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Statement from the Managing Editor

Welcome to our second issue of this year. This issue, like previous others, comprises research
papers which address contemporary business problems and simultaneously provide novel
managerial and/or theoretical insights in the broad areas of business management.

In our first article, Kongtoranin discusses the set of determinants in different regimes related to
credit cycles. His findings show that macroeconomic and liquidity factors are more sensitive
in a high volatile rather than a low volatile regime. Important implications are provided for
both investors and policy makers.

In our second article, Teepapal examines subordinates’ perception of leadership style in SME’s
in Thailand. The findings indicate that the democratic leadership style was perceived as offer-
ing several advantages for success and growth of SMEs in Thailand.

In our third article, Vongsaroj measures the awareness and performance of Tour Operators’
ethical behavior. The results of his study reveal that there is a gap between awareness and
performance; the author has offered several recommendations for the tourism industry.

Kusolpalalert, in our fourth article, examines how financial assets performed during two peri-
ods; financial crisis and financial recovery. The author uses data from the Thai financial mar-
ket from 2001-2010. Her findings also provide beneficial lessons for investors and analysts.

In our fifth article, Akkalatham explores the effects of personality, socio-demographic and
Body Image factors on Thai women’s acceptance of cosmetic surgery. Her findings show that
narcissism, appearance-orientation and body image satisfaction were significantly related to
the respondents’ acceptance of cosmetic surgery.

Finally, Thanathawee examines the effect of firm characteristics and corporate governance
factors on dividend payment by firms in Thailand. His findings reveal that leverage, size of
firm, growth opportunities and largest ownership can explain variations in the payment of
dividend by firms.

I express my sincere thanks to all the contributors and reviewers; we welcome both empirical
and theoretical papers that that will make long-lasting and significant contributions to schol-
arly research on the practice of management. I urge those of you who previously have submit-
ted manuscripts to the Au Journal of Management to continue to do so. I also invite new
contributors to send the Journal your very best.

Patricia Arttachariya, Ph.D.
Managing Editor
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THE DETERMINANTS OF CREDIT SPREAD CHANGES OF INVESTMENT GRADE
CORPORATE BONDS IN THAILAND BETWEEN JUNE 2006 AND FEBRUARY 2012:
AN APPLICATION OF THE REGIME SWITCHING MODEL

Treerapot Kongtoranin
Martin De Tours School of Management and Economics, Assumption University

Abstract

This study proposes the two-state reg1me-sw1tchmg model to explain the change of credit spread
for investment grade corporate bonds in Thailand. The regimes of low and high volatility are extracted
by Markov switching model. The results suggest that the model can improve explanatory power. The
sensitivities of the risk factors including interest rate, macroeconomic, and liquidity factors increase in
the high volatility regime rather than in the low regime. However, the liquidity factors are not significant
for low credit rating corporate bonds.

Keyword: Credit Spread, Switching Regime Model, Internet Rate Risk, Macroeconomic Risk,
Liquidity Risk
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INTRODUCTION

In Thailand, the corporate bond market is
growing dramatically due to the need for diversifi-
cation in portfolio risk and is facing challenging
tasks as well in the global debt capital markets.
Though the market is small and new, the regulator
provides sufficient information about the securi-
ties, as well as transparent rules and regulations to
encourage efficiency.

However, the empirical studies which focused
on the determinants of corporate bond yield spread

in Thailand are limited. For example the study on
the effect of volatility of firm on the credit spread
level found that 80% in low credit rating corpo-
rate bonds can be explained (Mongkonkiattichai
& Pattarathammas, 2010). However, the model in-
cluded specific month dummy variables and used
the individual-level corporate bond data such as
traditional bond characteristics as explanatory vari-
ables. This model cannot explain the dynamics of
the credit spread. Other studies on the credit spread
change were conducted, however, the results were
limited to few corporate bonds which might not



represent the majority of the corporate bond mar-
ket (Tittayanurak, 2002; Tirawannarat, 2004).

From the observations, the credit spread in
Thailand fluctuates in a cyclical pattern as does
credit spread in other economies. It is conjectured
that the Thai corporate bond market is a credit
spread puzzle. This problem can be seen, when the
systematic risk factors fail to explain the variation
of credit spread. However, the cyclical pattern of
the credit spread contains information on the re-
covery rate of the firm. It can be used to improve
the explanatory power of the model with system-
atic risk factors.

The objective of this study is to show that the
credit spread puzzle exists in Thailand since sys-
tematic risk factors can explain credit spread par-
tially. Thus, the model is modified with the inter-
action terms incorporated with the credit cycle. The
credit cycle can be different from the business cycle.
The explanatory power of the modified model is
compared with the original model. The improve-
ment in explanatory power and also the sets of
determinants in different regimes are discussed as
to whether their signs and values are changed when
the regime switches.

LITERATURE REVIEW

In this section the definition of the credit spread
is discussed. To understand the dynamic of credit
spread, there are many theories related with credit
risk.

The interesting features of credit spread are
the nonzero level, term-structure and credit cycle.
Firstly, even the highest credit rating corporate
bond has a credit spread, which means that the yield
is higher than the government bond. Credit spread
also increases when the credit quality is lower and
depends on the industry of corporate issuers. Sec-
ondly, the term-structure, the relationship between
credit spreads with the same credit rating and their
time-to-maturity, can be either upward, humped,
or downward shape. However, in Thailand, the
lognormal function can fit most of the credit spread
curve in the increasing function (Siwamogsatham,
2010). Lastly, the credit spread dynamic has a cy-
clical pattern, which is the fluctuation of yield

spread during different business conditions. It is
believed that the credit cycle can induce the busi-
ness cycle (Maalaoui, Dionne & Frangois, 2008).
It has a persistent effect in that the spread remains
high during the recession and continues to be high
when the economy recovers (Collin-Dufresne,
Goldstein & Martin, 2001). Therefore, the credit
cycle and business cycle are dissimilar.

Corporate bond is subject to the credit risk,
which is defined as the distribution of financial
losses owing to unexpected changes in the credit
quality of the counterparty in a financial agreement.
This distribution is complex; however, the main
key to explaining it is by default probability
(Backshall, Giesecke & Goldberg, 2005). The
credit risk has two components, credit default risk
and credit spread risk. The former risk is the risk
that a firm cannot pay back cash flow to the inves-
tors as promised when the firm defaults. The latter
risk is the risk from the credit spread change, which
affects the financial loss or the performance in the
portfolio (Fabozzi, Mann & Wilson, 2005). The
related theories and credit risk components are
discussed as follows.

1. Default Risk

One of the main differences between govern-
ment bonds and corporate bonds is the possibility
of issuer default. Government bonds are issued by
the government; therefore these securities are guar-
anteed by the government. However, corporate
bonds are issued by either private or public com-
panies, which are subject to default during the bond
holding period. Default risk is a matter of concern
for investors and therefore the yields of corporate
bonds are higher than the yields of government
bonds with the same time-to-maturity. The option
pricing theory can explain the default risk related
to the credit spread.

The structural model, developed from option
pricing theory of Black and Scholes (1973) can be
used to value the credit spread as a function of
firm default probability, the volatility of firm value,
and interest rate factors. It was modified by relax-
ing many assumptions to improve the pricing per-
formance by allowing a stochastic process of in-
dependent variables, e.g. risk free rate and default



boundary, and allowing the jump process of the
firm value, allowing tax and liquidity premium
(Merton, 1973; Black & Cox, 1976; Longstaff &
Schwartz, 1995; Collin-Dufresne & Goldstein,
2001; Duffie & Lando, 2001; Zhou, 2001; Jarrow
& Protter, 2004; Giesecke, 2006; Christensen,
2008; Chen & Kou, 2009). The model explains the
relationship between credit spread and the default
probability, such that the increase in firm default
probability increases the credit spread. When the
firm value increases, the default probability is low.
The firm value is proxied by firm equity return
(Kwan, 1996; Campbell & Taksler, 2003; Anramov,
Jostova & Philipov, 2007; Chen & Kou, 2009;
Mongkonkiattichai & Pattarathammas, 2010) or
inversely measured through the leverage ratio
(Collin-Dufresne et al., 2001b).

2. Interest Risk

Firm value is related to the interest rate, either
positively or negatively. If the firm and interest rate
have a positive sensitivity, the firm value increases
with the rise of interest rate and therefore the firm
value is higher than the debt value, and the credit
spread narrows. On the other hand, firm value can
be negatively related to the interest rate. The credit
spread widens when the interest rate increases. This
relationship can be explained by option pricing
theory. Additionally, the volatility of firm can be
affected by the volatility of the interest rate, when
the firm value and interest rate are correlated.

While in the structural model, the risk free rate
were assumed to be constant, the reduced-form
model allowed the factors to have a stochastic pro-
cess. The model can fit the empirical data better
than the structural model, but still cannot explain
the determinants of credit spread variation (Jarrow
& Turnbull, 1995; Lesseig & Stock, 1998; Elton,
Gruber, Agrawal & Mann, 2004; Longstaff, Mithal
& Neis, 2005). The negative relationship between
the change of interest rate level and credit spread
is expected, due to the fact that the increase in risk
free rate increases the drift of the risk-neutral pro-
cess of firm value, and therefore the probability of
default decreases and the credit spread narrows
(Longstaff & Schwartz, 1995).

Moreover, if the firm values are correlated with

the interest rate, the firm value volatility is related
with both equity volatility and interest rate volatil-
ity. Increasing interest rate volatility increases the
firm volatility and therefore the credit spread in-
creases (Huang & Kong, 2003).

Pure expectation theory explains that the rela-
tionship between the forward rate and the future
rate are equal (Cox, Ingersoll & Ross, 1981).
Therefore the slope of the term-structure can im-
ply the future interest rate. The steeper the slope
of the term-structure, the higher the future inter-
est rate. The future probability of default decreases,
when the expectation of future interest rate in-
creases; therefore the credit spread narrows
(Collin-Dufresne et al., 2001b).

3. Macroeconomic Risk

Since the structural model cannot explain credit
spread change effectively, the systematic risk fac-
tors are widely selected as the choice of determi-
nants of credit spread change (Collin-Dufresne et
al., 2001b). The related theories are as follows:

The financial instability hypothesis by
Minsky (1992) explained the credit crisis
of the debt market caused by the accumu-
lation of the debt from three imbalanced
numbers of three groups of borrowers, i.e.
hedge borrowers, speculative borrowers,
and Ponzi borrowers. The credit cycle is
different from the business cycle since the
assumption of the theory is based on a dif-
ferent economy structure. The economy
structure of the business cycle based on the
general economy is dominated by the real
exchange of good and cash, while in the
modern economy the trading is via con-
tracts with different participants.

The credit cycle theory focuses on the abnor-
mality phenomenon of the credit spread due to the
cycle of credit. The credit cycle can be different
from the business cycle due to persistent effects
after the recession state. This credit cycle can
change the structure of the model in explaining
credit spread change (Maalaoui et al., 2008).

The relationship between the equity and bond



market can be explained by the efficient markets
hypothesis. It shows that there is a relationship be-
tween the equity and bond markets through non-
synchronized perceptions of private information.
The equity market with low transaction cost re-
acts to the information before the bond market,
and therefore the relationship between the lagged
return of equity market can explain the bond mar-
ket return (Kwan, 1996).

4. Liquidity Risk

The aggregate liquidity factors are related to
the stock returns. Stocks with higher liquidity give
higher expected return to the investors (dos Santos
Paiva & Savoiac, 2009). Since the corporate bond
market has much lower liquidity than the stock
market, the liquidity risk is higher. The liquidity
can be in two parts, liquidity shock due to the firm
default and unexpected less price in the future.
Therefore the liquidity and credit risks are corre-
lated (Ericsson & Renault, 2006).

Option pricing theory explains the relationship
between credit spread and the liquidity of the cor-
porate bond in terms of convenience yield. The in-
vestors require higher premiums on investing on
the slow-cash-converted securities, such as cor-
porate bonds, than the fast-cash-converted securi-
ties, such as Treasury bonds (Nakashima & Saitob,
2009). The credit spread puzzle of the Merton
model may cause this by not including the liquidity
factor in the model, especially in very short-term
corporate bonds (Covitz & Downing, 2007). The
higher the liquidity, the lower is the credit spread
(Lo, Mamaysky & Wang, 2004).

5. Time-To-Maturity Risk

Since the volatility of the yield of corporate
bonds is related to the time-to-maturity, the credit
spread is affected by the time-to-maturity. This re-
lationship is called term-structure, which can be
increasing, decreasing or hump shaped. The main
theory related to the increasing shape is liquida-
tion theory.

The liquidation theory explains the relationship
between yield to maturity and time to maturity to
be an increasing function due to the fact that the

investor demands higher premiums on longer ma-
turity bonds in order to hold a longer one. There-
fore, the yield to maturity increases with the time-
to-maturity (Fabozzi, 2005).

MODEL

The credit spread change is determined from
the interest rate, macroeconomic, and liquidity fac-
tors and it is controlled by controlled variables.
The framework can be developed to the single-
and multiple-regime models. The multiple-regime
model applies the two regimes of the credit cycle,
low and high regimes, where a low regime refers
to the period when the credit spread mean or vari-
ance is low and not volatile and vice versa. The
regimes of the credit cycle are acquired from the
Markov regime switching model by Davies (2008)
and Maalaoui et al. (2008). It is assumed to have
two different regimes to avoid the difficulties in
the interpretation of the state’s phenomenon. More-
over, the computational resources and divergence
of the parameters are more assured with two states
assumption (Perlin, 2010). To study the change of
the sensitivities during two different regimes, the
interactive terms of the credit cycle are multiplied
with each explanatory variable and added to the
single regime model.

1. The Single-Regime Multiple Regression
Model

The model is simply an ordinary multiple re-
gression analysis with a general form expressed as
N
ACS! =aj+Y a! X +5] ¢))
i=1
where ACS/ is the credit spread change of credit
ratings and time-to-maturity portfolio j, o{ is a
constant, o] are estimated sensitivities of the ob-
served independent variables x, .

2. The Multiple-Regime Multiple Regression
Model

The multiple-regime multiple regressibn fo-
cuses on the regime change of the credit cycle by
adding additional interaction terms (Davies, 2008;



Maalaoui et al., 2008). The general term of the
multiple regime model is as follows

ACS! = B+ S PIXY + v ximer! + 3! XD xinter! +5!  (2)

ACS}* =B + i‘;/x,‘j’ +&! wheninter! =0 (3)

ACSIH =(p‘,’+7‘{)+i(ﬂ,’ +7 )XY + 5! wheninter; =1 “4)
where 8! and g/ are parameters of the low regime,
7{ and 7/ are parameters of the marginal effect
terms. The dummy variables inter;’ are equal to zero
when the credit cycle regime of portfolio j are in
low regime, otherwise one (Davies, 2008; Maalaoui
et al., 2008). B’ and g’ +7/ can be interpreted as
sensitivities of explanatory variables in low and high
regimes, respectively.

DATA

The individual corporate bond data are ob-
tained from the mark-to-market of the fixed-in-
comes prepared by the ThaiBMA via the iBond
database, including static credit spread', time-to-
maturity, and credit rating. To ensure that the port-
folios have no additional risk, the corporate bonds
with an embedded option and a floating coupon
type are filtered out. Moreover, they are discarded
whenever a bond has less than one year time-to-
maturity (Collin-Dufresne et al., 2001b; Maalaoui
et al., 2008). The bond without a credit rating ei-
ther TRIS or FITCH are also filtered out. The non-
investment bonds, i.e. with a credit rating lower
than BBB, are filtered out.

The aggregate static spread curves, CS,, are
constructed for each credit rating, j, e.g. AAA, AA,
A, BBB?, through the lognormal function as in
equation (5).

CS/(T)=a, In(1+T)+aq, o)
where CS/ is the static spread curve of portfolio j
at month ¢. It is a function of time-to-maturity 7,
and g, and a,are the parameters from the OLS of
CS!(T) and its related time-to-maturity 7 (Siwa-
mogsatham, 2010). The lognormal function gives
an increasing function which is reasonable for the
credit spread of corporate bonds that is increasing
with the time-to-maturity. The CS/(s,7) is a series
of credit spread at time-to-maturity 7 can be cal-
culated from the parameter obtained from the OLS.

The interest rate risk is captured by the inter-
est rate level, the slope of the yield curve, and the
interest rate volatility. The interest rate level (~”)
is obtained from the yield of two-year Treasury
yield ThaiBMA zero coupon yield curve. The proxy
of the slope of the yield curve (slope,””"*) is the
spread between 10-year and 2-year maturity Trea-

sury bonds. The historical interest volatility (/")
is calculated from the one-year historical interest
rate volatility using the daily spot rate of ten-year-
maturity Treasury bond yield from the ThaiBMA
zero coupon yield curve.

Macroeconomic risk includes equity market re-
turn and historical volatility of equity market re-
turn. The equity market index is obtained from the
Bloomberg database via Stock Exchange of Thai-
land (SET). The return of the stock market (set)
is the percentage change of the stock index. The
historical volatility of equity market return (o*)
is calculated from the standard deviation of daily
return back for 180 days from the Bloomberg da-
tabase.

Liquidity factors are measured by the missing
price, the ratio of non-trading days to the number
of days in the month of each bond. and the turn-
over ratio (furn) is a ratio between the total trad-
ing volume in the month to the number of out-
standing bonds (Maalaoui et al., 2008). The higher
the ratio, the more frequent trades are in the sec-
ondary market. The trading volume data is from
the pricing data from the ThaiBMA website. The
outstanding volume is calculated by using value of
the outstanding at the end of the month divided by
par value of 1,000 THB.

The interaction terms of each portfolio inter’
are obtained from the Markov Switching Model
using the time-series data of credit spread of each
portfolio as an input of the analysis. The credit
spread of each portfolio is assumed to have the
following process

InCS/ = u; +&5 (6)
where S, 1, 2 4 is the mean of InCS; at state S,
and sj,’ follows a normal distribution with zero

mean and variance aé’j . The means and variances

in regime 1 and 2 are different. The transition of
the state is assumed stochastic or it is uncertain



whether the state will change or not. Since the
switching process is assumed to be known, a tran-
sition matrix that controls the probability of mak-
ing a switch from one to another state is repre-
sented by the probability of a switch from state »
to state m between time rand ¢ + 1 (p,).

The estimation of the parameters in the Markov
Switching model is based on the maximum likeli-
hood using Hamilton’s filter (Hamilton, 1990). The
calculation process is to estimate the parameters
by employing Expectation-Maximization (EM) al-
gorithm, the iterative process to find the maximum
likelihood of the model with a latent variable
(Dempster, Laird & Rubin, 1977). The calculation
of the smoothed probabilities can be obtained from
an iterative process. The smoothed probability is
then used to weight y,. The OLS calculation of the
weighted y, is performed to generate the new esti-
mate parameter. The process is repeated again until
the value of the likelihood function is maximum
and the fixed parameter of 0 is found (Maalaoui et
al., 2008).

For this study, the calculation of smoothed
probability and parameter 0 is performed by
MATLAB package MS_Regress written by Perlin
(2010). Whenever the smoothed probability is
lower than 0.5, the credit spread is in the low re-
gime and vice versa. The smooth probability is
converted to dummy variable, inter/, using this
criteria (Maalaoui et al., 2008).

The control variables are defauit and time-to-
maturity risk. Corporate bonds with similar credit
ratings are assumed to have similar default risk,
while the same time-to-maturity reflects the same
time-to-maturity risk. Therefore, they are con-
trolled by setting portfolios of four ratings (e.g.
AAA, AA, A, and BBB) and three time-to-matu-
rity (e.g. short, medium, and long time-to-matu-
rity) (Collin-Dufresne et al., 2001b; Maalaoui et
al., 2008). Only the systematic risk factors are stud-
ied, due to the fact that the idiosyncratic risk can
explain a little part of the credit spread variation.

There are many problems related with the OLS
regression for time-series data. Firstly, the
nonstationary problem of the dependent and inde-
pendent variables can be conducted using ADF test.
If the null hypothesis cannot be rejected, the series
has non-stationary problems. The solution is to cal-

culate the first difference to the variable and retest
ADF again. Secondly, the multicollinearity prob-
lem in the independent variables can be tested by
calculating the correlation matrix and VIF test. The
criteria for severe collinearity is high correlation
(more than 0.80 or less than -0.80) and VIF > 5.
Thirdly, the appropriate lag terms of independent
variables is found by testing the univariate OLS
with credit spread change to minimize the AIC.

After running the OLS of either single-regime
or multiple-regime models, it is necessary to check
the other two problems, serial correlation and
heteroscedasticity problems in the error terms of
the regressions. To detect the serial correlation in
the error terms, the Botch Goffin Serial LM test is
used. If there is a serial correlation, the standard
errors are corrected by Newey-West standard er-
ror before reading the t-test. The heteroscedasticity
problem can be detected by the White test and the
standard errors can be corrected by the White stan-
dard error. However, if two problems are found,
the Newey-West standard error is selected
(Gujarati, 2003).

FINDINGS

The corporate bond data contains total trans-
action of 11,364. The number of samples in each
credit rating groups are different. Most of the
samples are in A with 324 bond issues and 5,907
observations. The OLS is used to fit the data for
each credit rating group on month ¢. Using these
parameters from the credit spread curve, the credit
spread at time-to-maturity at 2, 5 and 10 years of
each credit rating group at month ¢ can be esti-
mated. Table 1 shows the descriptive statistics of
credit spread of all portfolios.

The preliminary results is the Markov switch-
ing parameters as shown in Table 2, respectively.
The ADF test (The results are not shown here.)
shows that all variables are nonstationary except
for the volatility of the interest rate and return on
the equity market. Therefore, they are corrected
with the first difference. The ADF of the first dif-
ference shows that the first difference of the vari-
ables are stationary. The collinearity problem is
tested with correlation matrix and VIF test (The



results are not shown here.). The explanatory vari-
ables do not have severe collinearity problem. The
appropriate lags of the explanatory are tested and
it is found that the appropriate lags for equity mar-
ket return and volatility are two months (The re-
sults are not shown here.).

The summary of estimated parameters from
Markov regime switching model is in Table 2 us-
ing the assumption of a common mean and differ-
ent variance. The smooth probability can be plot-
ted against time as in Figure 1a. Interaction terms
can be constructed by using a continuous prob-
ability. Whenever the continuous probability is
lower than 0.5, the credit spread is in a low re-
gime, otherwise it is in a high regime. The interac-
tion terms are plotted in Figure 1b. Most of the
credit spreads have similar patterns of interaction
terms, a high regime between the end of 2008 to
the beginning of 2010, except for the medium-term
AA, which has a high regime from 2006 to the
beginning of 2010 and becomes low afterwards.

THE EMPIRICAL RESULTS

The results of the OLS analysis of a single-
regime model are presented in Panel A in Table 3.
The change of short-term interest for most of the
portfolios are negatively related to the credit spread
change, except for the low credit rating group. The
coefficient value increases with the time-to-matu-
rity. The result is consistent with the expected sign.
Only in the AAA rating group, the change of slope
of the term-structure is slightly positively related
with the credit spread change. Across all ratings
and time-to-maturity groups, the volatility of long-
term interest rate is not very significant and the
signs are mixed. The lag of return of the equity
market is negatively correlated with credit spread
change both economically and statistically. More-
over, the sensitivities increase consistently across
credit ratings and time-to-maturity groups. How-
ever, the change of the historical volatility of re-
turn of equity market is not statistically significant
across all portfolios. While the turnover ratio is
statistically significant in AA and A rating groups,
the missing price ratio is only statistically signifi-
cant in the AAA rating group. The sign of both

liquidity factors are as expected and the value of
sensitivities increase with the time-to-maturity.
Surprisingly, the BBB rating group is the only
group that is not related with liquidity factors.

Panel B in Table 3 shows the results from the
regression of the multiple-regime model. For the
low regime, for the BBB rating group, there is no
explanatory variable explaining credit spread
change. The interest rate factors are statistically
significant only for the AA and A rating groups as
expected. Only in the AA-medium term, the return
of equity market and its historical volatility are
slightly statistically significant. However, the sign
of the market return is not as expected. The li-
quidity factors are significant for all portfolios,
except the BBB rating group. Surprisingly, the sig-
nificant liquidity factors in a low regime are
switched from the single-regime model, i.e. the
missing price ratios are significantin the AAand A
rating groups, while the turnover ratio is signifi-
cant for the AAA rating group. The missing price
ratio has a similar sign as expected, while the sign
of the turnover ratio is positive. Note that the li-
quidity factor is significant only for the short- and
long-term time-to-maturity and not significant for
the medium-term time-to-maturity.

The marginal effect can be interpreted from the
second half of the Panel B in Table 3. The mar-
ginal coefficient of the change of short-term inter-
est rate of most of the portfolios are strongly sta-
tistically significant, except the BBB rating group.
The change of short-term interest rate is negatively
related with the credit spread change. The value
of the sensitivity increases with longer time-to-
maturity and lower credit ratings. The sensitivity
of the slope of the term-structure is positively sig-
nificant in all portfolios, except the A rating group
that the value increases with longer time-to-matu-
rity. The relationship between interest rate volatil-
ity is slightly statistically significant in the medium-
term AAA, the short- and the long-term AA groups.
However, the signs are mixed. For the AAA rating
group the relationship is positive as in theory, how-
ever, for the AA rating group the relationship is
negative. All portfolios have strong negative rela-
tionships between the lag of return of equity mar-
ket and the credit spread change. However, the
lag of change of historical volatility of the equity



market return is statistically related with credit
spread changes in the AA and A rating groups and
the medium-term BBB group. The signs are as
expected, except the short-term AA. The sensitivi-
ties are not economically significant in compari-
son to other explanatory variables. The liquidity
factors only play important roles for the medium-
term AA and A rating groups and the long-term A
rating group. The market liquidity has a negative
effect on the credit spread change, while the indi-
vidual liquidity factor has no relationship to all
portfolios. Liquidity cannot explain the credit
spread change for the AAA and BBB rating groups.
The adjusted R-squared for multiple-regime mod-
els is between 0.44 and 0.83, while the adjusted
R-square for single-regime models is between 0.29
to 0.45. The multiple-regime models can explain
the credit spread change better than the single-re-
gime models. For all portfolios, the Akaike criteri-
ons in multiple-regime models are lower than
single-regime models.

There is evidence of sign switch in the change
of interest rate in the AAA rating and the long-
term A A rating groups, the slope of the term-struc-
ture in all portfolios except for the A rating group,
the volatility of the interest rate in the medium-
term AAA rating, the short- and the long-term AA
rating groups. For the return of equity market all
portfolios have a sign switch. The change of the
equity market return has a sign switch in the A rat-
ing and the medium-term AA rating groups. Li-
quidity factor has no evidence of sign switch, ex-
cept for the turnover ratio in the medium-term AA

rating group.

DISCUSSION

The application of Markov switching model can
improve the explanatory power of the model. How-
ever, the low credit rating portfolio cannot be ex-
plained by the systematic risk as in previous stud-
ies (Collin-Dufresne et al., 2001b; Maalaoui et al.,
2008; Mongkonkiattichai & Pattarathammas,
2010). One of the possible reasons for this contra-
diction is the low number of samples in the BBB
rating group. Furthermore, the credit spread change
of a low credit rating can be explained by idiosyn-

cratic risk factors or other systematic factors.

The relationship between the change of short-
term interest rate and the credit spread change is
consistent with Longstaff and Schwartz (1995) and
Duffee (1998) who found that the increase of
change of short-term interest during an inflation-
ary period increases the firm value above the de-
fault threshold; therefore the default probability of
the firm is lower. The consequence is the narrow
credit spread change. This evidence confirms the
interest rate risk as in the structural model pro-
posed by Merton (1974).

The slope of the term-structure and the long-
term interest rate volatility are not significantly
related with credit spread change in most of the
portfolios. These results are consistent with Collin-
Dufresne et al. (2001b), Campbell and Taksler
(2003), Lepone and Author (2009), and Mongkon-
kiattichai and Pattarathammas (2010). The slope
of the term-structure can explain the credit spread
change only for the AAA rating group, however,
the sign is different from the expected outcome.
This is the indication that the change of term-struc-
ture and volatility of long-term interest rate are
not the driving force of credit spread change. When
including the credit cycle in the model, the slope
of the term-structure has a positive relationship
with the AAA, A, and BBB rating groups in high
regime. Though the sign is not as in the expecta-
tion theory by which the increase in the slope of
the term-structure refers to the higher future inter-
est rate and therefore the economy seems to be
better and the firm should gain more profit and
reduce the default probability as well as the credit
spread. During the credit crunch, the information
of increases of interest rate seemed to be bad news
for the market, such that during this period, the
market needed to have low cost of funds and re-
quired the authorities to stimulate the economy.
Therefore, when the signal of the raise of interest
rate occurs, the credit spread also increases.

The credit spread change is more sensitive to
the two-month lag of the return of equity market
than the change of interest rate. The result is simi-
lar to the previous studies (Longstaff & Schwartz,
1995; Duffee, 1998; Davies, 2008). The sensitivi-
ties monotonically increase with the lowering of
credit rating. Increases in equity market return dra-



matically impact the credit spread change of the
lower rating groups more than the higher rating
groups. Moreover, the return of the equity market
can be a leading indicator for the credit spread
change. The change of equity market impacts the
credit spread approximately after two months. This
result shows that the information flow from equity
market can affect the credit spread change, such
that the increase in the return of equity market re-
duces the default probability of a firm; therefore
the credit spread narrows. The efficient markets
hypothesis is rejected, since the past return of eq-
uity market can explain the change of credit spread
of corporate bonds as proposed in Smith (1990)
and Kwan (1996). However, in the low regime the
equity market return is not related with the credit
spread. Surprisingly, the lag of the change of vola-
tility of the equity market is statistically insignifi-
cant. This result is inconsistent with most of the
credit spread change studies in the U.S. (Collin-
Dufresne et al., 2001b; Huang & Kong, 2003;
Maalaoui et al., 2008), but is consistent with stud-
ies in Australian market (Lepone & Author, 2009)
and Thai market (Mongkonkiattichai &
Pattarathammas, 2010). This shows that the vola-
tility of the equity market may have a similar effect
on both Treasury and corporate bond in the same
direction. Therefore the spread does not have the
relationship with the volatility of the equity mar-
ket return.

Liquidity cannot explain the change of the BBB
rating group, while in the other portfolios the rela-
tionship between liquidity and credit spread is as
expected. This result is contradictory to the study
of Driessen (2005), Maalaoui et al. (2008), and
Nakashima and Saito (2009) who found that the
factor loading of liquidity factor is more signifi-
cant in the low rating group. However, the BBB
rating is the least traded portfolio among the oth-
ers. The liquidity factor seems to be ineffective
when using the very illiquid corporate bond.

The market liquidity and credit spread of the
AA and A rating groups are found to be negatively
correlated, while the missing price ratio, as a local
liquidity, can explain the change of the credit spread
in the AAA rating group with a positive relation-
ship. For the AA and A rating groups, the number
of corporate bonds is more than the number of

corporate bonds in AAA and BBB rating group.
Therefore the liquidity of the market can reflect
the liquidity of the two rating groups, while the
credit spread of the AAA rating group can be ex-
plained better with the local liquidity factor. It also
shows that including more than one liquidity proxy
in the models can help to explain the credit spread
change of different rating and time-to-maturity
groups.

Compared with the single-regime model, the
coefficient of local liquidity is significantinthe AAA
rating group, and the coefficient of market liquid-
ity is significant in the AA and A rating groups, the
low-regime seems to have different relationship,
such that the local liquidity can explain the credit
spread change for the AA and A rating groups as
expected and the coefficient of the market liquid-
ity is significant in the AAA rating group. How-
ever, the sign of market liquidity is not as expected.
This evidence shows that an increase in local li-
quidity can reduce the credit spread for the AA
and A rating groups, however, the market liquidity
can increase the credit spread of the AAA rating
group. If the market liquidity refers to the trade
volume of the AA and A in the credit market, dur-
ing the low regime, it seems that the demand of
the credit market goes to the AA and A rating
groups more than the AAA rating group. The in-
vestors seem to be more confident to trade in the
low rating group; therefore this behavior makes
the high rating corporate bonds more attractive and
the credit spread should increase.

The market liquidity seems to have a negative
correlation with the credit spread change for the
AA and A rating groups. Increases in market li-
quidity can reduce the credit spread. This same con-
clusion can be carried as in the single-regime. The
local liquidity and credit spread change of the AAA
rating group is not correlated.

Though most of the coefficients of the explana-
tory variables of a single-regime model and mar-
ginal effect seem to be identical, the multiple-re-
gime model can clarify the explanation of the rela-
tionship between the slope of the term-structure
and credit spread change under a high regime and
shows that there is no relationship between the
equity and the debt market during a low regime.
Liquidity factors can drive the credit spread change



regardless of credit cycle. The sign switch during
regime shift exists in interest rate and macroeco-
nomic factors, but there is no sign shift in liquidity
factors.

CONCLUSIONS AND RECOMMENDA-
TIONS

For the academic side, the results also show
that the Markov Switching Model can identify the
credit cycle regime in Thailand appropriately un-
der the assumption of different variances in two
regimes and the information of recovery rate can
help improve the explanatory power of the model.

For individual investors and bond issuers, they
should be aware of systematic risk in different re-
gimes. In the low variance period, only the inter-
est rate and liquidity factor play an important role
with credit spread. However, in high variance pe-
riod the interest rate and macroeconomic factors
affect the credit spread change.

For the regulator, the setting of monetary policy
can reduce the severe economic shock which re-
sults from the high cost of funding. As discussed
on the expectation of interest rate during the high
regime, if the regulator increases the interest rate
during this period, the credit spread will increase.
The regulator should relax the monetary policy until
the credit cycle reverses to a low regime.

In general, the higher the liquidity, the lower
the credit spread; therefore for all market partici-
pants in a secondary market, the high frequency of
trading can reduce the cost of funding, as well as
increase the NAV of the portfolio.

Future studies can focus on the idiosyncratic
risk factor regarding default and liquidity at the
firm level. Moreover, the study can be extended to
find other systematic risk factors that can relate to
the recovery rate and credit cycle of credit spread.
Changes in political policy, tax, and the effect of
sovereign risk of the credit spread can be tested
using event study. There should be awareness of
asymmetrical effects during high and low variance
of equity market return as discussed in Collin-
Dufresne et al. (2001b). Researchers thus can
implement the event study together with interac-
tive terms to refine the results during the transi-
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tion period.

Other techniques on other regime switching
models, such as SETAR?, PSTARY, or LSTAR’ can
be further studied to improve the explanatory
power of the model (Granger, Terasvirta & Ander-
son, 1993). The liquidity proxies have many vari-
eties of choices. The higher frequencies of the data
and more aspects of the data, e.g., price and vol-
ume of portfolio or bond market or co-movement
market, if available, should be included into the
model. The dummy variable of the regime of credit
cycle can be obtained by other methods such as
time-dummy variable, and self-extracting thresh-
old models.
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Figure 1: The Smooth Probability and Interaction Terms of Each Portfolio of Corporate Bonds
including short, medium, and long term time-to-maturity of credit ratings AAA, AA, A, and BBB. The
smoothed probability has a value between zero and one. The value shown here is the smoothed probabil-
ity of p,,. When p,  is near 1, it can be implied that the probability that the credit spread change is in high
regime state at time ¢ - 1 would stay in the high regime at time . The interaction terms are converted
from the smooth probability such that if the smoothed probability crosses the value 0.5, the regime of the
credit spread change from a low regime to a high regime, and vice versa. Therefore the smooth probabil-
ity which is more than 0.5 is converted to 1, otherwise 0. .
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S and K stand for standard deviation, skewness and Kurtosis, respectively.

Table 1: Descriptive Statistics of Credit Spread
This table shows the descriptive statistics of credit spread. The statistical results include mean,
median, max. and min., standard deviation, skewness, Kurtosis, Jarque-Bera and its p-value. For the
normality test, skewness and Kurtosis of the normally distributed residual is at 0 and 3.0. When the p-
value (p) of Jarque-Bera (JB) is sufficiently low, the null hypothesis that the residual is normally distrib-
uted is rejected. The notation on the first column are, CS/ is the aggregate credit spread of portfolioj. o,

Variables | Mean | Median | Max Min ] S K JB P Obs.
CsM4% 40.75 | 32.58 9895 | 26.56 | 18.80 |1.96 | 5.71 | 65.16 | 0.000 | 69
[\ it 6542 | 5264 | 15686 | 42.63 | 29.57 [ 1.94 | 5.66 | 63.53 | 0.000 | 69
CSA440 87.00 | 70.18 | 207.50 | 56.68 | 39.00 [ 1.93 | 5.63 | 62.85| 0.000 | 69
CSM% 5927 | 53.01 | 12897 { 3499 | 24.92 {149 | 4.59 | 32.69 | 0.000 | 69
CSM% 96.30 | 86.60 | 207.98 56.55 | 40.29 | 1.44 | 448 | 30.11 | 0.000 | 69
csMv° 128.67 | 116.24 | 277.07 | 7541 | 53.74 | 1.42 | 4.44 | 29.07 | 0.000 | 69
CS*” 83.36 | 66.49 | 198.66 5273 | 3940 [1.79 | 499 | 48.30 | 0.000 | 69
cs ¥ 133.66 | 110.03 | 304.21 84.15 | 58.03 |1.82 | 5.16 | 51.59 | 0.000 | 69
cs 177.64 | 149.01 | 396.51 | 111.61 | 74.42 | 1.83 | 5.23 | 52.68 | 0.000 | 69
(6 Vi 180.02 | 169.57 | 332.22 | 123.80 | 54.34 | 1.38 | 4.09 | 25.15 | 0.000 | 69
CS %% 292.98 | 27591 | 540.11 | 201.82 | 88.18 | 1.38 | 4.12 | 25.49 | 0.000 | 69
CSPER0 391.76 | 368.89 | 72191 | 270.04 | 117.77 | 1.38 | 4.13 | 25.63 | 0.000 | 69
Source: created for this study

Table 2: Estimated Parameters from Markov Regime Switching Model
This table presents the parameters of the switching regime model for AAA, AA, A, and BBB
Thai corporate bonds credit rating groups maturing in 2, 5, and 10 years. The natural logarithm of credit
spread has a common mean and two different standard deviations in the first and the second regime, i.e.
InCS; = u’ + &/, where ¢ follows a normal distribution with zero mean and variance o3/. The parameters
include p, 6, 5,, p,, and p,, stand for mean, standard variation of regime 1 and 2, conditional probabili-
ties of the process being in state 1 and 2, respectively. The values in parentheses are the p value from the

estimation.
Var. | AAA |AAA |AAAJAA |AA |AA |A A A BBB | BBB | BBB
@ |2yrs |Syrs |10yrs|2yrs |[Syrs |10yrs|2yrs (Syrs [10yrs|2yrs | Syrs | 10yrs
1} 345 1393 4.22 3.89 4.56 |4.72 4.12 [4.66 4.96 5.05 5.54 5.83
'(0.000)| (0.000) | (0.000)| (0.000) | (0.000)| (0.000) | (0.000)| (0.000) | (0.000)| (0.000)| (0.000)| (0.000)
o, 0.01 {o0.01 0.01 0.05 0.01 0.10 0.08 [0.01 0.01 0.02 0.02 0.02
(0.000) (0.000) | (0.000)| (0.000) | (0.001)| (0.017){ (0.000)| (0.000) | (0.000)| (0.000)} (0.000)| (0.000)
o, 0.60 ]0.58 0.57 0.54 0.21 0.17 0.34 }0.57 0.54 0.29 0.29 0.29
(0.005)| (0.005) | (0.005)] (0.025) | (0.000) | (0.000)| (0.000)] (0.007) | (0.007)| (0.01) | (0.01) | (0.01)
Py 098 |0.98 0.98 0.98 1.00 10.90 0.93 (0.98 0.98 0.98 0.98 0.98
(0.000)| (0.000) | (0.000)| (0.000) | (0.000) | (0.000) | (0.000)| (0.000) | (0.000) | (0.000)| (0.000){ (0.000)
Py 094 |0.94 0.94 0.91 0.98 0.90 0.67 {0.93 093 0.93 0.93 0.93
(0.000)] (0.000) | (0.000)! (0.013) | (0.000){ (0.000)| (0.000)| (0.000) | (0.000) | (0.001) (0.002)| (0.002)

Source: created for this study
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THE DETERMINANTS OF SUBORDINATES’ PERCEIVED LEADERSHIP STYLES IN
SMALL AND MEDIUM ENTERPRISES IN THAILAND

Tanawat Teepapal
Martin de Tours School of Management and Economics, Assumption University

Abstract

This study aims to examine the determinant factors of perceived leadership style in small and medium
enterprises (SMEs) in Thailand. Discriminant analysis results showed that leaders who used different leader-
ship styles (coercive, authoritative, affiliative, democratic, pacesetting and coaching) had different degrees of
emotional intelligence, personality traits, adversity quotient, and ethics of leadership.

Keywords: Leadership Styles, Emotional Intelligence, Big-Five Personality Traits, Adversity
Quotient, Ethics
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INTRODUCTTION ity to adapt as well as maintain situational control
through either task or relationship motivation.

Leadership has been a central conceptinorga-  Goleman (1995) postulated that an effective leader
nization theory for many years. Leadership styles  should have many styles to match different situa-
refer to the characteristics and behaviors of lead-  tions. However, Hersey and Blanchard (1996)
ers which have been defined in various ways, but  agued that no style of leadership had proved suit-
the key question is “what is the best leadership  able for all situations and the leader should choose
style?” Leadership styles have long been a matter  the style or adjust to match the situation taking
of discussion in order to determine the appropri-  into account the maturity/readiness of the follow-
ate characteristics or styles of leadership behavior  ers they encounter. Thus, the consensus of opin-
because style of leadership is crucial for the per-  ion is that there is no best style of leadership, and
formance and growth of an organization (Hogan,  that leaders need to adapt and adjust to match situ-
Curphy & Hogan, 1994). Leadershipisinanopen ation. Yulk (1999) pointed out that much research
system and leaders face various environmental un-  on leadership style has measured the behavior of
certainty from both inside and outside the com-  leaders but there is less evidence about integrating
pany. Environment uncertainty can affect strate-  factors of independent situations since different
gic planning, decision making and the performance  environment-related conditions of uncertainty as
outcome of the company (Matthews & Scott,  well as entrepreneurial culture influence the style
1995). Fiedler (1981) pointed out that leadership  and behavior of leaders. Thus, lack of an integra-
success is dependent upon personality and the abil-  tive model reveals a gap to investigate the devel-
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opment of the leadership phenomenon, especially
research in small and medium enterprises (SMEs).

In a global entrepreneurial monitors ranking in
year 2011, Thailand ranks the highest in terms of
established business owner-managers and statisti-
cally ranged high on early stages of entrepreneur-
ial activity than other countries around the world
(Kelly, Singer & Herrington, 2011; Virasa & Hunt
2008). The present study investigates the percep-
tions of subordinates regarding the factors associ-
ated with leadership styles among SMEs in the Thai
context. These factors include Big-Five personal-
ity traits, emotional intelligence, adversity quotient
and ethics.

LITERATURE REVIEW
Styles of Leadership

Shea (1999) pointed out that humans recipro-
cate with each other under the system of causal
interaction based on personal characteristics, en-
vironmental factors and cognitive self-regulation.
Furthermore, the self-regulation of leaders or man-
agers involves different behaviors to persuade fol-
lowers to accomplish tasks. The behaviors relevant
to persuade subordinates are referred to as leader-
ship style. The concept of leadership style is still
debated under various perspectives since different
approaches have led to different classifications of
leadership style such as transformational and trans-
actional leadership (Bass & Avolio, 1985); delegat-
ing, participating, selling, and telling styles (Hersey
& Blanchard, 1988); and McClelland and Hay/
McBer’s leadership typology (Goleman, 2000).
Styles of leadership are derived from different
conceptualization and operationalization of re-
searchers’ perspective (Giritli & Oraz, 2004). The
concept of leadership style is based on the charac-
teristics of task-relationship behavior between lead-
ers and followers (Chong & Wolf, 2009).

In this study, the researcher has adopted the
leadership style from David McClelland and Hay/
McBer’s leadership style typology. The six lead-
ership styles of McClelland are based on transac-
tional and transformational leadership concepts.
There are six styles of leadership that Hay/McBer’s
consulting firm found when studying effective lead-
ership in various situations and working environ-

18

ments worldwide (Goleman, 2000). The six
typologies of leadership were identified as coer-
cive, authoritative, affiliative, democratic,
pacesetting, and coaching leaders.

The coercive and the authoritative styles fall
under the transactional leadership definition; and
the affiliative, the democratic, the pacesetting, and
the coaching styles fall under the transformational
leadership definition (Giritli & Oraz, 2004). These
six styles stem from different aspects of emotional
intelligence but directly impact on the working en-
vironment or climate in a company (Goleman,
2000; Montgomery, 2006).

The leadership concept had been studied from
the trait, behavioral, and situational approaches in
order to define the patterns or characteristics of
effective leadership. However, most researchers
have accepted that there cannot be a consensus
and there are still no empirical studies to supporta
normative or best leadership style (Hersey &
Blanchard, 1996). Trait, behavioral and situational
approaches imply the status quo of leadership in a
company and makes it possible to predict future
performance. Itis essential that leadership should
match the situations or different climates in differ-
ent circumstances. Based on the social cognitive
perspective, the factors of emotional intelligence,
adversity quotient, ethics of leadership and the Big-
Five personality traits could be used to explain the
behavior or style of leadership in the current study.
These factors were derived from the relationships
among leadership variables by Yukl (2006) and
Derue et al., (2011).

Emotional intelligence

Emotional intelligence is one of the key fac-
tors that influences individual work performance
and successful life outcomes (MacCann et al, 2003;
Goleman, 1995). Goleman’s study found that in
almost 70 percent of cases, emotional competen-
cies is a determinant of people’s success (Goleman,
1995) and up to 30 percent of cases can predict
job performance (MacCann et al., 2003). Most
research on emotional intelligence and leadership
style focus on task oriented and people oriented
styles and transformation, transactional and laissez-
faire leadership styles but rarely distinguishes spe-
cific styles of leadership such as coercive, authori-
tative, affiliative, democratic, pacesetting, and



coaching styles. Many studies have confirmed that
effective leadership rests on transformational lead-
ership. For example, Palmer et al., (2001) found a
higher correlation between emotional intelligence
and transformational leadership than with transac-
tional leadership. Sunindijo et. al., (2007) con-
ducted research to investigate the relationship be-
tween leadership style and emotional intelligence
in construction project management in Thailand and
found that project managers and engineers who
gained high scores for emotional intelligence were
more likely to use open communication and a pro-
active leadership style. Goleman (2000) conducted
tests of emotional intelligence and leadership style
in different climates and found positive correlations
with authoritative, affiliative and coaching styles,
and negative correlations with coercive and
pacesetting styles. Thus, it is reasonable to hypoth-
esize that emotional intelligence is likely to be as-
sociated with leadership styles. Therefore, the first
hypothesis was posed as:

Hypothesis 1: Leaders who display differ-
ent levels of emotional intelligence will adopt
different leadership styles in SMEs in Thailand.

Big-Five Personality traits

Personality trait is one of the factors that ex-
plains the relationship between personality and
behavior. Many researchers have used personality
trait to measure performance and establish a tax-
onomy of personal attributes that can be extended
to measure various areas of administration. Most
researchers agreed to adopt the five-factor model
to measure and establish a taxonomy of personal-
ity attributes (Lord et al., 1986; Digman, 1990;
Barrick and Mount, 1991; McCrae and Costa 1997,
Judge, et al., 2002; Llewllyn and Wilson, 2003;
Williamson, Pemberton and Lounsbury, 2007).
Personality traits can be distinguished from cogni-
tive ability measurement. The results determine
the characteristics of personality in various situa-
tions with various behaviors and styles of leader-
ship. Moreover, the personality of individuals are
changeable over time (Alkahtani et al., 2011). The
meta-analysis of Derue et al. (2011) indicated that
the traits of leaders are associated with task com-
petence and interpersonal attributes. Vroom and
Jago (2007) adopted personality traits as disposi-
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tional variables in specific situations across con-
texts to determine leadership effectiveness. To
develop the prediction criteria of personality traits
and to determine the behavior or style of leaders,
the present study adopted the five-factor model
which includes extraversion, neuroticism, openness
to experience, conscientiousness, and agreeable-
ness. The researcher attempted to explore how
the five-factor model influences the choice of be-
havior or the style of leaders. This leads to the
following hypothesis:

Hypothesis 2: Leaders who display different
levels of Big-Five personality traits will adopt dif-
ferent leadership styles in SMEs in Thailand.

Adversity Quotient

The concept of adversity quotient (AQ) is a
measurement tool to determine how people re-
spond to situations and events in hardship circum-
stances (Hie, 2009). Stoltz (1997) argued that the
adversity quotient can measure, predict and en-
hance leader effectiveness by indicating areas to
improve performance outcome. The adversity quo-
tient (AQ) concept is derived from three scientific
fields: cognitive psychology (subconscious),
psychoneuroimmunology (mental and physical
health), and neurophysiology (habit) and enables
the measurement of how people respond to adver-
sity. Adversity intelligence can fill the gap between
intelligence and emotional intelligence since IQ and
emotional intelligence cannot explain one’s suc-
cess or explain why some leaders fall short in dif-
ferent levels of adversity events (Stoltz, 1997). In
the present study, the researcher explored the ad-
versity quotient (AQ) as an influential factor
upon the behavior or style of leaders as measured
by follower ratings. This leads to the following
hypothesis:

Hypothesis 3: Leaders who display differ-
ent levels of adversity quotient will adopt dif-
ferent leadership styles in SMEs in Thailand.

Ethics of Leadership
Ethical scandals involving business leaders are

a major impetus for the discussion of how leaders
ought to behave and how leaders demonstrate ethi-



cal conduct, especially in hardship situations. Eth-
ics of leadership is essential for an organization
and requires leaders to demonstrate ethical behav-
ior to followers in order to create successful out-
comes for the company. Ethics of leadership can
fill the gap between emotional intelligence and
adversity intelligence since a leader who has high
emotional intelligence and high adversity intelli-
gence might not be considered as being strong in
business ethics and morality. Schminke et al. (2002)
stated that the ethical behavior of a leader has a
significant influence on the ethical behavior of the
followers which is greater than other influences.
Moreover, Brown and Trevino (2006), Ponnu
(2009) and Piccolo et al. (2010) argued that ethi-
cal behavior of leadership is related to the selec-
tion of the style of leadership. Behaviors of differ-
ent leaders are characterized by different notions
of morality, beliefs and judgments (Kalshoven, et
al., 2011). Ponnu and Tennakoon (2009) found
that ethical leadership behavior has a positive im-
pact on employee outcomes in terms of employee
commitment and employee trust in leader. Hence,
the present study adopted the ethical leadership
scale (ELS) from Brown, Trevino and Harrison
(2005) to measure how ethics of leadership influ-
ences the choice of behavior or style by leaders.
This leads to the following hypothesis:

Hypothesis 4: Leaders who display differ-
ent levels of ethics will adopt different leader-
ship styles in SMEs in Thailand.

RESEARCH METHODOLOGY
Data Collection and Sample

This study was a comparative research that in-
vestigated the differences between emotional in-
telligence, leadership traits, adversity quotient, and
ethics of leadership and six leadership styles in the
Thai SME context. The present study was con-
ducted using a survey method with various mea-
surement scales. The research survey adopted a
questionnaire to assess leadership style. Since this
study was based on the perceptions of subordi-
nates on leadership styles and behavior, the par-
ticipants in this study were subordinates in small
and medium enterprises. A list of SME’s in Thai-
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land was obtained from the Office of Small and
Medium Enterprises Promotion (OSMEP). This
list was based on the Thailand’s Standard Indus-
trial Classification, 2009 (TSIC). According to
OSMEP (2010), the number of employees in SMEs
in Bangkok and suburban areas was estimated at
approximately 3,320,000 or 31.6 percent of regis-
tered employees in Thailand. The respondents in
this study included the manufacturing, retailing/
wholesale and service segments. This study em-
ployed the simple random sampling technique by
assigning all members into computer program and
picked randomly based on the abovementioned list
in order to ascertain that each individual of the
group has an equal chance of being selected from
the entire population (Kemper, Stringfield, &
Teddie, 2003). A total of 470 survey responses
were collected; however, 44 sets were removed,
the remaining 426 sets were usable for analysis
which was sufficient for this statistical hypothesis
test of discriminant analysis based from formula
by Yamane (1967).

Measurement of Variables

There were five variables constructed into a
measurement questionnaire that included the vari-
ables of leadership styles, emotional intelligence,
personality traits, adversity quotient, and ethics of
leadership.

The six leadership styles item scale was adapted
from a managerial style questionnaire (MSQ) by
David McClelland and the Hay group (1988) to
assess the leadership behavior and style from the
followers’ perspective. The MSQ questionnaire
was constructed to measure the managerial style
of a leader in work situations (Chusmir, Koberg &
Mill, 1989). The six leadership styles were depicted
as coercive, authoritative, affiliative, democratic,
coaching and pacesetting. The item describes the
characteristics of each of the six leadership styles.
The respondents could respond by choosing only
one number that matches their leader’s behaviors
and styles. The six leadership styles had six re-
sponses with anchors for each choice represent-
ing: 1 =coercive style, 2 = authoritative style, 3 =
affiliative style, 4 = democratic style, 5
pacesetting style, and 6 = coaching style.

The emotional intelligence was adapted from
the self-reported model by Schutte et al., (1998).



The reason for selecting a self-reported model of
Schutte is because the SSEIT scale found no cor-
relation between emotional intelligence and the Big
Five personality traits (Digman, 1990; Ackerman
& Heggestad, 1997; O’Boyle et al., 2011). The
questionnaire consisted of a 28 items scale with a
4-point, Likert scale format with 1 = strongly dis-
agree, 2 = not agree, 3 = agree, 4 = strongly agree.
The personality traits scale was adopted the Big
Five Inventory (BFI) by John, Donahue, and Kentle
(1991), cited in John and Srivastava (1999). Big-
Five personality traits were adopted as a control
variable to distinguish the traits of leaders using
different styles and behaviors. The questionnaire
consisted of a 44 item scale and four-point Likert
scale with 1 = strongly disagree, 2 =not agree, 3 =
agree, 4 = strongly agree. The scale determined
the personality characteristics of leaders across five
factors: extraversion, conscientiousness, neuroti-
cism, agreeableness and openness to experience.
The adversity response profile (ARP) by Stoltz
(1997) was adopted. The adversity quotient was
developed by Albert Ellis (1962) based on the ra-
tional emotive model of behavior. The adversity
quotient (AQ) is a measurement tool to determine
how well people respond to hardship situations.
The adversity quotient questionnaire consisted of
a 12 item scale with a 4-point, Likert scale format
with 1= strongly disagree, 2 = not agree, 3 = agree,
4 = strongly agree.

The ethical leadership scale (ELS) was adopted
from Brown, Trevino and Harrison (2005) to as-
sess the ethical component of leadership from the
followers’ perception. The ethical leadership scale

was designed to measure ethics of the upper level
management positions such as supervisor, manager
and leader in the organization. This questionnaire
consisted of a 10-item scale and 4-point Likert scale
continuum from 1 = strongly disagree, 2 = not
agree, 3 = agree, 4 = strongly agree.

Statistical Treatment of Data

The present study investigated the association
between the four determinant factors and six lead-
ership styles in the Thai SME context. The explor-
atory factor analysis (EFA) and multiple discrimi-
nant analysis (MDA) were performed to investi-
gate the phenomena in statistical terms in order to
predict group membership (leadership style). The
multiple discriminant analysis was applied to test
when the dependent variable is categorical and in-
dependent variables are measured on the interval
scales by calculating the variate’s weight in each
independent variable to compare the differences
between group means or centroid scores (Hair,
2006). The test of equality of group means was
used to examine the group differences in order to
test hypotheses 1 to 4.

RESULTS

The Wilks’ Lambda in Table 1 showed all of
the tests were statistically significant with the p
value < 0.01, hence all null hypotheses were re-
jected and H1-H4 were accepted. There were sig-
nificant differences in the levels of emotional intel-

Table 1: Group Descriptive Statistics and Tests of Equality for the Estimation Sample of the

Six-Group Leadership Styles
Independent Dependent Variables Group Mean Test of Equality of Group
Variables Means
Coe Au Aff Do Pae Coa Wilks’ | F Sig.
(n=40) | (n=97) | (n=67) | (n=131)] (n=36) | (n=55) | Lamda | Value
MElAware1 2.81 3.13 3.14 3.30 3.03 3.30 911 8.19 .000
MEIRegulate2 2.59 2.97 3.06 3.12 2.86 3.13 .897 9.64 .000
MEIiUtilize3 2.66 2.96 3.01 3.10 2.81 297 .912 8.06 .000
MExtraversion 2.85 2.99 2.94 3.12 2.96 3.02 .948 4.62 .000
MAgreeableness | 2.56 2.97 3.10 3.27 2.83 3.16 .822 18.2 .000
MConscientious | 2.82 3.05 3.12 3.29 2.94 3.26 .896 9.75 .000
[ MNeuroticism 2.51 243 2.41 2.33 2.51 2.29 .954 4.05 .001
MOpenness 262 2.88 2.88 3.02 2.83 2.92 .889 10.5 .000
MEthics 2.59 3.04 3.17 3.18 2.90 3.22 .828 17.4 .000
MAdversity 272 3.16 3.16 3.33 3.03 3.29 .867 12.8 .000
Note: Coe = Coercive, Au = Authoritative, Aff = Affiliative, Do = Democratic, Pae = Pacesetting, Coa
= Coaching.
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ligence, Big-five personality traits, adversity, and
ethics among leaders who adopted different lead-
ership styles.

Emotional Intelligence

The results showed that appraisal and expres-
sion of emotion were significantly different as per
leadership styles at the p < .05 level, F(5,420) =
8.193, Wilks’ Lambda = .911, p = .000. For ap-
praisal and expression of emotion: coaching (M =
3.30, SD = .453), democratic styles (M = 3.30,
SD = .418), affilative (M = 3.14, SD = .505), au-
thoritative (M = 3.13, SD = .433), pacesetting (M
= 3,03, SD = .557) and coercive (M =2.81, SD =
.582).

The results showed that regulation of emotion
was significantly different as per leadership styles
at the p <.05 level, F (5,420)=9.64, Wilks’ Lambda
=897, p=.000. For regulation of emotion: coach-
ing style (M = 3.13, SD = .443), democratic (M =
3.12, SD = .402), affilative (M = 3.06, SD = .416),
authoritative (M = 2.97, SD = .458), pacesetting
(M = 2.86, SD = .625) and coercive (M = 2.59,
SD = .595).

The result showed that utilization of emotion
was significantly different as per leadership styles
at the p <.05 level, F(5,420) = 8.06, Wilks’ Lambda
=912, p <.000. For utilization of emotion: demo-
cratic style (M = 3.10, SD = .404), affilative (M =
3.01, SD =.409), coaching (M =2.97, SD = .462),
authoritative (M = 2.96, SD = .367), pacesetting
(M = 2.81, SD = .428), and coercive (M = 2.66,
SD = .508).

Big-Five Personality Traits

The results showed that the levels of extraver-
sion were significantly different as per leadership
styles at the p <.05 level, F(5,420) = 4.62, Wilks’
Lambda = .948, p <.000. For extraversion: demo-
cratic style (M = 3.12, SD =.377), coaching (M =
3.02, SD = .349), authoritative (M = 2.99, SD =
.412), pacesetting (M =2.96, SD = .332), affilative
(M = 2.94, SD = .359), and coercive (M = 2.85,
SD = .378).

The results showed that neuroticism was sig-
nificantly different as per leadership styles at the p
< .05 level, F (5,420) = 4.05, Wilks’ Lambda =
.954, p < .001. For neuroticism: coercive (M =
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2.51, SD = .338), pacesetting styles (M = 2.51,
SD = .290), authoritative (M = 2.43, SD = .321),
affilative (M = 2.41, SD =.347), democratic (M =
2.33, SD =.341), and coaching (M = 2.29, SD =
.308).

The results showed that openness to experi-
ence was significantly different as per leadership
styles at the p <.05 level, F(5,420)=10.523, Wilks’
Lambda = .828, p <.000. For openness to experi-
ence: democratic style (M = 3.02, SD = .345),
coaching (M = 2.92, SD = .318), affiliative (M =
2.88, SD = .332), authoritative (M = 2.88, SD =
.316), pacesetting (M = 2.83, SD = .254) and co-
ercive (M =2.62, SD = .266).

The results showed that conscientiousness was
significantly different as per leadership styles at the
p <.05 level, F(5,420) =9.755, Wilks’ Lambda =
.828, p <.000. For conscientiousness: democratic
style (M =3.29, SD = .437), affiliative (M = 3.12,
SD = .503), authoritative (M = 3.05, SD = .435),
pacesetting (M = 2.94, SD = .456), coaching (M =
2.29, SD = .308), and coercive (M = 2.82, SD =
424).

The results showed that agreeableness was sig-
nificantly different as per leadership styles at the p
<.05 level, F(5,420) = 18.224, Wilks’ Lambda =
.828, p <.000. For agreeableness: democratic style
(M =3.27, SD = .401), coaching (M =3.16,SD =
479), affiliative (M = 3.10, SD = .499), pacesetting
(M = 2.83, SD = .446), authoritative (M = 2.97,
SD = .449), and coercive (M = 2.56, SD = .558).

Adversity Quotient

The results showed that adversity quotient was
significantly different as per leadership styles at the
p <.05 level, F(5,420) = 12.88, Wilks’ Lambda =
.867, p<.000. For adversity quoitient: democratic
style (M = 3.33, SD = .404), coaching (M = 3.29,
SD = .407), affiliative (M = 3.16, SD = .437), au-
thoritative (M = 3.16, SD = .420), pacesetting (M
=3.03, SD =.533), and coercive M =2.72,SD =
.590).

Ethics

The results showed that ethics of leadership
was significantly different as per leadership styles
at the p < .05 level, F(5,420) = 17.48, Wilks'
Lambda = .828, p <.000. For ethics: coaching (M



=13.22, SD = .375), democratic (M = 3.18, SD =
338), affiliative (M = 3.17, SD = .422), authorita-
tive (M =3.04, SD = 376), pacesetting (M =2.90,
SD = .458) and coercive (M = 2.59, SD = .556).

Table 2: Box’s M Test Results of Equality of
Covariance Matrices Test Results

Box's M 473.397
F Approx. 1.593
df1 275
df2 99627.301
Sig. .000

Tests nuil hypothesis of equal population covari-

ance matrices.

The Wilks’ Lambda was used to explain the pro-
portion of total variability not explained. The
Wilks’s Lambda of Canonical Disciminant of func-
tion 1 through 5 was 0.688 with statistically sig-
nificant with p value =<0.001. The value for chi-
square was 156.197 provides a statistical estimate
of model fit.

The independent variables (emotional intelli-
gence, the Big-Five personality traits, adversity and
ethical leadership) could predict group member-
ship based on leadership styles.

Standardized Canonical Discriminant
Function Coefficients

The Box’s M test was used to test the disper-
sion matrices of the independent variables (Hair,
2006). The results showed significant differences
between groups at the significance level p < 0.01
from multivariate normal.

Table 3: Summary of Canonical Discriminant

Functions
Func- | Eigen- | %of | Cumula-|Canonical|
tion value |Variance | tive % | Correla-
tion
1 .304 73.1 73.1 483
2 .0565 13.2 86.3 .228
3 .031 7.5 93.8 173
4 .021 5.2 98.9 .145
5 .004 1.1 100.0 .087

The Eigenvalues showed five discriminant

functions of the proportion of variance. The first
function accounts for 0.30 and 73.1% of the total
among-groups variability. This implied that func-
tion 1 could explain the variance at 73.1 percent

Function
1
MElAware1 -.097
MEIRegulate2 .053
MEIUtilize3 .236
MExtraversion -.186
MAgreeableness AN
MConscientiousness -.282
MNeuroticism -.054
MOpenness 315
MEthical .495
MAdversity -125

The standardized canonical discriminant func-
tion coefficient identifies the importance of each
predictor. The important factors in the grouping
of variables showed the values of awareness of
emotion (-.097), regulate of emotion (.053), uti-
lize of emotion (.236), extraversion (-.18), agree-
ableness (.711), conscientiousness (-.28), openness
to experience (.315), neuroticism (-.05), adversity
(-.12), and ethics (.495).

Table 4: Unstandardized Canonical
Discriminant Function Coefficients

and canonical correlation at 0-4_83- A large eigen- Canonical Discriminant Function Coefficients
value identified a strong function (Hair, 2006). Function
Thus, the function 1 was a good fit for the data. 1
MElAware1 -.206
Wilks’ Lambda mg:%?ulaateZ ;1;
Test of Wilks' | Chi-square | df | Sig. MExiravacoion o5
Function(s) | Lambda MAgreeableness 1.550
1 through 5 688 156.197 50 | .000 MConscientiousness -.622
2 through 5 .896 45.643 36 | .130 MNeuroticism -.163
3through 5 | 945 23425 24 | 495 mg&‘j"“fss &851,
4through5 | 975 10699 | 14 | 710 e dvlgarlsity - ‘231
5 .996 1.865 6 | .932 (Constan®) 8.053
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Table 4 shows the canonical discriminant func-
tion coefficient of all the independent variables. In
this table, six groups were used to calculate the
discriminant function:

D = -8.053 -.206 x Awareness + .115 x
Regulation + .564 x Utilize - .495 x Extraver-
sion + 1.55 x Agreeableness - .622 x Consci-
entiousness - .163 x Neuroticism + 985 x
Openness + 1.23 x Ethics - .281 x Adversity

Table 5: Functions at Group Centroids of
Leadership Styles
Functions at Group Centroids
Function
Style 1
Coercive -1.416
Authoritative -.143
Affiliative .241
Democratic .458
Peacesstting -.541
Coaching .251

Unstandardized canonical discriminant
functions evaluated at group means

Table 5 above indicates the average discrimi-
nant score for subjects in the six groups. The com-
parison of group differences can be assessed
through the group centroid, the average of aver-
age discriminant scores (Z scores). The results
indicate that in function 1 the average discrimi-
nant score was coercive (-1.416), authoritative (-
.143), affiliative (.241), democratic (.458),
pacesetting (-.541), and coaching (.251).

The classification results provide a summary
of categorical cases analysis on dependent vari-
ables on the basis of the set of independent vari-
ables. There were 32.6 percent of the original
group cases correctly classified. The results of
coercive (57.5%), authoritative (13.4%), affiliative
(26.9%), democratic (42%), pacesetting (33.3%),
and coaching (32.7%) were correctly classified.

DISCUSSION

Discriminant analysis was conducted which
aimed to predict group membership (coercive, au-
thoritative, affiliative, democratic, pacesetting, and
coaching) of 426 cases on six leadership styles
group. Ten independent variables were used as
predictors (appraisal and expression of emotion,
regulation of emotion and utilization of emotion
emotional intelligence, extraversion, agreeableness,
conscientiousness, openness to experience, neu-
roticism, adversity quotient and ethics). Box’s M
indicated, M =437.39, F (275,99627.3) = 1.5,p <
.001.

The discriminant function demonstrated a sig-
nificant association between groups and predictors,
X¥(DF = 50, n =426) = 156.19, p < 0.0001, with
the discriminant function accounting for 23.3% of
the between-group variability.

The structure matrix of correlations between
predictors and the discriminant function presented
that each independent variables displayed a struc-
ture coefficient in excess of .30. The highest value
was found for agreeableness (.833) followed by

Table 6: Classification Results

Classification Resuilts
Predicted Group Membership Total
Style Coercive | Authori- | Affilia- | Demo- Peaing | Coach-
tative | tive cratic | cesstting
Original | Count | Coercive 23 7 -2 0 5 3 40
Authoritative 15 13 21 20 18 10 97
Affiliative 7 5 18 15 8 14 67
Democratic 7 9 27 55 13 20 131
Peacesstting 9 6 2 2 12 5 36
Coaching 6 4 10 13 4 18 65
% Coercive 57.5 17.5 5.0 .0 12.5 7.5 100.0
Authoritative 15.5 13.4 21.6 20.6 18.6 10.3 100.0
Affiliative 10.4 7.5 26.9 22.4 11.9 20.9 100.0
Democratic 5.3 6.9 20.6 42.0 9.9 156.3 100.0
Peacesstting 25.0 16.7 5.6 5.6 333 13.9 100.0
Coaching 10.9 7.3 18.2 23.6 73 | 327 100.0

a. 32.6% of onginal grouped cases correctly classified.
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ethics (.814), adversity (.690), openness to expe-
rience (.610), regulate of emotion (.609), consci-
entiousness (.579), utilize of emotion (.548),
awareness of emotion (.541), extraversion (.345).

In univariate comparisons, mean score on
awareness of emotion was found to be significantly
higher for democratic and coaching style (M =
3.30) compared a with coercive style (M = 2.81),
F(5,420) = 8.19, p < 0.001. Mean score on regu-
late of emotion was found to be significantly higher
for coaching style (M = 3.13) compared with co-
ercive style (M =2.59), F(5,420)=9.64, p <0.001.
Mean score on utilize of emotion was found to be
significantly higher for democratic style (M =3.10)
compared with coercive style (M =2.66), F(5,420)
= 8.06, p < 0.001 . Mean score on extraversion
was found to be significant higher for democratic
style (M = 3.12) compare with coercive style (M =
2.85), F(5,420)=4.62, p<0.001. Mean score on
agreeableness was found to be significantly higher
for democratic style (M = 3.27) compared with
coercive style (M = 2.56), F(5,420) = 18.2, p <
0.001. Mean score on conscientiousness was found
to be significantly higher for democratic style (M
= 3.29) compared with coercive style (M = 2.82),
F(5,420) =9.75, p <0.001. Mean score on neu-
roticism was found to be significantly higher for
coercive and pacesetting style (M = 2.51) com-
pared with coaching style (M = 2.56), F(5,420) =
4.05, p < 0.001. Mean score on openness to
exprience was found to be significantly higher for
democratic style (M = 3.02) compare with coer-
cive style (M = 2.62), F(5,420) = 10.5, p < 0.001.
Mean score on ethics was found to be significantly
higher for coaching style (M = 3.22) compared with
coercive style (M = 2.59), F(5,420) = 174, p <
0.001. Mean score on adversity was found to be
significantly higher for democratic style (M =3.33)
compared with coercive style (M =2.72), F(5,420)
=12.8, p <0.001.

The classification procedure for the total
sample of 426 cases, 139 (32.6%) overall were
classified correctly. Correct classification rates
were observed by coercive (57.5%), authoritative
(13.4%), affiliative (26.9%), democratic (42%),
pacesetting (33.3%), and coaching (32.7%).
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IMPLICATIONS AND CONCLUSION

This study provides important knowledge for
SME leaders to apply an appropriate style and be-
havior in the competitive markets of Thailand. Al-
though many organizations focus on financial per-
formance to determine success, another indicator
of organizational success should be derived from
subordinates’ happiness and satisfaction because
subordinates are an important element driving or-
ganizational growth and success. Subordinates’
perceptions and concerns in the form of feedback
can be seen as the key to employee satisfaction in
the workplace and also can be used as guidelines
for leaders and organizational development.

After a thorough analysis of data, the follow-
ing recommendations are suggested for managers/
leaders for SMEs in Thailand. Employees per-
ceived that leaders who showed agreeableness,
ethical and adversity of leadership which allow sub-
ordinates to participate in the decision-making pro-
cess, encourage subordinates to share ideas and
opinions that could lead to ability to solve prob-
lems by teamwork and collaboration, were more
democratic. Democratic leadership style was re-
ported as the most effective for successful entre-
preneurs and company performance in western
countries (McCarthy, Puffer & Darda, 2010).
Leaders should realize that the styles they think
they are using might not be effective in the percep-
tion of the subordinates. Moreover, agreeableness,
ethics and adversity contribute toward a democratic
style which is seen as competitive for fostering
success and growth for small and medium enter-
prises in Thailand.
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BUSINESS ETHICS OF TOUR OPERATORS FOR SUPPORTING SUSTAINABLE
TOURISM DEVELOPMENT AND ITS DETERMINANTS: A CASE OF THAILAND

Rugphong Vongsaroj
Graduate School of Tourism Management National Institute of Development Administration

Abstract

This research aims to measure the awareness and the performance of tour operators (TOs) re-
garding sustainable tourism development (STD) ethical behavior and to explore the characteristics of
TOs affecting their STD ethical performance. Qualitative data was obtained from interviews with stake-
holders and quantitative data collected from a survey of 130 tour operators in Chiangmai and Phuket
provinces to answer the research objectives. The results reveal that the tour operator have awareness of
STD ethical behaviour at a rather high level but their performance regarding STD ethical behaviour was
at amoderate level. In addition, the study found a statistically significant difference between their aware-
ness and performance. The value of registered capital is the only variable that has a significant effect on
TOs’ STD ethical performance. Furthermore, several policy recommendations for closing the awareness
gap and implementation gap were drawn in this study.

Key words: business ethics, tour operator, sustainable tourism development
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INTRODUCTION ronmental erosion and radical change in local com-
munity ways of living. Thus, the tourism industry
The tours industry has played a crucial role for  needs thoughtful planning and managing of devel-
Thailand’s economic development; contributionto  opment in ways that provides benefits to all par-
job creation, export revenue generation, and the  ties.
engine of local development. However, it is broadly The World Tourism Organization (2001) has
acknowledged from tourism development in the  defined sustainable tourism development (STD) as
past that those gains have normally imposed cost ~ “Tourism that takes full account of its current and
to society in several aspects; for example, envi- future economic, social and environmental im-
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pacts, addressing the needs of visitors, the indus-
try, the environment and host communities”. To
attain the STD, the collective participation of key
stakeholders in the tourism industry is essential;
the key stakeholders include tourists, tourism at-
traction organizations, tourism service providers,
local community, national and local public admin-
istration, and tour operators.

Within tourism industry structure, tour opera-
tors (TOs) still play influential roles (Budeanu
2005) in promoting or ignoring STD to both back-
ward and forward stakeholders in the tourism sup-
ply chain (see Figure 1). These influential roles
evolve from many factors including; (1) asymmet-
ric information between TOs and tourists, (2)
economies of scale from purchasing tourism re-
lated services at a high volume or in the long-term
contract, (3) high bargaining power of TOs over
the services providers. From the role of TOs de-
scribed above, it can be concluded that TOs is cer-
tainly a key player in promoting and mobilizing
STD.

In order to utilize TOs as a vehicle for pro-
moting STD, the initial key success factor should
be present. The primary condition is the business
ethics of TOs regarding the concept of STD (Fen-
nel & Malloy 1995; Karwacki & Boyd 1995).
Therefore, it is vital to explore the business ethics
of TOs and to figure out the determinants of their
ethical behavior in order to draw up a correct and
effective strategy for promoting STD ethical be-
havior of the TOs. Thus, this research has two ob-
jectives; (1) to measure the awareness and appli-
cation of TOs regarding STD ethical behavior and;
(2) to explore the internal factors of TOs affecting
STD ethical behavior. The researcher selected
Chiangmai and Phuket as the geographical area for
the study because both destinations represent popu-
lar tourism destinations of Thailand. Although tour-
ism products of Chiangmai (Culture and Moun-
tainous Nature) and Phuket (Entertainment and
Coastal Nature) are different, both group of tour-
ism products are the core tourism products of Thai-
land. Moreover, there are significant numbers of
local tour operator firms located in both areas.
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LITERATURE REVIEW
Sustainable Tourism

Since the World Commission on Environment
and Development (1987) gave the meaning of sus-
tainable development as “a process to meet the
needs of the present without compromising the
ability of future generations to meet their own
needs” in its report, the concept of the sustainable
development has been used extensively in almost
all branches of development. For example, the
World Tourism Organization: WTO (2001) has
defined sustainable tourism as “Tourism that takes
Sull account of its current and future economic,
social and environmental impacts, addressing the
needs of visitors, the industry, the environment and
host communities”. Although the definition is suf-
ficiently flexible to allow a variety of approaches
and interpretations of the concept (Cernat &
Gourdon 2007), the diversity in views has led some
scholars to question its utility (Middleton &
Hawkins 1998). However, in general, it can be in-
terpreted that this definition emphasizes the bal-
ance of tourism development in three dimensions
including; 1) current and future development op-
portunity; 2) economic, social, and environment
impacts; and 3) the impact to all stakeholders in
the tourism supply chain.

More recently and specifically, the United Na-
tions Environment Program: UNEP (2005), en-
acted 12 objectives of sustainable tourism devel-
opment (STD) as follows; economic viability, lo-
cal prosperity, employment quality, social equity,
visitor fulfillment, local control, community well-
being, cultural richness, physical integrity, biologi-
cal diversity, resource efficiency, and environmen-
tal purity. Furthermore, several international or-
ganization have defined and set indicators for mea-
suring sustainable tourism development (Eurostat,
2006; ONS, 2011; NWTO, 2004)

Tour Operators and Tourism Sustainability

Weaver and Oppermann (2000) demonstrated
that tour operator business is rather similar to travel
agency because they both sell tourism products di-
rectly to the tourists. However, Page (2003) ar-



gued that a tour operator is different from a travel
agent in that tour operators mix the individual tour-
ism services and sell it as a tourism product for the
price that cover all elements.

In the tourism supply chain as shown in figure
1, tour operators play crucial roles in mobilizing
sustainable tourism development. Budeanu (2005)
clearly stated the significant potential of tour op-
erators (TOs) to influence a large number of cus-
tomers for several reasons include; (a) the major-
ity of international travellers continue using tour
operator services; (b) bargaining power over ser-
vice providers from its large scale and bulk pur-
chasing order; (c) its ability to save time and money
for travellers compared with the case that they ar-
range all elements in the tour package by them-
selves; (d) function of linking or matching supply
with demand for tourism enable TOs to have su-
perior information and ability to forecast market
trends.

Tourists

-

{? Travel Agents

Accomm || Restau || Souve- [{ Transpor Tourism
odation || rant nir || tation Activity
: : Provider

Figure 1: Tour operator in the Supply Chain
Source: Author

The emergence of Tour Operators’ Initiative
(TOI) is evidence of the awareness of the leading
TO firms that have clear strategy and action in pro-
moting sustainable development (TOI, 2003). The
TOI has progressively executed its effort in pro-
moting capacity building, the engagement of tour
operators to the sustainable tourism development
(UNEP 2005), the knowledge transfer from best
practice to other TOs (TOI 2003), and the improve-
ment in tourism supply chain management accord-
ing to the concept of sustainable development (TOI
2004) (Schwartz et. al., 2008).
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Tour Operators Business Ethics and Its Deter-
minants

In general, business ethics is the accepted way
of conducting business for promoting fairness, and
maximizing benefits to society (Schermerhorn
2008). In the tourism industry, WTO (2001) has
published a global code of ethics for tourism which
consists of 10 principles, and many organizations
have released documents regarding ethics in the
tourism industry with the focus on tour operators
in certain areas. For example, Tearfund (2001) re-
vealed the experiences of 65 U.K. based tour op-
erator in practicing responsible business and World
Wildlife Foundation (WWF 1999) published the
code of conduct for tour operators in the Arctic.

Hultsman (1995) investigated the literature on
tourism and ethics. He categorized tourism ethics
into 5 general categories, ecological issues, mar-
keting issues, sustainable development issues, hu-
manistic and social issues and tourism education
issues. As these 5 categories of tourism ethics are
not firmly related to sustainable tourism develop-
ment, Fennell and Malloy (1999) classified tour
operator ethics into 3 categories; economic, social
and ecological scenarios.

Regarding the determinants of tourism opera-
tors’ business ethics, Fennell and Malloy (1999)
employed a multidimensional scale to measure the
ethical nature of tourism operators and to test the
difference between ecotourism, adventure, fishing,
cruise-lines and golf operators. The research re-
sults revealed that ecotourism operators has the
highest score followed by adventure, fishing, cruise
and golf operators. However, the definition of tour-
ism operators in their study is not clear as to
whether they are the tour operators or tourism ser-
vice providers.

DATA AND METHODOLOGY

This research employs both qualitative and
quantitative data. The quantitative data is obtained
from the questionnaire distributed to all Thai tour
operators located in Chiangmai and Phuket; 130
questionnaires were returned and used to perform
quantitative data analysis. The questionnaire con-



sists of 3 parts; firm information, the awareness
level of firm on the STD ethical behaviors (eco-
nomics, social, management, and environment as-
pects), and their performance on those STD ethi-
cal behaviors (5 scales interval questions).

To attain the research objectives, the data from
the survey was analyzed with descriptive statis-
tics, including frequency, percentage, arithmetic
mean and standard deviation, to explore the TOs’
characteristics, their awareness and performance
toward STD ethical behavior. Inferential statisti-
cal analysis, namely, dependent sample t-test was
used to test the significance of difference between
awareness and performance toward STD ethical
behavior. Moreover the independent sample t-test
and analysis of variance (1-way ANOVA) were also
used to investigate the influence of TOs’ charac-
teristics on their STD ethical performance.

In addition, to explain the quantitative analysis
results and to draw up policy recommendations,
this study also collected qualitative data from in-
terviews with key stakeholders of the tourism in-
dustry in both provinces; including tour business,
tourism service provider business (hotels,
homestay, guesthouses, restaurants, transportation,
souvenir shops, and tourism activity providers),
community leaders, local government agencies, and
regional government agency. The questions asked
of the stakeholders are about their expectations
and opinions on the roles of tour operator to pro-
mote STD.

RESULTS

Characteristics of Tour Operator Firms in
Chiangmai and Phuket

Most tour operator firms in both provinces
have multifunction roles in their business, such as,
reserving hotel and air flights (same as the travel
agent), developing and selling package tour to
group tourists, and selling their own package tours
to the individual tourists. The majority of them
(91%) are owned by Thai, they mostly have regis-
tered capital of less than 5 million THB (82%),
and employ less than 10 staffs. This implies that
most of them are small business enterprises. How-
ever, 59% of them have experience of conducting
this business for more than 5 years. As per their
profitability rate, almost half of them are able to
make profit of more than 10% from the sales rev-
enue.

STD Ethical Behaviour Awareness and Perfor-
mance

In general, the TOs reveal their awareness of
the overall STD ethical behaviour at a rather high
level (z = 3.41). They are aware the ethics in as-
pect of environment at highest score (x = 3.59),
followed by social aspect (x = 3.58), management
aspect (x = 3.27), and economic aspect (z = 3.22),
as shown in figure 2.

Overall environment aspect

Overail management aspect

! Overall social aspect

i Overall economic aspect

0.00 0.50 1.00 1.50 2.00

250

¢ Awareness Level

# Performance Level |

5.60 |
!

3.00 3.50 4.00 450

Figure 2: The Awareness and Performance Level of Tour Operators Toward STD Ethlcal
Behavior
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Figure 3: The Difference Between Awareness and Performance Level of Tour Operators
Toward STD Ethical Behavior

Table 1: The One-Sample t-test for testing the Difference Between Awareness and

Performance

STD Ethical Awareness Performance | dependent Significant Value

Behaviour of TO Level Level t-test statistics | t-statistics

Economic 3.22%* 2.73 7.60 0.00

Social 3.58** 3.22 5.11 0.00

Management 3.27** 2.75 7.10 0.00

Environment 3.59*%+ 3.03 5.89 0.00

Overall 3.41%** 2.93 7.00 0.00

** significant at 0.01 level
Regarding the performance of TOs toward g < 43R 804y Max Value AWARENESS GAP

STD ethical behaviour, they generally implement
it at a moderate level (x = 2.93). Among the 4 as- xssss Awareness N
pects of STD ethical behaviour, their performance IMPLEMENTATION
on the STD ethical behaviour in social aspect (x = Performance GAP

3.22) is the highest, compared to environmental
aspect (x = 3.03), management aspect (x = 2.75),
and economic aspect (x = 2.73).

STD Ethical Behaviour Awareness and Perfor-
mance gap

Figure 3 presents the difference between aware-
ness level and performance level of TOs on all 4
aspects. Inferential statistics analysis was per-
formed in order to verify significance of the differ-
ences. The results of 2-way hypothesis testing with
one-sample t-test analysis as shown in table 1 sug-
gests that awareness level toward STD ethical

32

Figure 4: Awareness Gap and Implementa-
tion Gap of Tour Operator

behaviours of TOs in all aspects are significantly
different from their performance level at statisti-
cally significant level of 0.01. Therefore, from fig-
ure 3 and figure 4, it can be concluded that the
TOs have awareness gap and implementation gap.



STD Ethical Behaviour Determinants

Organization Size in Terms of Registered Capital

It can be seen from the results of the analysis
of variance on table 2 that the size of TOs firms in
terms of registered capital value affects their STD
overall ethical performance and in the aspect of
economics and environment. Further analysis for
finding the significant difference of STD ethical
performance between 3 size groups of TOs based
on registered capital was performed and the re-
sults are shown in table 3.

From the results shown in table 3, it can be
inferred that the TOs having registered capital of
less than 1 million THB have significantlly lower
level of STD ethical performance overall and in
the aspect of economic and environment compared
to the TOs that have registered capital performance
of higher than 5 million THB. Moreover, the TOs
having registered capital between 1 and 5 million
THB also significantly perform STD ethical
behaviour less than those having registered capital
of more than 5 million THB.

Table 2: The 1-way ANOVA Results of Testing STD Ethical Performance Among TOs with
Different Value of Capital Registered

STD Ethical Performance of TO | Statistics Statistics Value | dfl | df2 sig

Economic F-test! 5.833** 2 127 0.004
Social F-test! 2.759 2 127 0.067
Management F-testl 1.322 2 127 0.270
Environment Brown-Forsythe? 6.119%* 2 126.12 | 0.003
Overall F-test! 4.410* 2 127 0.014

Ithe test for equality of variance (Levene’s Test) reveal that TOs with different register capital have indifferent

level of variance in their performance.

2the test of equality of variance (Levene’s Test) reveal that TOs with different register capital have significant

different level of variance in their performance.
* gignificant at 0.05 level
** gignificant at 0.01 level

Table 3: The Resuits of Testing STD Ethical Performance Among TOs with Different Value of
Capital Registered

Registered Capital X Less than 1 million 1 - 5 million More than 5 million
THB THB THB

STD ethical performance in economic aspect (tested with LSD)

Less than 1 million 2.50 -0.36* -0.58**

THB (0.016) . (0.002)

1 - 5 million 2.86 -0.22

THB (0.270)

More than 5 million 3.08

THB

STD ethical performance in environment aspect (tested with Dunnett T3)

Less than 1 million 2.82 -0.25 -0.69**

THB (0.443) (0.001)

1 - 5 million 3.06 -0.44*

THB (0.033)

More than 5 miilion 3.51

THB

STD ethical performance in overall (tested with LSD)

Less than 1 million 2.75 -0.26 -0.50**

THB (0.068) (0.005)

1 - 5 million 3.01 -0.24

THB (0.191)

More than 5 million 325

THB

1significant values are in parenthesis
*significant at 0.05 level
**gignificant at 0.01 level
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Table 4: The 1-way ANOVA Results of Testing STD Ethical Performance Among TOs with
Different Length of Experience in Doing Business

STD Ethical Performance of TO Statistics | Statistics Value | dfl | df2 | sig

Economic F-test' 1.743 3 126 | 0.161
Social F-test! 0.453 3 126 | 0.715
Management F-test! 1.284 3 126 | 0.283
Environment F-test! 0.487 3 126 | 0.692
Overall F-test! 0.765 3 126 | 0.516

ithe test for equality of variance (Levene’s Test) reveal that TOs with different register capital have indifferent

level of variance in their performance.

Experiences of Doing Business

The results of statistical testing of the differ-
ence of STD ethical performance among the TOs
with different years of experience in doing busi-
ness are shown in table 4. The table reveals that
the TOs with different length of doing business have
indifferent STD ethical performance on all aspects
at a statistical significance level of 0.05.

Finding from Stakeholders Interviews

The tour operator firms and stakeholders
mostly agree that the obstacles or limitations for
TOs to perform their business in accordance with
STD ethical behavior are (1) the cooperation of
tourism service providers; (2) the commitment of
the firm owners or top managers; (3) the concern
regarding rising costs or losing their competitive
advantage as a result of being ethical; (4) the price
war competition among TOs forcing the firms to
cut some costs by having to ignore the negative
consequences; and (5) the short term vision when
conducting TO business; short run profitability is
more important. On the other hand, most of them
disclose that the huge incentives that motivate TOs
to perform the STD ethical behavior are (1) cus-
tomer satisfaction, (2) the firm reputation; (3) the
greater sales revenue and access to the high value
clients; and (4) lower risk.

DISCUSSION AND CONCLUSION

The TOs level of awareness and performance
according to the STD ethical behaviour in terms
of social and environment is higher than the man-
agement and economics aspects because the so-
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cial environment impact can directly affect the at-
tractiveness of their tourism products and conse-
quently affect their business opportunity while and
management and economic issues may not directly
affect their opportunity in doing business.

Regarding the gap analysis, the results from
figure 3 and figure 4 confirm that there are two
types of gaps remaining among the TOs, which
are awareness gap (gap between full score (5) and
their awareness level) and implementation gap (gap
between awareness level and performance level).
To close the awareness gap, the results from quali-
tative analyses suggests 3 measures which include;
(1) raising awareness and promoting responsible
tourism to tourists and all other parties in the sup-
ply chain is essential (see figure 5); (2) encourag-
ing the TOs to have a long-term business vision,
thus they will pay more attention to long-run prof-
itability and sustainability; (3) informing and edu-
cating the TOs about their extensive contribution
to STD, since most of the TOs perceive that they
are intermediaries which create no direct impact
on the social and environment. In addition, the pos-
sible measures for closing the implementation gap
are: (1) conducting capacity building program to
TOs in order to incubate attitude, knowledge and
skill in conducting business according to STD ethi-
cal standards; (2) raising awareness among stake-
holders in the supply chain which enables the TOs
to receive cooperation from their partners; (3) pro-
moting the cluster development of TOs because,
with the cluster, the TOs can collectively raise their
bargaining power with other parties and can effec-
tively induce the tourism service providers to con-
duct their business in a sustainable way.

The results reveal that the TOs with higher reg-
istered capital have higher STD ethical performance



Figure 5: Measures for Closing Awareness Gap
and Implementation Gap of Tour Operator
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than those with lower registered capital. This is
because the higher the capital invested, the longer
the business vision. Thus, the higher capital inten-
sive TOs tend to pay more attention to the firm
reputation and customer satisfaction than the lower
capital intensive firms.

References

Budeanu, Adriana. (2005). Impacts and responsi-
bilities for sustainable tourism: a tour opera-
tor’s perspective. Journal of Cleaner Produc-
tion. 13, 89-97.

Cernat, Lucian. & Gourdon, Julien. (2007). Is the
Concept of Sustainable Tourism Sus-tainable?.
CERDI

Eurostat. (2006). Methodological Work on Mea-
suring the Sustainable Development of Tour-
ism. European Commision

Fennell, David A. & Malloy, David C. (1995). Eth-
ics and Ecotourism: A Comprehensive Ethics
Scale. Journal of Applied Recreation Research.
20, 163-183.

Fennell, David A. & Malloy, David C. (1999). Mea-
suring The Ethical Nature of Tourism Opera-
tors. Annals of Tourism Research. 26, 928-943.

Karwacki, J., & C. Boyd. (1995). Ethics and
Ecotourism. Business Ethics. 4, 225-232

Middleson, Victor T.C. and Hawkins, Rebecca.
(1998). Preface. Sustainable Tourism. ix-xii

35

ONS. (2011). Sustainable Tourism: A Review of
Indicators. United Kingdom Office for Na-
tional Statistics

Page, Stephen J. (2003). Tourism Management:
managing for change. Butterworth-
Heinemann

Roberts, Sherma. & Tribe, John. (2008).
Sustainability Indicators for Small Tourism
En-terprises - An Exploratory

Schermerhorn, John R. (2008) Management. 11ed.
Wiley & Sons

Schwiartz, Karen., Tapper, Richard., Font, Xavier.
(2008). Sustainable Supply Chain Man-
agement Framework for Tour Operators. Jour-
nal of Sustainable Tourism, 16, 298-314,

Tearfund. (2001). Tourism: Putting Ethics into
Practice.

TEATA. (2011). Sustainable Thai Tour Operator
Standard, Informed by the Global Sustainable
Tourism Criteria. (online)

TOL. (2003). Sustainable Tourism: The Tour Op-
erators’ Contribution. Tour Operators Initia-
tive for Sustainable Tourism Development

TOI. (2004). Supply Chain Engagement for Tour
Operators: Three Steps Toward Sus-tainability.

UNEDP. (2005). Integrating Sustainability into
Business. A Management Guide for Re-
sponsible Tour Operations.

Weaver, D. & Oppermann, M. (2000). Tourism
Management. Brisbane: Wiley & Sons

World Commission on Environment and Develop-
ment. (1987). From One Earth to One World:
An Overview. Oxford: Oxford University Press.

World Tourism Organization. (2001). Global Code
of Ethics for Tourism. World Tourism Organi-
zation

World Tourism Organization. (2004). Indicators
of Sustainable Development for Tourism Des-
tinations: A Guidebook. World Tourism Orga-
nization

WWFE. (1999). Code of Conduct for* Tour Opera-
tors in the Arctic

About the Author:

Rugphong Vongsaroj obained has doctoral
degree from the Graduate School of Tourism Man-
agement, National Institute of Development Ad-
ministration. His email address is

rugphong@gmail.com



THE RELATIONSHIPS OF FINANCIAL ASSETS IN FINANCIAL MARKETS DURING
RECOVERY PERIOD AND FINANCIAL CRISIS: EVIDENCE FROM THAILAND
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Abstract

The aim of this paper is to examine the long run relationship between SET index, gold price, 1-
year, 2-year, and 10-year Government Bond Yield (GB), and 1-month and 3-month T-bill rate in Thai's
financial market for the period between March 2001-December 2010 using Johansen method and to
study their short-run adjustment through the Vector Error Correction Model (VECM) in order to find
the speed of adjustment towards long run equilibrium. Moreover, this paper also tests the impact on each
variable resulting from the changes in other variables by using Impulse Response Function and Variance
Decomposition Test. Results found that during economic recovery period, SET index has positive rela-
tionship with gold price, 2-year GB yield, and 3-month T-bill rate. Meanwhile, during economic crisis,
SET index has a positive relationship with gold price, 1-year, 10-year GB yields, and 3-month T-bill rate.
The Vector Error Correction model indicated that in the recovery period SET index rapidly adjust itself
back to equilibrium after deviating from long run path, while during crisis period 1-year GB yield is the
fastest in adjusting back to long run equilibrium. Moreover, the Impulse Response Function presented
that SET index is significantly affected by the shock of itself which is consistent with the Variance
Decomposition Test which indicates that the variation of SET index is mainly due to the change of itself
during the recovery period; while during crisis, SET index has a positive response to the shock of itself.
Variance Decomposition Test reported that 98.95% of variation of SET index can be explained by its
own changes.

Keywords: Cointegration, Financial crisis, Gold, Stock market, Bond market
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INTRODUCTION

The Thai financial market primarily consists of
stock market, bond market, money market and gold
market. The Stock Exchange of Thailand (SET)
was established since 1974 and until the end of
2011 there were 471 listed companies in the mar-
ket (Stock Exchange of Thailand (SET), 2011). It
is an essential market as a source of funds for cor-
porate and an alternative investment for investors
rather than savings in banks. Besides, the Thai bond
market was small and underdeveloped prior to the
1997 Asian financial crisis. There were only gov-
ernment and state enterprise bonds in the market
till 1998 when the government issued bonds for
the first time to support the lack of liquidity in the
financial markets as a result of the crisis in 1997.
Consequently, the market size and trade volume
increased significantly in the bond market. The
structure of the Thai bond market is divided into
two major components, which are government
bonds, and corporate bonds whereby government
bonds accounted for approximately 85% of total
market outstanding in the Thai bond market
(Chabchitrchaidol & Panyanukul, 2005).

In addition, Money market, represented by
Treasury bills (T-bills), is a short-term debt instru-
ment with maturity less than 1 year. Treasury bills
in Thailand were first issued in 1945 with a total
value of THB 50 million, and were ceased in 1990.
In September 1999, the government has begun
reissuing Treasury bills. In general, Treasury bills
typically have 28 days, 91 days, and 182 days ma-
turity periods.

Furthermore, Gold market is another essential
market in recent years. In Thailand, gold has be-
come more popular after the US subprime crisis
which began in late 2007. The investors’ behavior,
particularly in Thailand, has changed in the last few
years from people who buy gold for jewelry to
those that buy for speculating, which shows a new
perspective of financial market development in
Thailand.

The aim of this study is to investigate the long
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run and short run relationships among financial
assets in the Thai financial market. The period of
testing is divided into two sub-periods, the first
period is economic recovery period after Asian fi-
nancial crisis in 1997 starting from March 2001 to
June 2007, and the second period is financial crisis
period affected by US subprime crisis starting from
July 2007 to December 2010. Johansen
cointegration approach is used to test the long run
movement of asset variables and Vector error cor-
rection (VEC) model is applied to examine the
speed of adjustment of variables in the short run.
Besides, the impulse response function and Vari-
ance Decomposition are utilized to measure the
interaction of each asset to the shock of other as-
sets in the markets. This empirical study is benefi-
cial to the individual investors, whereby the un-
derstanding of financial assets’ relationships and
their movement will support the investors’ deci-
sion in selecting the combination of assets in their
portfolios to enhance the effective management of
their asset allocations.

REVIEW OF THEORIES AND EMPIRICAL
STUDIES

1. Modern Portfolio Theory

Modem portfolio theory is a theory related to
maximizing expected return and minimizing risk
by choosing the proportions of various assets in
the portfolio. This is the fundamental concept of
Markowitz (1952, 1959) in his work on “Portfolio
Selection”. He argued that the investor should
maximize the expected return and minimize risk
level in their portfolio by selecting a combination
of various assets to obtain the highest returns in
the future. Moreover, Haugen (2001) has stated
that the investor can make a decision to allocate
assets in order to diversify risk and earn the ex-
pected return in portfolio. He divided asset alloca-
tion decisions into 2 types (i) strategic asset allo-
cation decisions as regards the relative amount of



assets classes for long term investments and (ii)
tactical asset allocation focusing on the short term
adjustments when the prices of assets are changed
to help investors rebalance their portfolios.

2. Related Empirical Studies

There are several papers which have applied
cointegration method to examine long run relation-
ships for financial assets. For instance, the research
by Aktar (2009), Yang, Kolari, and Min (2003),
'Wang and Huyghebaert (2008), Chen, Gerlach, and
Cheng (2009) and Azman-Saini, Azali, Habibullah,
and Matthew (2002), Janak and Sarat (2008),
Psillaki and Margaritis (2008) examined the
cointegration of stock markets both internation-
ally and domestically. The results of those papers
found that the stock markets are integrated across
countries, but major stock markets in the world
such as US and Japan’s stock market tend to influ-
ence performances of emerging markets in Asia.
Moreover, the Asian stock markets are more inte-
grated after the financial crisis in 1997.

Besides, the papers by Jeon, Ji, and Zhang
(2012), Falkowska and Lewicki (n.d.), Laopodis
(2008), and Mills and Mills (1991) studied the in-
ternational linkages of the government bond yields
across countries by using cointegration analysis.
These studies found that there is no cointegration
between bond markets and international bond mar-
kets, which implied that there is no existence of a
long run relationship in the bond markets across
countries. This is because bond yields are deter-
mined by the policy of each country.

Some empirical studies examined the relation-
ship between stocks and bonds for instance, Ahmed
(2009), Johansson (2010), and Lim, Ong, and Ho
(2012) studied the relationship between stock and
bond markets. The authors found that stocks and
bonds have a negative correlation to each other. In
addition, Hartmann, Straetmans, and de Vries
(2004) analysed the comovement between stocks
and bonds by focusing on the flight to quality case
(meaning a crash in stock markets accompanied
by a boom in government bond markets) by using
a novel approach. The authors found that when
stock markets crash, the investors will move their
investment to bonds but this does not happen dur-
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ing market stability.

Moreover, there are few papers which studied
the relationships between stocks, bonds and Trea-
sury bills such as Antell (2004) who studied the
volatility linkages in the Finnish stock, bond, and
money markets. The author found that the volatil-
ity of bonds and money market does not influence
stock market, but the money market volatility has
a negative effect on both stocks and bonds mar-
kets. Recent research from Farrell (2011) analyses
the return and risk data for major assets such as
stocks, bonds, and T-bills over an 80 years period.
The author found that stocks provided the highest
risk as well as returns, whilst bonds generated a
lower returns and lower variance than stocks. For
the T-bills, it was found that there was little vari-
ance compared to bonds and they provided the low-
est returns among different financial assets.

Furthermore, there are empirical studies on
gold market and its relation to other asset markets
such as stock indices, bonds and commodities in-
dices. Researchers such as Dempster (2008),
Herbst (1983), Lawrence (2003), Smith (2001,
2002), Wozniak (2008), Baur and Lucey (2009),
and Do and Sriboonchitta (2010) applied Granger
causality test and Johansen cointegration technique.
Those authors concluded that the prices of gold
move independently from stock markets, but gold
prices and bonds move in the same direction. Be-
sides, Ranson and Campbell (2005), and Gulati and
Mody (1982) studied the role of gold as a safe
haven, and as a leading indicator for inflation and
interest rates. The results show that gold serves as
a diversifier asset for investors during the financial
market uncertainty as well as a good predictor of
nominal long and short term interest rates.

Since the previous empirical studies have ex-
amined the relationships of various types of as-
sets, this study uses similar methodology of Baur
and Lucey (2009) as a guideline to identify the long
run and short run relationship between the differ-
ent types of financial assets by focusing on the
domestic market in Thailand. The research frame-
work and methodology are presented in the next
section.



RESEARCH FRAMEWORK AND METH-
ODOLOGY

1. The Conceptual Framework

The Johansen cointegration method is applied
to examine the long run relationship among SET
index, gold price, 1-year, 2-year, and 10-year gov-
ernment bond (GB) yields, and 1-month, 3-month
Treasury bill (T-bills) rates using daily data for the
economic recovery period, starting from March
2001 to June 2007 and the financial crisis period,
starting from July 2007 to December 2010. Vec-
tor Error Correction Model (VECM) is used to
test the speed of adjustment of asset variables in
the short run dynamic. Apart from examining
cointegration relationship, it is useful to identify
the interaction of each variable to other variables
by applying Impulse Response Functions to exam-
ine the response of assets. Variance decomposi-
tion is applied to test how one asset is influenced
by the shocks of other assets in the model.

The variables in this paper consist of (i) SET
index, denoted by (SET), (ii) Gold price, denoted
by (Gold) is the selling price which is quoted in
Thai Baht, (iii) 1-year, 2-year, and 10-year gov-
ernment bond (GB) yields, denoted by (GB1Y),
(GB2Y), and (GB10Y), respectively, (iv) 1-month
and 3-month Treasury bill rates representing the
short-term interest rates in money market, denoted
by (TBILL1M) and (TBILL3M). All variables are
daily data and collected from March 2001 to De-
cember 2010. The raw data was obtained from
Bloomberg for SET index and gold prices. Gov-
ernment bond yields and Treasury bill rates were
gathered from the website of Thai Bond Market
Association (www.Thaibma.or.th). All variables are
converted into the natural logarithm form for
cointegration analysis.

2. Methodology

For the workflows of testing Johansen
cointegration, all variables have to undergo the Unit
root test. The Augmented Dickey-Fuller (ADF)
unit root test is applied to each individual variable.
The test of the unit root hypothesis was introduced
by Dickey and Fuller (1979, 1981) and the follow-
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ing hypotheses are tested:-

H:p = 0 (variable contains a unit root),
and

H;: B = 0(variable is stationary)

The null hypothesis (HO) is rejected if t-statis-
tics is smaller (negative) than the critical value, it
means that the series are stationary (Griffiths, Hill
& Lim, 2007).

Secondly, the important step is to select an ap-
propriate lag length to be included in the model.
This research uses Akaike Information Criteria
(AIC) to compute the optimal lag length where
the smaller value of AIC is selected (Harris, 1995).

After obtaining the order of integration using
ADF test and the optimal lag length to be included
in the model, the Johansen cointegration analysis
is used to investigate the long run relationship of
variables in the model. The important aspect of
conducting Johansen cointegration test is to de-
termine the number of cointegrating vector (r) or
rank. There are two statistical tests to determine
the rank () which are trace test and maximum
eigenvalue.

The functional forms of test are given as;

z,,m(r)=-rim(1—f1.») and

f=r+l

A (ryr+1)=-T ln(l —fm)

where r is the number of co-integrating vectors
and i, is the estimated value for the ith ordered
eigenvalue (characteristic roots) from the I'T ma-
trix. T is the number of observation.

The hypothesis of A, are;

H:r=0 H:0<r<g

The hypothesis of X are;

Hi:r=0 H:0<r+1

For the hypothesis of trace statistic, if the null
hypothesis (r = 0) cannot be rejected, then it im-
plied that there is no cointegrating vectors. Con-
sequently, the test for long run relationships is com-
pleted because if there is no long run relationship,
then there is no short run relationship as well. How-
ever, if the null hypothesis (» = 0) is rejected, then
it implies that there is cointegrating vector, and
there is existence of long run relationship among
variables (Brooks, 2002).

Johansen cointegration test is based on vector
error correction model (VECM). This is because



VECM is a useful technique for testing for
cointegration in a whole system of equations in
one step and without requiring a specific variable
to be normalized (Maysami & Koh, 2000). The
functional form of VECM is presented as follows:

-

[AGOLD, [AGOLD, [AGOLD, , “
ASET, ASET, , ASET, , “
AGBI0Y, .. |AGBIOY,, AGBI10Y, , “
AGB2Y, |=S'r|AGB2Y, |+0|AGB2Y,, |+|u,
AGBYY, " | AGBY,,, AGBYY, , H
ATBILL3M, ATBILL3M, , ATBILL3M, , | |,
| ATBILLIM, | (ATBILL\M,, | | ATBILLIM,, | |,

This model contains seven variables of the first
difference, and k-1 lags of the first differenced de-
pendent variables p is the white noise residual vec-
tor with E (1) =0, E (1, 1) =0 wherei=1, 2,

.., k-l and T, =(iﬂ,)—lg where represents short-

J=1
term adjustments among variables across seven
equations at the ith lag.

n=(ﬁp,)~1, the IT matrix contains the coeffi-
Jal

cients of long run equilibrium of seven variables in
the data vector. It can be defined as IT = ef8’, where
o is the speed of adjustment to disequilibrium, B is
a matrix of long run coefficients.

Finally, to determine how one variable responds
over time to a shock of other variables or its own
shock, Impulse Response Function (IRF) approach
is used to examine how the shock of one asset can
effect to other assets in different markets. Vari-
ance Decomposition is useful to determine how
much of the forecast error variance for any vari-
ables in a system can be explained by innovations
(or shocks) to each explanatory variable in the sys-
tem over a time horizon (Brooks, 2002). This analy-
sis will identify how each asset contributes to the
shock of other assets and the volatility transmis-
sion across markets.

RESULTS
1. Unit Root Test

As cointegration requires that the variables are
stationary in the same level or integrated of the

40

same order, the use of Augmented Dickey Fuller
(ADF) with no intercept and no trend is applied.
The null hypotheses of unit root in both periods of
March 2001-June 2007 and July 2007-December
2010 cannot be rejected for each individual vari-
able at 95% confidence level, and it suggested that
all variables are non-stationary. Then each variable
is tested at the first difference and the results show
that the null hypotheses of unit root test in the first
difference can be rejected at 95% confidence level,
and it indicates that all variables are stationary.
Hence, all variables are integrated at level one or
I(1) which means that they are stationary after the
first difference.

2. Lag Length Selection Criteria

The results presented in table 1 are the optimal
lag length, which is selected based on the lowest
values of Akaike Information Criterion (AIC).
Thus, AIC determined 6 lags (-44.99688) for the
first period (Mar. 2001 - Jun.2007) and 3 lags (-
40.65263) for the second period (Jul.2007 -
Dec.2010).

Table 1: Lag Order Selection

Lag AIC AIC
(Mar.01-Jun.07) | (Jul.07-Dec.10)

0 -11.83583 -10.46646

1 -44.56368 -40.19277

2 -44.85608 -40.62459

3 -44.83932 -40.65263*

4 -44.83831

5 -44.82924

6 -44.99688*

Johansen Cointegration Test

Table 2 and 3 present the trace statistics which
indicate that the period from Mar. 01 to Jun. 07,
the null hypothesis of 3 cointegrating equations
cannot be rejected at 5% significance level, while
in the period from Jul. 07 to Dec. 10, the null hy-
pothesis of 4 cointegrating equations cannot be
rejected at 5% significance level. This implies that
there is existence of long run relationships among
asset variables in both periods.

Table 2 and 3 presents the results of the A,__



Table 2: Johansen Cointegration Test Summary for Mar. 01-Jun. 07
Hypothesized Eigenvalue Trace Statistic 0.05 Prob.**
No. of CE(s) Critical Value
None * 0.043425 187.9281 111.7805 0.0000
Atmost 1 * 0.032096 114.8962 83.93712 0.0001
At most 2 * 0.019363 61.23176 60.06141 0.0397
At most 3 0.009814 29.06705 40.17493 0.4047
At most 4 0.004388 12.84306 24.27596 0.6349

Trace test indicates 3 cointegrating eqn(s) at the 0.05 level

*denotes rejection of the hypothesis at the 0.05 level

**MacKinnon-Haug-Michelis (1999) p-values

Table 3: Johansen Cointegration Test Summary for Jul. 07-Dec. 10

Hypothesized Eigenvalue Trace Statistic 0.05 Prob.**
No. of CE(s) Critical Value

None * 0.068040 178.6088 111.7805 0.0000
Atmost 1 * 0.036993 114.4851 83.93712 0.0001
Atmost2 * 0.035823 80.18318 60.06141 0.0004
Atmost 3 * 0.029699 46.98637 40.17493 0.0089
At most 4 0.010821 19.55128 24.27596 0.1759

Trace test indicates 4 cointegrating eqn(s) at the 0.05 level
*denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

and A,,_ tests. Based on the above results, it con-

cludes that there are 3 cointegrating relationships

at 5% significance level for the period from Mar.

01 to Jun. 07 and there are 4 cointegrating rela-

tionships at 5% significance level for the period

from Jul. 07 to Dec. 10. For normalizing with re-
spect to SET index, the cointegrating coefficients
of long run relationship of SET to other assets
during recovery are given below;
p = (1.00,-3.707384, 253.0218, -122.0847,
25.88216, 188.5573, -328.0658)

and this gives the cointegraing relation as;

LSET, = 3.707384LGOLD-253.0218LGBI1Y *+
122.0847LGB2Y-25.88216LGBI10Y -
188.5573TBILLIM;+328.0658TBILL3M,

During economic recovery period, it shows that
the SET index has a positive correlation with gold
price, 2-year GB yield and 3-month T-bill rate,

while SET index has an inverse correlation with 1-

year, 10-year GB yields and 1-month T-bill rate.

For the crisis period, after normalizing with
respect to SET index, the cointegrating coefficients
of long run relationship of SET to other assets are
given below;
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B = (1.00,-0.683334,-11.27484, 7.717752,

-0.646741, 8.115458, -4.039348)

and this gives the cointegraing relation as;

LSET, = 0.683334LGOLD+11.27484LGBIY -
7.717752LGB2Y +0.646741LGB10Y -
8.115458TBILLIM+4.039348TBILL3M,

For the financial crisis period, the coefficients

of gold price, 1-year, 10-year GB yields and 3-

month T-bill rate have a positive relation to SET

index but the 2-year GB yield and 1-month T-bill
rate show a negative relation to SET index. The
next steps will analyze the short-term relationships

among financial asset variables.
4. Vector Error Correction Estimation (VECM)

Table 4 presents the results of the VEC esti-
mation during recovery period and crisis period. It
shows the coefficient of lagged variables in the error
terms which measure the speed of adjustment of
variable after deviating from long run equilibrium.
During recovery period, the coefficient of SET in-
dex implies that the speed of adjustment in the short
run deviation from the long run path is faster than



Table 4: Results of Vector Error Correction Estimation

Error SET GOLD GB1Y GB2Y GB10Y TBILLIM | TBILL3M

Correction:

1# period -0.000142 | -0.0000503 -0.0000321 | 0.0000656 | -0.0000475 | -0.000068 | 0.0000734
[-3.784]*** | [-1.92954}* [-1.08856] | [1.78457]1* | [-1.54962] [-1.71386]* | [2.22644]**

2 period 0.000268 -0.000096 0.006598 0.001117 0.001351 -0.002152 | 0.001261
[0.15795] [-0.07112] [5.37437]**rF [0.78149] {0.86997] [-1.70291]* | [1.09159]

Note: Figures in ( ) indicate Standard errors & [ ] indicate t-statistics
[*] indicates significant at 90% confidence level, [**] indicates significant at 95% confidence level, [***]

significant at 99% confidence level.

other assets by moving downward to the long run
equilibrium by approximately 0.000142 percent.
In the crisis, the speed of adjustment of 1-year GB
yields in the short run increased as compared with
the earlier period because its coefficient value
0.006598 percent adjusted itself when it moved
away from long run path by rising upward to long
run equilibrium.

5. Impulse Response Function (IRF) Analyses

During the recovery period, IRF results show
the response of assets in the market to the shocks
of stock market considering 5 days market varia-
tions. It found that all financial assets have a nega-
tive response to the stock market shock immedi-
ately but only 10-year GB yield has a positive re-
sponse 2 days later. It indicated that stock market
has a low response to the shock of other assets in
the markets, while gold price has a negative re-
sponse to the shock of stock market and bond
market. Moreover, 2-year and 10-year GB yields
have an inverse response to the shock of 3-month
T-bill rate. Furthermore, during financial crisis, the
results show that government bond yields and Trea-
sury bill rates have a positive response to the stock
market shock while gold price has a negative re-
sponse and only little impact from the stock mar-
ket shock. Meanwhile, SET index and gold price
have a negative response to the shocks of bond
market and T-bills, but Gold price has a positive
response to the shock of 3-month T-bill rate. Bond
market has an inverse response to the change in
10-year GB yield and 3-month T-bill rate. In addi-
tion, T-bills rates have an inverse response to the
change of 10-year GB yield.
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6. Variance Decomposition Analyses

The variance decomposition results found that
during the recovery period the changes in SET in-
dex and gold price can be fully explained by their
own shocks where variations are mainly due to their
own changes 99%. For government bond yields,
variations are attributed mainly from the shock in
the bond market as well as stock market. For, 1-
month and 3-month T-bill rates variations attrib-
uted from 1-year GB yield 0of 25.77% and 35.97%,
respectively. These results imply that the variations
of stock market and gold price have limited im-
pact from the changes of other assets in the mar-
kets during recovery period.

On the other hand, during the financial crisis
the variation of SET index is completely explained
by its own shock in the first day and then decreases
to 98.95% after 5 days where variation is attrib-
uted to the 10-year GB yield. Similarly, gold’s
variation is mainly explained by itself on the first
day and 5 days after the shock impact from itself
and 1-year GB yield decreased to 97.68%. For
bond market, variation in 1-year and 2-year GB
yields are attributed to the variation of 10-year GB
yields. Furthermore, the variations of T-bill rates
are attributed by themselves and 1-year GB yield.
Thus, results in both periods show that variations
of stock market and gold price are mainly explained
by its own shock.

CONCLUSION AND RECOMMENDATIONS

During the recovery period, SET index, gold
price, 2-year GB yield, and 3-month T-bill rate
move in the same direction in the long run. In the



short run, SET index seems to adjust itself fastest
after shifting away from long run path, while 1-
year and 10-year GB yields move independently
of the SET index. For the crisis period, SET in-
dex, gold price, 1-year and 10-year GB yields have
moved together in the long run, whereas 3-month
T-bill rate show, a insignificant and negative rela-
tionship to stock market. It implies that 3-month
T-bill will not impact stock market volatility. While
the testing of speed of adjustment in the short run,
it is found that 1-year GB yield has rapidly ad-
justed itself after deviating from long run path.
Thus, the investor may select shares, gold, and
Government bonds, which have maturity longer
than 1 year, in order to diversify risks in their port-
folios and consider 1-year, 10-year GB as a hedger
during the recovery period. Besides, the shares,
gold, 1-year and 10-year GB, and 3-month T-bill
should be considered for investment in the long
run.

However, the results of impulse response indi-
cates that gold responds negatively to the shock
of stock market. Hence, it can be either a hedger
or diversifier against stock market when the mar-
ket is unstable. Moreover, the variation of stock
market is mainly due to its own shock according
to variance decomposition results.

Additionally, for allocating assets in a portfo-
lio, investors should consider the economic fac-
tors and political situations in domestic and out-
side countries to make decision in managing their
portfolio apart from the asset correlations.

For further research on Thai financial markets,
researchers should focus on the relationships of
financial assets between Thailand and other Asian
countries. The study on the cointegration rela-
tionships of various types of assets in the interna-
tional markets will be beneficial to the investors
which will help to enhance the efficiency in their
portfolio management, asset allocation and risk
diversification across markets.
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THE ACCEPTANCE OF COSMETIC SURGERY: A STUDY ON THAI WOMEN IN
BANGKOK

Wareerath Akkalatham
Martin De Tours School of Management and Economics, Assumption University

Abstract

The business of cosmetic surgery has now become a very lucrative and fast-paced industry as
appearance-enhancing treatments and procedures have become increasingly popular around the world.
A number of cosmetic surgery clinics and hospitals are now competing against one another to capture a
share of the multi-billion dollar cosmetic surgery market. Thailand has been one of the most sought after
countries for cosmetic surgery and ranks among the top 20 countries for cosmetic surgery procedures
worldwide.

The main aim of this study is to examine the relationship between intrapersonal and interpersonal
factors which influence the acceptance of cosmetic surgery among Thai women. This research study
examined the relationship between psychological characteristics, sociocultural influences, cosmetic sur-
gery experiences, body appearances, body image, demographic variables and respondents’ acceptance
of cosmetic surgery. The 437 non-clinical respondents in this study are exclusively Thai women who
have undergone cosmetic surgery in the past or who are likely to undergo cosmetic sometime soon. The
data was gathered from 13 cosmetic surgery clinics and hospitals located in different parts of Bangkok.

Narcissism, appearance orientation and body area satisfaction were significantly related to the
acceptance of cosmetic surgery. Respondents with vicarious experiences were more favorable toward
accepting cosmetic surgery. The findings showed statistical differences in the demographic variables of
age, income, occupation, vicarious experiences with respondents’ perception of body image and their
acceptance of cosmetic surgery. Consumers who accept cosmetic surgery show a marked tendency for
facial treatments (rhinoplasty, blepharoplasty) rather than surgery related to their bodies.

This exploratory study will help develop new research paradigms in consumer research, interna-
tional marketing, and managerial practices. Marketers can use this study’s findings to better understand
the nature of Thai female consumers and to segment and target those consumers who have favorable
attitude toward enhancing their appearance.

Keywords: cosmetic surgery, psychological characteristics, body image, sociocultural influences,
cosmetic surgery experiences
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INTRODUCTION Taylor & Carvalho, 2009b). This can be attested
by the large number of appearance-enhancing treat-
The business of cosmetic surgery has now be-  ments and surgeries available right now, which are
come a very lucrative and fast-paced industry as  strongly predicted to increase in the coming years
appearance-enhancing treatments and procedures  (Swami, Chamorro-Premuzic, Bridges & Furnham,
have become increasingly popular and acknowl-  2009a). A great number of cosmetic surgical pro-
edged around the world. A number of cosmetic  cedures including rhinoplasty, liposuction, Botox
surgery clinics and hospitals are now competing  injections (Botulinum Toxin Type A), face lifting,
against one another to capture a share of the multi-  blepharoplasty (eyelid augmentation) and breast
billion dollar cosmetic surgery market. This study  enlargement are undertaken nowadays, even among
is primarily influenced by the rapid changesinap-  ordinary individuals (Henderson-King &
pearance improvement procedures wherein social ~ Henderson-King, 2005).
trends and mass media exposure now link world-
wide consumers. Considering the strong socialand  Research Objectives
cultural trends that have pushed this figurative form
of consumption, it is clear that aesthetic improve- The main aim of this study is to examine the
ment has great market potential, even if there is  relationship between intrapersonal and interper-
ambivalence about the idea of artificially-enhanced  sonal factors which influence the acceptance of
beauty. With regular launches in all metropolitan  cosmetic surgery among Thai women.

areas, the challenge for cosmetics surgical clinics Specifically it aims to:

and hospitals is certainly to better understand

consumer’s needs, to propose attractive solutions e Assess the relationship between psycho-

and to be able to create distinctive services respond- logical characteristics of Thai women and

ing to a wider variety of values and lifestyles. their acceptance of cosmetic surgery;
People at present put great emphasis on physi- o Explore socio-cultural influences of Thai

cal appearance (Grossbart & Sarwer, 1999; Swami, women and their acceptance of cosmetic
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surgery;

Study cosmetic surgery experiences of Thai
women;

Examine the differences in demographic
profiles of female cosmetic surgery con-
sumers;

Examine body appearances of Thai women
seeking cosmetic surgery;

Investigate body image perception of Thai
women.

REVIEW OF LITERATURE
Narcissism

Lasch (1979) stated that cultural and social
change in this current century has established the
dominant stream of narcissism. Symbolic consump-
tion, the likeliness to give undue prominence to
material interests, devotion to the hedonistic val-
ues, striving for acceptance in the society, media
internalization, exerting influence for one’s own
advantage and keeping up appearances—all play a
vital role in the culture of narcissism. Narcissistic
personality is a psychological trait that arouses feel-
ings of dissatisfaction, ambiguity and uncertainty.
Narcissistic people identify themselves by looking
at others. Being good looking, youthful, healthy,
and celebrity-like are the main components of this

trait. Thus, narcissists reinforce an idealistic beauty

through the medicalization or beauty created by
doctors. A narcissist is a person who looks upon
himself or herself with an elevated feeling of plea-
sure. Twenge, Konrath, Foster, Campbell and
Bushman (2008) and Carver and Scheier (2004)
characterized narcissists as those who have false
pride, are self-conceited, have tendencies to disre-
gard others, and have an inflated sense of self-im-
portance.

Wink (1991) described a narcissist as some-
one who deliberately behaves to attract attention.
The distinctive traits of narcissism include being
self-regulatory, indulging in fantasy, being manipu-
lative, experiencing a feeling of grandeur, egotism,
social poise, arrogance, vanity, highly sensitive to
criticism, excessive self-importance, extraversion
and delusive self (Aiken, 1993; Campbell, Goodie
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& Foster, 2004; Cervone & Pervin, 2008; Judge,
LePine & Rich, 2004; Mullins & Kopelman, 1988;
Robbins & Judge, 2007; Robins & Paulhus, 2001;
Wink & Gough, 1990; Wink, 1991; Weiten &
Lloyd, 2006). Narcissists have a bearing on gran-
diosity, entitlement and exhibitionism due to their
extravagant and conspicuous behavior intended to
attract other people’s attention (Carver & Scheier,
2004; Cisek & Hart, 2007; Clair, 2000). They tend
to inflate positively their own self-view. Narcis-
sism has a dominant influence on a body-image,
beauty and appearance that affect physical attrac-
tiveness and self-confidence. Highly narcissistic
persons place attention on outward body parts
(Davis, Claridge & Cerullo, 1997; Jackson, Ervin
& Hodge, 1992).

Self-esteem

Self-esteem is an appraisal towards the value
of oneself (Pennington, McLoughlin, Smithson,
Robinson & Boswell, 2003). Self-esteem is always
linked with the idea of self-concept, which in the
process involves the element of self-evaluation
(Pennington et al., 2003); the extent to which a
person believes in his or her self-worth (Bosson,
Lakey, Campbell, Hill, Jordan & Kernis, 2008;
Cervone & Pervin, 2008; Pervin & John, 2001;
Schultz & Schultz, 2000; Weiten & Lloyd, 2006).
Self-esteem is in accordance with self-evaluation
that reflects attachment to the self (Besser & Priel,
2009; Weiten & Lloyd, 2006). It is found to exist
in the self-concept in terms of how a person re-
gards himself or herself. Individuals with high self-
concept center on their personal judgment, social
interaction and their role in society (Aiken, 1993;
Burger, 2000).

~ Self-esteem pertaining to self-perception con-
stitutes the important attributes a person should
deal with in his social relations. Self-esteem is usu-
ally derived from the way public perception is
formed through outside appearance and looks.
Thus, the value of the person and his level of self-
esteem are measured by how he is bonded with his
social community and how this organized group
shares his interests and concerns (Pervin & John,
2001). Dressing up and buying an apparel of a dis-
tinctive style is aimed at appearing particularly



appealing and attractive to others in order to nur-
ture self-esteem (De Mooij, 2003). The develop-
ment of self-esteem depends on the state of being
accepted, adopted and affirmed by the community
where the person belongs. Self-esteem is the psy-
chological trait that affects body image dissatis-
faction that increases the chances of making the
decision to undergo cosmetic surgery. As a result,
undergoing aesthetically pleasing cosmetic surgery
has raised satisfaction with physical appearance,
alleviating emotional strain and improving self-es-
teem (Sarwer, Wadden, Pertschuk & Whitaker,
1998).

Self-enhancement

Self-enhancement is a concept that describes
an individual who perceives himself excessively in
order to raise a dignified view of self-worth. Self-
enhancement is marked by positive self-evaluation,
optimism and confidence but often accompanied
by feeling of neglect towards others (Robins &
Paulhus, 2001). Weiten and Lloyd (2006) claimed
that self-enhancement is an appraisal whereby in-
dividuals make too high an estimate of their value
and abilities. Thus, they keep themselves in good
condition and think highly of their capabilities. Self-
enhancement is a self-serving mechanism that
prompts self-enhancers to create illusory ideas of
themselves. Self-enhancement individuals usually
are self-absorbed (Farwell & Lloyd, 1998; Heine,
2003; Hamamura, Heine & Takemoto, 2007). This
is usually marked by having self-delusional behav-
iors and qualities (Hamamura et al., 2007;
Trzesniewski, Donnellan & Robins, 2008). Con-
sequentially, they are often out of the context of
reality.

Motivations to self-enhancement have been ob-
served to be closely connected with the desire for
self-improvement. This desire to improve one self
coupled with an individual’s self-evaluation of him-
self provides streams of information as to the dy-
namics of his/her behavior. Wayment and Taylor
(1995) mentioned that self-evaluative information
processing accompanied with self-relevant judg-
ments lead self-enhancement individuals to be more
conscious about how they appear to others. Cer-
tainly, self-enhancers pay a lot of money to buy
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designer apparel and dress up in the latest fashion.
The act of appearing good in public is the main
premise for this particular trait (De Mooij, 2003).
Self-enhancement emerges from social interaction
and social commitment. Individuals spontaneously
seek approval and the acceptance from others in
order to avoid being an outcast from society.

Self-enhancement is enlarged by the attractive
force of physical appearance particularly the body
(Park, Crocker & Vohs, 2006). Being attractive is
a significant source of stress especially among
women due to peer pressure. Self-esteem is always
attached to the idea of attractiveness. A favorable
judgment and reception from friends makes a great
impact on outward appearance. A satisfactory ac-
ceptance contributes to the progress of self-worth.
Having the power to attract others contributes
meaningfully to the formation of an intimate rela-
tionship and puts up a barrier for refusal (Park et
al., 2006). The slim image of a fashion model be-
comes less important among women who feel con-
fident and comfortable with their outside appear-
ance. On the contrary however, women who al-
ways get a favorable response from their social
group become more conscious of their appearance
leading them to consider different ways to main-
tain, if not enhance, their physical condition. Jarry
and Kossert (2007) explained that these self-con-
scious women consider their pleasant external
looks as the primary cue of their self-enhancement
or self-worth. Delinsky (2005) stated that people
who put emphasis on the importance of their ap-
pearance for self-enhancement have a higher ten-
dency to accept cosmetic surgery in a more favor-
able manner. However, the choice of which cos-
metic procedure to follow and the moral accep-
tance of the procedure are still considered as main
issues in the decision to undergo cosmetic opera-
tion.

Sociocultural Attitudes toward Appearance

In recent years, the sudden increase of cosmetic
surgical procedures has been brought about by ex-
tensive exposure to different forms of media com-
munication. Mass media, entertainment, articles
and advertisements play a vital role in affecting the
interest, likelihood and acceptance of cosmetic sur-



gery among individuals (Delinsky, 2005; Grossbart
& Sarwer, 1999; Markey & Markey, 2009; Sarwer,
Grossbart & Didie, 2003; Swami, Arteche,
Chamorro-Premuzic, Furnham, Stieger, Haubner
& Voracek, 2008; Swami et al., 2009b), and also
arouse interest in body image (Agliata & Tantleff-
Dunn, 2004). Grossbart and Sarwer (1999) stated
that media manifest social trends, influence public
opinion in their favor and pull the strings behind
the scene. Swami et al., (2008) suggested that mass
media exposure serves as an intermediary between
gender and the cause of vicarious experience of
cosmetic surgery. Individuals who are exposed
more to the media show more recognition of the
benefits of cosmetic surgery. Sociocultural influ-
ences are said to have an effect on body image
which leads to the consideration of undergoing
cosmetic surgery (Sarwer et al., 1998).

Brown, Furnham, Glanville and Swami (2007)
argued that solely exposing oneself to media does
not affect the decision to undergo cosmetic sur-
gery. Media message internalization is more con-
siderable than media exposure in bringing about
cosmetic surgery decisions. In a similar manner,
Delinsky (2005) indicated that media message is a
contributory outcome of going in for a cosmetic
surgery process. Delivering information, knowl-
edge, ideas from TV, articles, newspapers, maga-
zines, and the internet are meaningful tools to cre-
ate awareness and knowledge, increase understand-
ing about cosmetic surgery and results in molding
public opinion. Mass media exposure affects the
approval for cosmetic surgery by the frequency of
media consumption and a wide variety of sources
of exposure. Markey and Markey (2009) asserted
that a more advanced extent of media message in-
ternalization concerns a greater degree of learning
and information leading to eagerness to undergo
body alteration. Pictorial information obtained from
media exposures and advertisements represent an
ideal image for people. Media exposure gives a
feeling of impulse, of being displeased and dissat-
isfied with one’s current body image that usually
boils down to a low-level assessment of individual's
physical appearance (Agliata & Tantleff-Dunn,
2004; Sarwer et al., 2003).
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Interpersonal Relationships

People usually engage first in internal search
to remember any previous experience with regard
to cosmetic services and brands. External search
is then performed by first asking opinions from
spouses, family, girlfriends, friends and relatives.
Close intimate relationship such as family and
friends are the most influential persons that con-
vince one to have faith in cosmetic surgery. Social
support, friendship and intimacy through social
circles are considered as mentoring for teenagers
with specific needs (Delinsky, 2005; Park,
Calogero, Harwin & DiRaddo, 2009). Delinsky
(2005) stated that a favorable approval of cosmetic
surgery emerges from social interaction and from
the normative belief about physical appearance
established by each culture and society. Brown et
al., (2007) on the other hand, revealed that peer
pressure and close relationships with friends ma-
nipulate women’s opinion to undergo cosmetic sur-
gery. Thus, the interrelatedness with others or so-
cial contact becomes a source of considerable in-
fluence to undergo cosmetic surgery. Cosmetic
surgery conforms oneself to correct and improve
physical deformities in order to achieve affection
and attachment from friends and sense of belong-
ing from others (Grossbart & Sarwer, 1999).

Personal Experience

Previous personal experience with cosmetic
surgery affects an individual’s decision to continue
undergoing cosmetic surgery, the procedures of
which are dependent on how he or she evaluates
his/her participation in the surgical process. Per-
sonal knowledge or information about cosmetic
surgery breeds familiarity (Delinsky, 2005; Swami
et al., 2008). Thus, this previous personal knowl-
edge of beauty-enhancing cosmetic surgery expe-
rience contributes to the person’s willingness to
undergo cosmetic surgery in the future (Swami et
al., 2008). Brown et al., (2007) contended that the
number of participants who have personal experi-
ence with cosmetic surgery induces them to have
greater motivation for cosmetic surgical proce-
dures. Delinsky (2005) found out that personal
experience is not the best predictor of whether or



not a certain person will be likely to undergo cos-
metic surgery in the future. Despite the strong de-
sire to change their appearance, people are less
likely to continue with the procedure due to some
conventional misconceptions or the difficulty in
accepting the risks related to cosmetic surgery.
These misconceptions have been brought about by
conflicting messages from society. This might have
been caused by some saying that cosmetic surgery
is plausible, that it is safe and not dangerous, while
others say otherwise. Thus, cosmetic surgery
knowledge acquired either through vicarious ex-
perience or gained by actual experience is able to
reduce this dissonance.

Vicarious Experience

Hoyer and Maclnnis (2007) defined vicarious
exploration or experience as a decision-making
process which occurs when consumers collect in-
formation about a product, either from reading or
talking with others, or putting themselves in a
stimulating shopping environment. Delinsky,
(2005) on the other hand, referred to a vicarious
experience especially in the area of cosmetic sur-
gery as watching a close friend or family member
decide to undergo surgery or recover from a sur-
gery. Prospective cosmetic surgery patients are also
induced into action by the accumulation of knowl-
edge that is guided by other’s experiences (Agliata
& Tantleff-Dunn, 2004). Vicarious experience is
embodied in the closeness of social intercourse
arising from peers, family and close acquaintan-
ces. In this sense, a close relationship and intimacy
within their social groups conventionalizes the stan-
dard and value of ideal beauty. The effect upon the
judgment or feelings of cosmetic surgery acquired
from others is an indirect exposure of consider-
able influence (Brown et al., 2007; Swami et al.,
2008). Therefore, as the vicarious experience de-
rived from friends and family increases, the more
likely is a person to approve of cosmetic surgery
(Delinsky, 2005). Women rely heavily on the ex-
pression of approval, support attraction, exemplars
and recommendations from friends and family. In-
dividuals seek to reduce negative feedback and
teasing expressed by others by undergoing cosmetic
surgery is seen as a self-correcting instrument
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(Markey & Markey, 2009). Delinsky, (2005) stated
that nose operations are the most widely accepted
form of vicarious experience and has the greatest
approval by the general public.

Demographics

Demographics are very important determinants
which categorize personal characteristics of con-
sumers. A demographic variable is utilized to clas-
sify demographic profiles in order to segment con-
sumers into target groups. This, in some ways, sig-
nifies if gender, age, education and occupation are
crucial factors in understanding consumption be-
haviors. Aging is a major factor in the decision to
undergo cosmetic surgery (Brown, et al., 2007;
Henderson-King & Henderson-King, 2005). The
signs of aging readily affect women. To be nice
looking, being attractive and to look young occu-
pies most women’s thoughts. Young women en-
gage their interest in their external appearance, and
are excessively concerned about their figure and
weight. Young women in poor shape find them-
selves in great misery (Goodman, 1994). In addi-
tion, older women devote more time to facial con-
cerns. Wrinkled and unattractive faces bring them
generalized feeling of distress. As a result, they put
extra care to their faces, and are more likely to go
in for cosmetic surgery (Goodman, 1994). The
older people become, the higher the possibility of
their favoring cosmetic surgery (Henderson-King
& Henderson-King, 2005). Older women agree to
cosmetic surgery in order for them to look espe-
cially beautiful compared to their younger coun-
terparts (Frederick, Lever & Peplau, 2007).
Chisnall (1995) reported that female teenagers are
concerned more with their appearance, thus they
are willing to pay money on everything that will
enhance their looks. Mai, Jung, Lantz & Loeb
(2003) investigated teenager’s social behavior and
found that young consumers have the will to be
trendsetters for obvious social reasons. They want
to belong to their social group that is why they try
very hard to be elegant, good in taste, refined in
manner, wear stylish dress and use innovative prod-
ucts. Products and services they buy are driven by
sensational appeal rather than useful function. It is
also important to note that these young students



are born in the domain of materialism that signifi-
cantly stresses possession of things and maintain-
ing a high standing status. They want to achieve
power and superiority (Mai et al., 2003). Further-
more, cosmetic surgery in Thailand has trickled
down from high social status, high-income earn-
ersincluding celebrities, well-known stars and sing-
ers into lower middle and upper middle income
individuals. Moreover, market expansion of cos-
metic surgery has grown so rapidly that it has be-
come available to many potential teenage custom-
ers. This young target market has already been
aware of the advantages of cosmetic surgery
(Jinchang, 2010).

Body Appearance

Swami and Tovee (2006) stated that the pref-
erences on body appearance is largely dependent
on socio-economic status (SES), values and cul-
ture. As an example of a BMI study conducted in
Thailand, people who live in rural areas have very
different views on physical attractiveness than those
who are living in the cities. Thai urban culture
projects greater preference on artificial beauty and
low weight, and the perception that those whose
body mass is heavier are unattractive, infirm and
unproductive. In contrast with the rural popula-
tion, people in the countryside consider women
having excessive weight and well-rounded waists
as appealing and more acceptable (Swami & Tovee,
2006).

Body Shape and Body Weight or Body Mass In-
dex (BMI)

Individuals perceive body shape from differ-
ent viewpoints. It may vary depending upon their
actual weight, their ideal image and societal stan-
dards (Doll, Ball & Willows, 2004). The Body Mass
Index (BMI) is the process of determining human
body sizes and body fat. The individual’s body
weight divided by the square of his or her height is
a formula which indicates the category of body
condition ranging from being emaciated to obese.
Swami and Tovee (2006) contended that BMI is a
significant antecedent used in assessing the physi-
cal attractiveness of a person. Studies on BMI have
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often incorporated physical appearance and per-
sonality traits in order to offer a comprehensible
understanding of body image (Kvalem, Soest,
Roald & Skolleborg, 2006). Henderson-King and
Henderson-King (2005), Frederick et al., (2007)
and Swami et al., (2009b) contended that the state
of being obese is not the main reason to undergo
cosmetic surgery. However, Markey and Markey
(2009) argued that overweight people always feel
dissatisfied and are teased oftentimes about their
body parts. Overweight people usually experience
the feeling of contempt and aversion that results
from the unworthy feeling they experience of them-
selves and the idea that they do not deserve atten-
tion. They suffer from severe physical and mental
strain which leads them to overeat or engage in
binge eating behavior (Goodman, 1994). Frederick
etal., (2007) stated that people who have an abun-
dance of flesh and people who are displeased with
their weight are more likely to undergo liposuction
but not overall cosmetic surgical procedures. It is
only as a result of harassment and ridicule that a
fat person is more likely to approve of cosmetic
surgery (Markey & Markey, 2009; Park et al.,
2009).

Body Image

Body image means sensory perception of the
body parts which is derived from sociocultural ties
(Sarwer et al., 1998). Body image is relevant to a
person’s physical appearance (Sarwer & Cash,
2008; Sarwer & Crerand, 2004; Cash & Grasso,
2005; Sarwer et al., 1998). It is the subjective con-
cept that forms in the mind of the person on how
he/she evaluates his/her physical appearance based
on self-observation and reaction of others. Cash
and Grasso (2005) contended that the most com-
mon form of body image is how one conceives his/
her physical appearance. Thus, body image repre-
sents the origin of reception of knowledge that di-
rects social behavior (Sarwer & Crerand, 2004). A
person’s self-esteem, beliefs, feelings, and values
about appearance contribute much to the decision
to undergo body modification or appearance en-
hancement. In brief, the physical body and psy-
chosocial factors form the body image of an indi-
vidual (Sarwer & Cash, 2008; Sarwer & Crerand,



2004; Sarwer et al., 1998). von Soest, Kvalem,
Roald and Skolleborg (2009) claimed that body
image is a psychological feature that arouses in-
terest in cosmetic surgery. Hence, body image dis-
satisfaction induces individuals toward undergo-
ing aesthetic and cosmetic surgical operations
(Sarwer & Cash 2008; Sarwer & Crerand, 2004;
von Soest et al., 2009).

Body image is a multifaceted measure that ema-
nates from cognitive-behavioral theory (Cash &
Grasso, 2005). The three multidimensional con-
structs include perception, attitude and behavior
(Sarwer & Cash, 2008). Substantially, body image
is separated into two compositions consisting of
body image orientation and body image evalua-
tion.

First, body image orientation is characterized
by the effort invested in making the body look good.
Sarwer and Crerand, (2004) specified that body
image investment places an emphasis on the psy-
chological significance of body image on self-worth
or self-esteem (Sarwer & Cash, 2008; von Soest
et al., 2009).

Second, body image evaluation is called body
image value that indicates the degree of an indi-
viduals’ satisfaction with his/her physical appear-
ance (Sarwer & Cash, 2008; von Soest et al., 2009).
Similarly, Sarwer and Crerand (2004) referred to
a persons’ perception that may affect how effec-
tively an individual relates to a given body size,
body weight, physical features, and appearance.

People want to be aesthetically pleasing. They
would like to have attributes that catch the eye
and would like to become even more attractive.
Interpersonal relationship or social interaction,
social comparison, media exposure and physical
appearance-related teasing are usually regarded as
societal influences on individual’s beautifying be-
bavior. Hence, body image is significantly stressed
vide social and cultural influences that depend
largely on social behavior and interactions (Sarwer
& Crerand, 2004).

Motivation for improving body image
Firstly, social relation is a stimulus for body

image improvement. A rational motive for this so-
cial interaction is that there is a driving force within
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individuals to ascertain an outward body image by
comparing the differences between their physical
appearances and that of others. Hence, they have
atendency to seek others’ approval (Cash, Phillips,
Santos & Hrabosky, 2004; Rumsey & Harcourt,
2004).

Secondly, exposure to mass media arouses in-
terest in improving people’s body image. The con-
sumption of mass media which includes advertis-
ing affects a potential customer in creating a de-
sire for cosmetic surgery. Hence, a desirable physi-
cal appearance illustrates the significance of body
image (Agliata & Tantleff-Dunn, 2004).

Thirdly, the evaluation of one’s physical ap-
pearance relies on feelings and thoughts. People
may place a higher value on what pleases the eyes
(Sarwer & Crerand, 2004). Cash, Phillips, Santos
and Hrabosky (2004) and Sarwer and Cash (2008)
mentioned that staying in shape and maintaining
the right body weight is one of the major consider-
ations in undergoing body enhancement. Waistline
and belly becomes the principal body parts that are
likely to be considered when making the decision
to undergo cosmetic procedure. Nose and teeth
are the key important points to improve the ap-
pearance of the face. Women of larger sizes have
greater dissatisfaction with their existing body im-
age than those having small and medium sizes.
Women do care about the part of their legs be-
tween the hips and the thighs (Cash et al., 2004).
In contrast to women, men prefer to possess mus-
cular strength (Agliata & Tantleff-Dunn, 2004;
Cash et al., 2004).

The Acceptance of Undergoing Cosmetic Sur-
gery

Cosmetic surgery has now become widespread
and is easily obtainable by the general public. The
issue of cosmetic surgery is particularly critical
when several motivations result in the decision to
undergo cosmetic surgery. The feeling of being dis-
contented has the greatest influence on people to
undergo cosmetic surgery. Issues related to body
dissatisfaction are neutralized when monetary func-
tion and hedonic value are satisfied simultaneously
(Hamilton III, Carithers & Karnell, 2004). The
reasons for cosmetic surgery are as follows:



Cosmetic surgery consumers can be ev-
eryone, not only the well known, wealthy
people (Markey & Markey, 2009). Cos-
metic surgery is not limited only to the
upper social class but it has now become
widely open to the members of the middle
and lower classes (Goodman, 1994). The
affordable cost of the procedures coupled
with advanced surgical instruments and
operational techniques are major reasons
for the desire to undergo cosmetic surgery
among people (Brown et al., 2007;
Goodman, 1994; Henderson-King &
Henderson-King, 2005). Today, there is
lower risk of infection and damage and
gradual healing of wounds after injury heal-
ing rapidly to a satisfactory state compared
to surgical procedures in the past. There-
fore, the more confidence and trust in cos-
metic surgeons and the less painful the ex-
perience, the greater the decision to un-
dergo surgery (Brown et al., 2007;
Hamilton III et al., 2004; Swami et al.,
2008). Goodman (1994) argued that no
matter how much physical discomfort, in-
jury or painful experience that come with
cosmetic surgery, these effects have less
importance than the satisfaction felt by the
person conforming to approved standards
of beauty or values of the society. More-
over, individuals’ disposable incomes have
increased drastically. They are capable of
spending on discretionary acquisitions and
can afford to pay the price of aesthetic sur-
gery (Grossbart & Sarwer, 1999;
Henderson-King & Henderson-King,
2005).

People normally prefer to look younger
than their actual age (Frederick et al., 2007;
Goodman, 1994; Grossbart & Sarwer, 1999;
Henderson-King & Henderson-King, 2005). Look-
ing old is something many women want to avoid.
They always aim for perfection and flawlessness
as much as they possibly can. Indeed, they are so-
licitous to avoid the displeasure of being unattrac-
tive or lacking power to arouse the interest of oth-
ers. This potency has a greater influence than ob-
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taining a greater degree of attractiveness
(Henderson-King & Henderson-King, 2005).
Therefore, individuals who score low in physical
attractiveness are more willing to undertake cos-
metic surgery (Brown et al., 2007; Swami et al.,
2009a).

Attitudes Towards Cosmetic Surgery

Henderson-King & Henderson-King (2005)
proposed the Acceptance of Cosmetic Surgery
Scale (ACSS) in order to understand the three el-
ements in a surgery to correct a condition which
include: attitudes toward cosmetic surgery; the
factors related to these attitudes; and the determi-
nation of cosmetic surgery acceptance among the
general population.

Attitudes towards the acceptance of cosmetic
surgery are different from the likelihood of having
cosmetic surgery. People may accept the idea of
undergoing cosmetic surgery but they may neither
undergo a cosmetic operation nor engage in the
behavior of undergoing cosmetic surgery. The at-
titudes towards cosmetic surgery are influenced by
subjective norms, intrapersonal relationship and
individuals’ expectation. These attitudes are formed
by the feelings of being dissatisfied with the body,
the dread of lacking beauty or charm, a painful
emotion resulting from an awareness of body in-
adequacy and the commitment of time, money,
energy and effort to undergo cosmetic surgery
along with the expectation of some worthwhile
results. Brown et al., (2007) stated that the un-
easiness proceeding cosmetic surgery stems from
the expectations that it may not reach a person’s
imaginary standard of beauty and perfection.

Swami et al., (2009b) and Swami et al., (2009a)
adopted the Intrapersonal, Social and Consider
constituents of attitude (ACSS scale) that make
causal connections with cosmetic surgery. Firstly,
Intrapersonal is relevant to a favor conferred that
makes improvement to the self. Secondly, Social
involves the social process of motivating cosmetic
surgery which gives direction to behavior. Thirdly,
Consider is dealing with the likelihood of having
cosmetic surgery, the features that stimulate inter-
est plays a large part in decision-making
(Henderson-King & Henderson-King, 2005). The



results show that people who have a favorable at-
titude towards cosmetic surgery tend to undertake
surgery more than others do (Swami et al., 2009a
and Swami et al., 2009b).

CONCEPTUAL FRAMEWORK

This study explores psychological characteris-
tics, sociocultural influences, demographic profile,
body weight and shape, and body image dissatis-
faction on the acceptance of cosmetic surgery
among Thai female consumers. Specifically, body
image is an acquisition of individual differences,
subjective norms, social standards, internalization
of media messages, the accumulation of an
individual’s experience, anticipation of ideal physi-
cal appearance, demographic determination and the
perception of body weight and shape, which con-
tribute to the acceptance of cosmetic surgery pro-
cedures. This network of relationship among the
variables is presented as follows:

Psychological Characteristics
- Narcissism
- Self-Esteem
- Self-Enhancement

Sociocultural Influences
- Sociocultural Attitudes
- Family
- Peers

Cosmetic Surgery Experiences
- Personal Experience
- Vicarious Experience

Body Appearance
- Body Shape
- Body Weight

Demographic Profile
- Income
Age

METHODOLOGY

Descriptive research design is employed. Struc-
tural Equation Modeling (SEM) or a multivariate
analysis technique is formulated to examine rela-
tionships. The researcher applied the survey re-
search approach to gather the primary data from
respondents.

Sample Description

The target respondents in this study are exclu-
sively Thai women who have undergone cosmetic
surgery in the past or who are likely to undergo
cosmetic sometime soon. The majority are work-
ing women and employees. The study excludes fe-
males who are less than 18 years of age, as 18 is
considered the minimum age for cosmetic surgical
procedures without parental consent. Samples were
drawn from the list of 13 cosmetic surgery clinics
and hospitals in Bangkok. A total of 520 question-
naires were distributed, 40 sets in each of the 13

Body
Image

The
Acceptance
Of
Cosmetic

Surgery

Relationship Status
Education
Occupation
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clinics which were included in the sampling frame.
Of this, 437 questionnaires were returned, allow-
ing for a response rate of 84 percent. The researcher
excluded cosmetic and plastic surgery clinics/hos-
pitals that offer non-surgical procedures and clin-
ics that conduct only sex-change, transgender sur-

gery.
Multistage sampling method

In the first stage, a simple random sampling
method is employed to select a sample of clinics/
hospitals from the sampling frame of 52, a total of
13 hospitals were selected.

In the second stage, quota sampling technique
is used to identify the number of respondents in
each clinic/hospital selected. The total sample size
of this research is 400. Given that 13 clinics/hospi-
tals are sampling units, the samples to be collected
from each place is approximately 31.

In the final stage, judgment sampling is used
to select the respondents from the 13 clinics/hos-
pitals selected. This sampling technique is also use-
ful in situations where some respondents are more
knowledgeable or more willing to be interviewed.
Of 520 questioniraues destributed 437 were re-
turned and was used for the analysis of the study
Sructural Equation Modlelling was used in this
study.

FINDINGS

The percentage of the majority Thai female re-
spondents reported that they had personal or vi-
carious experiences with nose reshaping. About
62.9 percent of them said they have seen others
who had undergone the procedure, while 24.7 per-
cent said they have undergone such type of sur-
gery themselves. The next common procedure is
breast enlargement which accounts for 46.5 per-
cent of those who knew others who had the pro-
cedure, while 18.3 of the respondents said that they
have undergone the procedure themselves. Other
popular procedures for those reporting vicarious
experiences are skin color lightening (28.6 percent),
acne scarring reduction (26.8 percent), eyelid aug-
mentation known as blepharoplasty (23.6 percent)
and teeth whitening (20.1 percent). Among those
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who have personal experiences of cosmetic sur-
gery, the most common, aside from the ones men-
tioned above, are for acne scarring reduction (16.7
percent), skin color lightening (13.7 percent), and
teeth whitening (11.4 percent).

As per the demographic profiles of the respon-
dents, the following details emerged: the majority
of the sampled respondents belong to the age cat-
egory of 21-25 years and this represents 37.3 per-
cent of the total sample. The next predominant age
group belongs to those between 26-30 years, and
this represents 21.3 percent. The education pro-
files of the sampled respondents indicate that 62.2
percent have bachelor degrees and 20.6 percent
have master degrees. With regard to relationship
status of the sampled respondents, the findings in-
dicate that 70.5 percent are single, while 16.2 per-
cent are married. In addition, 25.9 percent have
income below 15,000 Baht, while 17.2 percent have
an income between 30,001 to 50,000 baht. Ap-
proximately 37 percent were in private employ-
ment, while 22 percent of the respondents were
students. Statistics of body mass index shows that
60 percent of the sampled respondents were of
normal weight.

Narcissism characteristic was significantly re-
lated to the acceptance of cosmetic surgery. Theo-
retically, body image was explained by 3 constructs,
i.e., appearance evaluation, appearance orientation
and body area satisfaction. However, the data fit-
ted two constructs, namely, appearance orienta-
tion and body area satisfaction. Both these were
significantly related to the acceptance of cosmetic
surgery. In addition, cosmetic surgery experiences
were explained by 2 constructs, i.e., personal ex-
periences and vicarious experiences. However, the
data fitted only one construct, namely vicarious
experience, which was positively related to the
acceptance of cosmetic surgery. There are statisti-
cal differences in the demographic variables of age,
income, occupation, vicarious experiences and re-
spondents’ perception of body image. Respondents
with vicarious experiences were more favorable
toward accepting cosmetic surgery. Statistical
analysis of the data showed that body image medi-
ates the relationship between socio-cultural influ-
ences and the acceptance of cosmetic surgery. Fur-
thermore, the difference in body image is also due



to differences in the demographic profiles.
DISCUSSION AND CONCLUSIONS

Self-esteem characteristic is positively related
to Thai women’s Appearance Orientation. The find-
ing of this study is consistent with the previous
research finding that self-esteem is linked with self-
image and impels women to put more effort in their
physical appearance (Delinsky, 2005 and Swami
et al., 2009a). The findings show that self-esteem
characteristic is also positively related to Thai
women’s Appearance Evaluation. Self-esteem has
a positive and statistically significant relationship
with appearance evaluation. The finding of this
study is consistent with the previous research find-
ing in that persons with low self-esteem tend to
neglect their physical appearance (Burger, 2000;
Sarwer et al., 1998). Socio-cultural Attitude to-
wards Appearance has a positive and statistically
significant relationship with appearance orientation.
The finding of this study is consistent with the pre-
vious research findings. Strong social and cultural
forces influence body image (Grossbart & Sarwer,
1999; Sarwer et al., 1998). Socio-cultural attitudes
toward appearance deal with the internalization of
mass media (TV, billboards, music videos, mov-
ies, the Internet, magazines, soap operas, and
beauty pageant programs) exposure and convey
images of ideal attractiveness, beauty, desired shape
and weight. The willingness to improve body im-
age is formulated by information from mass com-
munication (Delinsky, 2005). Women form an ideal
image of physical body based on their acquisition
of mass media messages.

In this study, the Narcissism characteristic
shows a positive and statistically significant rela-
tionship with the acceptance of cosmetic surgery.
The finding of this study is consistent with the pre-
vious research finding. Cosmetic surgery is good
for people who care about self (Carver & Scheier,
2004; Cisek & Hart, 2007; Davis et al., 1997; Jack-
son et al., 1992; Pervin & John, 2001). Narcissis-
tic people are more materialistic and pay a lot of
attention to their appearance. Thai Women expend
time and money with a view to obtaining ideal
beauty in making the body look good. Hancock,
Hughes, Jagger, Patterson, Russell, Tulle-Winton
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& Tyler (2000) argued that it is an advantage to be
attractive. A good looking person gains more ac-
ceptance from others.

Peer Conditional acceptance based on appear-
ance has a positive and statistically significant re-
lationship with appearance orientation. This study
supported the previous research findings on peer’s
influence in that friendship and social relations had
a great impact on appearance orientation or body
image concern. Appearance orientations are closely
correlated with women’s connection with peers that
bring social support and social acceptance into
existence (Gerner & Wilson, 2005). Sociocultural
Attitude towards Appearance has a positive and
statistically significant relationship with appearance
evaluation. The finding of this study is consistent
with the previous research findings that appear-
ance evaluation is instantly identified by socio-cul-
tural attitude towards appearance. The issue of
socio-cultural attitude towards appearance is par-
ticularly critical when mass media internalization
move into a desire discourse of socio-cultural ide-
als of beauty. Women tend to compare themselves
with cine artists, celebrities, and models and their
physical appearances such as shape, waist, breast
and hips as seen in mass media, are potential stimu-
lus for women to be attractive and inadvertently
women plot ways and means to groom their body
so as to resemble the mass media personalities.

Body Weight has a positive and statistically sig-
nificant relationship with appearance evaluation.
As expected, proportionate with an increase in
appearance evaluation, there has been arise in body
weight. Body appearance, related to body size per-
ception of women, plays a central role in defining
body image (Kvalem et al., 2006; Magee, 2010;
Swami et al., 2008). BMI has essentially been as-
certained as a precedent of the personal enhance-
ment process (Swami & Tovee, 2006). The study
also found that Body Shape has a positive and sta-
tistically significant relationship with Body Area
Satisfaction. This finding is consistent with the pre-
vious research finding that body shape is an im-
portant determinant of body area satisfaction. Mass
media portrayal of the model’s figure as seen in
the magazine, TV and movies provides the needed
stimulus for women to strive for an ideal shape.
Women give preference to the attainment of real-



istic, thin, healthy, youthful and curvy look over
the media exposure of a very thin body. The thin
ideal women figures exhibited in mass media el-
evates body image dissatisfaction or social pres-
sure and increases the feeling of anxiety about
female’s physical features (Grogan, 2008).

The acceptance of cosmetic surgery increased
proportionately with increasing appearance orien-
tation. There is a vital link between physical ap-
pearance, image, attractiveness and self-presenta-
tion that reflect on Thai women’s motives when
making a decision to undergo cosmetic surgery.
Sarwer et al., (1998) stated that body image is
widely recognized as a core principle for aesthetic
cosmetic surgery determination because body im-
age ascertains the physical appearance and body
of humans. Cosmetic surgical procedures are the
tools to enhance the physical appearance and body
image. Frederick et al., (2007); Grossbart and
Sarwer (2003); Markey and Markey (2009); Park
et al., (2009) and Sarwer et al., (2003) stated that
dissatisfied individuals tend to be more willing to
modify or enhance their appearance and are more
likely to experiment with cosmetic surgery repeat-
edly.

In terms of demographic factors, Age level has
a statistically significant difference with Appear-
ance Orientation as well as Body Image Satisfac-
tion. The finding of this study is consistent with
the previous research findings which state that
women take the matter of chronological aging into
consideration (Brown et al., 2007; Henderson-King
& Henderson-King, 2005). The signs of aging,
particularly on the face, have a significant impact
on body image because it can be interpreted as
being low in physical ability (Goodman, 1994).
Women who cannot preserve their youthful appear-
ance often suffer from depression and dejection
(Wink, 1991). The feeling of dissatisfaction among
women of older age arises from a comparison of
their present actual appearance and their youthful
appearance in the past. They have an anxious feel-
ing or fear of being unattractive and signs of
wrinkles exacerbate their inadequacy (Magee,
2010). Grogan’s (2008) research showed that fash-
ion models and actresses are the most compara-
tive source of body image evaluation for women
aged 16-39 years old, whereas family members are
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role models for women aged 40-49. Income level
has a statistically significant difference with Ap-
pearance Orientation. The finding of this study is
consistent with the previous research finding. Reid
(1995) contended that middle and upper income
groups tend to spend a lot and freely on recreation
consumption. In 1992, Thai people spent 8.8 per-
cent of their annual expenditure on healthcare and
12.7 percent on entertainment and recreation (Reid,
1995).Young Bangkok middle income earners are
more likely to disburse a larger portion of income
on the pursuit of pleasure and personal grooming.
People who live in the metropolitan area with high
disposable income tend to be more committed to
body enhancement schemes owing to urban nor-
mative beliefs and to fit in with societal standards
(Mai et al., 2003).There is a significant difference
between occupational classification and Thai
women’s body image.

Occupational classification showed statistically
significant differences with Appearance Orienta-
tion, Appearance Evaluation and Body Area Sat-
isfaction. The study also found that vicarious ex-
periences have a statistically significant difference
in Appearance Orientation, Appearance Evaluation,
Body Area Satisfaction, and Acceptance of Cos-
metic Surgery. These findings are consistent with
those of previous research which shows that accu-
mulated knowledge has made a significant contri-
bution to the creation of visionary expectations in
terms of possessing an attractive physical appear-
ance (Agliata & Tantleff-Dunn, 2004). Cosmetic
surgery is perceived as a tool to remedy body im-
age disturbance according to the high exposure
acquired from vicarious experience (Delinsky,
2005). Delinsky (2005) and Swami et al. (2008)
argued that vicarious experiences with cosmetic
surgical procedures make a person familiar with
the surgical process and induces them to have
greater motivation for cosmetic surgery. Relation-
ship status has a statistically significant difference
in Body Area Satisfaction. The finding of this study
is consistent with the previous research findings of
Magee (2010). Appearance enhancement and body
image are highly important among single females
seeking a romantic relationship. Women dwell on
physical attractiveness with great emphasis in or-
der to sustain their sexual relationships. The final



demographic variable, education level, also showed
statistically significant differences with Appearance
Orientation. The finding of this study is consistent
with the previous research finding that women who
have higher education are concerned more on their
body image, especially college students, who rely
heavily on interpersonal influences (Magee, 2010).
Interestingly, Family’s Appearance-Related Atti-
tude, in this study, was not significantly related to
Appearance Orientation. This finding is not con-
sistent with the previous research study finding by
Grogan (2008). This might be because Thai
women, especially those who are young and work-
ing, may be influenced by media and friends more
than family members. They also feel that their
friends may have greater knowledge about cos-
metic surgery processes and clinics than family and
may rely on the former for information related to
such surgery. In this study, Body Shape was not
significantly related to either Appearance Orienta-
tion, Appearance Evaluation, and Body Area Sat-
isfaction. This finding is inconsistent with the pre-
vious research study findings by Doll et al. (2004)
and Grogan (2008). Thai women who accept cos-
metic surgery tend to focus on facial features (rhi-
noplasty, blepharoplasty, acne scarring reduction,
teeth whitening, and mentoplasty) rather than body
appearances. Hence, for Thai women, a greater
emphasis was placed on having attractive facial
features rather than body shape.

Implications/Recommendations of the Study

Cosmetic surgery business in Thailand is go-
ing through enormous changes, including the en-
try of the new technology and surgical techniques.
A number of cosmetic surgery clinics and the hos-
pitals in Thailand are competing against one an-
other to capture a share of the multi-billion baht
cosmetic market. The findings of this study will
help develop new research paradigms in consumer
research, international marketing, and managerial
practices.

Marketers can use this study to better under-
stand consumers and to segment and target those
consumers who have favorable attitude toward en-
hancing their appearance. Marketing managers can
apply the findings of this study to create brands
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that will attract the different types of consumers.
Marketers may employ the psychological charac-
teristics of self-esteem and narcissism, body im-
age, body appearance, socio-cultural influences in
designing their marketing mix. The relevant de-
mographic factors of age, education, marital sta-
tus, occupation and income can be employed by
doctors and clinics to attract customers, and also
to estimate consumer demand for medical services.
Marketing strategies relying on the aforementioned
factors can be applied to consumption contexts
such as attracting new customers, and emphasiz-
ing the services offering. Cosmetic surgery pro-
viders may enable consumers to select a wide va-
riety of services that expresses their own individu-
ality.

This empirical study has contributed literature
that is pertinent to the acceptance of cosmetic sur-
gery with variables relating to psychological char-
acteristics, socio-cultural influences, cosmetic sur-
gery experiences, body appearances and body im-
age. Secondly, this study has an exploratory na-
ture because this is the first time a study of this
nature has been conducted with combined variables
from the socio-psychological contexts to predict
acceptance of cosmetic surgery in Thailand. Most
of the previous studies in this field have explored
only the psychological variables, whereas, this
study explores the cross-disciplinary variables in
marketing and consumer behavior. Interestingly,
this study’s sample consists of non-clinical respon-
dents (previous cosmetic surgery researches have
employed clinical samples).

The adaptation of several scales in this study
provided a rigorous cross-cultural validation test
that has implications for both academics and prac-
titioners in cross-cultural consumer research and
marketing. Increasing consumption of cosmetic
surgery has resulted in a multibillion baht market
which means physical appearance and body image
are crucial determinants for marketers in the beauty
business.

Practitioners should give references of vicari-
ous experiences to their clients so as to influence
their decision for cosmetic surgery, because the
study’s findings indicate that clients who are in-
clined toward cosmetic surgery need to be rein-
forced by others who have undergone cosmetic



surgery and such referrals will enhance their moti-
vation toward cosmetic surgery.

This study’s findings indicate that clients who
accept cosmetic surgery tend to focus on facial fea-
tures (rhinoplasty, blepharoplasty, acne scarring
reduction, teeth whitening, and mentoplasty) than
body appearances. Therefore, clinics in Bangkok
who perform cosmetic surgery procedures should
invest in technologies and equipment that enhances
facial features. They also need to advertise the ar-
ray of services via traditional and social media net-
works

Professionals who work in cosmetic surgery
clinics, including doctors, marketers, beauty assis-
tants, and nurses should maintain databases of pros-
pects and existing cosmetic surgery consumers
which is the key to capturing sales volume, driving
deals, attain the connection with consumers and
easy management of cosmetic surgery programs.
Follow up calls should be made continuously to
prospects as well as previous customers. In addi-
tion, marketers may get a wider target market
through the use of social networking sites in order
to promote their services in the marketing of beauty.

FURTHER STUDY

Consumer behavior is a time-bound character-
istic (psychological characteristics, sociocultural in-
fluences can be influenced by the media and body
image), as such, a longitudinal study would be rec-
ommended so as to comprehensively understand
this phenomenon. Thai women’s attitudes may
change over time according to changes in cultural
values.

The second recommendation is that future re-
searchers replicate this study using cross-sectional
samples across Thailand and other Asian countries
to confirm or refute the findings.

A third recommendation of this study is to rep-
licate this study to different groups of consumers
(transgender and male) to compare and contrast
the findings.

Fourthly, this study employed self-administered
questionnaire, and as such, it may not have reflected
the true feeling of the respondents. The recom-
mendation therefore is to have an in-depth quali-
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tative research to reflect the true perspectives of
the respondents. Qualitative research aims at an
in-depth understanding of an issue, including an
exploration of the reasons and context for partici-
pants’ beliefs and actions, so interviews, the most
common qualitative method research, would be
particularly well suited to the collection of data on
sensitive topics like undertaking cosmetic surgery.
Fifthly, safety and satisfaction dissonances are pri-
mary concerns of Thai women and therefore these
crucial variables should be added to the model in
order to yield more accurate perspectives of women
in Thailand, who may intend to undergo cosmetic
surgery.

Finally, consumer behavior includes psycho-
logical characteristics, subjective norms, consum-
ers’ experiences, and demographic information
along with attitudinal data to create a segmenta-
tion scheme that can divide the market. Merely
studying attitude toward the acceptance of cos-
metic surgery may not be able to provide explana-
tions on consumer buying behavior. Future research
should bring in socio-economic variables, social
class and status for a better understanding of indi-
viduals’ behavior towards cosmetic surgery.
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THE FIRM’S CHARACTERISTICS, CORPORATE GOVERNANCE AND DIVIDEND
PAYMENT: EVIDENCE FROM NONFINANCIAL FIRMS LISTED IN THAILAND
DURING 2001 TO 2010
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Abstract

Studies conducted in developed countries have dominated the literature on the determinants of
dividend payment. Nonetheless, there is much variation in corporate governance between developed and
developing countries. The primary objective of this study is to explore the effect of firm characteristics
and corporate governance factors on dividend payment in Thailand. The conceptual model in this study
integrates important elements which affect the dividend payment, testing firms listed on the Stock Ex-
change of Thailand (SET) between 2001 and 2010, using 1,525 observations. Results indicate that there
are four independent variables which influence dividend payment, consisting of three firm characteristics
variables and one corporate governance variable. The results of this study provide benefits to two main
parties, the investors and the management involved in the payment of dividends in the company. Basi-
cally, investors would be able to select stocks which meet their criteria if they know the factors which
influence dividend payment. Moreover, the management teams can attract value stock investors by
maintaining the factors influencing high dividend payment.

Keywords: Dividend, Ownership, Influence, Stock Market.
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INTRODUCTION

Nowadays, it seems that investors are more in-
terested in high dividend paying stock (Greenberg,
2012). Especially, in Thailand, the SET realizes the
importance of increasing demand in stock with high
dividend payment so it developed the SET High
Dividend 30 Index as the benchmark index for in-
vestors who prefer to invest in stock with high divi-
dend payment. This index indicates the price move-
ment of 30 stocks with a large size (market capi-
talization), high liquidity (consistently trading) and
high dividend payment (SET, 2011).

However, the SET high dividend 30 index pro-
vides only the information on the benchmark in-
dex for the investors. The knowledge about the
determinants of dividend payment is still inad-
equate. Many investors do not know which stock
they should invest if they want to invest in high
(low) dividend paying stock. The investors such
as low-income investors, retired investors, old in-
vestors, risk-averse investors, also foundations,
pension funds, and insurance companies tend to
prefer high dividend paying stocks (Allen et al.,
2000). The investors such as high income inves-
tors, young investors, risk-lover investors tend to
prefer low dividend paying stock (Allen et al.,
2000). How do these investors select the stock
which meets their criteria? To answer this ques-
tion, investors need to understand the factors af-
fecting the dividend payment, so as to understand
the true factors which make investors select the
right stocks in their portfolio selection. This study
can answer such a question to make the investors
fully understand the characteristics of stock which
pays a high (low) dividend.

Dividend is an imporatant issue for investors,
especially value stock investors. On one hand, the
value investors prefer high dividend payment. On
the other hand, the firm cannot satisfy the inves-
tors’ need because the company prefers to pay only
the appropriate value. A higher dividend payment
means that the firm has a lower amount of money
for investment and debt repayment. Therefore, the
decision about dividend payment is very impor-
tant for the firm’s management. The findings of
research provide benefits to both the academic and
business world. In the business world, there are
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two main parties involved with the dividend pay-
ment in the company, which include the stockhold-
ers (investors) and the management team. Since
the individual and the institutional investors can-
not force the company to pay as per their wants,
the investors should choose the firms which have
the characteristics and corporate governance fac-
tors most likely to pay what they want. The inves-
tors who prefer a high dividend payment should
invest in low leverage and small sized firms, low
growth opportunity which have single sharehold-
ers with high largest ownership.

The objective of this study is driven by the fact
that previous literature on the determinants of divi-
dend payment has been mainly conducted in de-
veloped countries. However, there is a variation in
corporate governance (which is one factor affect-
ing dividend payment) between the developed and
developing countries (Mulili & Wong, 2011). The
results of the determinants of dividend payment of
developed countries, therefore, cannot be gener-
alized to a developing country which leads to the
study’s research objectives.

The research objective aims to understand
which factors drive firms to pay high or low divi-
dends. Therefore, the term dividend payment is
used. The main research objectives are to examine
the influence of firm characteristics on dividend
payment and to investigate the impact of corpo-
rate governance factors on dividend payment.

REVIEW OF LITERATURE: DIVIDEND
THEORY

The following are familiar dividend theories
which consist of seven main dividend theories be-
ginning with the pioneering ‘Dividend Irrelevant
theory’ of M&M (1961). The other theories are
the ‘Bird-in-the-Hand’, tax disadvantage, clientele,
dividend signalling, dividend agency, business life
cycle theories, and catering theory.

The first theory is The Miller-Modigliani
Dividend Irrelevance Theory. Miller and
Modigliani (1961) explained the Dividend Irrel-
evance proposition under the assumptions of a
perfectly competitive and efficient capital market.
They suggested that the dividend payout affects



neither the current share price nor the total return
to shareholders because the firm’s value is deter-
mined only by its basic earning power and busi-
ness risk. They believed that investors who still
want to invest in a firm can use cash from divi-
dends to reinvest in the firm’s shares and the result
will be equal because there are no taxes or trans-
action costs in the basic assumption.

Next, the Bird-in-the-Hand theory suggests
that the dividend payout ratio increases, a firm’s
stock value increases. The proponent of the theory
was Myron Gordon in 1959. Gordon (1959) dem-
onstrated that both the current dividend and the
past five-year average of dividend had positive re-
lations to a firm’s stock price. This means that divi-
dends increase shareholder wealth. Gordon be-
lieved that receiving certain dividends in the cur-
rent period has lower-risk than waiting for uncer-
tain capital gain in the next period. Investors can
at least get money and decide whether to re-invest
the money in the same company or not.

The Tax Preference Theory suggests that as
the dividend payout ratio increases, a firm’s stock
value decreases. Paying taxes could impact the
investor’s preference for a net cash dividend and
the firm’s value. When dividends are subject to
taxation, the relationship between the dividend
payout and a firm’s value will be negative. The dif-
ference between dividend (income) tax and capital
gains tax makes a low-dividend payout firm more
attractive (Black & Scholes, 1974). It means that
a cash dividend payment may lead to a decrease in
a firm’s stock price.

The Clientele effect represent an important
factor to segment markets (Blackburn, Goetzman
& Ukhov, 2009). Different groups of stockhold-
ers prefer different dividend payout policies. Miller
and Modigliani (1961) stated that firms with lower
dividend payouts attract investors who avoid divi-
dends. Firms with a high dividend payment would
be interesting to investors who are interested in
dividends. Black and Scholes (1974) classified
investor’s dividend preferences into three groups:
investors who prefer high dividend payments, in-
vestors who prefer low dividend payments and in-
vestors who are indifferent about the source of in-
come i.e. dividend or capital gain.

Signaling Hypothesis is based on asymmet-

ric information between insiders (managers or di-
rectors) and outside market investors. The insid-
ers have better information about the firm than out-
side investors (Bhattacharya, 1979: Miller & Rock,
1985: John & Williams, 1985: Ambarish et al.,
1987). Signaling theory researchers believe that
dividends convey information about a firm’s fu-
ture profitability and growth opportunity. Signal-
ing theory indicates that firms use dividends as sig-
nal information to outsiders, where higher dividend
payout tends to signal better future profitability and
is followed by increasing price.

Agency Hypothesis or Incomplete contracts:
conflicts will occur if the contract is incomplete,
followed by agency costs. A manager who owns
one hundred percent of a firm has different behav-
iors to a manager who owns less than one hundred
percent of a firm (Jensen & Mecking, 1976). When
managers own less than one hundred percent, they
exhibit selfish behavior: they may make decisions
in order to satisfy themselves instead of maximiz-
ing shareholder wealth. Jensen and Mecking (1976)
labeled the loss from this agency problem as “Re-
sidual loss”. Jensen and Mecking (1976) defined
expenditure and cost that has to be incurred to
monitor the operation of their agent as “Agency
cost”. To prevent those problems, a firm should
distribute cash to shareholders by paying it out via
dividends (Easterbrook, 1984; Jensen, 1986).

Maturity Hypothesis / Firm Life-cycle Theory
base on Grullon, Michaely, and Swaminathan
(2002) suggest that, “Firms increase their cash
payout as they become more mature because of a
diminishing investment opportunity set’ (Grullon
et al., 2002, p.388). Thus, paying higher dividend
means lower investment opportunity and earnings
profit. When a firm becomes mature, it has fewer
opportunities to invest, so there are more retained
earnings in the firm. Thus, to reduce agency cost,
a mature firm should pay cash dividends or repur-
chase the firm’s shares in order to distribute ex-
cess funds to shareholders. Therefore, a dividend
increase may signal the commitment of manage-
ment to protect over-investment but not to signal
the firm’s future profitability.

Catering Theory of Dividends: In the view
of a catering theory of dividends “when investor
demand for payers is high (low) and Modigliani-



Miller-style arbitrage is limited, a stock price pre-
mium (discount) could appear on payers
(nonpayers), and firms on the margin may then
cater to the implied investor demand in an attempt
to capture this “dividend premium’™ (Baker &
Waurgler, 2004, p.272). Catering theory of divi-
dends focuses more on the demand for shares that
pay dividends. “Managers cater to investors by
paying dividends when investors put a stock price
premium on payers and not paying when inves-
tors prefer nonpayers” (Baker & Wurgler, 2002,

p-1).

RESEARCH METHODOLOGY

The theoretical framework explains dividend
theory, which is the basic knowledge for hypoth-
eses development and independent variable selec-
tion. The theoretical framework has been designed
as shown in figure 1. The framework includes seven
theories which explain how the two groups of in-
dependent variables (which are firm characteris-
tics and corporate governance) are related to the
dependent variable. The firm characteristics vari-
able is explained by three theories (Signaling,
Agency Cost, and the Firm life-cycle theories), and
the corporate governance predictors are explained
by five theories (Signaling, Agency cost, Bird-in-
the-Hand, Tax Preference, Clientele Effect theo-
ries and a Catering theory of dividens).

The conceptual framework explains the re-
search framework together with the selected vari-
ables. Based on the literature review of both divi-

dend theory and empirical studies, there is evidence
of two groups of variables, namely firm character-
istic variables and corporate governance variables,
that influence the dividend payment. The relation-
ship between firm characteristics, corporate gov-
ernance and the dividend payment will be tested as
to whether there is a significant relationship be-
tween the independent variables and the depen-
dent variable. Each independent variable has been
related to dividend payment by the dividends theory
as shown in figure 1 as follows:

1. Profitability: Signaling theory states that
dividends convey information about a firm’s fu-
ture profitability and a firm’s growth opportuni-
ties (Bhattacharya, 1979; Miller & Rock, 1985;
John & Williams, 1985; Ambarish et al., 1987). A
board of directors uses dividend payments to con-
vey information about a firm’s performance and
firm’s characteristics to outside investors. There-
fore, it is expected that a firm with larger profits
(in the current year and expected high profit pro-
jected in the future) will signal future profitability
to outside investors via the higher dividend pay-
ments.

2. Leverage: According to agency theory, one
of the best solutions to reduce agency cost is to
reduce a firm’s cash flow in order to reduce the
cash and resources available to the firm’s manag-
ers (Grossman & Hart, 1980; Rozeff, 1982;
Easterbrook, 1984; Jensen, 1986). Debt could be
another substitute for dividend payment to elimi-
nate agency cost. The debt holder will monitor the
agency problem in the firm. Therefore, it is ex-
pected that the higher debt level leads to lower

Figure 1: Theoretical Framework as a Foundation Supporting the Testable Relationships

Theories/ Concepts Predictors Dependent Variables
Signaling Theory —
Agency Theory —————p Ci eristics
Dividend Payment*

. . *The dividend payment is
Signaling Theory measured by the Dividend
Agency Theory Payout ratio.
Bird-in-the-Hand Theory
Tax Preference Theory | ) Corporate
Clientele Effect Governance
Catering Theory
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agency cost which leads to lower dividend pay-
ment.

3. Liquidity: Jensen and Mecking (1976)
stated that the higher liquidity lead to the higher
agency problem. According to agency theory, one
of the best solutions to reduce agency cost is to
reduce a firm’s cash flow in order to reduce the
cash and resources available to the firm’s manag-
ers (Grossman & Hart, 1980; Rozeff, 1982;
Easterbrook, 1984; Jensen, 1986). A higher firm
dividend might mitigate the agency cost problem
which occurs from higher liquidity. Therefore, it is
expected that the higher liquidity level lead to
higher dividend payment.

4. Size: The previous evidence suggests that
some large sized firms have more profitable invest-
ment opportunities, which stimulate financing
needs. According to firm life cycle theory, the high
growth opportunity firm needs to use funds for
expanding business. Internal funding is cheaper than
external funding or new stock issues. Therefore, it
is expected that larger firm which have the higher
growth opportunity have a lower dividend pay-
ment.
5. Growth opportunity: According to firm
life-cycle theory, “A firm increases their cash pay-
out as they become more mature” (Grullon et al.,
2002, p.388). Paying a higher dividend is a sign of
lower investment opportunity and profit. Conse-
quently, it is expected that the dividend payment
has an inverse relationship with growth opportu-
nity.

6. Board size: Larger board size has better
quality in monitoring and controlling cost and capi-
tal spending. A larger board size allows more spe-
cialized directors and thus better monitoring
(Chemmanur et al., 2009; Abdelsalam et al., 2008);
the higher the monitoring ability of a board of di-
rectors, the lower the firm’s agency cost. Conse-
quently, the monitoring ability of a board of direc-
tors can substitute dividend payments for reduc-
ing agency cost. Therefore, it is expected that larger
board size lead to a lower dividend payment.

7. Proportion of outside directors to total di-
rectors: Ahigh proportion of outside (independent)
directors is considered better for good corporate
governance. Qutside directors will monitor and
force the firm’s management to disgorge retained
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earnings in order to protect minority shareholders
from agency cost and residual loss.

Therefore, it is expected that higher the pro-
portion of outside directors to total directors lead
to a higher dividend payment.

8. Foreign ownership: Firms with foreign
ownership has superior performance compared to
domestic firms. Since foreigners have superior
technological know-how, and because of the in-
vestment promotion benefits from the Thai gov-
ernment (Wiwattanakantang, 2001). According to
signalling theory, boards of directors use a higher
dividend payment to signal the higher firm’s per-
formance. Therefore, it is expected that higher for-
eign ownership leads to a higher dividend payment.

9. Largest ownership: Since these ownees
have the largest share in the firm, the best benefits
they get from the firm are capital gain from out-
side investors. According to signaling theory, the
largest shareholders want a firm to pay higher divi-
dends to inform outsiders that their firm has good
performance. Also, according to catering theory
of dividend, a stock price premium (discount) could
appear on payers (nonpayers), then firms pay divi-
dend to satisfy investor demand in an attempt to
capture dividend premium. Therefore, it is expected
that higher largest ownership leads to a higher divi-
dend payment.

10. Insider ownership: Insider ownership re-
fers to the shareholders who are involved in a firm’s
management; the higher the percentage of shares
held by insider ownership, the lower the conflict
between shareholders and management. Accord-
ing to agency theory, an important solution for re-
ducing agency cost is reducing a firm’s cash flow
to reduce the power of management to disgorge
income (Grossman & Hart, 1980; Rozeff, 1982;
Easterbrook, 1984; Jensen, 1986). Therefore, it is
expected that higher insider ownership leads to a
higher dividend payment.

11. Family ownership: The higher the percent-
age of family ownership, the higher the Return on
Assets (Wiwattanakantang, 2001; Chen et al.,
2005; Sraer & Thesmar, 2007; Allouche et al.,
2008). According to signalling theory, boards of
directors use a higher dividend payment to signal
the higher firm’s performance. Therefore, it is ex-
pected that higher family ownership leads to a



higher dividend payment.

12. Institutional ownership: According to tax
preference theory, there are different rules for divi-
dend taxes and capital gains taxes for normal in-
vestors. Individual investors have to pay dividend
tax as ordinary income, which is higher than capi-
tal gains tax. However, some institutional owners
receive tax exemptions for dividend tax, and con-
sequently institutional owners may pay lower divi-
dend taxes than other types of ownership. Accord-
ing to clientele effect, institutional owners prefer a
dividend paying firm because of tax advantages.
Therefore, it is expected that the higher institu-
tional ownership lead to a higher dividend payment.

According to above explanation, the concep-
tual framework has been designed in order to ex-
plain how each independent variable influences the
dividend payment as shown in Figure 2. The fol-
lowing shows the relationship between each inde-
pendent variable and the dividend payment, and
develops hypotheses on relationships based on the
review of literature (both theoretical and empiri-
cal).

The hypotheses has been developed to test the
relationship between each independent variable and
the dividend payment as show on belowing

Hlo: There is no significant relationship be-
tween the firm’s profit and the firm’s dividend pay-

ment.

H2o: There is no significant relationship be-
tween the leverage ratio and the dividend payment.

H3o: There is no significant relationship be-
tween the firm’s liquidity and the dividend pay-
ment.

H4o: There is no significant relationship be-
tween the firm’s size and the dividend payment.

H50: There is no significant relationship be-
tween the firm’s growth opportunity and the divi-
dend payment.

H6o0: There is no significant relationship be-
tween the number of directors and the dividend
payment.

H70: There is no significant relationship be-
tween the ratio of outside directors to total direc-
tors and the dividend payment.

H8o: There is no significant relationship be-
tween the percentage of shares held by foreign
shareholders and the dividend payment.

H90: There is no significant relationship be-
tween the percentage of shares held by largest
shareholders and the dividend payment.

H10o0: There is no significant relationship be-
tween the percentage of shares held by insider
shareholders and the dividend payment.

H11o: There is no significant relationship be-
tween the percentage of shares held by sharehold-
ers from same family and the dividend payment.

Figure 2: Conceptual Framework of Hypothetical Relationships

Independent Variables

Dependent Variable

Firm Characteristics
- Profitability
- Leverage
- Liquidity
- Size
- Growth Opportunity

l

Corporate Governance Variables
Board of Directors
- Board Size

Ownership Structures

- Foreign Ownership

- Largest Ownership
Insider Ownership
Family Ownership
Institutional Ownership

- Proportion of Outside Directors to Total directors

Dividend Payment*
*The dividend payout ratio
is a proxy for the dividend
payment of a firm.
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H12o0: There is no significant relationship be-
tween the percentage of shares held by institutional
shareholders and the dividend payment.

To explore the determinants of the dividend
payment for the companies listed on the SET dur-
ing 2001 - 2010, information on each company is
carefully collected. Financial firms are excluded
since they have different characteristics and regu-
lations in financial reporting standard as well as
their general accounting policies. The observation
will include only firms with positive net profit that
pay dividends, and the firms that have all the vari-
ables under this study. In addition, this study screens
outliers by using Z-scores and Scatter plots, and
the outliers’ information will be excluded from the
analysis. Therefore, data being collected for the
study includes the unbalanced panels 0f 295 firms,
with 1,525 observations.

Secondary data were used in this study; they
were collected from three difference sources at the
Stock Exchange of Thailand. Those data are 1)
Financial statements from www.setsmart.com, the
official website of the Stock Exchange of Thai-
land. 2) Company annual reports, derived from the
56-1 form, and 3) Data from the Information Ser-
vices Department of Stock Exchange of Thailand.
In order to investigate the relationship between the
dividend payment and the twelve independent vari-
ables, this study adopts a multiple regression analy-
sis. The model of multiple linear regressions is

DIvi, = B, + B,PROFit + B,LEVERit +
B.LIQit + BSIZEit + BGROWit + BBZit +
B,0UTit + BFOREit + B, LARGEit + B, INSIDit
+ B, FAMit + B, INSit

DIvi Dividend Payment (Dividend Pay-
out Ratio) as measured by the ratio between divi-
dend to net profit

PROF = Firm’s Profit as measured by ROA
(Return on Asset)

LEVER = Firm’s Leverage as measured by
Debt to Total Asset Ratio

LIQ Firm’s Liquidity as measured by
Current Ratio

SIZE Firm’s Size as measured by Loga-
rithm of Total Assets

GROW = Firm’s Growth as measured by Per-
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centage Change of total sales revenue

BZ = Firm’s Board size as measured by
Logarithm of Total number of Members of Board
of Directors

our Firm’s Outside Directors on the
Board of Director as measured by Percentage of
Outside (Independent) Directors to Total Direc-
tors

FORE = Firm’s Foreign Ownership as mea-
sured by the percentage of shares held by foreign
shareholders

LARGE = Firm’s Largest Ownership as mea-
sured by the percentage of shares held by the larg-
est shareholder

INSID = Firm’s Insider Ownership as mea-
sured by the percentage of shares held by direc-
tors and firm’s senior management

FAM Firm’s Family Ownership as mea-
sured by the percentage of shares held by share-
holders from the same family

INS Firm’s Institutional Ownership as
measured by the percentage of shares held by in-
stitutional shareholders.

B, = Intercept term
B, = A vector of parameters to be estimated
EMPIRICAL FINDINGS

The t-statistic test in the multiple regression
model is a two tail distribution. This study, there-
fore, uses the Wald test to derive the precise test-
ing result. Table 1 summarizes the results of hy-
potheses testing by using the Wald Test.
Multicollinearity also has been checked to deter-
mine whether all variables can be put in the model
at the same time. Table 2 presents the correlation
matrix of twelve variables.

There are four null hypotheses rejected. The
null hypothesis of Hypothesis 2 is rejected ata 5%
significance level (B,=-0.1716, p-value = 0.0127).
The empirical results show that the higher the firm’s
leverage, the lower the dividend payment. The null
hypothesis of Hypothesis 4 is rejected at a 1% sig-
nificance level (B, = -0.0088, p-value = 0.0900).
The empirical results show that the higher the firms
size, the lower the dividend payment. The null hy-
pothesis of Hypothesis 5 is rejected at a 5% sig-



nificance level (B, = -0.0005, p-value = 0.1000).
The empirical results show that the higher growth
opportunity, the lower the dividend payment. The
null hypothesis of Hypothesis 9 is rejected ata 5%
significance level (B, =0.0015, p-value = 0.0329).
The empirical results show that the higher the per-
centage of largest ownership, the higher the divi-
dend payment. The directions of all the rejected
hypotheses are consistent with expected outcomes.

The remaining null hypothesis, hypothesis 1 for
profitability, hypothesis 3 for firm’s liquidity, hy-
pothesis 6 for number of total directors, hypoth-
esis 7 for the percentage of outside directors, hy-
pothesis 8 for foreign ownership, hypothesis 10
for insider ownership, hypothesis 11 for family
ownership and hypothesis 12 for institutional own-

ership were not rejected. The results of the Wald
Test confirmed the results of the multiple regres-
sion model that only 4 key elements, which are the
leverage, the firm’s size, growth opportunity, and
the largest ownership, can explain the variation in
the dividend payment, while the other elements,
which include profitability, liquidity, board size,
outside directors, foreign ownership, inside own-
ership, family ownership and institutional owner-
ship, cannot explain the variation in dividend pay-
ment.

Summary of the results of hypotheses testing
is shown on Table 1 with the hypotheses testing
and regression analysis presented earlier the fol-
lowing statement can be drawn: “There are sig-
nificant negative relationship between the firm’s

Table 1: Hypotheses Testing Results

Null Hypotheses coefficient | p-value
Hlo: There is no significant relationship between the firm’s profit

and the firm’s dividend payment. -0.0008 0.4293
H20: There is no significant relationship between the leverage ratio

and the dividend payment. -0.1716 0.0127**
H3o0: There is no significant relationship between the firm’s

liquidity and the dividend payment. -0.0006 0.8587
Hd4o: There is no significant relationship between the firm’s size

and the dividend payment. -0.0088 0.0900***
H50: There is no significant relationship between the firm’s

growth opportunity and the dividend payment. -0.0005 0.0980**
H6o: There is no significant relationship between the number of

directors and the dividend payment. -0.0051 0.8602
H70: There is no significant relationship between the ratio of

outside directors to total directors and the dividend payment. | -0.013 0.7552
H80: There is no significant relationship between the percentage of

shares held by foreign shareholders and the dividend payment. | -0.0009 0.1544
H90: There is no significant relationship between the percentage of

hares held by largest shareholders and the dividend payment. | 0.0015 0.0329**
H100: There is no significant relationship between the percentage of

shares held by insider shareholders and the dividend payment. | -0.0004 0.2831
H11lo: There is no significant relationship between the percentage

of shares held by same family and the dividend payment. 0.0000 0.9372
H120: There is no significant relationship between the

percentage of shares held by institutional shareholders and

the dividend payment. -0.0005 0.4341

*¥ = 5% significance level and *** =1% significance level
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leverage, size and growth opportunity with the divi-
dend payment. In addition, there is a significant
positive relationship between the percentage of
largest ownership with the dividend payment”.

In conclusion, three variables of firm charac-
teristics variables have significant relationships to
the proxy of dividend payment which are lever-
age, size and growth opportunity and one variable
of corporate governance variables have significant
relationships with dividend payment which is larg-
est ownership.

DISCUSSION AND RECOMMENDATIONS

The results on Table 2 showed that there are
no high correlations evidenced among the twelve
independent variables.

The investors who prefer a high dividend pay-
ment should invest in low leverage and small sized
firms, low growth opportunity which have single
shareholders with high largest ownership. Low le-
verage firms have lower restrictions on dividend
payment, so they can pay a higher level of divi-
dend payment. Small sized firms tend to have a
higher risk than larger sized firms, so they com-
pensate investors by providing certain income in
the form of dividend payments. The low growth
opportunity firms tend to use less cash for invest-
ment, so they can pay higher dividend payment. A
single shareholder with a highest share will have a
dominant ability to force the firm to pay a divi-
dend. On the other hand, the growth stock inves-

tors should invest in stock with the opposite char-
acteristics.

The findings of this study provide benefits to
management in the sense that the main objective
of the management is to maximize the shareholder
wealth by maximizing the firm’s value. According
to catering theory of dividends, management teams
can cater to investors by paying dividends when
investors put a stock price premium on payers. If
the relationship between dividend payment and firm
value is positive, following bird in the hand theory,
management team can increase the dividend pay-
ment in order to raise up the firm value. If the man-
agement team can attract the target investor prop-
erly, the demand for the stock will increase. Then,
the price of the stock and the market value of the
firm will increase. If the management teams want
to attract value stock investors to invest in their
firm, they should maintain the variables which im-
pact high dividend payment and announce to in-
vestors that their firm has a small size, a low lever-
age level, low growth opportunity, high percent of
shares held by largest ownership. These character-
istics are features of stock which provides a high
dividend payment and is suitable for investment.
When the investors who prefer to invest in value
stock increase investments in the stock, the price
of stock and the market value of firms will increase.
The objective of the management term, therefore,
can be achieved.

To achieve the objective of the management
team in increasing the demand for the stock, the
investors should fully understand such factors,

Table 2: Correlation Matrix

PROF | LEVER | LIQ | SIZE | GROW| BZ OUT | FORE | IARGE | INSID| FAM | INS
PROF | 1.00
LEVER| -0.15 | 1.00
LIQ 0.00 |-041 1.00
SIZE ]0.04 |043 -0.21 | 1.00
GROW | 0.13 | 0.12 -0.05 | 0.08 | 1.00
BZ -0.05 | 0.11 -0.12 1 0.32 | 0.01 1.00
ouT [0.05 [-0.03 0.07 | -0.01 | -0.01 -0.43 | 1.00
FORE | 0.04 | 0.05 <0.04 | 0.27 | -0.02 -0.08; 0.03 |1.00
LARGE} 0.00 | -0.01 0.03 | 0.14 | 0.01 -0.02 | -0.03]0.17 1.00
INSID | 0.07 |[-0.06 0.04 | -0.08 | 0.00 -0.08| 0.19 |-0.13 | -0.24 1.00
FAM |(0.09 |-0.13 0.15 | -0.32 | -0.03 -0.221 0.11 {-032 | -0.19 {0.12 | 1.00
INS -0.08 | 0.09 -0.13 ] 0.26 | 0.03 030 | -0.121-026 | 0.36 -0.17 | -0.45 | 1.00




which can affect the dividend payment. The man-
agement team can maintain those factors (struc-
ture) in order to achieve their strategy to pay high
or low dividend payment. The result of this study,
therefore, provides benefits to the SET in the sense
that it is an organization that provides information
to investors. Currently, SET provides information
on the SET High Dividend 30 Index, which is the
benchmark index for investors who prefer to in-
vest in high payment stock. However, SET High
Dividend provides only 30 stocks which have high
market capitalization and high liquidity with lim-
ited dividend yields at 15 percent. The results of
this study can provide more information with all
dividend paying stock for investors. Investors un-
derstand that the firms which have a high potential
to pay high dividends are the firms which have small
size, low leverage, low growth opportunity and a
high percentage of shares held by largest owner-
ship. When the investors fully understand the fac-
tors affecting the dividend payment, investors can
select the stock which meets their criteria. The
management team can increase the stock price and
firm value as they aim. In addition, the increasing
in investor knowledge can benefit the financial
market as a whole.

Moreover, as financial planning, management
can manage the sources and uses of fund using the
dividend payout. A firm’s leverage, growth oppor-
tunity, size and percentage of share held by largest
ownership can be used as the variable to forecast
the dividend payment, management can therefore
adopt appropriate financial planning in order to bal-
ance between dividend payment and future capital
expenditure.
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