stock returns. The study results show

financial ratios as strong predictor of stock return in

Pakistan Stock Exchange, the GMM analyses reveal

that the EYR has the higher predictive power than DY

and B/M respectively. Furthermore, it is found that the

financial ratios predictability is enhanced when ratios

are combined in the multiple predictive regression

models. The research findings are useful for the stock

market investors to evaluate their decisions and for

academic researchers to evaluate the stock market and

investment predictability.

Keywords: Stock Market Returns, PSX-100 Index, Earning Yield Ratio (EYR), Dividend Yield (DY),

and Book-to-Market Ratio (B/M).

intrODuCtiOn

the stock Market plays a critical role in the development of national
savings and provides an opportunity to increase the national and individual
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profitability. the stock Market is the place of investment which performs
a vital role for economic development especially in emerging economies
and helps increase the economic wealth. the stock Market paves way for
investors to invest in various sectors, increasing the savings ratio which
in turn increases the output of nations. the stock Market is affected by
various economic factors and concurrent financial conditions of the
economy; however, these factors can be predicted in various ways. robert
(2016) state that the macroeconomic conditions of the economy can be
measured by the understanding of exchange rates, external Debts, gDP
of the Country, Per Capita income, living standards and employment rate.
it has been observed that the investors’ Decisions in investing stock market
are affected due to the fluctuations in prices. However, the change in prices
and volatility can be measured through the behavior of changes in the
macroeconomic scenario of the country. thus, changes in macroeconomic
scenario lead to investor’s investment decisions in different sectors of the
economy (Kheradyar, ibrahim & nor, 2011).

this research explicates the premise that the financial ratios can predict
the stock returns, and volatility in stock prices, over a period of time. the
financial ratios presumed to predict the stock returns include the Dividend
Yield ratio (DY), Book-to-Market ratio (B/M) and earning Yield ratio
(eYr). according to McWilliams (2006) these ratios can predict the
overall validity and changes in stock returns based on time series data.
the research explicates the findings of fluctuations in Pakistan stock
exchange with all registered index companies by taking the monthly DY,
B/M, and eYr ratios and applying the econometric techniques of multiple
linear regression and Co-integration approach.  

the Pakistan stock Market role in economic growth has been
strengthened through past years and it maintains its position as the best
trading market in south asia in 2016 (robert, 2016). the Pakistan stock
exchange with 955 listed total companies and 656 companies is active with
market capitalization of 8079.598 billion Pak rupees with 35 sectors of
listed organizations which include the diversified businesses and companies
from oil & gas sector, fast moving consumer goods industry, telecom
sector, hospitality sector and others. the stock market returns predictability
research has been conducted in us and Malaysia, however, there is no such
research evidence in Pakistan stock market scenario (Kheradyar, ibrahim
& nor, 2011). the researcher thus strives to conduct similar research, in
order to predict the stock market returns based on financial ratios. 
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rEsEarCH PrOBLEM

the stock Market returns predictability in emerging markets is the
most dynamic and challenging issue (fama & french, 2004). the stock
markets returns can be predicted through various ways as stock markets
returns are affected by different financial and Macroeconomic variables
which include the exchange rate Volatility, inflation rate, economic
growth (gDP) and many other variables which instigate the volatility in
stock market prices (fama, 2001). the stock market returns’ fluctuations
can be anticipated through financial ratios, in order to measure the
certainty level and risk of investment by measuring the profitability ratios
(fama & french, 1988). these profitability ratios include the dividend
yield ratio, earning prices ratio and Book-to-Market ratio. thus this
research will imply the predictability of stock returns with the help of
these three financial ratios, in order to gauge stock returns profitability
and fluctuations over time.

rEsEarCH QuEstiOns

the research questions provide the framework and focus of conduct
the research in particular direction (Creswell, 2011). the research
questions explicate the purpose and limitations of research in field or area
of investigation (Denzin, 2007). the research questions for this study are
as follows:

„ What is the relationship and impact of financial ratios with Pakistan

stock Market returns?
„ to what extent the predictability of stock market returns could be

measured through financial ratios in Pakistan stock market returns?
„ What is the construct validity of stock returns predictability

measured through financial ratios in Pakistan stock market returns?

LitEraturE rEViEW

the stock Market returns have greater volatility in variations and
changes in prices in emerging markets. the empirical researches evaluated
the findings based on various ways to measure the stock market returns
by incorporating the different financial ratios. the financial ratios also
depict the variations and methods to evaluate the different relationships
based on changes in stock market returns. the predictive power of earning
Yield evaluates the change in stock returns and is considered as
independent variable for forecasting. the relationship of Dividends yield
and Book-to-Market value has been observed as significant predictor in
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various emerging markets including Malaysia, india, and Pakistan.

stock Market returns in Developing and Developed Economies

the Korean stock market has direct positive relationship between the
stock market returns with the Dividend Yield and Book-to-Market ratio.
the size of the firm and market capitalization has direct relationship with
stock market returns (Mukerji, Dhatt & Kim, 1997). 

the Dividend yield is the significant predictor of the Korean stock
market returns in the period 1992-2002 monthly time series data. the
expected growth and return have direct relationship with the stock
market returns. the greater the risk the greater the profitability and
investor have to maintain the high passions for the growth. in Japan the
Market to Book ratio is observed as economically statistically significant
sample is judged for the period of last 10 years of data. the Korean
stock market returns can be predicted with the B/M ratio, Pe ratio and
but in the Korean market, it has the less trustworthiness indicator then
BM and shares Price ratio (sP).

lewellen (2002) the predictive power of financial ratios has
significant predictor in the us Markets, the stock returns is more than
P/e and B/M ratios. the study also forecast interest rates with the
predictive power of dividend. the short-term forecasting, dividend yield
predictive power is more than the long-term forecasting. Bekaert (2006)
analyzed the firm importance based on size and ratios helps to determine
the relationship and impact of stock market returns. the expected growth
is expected with growth of cash flows and prediction also increases
increase in dividends yield.

it is reasonable to say that opinion of professionals’ on predictability
of returns of stock has been shaped by empirical studies on u.s. stock
market. thus, this article contributes to constructing validity of
predictability of returns of stock which is still unidentified in developing
market. furthermore, the validity of predictability of returns of stock
hinges on sample choice. Hence, for developing the validity of
predictability of returns of the stock demands more research in several
samples (schall, 1998).

Financial ratios and stock Market returns

amongst preset financial ratios on predictability of returns of stock literature,
Dividend Yield (DY), earning Yield ratio (eY), and Book-to-Market ratio (B/M)
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has a robust theoretical background based on predictive model since ratios
constituted exact characteristics.  firstly, each ratio has stock price in denominator,
therefore when stocks are overpriced; ratios present lower value & forecast low
returns of stock. secondly, the ratios follow time difference in discount rates;
therefore, ratios ought to be positively associated to discount rates. thirdly, the
statistical properties’ of ratios have a huge impact on predictability of returns of
stock, since the majority part of movement of ratios is produced by price changes
in denominator (schall & Pontiff, 2007). finally, theories of finance lay huge
importance on role of risk on returns of stock as connection between returns of
stock and financial ratio is because ratios caught information about risk. thus,
these three financial ratios are supported by theoretical basis of finance.

Dividend Yield (DY) ratio and stock returns

By the empirical research, the dividend yield has a predictive power on
returns of the stock as the connection between dividend yield & returns is
established by tempting patterns. likewise, dividend yield track variation in
returns can forecast future returns in 36 global markets. to demonstrate the
forecasting power, dividend yield introduced explosive new test for improving
forecasting capability of financial ratios particularly DY during 55 years
(robert, 2016). thus, dividend yield is considered as a good forecaster of returns
of stock in China, Canada, and u.s. stock markets (Chen, Chiang, & so, 2003).
subsequently, DY as a strong predictor can contribute to predictability of returns
of stock. Bekaert (2006), in his study tried to predict interest rate & returns of
stock with the assistance of forecasting power of DV. Moreover, they found
that: for short-term forecasting, DV’s predictive power is more than long-term
forecasting. But, as far as expected growth of cash flow is concerned then the
dividend yield (DY) is a good predictor variable. lewellen (2002) conducted
his study in u.s. and found that dividend yield’s predictability power of
forecasting returns of stock is more than P/e & B/M ratios.

H1: there is a significant relationship of Dividend Yield (DY) ratio in
predictability of stock market returns’ in Pakistan stock Market (PsX).

Earnings per share ratio (EPs) and stock returns

More than seventy years back stock price valued based on price to earnings ratio
(the contrary work of eY) as a standard method of that era. Moreover, the seminal
work presented witness of return gain to a low price to earnings ratio & shown that:
stocks with negative price to earnings ratio have distinctive risk to return
characteristics. likewise, (P/e) ratio is arguably the price multiple, which regularly
quoted by media & used by analyst and investors; and P/e ratio is undoubtedly the
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most acquainted valuation measure nowadays. Moreover, the changes in price to
earnings ratio (opposite to eY) are linked to significant variables i.e. expected
earnings growth, expected earnings risk, dividend per share & dividend payout since
the price earnings ratio effects on value strategy of market investors.  fama and
french (2004), acknowledged the key factors which effect on P/e ratio by
transforming dividend discount model to theoretical calculation model.

nevertheless, P/e and B/M ratio becomes the base for indirect
connection amid stock returns firm’s size. Kothari and shanken (1997) in
their study for the us market that DY and B/M ratios have reliable proof
for predicting real return over a period of 1926-1991 and there exists a
path of time series variations. schall and Pontiff (2007) specified in their
study that as far as predicting power is concerned, B/M ratio has some
forecasting power of predictability of returns of stock.

H2: there is a significant relationship of earning Yield ratio (eY) in
predictability of stock market returns in Pakistan stock Market (PsX).

Book-to-Market (B/M) ratio and stock returns

substantial witnesses recommended that book-to-Market ratio is connected to
future returns & signified that predictive power of Book-to-Market ratio on returns
of stock caused by the connection amid book value & future earnings and provided
witness that B/M ratio forecast negative expected returns & track variation in
returns. Moreover, the consequence of recent survey affirmed prior result that
Book-to-Market ratio is positively connected to returns of stock (schrimp, 2010).
nevertheless, it has been found that Book-to-Market ratio has a major role in the
establishment of returns of stock, and the connection amid returns of stock and
Book-to-Market ratio is owing to the attraction of B/M ratio to the implications
of market leverage which constitute the risk factors that plays an effective role in
predictability of returns of the stock. thus, Book-to-Market as a predictor has a
significant impact on returns of stock (Kheradyar, ibrahim & nor, 2011).

H3: there is a significant relationship of Book-to-Market ratio (B/M) in
predictability of stock market returns in Pakistan stock Market (PsX).

Financial ratios as strong Predictor of stock returns in Developing Economies

this study discovers witnesses of predictability of returns of the stock
with financial ratios stresses two key points. firstly, alike to finding of prior
research in developed market, financial ratios are able to forecast returns of
future stock in Malaysia market as an essential emerging market. secondly,
the blend of financial ratios augments the predictability of returns of stock.
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Campbell and shiller (1988) specified their study that: as dividend yield
has the capability to restrain expected return & expectation about growth in
dividend yield as dividend yield is good predictor of returns of stock. Chan,
Hamao and lakonishok(1991), found that Japanese market essential variable
such as dividend yield, P/e ratio, price to earnings ratio, Book-to-Market ratio
& size of firm have substantial impact on expected returns of stock. Moreover,
they inform that: there is an indirect association amid earnings yield & returns
of stock in Japan. in comparison of size of the firm & earnings yield; the book-
to-market & dividend yield (cash flow yield) are significantly connected with
stock returns’.  Moreover, they further added that an essential variable both
statistically & economically is Book-to-Market ratio, and this needs to be
observed because either the subsequent half of the sample is judged or for the
first time test is applied to Book-to-Market ratio which reveals its continuation.
Mukerji, Dhatt, Kim (1997) on Korean stock Market for a period of 1982-
1992, found a direct connection amidst of stocks’ return. Moreover, they
established that P/e, s/P and B/M and an indirect connection amid firm’s size
and stocks returns. Pilinkus and Boguslauskas (2009) discovered that P/e ratio
is less dependable indicator than B/M and s/P. Beta is a weak proxy for
assessment of risk when compared with debt to equity ratio. B/M and s/P are
accountable for direct connection amid stocks’ return & debt to equity.

adarmola (2012) analyzed the effect of size of firm, beta and Book-to-
Market value on returns of stock in istanbul stock exchange. Moreover, he used
data from July 1983- December 2005- for istanbul stock exchange, and used
fama and french (1992) for building portfolios signified exactly by size beta
& then size to the book market. He found that the book-to-market & Beta of
firms have no effect on returns of stock in istanbul stock exchange.  likewise,
size of the firm was the only variable which was negatively connected to
returns of stock in istanbul stock exchange. furthermore, he also revealed that
Book-to-Market, size & beta is not associated with January effects. alam and
uddin (2009) in his study tried to seek out worldwide predictability of returns
of stock. Moreover, he took twenty thousand monthly observations from forty
global stock returns, of which 24 were of developed economy. 

rEsEarCH MEtHODOLOGY

this research is conducted in epistemological philosophy with Post-
Positivism research paradigm (suanders, thornhill, & lewis, 2009). the
research is Quantitative in nature, based on secondary research with time series
data of monthly frequency of Pakistan stock Market returns. the methodology
provides the choices of methods to conduct the Quantitative research (Zikmund,

Measuring Stock Market Predictability with Implications of Financial Ratios

47



2012), among the deductive, explanatory research design. the research approach
is deductive in nature as research is conducted through secondary data of Pakistan
stock Market returns and data of financial ratios of all Pakistan listed companies.

Variables and Data

the research was conducted through time series data extracted from
thomson reuters, with monthly frequency of last 10 years, from July-2006 to
June-2016. the financial ratios included in the study are Dividend Yield ratio
(DY), earning Price ratio (eP) and Book-to-Market ratio (B/M) with all
indexes of Pakistan stock Market returns. the time series data of monthly indices
is taken and formulated through organization profitability, dividend distributed
and Book value by dividing the price of share. the data and then indices of 100-
index computed. the data is time series data as the ratio or indices taken of 100
organizations of all three ratios includes the DY, eY and B/M.

Measurement of the Variables

stock returns. following lewellen (2004) and Kheradyar et al. (2011), the
stock returns are used as monthly indices of returns and based on changes in
prices opening and closing prices, the difference of both is the change or earning
gain over the stock on monthly basis. the stock returns changes or fluctuations
based on various economic factors and financial variables and change in ratios. 

Book-to-Market ratio (B/M ratio).the Book-to-Market ratio is the
Book value of share divided by its market prices and ratio is taken to
capture the changes in stock market returns, as we taken the whole index
and we also taken the ratios indices of monthly based on same 100 index
organizations. this is very important ratio and strong predictor of stock
returns in usa, Malaysia and China (Mukherji, Dhatt, & Kim, 1997).

B/M = Market value / Book Value per share

Dividend Yield ratio (DY ratio).following  Kheradyar et al. (2011) the
Dividend Yield also the significant predictor of stock returns based on earning
of organization. the earning of organization increases the value increases and
increase in value increase the dividends over the market price. thus this
reflects the direct change in Book-to-Market value for the organization and
has clear idea of change in the values based on given indicators. 

Dividend Yield (%) = (Dividend per share / Market rate per share) x 100

Earning Yield ratio (EY).the empirical researches express the other
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ratios also explains the predictive power of stock returns, as the
association of earning yield with stock returns are considerable in
developing economies includes the China, india, Malaysia, and Pakistan.
the earning yield also expresses the efficiency of market includes the
relation between the markets as important role in building in affecting the
stock market returns. following Kheradyar et al. (2011) we have measured
earning yield as earning per share divided by price of share.

Earning Yield share (%) = (Outstanding shares/ Market value of shares) x 100

Data and sources of Data

the research was conducted to measure the predictability of stock
returns based on financial ratios and three ratios are selected based on their
importance and literature. the time series analysis will be done by using
the time series data of these 3 ratios and stock market indices of last 10
years Jan-2007 to Dec-2016. the Data will be collected through thomson
reuters by using the PsX of 100 index companies.

Data sources:

PsX (Pakistan stock Exchange), Variables stock Market returns

PsX by suing thomson reuters: Variables financial rations monthly
indices of DY, eY and B/M ratios

tHEOrEtiCaL FraMEWOrk

this research was conducted with theoretical perspective of sharpe and
litner (1964) conception of CaPM Capital asset Pricing model to evaluate
the risk and return relationship. the Variations in stock returns based on are
the risk for the investors these are the systematic risk can be diversified
through the making the portfolios and investment in other shares. the idio-
centric risk cannot be minimized and risk and return relationship exist due to
changes in financial and macroeconomic variables. the roll and ross Model
(1977) elaborate the risk and return relationship through arbitrage Pricing
theory. this also emphasis on risk diverse by more components in risk
premiums includes the liquidity risk, default risk, and others. the fama and
french (1992), given the model of 3 factors by adding two more factors
includes the size sMB and Value HMB factor to measure the expected returns. 

the theory of Monetary Mechanism depicted by Mishkin (1996) expressed
the risk the factor which is caused by macroeconomic and financial variables
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impacts the performance of all sectors includes the stock market returns. the
Money supply, inflation, interest rates, total output and Per Capita income,
Consumption and savings are the various components affect the stock market
returns. this research will be conducted based on theory of sharpe and litner
(1964) with framework of Mishkin (1996) and borrowed ideas of empirical
researches by fama and french (1992); and fama and french (2004). 

COnCEPtuaL FraMEWOrk

the research is conducted with theoretical framework of sharpe and
litner (1964) of risk and return relationship, and based on Monetary
Mechanism by Mishkin (1996) who express the relationship of various
factors affecting the stock market returns. the research borrows the
findings from empirical researches by fama and french (1992); lawllen
(2002); schrimp (2010), and Kim (2007) describes the stock market
predictability with financial ratios by conducting the similar type of ratios
in different economies includes the usa, uK, Malaysia, and india. the
financial ratios are also the significant process to evaluate the stock
market returns in developing economies as the researchers prove the
financial ratios which include the Dividend Yield (DY), earning Yield
(eY) and Book-to-Market value.

figure 1. Conceptual framework 

this research is conducted by attempting the selected three ratios
including  the DY, eP, and BM which are most critical with perspective
of Pakistan and returns are evaluated with short run as well as long run
returns to measure the impact of short run and long run dynamics. the
research also explicates the validity of these constructs based on predictive
power of stock market returns in case of Pakistan stock Market returns.
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rEsEarCH HYPOtHEsis 

H1: there is significant relationship between Dividend Yield ratio (DY)
with Predictability of stock Market returns in the (t) time period.
H2: there is significant relationship of earning Price ratio (eP) with
Predictability of stock Market returns in (t) time period.
H3: there is significant relationship Book-to-Market ration (B/M) with
the predictability of stock Market returns in (t) time period.
H4: there is significant relationship between Dividend Yield ratio (DY)
with Predictability of stock Market returns in (t-1) time period.
H5: there is significant relationship of earning Price ratio (eP) with
Predictability of stock Market returns in (t-1) time period.
H6: there is significant relationship Book-to-Market ration (B/M) with
the predictability of stock Market returns in (t-1) time period.

ECOnOMEtriC MODELinG & Data anaLYsis

for the predictability analyses, firstly the generalized linear regression
(gls) models are used based on stochastic assumptions and then the
Correlation between the stock returns and financial ratiosare conducted. the
research also evaluates the stationary of data with aDf (augmented Dicky
fuller test) and lag length selection criteria and Var is applied to measure
the relationship and direction. Co-integration approach is applied to predict
the short and long-term dynamics of stock Market returns and financial ratios.

table 1.

*ADF: Augmented Dickey-Fuller Test for Normality of Data, *VAR (Vector Auto Regression), *Co-

integration Test: Measuring the long term relationship at time t and sample (t-1)

Model and tests Purpose

aDf (augmented Dicky fuller test) test for unit root (stationarity of Data)

lM test and White test Heteroskedasticity and autocorrelation

gls (generalized regression Model) ols Measuring the strong Predictor

shanken statistics (Kothrai and shanken, 1997) testing Hypothesis and strong Predictor

gMM (generalized Methods of Moments) Measure the Moments and Volatility

Johnson Co-integration test long term relationship for Predictability
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EMPiriCaL anaLYsis

this research is conducted to evaluate the impact of various factors on
stock returns. the research evaluates the impact with analysis of financial
ratios, as financial ratios are computed from organization performance so
variation in share prices has clear identification from financial ratios. 

figure 2. graph of Monthly Data of last 10 Years

Source: Authors Work

the Kse-100 is the Pakistan stock index, the market had many
fluctuations through past decade but in the month of March 2008, it achieved
15000 points milestone. With this milestone the Pakistan stock market
entered into emerging market and secured the title of best stock market. one
drawback was also witnessed in august 2008 when the chaotic situation
occurred and the whole market was collapsed and the market did get floor
for 110 days. this action of Kse management gave an adverse impact and
around $36.9 billion was taken out from the stock market shares.

testing and stationary in the Data

the Data is taken from relevant and reliable sources and data is non-
stationary, there are shocks and impulses as volatile nature of financial and
macroeconomic variables. the monthly data of last 10 years on Variables
Kse-100 index, DY, ePs and BM collected and firstly check the unit root
in the data based on the aDf (augmented Dicky fuller test at level. non-
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stationary of time series data has often been considered as a problem in
empirical analysis. Working with non-stationary variables leads to spurious
regression results, from which further inference is meaningless.
Ho: series have no unit root (time series is non-stationary)
H1: series have a unit root (time series is stationary)

table 2. the results of unit root test of the variable (aDft)

the null hypothesis s rejected and there is unit root in data at level and
then taken the first difference of all by converting them into stationary
data and useful for further tests and analysis. 

table 3. the results of series stationary Phillip Peron (PP) test

the stationary of data also measured through the Phillip Peron test, this is most
robust test to measure the random and lot of variations in data. the data is the
values so no need to convert them in log at levels the all variables Kse-100, ePs,
DY, and BM are having the unit root and at lag 1 (t-1) the is stationary and having
no unit root and at first difference, data is processed for econometric modeling.

Optimal Lag selection

table 4. the results optimal lag selection

Variable
Critical value

of t at 5%

Compound t-

statistics i (0)

Decision of

Ho

Computed t-

statistics i (1)

Decision

of Ho

Kse-100 -2.88 -1.34 rejected 2.43 accepted
ePs -2.88 -1.14 rejected -18.12 accepted
DY -2.88 2.31 rejected -19.8 accepted
BM -2.88 6.29 rejected -8.06 accepted

Variable
Compound t-

statistics i (0)

Critical value

of t at 5%

Decision of

Ho

Computed t-

statistics i (1)

Decision

of Ho

Kse-100 1.95 -2.88 rejected -8.61 accepted
ePs -2.45 -2.88 rejected -23.13 accepted
DY -2.10 -2.88 rejected -14.04 accepted
BM -2.33 -2.88 rejected -50.84 accepted

Lag order selection sC HQ

Kse-100 (t-1) 5.2* 5.4*

ePs (t-1) 12.6* 13.6*

DY (t-1) 9.6* 10.5*

BM (t-1) 7.4* 9.4*

Kse-100 (t-2) 5.2** 5.4**

ePs (t-2) 12.6* 13.6*

DY (t-2) 9.6** 10.5**

BM (t-2) 7.4* 9.4*
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sC– schwarz criterion, HQ – Hannan-Quinn information criterion

after analyzing the result of unit root test next step is to find out the lag
order for co-integration. one must determine the optimal lag structure of the
model, i.e. the number of lags that will capture the dynamics of the series.
results of two different criterions for optimal lag selection are presented in
the last table Both sC and HQ statistics suggested one lag as optimal lag.
lag length criterion is selected on the basis of schwarz information criterion
(sC) and Hannan-Quinn information criterion (HQ) because both of these
criterions are selected on lag order one for all selected ratios.

Correlation Matrix

table 5. Correlation Matrix

the Correlation shows the relationship among the variables and their
impact on dependent variables. the Kse-100 index is the dependent variables,
and DY, ePs, and BM are independent Variables. the Kse-100 index having
the strong positive correlation with the ePs, DY, DBM. the relationship
hypothesis is accepted 95% confidence interval and 5% significance level.

Models analysis- GLs

Model 1: generalized least regression Model (gls)
Dependent variable: Kse-100
impact Components: ePs, DY, BM

table 6. Predictive results for one i.V and D.V

Erit = a + b1EPs(t) + Ei

DEPs DDY DBM ksE-100

DEPs
Pearson 1 -.409** -.228* .457**

sig. (2-tailed) .000 .012 .000

DDY
Pearson -.409** 1 .763** -.481**

sig. (2-tailed) .000 .000 .000

DBM
Pearson -.228* .763** 1 -.516**

sig. (2-tailed) .012 .000 .000

ksE-100
Pearson .457** -.481** -.516** 1

sig. (2-tailed) .000 .000 .000

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

*. Correlation is significant at the 0.05 level (2-tailed).

Model (Bo) B1 t-statistics r2 P value

sample 1 (t) -0.024 0.018 2.2 0.61 0.016

sample (t-1) -0.06 0.09 2.8 0.71 0.001
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Erit = a + b1DY(t) + Ei

Erit = a + b1BM(t) + Ei

table 7. Predictive results for Multiple linear gls
Erit = Bo+B1 EPs (t-1) + B2 DY (t-1) + B3 BM (t-1) + Ei

the Model runs by taking all variables together to have relationship
and impact of Kse-100 index, the Model is good for prediction and
Variables at both samples t and t-1 are significant with t-statistics 5.22
which is very significant, and r2 is the 0.61 that’s shows by keeping three
variables together as three ratios we can predictability of Kse-100 index
as these three explains the 61% of variation with the help of these ratios.
the sample t-1 also taken as model is run at first lag and time framework
of t-1 is the data of 9 years instead of 10 years, that shows the 2.2 t-
statistics and r2 is 0.58. the Durban-Watson also significant in both cases
2.4 and 3.1 that are greater than 2.0 shows the mode is significant.

Model analysis- GMM (Generalized Method of Moments)

Model 2: gMM (generalized Methods of Moments)
Dependent variable: Kse-100
impact Components: ePs, DY, BM
Method: Linear estimation with 1 weight update

table 8. Predictive results for one to one relationship

the gMM explain the individual characteristics and impact of every ratio
on returns that affects the DY and BM are not that much significant to

Model (Bo) B1 t-statistics r2 P value

sample 1 (t) -0.021 0.031 2.7 0.60 0.01

sample (t-1) -0.02 0.24 4.1 0.54 0.02

Model (Bo) B1 t-statistics r2 P value

sample 1 (t) -0.031 0.23 2.3 0.45 0.01

sample (t-1) -0.031 0.16 4.2 0.34 0.00

Model (Bo) B1 B2 B3 t-statistics r2 DW P value

sample 1 (t) 0.017 .009 0.033 2.64 5.22 0.61 2.4 0.000

sample (t-1) 0.019 0.003 0.023 0.41 2.2 0.58 3.1 0.000

Model B1 standard Error t-statistics P value

DBM 203.1437 267.2351 0.760169 0.4487

DePs 1322.282 287.0223 4.606895 0.0000

DDY 113.8297 232.8672 0.488818 0.6259
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capture the moments short term impacts but the ePs is most significant tools
to capture the relationship. the gMM Captures the moments over the each
unit and high-frequency data is required and high robustness is found to
evaluate relationship of independent Variables on Dependent Variables. the
model is applied at first lag and DBM, DePs and DDY are the three
financial ratios. the gMM Describes the DePs is significant predictor of
stock returns in comparison to other DY and DePs. the ePs t statistics is
4.606 this is significant at 5% significance level and having high significant
probability. that explains that ePs is more flexible measure changes in ePs
causes change in value shares and volatility can be measured.

Model analysis- Measuring the long term relationship

Model 3: Johnson Co-integration approach
Dependent variable: Kse-100
impact Components: ePs, DY, BM
Method: Long term relationship of variables

table 9. the results of co-integration at all test

the Co-integration measures the long-term relationship of variables
and that explains the parameters are correlated in long run and based on
these independent variables we can measure the predictability. the Co-
integration is applied because research wants to evaluate the long-term
relationship of financial ratios with Kse-100 index to develop the model
for forecasting for long-term predictability. the Johnson Co-integration
applied which explain the long term relationship exist till the order of lag,
the lags are used as above table depicts the trace statistics and eigen value
both are significant at no lag presently means at current time, and at first
order (1) there is also long term co-integration (2) order and but at most
three (3) the variables are ratios are not co-integrated as Probability is
0.185 with trace value 1.75, that is lower than critical value and
hypothesis is rejected for the long term co-integration.

Variable Eigen

Value

trace

statistics

Critical Value

0.05

Probability Decision of

Hypothesis

none * 0.318242 96.39375 47.85613 0.0000 Co-integrated

at most 1 * 0.226391 52.33954 29.79707 0.0000 Co-integrated

at most 2 * 0.167367 22.82029 15.49471 0.0033 Co-integrated

at most 3 0.015159 1.756667 3.841466 0.1850 not Co-integrated
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Model analysis- Causation measuring predictability

Model 3: granger Causality test
Dependent variable: Kse-100
impact Components: ePs, DY, BM
Method: Causation on EPs, DY and BM on ksE-100

this test is used for identifying that causation occurs between the
variables or not. the empirical testing of co integration, in the long run,
investigated that nexus of exchange rates-stock prices is not there. now,
it is proved by using other tests like VeCM and granger causality test but
VeCM cannot be feasible when the long run relationship is not found so
it is understood that short run relationship is also not there.

Ho: there is no causality among financial ratios and predictability of stock returns.
H1: there is a causality among financial ratios and predictability of stock returns.

table 10. the results of granger Causality tests

the granger causality describes the relationship between independent
and dependent variables and researcher has only measured the direct
relationship no bi-directional or inter-causal relationship among the
variables. the ePs is affecting the Kse-100 as f-statistics is significant
1.19 and Probability is 0.03 which is less than 0.05 at 5% significance
level. the DDY having the Positive impact in Kse-100 index 2.9 and
probability is less than 0.05. the DBM is also significant and has
causation with stock returns as f-statistics is 4.5 and probability is 0.04.

COnCLusiOn

the researches examine the relationship and impact of measuring the
stock market predictability with financial ratios. the stock Market returns
are changed due to change in macroeconomic conditions, change in
investment and savings decisions across international borders. the cause
for change in price is due to various reasons, the researcher terms these

Pairwise Granger Causality tests

sample: 2006M07 2016M07

Lags: 2

null Hypothesis: obs. f-statistic Prob. 

DePs does not granger Cause Kse__100_stock returns 118 1.19027 0.0307

DDY does not granger Cause Kse__100_ stock returns 118 2.90540 0.0288

DBM does not granger Cause Kse__100_ stock returns 118 4.520 0.0458
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as risk and return relationship for the investors. the investors want to
increase profitability from the investment and financial ratios are the
power measurement to analyze the fluctuations in stock market
predictability. the financial ratios also depict the variations and methods
to evaluate the different relationships based on changes in stock market
returns. the predictive power of earning Yield evaluates laid down the
value for change in stock returns. the earning yield considers as
independent for forecasting and addition to that the eY has positive
relationship the relationship of Dividends yield and Market value has
significant predictor in various emerging markets includes the Malaysia,
india, and Pakistan.

the researcher performs the econometric modeling by using the
monthly indices of three major ratios includes the DY, ePs and BM ratios.
the research evaluates the relationship through gls Method which is most
efficient measure to analyze the long term relationship by considering the
Heteroskedasticity and homogeneity among the variables. the gls results
show the t-statistics is 5.5 and Durban-Watson is 2.2 which show the model
is significant and effective for sample t of data and (t-1) also significant.
the gMM explain the individual characteristics and impact of every ratio
on returns that affects the DY and BM are not that much significant to
capture the moments short term impacts but the ePs is most significant
tools to capture the relationship. the Johnson Co-integration applied to
analyze the long term relationship of variables and all three ratios are
having strong relationship and f-statistics of granger causality also proves
that the significant impact of three factors on stock market returns. 

rEsEarCH iMPLiCatiOns

this study evaluates the predictability of stock returns by using the
financial ratios. the financial ratios are strong measure as from the
macroeconomic and financial variables and understand the risk and return
relationship. the research critically examines the predictability of stock
returns based on financial ratios that is useful as ratios are measured by
the organization’s profitability as they distribute dividends, earning price
and Book-to-Market fluctuations. the BM ratio is the most significant
predictor in economy in emerging economies as well as in Pakistan. the
research is useful to evaluate the for the investor to predict the variations
in stock returns and evaluate the investment decisions based on changes
in ratios of organizations that surely impacts and changes shown in the
performance of organizations.
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FuturE rEsEarCH

the research captures the fluctuation of risk and returns relationship
based on different approach followed in developed economies. this
research is limited in its scope by capturing the predictability based on
DY, ePs and BM ratios. the research results are similar to us, uK and
Malaysian economies as BM is strong predictor of stock Market returns.
the further research can be done on various aspects as measure the
direction of variables with Var, analyze the impact of different financial
and macroeconomic variables on stock market returns. the further
research can be done to evaluate the impact of diversified risk through
portfolios and investor sentiments to analyze the impacts on investment
decisions in stock returns and performance of stock Market in Pakistan. 
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PErCEPtiOns OF PrOFEssiOnaL inVEstOrs

On usEFuLnEss OF QuartErLY rEPOrts

Muhammad khalid rashid, Zeshan anwar, and Habibullah Magsi 

aBstraCt

The purpose of this research is to determine the

perception of professional investors regarding usefulness

of key disclosure items of quarterly financial reports in

Pakistan. For this purpose, a questionnaire having 36

key disclosure items has been used. 150 questionnaires

were distributed for collection of responses. Kruskal-

Wallis test and descriptive statistics were used for

assessment of results. Findings show that the

professional investors considered the income statement

items as most important and useful items for investment

decision-making process. Professional investors ranked

some items of quarterly financial statements as most

important items, some items as moderate and some items

as useless items for decision-making process. But, there

is no significant difference in the perception of

professional investors regarding key disclosure items.

The findings may be beneficial to regulators in preparing

regulations on quarterly reports in Pakistan and may

also helpful for users to increase their awareness and

knowledge regarding quarterly reports. 

Keywords: Professional investors, quarterly reports, information disclosure, investment decisions

intrODuCtiOn 

original research papers by edwards, Dominiak, and Hedges (1972)
categorize professional investors as scanners, trackers and sophisticates on
the basis of intensity of their analysis and their interests. Professional
investors consist of financial analysts and fund managers in this study.
scanners considered as the biggest of the three user groups and over time
most likely to include all of the persons of the groups of trackers and
sophisticates. the major effort of scanners is cursory review of the interim
period activities. However, interpretations and evaluations taking place
from this review may lead to a company being included in a pool for more
analysis, which may be performed by the same user. trackers typically keep
a systematic record of company’s financial and operating activities.
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operating results for the interim periods and financial activities and
positions are evaluated on regular basis. Much of the information required
by the analysts in this group is not published on interim reports usually and
must be obtained through other ways. sophisticates normally perform a
comprehensive analysis of the company’s operations. the analysis
performed by the sophisticates is usually followed by a comprehensive
written report, a decision or recommendation according to the position held
and their role. the published interim reports serve as a check to notice that
nothing has been ignored in the analysis or in interviews of management.  

reliable and frequently financial reports help the investors and other
users to understand the company’s activities in a better way. the role of
quarterly reports considered very important in this regard. there are
different legislative requirements on company’s management regarding
issuance and preparation of quarterly reports. according to section 234 of
company’s ordinance 1984 of Pakistan, it is compulsory for listed
companies to follow the requirements of international accounting
standards for preparation of quarterly reports. Condensed balance sheet,
statement of changes in equity, income statement, cash flow statement and
selected explanatory notes are the minimum contents of interim reports as
per Para 8 of the international accounting standard. the following details
should be included at least, in notes of interim statements.

• a report confirming that similar accounting methods and policies of
calculation as are  utilized in the latest annual statements are
followed

• explanatory remarks regarding the cyclicality or seasonality of
interim operational activities

• amounts and nature of unusual activities and items 
• amount and nature of changes in estimates
• issuance, repayment and repurchase of securities
• Details of Dividend declared
• segment results of segment reporting
• Material events following the interim period
• Variations in composition of business
• Changes in contingent assets and liabilities

the quarterly reports may be presented through the registered post or
by means of delivery either through agent or person against the
acknowledgment of receipt. Directors are encouraged to provide director’s
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review about significant events and about different affairs of the company,
especially include reasons of incurring losses during the period if any loss
occurs and prospects of the company for the next quarter. if a company
fails to fulfill any requirement of section 245 of company’s ordinance,
every director of the company including the chief accountant and chief
executive would be accountable for fine lesser that100,000 rupees and for
an additional fine of 1,000 rupees for each day during which the
continuation of default takes place.

Code of Corporate governance (2002) imposed through regulations of the
stock exchange have also prescribed the conditions to be pursued by the listed
firms in order to prepare the quarterly accounts. Clause (xx) of the Code of
Corporate governance needs that the quarterly statements for listed firms
should be printed along with the review of Director on matters and events of
that quarter. all listed firms should confirm that the financial statements of
the second quarter are subject to limited scope review by statutory auditors. 

the purpose of the financial reporting mainly comes from the
requirement of external users who depend on the information that
managements of the companies provides. financial reporting has the
following objectives: financial reports should present useful information
to creditors, investors and other users to make their decisions; financial
reports should make available the data and information to assist creditors,
investors, and others in order to calculate the amount, uncertainty, and
timing of prospective interest or dividends. as their cash flows are linked
to cash flows of the company, financial reporting would provide
information to facilitate them in order to evaluate the amount, timing, and
uncertainty of firm’s future cash flows. financial statements should also
present information regarding the financial resources of the company, the
claims on resources and the influences of situations and events that alter
its resources or claims. usually, the primary aim of financial reporting is
to provide information about company’s earnings and its components.
financial reports should also provide information regarding how
management performs its functions for stockholders. Management is not
just responsible for the protection and control of company’s resources, but
also for their efficient utilization. the financial reports must disclose all
the facts that may influence the reader’s judgment (analysis & uses of
financial statements, 2006). 

Various financial institutions including the investment bankers,
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brokerage firms, banks and insurance companies need the services of
financial analysts, for example, brokerage houses have their needs to
support their registered representatives and investment bankers have their
needs in the valuation of the companies and in the sale of new securities.
it shows that the perception and the analysis of financial analysts are very
important for investment decision making; in fact, institutional investors
are treated as same up to some extent due to their vast resources. in the
past, they were treated differently from the individual investors because
companies often disclosed the important information only to some
selective institutional investor, but now the situation changed when the
regulation of full disclosure took place. full disclosure regulation which
applied to almost all the public listed companies’ now attempts to regulate
and facilitate the communication between the public companies and
investment professionals. Companies are now prohibited from disclosing
intentionally any nonpublic information to particular type of professional
investors unless the company at the same time discloses the information
to the general public. if an unintentional disclosure of material information
is made by chance, the company must have to disclose that information
quickly to the general public (Jones, 2010).

on the basis of above discussion, this study examines the professional
investor’s perception regarding the key disclosure items of quarterly reports
in Pakistan. for this purpose, the professional investors are categorized
into three groups as discussed earlier namely as scanners, trackers, and
sophisticates on the basis of their interests and intensity of analysis. on the
basis of these categories of professional investors, the examination of their
perception regarding key disclosure items of quarterly reports takes place.

rEsEarCH OBJECtiVEs

the main objectives of this study are as follows:
• to address the usefulness of key disclosure items of quarterly

reports according to the perception of professional investors.
• to find out whether there is a difference in the perception of

scanners, trackers, and sophisticates regarding key disclosure items
of quarterly reports.

rEsEarCH statEMEnt

the purpose of this research is to determine the perceptions of
professional investors regarding the usefulness of key disclosure items of
quarterly financial reports in Pakistan.
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rEsEarCH HYPOtHEsis

H1: Key disclosure items of quarterly reports are considered useful
based on perceptions of professional investors.

H2: there are no differences between the perceptions of scanners, trackers,
and sophisticates regarding key disclosure items of quarterly reports.

LitEraturE rEViEW

Buzby (1974) indicated that the financial analysts considered the
segmented reporting of income and sales as relative important items of
disclosure. But, only a few companies provided these items in their
financial reports. several annual reports presented only a limited amount
of information and disclosed many items as inadequately and insufficiently.
the majority of companies did not provide the information and data
regarding the segmented sales and income in their reports. Professional
financial analysts not considered the forecasted earnings per share as a
relatively important item of information disclosure. furthermore, financial
analysts considered the maintenance and repair expenditures as least
important items as compare to the other items of information.

another study conducted by Buzby (1975) observed the influence of
assets size and listing requirements on the extent of disclosure. the extent
of disclosure in financial reports associated positively with the size of
assets but not associated with listing requirements. there are different
reasons for the association between the assets size and the extent of
disclosure such as large companies usually produce many products and
make the distribution in huge geographical areas. as a result, they required
a large volume of internal data as compared to small companies in order
to keep management informed about the operating activities. the existence
of such data and information for internal decision making may lower the
cost of providing data and information to the general public because no
significant additional efforts and costs are required. another reason may
be as adequate disclosure increased the investor’s confidence and more
likely it will improve the marketability of securities and make the external
financing lesser costly, therefore, large companies attempt to disclose more
information. it demonstrated that as the size of the company’s assets
increases, the disclosure level also increases accordingly.

Vergoossen (1993) stated that with respect to different parts of
corporate financial reports, the consolidated profit and loss account
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considered as the most important part by the financial analysts. the
income statement showed the profit related information such as details
about the dividend, earning per share and net profit, therefore, investment
analysts focused more on the income statement. the report of the auditors
and supervisory board’s report have the lowest ranking.  the policies of
valuation, changes in valuation principles and the effects of these changes
perceived as the most important items of information in the footnotes.

lev and Zarowin (1999) documented a systematic decrease in the
usefulness of financial information during the past 20 years, as evident by
the weakening relationship between the capital market value and main
financial variables such as the cash flow, earnings and book values. the
increase in the rate of business change, the effect of business change and
insufficient accounting treatment of changes and its effects considered as
the main reasons for this decrease. the increasing rate of change of
business associated with the decline of in formativeness of earnings. it
means that the increase in change of company’s business primarily causes
the decrease of the usefulness of financial information.  

d’arcy and grabensberger (2003) stated that there is no correlation
between timeliness of reporting and the disclosure level of information.
it means that the timeliness and disclosure level not depended on each
other and has no effect on each other. the disclosure level of Companies
that provide a full set of statements was greater as compared to the
companies that provide only reconciliation irrespective the companies
follow the u.s. gaaP or ias. it also showed that the level of disclosure
of the companies that follows the u.s. gaaP was greater than those who
follow the international accounting standards. another major finding was
that the increased information disclosure level in the quarterly reports is
due to the monitoring of quarterly reports and additional enforcements
since 2000. the additional enforcement system has enhanced the quality
of disclosure of quarterly reporting information.  

ismail and Chandler (2005) investigated the level of disclosure of
quarterly statements of companies in Malaysia. they examined the overall
corporate disclosure in respect of the listing requirements of the stock
exchange. it indicated that companies disclose all compulsory financial
reports and related important explanatory notes as described by the stock
exchange. in general, companies tended to just meet the minimum
requirements of disclosure and seemed to present the minimum level of
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disclosure. it also showed that the extent of disclosure associated
positively with company’s leverage. it means that a highly leveraged
company discloses more information as compared to the companies having
low leverage.  there was insignificant relationship found between the
extent of disclosure and the growth and profitability of the company. 

another study conducted by ismail and Chandler (2005) in Malaysia
in which they identified the professional investor’s perception regarding
the usefulness of quarterly financial reports. they identified that
sophisticated investors considered the segmental information as the most
useful item whereas scanners considered the net profit as the most useful
item. the volume and classification of long-term liabilities, cash, profit/
loss before financing cost, depreciation and amortization, exceptional
items, minority interest, income tax and extraordinary items considered
as most useful items by the trackers. on the other hand, a report whether
or not the statement is audited, a report that similar accounting methods
and policies of calculation as utilized in latest annual statements are
followed and categorization of taxes for the financial year considered as
the least important items by the professional investors. 

Beest, Braam, and Boelens (2009) examined the value of financial
reports in terms of basic qualitative features such as faithful representation
and relevance and enhancing qualitative characteristics such as
understandability, verifiability, timeliness, and comparability. faithful
representation considered as important fundamental qualitative
characteristics, the information presented in the financial reports must be
neutral and free from the material errors. faithful representation measured
through the neutrality, verifiability, freedom from the material errors and
completeness, whereas, relevance generally explained the Predictive and
confirmatory values. understandability of reports seemed to increase when
the information presented is characterized, classified, and presented
concisely and clearly, whereas, verifiability considered as the quality of
information that facilitates the validity and assures the users that the
information is faithfully presented in the financial reports. Comparability
indicated the information quality that enables the users to recognize the
differences and similarities between the economic phenomena. it means that
similar situation should be presented the same and different situations
presented differently. timeliness referred the availability of information to
decision makers before it reduces the capability to influence the user’s
decisions; it referred the time the companies take to disclose the information. 
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Biddle, Hilary, and Verdi (2009) have determined the association of
quality of financial reporting with investment efficiency. it showed that
quality of financial reporting connected with over and under-investment,
the quality of financial reporting helps the investor’s to decrease the over
investment and under-investment and ultimately reduced the risk of under
or over investment. it showed that the financial reporting quality facilitates
the investors in order to make their investment decisions in a better way.
it showed that the predicted investment level determined on the basis of
financial reports having high quality seemed to be lesser deviated and
responsive to the macroeconomic conditions.

alias (2011) explained the mandatory disclosure of interim financial
reports of Malaysian companies. Companies disclosed different notes in
quarterly and annual reports such as material changes in pre-tax profit, the
board of director’s opinion and comment on seasonality and cyclicality etc.
it was found that the companies usually seemed as poor in disclosing optional
information as required by the disclosure requirement as they just try to meet
the minimum requirements. although the explanatory notes considered as
mandatory, the amount of disclosure provided is at the discretion of the
companies. another study conducted by the shukor, nor, and Keliwon (2011)
in which they examined the financial analyst’s perception about the
importance of accounting information items revealed in corporate financial
reports when forecasting the firm’s cash flow per share, earning per share
and price per share. it showed that the items of income statements considered
as the most important items for forecasting the firms earning per share and
price per share. Whereas items of cash flow statement considered as the most
important items for forecasting the firm’s cash flow per share. they showed
that the items of cash flow statements perceived to be the least important for
forecasting the firm’s price per share and earnings per share. 

Majumder, rahman, and rahman (2012) have described that key
purpose of financial reports is to help investors in order to make their
decisions regarding investment. they also discovered that investors in
Bangladesh depended on interim reports mainly in order to make an
estimation of the forthcoming annual results, current year prospects and
earnings per share. earnings per share and current year expectations
considered as most important items among all other items of disclosure of
interim reports. it also found that differences exist among perceptions of
trackers, scanners, and sophisticates regarding the most and least useful
items of interim reports as scanners considered the interest expense and
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earnings per share as the utmost valuable items and turnover as the
minimum useful item. trackers considered the prospects of current year
being the most significant item and considered amounts and classification
of longer term liabilities as least useful items, whereas, sophisticate
investors considered the earnings per share as the most useful item and
considered the amounts and classification of longer term liabilities as the
least important item for their investment decisions.

rEsEarCH MEtHODOLOGY

this study investigates the Professional investor’s perception on the
usefulness of each of the 36 key disclosure items of quarterly statements.
the selection of these 36 items is based on the requirements of company’s
ordinance, 1984 and code of corporate governance, 2002 and review of the
literature. Questionnaire technique has been used in this regard. first of
all, respondents were asked to indicate themselves as the scanner, tracker
or sophisticate. the definitions of the scanners, trackers, and sophisticates
as explained by the edwards et al. (1972) were provided to them in making
the right choice. next, asked about their perceptions regarding the
usefulness of these items by using a likert scale of not useful at all= 1, not
useful= 2, neutral= 3, useful= 4 and very much useful= 5. for every item,
the means of the responses of the three groups of professional investors
were calculated. the mean scores serve as a basis for ranking the usefulness
of every item and for the comparison between the professional investors. 

Data Collection

Data has been collected from the three major cities of Pakistan namely
as gujranwala, faisalabad, and lahore. 150 questionnaires were presented
to the head of the assets management companies, stock brokering firms,
unit trust companies, and huge public fund organizations. out of 150, 129
questionnaires were received and considered as usable for further analysis.
thus, the response rate was 86%. on the basis of these responses, table 1
shows the distribution of scanners, trackers, and sophisticates.

table 1. Distribution of Professional investors

respondent Frequency Percent

scanners 45 34.9
trackers 44 34.1
sophisticates 40 31.0
total 129 100.0
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rEsuLts

normality test

table 2 shows the results of normality test which indicates that the
sampled population does not show the normal distribution at 5% level of
significance. as the sample population is not normal and the responses of
scanners, trackers, and sophisticates are not dependent on each other.
therefore, the Kruskal-Wallis test is used in further analysis. 

table 2. normality test of professional investor’s perception regarding
key disclosure items

table 3shows the ranking of key disclosure items of quarterly financial
reports on the basis of overall means score of responses of professional
investors. it also shows the mean score of every item according to the
responses of scanners, trackers, and sophisticates separately, the median,
standard deviation and the values of Kruskal-Wallis test for each item.

table 3.Professional investor’s perception regarding the usefulness of
key disclosure items of quarterly reports

Professional

investors
kolmogorov-smirnov

statistic df sig.

items

scanners .095 44 .200
trackers .171 44 .002
sophisticates .156 40 .015

key items of 

disclosure

scanners

Mean

(rank)

trackers

Mean

(rank)

sophisti-

cates

Mean

(rank)

Overall

Mean

(rank)

Median std.

deviations

k-w

sig.

Details of Dividend
declared

4.69(1) 4.57(1) 4.60(1) 4.62(1) 5 .487

net profit/ loss 4.36(2) 4.39(3) 4.58(2) 4.43(2) 5           .789

(loss)/ earnings per
share- basic and
diluted

4.22(3) 4.41(2) 4.45(3) 4.36(3) 5 .827

Profit/loss before
financing cost,
amortization and
depreciation,
exceptional items,
income tax, minority
interest and
extraordinary item

3.69(8) 3.86(6) 4.40(4) 3.97(4) 4 .874 .000
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turnover (sales) 3.87(5) 3.98(4) 3.95(7) 3.93(5) 4 .937 .937
net profit/loss from
ordinary activities

4.04(4) 3.70(10) 4.05(6) 3.93(5) 4 .840 .968

Profit/loss after
income taxes before
minority interests

3.69(8) 3.91(5) 4.08(5) 3.88(6) 4 .932 .067

a statement whether
the report is audited
or not

3.58(12) 3.73(9) 3.95(7) 3.74(7) 4 1.018 .244

accumulated profit 3.78(6) 3.77(8) 3.52(12) 3.70(8) 4 .853 .532

amount and
breakdown of long-
term assets

3.73(7) 3.82(7) 3.45(13) 3.67(9) 4 .920 .203

explanatory comments
about the cyclicality or
seasonality of interim
operations

3.64(10) 3.61(12) 3.72(8) 3.66(10) 4 .980 .688

reserve 3.62(11) 3.45(15) 3.68(9) 3.58(11) 4 .949 .891
Cost of sales 3.42(15) 3.41(17) 3.68(9) 3.50(12) 4 .985 .988
share capital 3.45(14) 3.66(11) 3.22(15) 3.45(13) 4 .910 .825
Director report 3.22(20) 3.45(15) 3.65(10) 3.43(14) 4 .951 .065
amount and nature
of exceptional items

3.16(22) 3.57(13) 3.60(11) 3.43(14) 4 .967 .062

Material events
subsequent to
interim period

3.29(18) 3.27(19) 3.68(9) 3.40(15) 3 .972 .023

amount and
breakdown of long-
term liabilities

3.42(15) 3.41(17) 3.35(14) 3.40(15) 3 .922 .969

Changes in
contingent
assets/liabilities
since last annual
balance sheet date

3.31(17) 3.25(20) 3.52(12) 3.36(16) 4 1.059 .221

Cash flow from
operating activities

3.42(15) 3.48(14) 2.98(19) 3.30(17) 3 1.163 .430

Changes in
composition of
enterprise during the
period

3.29(18) 3.41(17) 3.20(16) 3.30(17) 3 .825 .260

amount and nature of
extraordinary items

3.07(23) 3.23(21) 3.52(12) 3.26(18) 3 1.027 .200

Cash flow from
financing activities

3.38(16) 3.30(18) 3.08(18) 3.26(18) 3 1.063 .792

amount and break-
down of current assets

3.67(9) 3.18(22) 2.75(21) 3.22(19) 3 1.152 .067
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table 4.the overall sig. the value of Kruskal-Wallis regarding Key
disclosure items

Source: Author’s Calculations

Cash flow from
investing  activities

3.22(20) 3.16(23) 3.15(17) 3.18(20) 3 1.142 .615

investments in
quoted securities at
cost, carrying value
and market value

3.18(21) 3.27(19) 2.98(19) 3.15(21) 3 1.039 .193

issuance,
repayment, and
repurchase of equity
and debt securities

2.84(27) 3.09(24) 3.45(13) 3.12(22) 3 1.087 .322

amount and
breakdown of
current liabilities

3.42(15) 3.02(27) 2.85(20) 3.11(23) 3 1.140 .211

off balance sheet
financial
instruments

3.04(24) 2.91(29) 3.15(17) 3.03(24) 3 1.023 .353

segment results of
primary basis of
segment reporting

2.93(25) 3.07(25) 3.08(18) 3.02(25) 3 .795 .825

interest expense 3.49(13) 3.05(26) 2.40(24) 3.00(26) 3 1.364 .066

administrative,
selling, distribution
expenses and other
expenses

3.24(19) 2.98(28) 2.75(21) 3.00(26) 3 1.173 .244

taxation 2.76(28) 3.43(16) 2.20(26) 2.81(27) 3 1.223 .011

nature and amount
of changes in
estimates

2.67(29) 3.02(27) 2.60(22) 2.77(28) 3 1.079 .434

a report that the
similar accounting
methods and policies
of calculation as
utilized in the latest
annual statements are
followed

2.87(26) 2.77(31) 2.58(23) 2.74(29) 3 1.141 .174

Depreciation and
amortization expense

2.84(27) 2.86(30) 2.32(25) 2.69(30) 3 1.211 .224

Perception of Professional investors regarding

the usefulness of key disclosure items

k-W sig.

(overall)

Key disclosure items 0.915
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table 3 ranks the key disclosure items of the quarterly reports according to
the perception of professional investors. it shows the overall mean score of
every item according to the professional investor’s perception as a whole and
also individually by the scanners, trackers, and sophisticates. it helps in clearly
identifying the importance of items according to the intensity of analysis
performed by the professional investors. the mean scores show that some items
are more useful, some items are useful moderately and some items are not
useful for the decision making process. the median scores are 3, 4 and 5 which
shows that some items are much useful, some items are useful and about some
items, professional investor’s show the neutral response. table 3 shows that
the detail of dividend declared is considered as the most important item
according to the perception of professional investors. it shows that the top
seven items namely as details of dividend declared, net profit/loss,
(loss)/earnings per share- basic and diluted, Profit/ loss before financing cost,
amortization and depreciation, exceptional items, minority interest,
extraordinary items, income taxes, turnover (sales), net profit/loss from
ordinary activities and Profit/loss after income taxes before minority interests
are from the income statement. it indicates that the income statement is
considered as the most important statement for the investment decision making
process of the professional investor. on the other hand, depreciation and
amortization expense, a report that the similar accounting methods and policies
of calculations utilized in latest annual statements are followed, amount and
nature of changes in estimates and taxation are not considered as useful items
for investment decision making process. Professional investors pay no attention
to these items for their decisions. 

table 3 also shows that there are some slight differences in the
perception of scanners, trackers, and sophisticates regarding the usefulness
of the above-mentioned items. Details of dividend declared and net profit/
loss are considered as the most useful items of information according to
the perception of scanners and sophisticates. trackers consider the details
of dividend declared and (loss)/ earnings per share- basic and diluted as
the most important and useful items. scanners consider the nature and
amount of changes in estimates as least important item for the process
decision making regarding investment. on the other hand, a report that
the similar accounting methods and policies of calculation as utilized in
latest annual reports is followed and taxation are considered as the least
important items of information respectively by the trackers and
sophisticates. there are important variations among the perception of
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professional investors related to details of dividend declared, Profit/ loss
before financing cost, amortization and depreciation, exceptional items ,
minority interests, income taxes and extraordinary items,  material events
subsequent to interim period, taxation, net profit loss and loss/earnings
per share- basic and diluted. there is no important variation among the
perception of professional investors regarding other items of disclosure.

table 4depicts that there is no significant difference among the
perception of professional investors regarding the key disclosure items as
a whole. the overall value of K-w sig. is 0.915 which is greater than 0.05
i.e. at 5 percent level of significance. it depicts that there is no significant
difference among the perception of professional investors regarding key
disclosure items of quarterly reports.

DisCussiOn anD COnCLusiOn

this research is about to determine the effectiveness of key disclosure
items of quarterly reports in Pakistan by using the perception of
professional investors. the first objective is to address the effectiveness
of key disclosure items according to the perception of professional
investors. the second objective is to find out whether there is a difference
in the perception of scanners, trackers, and sophisticates regarding key
disclosure items of quarterly reports.

findings indicate that professional investors considered the details of
dividend declared as the most important item of disclosure. Professional
investors ranked the items of income statement greater than as compared to
the items of other statements and hence, considered the income statement as
the most important statement as compared to other financial statements. on
the other hand, depreciation and amortization expense, a report that similar
accounting methods and policies of calculation as utilized in recent annual
reports are followed, nature and amount of changes in estimates and taxation
are not considered as useful items for investment decision making process.
Professional investors pay no attention on these items in their investment
decisions. it also indicates that there is no significant difference among the
perception of professional investors regarding the key disclosure items of
quarterly reports. this study may be helpful for preparation of quarterly reports
and understanding the importance of each item. this may also be helpful for
the policy makers to recognize the perception of professional investors and the
usefulness of quarterly reports while making the new policies regarding the
financial reports.
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iMPaCt OF EMPLOYEEs’ VOiCE On

EMPLOYEEs’ EFFECtiVEnEss

nawaz ahmad, adnan rizvi, and syeda nadia Bokhari

aBstraCt

The focus of this research study is to identify the impact

of employee voice mechanism on employee effectiveness

factor in the corporate sector of Karachi. The three

effectiveness factors under study are employee

commitment, employee engagement, and employee

motivation. Although the impact of employee voice has

been researched by numerous scholars, yet it has not

been explored in the context of Pakistani market. A

sample 172 employees belonging to a diverse set of

corporate sectors was studied for this research.

Primary data was gathered with the aid of a

questionnaire. Regression analysis revealed that

employee voice had a positive impact on the three

effectiveness factors thus indicating that it plays an

important role in influencing employee commitment,

engagement, and motivation. 

Keywords: Employee voice, commitment, engagement, motivation 

intrODuCtiOn

the concept of employee voice was coined by albert Hirschman in the
1970’s where he defined it as “taking actions for altering the dissatisfying work
situations/status quo” (Hirschman, 1970). He furthered the concept by
introducing the term ‘exit’ which implied employees leaving the organization
in dissatisfying conditions. this concept contends that employees in
dissatisfying situations either raise their voice and concerns to the management
or if unheard, simply disconnect themselves from the organization. 

traditionally employee voice was channeled through collective
bargaining agents and union representation. With the progression of time
and the development in the human resource management field, alternative
forms of representation such as non-union and direct forms of voice gained
momentum (Bryson, 2004). While trade unions are formal systems of
indirect representation of union members, direct voice has been considered
as a superior form of employee’s expressing their ideas opinions and
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concerns (rees, alfes, & gatenby, 2013). it helps remove barriers among
employers and employees and allows supervisors to better cater to the
diverse needs of individual employees. 

the term ‘employee voice' has been associated with grievances on an
individual or collective basis which restricts the conceptualization of the
term (gollan, 2001). this concept limits employees from practicing their
rights and participating and contributing in organizational decision making.
according to Pyman, Cooper tiecher & Holland (2006), employee voice
can include diverse avenues such as “vocalization of individual
dissatisfaction, collective representation, and organization, upward problem
solving, engagement and contribution to management decision making and
demonstration of mutuality and cooperative relations". Morrison et al.
(2011) referred to employee voice as the articulation of ideas, opinions,
and suggestions with the intention of improving departmental or
organizational functioning. folger (1977) adds that employee voice is an
organization-wide mechanism whereby a set of procedures or rules permits
employees who feel impacted by a management decision to communicate
information concerned to that decision. 

in any given organization, the effort of its human resource plays a vital
role in contributing to the success of the organization. organizations need to
have a sound and credible internal communication system in place, such that
it addresses its employee's concerns, recommendations, opinions, and advice.
a two-way direct communication is essential for employers as well as
employees (freeman & Medoff, 1984). the absence of a voice system in an
organization may lead to low level of motivation and laxed attitude among
employees thus affecting individual and overall organization efficiency and
effectiveness. the efficacy of the employee voice hinges upon sharing of
information within the organization. a well-informed employee with an
opportunity to raise his/her voice is in a better position to enhance his/her
engagement level with the organization. only by giving employees
opportunities to raise their voices, employees can become more engaged. if
employees acknowledge that their organizational policy is employee voice
friendly and builds trust, they can organize an effective partnership. the
effects of employing an employee voice approach and bringing in modes of
communications for employees are significant and an evidence for employees
that their voice is valued and understood across the organizational hierarchy.

as voice allows an opportunity for employees to express their opinions
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and cements the belief among them that their efforts and contributions are
valued, it creates a certain degree of regard for the leadership of an
organization, thus creating a direct link between voice and employee trust
in management. organizations that honor their obligations towards their
workforce result in the enhancement of and sense of loyalty and
commitment of employees for their organization. With higher trust levels,
employees are more motivated and are inclined towards fulfilling their
commitment and obligations, thus enhancing the level of job engagement
(rousseau, sitkin, Burt, & Camerer, 1998). 

the concept of employee voice was traditionally linked with unions and
collective bargaining. More recently, it broadly refers to how employees
participate by raising their concerns about how things run within their
organization. this may be achieved through indirect means such as trade
unions and collective bargaining or through a more direct channel. 

employee voice has been generally associated with ‘grievances'.
Hirschman (1970) referred to it as the ability to express dissent or
discontent. Dissent is the intrinsic human ability to complain, protest. this
approach limits the conceptualization of the term. Voice can be utilized in
making constructive suggestions for change and recommending reforms
in standard procedures adopted by the organization. organizations that
value employee voice witnessed increased levels of organizational
commitment, employee engagement, and employee motivation. this is due
to the fact that employees believe that the organization values their input
and that they are able to influence and contribute to organizational
decision making. this research study aims at understanding the impact of
employee voice mechanism on employee's commitment, engagement, and
motivation in a diverse set of corporate sectors in Karachi where
employees were able to communicate their concerns regarding
management decisions such as organizational restructuring, privatization
and employee layoffs. an attempt is made in gauging the impact of
employee voice on employee commitment, employee engagement, and
employee motivation.

rEsEarCH HYPOtHEsEs

H1: employee voice does not affect employee commitment towards the
organization.

H2: employees’ Voice does not affect employee engagement.
H3: employees’ voice does not affect work motivation.

Impact of Employees’ Voice on Employees’ Effectiveness
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LitEraturE rEViEW

the literature review is further divided and explained by following
subheadings. 

Employees’ Voice

employees’ voice has been an infrequent researched and an important
issue among the Human resource Management in general and employee-
employer relation in particular. generally, employee voice refers to the
opportunity for employees to voice their concerns or opinions to discuss
or give suggestions about their issues or changes with the employers (also
includes salary, environment, and other organizational factors). in the past,
employees had raised their voices through other conventional means such
as through collective bargaining agents or employee unions.

Work on employee voice was initiated by albert Hirschman when he
wrote a book "exit, Voice, and loyalty" in 1970. in his book, he
introduced the term "Voice of employees" and further defined in
subchapter "responses to declining in firms, organizations, and states"
that a concern exists if there are "repairable lapses" in an organization or
issues that would be solved with an appropriate level of information and
responses. Hirschman (1970) stated that over time, organizations tend to
decline gradually and lose their efficiency and effectiveness. He proposed
two countering forces which can reverse such situations, known as
"Desertion or articulation" or "exit or Voice" 

Previous research on employee voice has shed significant light on the
factors of employee’s voice and its mechanism and its impact on how it
can prove to be effective for an organization. these studies propose a
varying range of contextual and personal factors which explain employees’
participation in voice. 

“Voice of employee” is directly concerned with the concept of
‘participative management’. stueart & Moran (2007) in their study
concluded that participative management empowers employees through
team building and hence directly participating in such activities gives them
the opportunity to directly be part of the decision-making process. they
further established a positive link between employee empowerment and
better innovation, flexibility, customer service and creativity.

Detert & Burris (2007) researched into the relation between employee
voice and leadership styles among restaurant chains. their research
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indicated that an open attitude is more progressively attributed to
employee voice, employee satisfaction, and job demography. However,
their relationship showed to be intervened by subordinate insights of
psychological safety, depicting the significance of supervisors in
subordinate evaluation of the risks of raising voices. Moreover,
supervisor/leadership behavior tend to have the highest impact on the
employee voice behavior of the star performing employees.

Morrison & Milliken (2000) stated that managers/supervisors high in
the hierarchy have a critically significant role in engaging employees' into
raising voice. Whenever supervisors portray negative intrinsic attitude
concerning employee voice behavior (such as subordinates' raising voice
is because of self-interest, he himself knows the best, and that employee
voice is dissent), these attitudes lead the creation of systems and
mechanisms that promote organizational culture of silence such as
centralized decision making. they also concluded that managers have a
fear of getting a negative response from their subordinates as employee
voice. they, therefore, try to avoid themselves of such embarrassment as
they feel vulnerable and hence try to suppress their subordinate's voice.

When managers cultivate high-level of relation with their subordinates
(Botero & Van Dyne, 2009; gao, Janssen, & shi, 2011; Van Dyne,
Kamdar, & Joireman, 2008), and when they extends positive leadership
conduct for employee voice like guidance and openness, transformational
leadership, and ethical leadership (Detert & Burris, 2007), the subordinate
employees are likely to enhance their voice behaviors. this is owing to
the fact that managers tend to make their subordinates feel obligated to
reciprocate the positive treatment they receive (Podsakoff et al., 2000; Van
Dyne et al., 2008). also the Managers allow their juniors to inculcate
perceptions of psychological well-being (Walumbwa & schaubroeck,
2009), sense of influence (tangirala & ramanujam, 2012), and relation
with the manager and the organization as a whole (liu et al., 2010), which
resultantly adds to positive employees’ voice behavior.

Organizational Commitment

existence and implementation of voice mechanism in organizations
lead to low employees turnover (spencer, 1986). spencer (1986)
conducted a number of studies on this topic. in his initial study, he came
to the conclusion that the more opportunities for employees to raise voice
against dissatisfaction, the more probability that employees will be
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retained in the organization. in the second study, he postulated that high
level of voice mechanism in the organization leads to higher expectations
among employees that their issues and concerns will be addressed.

(Zehir & erdogan, 2011) found that a relation exists between employee
voice and leadership style. their research findings were that performance
of employees and organizational commitment are related to leadership
behavior. they concluded that employee voice or silence per se directly
impacts the performance of employees and their commitment towards the
organization. 

Batts, Colvin & Keefe (2002) observe view that employee voice
mechanisms and organizational practices predict firm-level quit rates.
they researched the predictive power of these factors using data from a
1998 telecommunications industry. as a conventional voice mechanism,
they found that presence of employee union projects lower quit rates, as
they control factors such as compensation and other practices of human
resource that may be influenced by collective bargaining.

freeman (1980) studied that employees which are committed with the
unions within the organization have lesser probability to leave the
organization because the respective unions give them a formal mechanism
for raising their voices. thus in organizations where there are formal
employee voice mechanism and grievance procedures, employees remain
engaged for the organization increasing organizational commitment level
among them. similar studies were conducted by Boroff and lewin, (1997)
which contends that that employee loyalty level determines to choose
between voice or exit. freeman and Medoff (1984) took the pluralistic
approach while evaluating the  employee voice in the organizations and
concluded that collective bargaining agent's or CBa's, as known as,
provide more economically influential solutions to employees for exiting
or raising voice because of combined decision making. 

Employee Engagement

the literature on employee engagement is widely available as a core
factor that impacts the work-related behavior/attitudes (Christian, garza
& slaughter 2011). Definition of engagement as noted by Macey &
schneider (2008) is based on the assumption that ‘pro-social' employee
activity can lead to favorable effects, with benefits for both employees
and organizations. 
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rees, alfes, & gatenby (2013) studied the relation between employee
voice and engagement. they found that perceptions of employee’s voice
behavior, which aims for improvement in organization, depicts direct and
indirect impact on employee engagement levels. their analysis revealed
that relation between perceptions of employee voice and engagement is
intermediated by employee trust in senior management and the employee–
line manager relationship. 

extending opportunities for raising voices to employees can lead to more
affirmative attitudes towards management (Dietz, Wilkinson, & redman,
2009). research on employee voice suggest that employees who believe to
have the opportunity of raising voice effectively convey their suggestions/
concerns/opinions to the management and are more likely to portray a
optimistic attitude and show high performance levels (Purcell, Kinnie,
Hutchinson, rayton & swart 2003; robinson, Perryman & Hayday 2004).

studies also depict that whenever employees assume that they can influence
decisions, by raising their voice to lead to increased levels of organizational
engagement (farndale, Van ruiten, Kelliher aHope-Hailey 2011).

truss et al. (2006) contend that the main factor of employee
engagement is having the opportunity to raise their opinions upwards.

Employees’ Motivation

according to Maslow’s needs hierarchy, employees tend to have five
levels of needs: physiological, safety, social, ego, and self- actualizing
(Maslow, 1943). Maslow stated that needs at lower level had to be fulfilled
before the next level need so as to motivate employees. Herzberg
segregated motivation into two factors: intrinsic and extrinsic (Herzberg
et al, 1959). intrinsic factors included recognition, results in job
satisfaction whereas extrinsic factors include factors such as salary
structure/job security, results in job dissatisfaction.

Vroom's theory assumes that employees struggle to lead to better
performance. Performance, in turn, leads to some rewards (Vroom, 1964).
these rewards could be positive or negative. Positive rewards lead to
motivated employees whereas negative rewards lead to a lesser likelihood
of employee motivation.

adams' theory postulates that employees work for equality between
themselves and other group workers. equality is attained when the
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employee outcomes over inputs ratio is equal to the employee outcomes
over inputs ratios of other employees (adams, 1965).

skinner's theory contends that employees' behavior which leads to
affirmative results will be repeated again while behaviors that lead to
undesirable outcomes will not be repeated (skinner, 1953). thus supervisors
should positively support employee behavior that results in positive outcomes
and discourages employee behavior that leads to negative outcomes.

COnCEPtuaL FraMEWOrk

there exist one predictor that is employee voice and three Criterion
Variables that are organizational Commitment, employee engagement and
Work Motivation which are the components of employees’ effectiveness. 

rEsEarCH MEtHODOLOGY

research instrument 

a questionnaire was adopted from different studies based on variables under
consideration. this study focuses on four variables where employee voice is
the independent variable and organizational engagement, organizational
commitment, and employee motivation are the dependent variables. the
different construct and their related measures are discussed as follows:

Employee Voice. the scale adopted for employee voice consist of 5
item. this scale is a pioneering work of Van Dyne and lePine’s (1998),
those who have themselves modified this scale from Van Dyne, graham,
and Dienesch (1994) scale of advocacy participation.5 point rating of
likert is associated with these so that responses would be gauged with ease.

Employee Engagement. the scale for employee engagement is adopted
from rees et.al (2013) research, the items of this scale although 5, addresses

organizational
Commitment

employee engagement

Work Motivation

Employee

Voice
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three type of employee engagement. intellectual engagement gauges the level
to which individuals are involved cognitively in their activities related to work.
emotional items are related to effective engagement and communication with
colleagues related to work improvements are part of social engagement. an
average of these items is taken out so that an overall score of employee
engagement could be generated. like employee voice, these responses are also
taken through 5 points likert scale.

Organizational Commitment. the 5 items of organizational
commitment scale are adopted from organizational commitment
questionnaire as proposed by Mowday et al (1979). these questions are
based on two types of organizational commitment namely continuance
commitment and affective commitment. responses are gauged through 5
point level of agreement of likert scale.

Work Motivation. again 5 item scale for Work Motivation is taken
from akinboye (2001) work motivation questionnaire inventory. the
homogeneity of the questionnaire is maintained in the last by gauging the
responses by 5 points likert scale.

sample, Participants and Data Collection

the study was initially based on the sample size of 200 employees
belonging to different corporate sectors of Karachi using convenience
sampling technique whereby 172 responses were obtained, thus the
response rate was 86%. 

Data analysis

Descriptive statistics is used to analyze the respondent’s demographics
whereas inferential statistics is used to test the hypothesis. the impact of
the independent variable on the three dependent variables was gauged
using the regression analysis. 

rEsuLts 

table 1. Construct reliability 

Constructs Cronbach alpha no of items

employees’ Voice 0.933 5

organizational Commitment 0.942 5

employee engagement 0.940 5

Work Motivation 0.968 5
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the reliability statistics, Cronbach alpha, of the all the constructs was
above the threshold limit of 0.6-0.7 hence within acceptable range
depicting instrument consistency and reliability. the overall reliability
statistic for the instrument is 0.947.

table 2. Participant’s Profile

to establish the normality of the data descriptive statistic has been
generated that is presented at below table.

table 3. Descriptive statistics

in the above table 3 employee Voice (Mean=3.538, sD= 0.8301) has the
highest skewness 1.050, and organizational Commitment (Mean = 3.533,
sD=0.8334) possess lowest skewness(0.813). While Kurtosis for all the items
is +positive, the greatest for employee Voice (Mean = 3.538, sD= 0.8301) is
1.1050 and the lowest kurtosis is for employee engagement (Mean = 3.584,
sD=0.816) which is 0.25. as per the table, the construct is within the parameter
range of +/- 3.5 hence it is normal tendency of the data is established.

table 4. Correlation statistics

number Percentage

Male 138 80

female 34 20

19 to 34 Years 154 90

35 Years and beyond 18 10

Bachelor's or below 121 70

Masters or above 51 30

Mean std. Dev. skewness Kurtosis

employee Voice 3.538 0.8301 -1.027 1.050

organizational Commitment 3.533 0.8334 -0.813 0.679

employee engagement 3.584 0.8164 -0.893 0.625

Work Motivation 3.581 0.8419 -0.8419 0.685

employee
Voice

organizational
Commitment

employee
engagement

Work
Motivation

employee Voice 1

organizational Commitment .749 1

employee engagement .731 .897 1

Work Motivation .715 .873 .935 1
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the above table depicts that the above-mentioned relations were significant
at Confidence interval of 99% (2-tailed). the correlation of organizational
Commitment was the strongest with r (172) = 0.749, p = 0.0<0.01, while there
was no weak correlation found. Moreover, the correlation also depicts that
the factors are unique and distinguishing (Hair Jr. et al, 2010).

regression Model

this segment summarizes the regression results for the all the factors
of the research study. the hypothesis that the employee's voice has the
impact on employees effectiveness was tested via regression analysis.

employee Voice and organizational Commitment

Model summary

a. Predictors: (Constant), Employee_voice

the basic correlation between employee Voice and   organization
Commitment is .731 that is an indication of high correlation. the change
that could be brought upon by employee Voice in organization
Commitment is 53.5%.

anOVaa

a. Dependent Variable: Organizational_Commitment

b. Predictors: (Constant), Employee_voice

the Model fitness is appropriate since the sig value of anoVa table
is below 0.05.and f statistics is also greater than 4 hence the variable and
data are fit for analysis.

Coefficientsa

Model r r square adjusted r square std. error of the estimate

1 .731a .535 .532 .57008

Model sum of squares df Mean square f sig.

1

regression 63.156 1 63.156 194.331 .000b

residual 54.924 169 .325

total 118.080 170

Model unstandardized
Coefficients

standardized
Coefficients

t sig.

B std. error Beta

1
(Constant) .936 .191 4.888 .000

employee_voice .734 .053 .731 13.940 .000

Impact of Employees’ Voice on Employees’ Effectiveness

89



a. Dependent Variable: Organizational_Commitment

the unstandardized beta coefficients depict that for a unit change in
employee Voice, the organizational Commitment would increase by .734 units
which is significant at sig value less than 0.05 and t statistics greater than 2.

Conclusively the outcomes of the regression analysis depicts that the
predictor employee voice explains 53% of the variance (r2=0.534, f ( =
194, p<.01). it was also found that employees voice (ß = 0.734, p<.01)
significantly predicts organizational Commitment effect.

employee Voice and employee engagement

Model summary

a. Predictors: (Constant), employee_voice

the basic correlation between employee Voice and employee
engagement is .749 that is an indication of high correlation. the change
that could be brought upon by employee Voice in  is employee
engagement 56.1%

anOVaa

a. Dependent Variable: Employee_Engagement

b. Predictors: (Constant), Employee_voice

the Model fitness is appropriate since the sig value of anoVa table
is below 0.05.and f statistics is also greater than 4 hence the variable and
data are fit for analysis

Coefficientsa

a. Dependent Variable: Employee_Engagement

Model r r square adjusted r square std. error of the estimate

1 .749a .561 .559 .54244

Model sum of squares df Mean square f sig.

1

regression 63.587 1 63.587 216.106 .000b

residual 49.727 169 .294

total 113.314 170

Model unstandardized
Coefficients

standardized
Coefficients

t sig.

B std. error Beta

1
(Constant) .977 .182 5.365 .000

employee_voice .737 .050 .749 14.701 .000
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the unstandardized beta coefficients depict that for a unit change in
employee Voice, the employee engagement would increase by .737 units
which is significant at sig value less than 0.05 and t statistics greater than 2.

Conclusively the outcomes of the regression analysis depicts that the
predictor employee voice explains 56% of the variance (r2=0.561, f ( =
216, p<.01). it was also found that employees voice (ß = 0.737, p<.01)
significantly predicts employee engagement.

employee Voice and Work Motivation

Model summary

a. Predictors: (Constant), Employee_voice

the basic correlation between employee Voice and   Work Motivation
is .715 that is an indication of high correlation. the change that could be
brought upon by employee Voice in Work Motivation is 51.2%. 

anOVaa

a. Dependent Variable: Work_Motivation

b. Predictors: (Constant), Employee_voice

the Model fitness is appropriate since the sig value of anoVa table
is below 0.05.and f statistics is also greater than 4 hence the variable and
data are fit for analysis.

Coefficientsa

a. Dependent Variable: Work_Motivation

the unstandardized beta coefficients depict that for a unit change in
employee Voice, the Work Motivation would increase by .726 units which
is significant at sig value less than 0.05 and t statistics greater than 2.

Model r r square adjusted r square std. error of the estimate

1 .714a .510 .507 .59159

Model sum of squares df Mean square f sig.

1

regression 61.545 1 61.545 175.851 .000b

residual 59.147 169 .350

total 120.692 170

Model unstandardized
Coefficients

standardized
Coefficients

t sig.

B std. error Beta

1
(Constant) 1.016 .199 5.114 .000

employee_voice .725 .055 .714 13.261 .000

Impact of Employees’ Voice on Employees’ Effectiveness

91



Conclusively the outcomes of the regression analysis depicts that the
predictor employee voice explains 51% of the variance (r2=0.512, f
(=177, p<.01). it was also found that employees voice (ß = 0.722, p<.01)
significantly predicts Work Motivation among employees.

DisCussiOn

our research is in strong support of the employee voice to increase
employee effectiveness. research of robinson et al (2004) confirms our
findings, basing its survey on great Britain's nHs 10000 employees.
according to this research when the employees' feel that they are being
valued, involved in critical organizational decisions, are able to freely voice
their ideas, found opportunities for career development and perceives
organizational concerns as regard to their wellbeing and health, all such
components would make them increase their engagement with organization. 

research of rees et al. (2013) illuminated that there exist not only a direct
but also an indirect linkage between employee voice and its engagement with
work when it is tested to bring improvements in the work group performance.
for analysis of this relationship, two organizations were selected. an
intervening role of trust developed by employees related to higher level
management and supervisor-subordinate relationship is established. these
findings also support and backup our results related to existence of tie
between employee voice and its engagement with organization

the results of our research are also indicative of the direction that greater the
organization feels that its employees should be provided with the platform to
highlight the matters of their discomforts the greater would be the probability that
employees remain committed to the organization. similar findings are reported by
spencer (1986). His research reported a lower turnover among the registered general
hospital nurses who were given chance to voice their dissatisfaction. He controlled
a lot many regressors that are associated with employee turnover in order to
maximize the utility of its research. He also suggests that organization with
numerous employee voice raising mechanism may be associated with high expected
and  perceived problem solving approach adopted within that organization.

if the organization wants to increase its employee commitment and reduce
the chances of its turnover then organization needs to install sophisticated
procedures so that employee could spotlight grievances and get adequate
solutions. those who leave their employment without bringing matters on table
or with no attempts to alter the dissatisfactory conditions give organization no
signals that there exist something of worst nature. the organizations that
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attempt to listen, motivates, and provide appropriate platform for employees
to come up with solutions to the worst could be effective enough to retain its
most precious asset of human resource .in fact it could foster retention policies
by gaining information that could never be available if the employees would
leave silently( freeman, 1976; Hirschman, 1976),

employee voice is also positively associated with work motivation like
other effectiveness variables. one of such conclusions is drawn by alfayad
& Mohd arif (2017). they conducted a research on 300 employees who
belong to a non-managerial group. the findings of the research are again
consistent with our research findings that when organization gives recognition
to the voice of its employees there excels a motivative culture which in turn
accelerates the level of satisfaction of employees. looking at such findings an
organization should encourage its employee to raise their voice in matters of
concerns so that efficiency and satisfaction are encouraged.

the findings of our research are consistent with many expert's opinions and
a large number of researchers and management gurus are advocate of employee
voice and its effectiveness within individual and organizational context.
although fostering a climate that encourages openness in communication is
crucial in organization. Defense mechanism lying in every individual makes
him careful while they deal with people high up in authority position. Hence
each information that is received by higher authorities is passed through multiple
levels of filtration to make it reach level of appropriateness  (Knight, 2014).

COnCLusiOn

all the variables highlighted in the hypothesis were found out to be,
positively related to employees voice. Hence in organizations where,
employees are given opportunity to raise their voice and convey their
concerns, suggestions or opinions, those organizations will have increased
level of employee effectiveness and efficacy. as proved by the results,
employee voice directly impacts the organizational commitment,
employee engagement, and work motivation.  

stuDY LiMitatiOn anD arEa OF FuturE rEsEarCH

this research was conducted in the corporate sector of Karachi city
only. not all variables that impact employee effectiveness were covered
in this research. further dimensions of employee voice need to be explored
in the context of Pakistan. furthermore, research needs to be conducted
in various geographical areas including semi-urban and rural areas for
better understanding of this topic.
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iMPaCt OF WOrkinG CaPitaL

ManaGEMEnt On FirM PrOFitaBiLitY:

EViDEnCE FrOM sCanDinaVian COuntriEs

Muhammad usman, sarfaraz ahmed shaikh, and shahbaz khan

aBstraCt

The intention of this research is to examine the impact of

working capital management (WCM) on firm’s

profitability. We take our sample from major developed

Scandinavian states (i.e., Denmark, Norway, and Sweden),

during the period 2003-2015. We measure WCM as

receivable days (RADs), inventory days (IDs), payable

days (PADs), cash conversion cycle (CCC), current ratio

(CR) and working capital (WC), and firm’s profitability as

return on assets (ROA). Additionally, we also use several

firm levels (firm size, age, leverage) and country level

(GDP growth, financial crisis) control variables to

estimate robust outcomes. After controlling aforesaid

indicators, we found adverse impact of inventory days

(IDs), receivable days (RADs), payable days (PADs), and

cash conversion cycle (CCC) on firm’s profitability (ROA).

These outcomes specify that extensive recovery periods

effect on funds availability and supply of material, which

subsequently impact on firm operations and profitability.

Furthermore, working capital (WC) and current ratio (CR)

are positively related to firm’s profitability (ROA) that

delineates the importance of excessive current assets to

foster firm’s profitability (ROA). 

Keywords: Working Capital Management (WCM), Firm’s Profitability, Scandinavian Countries

intrODuCtiOn 

Profit maximization and sale growth of any enterprise relay on cost
management as well as production process. these determinants indicate
enterprise efficiency and market denomination. there are numerous
factors which participate in enterprise profitability, but among all working
capital management (hereafter WCM) is a unique. it specifies highest
portion among enterprise expenses, particularly manufacturing enterprises.
according to uchenna, Mary, and okelue (2012), working capital
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represents 30% to 40% of enterprise overall investment. it is required to
maintain WC (working capital) at an optimum point to evade any
deficiency and trouble in managing smooth business operations Harris
(2005). Managing WC is a crucial element in keeping liquidity and
fostering enterprise profitability. 

investment in WC is a part of firm’s total assets (appuhami, 2008),
which can be broadly explained as a variance among total current assets
and total current liabilities that donates enterprise financial health.
efficient WCM includes controlling and planning of current liabilities and
current assets, to maintain stability among profitability and liquidity. as
explained by Harris (2005), WCM is a way to finance short term monetary
requirements through efficient management of current liabilities and
current assets. firm’s basic objective i-e maximizing wealth can only be
attained by creating a balance between aforementioned indicators. thus
WCM can be deliberated as a key element to explain firm performance by
maintaining liquidity for daily actions (Van Horne & Wachowicz, 2008).

WC is an essential pre-requisite for the success of firms (ghosh & Maji,
2004). it is also among the seven factors elaborated by rappaport (1986), which
determine shareholder’s wealth. the key objective of WCM is to guarantee that
enterprise is capable of fulfilling its short run obligations and covers its
operating expenses within the time period. However, WC mismanagement may
lead to monetary crunch, surges risk and cuts profitability (ukaegbu, 2014).
Due to the substantial amount of WC investment and the importance of WC
policy in determining firm’s risk, WCM has an impact not only on firm’s
accounting performance but on market performance as well (abuzayed, 2012).

the objective of this study is to elucidate the liaison between WCM
and firm’s performance among scandinavian countries (Denmark,
norway, and sweden). there are two reasons for choosing scandinavian
states: firstly these countries have stable economic and political situations.
secondly, their institutional settings are supportive of fostering business
activities and building strong business relationship. We measure WCM as
receivable days (raDs), inventory days (iDs), payable days (PaDs), cash
conversion cycle (CCC), working capital (WC) and current ratio (Cr),
and firm profitability as return on assets (roa). study results show the
negative impact of inventory days, account receivable days, account
payable days, and cash conversion cycle on firm profitability. these
results indicate that large recovery period effects on funds availability and
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supply of material, which subsequently impact on firm operations and
profitability. Moreover, working capital and current ratio have a positive
relationship with firm profitability, which shows the importance of
excessive current assets to foster roa. Policy implications of the study
recommend that firms which are desired to enhance their profitability
should pay special attention to manage WCM.

section 2 delivers a brief summary of past studies on WCM and hypothesis
development. section 3 defines methodology, variable measurement, and
empirical modeling. section 4 summarizes the experimental analyses and
results. section 5 reports conclusion and policy implications.

LitEraturE rEViEW 

Previous studies are focused on examining the role of WCM as optimal
inventory level, cash conversion cycle, optimal account receivable and
payable, on firm success (Deloof, 2003; gill, Biger, & Mathur, 2010). some
of them found consistent results and other established mix results. gill et
al. (2010), reviewed the association among WCM and firm success among
88 us firms registered on nYs for the time frame from 2005-07. firm-level
profitability and WCM were measured as gross operating income and cash
conversion cycle, respectively. the results signified that firm’s manager can
earn a profit for business by managing cash conversion cycle efficiently.

uchenna et al. (2012), scrutinized the impact of WCM on the
profitability of industrial firms. researchers used CCC (cash convert
cycle) to quantify WC. using multiple regression analysis, results showed
that WCM as cash conversion cycle, impact on firm profitability. these
results were consistent with other previous studies e.g. Pouraghajan and
emamgholipourarchi (2012), and Charitou, elfani, and lois (2010), which
stated significant relationship among WCM and firm performance.

aregbeyen (2013), securitized the connection between WCM and firm
profitability among 48 industrialized firms registered on stock exchange
of nigeria for the time period of 1993 to 2005. WCM was measured
through different proxies’ i-e. the average period for collection, average
period for payment, inventory turnover, and cash conversion cycle. to
estimate firm performance author used three measures, which are
categorized as gross operating revenue, net operating revenue and returns
on assets. the final results specified that ineffective level of working
capital reduces firm profitability. these results were in line with past study
of smith (1973), which notified that a huge number of firms failure were
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caused by the ineffective level of WC. thus the efficient and effective level
of WC is necessary to attain short term and long term business objectives. 

Marttonen, Monto and Karri (2013), inspected the impact of WCM on
profitability among industrial maintenance/service sector by using faM
(flexible assets managing) model. results revealed significantly negative
affiliation between WC cyclical time and return on investment (roi). Baños-
Caballero, gracia-teruel, and Martinez-solano (2014), assessed the impact of
WCM and firm performance among firms from the non-financial sector of uK.

economic destructive events such as financial crisis, recession etc. have
an impact on working capital practices and policies. Based on recent
financial crisis 2007-08, enqvist, grahm, and nikknen (2014), studied the
effect of the corporate cycle on the relationship between WCM and firm
profitability among finnish listed firms. results confirmed that contrary to
the boom, economic downturns have a statistically substantial impact on the
above stated relationship. the purpose of effective WCM is to reduce cash
conversion cycle (CCC) to the acceptable optimal point which suites firm’s
requirement (Hager, 1976). a shorter working capital refers to a speedy
collection of account receivables and delays in account payables. it makes
funds available to run business operations and fulfill short-term obligations.

ukaegbu (2014), projected the affiliation among effectiveness of working
capital and corporate performance among different industrial sector across
countries (egypt, nigeria, south africa and Kenya). the author used balanced
panel quantitative approach to examine aforesaid relationship for the period
from 2005 to 2009. the study revealed an adverse relationship between WCM
and corporate performance. the high cycle of cash conversion reduces
corporate profitability. same results were reported by Deloof (2003) from
Belgium and filbeck and Krueger (2005) from the united states. 

aktas, Croci, and Petmezas (2015), evaluated the impact of WCM on firms
operating in the united states from 1982 to 2011. By using different statistical
techniques, results found an optimal level of WCM, and firms which obtain
such optimal level will show high operating and stock performance. literature
also suggests numerous theory based arguments to observe the possible
association between WCM and firm effectiveness. one argument recommends
that, an additional investment in WC foster firm performance by rising sales
and reducing supply cost. another argument proposes that overinvestment in
working capital will adversely impact on firm performance by increasing
opportunity and financing costs (Kieschnick, laplante, & Mousawwi, 2013).
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afrifa and Padachi (2016), investigated the connection between the level of
WC measured as cash conversion cycle and performance of sMes for the period
of 5 years (2005-10). the empirical findings suggested that a concave relationship
between WCM and profitability. singh, Kumar, and Colombage (2017), quantified
the influence of WCM on company’s success by using the meta-analytic model
created by Hunter, schmidt, and Jackson (1982). the study used 46 past pieces
of literature to evaluate above mentioned relationship. the results indicated that
the negative association between cash conversion cycle and firm profitability.

tran, abbott, and Jin-Yap (2017), estimated the impact of managing
working capital to encourage firm value, especially among Vietnamese
sMes. authors used diverse measures to calculate WCM i-e raw material,
WiP (work in process), finished goods, account receivable, bank and cash
balances. the findings of the study presented that efficient WCM
representing a reduction in days of inventory turnover, account receivable
and account payable will significantly improve firm profitability.

rEsEarCH HYPOtHEsis

WCM is an important part of financial management. efficient managing
of WC apparently has an influence on firm’s liquidity and profitability (shin
& soenen, 1998), particularly in sMes (Baños-Caballero et al., 2012; Padachi,
2006). WCM has both positive and negative impact on firm performance. in
a positive relationship, when enterprises own large inventory stock, they can
enhance production, which ultimately fosters sales and profitability. in the
same way, an increase in a number of days for debtors will foster credit sales
and profitability. on the other hand, such increase in recovery period will
stuck enterprises into the credit crunch, which will end up in reducing
operations, minimizing production, hampering sales and ultimately
diminishing profits. Contrary to the prior results, estimates exposed that an
inverted-u shape relationship between firm profitability and WCM. Based on
above discussion and prior literature, we can hypothesize that;

H: WCM has a significant impact on firm performance.

rEsEarCH MEtHODOLOGY

the study population consists of firms operating in three major
scandinavian countries (Denmark, norway, and sweden) during the period
of 2003 to 2015. these firms are further categorized into 18 industries as
per global industrial classification (giC). final sample comprises 5194
firm-year observation, to observe the liaison between WCM and
profitability of firms. We collect data from financial statements and World
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Bank database. firms only include non-financial sector, and the financial
firm is excluded due to the different regulatory environment. Moreover,
firms with missing values are also eliminated from the dataset.  

Variables Measurement

We measure firm WCM by using diverse range of proxies i-e inventory days
(iDs), account receivable days (arDs), account payable days (aPDs), cash
conversion cycle (CCC), working capital (WC), and current ratio (Cr) (afrifa,
tauringana, and tingbani, 2014; aregbeyen, 2013). in order to understand the
impact of WCM on firm profitability, we use return on assets (roa) as an
indicator to estimate firm’s profitability (aregbeyen, 2013; uchenna et al.,
2012). along with aforementioned variables, we also incorporate different micro
and macro level control variables such as; firm size, firm age, firm leverage,
gDP growth, and financial crisis dummies (2008-09). the calculations and
formulas to measure each of above proxy are mentioned in table 1.

table 1. Variable Definition

Variable name Measurement
Hypothesized

sign

Exploratory

Variable

firm
profitability

return on asset eBit/total asset

Explanatory

Variable

WCM inventory turnover Days (inventory/Cost of goods sold)*365 -

account receivable Days (receivable/sales)* days (year) -

account Payable Days (Payable/ Cost of goods sold)*
days (year)

-

Cash Conversion Cycle
receivable  Days+ inventory
Days- Payable Days

-

Working Capital Current assets-Current liabilities +

Current ratio Current assets/Current liabilities +

Control

Variables

firm age study Year-incorporation Year +

firm size natural log of sales +

firm leverage Debt/total assets -

gDP growth annual growth +

financial Crisis 08 Dummy (1 for the year 2008) -

financial Crisis 09 Dummy (1 for the year 2009) -
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Econometric Modeling

Based on independent variables shown in table 1, we have develop six
econometric models. the first model developed for inventory days, model
(2), (3), (4), (5), and (6) use receivable days, payable days, cash
conversion cycle, working capital, and current ratio respectively.

rEsuLts

table 2 represents the descriptive analysis of dataset utilized to determine the
relationship between WMC indicators and firm profitability. it shows that sample
firms have averagely 0.0141 return on assets with the minimum value of -3.2592
and the maximum value of 3.3662. as per WCM indicators are concerned, it will
take on average, 4.1243 days for inventory, 3.8376 days for account receivable,
4.2654 days for account payable and 4.2305 days for cash conversion cycle. Working
capital measures as the difference between the current asset and current liabilities
show average log value of 9.8898. Correspondingly, the current ratio calculated as
current asset deflated by current liability shows mean value of 0.4400. Control
variables indicate that on average, firm age has 3.1110 years of operations, firm size
has 7.4281, firm leverage has a ratio of 0.2409 and gDP growth has 1.7691 percent.

table 2. Descriptive statistics
indicators Observations Mean sD

return on assets(rOa) 5,194 0.0141 0.4342
inventory Days(iD) 3,859 4.1243 1.3986
account receivable Days(arD) 4,851 3.8376 0.9671
account Payable Days(aPD) 4,505 4.2654 1.0703
Cash Conversion Cycle(CCC) 3,341 4.2305 1.1237
Working Capital(WC) 4,048 9.8898 2.3597
Current ratio(Cr) 5,194 0.4400 0.7518
Firm age(aGE) 5,143 3.1110 1.1868
Firm size(sZ) 5,194 7.4281 1.2583
Firm Leverage(LEV) 4,696 0.2409 0.2362
GDP Growth(GDP) 5,194 1.7691 2.3261
Financial Crisis Dummy 08(FC08) 5,194 0.0705 0.2560
Financial Crisis Dummy 09(FC09) 5,194 0.0728 0.2598
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table 3 elaborates the results of Pearson Correlation Matrix, which
addresses the possible chance of collinearity among variables. this
statistical issue may lead to biased regression estimations. according to
the results, there is no issue of collinearity among variables and most of
the univariate results are statistically significant.

table 3. Pearson Correlation Matrix

note: a significant at 1%, b significant at 5%, c significant at 10%

to testify the study hypothesis, we have used ordinary least square (ols)
regression analysis along with industry and country control. Moreover, we use
robust standard error technique to minimize the chances of heteroskedasticity.
furthermore, we also control for financial crisis periods (2008-09).
accompanied by former controls, we incorporate different firm-level control
indicators i-e firm age, size, and leverage. according to results reported in
table 4, after using aforementioned control variables, the results indicate that
WCM measure as inventory days, account receivable days, account payable
days and cash conversion cycle have significant adverse impact on firm
profitability. Which elaborates that increase in a number of days for inventory,
account receivable, and cash conversion cycle, will stuck firm in the credit
crunch and reduce operations which subsequently hamper profitability.

However, the negative impact of an increase in account payable days
on profitability shows that delayed payment to supplier reduces the supply
of raw materials which adversely impact on the production process and
thus reduce profitability. on the contrary, working capital measure as
difference/ratio of current assets and current liabilities explains the
positive relationship with firm performance. these results show that high
level of current assets as compare to current liabilities, guarantee smooth
operations which enhance firm profitability. these results are consistent
with past literature (singh et al., 2017; tran et al., 2017; ukaegbu, 2014).

roa iD arD aPD CCC WC Cr age sZ leV gDP fC08 fC09

roa 1.0000

iD -0.1315a 1.0000

arD -0.0757 a 0.0535 a 1.0000

aPD -0.1112 a 0.3521 a 0.2168 a 1.0000

CCC -0.0765 a 0.7775 a 0.2290 a 0.3037 a 1.0000

WC 0.3684 a -0.0314c -0.0141 -0.1510 a -0.0432 b 1.0000

Cr 0.0387 a 0.2708 a 0.1761 a -0.0962 a 0.3315 a 0.0205 1.0000

age 0.2086 a 0.0013 -0.0405 a -0.1505 a 0.0026 0.4136 a -0.0599 a 1.0000

sZ 0.1184 a -0.0037 -0.0288 b -0.0527 a -0.0125 0.0822 a -0.0710 a 0.0641 a 1.0000

leV -0.0768 a 0.0403 a -0.1046 a 0.0014 -0.0315 c 0.1582 a -0.3588 a 0.0625 a -0.0190 1.0000

gDP 0.0106 0.0206 0.0126 0.0294 b 0.0130 -0.0456 a 0.0263b -0.0358a 0.0108 -0.0454 a 1.0000

fC08 0.0025 0.0014 0.0169 -0.0334 b 0.0311c 0.0336b -0.0117 -0.0039 -0.0051 0.0211 -0.2668a 1.0000

fC09 -0.0102 -0.0227 -0.0019 -0.0385 a -0.0367 b 0.0300b 0.0077 0.0083 -0.0211 -0.0005 -0.7166 a -0.0771 a 1.0000
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Control variables show that firm age has a positive and statistically
significant impact on firm profitability. it verifies that old firms better
understand the market dynamics as compare to young firms and have
efficient WCM system. Consistent with prior results, firm size identifies that
large size firms have significant cash flow to fund operations. However, we
found a negative impact of leverage on firm profitability. these estimates
show that high leverage firms have to pay a large amount of money in term
of interest expenses, which reduce profitability. in line with the theoretical
argument that good economic situations enhance firm performance, we found
a positive link between gDP growth and firm’s profitability. interestingly,
we don’t find any statistically significant impact of financial crises (2008-
09) on firm profitability. the possible reason for these result may be the
feasible conditions for economic activities during the financial crisis period
among selected scandinavian countries. lastly, all the econometric models
pass f statistics and having significant values of r square.

table 4. regression analysis

note: a significant at 1%, b significant at 5%, c significant at 10%, (z) value in brackets

rOa ß V.i.F. ß V.i.F. ß V.i.F. ß V.i.F. ß V.i.F. ß V.i.F.

iD -0.019a 1.34
(-5.96)

arD -0.012b 1.37
(-2.03)

aPD -0.032a 1.11
(-5.15)

CCC -0.012a 1.21
(-2.86)

WC 0.037a 1.4
(15.5)

Cr 0.023b 1.33
(1.97)

age 0.045a 1.18 0.042 a 1.2 0.048a 1.21 0.037a 1.18 0.023a 1.37 0.057a 1.18
(12.12) (12.14) (12.03) (11.57) (5.49) (12.67)

sZ 0.003 1.03 0.009 1.03 0.002 1.03 0.000 1.04 0.015a 1.04 0.021a 1.03
(0.79) (1.55) (0.68) (-0.08) (2.65) (3.51)

leV -0.090a 1.12 -0.134a 1.15 -0.082a 1.12 -0.114a 1.09 -0.033 1.23 -0.104a 1.34
(-5.32) (-5.03) (-2.54) (-5.94) (-1.25) (-2.81)

gDP 0.007a 2.97 0.007a 2.99 0.007a 3.02 0.007a 3.2 0.008a 2.95 0.008a 2.93
(2.74) (2.82) (2.48) (2.78) (2.71) (2.64)

fC08 0.018 1.32 0.023c 1.33 0.009 1.33 0.018 1.36 0.030a 1.31 0.025 1.31
(1.21) (1.64) (0.55) (1.16) (1.7) (1.41)

fC09 0.026 2.65 0.022 2.67 0.015 2.7 0.027 2.86 0.031 2.64 0.028 2.63
(1.34) (1.00) (0.63) (1.38) (1.24) (1.09)

Cons. -0.025 -0.082c 0.018 0.019 -0.534a -0.288a

(-0.65) (-1.78) (0.41) (0.51) (-9.78) (-6.17)
no. of obs. 3,614 4,405 4,126 3,102 3,544 4,657
f-stat 14.51 13.37 12.44 12.34 16.8 12.91
Prob. > f 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000
r2 0.1242 0.1005 0.1108 0.1215 0.1813 0.109
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COnCLusiOn

to achieve the goals of the current research, we gather data from annual
financial statements and World Bank for the period of 2003 to 2015. We
run ordinary least square (ols) together with robust standard error
technique to test our main hypotheses i.e., “WCM has a significant impact
on firm performance”. We also test sample data for collinearity through
Pearson Correlation Matrix and Variance inflation factor. these
collinearity tests confirm the absence of collinearity issue among our
selected variables.

to find concrete results, we use both firm level (firm age, size,
leverage) and country-level control variables (gDP growth, financial
crisis). after controlling for several indicators, we find a negative impact
of inventory days, account receivable days, account payable days, and cash
conversion cycle on firm’s profitability. these results indicate that large
recovery period effects on funds availability and supply of material which
subsequently impact on firm operations and profitability. Moreover,
working capital and current ratio have a positive relationship with firm
profitability, which shows the importance of excessive current assets to
foster roa. Policy implications of the study recommend that firms which
are desired to enhance their profitability should pay special attention to
manage WCM.
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tHE artiFiCiaL nEuraL nEtWOrk MEtHOD:

a PraCtiCaL GuiDE FOr BusinEss

rEsEarCH

Muhammad ayyoub and aisha riaz

aBstraCt

We aim at explaining how the Artificial Neural

Network method works by analyzing its applications

in the context of quantitative business research.

Specifically, we focus on exploring questions such as:

what are the bases for neural networks and how does

the ANN method help to facilitate quantitative

business research in financial management? We

contribute to the existing literature not only by

explaining all aspects of this methodology but also by

encouraging the usage of this non-parametric research

tool by business researchers. Also, we reviewed the

most recent literature on ANN, particularly an

empirical application by Yenice (2015), to explore the

magnitude of the impact of macroeconomic variables

on enterprises’ working capital. In the case of the

Turkish economy, the ANN method efficiently

determined the variables which are more influential

on the level of working capital.

Keywords: Artificial neural network; Business Research; Financial Management; Quantitative

method; Working capital management.

intrODuCtiOn

Human beings imitate the environment and make theatrical versions of
nature. this is done to get benefits from it and make life easy. the term
used to describe this is Bio-mimicry. nature always inspires inventions
(e.g., birds inspired flight sensor inventions, and the bullet train takes its
design from the beak of King fisher). likewise, the human brain’s neural
system inspired the computer’s artificial neural network. artificial neural
network (henceforth called the ann method) is a computer system based
framework developed to automate the process of generating, constructing
and determining new information through learning which is one of the
core ability of the human brain (Öztemel, 2003). the ann method
replicates the structure and processing mechanism of the brain.
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in the age of globalization and knowledge-based economy, the art of
doing business not only demands speed, efficiency, and innovation but
also requires intelligent analysis of relationships between variables to give
accuracy to operations, financial prediction, risk management, behavior
recognition and sales growth. the ann method is widely used as a
statistical and decision-making tool in business and finance. as it gets
better-predicted links than the regression models, it is dominant in
grasping sophisticated non-linear integrating effects (Pao, 2008). 

We aim at exploring the basis for the neural networks and how the ann
method works for research in financial business management. this paper
intends to elaborate the functions and applications of the ann procedure in
business, especially in the case of financial management. the net contribution
of our exercise is to explain the ann method as a useful estimation technique.
the evidence from historical and current uses of the ann method in business
will help financial management, encourage further researches, and increase
the usage of this estimation method in empirical business research.

the History of neural network in Business 

according to smith and gupta (2000), development of the neural
network comprises five stages and each stage has an impact on business.

stage i: Preliminary research. in 1834, Charles Babbage invented
‘analytic engines.’ Modern electronic computers with abilities to automate
tedious calculations are designed with the same concept of analytic
engines. in 1890, William James published a book, ‘Psychology’ and
argued early perceptions of the brain process. ivan Pavlov won the nobel
Prize (1904) for ‘conditional learning.’ to capture the market of electronic
computers “international Business Machines (iBM)” was established in
1914. in 1943, McCulloch and Pitts wrote a paper on “neuron structure
with weighted inputs” (Yadav et al., 2015). 

stage ii: the Golden age. in 1946, Wilkes invented ‘operational
stored Program.’ in 1954, “general electric Company” installed a
‘uniVaC’- as an automatic payroll system based on artificial intelligence.
in 1949, Donald Hebb wrote learning rules in his book “the organization
of Behavior,” and in 1954, Marvin Minsky constructed first “neuro-
Computer principles.” in 1956, a research project was held by Dartmouth
‘summer research Project.’  in 1957, rosenblatt’s ‘Perceptron model’ was
developed for neural networks. 
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stage iii: Quiet Years (1969 to 1982). Minsky and Papert (1969)
published a book on Perceptions which mathematically prove that learning
is impossible through weights. However, in 1971, the first ‘microprocessor’
was established by the ‘intel Corporation inc.’. With the advent of
microprocessors, computers and artificial intelligence became a necessity
for every organization. Progress in computer technology proceeded until
mid-70 as ‘sPss inc.’ and ‘nestor inc.’, were incorporated in 1975. in 1977,
with the launch of ‘apple Computer Corporation,’ the computer industry
became profoundly involved in neural networks. in 1981, iBM brought
computing power to doorsteps with the inauguration of ‘iBM PC.’ the
concept of ‘self-organization map’ was introduced by Kohonen in 1982.

stage iV: renewed Enthusiasm (1983-1990). in 1983, the us
government granted funds to the Defense advanced research Projects
agency (DarPa) ann project. ‘Back-propagation learning rule’ was
revealed in 1985. rumelhart and McClelland published a book entitled
“Parallel Distributed Processing” in 1986 which is considered as a bible
of the neural network. in 1987, a first international conference on neural
networks was preceded by the ‘ieee.’ in ‘1988 neural networks’, ‘1989
neural Computation’, and ‘1990 ieee transactions on neural networks
journals’ emerged ‘neuralWare inc.’ 

stage V: industry Driven. for economic predictions, banks started the
practice of neural networks in 1991. ‘neural tech inc.’ was developed in
1993 and ‘trajecta inc.’ in 1995. By 1996, ‘intelligent techniques’ based
on the neural network became a significant part of the financial sector. in
1998, ‘iBM inc.’ announced about $70 billion business intelligence
market. there are still ongoing researches with more emphasis on industry
driven and sector oriented research findings.

applications

the ann method has various applications in different fields of
business such as identification of the customer’s satisfactions (Kengpol
& Wangananon, 2006), sales forecasts (Kuo et al., 2002) and target
markets (abrahams et al., 2013). We elaborate the feasibilities of the ann
method in the financial sector as follows:

Financial Predictions. the ann method can learn historical trends over
the training process and adjust weights automatically. through this process,
it can predict future trends (e.g., prediction of the stock markets inclinations).
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time-series Forecasting. the ann method can minimize errors and
regulate weights of input time-series data. through this process, the ann
method can forecast the magnitude of changes in series as well as the
coefficient of the simple regression process (e.g., estimation of the most
influential risk factor in risk management practices in the financial sector).  

risk rating. as the ann method can identify and classify relative
incidence, it can rate the risk and help with risk assessment in the financial
sector (e.g., classification of risks and estimation of bankruptcy). 

Financial Fraud Detection. the ann method can recognize patterns
and match inputs with previously recorded information then detect minor
changes in provided data (e.g., banks can use the ann method in signature
and credential verifications).

Credit scoring. as the ann method can generalize patterns to catch
the association between and within given data, it helps in efficient
organization and certain spotting trends (e.g., detection of credit defaults
customers through credit scoring history). 

stock selection and trading. the ann method can identify the
relation between input values and make clusters of diverse groups within
input values. through appropriate training of the ann model, it can help
in identifying trends in the market, thus making transactions possible.

this paper proceeds as follows. the next section is the literature of
relevant studies which are helpful toward understanding the applicability
of this method in business. this is followed by the section that explains
the methodology of ann. the second to last section elaborates a recently
published article which utilized the ann method to inspect the empirical
relationship between working capital and macroeconomic variables in the
turkish economy. the final section is the conclusion. 

LitEraturE rEViEW

the ann method is a non-parametric technique that can be used to find
the solution to research questions by incorporating statistical – linear as
well as non-linear – procedures faster than conventional parametric
methods. Many researchers have highlighted the applicability of the ann
procedure in business in the context of specific aspects such as. 

approximation

according to Yenice (2015), the ann method can be used for
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approximation in business. this method is equivalent to finding the
regression coefficients by using reducing error procedure – least-square
or absolute – in actual and expected outputs by adjusting the weights. Pao
(2008) investigated the output via linear regression and non-linear ann
technique to determine the firm characteristics that regulate the capital
structure in taiwan. He utilized panel data from 720 publicly traded firms
ranging from 2000 to 2005. His results pointed out that the ann model
produces a more significant regression coefficient data set than the
statistical regression model.

Optimization

according to li (1994), the ann method can be used to find the
optimal solution of the non-deterministic polynomial problem. By utilizing
a “genetic algorithm optimization procedure” for estimation of insolvency,
Chung et al. (2008) used the ann method with input and weights. they
analyzed the financial data of stable companies in new Zealand over the
accounting period 2004-2007. their study revealed that, for insolvency
estimation, the ann method is more efficient than the earlier models of
optimization.

Classification

the ann method can also be used to classify objects into continuous
or discrete input categories. the non-parametric ann method works
similarly to discriminant analysis in statistics for classification task
(Dreiseitl & ohno-Machado, 2002). Perez (2006) conducted a review
research with an objective to focus on the evolution of classification
using the ann method. He evaluated 30 studies to check bankruptcy in
firms’ classification (healthy and failing). He concluded that the scoring
could be generated through multivariate discriminant analysis. these
scores were balanced through coefficient and its importance, and
classified according to the results. in comparison with traditional
statistical tools (e.g., multivariate discriminant analysis, logit, and
Probit), the ann method provides contemporaneous and even better
estimations in bankruptcy. 

Prediction

Yolcu et al. (2012) stated that in a linear or non-linear structure, the
ann approach is a valuable technique for time-series forecasting. in
contrast with the fuzzy time-series hybrid methods, it can also be used for
complex decision making (e.g., prediction in the financial sector). output
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values (continuous) can be predicted from input values (continuous or
discrete) through simple learning processes (li, 1994). for instance, atiya
(2001) probed the prediction of bankruptcy for credit risk through the
neural network. for significant perfection in prediction, the model
accurately tested 716 solvent and 195 defaulted firms. the empirical
findings revealed that a unique set of indicators for bankruptcy could be
utilized with the financial ratios. 

Generalization

according to li (1994), the ann method has the power to generalize
the patterns and find links between and within input values. in the learning
process, it identifies similar statistical properties, minimizes errors of
noisy input modes, and classifies objects by generalization. it also helps
in efficient classification and accurate forecasting. Hall et al. (2009)
conducted research to identify financial disturbances using the ann
method. to determine the actual credit risk in the financial sector, their
study considered a few macroeconomic variables (e.g., gDP growth rate,
exchange rates, inflation rate, stock price and circulated money). the
results revealed that stock prices were a major indicator of default risk. 

relation

the ann method can identify the relation between input values and
make clusters of diverse groups within input values. li (1994) highlighted
that in statistics, factor and cluster analysis are used for the same
purposes. By utilizing the neural network algorithm, Ding et al. (2011)
used the back-propagation factor and cluster analysis techniques.  the
initial data reduced dimensionality through factor analysis and then got
divided into sub-categories through cluster analysis. the usage of ann
method consequently improved the adaptability and enhanced the
efficiency of ann structure to make precise predictions in finance. 

Other applications of ann Method

the ann method has different characteristics that can also help the
financial sector in predictions, ranking and scoring (e.g., abstraction and
adaptation). it has an ability of abstraction as it can filter noisy
imperfections and errors in inputs and enhance integrity. furthermore,
adaptation is an extra feature because it has the power of self-adjustment.
in the training process, the ann method automatically learns the patterns
and adapts weights in a dynamic environment.
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MEtHODLOGY OF ann MEtHOD

according to Öztemel, (2003), “the ann is a computer based
structure, designed to automate (i.e., deprived of the attainment of any
assistance) the process of creating, assembling and formatting new
evidence through learning, which is one of the characteristics of the human
brain.” an artificial neuron is a computational model inspired by the
complex natural neural system. the basic difference between a biological
neuron and artificial neuron is described in table 1.

a single neuron consists of an input with its self-adjusted weighted
value. inputs get multiplied by their respective weights, and the sum of
these weighted inputs and bias get processed with a transfer function. as
a result, the output is generated. the mathematical description of an
artificial neuron is presented in equation (1).

y(t) = f(∑m
i=0 wi(t) + b)………… (1)

Where, y(t) is an output value in discrete time, k; wi (t) is weight value
in k; range of i is 0 to m; xi (t) is input value in discrete time, t; b is bias,
and f is a transfer function. 

table 1. Difference between Biological neuron and an artificial neuron

Biological neuron artificial neuron

natural neurons receive signals
through synapses located on
dendrites; soma also takes signals.
of them, the strongest enough,
process and passes it on via axon.

in ann, inputs (like synopses)
multiplied by weights, then the sum of
these weighted inputs and bias processes
with a transfer function. then processed
information passes it on via the output.
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the structure of the ann

Different artificial neurons gather and make a net of the network that
is considered as an artificial neural network (table 6). it consists of
different layers, principally input, hidden and an output layer (figure 1). 

Figure 1.  General Depiction of Artificial Neural Network

input Layer. the input layer contains the predictor. there must be at
least one independent variable that can be a ‘factor’ in the case of a
categorical variable; and ‘covariate’ in the case of scale. the data provided
by a user is considered as the value of the input layer. recycling is an
essential part, in the case of a scalar variable. the choices are
standardized, normalized, adjusted normalized and none. 

table 2. rescaling Methods for scale and Covariates Variable

Hidden Layer. the middle layer comprises of nodes that are
considered as a black box of the ann. the value of each node is extracted
by applying the related activation function (be subject to the network type)
to the sum of weighted inputs and bias. activation function takes a real
value and transforms it in a similar range. the common activation
functions are hyperbolic tangent and sigmoid function (table 3). 

standardized normalized adjusted normalized none

formulae
(x–mean)/st.

dev
(x–min)/

(max–min)
[2*(x–min)/

(max–min)] –1
no

rescaling

range - 0 to 1 –1 to 1 -
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table 3. activation function of the Hidden layer

Output Layer. the output layer encompasses responses - target
variables.  there must be at least one dependent variable that can be
nominal, ordinal or scale. scale-dependent variables should be re-scaled
to improve the network training. this normalization is required to bring
all variables into proportion with one another. the choices can be
standardized, normalized, adjusted normalized or none (table 2). the
value of each output unit is extracted by applying related activation
function (be subject to the network type) to the value of hidden units.
activation function takes a real value and transforms it in the
corresponding range. the common activation functions are identity,
softmax, Hyperbolic tangent and sigmoid (table 4).

table 4. activation function of output layer

Hyperbolic tangent sigmoid

graph

function f(x) = tanh(x) = (ex–e–x)/(ex+e–x) f(x) = 1/ (1+ e–x)

range -1 to 1 0 to1

architecture automatic Custom

identity softmax
Hyperbolic

tangent
sigmoid

graph

function f(c) = c
f(ck) = 
exp(ck)/∑jexp(cj)

f(x) = tanh(x) =
(ex–e–x)/(ex+e–x)

f(x) = 1/ (1+ e–x)

range -
0 to1
sum equal to 1

-1 to 1 0 to 1

architecture
automatic 
(if any scale)

automatic 
(if all categorical)

Custom Custom

re-scaling
Method

- -
adjusted
normalized

normalized
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the training Process. the ann learns through the training process.
the training process replicates the learning process of the natural nervous
brain system which recognizes and understands the behavioral patterns of
changes in surroundings and reacts according to these changes (figure 2).
the output is generated by giving input values and matches this expected
output with actual output. the difference is known as an error. the error
is used to adjust the weights in the ann. the iterations continue until the
error is minimized. this training ends when the error is minimized, and
through this iteration, learning process stops (table 5).

Error = Expected output – Actual output…………… (2)

table 5. error type of output layer

alternative analysis

the artificial neural networks are computer-based technology that can
perform non-linear and non-parametric statistical analysis. the ann
performs the prediction, scoring, rating and verification in different fields
of business. for instance, it can perform for approximation in the
replacement of linear regression analysis (Pao, 2008); optimization of
estimation techniques (Chung et al., 2008); classification in contrast to
discriminant analysis (Dreiseitl & ohno-Machado 2002); forecasting in
contrast with the fuzzy time series and hybrid methods (li, 1994);
generalization in order to find the link as an alternative to logistic
regression (Hall et al., 2009); and finds a relation in the replacement of
factor analysis and cluster analysis (Ding et al., 2011). 

software Packages

the neural network by sas; sPss neural networks by iBM;
neural network toolbox 3.0 (for MatlaB);  Practical neural network
recipes in C++ by Masters; and neuroshell 2 by the Ward systems group
are among the most frequently used neural network software packages
(Detienne et al., 2003).

output layer

activation function error type

identity sum of square error

sigmoid sum of square error

Hyperbolic tangent sum of square error

softmax Cross entropy error
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Figure 2.  General Depiction of Training Process in ANN

advantages of the ann

Despite the ability of self-adjustment, the ann can manage
incomplete, omitted or noisy input values; the ann does not entail any
previous assumptions and mappings. following are the significant
advantages of the ann.

non-Parametric Model. By nature, the ann is a non-parametric
technique. therefore, it is easy to use and understand as compared to the
other statistical methods. it does not require general assumptions of logical
analysis like the dissemination of data; impartiality of variables and
dimensions of the sample except that error term e is normally distributed
(Detienne et al., 2003).

non-linear relationship. according to Detienne et al. (2003), neural
networks have the capability to deal with highly complex interactions
more meritoriously than other statistical techniques. the ann architecture
warrants superior performance in dealing with all degrees of nonlinearity.

Evidential response. Because of the ability of primary local
connections, the ann has the capability of identifying all possible
connections between predictor variables, with a good degree of the
decision as the ann negotiates with a high level of robustness in advance
and provide meaningful responses. 

Fault tolerance. the ann comprises of many layers and units which
have parallel processing capability that helps in managing faults. if one
of the connections does not work, it may affect accuracy but the system
continues to collaborate. the ann can deal with incomplete, missing or
noisy data inputs, a full shutdown of the system happens only if all
connections fail at the same time (Pao, 2008).
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table 6. summary of the ann Method

input-output Mapping. it creates an auto-association between
nonlinear and/or any continuous function. it is widely used in solving
various classifications and forecasting problems. the ann detects and
predicts association through linking the inputs with outputs to learn and
train the model (Vellido et al., 1999). 

results reliability. the ann-generated results are reliable and accurate
as outcomes are guaranteed even in the situation of Back Propagation (BP)
when convergence is slow (Dreiseitl & ohno-Machado, 2002).

LiMitatiOns OF tHE ann

for the sake of improvement and to overcome the reported drawbacks
of the ann methodology, we describe some valid shortcomings of the
ann method below. 

Massive neuron analogy

as the ann has a great neuron analogy; the most computational burden
regarding training is the core drawback of the ann. Moreover, except the
trial and error exercise, there is no standard way to select the number of
units in a network for the rigorous training of the network (Detienne et

al., 2003). 

architecture

automatic Custom

activation function

Hidden layer Hyperbolic tangent sigmoid

output layer

any scale
identity

sum of square error
x

all Categorical
softmax

Cross entropy error

all Categorical
softmax

Cross entropy error

X

scale variables
(rescaled as  adjusted normalized)

Hyperbolic tangent
sum of square error

X

scale variables
(rescaled as normalized)

sigmoid
sum of square error
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it is of ‘Black Box’ nature

Hidden layer processing is a black box by nature as the ann is best in
solving linear or non-linear equations by training, but it cannot interpret
the intention of a bond between input and output. the ann can verify
output by the collective system process but is unable to explain a flow of
control (li, 1994).  

Difficulty in Parameters

according to Detienne et al. (2003), weights in neural networks are
used for training and considered as parameters for a neural network model.
the model parameters are accurately perceptible as initial parameters have
a high impact on neural networks. the minor alterations in learning rates,
architecture and weights may yield huge variations in overall network
comportment.

Prone to Over-Fitting

as the ann method is of an empirical nature of model development it
can disclose over-fitting of layers and units during learning in the training
session that can generate extra cost regarding time and memory. 

ratiOnaLE

Certainly, there are always situations when the data do not meet basic
required assumptions of parametric methods. to this end, we have
reviewed the methodology that is well-suited for such situations and threw
light in terms of the structure, comparison with alternative approaches,
software packages and pros and cons of the method. We may conclude that
despite having a few limitations, the ann method is a non-parametric
technique that can be used to find the solution to research questions by
incorporating statistical ─ linear as well as non-linear ─ procedures faster
than conventional parametric methods in certain situations.

an Empirical Example (Yenice, 2015)

the basic aim of an enterprise is to maximize the profits and wealth of
shareholder, and both are directly or indirectly allied with capital. to
optimize the value of a firm, it is crucial to managing working capital.
Moreover, the appropriate management of working capital is required for
business profitability. some certain assets are needed by the enterprises
to keep their business operational. for instance, cash, marketable security,
accounts receivables, and inventory are critical assets. 

to promote an efficient working capital management requires
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maintaining each current asset mentioned above separately. another most
frequently used terminology to describe the working capital is ‘net
working capital,’ which is regarded as a proxy for the calculation of
liquidity. this proxy measures the company’s ability to pay off current
liabilities with current assets.

Net working capital = Current assets - Current Liability……. (3)

Current assets can be defined as all short-term assets that can be
converted into cash within one year. Cash, marketable security, accounts
receivables, and inventory are included in current assets. Current liabilities
are all short-term debts or obligations that are due within one year. Current
liability includes short-term debt, accounts payable, and accrued liabilities.
the working capital of an enterprise hinges on many endogenous factors
such as the volume of business, maturity of receivables and maturity of
payables, supply conditions, and inventory policy. However, there are also
external/exogenous or macroeconomic factors that affect the working
capital obligation of an enterprise such as inflation, imports, and exports.

rEsEarCH OBJECtiVE

this study aims to reveal the extent of the influence of macroeconomic
variables on enterprises’ working capital and determine the variable that is
the most crucial for the level of working capital. in doing so, an attempt is
made to find out working capital requirements correctly by analyzing the
impact of exogenous variables on such requirements in a more distinct way.
the questions considered in this study are: what are the relationship between
the level of working capital and macroeconomic variables; and which
macroeconomic variables impact the degree of working capital more?

the research sample consists of 11-years financial statements of 128
real sector companies quoted on the istanbul stock exchange between
2003 and 2013. a total of 1408 observations were made via fin net excel
analysis Module (Version 9.2.4.6). three explained variables were
included in the analysis: (1) the working capital ratio that characterizes
the level of working capital, (2) return on working capital, and (3) the cash
conversion cycle that denotes working capital management. eight
explanatory variables were treated as macroeconomic variables likely to
influence working capital.

inflation is proxied by the change in producer price index and is taken
from the Central Bank of turkey. foreign exchange rate (usD/tl) factor

Ayyoub, M., and Riaz, A.

126



is considered as a rate of turkish lira in terms of us dollar. the
benchmark interest rate established by the Central Bank of turkey is taken
to capture monetary changes in the economy. in order to consider the
movements in international trade structure of the economy, imports and
exports indices data is taken from turkish statistical institute. as a pointer
to the overall economic situation and steadiness, the benchmark Borsa-
istanbul (Bist100) index variable has been taken from finnet excel
analysis Module (Version 9.2.4.6). gold prices and gross domestic
product (gDP) growth rate changes are also accommodated along with
other macroeconomic factors. all variables are summarized in table 7.   

table 7. Variables of the selected Paper

rEsEarCH anaLYsis

each of the models consists of one hidden layer with 5 numbers of
units. in all three models, hyperbolic tangent was used as the hidden layer
activation function; identity was utilized as the output layer activation
function and the sum of squared errors as an error function. the results,
by utilizing the ann method, show that the firm’s level of working capital
is affected by export level (100%). one may conclude that the firm’s
enhanced activities mean greater production and higher exports. as the
stock exchange is a pointer to the overall economic situation and
steadiness in an economy, it highly influences the level of working capital
(90%). the firm’s level of working capital is moderately affected by
import level (28.25%), interest rate (22.25%) and changes in gDP
(21.30%). Whereas, the factors of inflation (17.50%) and gold prices
(16.30%) are least to affect the level of working capital of the firms.   

secondly, the return on working capital is affected mostly by the import
index (100%) and then stock market index (64%), a benchmark interest

Dependent Variables (Working Capital)
independent Variables (Macroeconomic

factors) for all specified Models

1). the level of Working Capital = net
Working Capital / total assets 

inf. = inflation
exp. = exports index
imp. = imports index

usD/tl = exchange rate
int. = interest rate

Bist100 = stock Market index
gDP = gDP growth rate

gold = gold Prices

2). return on Working Capital = net Profit
/ total Current assets

3). Cash Conversion Cycle = Days sales
outstanding + Days inventory outstanding
– Days Payables outstanding
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rate (58.8%), export index (56%), and gold prices (53.8%) respectively.
this implies that greater the firm’s activities, the more the inventory which
requires greater imports. the results also show that the level of working
capital is affected mostly by the export index (100%) and then stock
market index (90%).

table 8. summary of the results of selected Paper

the results indicate that the interest rate (100%), gold prices (86.9%),
foreign exchange rate (79.2%), export index (55.7%) and gDP (54.0%)
are the most influential factors for a cash conversion cycle. the firm’s
cash conversion cycle is also affected by business operations. Business
operations are linked with the export level to reduce the risk linked to
cross-border transactions; exporter relies on bank credit to finance their
working capital. the use of bank credit depends on the interest rate. that
is why the working capital affects interest rates, export index, and the
foreign exchange rate. gold prices are an important determinant of the
price level (the high price level leads to low inventory).

on the basis of the analysis and results of the selected paper, we may
imply that artificial neural network analysis is effectively used for
determination of the impact of macroeconomic variables on working
capital. all three dependent variables are analyzed by regressing relevant
independent variables without taking account of the data properties and
evaluated by the most striking feature of the ann method (i.e., scaled
Conjugate gradient). the method in question utilizes one of the
qualifications of the human brain (i.e., learning), which helps to discover
the skill of producing new information.  

level of Working Capital return on Working Capital Cash Conversion Cycle

Variables importance
level 

Variables importance
level

Variables importance
level

exp. 100% imp. 100% int. 100%

Bist100 90% Bist100 64% gold 86.90%

imp. 28.50% int. 58.80% usD/tl 79.20%

int. 22.50% exp. 56% exp. 55.70%

gDP 21.30% gold 53.80% gDP 54%

usD/tl 20% gDP 43.40% inf. 48.30%

inf. 17.50% inf. 33.80% Bist100 39.40%

gold 16.30% usD/tl 22.20% imp. 30%
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COnCLusiOn

the reliability of results is questioned when data do not meet the
required assumptions of parametric tests. for instance, if the assumption
of normally distributed data is not met, and a researcher is not agreed to
applying any legitimate way of modifying the data, the classical
parametric procedures give misleading results (Basheer & Hajmeer, 2000).
in this situation, the artificial neural network (ann) method, a non-
parametric tool, can be effectively used for solving statistical linear and
non-linear research questions and management problems in business more
efficiently than the other conventional parametric techniques. 

the ann method has some applications in different fields of business
such as in marketing; identification of the customer’s satisfactions
(Kengpol & Wangananon, 2006), sales; sales forecasts (Kuo et al., 2002)
and target markets (abrahams et al., 2013). We have reviewed the ann
method practices in business, especially in the case of financial
management. some of the empirical applications of the neural networks
are also provided from the field of business. 

also reviewed is a recent research (Yenice, 2015), which employed the
ann technique to reveal the extent of the influence of macroeconomic
variables on enterprises’ working capital and identify the variable which
is more crucial for the level of working capital. undoubtedly, there is
ample room for more research on the ann method in financial
management. increased data accessibility and user friendliness of the
software packages will motivate more researchers to utilize the ann
method and explore new dimensions.
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iMPaCt OF PErFOrManCE aPPraisaL

sYstEM On EMPLOYEE satisFaCtiOn at

karaCHi POrt trust

Dr. rafique ahmed khan, Mahwash Meraj and sadaf alam

aBstraCt

Performance appraisal is considered as an essential

tool to motivate and develop employees. The purpose of

this research was to find out the impact of Performance

Appraisal System (PAS) on Employee satisfaction at

Karachi Port Trust (KPT). The research, being

explanatory in nature, involved quantitative data

collected through a questionnaire, by adopting the

deductive approach. The data were collected from a

sample of 50 managerial level employees belonging to

different departments of KPT. To analyze the data,

Pearson’s Correlation and Regression tests were

applied. The findings of the study revealed that culture

of participative goal setting does not exist at KPT.

Managers do not consult subordinates while making

important decisions. However, periodic review meetings

during the appraisal cycle are a source of satisfaction

among the employees as they are provided feedback for

corrective measures.

Keywords: Performance Appraisal System (PAS), Employee Satisfaction, Participative goal setting,

Periodic Review, Final Evaluation.

intrODuCtiOn

Competing through human resource is on the priority list of most of
the leading organizations whether belonging to a public or private sector
organization. Competent employees are an important asset to any industry
as they are the main catalyst in achieving organizational goals. although
broad parameters of success are well known to almost all organizations,
there is a strong need for exploring most effective measures relevant to
the specific industry. By implementing interventions appropriate to the
industry, organizations can achieve a sustained competitive position in the
market. there are a number of ways and means of keeping the workforce
satisfied, committed and highly productive. in this context, both intrinsic
and extrinsic rewards are important for ensuring durable job satisfaction
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of employees (Moynihan & Pandey, 2007). Performance appraisal is
considered an essential tool to motivate and develop employees.
organizations which have realized the importance of performance
appraisal and implemented it carefully, have achieved an edge over their
competitors (armstrong & Baron, 2004). according to armstrong (2010a),
performance appraisal should be undertaken as a yearlong process with
an aim to identify and fill employees’ performance gaps and should not
be considered merely a traditional one-time activity. if it happens only
towards the end of the year, it is just like a Post Mortem activity which
leaves little room to correct errors that have already been done.

KPt is the main and an important port of Pakistan which has been
contributing towards national economy since its inception but during the
past few decades, it has not grown enough to match with other ports of
the region. surplus workforce and low productivity are some of the
common causes of its stagnancy, as is the case of other public sector
institutions of the country. Being an important asset of the country, there
is a dire need to pay attention to this organization and identify possible
reasons for being stagnant and complacent. Besides, in the context of
employee performance, there is a need to determine the extent to which
existing performance appraisal system is effective enough to serve its
purpose. so, the study has been undertaken to determine the same.

PrOBLEM statEMEnt

Most of the Pakistani organizations are facing a consistent challenge
of achievement appropriate level of employee satisfaction, commitment
and ensuring their retention. among various factors responsible for this
challenge, poor implementation of performance appraisal system is of
unique significance. KPt, being no exception, is also facing similar
problems.  Despite having a well-defined performance appraisal system
in place, it is quite difficult for the organizations to keep the workforce
suitably trained and motivated. through this study, an effort was made to
find out the extent to which employees are satisfied with existing Pas
system and to what degree appraisal system is used to develop and
motivate employees, at KPt.

rEsEarCH QuEstiOns

this study attempts to find the answer of following questions related
to KPt employees:

• are employees satisfied with performance appraisal system?
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• Do managers give an opportunity of participative goal setting to
employees?

• Do managers arrange periodic review meetings of employees?
• are employees satisfied with their final evaluation?

rEsEarCH OBJECtiVEs

following were the research objectives:
• to find out the overall impact of Pas on employee satisfaction.
• to determine the influence of participative goal setting on employee

satisfaction.
• to understand the contribution of periodic review on employee

satisfaction.
• to find out the impact of the final evaluation on employee satisfaction.

siGniFiCanCE OF tHE stuDY

this study aims to evaluate the impact of Performance appraisal
system (Pas) on employee satisfaction at Karachi Port trust (KPt). the
study will help managers to understand the importance of participative
goal setting. it will highlight the importance of periodic review meetings
and timely feedback. it will tell the worth of fair evaluation towards
employee satisfaction. it will help to increase the satisfaction level of
employees because employees are an asset of an organization and
performance appraisal is a tool which measures the performance level so
when the evaluation will be effective, it will automatically improve the
motivation and satisfaction level of employees. the study will also help
policy makers to correct the perception about public sector organizations,
as in public sector organizations, performance appraisal is perceived as
not so effective system. thus the study findings will help them to devise
policies to correct that perception.

LitEraturE rEViEW

Employee satisfaction

almost all leading organizations desire to maintain a sustained
competitive edge in the industry through their human resource. long-term
retention of good employees is the dream of every employer. employee
satisfaction is essential for commitment and enhanced performance. one
of the main aspects of Human resource Management is the measurement
of employee satisfaction. organizations have to ensure that employee
satisfaction is their top priority because it is quite essential for the
cumulative organizational outcome. effective organizations must have a
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responsibility to support the employee satisfaction (Bhatti & Qureshi,
2007). employee satisfaction is given highest priority by the organizations
because only satisfied employees can help the organization in achieving
its goals. Many researchers have supported that employee satisfaction is
a factor in employee motivation, employee goal achievement and positive
employee morale in the workplace. employees shall be much steadfast
and useful when they are fulfilled, thus fulfilled workers stimulate
customer faithfulness and convincing competence (June & Poon, 2004).

Brikend (2011) has focused on Job fulfillment and established that it is
affected by the variables, for example, kind of job, pay, development chances,
fair evaluation, job assessment meetings and work environment. according
to Miller (2006) better relationships with peers, competitive salary & benefits,
good job environment, opportunities for growth, talent improvements or other
similar benefits are usually linked with enhanced employee satisfaction.  

Performance appraisal system – a tool to Develop & satisfy Employees

it is very important for organizations to develop a performance
appraisal system that is looked upon by the employees as transparent and
a source of development and career progression. employee satisfaction is
an important outflow of performance appraisal system. Performance
appraisal system is a tool which identifies and reveals the strengths and
weaknesses of an employee and helps managers in developing their
employees while providing suitable rewards (sarkar, 2016). it is a process
in which a manager appraises an employee about performance gaps and
developmental needs. there are a number of studies which look at the
impact of performance evaluation system on workers’ career development
and job satisfaction (fletcher, 2001). latham, sulsky, and Macdonald
(2007) emphasized that performance appraisal is a source of feedback and
goal setting; having linked it with performance theory, a well-defined Pas
helps to determine the following:

• the relevant performance dimensions.
• the performance standards or expectations.
• situational constraints to be weighed when evaluating performance.
• the number of performance levels.
• the extent to which performance should be based on absolute or

comparative standards.

armstrong (2010b) mentioned that performance appraisal system is an

Khan, R.A., Meraj, M., and Alam, S.

136



employee developmental tool that should result in improvement of needed
potential of concerned people through requisite efforts both at the
individual level and also with the help of managers. Briscoe and Claus
(2008) have pointed out that an effective Pas always facilitates in setting
realistic work goals, establish desired work standards, evaluate
performance, provide timely feedback, identify developmental needs and
distribute rewards on the basis of equity. Performance appraisal system is
the process which is used to identify performance gaps, encourage
employees to develop their skills, measure their competence, evaluate their
performance, and reward them if they so deserve. as mentioned by Dessler
and Varkkey (2004), an effective Pas is clearly linked with overall
strategy and objectives of the organization.

according to Holpp (2012), performance appraisal is a process that is
firmly connected to the firm’s system while utilizing the worker’s
aptitudes, experience, and objectives in a way that gives a feeling of
fulfillment and accomplishment for both the worker and supervisor.
Performance appraisal is considered to be a tool to encourage employee
performance (Haneman & Werner, 2005). according to Maund (2001),
performance appraisal provides a clear understanding to the managers and
employees about the desired outcomes and facilitates through effective
communication. it helps to for understand the following:

• the job that should be done.
• the criteria by which achievement will be observed.
• the objectives of the entire appraisal exercise
• the appraisal feedback on the achievement of targets.

Khan (2007) mentioned that the central target of performance
evaluation is to encourage administration in doing regulatory choices
identifying with promotions, firings, layoffs, and boosts in salary. it helps
the manager to evaluate the performance of his employees and
significantly provides more specific reasons for decisions on promotion,
salary raises, training & development needs and layoffs.

Components of Performance appraisal. Based on literature review
three main components of a performance appraisal system have been
identified: 

Participative Goal Setting. goal setting is an essential and initial part of
performance appraisal system when managers define goals to the employees
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and guide them towards the specific direction to achieve those goals. in the
context of participative goal setting, locke and latham, (2002) described
that in management practices participative goals have a prevalent effect on
employee conduct and his performance. DuBrin (2012) stated that managers
generally acknowledge objectives setting as a way to enhance and maintain
execution. Holpp (2012) stated that “goals setting refers to the expected
outcome statements that define what an organization is trying to
accomplish”. Participative goal setting results in complete support of all
involved and leads to better performance. locke and latham (2012) stated
that specific goals help in achieving other alluring authoritative objectives,
for example, decreasing non-appearance, lateness, and turnover.

Periodic Reviews and Feedback. the purpose of periodic reviews is
to assess the performance pace, identify if any anomaly is observed,
discuss any problem faced by the employees, provide them positive
feedback about performance standards as compared to the expectations
and render all possible support to overcome anomalies. roberts (2003)
mentioned that in an effective performance appraisal system, regular
assessment or review of performance is essential; he further suggested that
for an appraisal system to be extremely effective, ongoing formal and
informal feedback should be made an integral part. Periodic reviews
encourage employees to complete the goals because when managers
periodically assess employees’ performance, it helps them to correct or
improve their weaknesses. roberts (2003) explained that without timely
feedback, employees are incapable of making amendments in job
performance or obtaining positive reinforcement.  He further described
that for changing employee work behavior; performance feedback is quite
useful, as it leads to job satisfaction and enhanced performance.  

Final Evaluation. the basic purpose of the final evaluation is to
determine employee performance in terms of quantity, quality, and
efficiency. By identifying performance gaps, managers take appropriate
measures to fill the deficiencies. in this phase, which is also called the
‘rating phase’ and ‘reward phase’, written evaluation by the evaluator is
endorsed that involves achievement of the employee during the evaluation
cycle. on the basis of this appraisal outcome, employees who merit
organizational rewards are suitably compensated for their achievements.
final evaluation provides a clear picture about employee’s strong and
weak areas and training needs are also identified. randi, toler, and sachs
(1992) identified following benefits of productive performance appraisal:
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• employee knows about his/her strengths and weaknesses
• they agree upon new goals and objectives.
• in the evaluation process, the employee is an active participant.
• supervisor and employees have a relationship of an adult-to-adult level. 
• employee reintroduces his/her interest in present and future job.
• training needs are recognized.
• Manager feels more comfort in observing the performance of

subordinates. 
• Workers feel that the manager is really concerned about their desires

and goals.

after final evaluation, appropriate coaching and rewards are provided
to employees according to the performance.

tHEOrEtiCaL FraMEWOrk

from the literature review, following variables have been identified
and the theoretical framework has been developed:

independent Variables Dependent Variable

rEsEarCH HYPOtHEsEs

following three hypotheses were formulated after a comprehensive
study of the literature review:

H1. Participative goal setting has a positive impact on employee satisfaction.
H2. Periodic review & feedback have a positive impact of on employee

satisfaction.
H3. there is a positive impact of final evaluation on employee satisfaction

rEsEarCH MEtHODOLOGY

the research is explanatory in nature and follows quantitative design.
the research adopted a deductive approach whereby hypotheses were
first formulated followed by preparation of a well-structured
questionnaire. the data was collected through the structured
questionnaire, by using a likert scale, with the range of 1-5, taking 1 as
lowest and 5 as the highest value.

Periodic review & feedback

Participative goal setting

Employee satisfction

final evaluation
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the total number of managerial level employees working in different
departments of KPt is 291 which was the target population for this
research. a total of 50 managers were chosen as a sample size, including
both male and female employees belonging to various departments of
KPt. Primary data was collected through a questionnaire. the sampling
technique adopted was snowball or non-probability convenience sampling
method in which people from the target population were approached,
ensuring convenience of respondents in terms of availability at a specific
time, accessibility and geographic proximity (Dörnyei, 2007). 
¯

adopting different statistical tools including Pearson Correlation
and regression analysis, the data was analyzed to test the hypotheses, by
using statistical Package for social sciences (sPss).

Data anaLYsEs & rEsuLts

test of reliability

the reliability test predicts the extent to which constructs are is
reliable.  When Cronbach’s alpha reliability test’s value is greater than
0.7, the research instrument is said to be reliable but in the case of less
than 0.7 value, the questionnaire is not reliable.

table 1.  reliability statistics

the overall questionnaire reliability value is 0.772 which is greater than
0.7, hence research instrument of this research is proved to be reliable.

Hypotheses testing

table 2. Pearson Correlation

**. Correlation is significant at 0.01 level (1-tailed).

Cronbach’s alpha n of items
.772 27

Pgs Pr&f fe es

Pgs
Pearson Correlation 1 .588** .405** .579**

sig. (1-tailed) .000 .002 .000
n 50 50 50

Pr&f
Pearson Correlation 1 .355** .787**

sig. (1-tailed) .006 .000
n 50 50

fe
Pearson Correlation 1 .710**

sig. (1-tailed) .000
n 50

es
Pearson Correlation 1

sig. (1-tailed)
n
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table 2 depicts the results obtained through Pearson Correlation.
according to the first hypothesis, “the impact of participative goal-setting
on employee satisfaction”, the r value is 0.579 which indicates a moderate,
positive relationship of participative goal setting with employee
satisfaction; p-value is .000 which is less than .01. this means that impact
of participative goal setting on employee satisfaction is significant. Hence,
the first hypothesis is accepted.

regarding second research hypothesis “the impact of periodic review
on employee satisfaction”, the r value is 0.787 which means that the
relationship between periodic review and employee satisfaction is strong
and it is significant also because p-value is .000 which is less than .01;
hence 2nd hypothesis is accepted. 

as far as the third hypothesis, “the impact of final evaluation on
employee satisfaction”, is concerned; the r value is 0.710 which means that
the relationship between final evaluation and employee satisfaction is quite
strong. Moreover, the p-value is.000 which is less than .01. this shows that
the relationship between final evaluation and employee satisfaction is
significantly strong. this third hypothesis is also accepted. 

regression analysis

the regression analysis is a statistical procedure for calculating the
impact of independent variables on the dependent variable. it is widely
used for forecasting and prediction purpose. the multiple regression
models predict the value of a variable based on the value of two or more
other variables. the regression analysis covers model summary, anoVa
table and coefficients table.

table 3. Model summary

a. Predictors: (Constant), Participative goal setting, Performance review, final evaluation.

these values in table 3 indicate as to how well a regression model fits
the data. the value of r is 0.912 and this value indicates a good level of
prediction. r square value is 0.832which indicates that this model
explains 83% variation of all independent variables in the dependent
variable. similarly, the value of adjusted r square is 0.822 and the std.
the error of the estimate is 0.34393.all these values displayed in table 4.3
are quite favorable for the research.

Model r r square adjusted r square std. Error of the Estimate

1 .912a .832 .822 .34393
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table 4.  anoVa 

a. Dependent Variable: Employee Satisfaction

b. Predictors: (Constant), Participative  Goal Setting, Performance Review, Final Evaluation

the anoVa table 4 presents the comparison of the difference of the
means among more than two groups. Here, independent variables
statistically predict the dependent variable; f = 76.249 at the significance
level of 0.000, p < 0.05.

table 5. Coefficients

a. Dependent Variable: Employee Satisfaction

results of regression are summarized in table 5.the coefficients have
expected signs; they have a positive impact on dependent variable which
is employee satisfaction. the coefficient of participative goal setting
shows that with the increase in participative goal setting, the motivation
of employees also increases. the coefficient of participative goal setting
shows that this variable has comparatively less impact on employee
satisfaction as indicated by its value of 0.041 and p-value of 0.694 shows
that variable is statistically not significant. Hence, the research cannot
reject the null hypothesis and concludes that there is no impact of
participative goal setting on employee satisfaction.

the coefficient of ‘performance review’ shows that this variable has a
significant impact on employee satisfaction as indicated by its value of
0.634; p-value (p<.05) also shows that the variable is statistically
significant. so, the null hypothesis that ‘performance review has no impact
on employee satisfaction’ is rejected.

the final evaluation is found to be a strong variable in determining

Model sum of squares Df Mean square F sig.

1 regression 27.059 3 9.020 76.249 .000b

residual 5.441 46 .118

total 32.500 49

Model
unstandardized

Coefficients

standardized

Coefficients t sig.

B std. Error Beta

1 (Constant) -.892 .344 -2.596 .013

Participative Goal setting .041 .104 .031 .396 .694

Performance review .634 .080 .597 7.907 .000

Final Evaluation .541 .074 .485 7.264 .000
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employee satisfaction. the value of p = 0.000 which is <.05. it means that
this variable is useful and is positively related to employee satisfaction.
By identifying performance gaps, managers may take appropriate
measures to fill the deficiencies.

COnCLusiOn

the research has examined the impact of performance appraisal system
on employee satisfaction at Karachi Port trust. Human resource is an
important asset of any organization, hence for the development and
retention of this asset “Performance appraisal” is considered to be an
important HrM tool. the findings show that there is a positive
relationship between the three selected predictors with employee
satisfaction. the findings also indicate that participative goal setting
creates no significant impact on employee satisfaction whereas periodic
review and final evaluation create a significant impact on employee
satisfaction at KPt. Participative goal setting has no impact which may
be attributed to our national culture where junior employees are not
encouraged for participation during goal setting process. likewise, in KPt
there is no culture of participative goal setting and managers do not give
a chance to employees to take part in decision making. Managers
periodically review the performance of their employees and employees
are found to be satisfied with the final evaluation. However, it is true that
employees are not involved in decision making with regard to setting
goals. the study has opened a new door for future researchers by
establishing the significance of organizational culture; this culture is
depriving employees of taking part in decision making, especially at the
time of goal setting.

rECOMMEnDatiOns

on the basis of weaknesses identified during analysis, the following
research recommendations are presented:

• Karachi Port trust should implement performance management
system (PMs) more seriously because Pa is an integral part of PMs. 

• Pa should be done twice a year, as opposed to traditional ‘once a
year’ activity.

• Managers should be trained to compile and prepare the appraisal
forms.

• Managers of various departments should be encouraged for
participative goal setting.
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• self-appraisal of employees’ should be introduced.
• employee feedback and their suggestions for improvement may be

encouraged.
• Pas should be tightly linked with pay raises, promotion, training

and career development.

arEa FOr FuturE rEsEarCH

future researchers may identify new variables which have an impact
on employee satisfaction at KPt. the impact of culture on participative
goal setting could also be explored. Moreover, instead of quantitative
research, rigorous qualitative techniques may also be applied for the
analysis. furthermore, a similar study may also be undertaken by the
future researchers in others public and private sector organizations.
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DOEs tHE HEDOniC risk aPPEaL in

aDVErtisinG, EFFECt COnsuMEr

BEHaViOur?

Dr. Faryal salman, Fariha raza, and Dr. amir Manzoor 

aBstraCt

This research explores the impact of hedonic risk on

brand recall of a non-cola soft drink, Mountain Dew,

customer attitude towards it and its consumption among

the youth in Pakistan. This research determines whether

youth in Pakistan associate pleasure and happiness

with the risk that is shown through challenging

activities shown in the ads of Mountain Dew and

defines whether such themes increase the recall of the

brand and impact the attitude towards and consumption

of the brand. This research was conducted in Karachi

and sample was drawn from the educated youth of

Karachi who are also the consumers of the selected

beverages. The methodology used was quota sampling.

Data was collected through personally administered

questionnaires. Data was analyzed using inferential

statistical techniques. The findings of the study

concluded that youth in Pakistan associate happiness

and pleasure with adventure. The hedonic risk in

advertising is also associated with brand awareness of

Mountain Dew and positively affects the attitude

towards the brand.

Keywords: Hedonic risk. Gratification, Brand Awareness, Brand attitude, Brand consumption

intrODuCtiOn

advertising is a paid, non-personal applied communication that is targeted
towards a customer group to inform, persuade or remind about a particular
product, service or idea and the sponsor is identified (arens, 2006). it is an
integral element of the communication mix. With the advancement in
technology and a shift in the importance of customer focus, the emphasis on
advertising has also increased. Customers are being repeatedly exposed to
different advertisements resulting in clutter. in order to cope with the
challenge of making marketing communication stand out in the
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communication clutter, marketers have been deploying different themes to
make advertising more memorable and effective.  the broad category of the
advertising themes can be classified into rational and emotional themes. ads
may focus on the utility of the brand using the rational appeal, or they may
focus on the emotional aspect of using the product, using the emotional theme.
However, innovative ideas are being developed continuously to make
advertising more effective. these innovations are not limited to the advertising
content but include advertising channels as well (arens, 2006). this research
aims to quantify the impact that hedonic risk appeal has on the consumption
of Mountain Dew in Pakistan. Mountain Dew is more than 60 years old global
brand, throughout its life cycle, its ads have featured active young people who
enjoy challenging outdoor activities. the ads used action-oriented approach.
since 1985, Mountain Dew has remained true to its core essence of
exuberance across all the integrated marketing communications.

research Gap

the available literature reflects on establishing the relationship between
hedonism and risky products such as drugs, alcohol and intense to insane
sports. However, there is a dearth of research that associates hedonistic risk
with products like beverages, chocolates and other confectionary items that
are risk-free. as noted by allen, gupta, and Monnier (2008), customer
behavior is generally affected by hedonistic pleasures through inner
happiness and personal values; with less focus on measuring hedonism in
beverage consumptions. the current study is an attempt to fill this gap by
empirically testing the relationship between hedonic risk and its impact on
brand awareness, brand attitude, and consumption among the millennial.
in addition to this, the association between hedonism and advertising
appeals is a contemporary concept that requires empirical investigation.

PrOBLEM statEMEnt

Hedonic risk can be defined as the risk that provides pleasure and happiness;
the use of advertising campaigns showing such risks to attract the consumers
is an innovative idea being used by advertising companies in Pakistan. this
paper intends to study the perception of hedonic risk and its influence on
Mountain Dews’ brand recall, brand attitude and brand consumption by Youth
of Karachi. further, this research also explains if the males and females are
affected differently by such themes being used in advertisements.

siGniFiCanCE OF tHE rEsEarCH

this research is important for practicing marketers as well as
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academicians. the marketers can use this research to improve the
effectiveness of their campaigns. academicians will find in this study an
effort to quantify the relationship between advertising theme that is based
on risk-pleasure and the beverage consumption.

LitEraturE rEViEW

advertising is a paid, non-personal applied communication that is
targeted towards a customer group to inform, persuade or remind about a
particular product, service or idea and the sponsor is identified (arens,
2006). it is an integral element of the communication mix. With the
advancement in technology and a shift in the importance of customer
focus, the emphasis on advertising also increased. Customers are being
repeatedly exposed to different advertisements resulting in clutter. in order
to cope with the challenge of making marketing communication stand out
in the communication clutter, marketers have been deploying different
themes to make advertising more memorable and effective.  the broad
category of the advertising themes can be classified into rational and
emotional themes. ads may focus on the utility of the brand using the
rational appeal, or they may focus on the emotional aspect of using the
product, using the emotional theme. However, innovative ideas are being
developed continuously to make advertising more effective. these
innovations are not limited to the advertising content but include
advertising channels as well (arens, 2006).

While the traditional connotation of risk has been negative, the
contemporary perspective has changed the connotation of risk from
negative to positive (Breton, 2004). risk fosters independence in
adolescents. risk taking improves the self-image of a person and develops
his identity. the turbulence caused by the risk-taking behaviors shows a
determination to get rid of one’s sufferings and to fight so that life can be
lived. this perspective of risk imbues it with a positive connotation.

there exists a need to develop a clear sense of self in young people
(evans, Mixon, rozmus & Wysochansky, 2005). this need often manifests
itself in the exploration of risk-taking behaviors. through indulging in
risky activity, a person can exercise autonomy and independence in
decision making. this instills a sense of self-efficacy, i.e., the expectation
that an individual has of successfully performing a behavior and exerting
personal intentions on changing their behavior.
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adventure and Gratification

Youth want to live an exciting life. they want to have freedom. Happiness
and inner harmony matter a lot for them. they tend to indulge in activities
that offer them the opportunity to feel the excitement and rush. such activities
also include risk taking activities because, in their age, youth fail to realize
their own mortality. these activities are particularly undertaken by adolescents
rather than any other age group. adolescents show a behavior there is
characterized by increased peer-directed social interactions and risk-taking
and novelty-seeking activities. thus, positive hedonic sensitivity is
accentuated in adolescents as compared to people younger or older than them
(fitzwater, Varlynskay, & spear, 2010). this leads to the conclusion that youth
among all the age groups will pursue risky activities in order to lead an
exciting and joyful life. Hence youth are accepting and manifesting a positive
connotation of risk in their lives. Youth may engage in risky activities in
pursuit of inner satisfaction. it has been researched that when young people
experience stress, they engage in risky activity. engaging in such an activity
releases them from every day, routine pressure. since young people tend to
handle risks by sticking together because social bonding is important for them,
they indulge in risky activities as group activities rather than performing them
individually (evans, Hunt, & Kares, 2007).People are willing to take the risk
for present pleasure (Borskhy & raschky, 2009). the perception of risk has
evolved from ‘challenging’ to ‘pleasure-giving.’ Hedonism (pleasure) and the
risk that go hand in hand are described by the term ‘hedonic risk’ which means
the risk that gives pleasure. Youth’s participation in adventure sports has
increased exponentially. even while living a sedentary lifestyle, the
individuals portray a passive risky behavior. as work becomes increasingly
sedentary, people may increasingly seek the physical sensations that work
used to provide in leisure time. this is especially true in the virtual world.
People engage in virtual games depicting high-risk sports activities and risky
adventures to derive a leisure that is filled with sensations that earlier were
provided by real life activities (Johnston, 2003). People willingly engage in
risk generating behavior because they derive a positive utility and value out
of such activities (allman, Mittelstaedt, Martin, & goldenbers, 2009).

it is highly interesting to note that the recent demand for risky activities
may not be so much a demand for risk as it is a demand for a set of non-risk
activity attributes that just happen to be associated with risk, e.g., the feeling
of exhilaration and the feeling of ‘rush’ (Johnston, 2003). Marketers have
used this insight to the best of their capabilities. a unique experience is
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provided to the audience in advertisements using this initiative (McCole,
2004). as advertising has progressed, the linguistic discourse has been
replaced by images which, by virtue of their non-discursive, emotional,
associative and iconic nature have become more powerful tools in
advertising (Bhatia, 1992). this phenomenon of ‘commodity fetishism’ in
which goods, services, individuals etc. are imbibed with symbolic properties
and are thus associated with socially desirable traits, was identified by Karl
Marx (Marx, 1867). Contemporary scholars built upon this idea and
concluded that contemporary advertising invents qualities for products and
these qualities become their essence (Jhally, 2014). When customers start
focusing on these invented qualities that come to be described as the core
essence of the product, they lose connection with the practical utility of the
product and derive new utilities out of that product (Bohm & Batta, 2010).

the media culture has transformed into figurative media because the
image has assumed a greater importance than linguistic discourse in
modern advertising (lee and Johnson, 2009). the imagistic techniques used
in advertising affect the individuals subliminally and unconsciously. at the
most basic level, this advertising technique presents sensually appealing
images of commodities and communicates the promise of self-realization
through the purchase or consumption or usage of the advertised commodity.
it means that advertising defines the personalities of the people who buy
or consume the advertised brands (altan, 2008). Customers are now trying
to achieve self-realization through consumption of products that have been
imbibed with invented qualities. the customers are also willing to pay more
for the symbolic satisfaction that they derive out of a particular product. 

the youth culture is defined by the active engagement on ubiquitous
internet connectivity, fostering an ongoing relationship with brands. Marketers
are targeting the youth segment by using customer engagement techniques.
Consumers’ engagement is defined as a subtle conscious process in which
consumers begin to combine ad’s messages with their own associations,
symbols, and metaphors to make the brand more relevant to them. the
marketers thus ‘seduce the customer into beginning that subconscious
processing of the brand’(Montgomery & Chester, 2009). the marketers are
utilizing this knowledge to develop ad content that offers the youth an
opportunity for self-reflection, catharsis, and self-documentation. the growing
application of neuroscience in marketing is aimed towards influencing the
customers in making emotional choices rather than rational choices. this is
especially true for the advertising campaigns for energy drinks and carbonated
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soft drinks. some examples are red Bull, Mountain Dew, and Coca-Cola.
Besides beverages, other product categories also use this appeal e.g.
chocolates (e.g. Cadbury) and heavy bikes (e.g. Harley Davidson).  

Hedonic risk and Brand attitude

finding an identity and feeling powerful and in control are the main
symbolic appeals that are being used in the advertising of foods and
beverages (schor & ford, 2007). advertising has become an integral part
of modern culture. the evolution in advertising has transformed the function
of commodities from being the primary satisfiers of needs to being the
primary communicator of meanings. advertising imbues brands with
personality (arens, 2006). advertising, in modern culture and in today’s
capitalistic market, works by creating a system of meanings, prestige, and
identity, by associating the commodity with certain lifestyles, symbolic
values, and pleasures. advertiser’s role is to inform the individuals about
what to purchase and consume in order to become fashionable, popular and
successful. Hence in today’s world, the commodities have been transformed
from want satisfiers to being a projective medium themselves.

Hedonic risk and Brand Consumption

a person compares the human values symbolized by food or beverage
to his or her own set of values and self-concept. in cases where such
comparison shows a congruency between the value symbol of the product
and the values held by the individual, the individual experiences a
favorable aroma or taste of the food and beverage. in cases where this
congruency is absent, the individual does not particularly like the taste
and aroma of that food or beverage (allen, gupta and Monnier, 2008). as
an example, if gatorade symbolizes a ‘sense of achievement’ then those
people who individually value the sense of achievement will perceive
gatorade as having a good taste. they will develop a favorable attitude
towards gatorade and will show a strong intention to purchase this as well.
another example is that of nike. nike brand symbolizes the human value
of self-direction, i.e. setting one’s own goals. Consumer’s preference for
nike and his intention to purchase nike is determined by how much he
values self-direction. the congruency between the human values given to
products and the importance that customers give to those values personally
determines and shapes the attitudes towards brands. those who endorse
the human value that is attributed to a brand will develop a favorable
attitude towards that brand. those customers who will reject that value
will develop a negative attitude towards the brand. 
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nadirah, ghazali, Bakar, and othman, (2016) also used schwartz
(1994) Value scale and determined that personal values of security,
hedonism, benevolence and self-direction influence the decisions
pertaining to drink consumption. Hence if the congruity between the
symbolic value of the drink and the personal value of the individual is
high, that individual will likely make a purchase decision in favor of
that drink

this research aims to quantify the impact that hedonic risk appeal has
on the consumption of Mountain Dew in Pakistan. Mountain Dew is more
than 60 years old global brand. throughout its life cycle, its ads have
featured active young people who enjoy challenging outdoor activities.
the ads used action-oriented approach. since 1985, Mountain Dew has
remained true to its core essence of exuberance across all the integrated
marketing communications. arens (2006) quotes the Director of Marketing
for Mountain Dew, scott Moffitt, that

the brand is all about exhilaration and energy. its
unique selling proposition remains the same - it is the
ultimate, indulgent, thirst-quenching soft drink.
Mountain Dew defines its core market as active, young
people in their teens, as well as young adults aged 20
to 39 years. it specifically targets urban youth. the
prototypical customer of Mountain Dew is an 18-year-
old street smart male teen. (arens, 2006)

the marketing mix of Mountain Dew is well defined and clearly, helps
in the implementation of its positioning strategy. the product is an
energizing, thirst-quenching soft drink with unique citrus flavor and an
image of youthful exuberance, exhilaration, and adventure. it extensively
advertises on tV, radio, outdoor, print and internet media. it sponsors sports
events and hosts public relation activities. it is involved in brand activation.
it places great emphasis on creating “Dew-x-perience through sponsoring
extreme athletes and sporting events. Marketing team uses a variety of
media to create a special environment for Mountain Dew (arens, 2006).

Dew personifies its product concept not only through events but
through a team of 10 extreme athletes, each representing a sport more
daring than the next. the same attitude is passed on to Dew advertising.
the commercials of dew have an edginess and audacity, not typically
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associated with big cola companies. Campaigns have remained true to the
youthful feel of the brand. “Do the Dew’ is now the longest running
continuous campaign in the history of soft drinks (arens, 2006).

the literature available in advertising and marketing journals shows
that researches have been done independently on subjects like hedonism,
beverage consumption and emotional appeals of risk, fear, and thrill in
advertising. But the association of hedonism with feelings usually
associated with risk of developing advertising appeals is relatively new.
there is a gap in research which shows how the hedonic risk is affecting
the consumer behavior towards beverages among the youth in Pakistan.
the brand selected for this research is Mountain Dew, a non-cola
beverage, currently owned by Pepsi Co. since the demand for a set of non-
risk activity attributes that just happen to be associated with risk is an
under-researched area, this research focuses on one aspect of this
phenomenon, i.e. the impact of using such an appeal in the advertising of
a beverage, Mountain Dew, on its brand awareness, attitude, and
consumption. taking into consideration the time constraint, the research
focuses on a sample of educated youth of Karachi to study this impact.

rEsEarCH HYPOtHEsis

H1: gratification (happiness and pleasure) is associated positively with
adventure 
H2: Hedonic risk in advertising theme is associated with strong brand
awareness.
H3: Hedonic risk in advertising theme positively affects brand attitude.
H4: Hedonic risk in advertising theme positively affects brand consumption.
H5: Hedonic risk in advertising theme affects brand awareness, attitude
and consumption equally in young males and females.

PurPOsE OF tHE stuDY

the purpose of this research is to understand the relationship between
hedonic risk, advertising and brand awareness, attitude and consumption
of beverages in youth in Pakistan. the incorporation of risk related
happiness is a new concept in the field of advertising. this is referred to
as hedonic risk. this research is a preliminary learning in the practical
application of changing perceptions of risk in the field of advertising and
its impact on beverage’s brand awareness, attitude, and consumption
among Pakistan’s youth. it also determines whether males and females are
equally affected by the hedonic risk themes of beverage advertisements.
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tHEOrEtiCaL FraMEWOrk

independent Variables Dependent Variable

Moderating Variable

rEsEarCH MEtHODOLOGY

research philosophy deals with the fundamental question of how one
should understand reality. the branch of philosophy that is concerned with
the understanding of reality is called epistemology. epistemology is the
study of knowledge. Knowledge is the relationship between the knower
and the known. every research is embedded in the relationship between
the researcher and the observation. Hence the research philosophy behind
this research will be used to understand the relationship between risk-
related pleasure themes used in advertising campaigns and the
consumption of the advertised beverage brand, Mountain Dew. this
relationship is based on sense experience and rationality. 

this research is conducted under the paradigm of post-positivism
which is based on the epistemological base of empiricism and rationality.
therefore, the inherent limitations of this philosophy are that sense
experiences can be deceptive. therefore while conducting this research;
the data collection stage has been monitored closely so that errors related
to sense deception are minimized. the paradigm of post-positivism
involves rationality too. rationality is based on induction and deduction.
one limitation pertaining to rationality is that the conclusion drawn from
the research is not entirely certain. the hypothesis will always remain
probable and will not become certain. therefore, the research process and

Hedonic risk

1.  adventure
2.  gratification

Brand 
awareness

Brand 
attitude

Brand 
Consumption

gender
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methodology take into account that sufficient observations are recorded
in order to increase the reliability and probability of the conclusion being
true and valid. Post-positivism concentrates on sense experience and
language and at times it might use induction. it is assumed under post-
positivism that empirical study based on finite samples will lead towards
a general hypothesis which will be true until proven false. 

the most important advantage of using this methodology is that if the
falsifiable proposition is not refuted on the basis of the empirical evidence,
the hypothesis will be more reliable. this is a quantitative research that
aims to quantify the impact that hedonic risk themes used in advertising
of Mountain Dew have on its brand awareness, attitude and consumption
of among educated youth in Karachi.

research Population

the population for this research is the total target market of beverages
present in Karachi. the young and old of Pakistan are the target market
of beverage companies in Pakistan. the demographic profile of Pakistan
shows that the population of Pakistan that is younger than 15 years of age
is 43.4%, the population between 15-64 years of age is 53.08% and the
population above 64 years of age is 3.5%. united nations defines youth
as the persons between 15-24 years old. this definition is applied
uniformly across the world for statistical consistency. the youth
population in Pakistan is 19% of the total population of Pakistan. out of
this, 51% are males and 49% are females (unsD Demographic statistics,
1998). since the instrument is developed in the english language, the
population for this research will be the educated target market of
beverages. therefore the population consists of educated males and
females between 15-24 years of age, residing in Karachi.

research sampling

the Quota sampling technique which is a non-probability sampling
technique is used in this research. this decision was made because the
data could not have been collected from the entire population and
statistical inference had to be made and no suitable sample frame was
available. Despite these conditions, it was still desirable that the sample
is a representative sample of the total population. since relevant quota
variables were available, quota sampling was selected as the sampling
technique for this research. the population is first divided into segments,
male and female. subjects are drawn in proportion to their original
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percentage in the population. Hence this sampling is effective in making
statistical inferences although a non-probability sampling technique is
used (saunders, lewis, & thornhill, 2011).the sample size is 384 as the
population is large (sekaran and Bougie, 2010).

research instrument

Primary data has been collected through questionnaires that have been
filled by the elements of the sample. the questionnaire was based on the
following measures related to marketing stimuli:

• Hedonic motivations (arnold & reynolds, 2003)
• feelings towards ads (edell & Burke, 1987)
• Consumption of carbonated soft drinks and energy drinks (aaker,

1996)
• Purchase intention (Mackenzie, lutz, & Belch, 1986)

the concept of hedonic risk has two dimensions: adventure and
gratification (arnold & reynolds, 2003). the dimension of adventure is
captured through elements like a sense of adventure, stimulating
experience, feeling of thrill and rush and a feeling of fear. these elements
have been measured on a 5 point likert scale. the statistical mean of these
responses was calculated to determine the dimension, adventure. 

the dimension of gratification was captured through elements like
pleasant, cheerful, release stress (arnold and reynolds, 2003). these were
measured on a 5 point liker scale and the statistical mean was calculated
to capture the dimension, gratification. therefore, happiness and pleasure
are the main constructs of gratification. 

Brand attitude has been measured through the scale feelings towards
ads created by edell and Burke (1987). attitude is based on the feelings
(Keller, 2008). this dimension has 26 elements that capture warm and
upbeat feelings. this was measured on a 5 point likert scale and the
statistical mean was calculated to capture the dimension warm and upbeat
feelings as a measure of brand attitude.

Consumption and purchase intention has been judged through the scale
developed by Mackenzie, lutz, and Belch (1986). Consumption was
measured in terms of average actual consumption per week and purchase
intention was measured on a 5 point likert scale. the average of these
responses captured the dimension of consumption of Mountain Dew.
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research Procedure

the steps outlining the research procedure are:
• study how hedonism started being associated with risk-taking

activities
• study how this phenomenon was used in the field of advertising
• Verify if the hedonic risk theme is positively affecting the brand

awareness, attitude and the consumption of Mountain Dew in the
educated youth in Karachi.

the first research objective is to determine whether youth associate
pleasure and happiness with risk in advertising themes. the scale of
hedonic motivations developed by arnold and reynolds (2003) was used
to capture the dimension of adventure through elements such as adventure,
stimulation, feeling of thrill and rush and fear. similarly, the scale
developed by them has been used to capture the dimension of gratification
through elements such as pleasant, cheerful, and release stress. the
correlation analysis determines the association between these two
variables.

the second research objective is to determine whether the hedonic
characteristic of risk used in advertising themes increases the brand
awareness of beverages. aaker (1996) used the nominal scale for
categorizing the aided recall through projective techniques. in this
research, aided recall through projective technique was used. the
questionnaire showed three pictures related to extreme sports. With the
help of these pictures, respondents were asked to name a brand of beverage
that they can associate with these pictures. in another question,
respondents were asked whether they can recall any brand of Mountain
Dew. the relationship between these two non-parametric data determined
whether the hedonic risk influences brand recall.

the third research objective is to determine whether the hedonic risk
affects the attitude of the consumers towards the brand. this is
accomplished by using the construct of warm and upbeat feelings towards
ads. edell and Burke (1987) had developed a scale containing 65 items
having three sub-dimensions to determine the feelings towards ads. these
were upbeat (26 items), warm (14 items) and negative (12 items). in this
research, only the items related to upbeat feelings have been chosen to
create a fit between research objective and the data collected. regression
analysis determines the effect of hedonic risk on brand attitude.
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the fourth research objective is to determine whether the hedonic risk
used in advertising increases the consumption of beverages. Mackenzie,
lutz, and Belch (1986) have used the scale of purchase intention to proxy
for the future consumption. the same has been used in this research. in
addition, the respondents were asked to state their actual average
consumption of Mountain Dew. they were also asked whether the ad of
Mountain Dew creates a desire to consume the brand. together these
elements determined the consumption of the brand. regression analysis
determines the effect of hedonic risk on brand consumption.

the fifth objective of the research is to determine whether the hedonic
risk affects males and females equally in terms of brand awareness,
attitude, and consumption. in order to measure this, the questionnaire asks
the respondent’s gender. since the attitude towards the brand and the
consumption were measured in interval and ratio scale, t-tests for two
independent samples have been used to determine whether attitude and
consumption are different between males and females. However, since
brand recall is measured on a nominal scale, chi-square test of
independence for discrete data has been used to determine whether a brand
recall is different between males and females.

Data anaLYsis

60% of the respondents in the study were male and 40 % were female.
the majority of the respondents were aged between 21-24 years. through
frequency tables, the outliers have been identified. since the questionnaires
had been numbered while data entry, the data was cross-checked with the
original questionnaire and data entry mistakes were corrected.

reliability

reliability is measured by testing for the consistency and stability of the
operationalized elements. the scale developed by arnold and reynolds (2003)
shows that the concept of Hedonic fulfillment has two dimensions: adventure
and gratification. there are 4 elements within the dimension of adventure.
there are 3 elements within the dimension of gratification. the reliability of
elements within the dimension of adventure as measured by Cronbach’s alpha
is 0.635. the reliability of the gratification elements is 0.73these two are
reliable to a satisfactory level (sekaran & Bougie, 2010).there are 26 elements
within the dimension of warm and upbeat feelings as developed by edell and
Burke (1987). the Cronbach alpha for these elements is 0.961this is a good
measure of the reliability (sekaran & Bougie, 2010).
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Validity

the validity of the instruments was checked to ascertain that all the
items of the construct are related and discriminant validity ensured that
nonrelated items do not relate too much (John & Martinez, 2000). the
variables of hedonistic risk were checked for the factor analysis. as per
the literature factor loading with values above 0.30 are considered
adequate for final analysis (Child, 1990).

rEsuLts

the first alternate hypothesis is that gratification (happiness and
pleasure) and adventure (risk taking) are related. this hypothesis was tested
at 0.01alpha (two-tailed test) through correlation analysis. Correlation
determines the direction, strength, and significance between gratification
and adventure. this correlation is positive. its strength is 0.572. this
relationship is highly significant. Hence we accept the alternate hypothesis
that gratification is related with adventure. (see table 1)

table 1. Correlation between gratification and adventure

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

the second alternate hypothesis is the hedonic risk in advertising theme
is associated with brand awareness. the hedonic risk in advertising theme
has been captured through projective technique. images of activities
involving adventure, challenge, and inner satisfaction were shown and the
respondents were asked to name one non-cola brand that they associate with
the shown images. in another question, they were asked directly if they
recall any advertisement of Mountain Dew. Both these questions involved
non-metric, ordinal data. the relationship between the two variables was
determined through a non-parametric test, Chi-square test at 0.01alpha.the
Pearson Chi-square value of 19.75 at 0.001 level of significance concludes
that alternate hypothesis should be accepted. Hence the hedonic

gratification adventure

gratification Pearson Correlation 1 .572**

sig. (2-tailed) .000

n 384 384

adventure Pearson Correlation .572** 1

sig. (2-tailed) .000

n 384 384
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characteristic of risk is associated with brand awareness. (see table 2)
table 2. Chi-square tests

a. 4 cells (44.4%) have expected count less than 5. The minimum expected count is .35.

the third alternate hypothesis is that Hedonic risk in advertising theme
positively affects brand attitude. this has been determined through
regression analysis. the hedonic risk has two dimensions i.e. adventure,
and gratification. the dimension that captures the concept of attitude
towards the brand is warm and upbeat feelings. this dimension had 26
elements. the mean of these 26 elements was computed to determine a
new compound parameter, named Warm & upbeat feelings. although the
association between adventure and warm is not very strong, 0.577, it is
highly significant. the association between gratification and warm, upbeat
feelings is stronger, 0.647, and significant as well. 

adventure and gratification account for 46.8% of the variation in
attitude towards the brand. (see table 3). the impact of adventure on
brand attitude is 0.297 and significant. the impact of gratification on
brand attitude is 0.446 and significant. (see table 4) Hence we accept the
alternate hypothesis that hedonic risk positively affects brand attitude.
this can be presented as:

Warm & upbeat feelings = 0.87 + .297 (adventure) + 0.446 (gratification)

table 3. Model summary

Value df asymp. sig. (2-sided)

Pearson Chi-square 19.750a 4 .001

likelihood ratio 13.261 4 .010

linear-by-linear association 9.370 1 .002

n of Valid Cases 384

Model r
r

square
adjusted
r square

std. error
of the

estimate

Change statistics

r square
Change

f
Change df1 df2

sig. f
Change

1 .686a .471 .468 .68084 .471 169.524 2 381 .000
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a. Predictors: (Constant), Gratification, Adventure

table 4. regression Coefficients for adventure and gratification

a. Dependent Variable: Warm & Upbeat Feelings

the fourth alternate hypothesis is the Hedonic risk in advertising theme
positively affects brand consumption. to test this hypothesis, regression
analysis is done. the correlation between adventure and consumption is
not strong. it is 0.38 yet significant. the correlation between gratification
and consumption is 0.417 and significant.

the model fit is weak because it explains only 20% variation in
consumption through the two independent variables of gratification and
adventure. out of the total variability of 396.259, the variability due to
regression’s factor is only 80.745. since the model fit is not strong, the
variation in consumption is caused by adventure and gratification to a
smaller extent. (see table 5)

table 5. Model summary explaining the fit Between adventure,
gratification, and Consumption

a. Predictors: (Constant), Gratification, Adventure

the strength of the impact of adventure and gratification is weak yet
significant at 0.01 alpha. since t-statistic is greater than 2, we can accept
the alternate hypothesis that hedonic risk in advertising themes positively
affects consumption of Mountain Dew. (see table 6).this can be
represented as:

Model r
r

square
adjusted
r square

std. error
of the

estimate

Change statistics

r square
Change

f
Change df1 df2

sig. f
Change

1 .451a .204 .200 .91001 .204 48.752 2 381 .000

Model

unstandardized
Coefficients

standardized
Coefficients

t sig.B std. error Beta

1 (Constant) .870 .142 6.146 .000

adventure .297 .048 .278 6.124 .000

gratification .446 .042 .488 10.737 .000
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Consumption = 1.037 + 0.245 (adventure) + 0.295 (gratification)
table 6. regression Coefficients of adventure and Consumption

the fifth hypothesis is that Hedonic risk in advertising theme affects
brand awareness, attitude and consumption equally in young males and
females. since attitude and consumption are metric variables, t-test for
two independent samples was run while grouping the respondents on the
basis of gender. levene’s test value for warm and upbeat feelings is 0.92
and is not significant at 0.01alpha. (see table 7 and 8) therefore we may
conclude that the attitude towards the brand does not differ between males
and females. the levene’s test for equality of means for consumption is
high and significant. the t-statistics is also greater than 2 and significant.
therefore we conclude that consumption of Mountain Dew is not the same
among males and females.

table 7. levene’s test of equality of Variances in Males and females
for Brand attitude and Consumption

table 8. independent sample t-tests for equality of Means between
Males and females for Brand attitude and Consumption

to test the hypothesis whether the brand recall is different between males

f sig.

Warm & upbeat feelings equal variances assumed .920 .338

equal variances not assumed

Consumption equal variances assumed 7.343 .007

equal variances not assumed

Model

unstandardized
Coefficients

standardized
Coefficients

t sig.B std. error Beta

1 (Constant) 1.037 .189 5.482 .000

adventure .245 .065 .211 3.782 .000

gratification .295 .056 .296 5.316 .000

a. Dependent Variable: Consumption

t df
sig. (2-
tailed)

Mean
Difference

Warm & upbeat feelings equal variances assumed 2.124 382 .034 .20577

equal variances not assumed 2.086 305.009 .038 .20577

Consumption equal variances assumed 4.272 382 .000 .44310

equal variances not assumed 4.443 364.268 .000 .44310
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and females, Chi-square test of independence for discrete data was done.
Brand recall was assessed through projective techniques and ad recalls. the
chi-square value is not significant. (see table 9) therefore we reject the
alternate hypothesis and conclude that there is no difference in the brand
recall of Mountain Dew through projective technique in males and females.

table 9. Chi-square test for Difference in Brand recall (Projective
technique) in Males and females

a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 5.98.

the research data analyses specify that 211 males and 135 females were
able to recall the ad of Mountain Dew unaided. the Chi-square value for
ad recall (unaided) is also insignificant at 0.01alpha. therefore we cannot
accept the alternate hypothesis and conclude that the ad recall is not
different between males and females. (see table10)

table 10. Chi-square test for Difference in Brand recall (unaided) in
Males and females

a. 1 cells (16.7%) have expected count less than 5. The minimum expected count is 3.59.

table 11. summary of Data analysis and Conclusions

Value df
asymp. sig. (2-

sided)
Pearson Chi-square 4.107a 2 .128
likelihood ratio 4.129 2 .127
linear-by-linear association 4.096 1 .043
n of Valid Cases 384

Value df
asymp. sig. (2-

sided)
Pearson Chi-square .667a 2 .717

likelihood ratio .659 2 .719

linear-by-linear association .017 1 .896

n of Valid Cases 384

research Objective alternate Hypothesis analysis Conclusion

to determine whether youth
associate pleasure and
happiness with risk taking
activities.

H1: gratification (happiness
and pleasure) is associated
adventure (risk taking)

Correlation analysis
r=0.572
sig: 000

accept H1

to determine whether such
hedonistic characteristic of risk
used in advertising theme of
Mountain Dew increases its
brand awareness.

H2: Hedonic risk in
advertising theme is
associated with brand
awareness.

non-parametric 
Chi square test 
Pearson Chi-
square=19.75
sig=0.001

accept H2
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DisCussiOn

the data analyses show that the findings are consistent with the
literature review. this research shows that youth now associate happiness
and pleasure with adventure. for them, rather than having a negative
connotation, risk assumes a positive connotation. fitzwater, Varlynskaya,
and spear (2010) have concluded that youth exhibit positive hedonic
sensitivity. allman, Mittelstaedt, Martin, and goldenberg (2009) have
concluded that people derive a positive utility out of risk and therefore
willingly seek risk. Borskhy and raschky (2009) also stated that people

to determine whether such
hedonistic characteristic of risk
used in advertising theme of
Mountain Dew affects the
attitude of the customers
towards it

H3: Hedonic risk in
advertising theme positively
affects brand attitude

regression analysis
adjusted r2=0.468
Beta coefficients are
significant

accept H3

to determine whether such
hedonistic characteristic of risk
used in advertising theme of
Mountain Dew affects its
consumption

H4: Hedonic risk in
advertising theme positively
affects brand consumption

regression analysis
adjusted r2=0.20
Beta coefficients are
significant

accept H4

to determine whether the risk
related advertising of beverages
affects males and females
equally in terms of awareness,
attitude, and consumption

H5a: there is difference in
attitude towards brand
between males and females

H5b: there is difference in
consumption of mountain
dew between males and
females

H5c: there is difference in
projected technique aided
recall of mountain dew
between males and females

H5d: there is difference in
ad recall of mountain dew
between males and females

t-test for two
independent samples
in testing the attitude 
[f=.920, p>0.01;
t=2.124, p>0.01]

t-test for two
independent samples
in testing the
consumption
[f=7.343, p<0.01;
t=4.272, p=000]

Chi-square test of
independence for
discrete data for
aided recall through
projective technique
[Pearson Chi
square=4.107,
p>0.01]

Chi-square test of
independence for
discrete data for
aided recall through
add recall
[Pearson Chi
square=.667, p>0.01]

reject H5a

accept H5b

reject H5c

reject H5d
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are willing to take the risk for pleasant pleasure. evans, Hunt, and Kares
(2007) concluded that youth indulge in risky activities for social bonding
and release themselves from stress through such activities. the
connotation of risk has changed from negative to positive (Breton, 2004).

this research has found that the hedonic risk in Mountain Dew’s ads
increases the brand recall among youth in Pakistan. in modern capitalism,
advertising is being made more innovative and products that are not by
nature risky are being associated with risk. in this way, the feelings of
thrill and rush that are associated with risk rub off on the advertised
product as well (Bhatia, 1992).these invented qualities became the
essence of the product itself (Jhally, 2014). Hence if the product is
identified through these qualities, the hedonic risk appeal increases the
brand recall. the findings of this research are in line with the researchers
mentioned here.

according to this research, the hedonic risk in advertising theme of
Mountain Dew affects the attitude of the youth towards the advertised
brand. allen, gupta, and Monnier (2008) had also concluded that if the
qualities that were invented through innovative advertising for a brand
resonate with the personal values of the customer, the customer will
develop a positive attitude towards the brand. the same result was given
by altan (2008). therefore, the results of this research are supported by
the earlier researches as well.

this research found out that the hedonic risk in advertising theme in
Mountain Dew ads positively affects the consumption of the brand in
youth in Pakistan. nadirah, ghazali, Bakar, and othman, (2016) had
concluded that personal values of hedonism and self-direction influence
the decisions of the consumers pertaining to consuming drinks. the
growing use of advertising based on hedonic risk increases the
consumption of soft drinks and confectionery. (schor & ford, 2007). the
customers consume a product in order to relate to the personality the
product portrays (Bohm & Batta, 2010; Jhally, 2014). in this respect, the
research findings hold true to the previous researches.

However, this research went further to determine the impact of hedonic
risk on brand recall, consumption, and attitude on males and females. it
was found that although gender does not make a difference in either brand
recall or forming brand attitudes, yet the consumption of Mountain Dew
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in males and females is not equal. this reflects the target marketing
strategy of Mountain Dew. it has been targeting young street smart males
(arens, 2006).

COnCLusiOn & rECOMMEnDatiOns FOr FuturE rEsEarCH

the research concluded the following statements:
• risk has a positive connotation among Pakistan’s youth is a parallel

finding to the works of Borskhy and raschky, (2009), fitzwater,
Varlynskaya, and spear (2010), Breton (2004) and evans, Hunt, and
Kares (2007). 

• the hedonic risk in advertising increases the brand awareness in
Pakistan’s youth. this conclusion is supported by Bhatia (1992);
and schor and ford (2007). 

• the hedonic risk in ads positively affects the attitude towards the
brand in Pakistan. allen, gupta, and Monnier (2008). allen (2008)
has reached similar conclusions in the context of other countries and
markets.

• Hedonic risk does not affect brand consumption. this conclusion is
contrary to the research findings of nadirah, ghazali, Bakar, and
othman (2016); Jhally (2014); Bohm and Batta (2010); and schor
and ford (2007).

overall, this research study concluded that the brand awareness and
attitude towards mountain dew are same between male and female
respondents, but the consumption pattern of mountain dew is not the same
among them. this confirms the voice behind the brand, Director of
Marketing, Mountain Dew, scott Moffitt that the average consumer of
Mountain Dew is a young, street-smart male (arens, 2006).the research
concludes that the hedonic risk in advertising theme has been successful
in creating brand recall and developing warm and upbeat feelings towards
the brand, Mountain Dew. However, this is not translating into brand
consumption. further research may either explore why this anomaly
appears. a qualitative approach will be more suited to address this issue.
the research may be expanded further to study a comprehensive model of
brand equity of Mountain Dew. the brand equity includes brand
awareness, brand attitudes, customer behavior and resonance between the
personality of the brand and the personality of the customer. 
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