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The
Chairman
SpEeaks ...

Evidently India is emerging as an economic power. The economy is on sustainable growth path.
The trend is expected to continue notwithstanding the myriad of problems. However, these problems
need to be properly managed in order to sustain the momentum. It calls for professional

management skill of the highest order.

In any entrepreneurial venture risk is an unavoidable factor. Every business has its own risk
factors and it is facing that risk every day. That is why risk management has become a core
business education process now. Good risk management process is an essential part of any
modern business. Moreover, risk is an inevitable consequence of change and so it may not be
possible for any organization that is aiming growth to totally eliminate risk. The best possible
approach will be to manage the risks in such a way to maximize opportunities and to minimize

damages. And any intelligent organization would know how to convert this threat to an opportunity.

It is in this context that this issue of SCMS Journal of Indian Management invites your attention to

risk management through the two lead articles.

The remaining articles and features have been carefully selected to be of contemporary importance.

I hope that our readers will find these contributions useful.

Dr.G.P.C.NAYAR
Chairman, SCMS Group of Educational Institutions

Published by School of Communication and Management Studies
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Editorial | *

God manages the cosmos.

Man manages all in the cosmos as he wishes.

He manages home and its inmates as the supreme head.
He manases a firm or a factory as its chief to lead

He manases the state, as the ‘chosen ruler’ on top.

To manage anything, what one needs is knowledge? Its resource may be finance,
marketing, health or wealth. It's in a three-tier in the experiential level, that the resource
gets altered. Knowledge is churned and churned in the mind: The manaserial broodings
and meditations lead to the thousght, what one thinks and thinks before he manasges: The
raw materials are churned out into something different here, into thought, the latent
state of skill in managing.

The skill is manifest in the secondary stage when the thought gets changed into the word, the word to manase; it flows out
of the tongue / pen.

Then to the deeds, to the tertiary level: the thought gets changed into many manifestations as steps and deeds. All these
are pointers to the fact that management is skill in thought, word and deed. All these join together to form action
(managerial). The action exists in language ‘space’ and ‘time.’

Management is taught in business schools. Mostly knowledse is the subject taught in
management schools thereby the resource material for management ‘thought’
(knowledse) is only discussed. How to use this resource in language — in thousht,
word and deed — shall be handled in a business school. How far this is done invites
questions.

To generate thought, word and deed, theories will help. The West has eclipsed the
East in bringing management ‘thoughts’ into the classroom. Many of the ancient
philosophical minds of the orient are yet to see new light. They can still be pristine in

the managerial scenario. Not only do they demand some brushing, polishing, refining, and culturing, but detailed exploration.

Dr.D.Radhakrishnan Nair

Editorial Assistant: Mr.E.V.Johnson
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| 77 ]

Director’s Message

| have just become a member of the Editorial
Advisory Board of SCMS Journal of Indian
Management. It indeed is a privilege to be associated

with this world-class management journal.

There is an excellent mixture of articles included in

this issue of the journal. These articles touch various contemporary

management issues in a very lucid and effective manner. The global touch
cannot be missed at all while previewing the content of the journal this time.

The quality of presentation and packaging is very impressive.

IESENY

The “improvement function” is a constant endeavor. In that spirit, we are

I%%I

constantly on the look out for innovative articles and scholarly work to be
included in our journal. We are constantly striving to make the journal a real
focal point for development of management thoughts and ideas in this part of

the world.

| also take this opportunity to express our sincere gratitude and appreciation
to all the stake-holders in this endeavor, including but not limited to, the
authors, the subscribers and readers, the entire editorial and production

workforce, and of course, the Chairman of SCMS for his untiring support.

Dr. Mangi L. Agarwal
Director, SCMS.

| 77|
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Supply Chain Risk Management.
A Framework

Mohd Nishat Faisal

SCMS Journal of Indian Management, April-June, 2006.

Supply chains have emerged as a dominant vehicle to beat the competition. This is because of the realization by the

organizations that to excel in the market place they need to leverage their partners’ capabilities. But along with their skills,

partners also bring new form of risks. Supply chain risk management involves understanding risk from the perspective of a

supply chain and to develop strategies to mitigate them. This paper has tried to develop an understanding of risk
management in a supply chain by classifying various risks along with the understanding of the barriers to risk minimization. It

also proposes a framework to manage risk effectively. This would help supply chain managers to develop a holistic

approach to manage risks in a supply chain.

ompanies have relentlessly restructured and
reengineered to increase organizational

effectiveness and satisfy
key customers, but in their pursuit
for excellence, managers have
realized that their companies
often lack the resources and
competencies needed to achieve
competitive success. This realization
has led them to look beyond their
companies’ organizational
boundaries to evaluate how the
resources of suppliers and
customers can be used to create
value so as to beat the competition
in the marketplace. Efforts to align
objectives and integrate resources
across company boundaries to
deliver greater value are known as

s

DrMohd Nishat Faisal, National Doctoral Fellow,
Department of Management Studies, Viswakarma
Bhavan, Indian Institute of Technology Delhi, Hauz
Khas, New Delhi, India-110016, Tele: 011-

26596410, Email: nishat786@yahoo.com
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supply chain management (SCM) initiatives. A supply chain
consists of three primary flows (Speckman and Davis,

2004):

§ Physical flow.
§ Information flow.

§ Money flow

Each of them is essential for the supply
chain to perform its objectives in an
efficient and effective manner and
disruption in any one of them would
defeat the purpose of the supply
chain. Generally organizations do
consider and analyse the risks to their
physical flow and money flow but the
very important aspect of information
flow is neglected.



Examples like Dell, ZARA, Seven-Eleven, and Wal Mart show
that to satisfy customers inventory has to be replaced by
information. This approach has twin advantages, one it reduces
the blocked capital that goes in maintaining inventories and
second it minimizes the obsolescence cost, which ultimately
eats into profits margins.

Still supply chain risk management is a neglected issue. Some of
the possible reasons are

1. Lack of strategic vision about various risks that could
impact the supply chain.

Q. Focus by individual partners to minimize risks at their
end.

3. Unfamiliarity with tools to mitigate supply chain risks

This is corroborated by two studies, first according to a study
conducted by Computer Sciences Corporation in 2003, 43 per
cent of 142 companies, ranging from consumer goods to
healthcare, reported that their supply chains are vulnerable to
disruptions, and 55 per cent of these companies have no
documented contingency plans (Poireir and Quinn, 2003). Next,
according to another survey conducted by CFO Research
Services, 38 per cent of 247 companies acknowledged that
they have too much unmanaged supply chain risks (Eskew,
2004). Some of the current business trends that have contributed
to risks susceptibility in supply chains are:

Global nature of supply chains,
Increased dependence on outsourcing,
Fast changing customer preferences,

Competitive advantage based on time to market,

Linkages with fuel prices, and

W W W W W W

Excessive dependence on IT solutions.
Supply Chain Risks-The Classification

Supply chain risks can take many forms (Harland et al.,, 2003;
Morgan, 2004) and so lack of knowledsge about various type of
risk becomes an impediment in risk minimization.

Researchers like Chopra and Sodhi (2004); Finch (2004);
Norrman and Jansson (2004) have classified various supply chain
risks as:

Published by School of Communication and Management Studies

SCMS Journal of Indian Management, April-June, 2006.

Disruptions - These are rare but very damaging like natural
disasters or more recently terrorism related. Although it is
impossible to eliminate such risks but organizations can certainly
develop contingency plans to minimize the impacts of such risks.

Delays - Delays result because of poor quality or inflexibility at
supplier end or excessive inspection and changing mode of
transportation. If any one link of a supply chain is made to wait then
the whole purpose of the supply chain management gets defeated.

System risk - Today’s highly networked environment has made
the risk of system failure an important issue for supply chains.
Multiple sources of these risks include virus, worms, hackers
and more importantly internal employee frauds.

Forecast risks - These risks can cause havoc as product life
cycles have shrunk and customers have plenty of choices in the
market. Any one working in the domain of supply chain
management must be aware of the “bullwhip effect” which is
the result of non availability of correct information to all the links
of the supply chain.

Intellectual Property Risks - Intellectual property decides about
a company’s survival, as the investments to create IP are
substantial. The risk is that as companies are focussing more on
their core competencies and outsourcing other activities there
are chances of intellectual property information being passed
to competitors as there may be suppliers working for competing
organizations.

Corporate Social Responsibility risks - In the wake of customers
being more aware about the environmental, legal issues
organizations are becoming more serious to not only becoming
more socially responsible but also forcing their suppliers to
stick to the standards and regulations. The reason for this concern
is because organizations are outsourcing from many locations
around the globe, it may happen that violations of human rights
or environmental degradation by the suppliers may lead to a
negative publicity and loss of customer goodwill.

Chaos risks - These risks are the result of over-reactions,
unnecessary interventions, second-guessing, mistrust, and
distorted information throughout a supply chain (Christopher
and Lee, 2004). The well-known “bullwhip” effect, which
describes increasing fluctuations of order patterns from
downstream to upstream supply chains, is an example of such
chaos.



Managing Supply Chain Risks through Agility

Agility concept popularised in early nineties by a group of
scholars at laccoca Institute of Lehigh University in USA, has
emersged as an important competitive weapon for companies
operating in today’s volatile markets. Agility means using market
knowledge and a virtual corporation to exploit profitable
opportunities in a volatile market place (Mason-Jones et al.,
2000). It is a business-wide capability that embraces
organisational structures, information systems, logistics
processes and in particular, mindsets (Christopher and Towill,
2001). As the effectiveness of an organization’s response to
rapidly changing market conditions will be largely determined
by the capabilities of trading partners, the concept of agility has
also been extended beyond the traditional boundaries of the
individual organization to encompass the operations of the
supply chain within which the organization operates (Power et
al, 2001). The essence of an asile supply chain is its ability to
respond quickly and efficiently to a volatile marketplace.
Companies like GE lighting, HP. ZARA reduced uncertainties
and vulnerabilities for themselves and their supply chain partners
by transforming their supply chains into more agile entities (Prater
et al, 2001). According to researchers (Yusuf et al., 2004;
Christopher, 2000) the four distinguishing characteristics of an
asile supply chain are:

§  Market responsiveness- Understanding and capturing
quickly the need of the customers would define the
competitive position of the organizations, which
requires that the whole supply chain can quickly
adapt to the changing market requirements.

§ Network Integration- Agile supply chains take
advantage of the capabilities of its partners in fulfilling
the customer requirements.

§  Process Integration- It requires collaborative working
between buyers and suppliers, joint product
development, common systems, and shared
information.

§  Virtual Integration- Leveraging latest IT tools supply
chains are now becoming virtual and information
based rather than the traditional inventory based.

The new “paradigm” for agile competition concerns the ability
to respond to unexpected changes, to survive unprecedented
threats from the business environment, and to exploit changes
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as new business opportunities (Kidd, 1995) which require that
agile thinking needs to grow to accommodate the full gamut of
supply chain activities (Kasarda and Rondinelli, 1998). Creating
an asile supply clearly requires a number of significant changes
to the status quo, which necessitates supply chain managers,
to act as change manasers with not just manasging change within
the organization, but managing change in the way that
relationships between organizations are structured (Christopher
and Towill, 2001).

Framework to manage Risks in a Supply Chain

Risk management processes include an understanding of the
risks and develop strategies to minimize their impact. The various
steps of the proposed framework to manase risks in a supply
chain are described in brief.

Analyse Risks from a Supply Chain Perspective

Generally the organizations plan for risks that impact their
operations but tend to ignore those risks that may impact their
partners. To assess supply chain risk exposures, the company
must identify not only direct risks to its operations, but also the
potential causes or sources of those risks at every significant
link along the supply chain. Improved understanding about risks
in a supply chain helps to make better decisions and decreases
the risks of both a single organization and a whole network.
One important tool is risk mapping, i.e. using a structured
approach for mapping risk sources and thereby understanding
their potential consequences. Simulation and Analytics
approaches that include techniques like the “fault tree analysis”
(FTA), “What If” scenarios; “event tree analysis” (ETA) should be
used to carry out analysis of the factors and causes contributing
to supply chain disruptions.

Strategic Supply Chain Risk Planning

Strategic planning provides a framework for proactive decision
making to assess continuously what could go wrong, determine
which risks are important to deal with, and implement strategies
to deal with those risks. Although at the stratesic level supply
chain risk management is relatively new but slowly organizations
are learning their importance to meet the expectations of the
marketplace. In the long run companies that would be able to
survive and thrive in the turbulent marketplace would be those
that can identify and develop contingency plans for the various
risks that exist internally and externally to their supply chains.



Regularly Monitor Current and Potential
Suppliers for possible Supply Chain Risks

Ultimate supply chain success depends heavily on the
performance of all links in the network. This requires monitoring
and assessment of the supplier on dimensions like financial
stability, quality, price competitiveness, and location risks. Also
critical suppliers should be required to have contingency plans
in place for potential supply chain disruptions.

Improve Visioility and Control

It is necessary that all the partners in a supply chain work on
the same information, ideally, which should be available in real
time. Apart from this all the partners should have the knowledge
about basic figures like order status, pipeline inventory, actual
demand and forecasts etc. The best strategy to improve
visibility is to facilitate the process of information sharing
among the partners. This would reduce the uncertainties and
consequently improve the overall performance of the supply
chain. Along with improving the visibility, supply chain managers
should develop the capability to react to sudden fluctuations in
demand. Because of its reach and common standards, Internet
has emerged as a dominant vehicle to carry and share information
among the partners in a supply chain.

Support to Partners

When we move across from Tier | to Tier Il to Tier lll levels in a
supply chain it would be visible that the suppliers are usually small
and medium enterprises. These companies generally have the
objectives of maximizing their returns and so they have little strategic
planning regarding risks. So large organizations should provide
support in educating them about the risks and strategies to
minimize them. Joint meetings, workshops are to be conducted
on regular basis to facilitate the suppliers understand their
responsibilities in managing risks in the supply chain.

Understand the Trade-offs of Various Risk
Mitigation Strategies

Supply chain risk can be managed by various strategies like having
redundant suppliers, safety stock, flexibility and responsiveness.
Each of the option has its benefits and similarly downsides. So
supply chain managers should have a clear understanding of the
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trade-offs associated with various options in managing risks.
Generally in supply chain managers would use a mix of these
strategies to manase risks.

Risk sharing Arrangements

There should be a well-defined arrangement of risks sharing
amonsg the partners of the supply chain. This is necessary, as
smaller enterprises cannot absorb the risks solely without the
support from their partners. Risk sharing arrangements would
also facilitate more sharing of information and development of
trust among supply chain partners, which is crucial for smooth
functioning of the supply chain.

Barriers to Risk Mitigation in a Supply Chain

Risk management in a supply chain is not an easy task as it involves
organizations which may have conflicting objectives and whose
knowledse about risks is limited to the individual company. Factors
like adversarial relationships which are based on the principle of
cost minimization, lack of trust among supply chain members,
misaligned incentives, information distortion, and low priority to
risk management have emerged as important barriers to risk mitigation
ina supply chain (Sinha et al., 2004; Lee, 2004; Finch, 2004)

§  Llack of trust among Supply chain members: If partners
do not trust one another, they will not share sensitive
information, there would be no clear arrangement for
revenue sharing and so there would be no motivation
to work for a common purpose.

§  Adbversarial competitive relationships: These types of
relationships were found in traditional supply chain
management. The primary goal of the traditional
adversarial approach is to minimize the price of
purchased goods and services (Faisal et al, 2004).
Althoush research in supply chain management strongly
recommends long-term collaborative relationships with
the suppliers, today many organizations are opting for
low cost destinations like China, Taiwan with the single
purpose of minimizing the cost.

§  Misaligned Incentives: Misaligned incentives are often
the cause of excess inventory, stock-outs, incorrect
forecasts, inadequate sales efforts, and even poor
customer service (Narayanan and Raman, 2004). All
this adds to the overall risk susceptibility of the supply
chain.
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§ Information Distortion: Causes of information distortion
include promotions and incentives that lead to forward
buying; batching of purchases, which leads to higher
volatility in orders; and lack of knowledge of end-
customer demand at upstream locations. The famous
“oullwhip effect” is the result of the information
distortion as we move from one end to other in the
supply chain. Lack of correct information makes the
efforts to manase risks in a supply chain a difficult
proposition.

§ Low priority to risk management: Generally
organizations focus on strategies that would increase
their revenues, while neglecting risk issues that require
manpower and finances without immediate returns.
This is because all the supply chain risks have
associated probabilities and if a risk never materialises,
it becomes difficult to justify the time spent on risk
assessments, contingency plans, and risk management
(Zsidlisin et al., 2000).

Conclusions

Supply chain risk management is important, as today it is not the
individual organizations that compete; rather it is the supply
chains. Supply chain risk management is challenging, as the
sources of risk to a supply chain are many. Not only do the
managers have to manage the risks to their individual
organizations they also have to take into account the policies
and strategies of their partnering organizations. Further in
choosing strategies to manage risks supply chain managers have
to weigh different options and should go for the one that suits
that risk situation. Also risk management in a supply chain requires
continual monitoring, as the environments in which today’s
supply chains operate are very dynamic. Use of analytics and
simulation is highly recommended to model the risk environment
in a supply chain. Finally supply chains, which have a proactive
approach towards managing risks by transforming themselves
into an agile and resilient entity, would ultimately succeed in the
marketplace.
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An Insight into Determinants of
Financial Risk Tolerance

Kapil Sharma

Risk tolerance forms the yardstick of a person’s appetite for risk. It determines construction of an individual’s
portfolio. Proper assessment and interpretation of risk tolerance is essential. A number of studies have been
carried out in developed nations, to find the important factors while predicting financial risk tolerance. Both
practitioners and academicians have paid very less attention in this field in India. This study makes an attempt
to combine demographic, socioeconomic and psychological factors in Indian environment and identify the
factors that contribute towards financial risk tolerance. The study results indicate that risk tolerance was
associated with being male, older, married, professionally employed with higher incomes, more educated,
more financially knowledgeable, and of increased economic expectations. The achievement of financial
success depends on a combination of someone’s personality characteristics and socioeconomic background.

isk has always been around us in different forms. The ‘
prime concern of human beings has always been

avoidance of the risks that
threatened his existence and look
forward for security. Today we face
risks that are different from the one,
which our ancestors faced. There are
new types of risks to which we are
exposed to. Financial risk is one risk,
which our ancestors also faced, but
the type of financial risks, their effect
on us, and our way of reacting towards
them is totally different from our
ancestors. Risk tolerance is a measure
of an individual’s ability to take risk.
Some people try to avoid risk whereas
some are always ready to take risk. Risk
tolerance can be measured with the

s
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help of a scale. Risk tolerance levels are indicators of an
individual’s outlook towards life and his investment behaviour.

Risk averters like certainty and low
variability, whereas risk seekers prefer
ambiguity, uncertainty and high
variability. Studies have shown that an
individual’s propensity to take risk
depends upon demosraphic,
socioeconomic and attitudinal factors.
Identifying risk tolerance level is an
important factor that should be taken
into consideration while constructing
portfolio. An
individual’s risk tolerance level is just
not a number that would entail him for
a particular investment. Proper
assessment and interpretation of risk
tolerance is very essential.

an individual’s
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Objective of the Study

§ Determine financial risk tolerance using a combination of
demosgraphic socioeconomic and psycholosical
factors.

§ Identify key factors, which determine risk tolerance profile
or affect an individual’s risk appetite.

§ Find whether there is any relationship between risk
tolerance, demosgraphic, socioeconomic and
psycholosical factors.

Review of Literature

Risk tolerance evaluation is a key factor for the purpose of
developing portfolios for individuals. It has been observed that
practitioners have not paid much attention in this field and it has
largely remained an area of interest of academicians only. Very
few research papers have appeared from practitioners in
practitioner-oriented publications. Lack of understanding about
the determinants of risk aversion may be the primary reason for
this deficiency. A large number of studies have been conducted
in recent years by academicians to understand about decision-
making by investors under conditions of risk. Both self-report
questionnaires and asset allocation methods have been used
by investors to measure investors risk preference.

Sneloecker, Roszkowski and Cutler (1990) observed that both
financial advisors and their clients do not realize the importance
and complexity of risk tolerance evaluation. Moreover a complete
understanding of human behaviour relating to the nature of risk
aversion cannot be captured just by conventional methods of
research used in the area of finance. It requires joint efforts by
both scholars from the field of finance and psychology.

The results of research conducted by investigators such as
Carducci and Wong (1998) and Grable and Joo (1997) suggests
that the investigation of factors that determine financial risk taking
and risk tolerance can be expanded beyond the testing of purely
psychological Specifically, demographic,
socioeconomic, and attitudinal characteristics need to be
examined to determine how these factors influence a person’s
willingness to take financial risks in “everyday money matters.”
Carducci and Wong concluded that persons fitting the type A
personality trait tended to take greater risks than those more
closely aligned with the type B personality profile. They suggested
that socioeconomic factors, such as income, might have played

factors.
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a part in explaining their findings. Specifically it was determined
that persons identified as type A personalities were likely to
maximize their achievements through additional risk taking in the
attainment of increased incomes, higher status occupations and
increased educational attainment.

Researchers like Godwin (1998); Liao (1994); Chang, Fan &
Hanna (19992); investigated the influence of investors risk
preferences on their financial behaviours. Grable & Joo (1999);
Grable & Lyton (1998); Sung & Hanna (1996) Riley & Chow
(19992); explored upon the socio economic and demographic
factors and their relation with investors risk preferences.

Mac Crimmon and Wehrung (1986) gave a detailed description
of studies relating to risk tolerance from the period 1928 to early
1980s and found that majority of studies that were conducted
during this period used students rather than earning individuals
as samples. Much of the work concentrated on how people
perceive risks as well as rules for choice in risky situations. Very
few works concentrated with people who must make risky
decisions. Moreover they concluded that imperial findings relating
to risk tolerance and gender, age, marital status, occupation,
education, income and attitudinal factors were contradictory
over the multi-decade span of review. They also observed that
the researchers failed to take into account the wide variety of
risks and subjectivity of risk tolerance.

Wallach and Kosgan (1961); concentrated their study on
determining the relationship between risk tolerance and age. In
their research they found that individuals of higher age have less
appetite for risk as compared to individuals of less age. Their
findings got support from both other researchers (Bajtelsmit &
Van Derhei, 1997, Bakshi & Chen, 1994; Brown, 1990;
Dahlback, 1991; Hawley & Fuji, 1993-94; Mclnish, 1982; Morin &
Suarez, 1983; Palsson , 1996; Sung & Hanna, 1996a) and
practitioners. However some researchers (Grable & Joo, 1997;
Grable & Lytton, 1998; Wansg & Hanna, 1997), have suggested
that it is reasonable to assume that a negative relationship exists
between age and risk tolerance.

Slovic (1966); Aigbee & Lafferty (1972); Blume (1978) ; Coet &
Mc Dermott(1979); Rubin & Paul, (1979); Hawley & Fusii (1993-
94); Xiao & Noring (1994); Sung & Hanna (1996b); Bajtelsmit &
Bernasek (1996); Grable & Lytton (1998); in their researches
found that women tend to be less risk tolerant than men.
Lazzarone (1996); marital status is also one of very important
factors that significantly influences risk and return preferences.
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Majority of researchers in their research came up with the
conclusion that single rather than married individuals tend to be
more risk tolerant (Roszkowski, 1998; Roszkowski, Sneloecker
& Lembers, 1993; Sung & Hann, 1996a)

Leonard (1995); self employed individuals, salespersons and
people employed in private firms rather than public employers
tend to be more risk tolerant. Some researchers have also
concluded that individuals employed professionally are more
likely to have higher levels of risk tolerance than those employed
in non professional occupations (Grey & Gordon (1978);
Haliasson & Bertaut (1995); Masters (1989); Quattlebaum
(1998). Studies have shown a positive pattern between income
and financial risk tolerance. Cohn, Lewellen, Lease and
Schlarbaum (1975) have concluded that relative financial risk
tolerance increases with wealth and income. Similar findings
have been reported by Cicchetti and Dubin (1994), Friedman
(1974), Schooley and Worden (1996), and Shaw (1996).

Education and financial risk have a positive relationship (Sung &
Hanna, 1996a; Zhong & Xiao, 1995). It has been observed that
formal education influences risk tolerance. Numerous
researchers have concluded that greater level of education leads
an individual towards higher risk tolerance. Baker & Haslem
(1974), Grable & Lytton (1998), Shaw (1996), Garble and Joo
(1997) suggested that individual's knowledge of personal
finance and economic expectations play a major role in
determining his risk tolerance levels. Individuals, who have more
knowledge of risk and risky situations and those who expect
economic events to be positive in future, tend to have a
common psycholosical profile that allows them to undertake
greater financial risks (De Vaney & Su, 1997; Grable & Joo, 1997;
Sung & Hanna, 1996b; Weasley & Moore, 1997; Yuh & Devaney,
1996; Yuh & Olson 1997).

Methodo|ogy
Questionnaire Development

For the purpose of this study a questionnaire was developed
consisting a total of 25 items.

The dimensions that were considered for preparing the
guestionnaire are as follows:

@ Demographic factors

@ Socio economic factors
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@ Guaranteed returns

@ Probable returns

@ General risk awareness
@ Sure Gain v/s sure loss
@ Risk as an experience
@ Risk as a choice

@ Risk as comfort level
@ Speculative risk

@ Investment risk
Data Collection

Data was obtained from a survey carried out in the city of Indore
using a questionnaire. Respondents were asked to respond to
25 questions in total. Seven of the questions were used to
assess respondent’s demographic and socioeconomic factors.
The remaining 18 questions were used to measure respondent’s
risk tolerance. The exercise of giving the questionnaire was done
with 500 respondents, selected randomly. The total response
rate of the survey was 94 per cent with 470 questionnaires filled
and returned back. Out of these 470 questionnaires 40 were
unusable due to missing responses. This resulted in a final
number of 430 respondents for the analysis or a usable rate of
86 per cent.

Defining Variables

Independent Variable: --The questionnaire included questions
about respondent’s age, marital status, occupation, gender,
income, education. Practitioners and researchers have
considered these variables as very effective in differentiating
between different levels of financial risk tolerance and hence
these variables were used as predictor variables.

Dependent Variable: -- Risk tolerance, which was determined
by each respondent’s score on the risk assessment
questionnaire, was used as the dependent variable. A
respondent’s risk tolerance was determined by combining
responses to 18 financial risk situations into a risk tolerance
index. Responses given in the questionnaire were combined
into a risk tolerance index. Answers were given a weight
according to the riskiness of the response. Each choice was
coded from 1 to 4. Higher point indicated higher level of risk
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tolerance whereas lower points indicated lower level of risk
tolerance. The total index score was developed by summing
the points the respondent scored on each item. The reliability
of the measure was calculated to be 0.74 using the Spearman-
Brown formula. This level of reliability represented an acceptable
level of consistency for an attitudinal measure (Pedhazur &
Schmelkin, 1991). There is a basic assumption, which makes
the total index score work and that is—respondents held
consistent risk preferences. If the consistent risk preference
assumption is violated the total index scores will be

SCMS Journal of Indian Management, April-June, 2006.

confusing and difficult to interpret. Though this
assumption of consistent risk preference is supported
by expected utility theory, various other theories and
empirical studies show that consumer risk preferences
do change with different situations. Scores were allotted
for each response as per the following response table.
For each respondent the total scores have been
calculated based on these weights by adding the
individual items score. The scores serve as a measure of
risk tolerance.

Table-1: Question-wise Scores

@]
9
AlX | * [ * ) x*x*1* 0114141411411 1010111110417 11171
B | * [ * | * | * | * | *|*|2]3|3|3]2 2121212121223 /12]2]2|2
Cl* | * | *|* | * x| *]13/2]22]3 31313 (13(31313[]23[3[3/3
D * [ * | x| * | *|* | *] 41,1 |1]|4 41414 | 414141411 4]4)4)4
Data Analysis and Discussion
Table-2: Demographic Characteristics of the Sample
Number %
Total number of Respondents (Sample Size) 430
Number of Males 9275 64 %
Number of Females 155 36 %
Number of Bachelor respondents 211 49 %
Number of Married respondents 219 51%
Number of Graduate respondents 112 26 %
Number of Post Graduate respondents 318 74 %
Number of respondents in the income group of up to Rs.1 lakh 94 21.86 %
Number of respondents in the income group of Rs.1 lakh to 3 lakh 114 26.51 %
Number of respondents in the income group of Rs.3 lakh and above 299 51.62 %
Number of respondents in the age group of 20 to 35 years 9 23 %
Number of respondents in the age group of 36 to 60 years 305 71 %
Number of respondents in the age group of 60 years and above 26 6 %
Number of respondents with education level of post graduation and above 299 68 %
Number of respondents with education level of graduation and below 138 32%
Number of respondents with good understanding of personal finance & investment. 103 24 %
Number of respondents with moderate knowledge of personal finance & investment. 975 64 %
Number of respondents with poor knowledse of personal finance & investment. 592 12 %
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Table 3 : Dimension of Risk Assessed by each item / question
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Following Observations were made:

§ Total index scores ranged from a low of 27 to a
high of 63 with a mean of 44.66 and a standard
deviation of 5.8346. 75 per cent of the sample has

SCMS Journal of Indian Management, April-June, 2006.

medium risk tolerance, 13 per cent has low risk
tolerance and 12 per cent has high-risk tolerance.
The risk tolerance behaviour of the sample is
normally distributed with mean u = 44.66 and s =
5.8346

Figure 1: Risk Tolerance Behaviour of the Sample

13% 12%

75%

Risk Tolerance

@ High B Medium
O Low

§ 47 per cent of the total respondents (202) had risk index
score below average, 52 per cent of the total
respondents (238) had risk index score above
average.

§ 79 per cent of female respondents had risk index below
average and 21 per cent had risk index score above
average.

§ 36 per cent of male respondents had risk index below
average and 54 per cent had risk index score above
average

§ 64 per cent of bachelors had risk index above average
and 36 per cent of bachelors had risk index below
averasge.

§ 67 per cent of married had risk index above average
and 33 per cent of married had risk index below
average

§ 56 per cent of bachelor females had risk index above
average and 44 per cent of bachelor females had risk
index below average

Published by School of Communication and Management Studies

32 per cent of married females had risk index above
average and 68 per cent of married females had risk
index below average

72 per cent of bachelor males had risk index above
average and 28 per cent of bachelor males had risk index
below average

63 per cent of married males had risk index above average
and 27 per cent of married males had risk index below
average.

58 per cent of respondents with higher education (PG
and above) had above average risk index and 42 per
cent respondents had below average score.

78 per cent of the respondents believed that economic
conditions will improve over the next five years and only
29 per cent of them believed that it was going to remain
the same or worsen. Out of those who believed
improvement in economic conditions in the next five
years 62 per cent respondents had risk index above
average and 38 per cent had risk index below average.
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Mean, Standard Deviation and Correlation Coefficient with the final score has been obtained.

Table-4: Mean, Standard Deviation, and Correlation
Question ‘ Mean ‘ SD ‘ Correlation with Composite Index Score
8 2.367 0.735 0.49
9 2.609 0.814 0.57
10 2.726 0.908 0.59
1 3.025 0.649 0.37
12 3.202 0.984 0.67
13 2418 0.929 0.61
14 2.699 0.778 0.18
15 2.369 0.908 0.76
16 2.963 0.945 0.32
17 2.630 0.885 0.43
18 9.768 1.058 0.69
19 2.314 0.932 0.34
20 2.513 0.905 0.71
21 2.375 0.947 0.59
1% 2.961 0.932 0.53
23 2.693 1.0638 0.51
04 1.995 0.951 0.36
25 9.352 1.009 0.65

The table above shows mean, standard deviation scores for
each of the 18 questions (question numbers 8 to 25), as well
as correlations between each item and the composite score.
The range of correlation is from 0.18 to 0.71, which indicate a
weak to moderate relationship between individual items and
the index score.

§ Age of respondents ranged from 20 to 76 years with
an average asge of 42 years with an overall

Standard deviation of 8.3. The study tried to determine the
differences between the risk tolerance behaviour due to
difference in age. For this hypothesis testing was done

Null hypothesis: u1 = u2 = u3
Alternate hypothesis: u1, u2, u3 are all not equal.

Following parameters are obtained:

Table-5
Sample Size Mean
20-35yrs % 43.34
36-60yrs 305 49230
More than 60 yrs 26 39.37
Overall 430 49.00
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c’o 955.9

2w 659

F ratio 39

F critical 3.0
Since F ratio is greater than F critical, we can say that there is (43.34) followed by 36-60 yrs age group (42.3) and
significant difference between the risk tolerances among various more than 60 yrs (39.37)

age groups. (Ato = 0.05) e Individuals risk tolerance decreases with age.

The Observations are as under: e Standard deviation is more for 20-35 yrs age group, which
indicates that it is not a homogeneous group compared
e Risk tolerance in the age group 20-35 yrs is the highest to more than 35 yrs age group.
Rgue 2- Age vs Mean
Mean
44.00 -
4200 -
40.00 +
38.00 -

36.00

0-35 wis 36-60 vis More than 60 wis

Figure-3: Age vs Standard Deviation
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§ The study tried to find out the differences Null hypothesis: u1 = u2 = u3
between the risk tolerance behaviour due to

Alt te hypothesis: u1, u2, u3 I not l.
difference in income level for this hypothesis emate Nypothesis: 1, K=, [s are al not equia

testing was used Following parameters are obtained:
Table-6
Sample Size Mean
UptoRs.T Lac o4 386
Rs.1 Lac- Rs.3 Lac 114 405
More than Rs.3 Lac 999 43.8
Overall 430 410
clb 24891
clw 67.34
Fratio 4.96
F critical 3.00
Since F ratio is greater than F critical, we can say that and above is highest (43.8) followed by
there is significant difference between the risk income group of 1 lakh to three lakh (40.5)
tolerances among various income groups. (At o= 0.05) and least in the income group of one lakh and
below (38.6).
The observations are as under:
e Individuals risk tolerance increases with the
e Risk tolerance in the income group of 3 lakh increase in the income.

Figurd: Riek Tolerance Vs Income

Mean
45.0
44.0
43.0
49,
41.0 -
40.0 4
39.0 -
38.0 -

Upto Rs.1 Lac Rs.1 Lac-Rs.3 More than Rs.3
lac Lac
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Figurs: Standard Deviation Vs Income
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Conclusion(s)

e Males are more risk tolerant than females.

e Younger respondents were more risk tolerant than older
respondents.

e Younger persons are more risk tolerant than older
persons

e Singles are more risk tolerant than married persons.

e Single females have more risk tolerance as compared to
married females

e Males whether single or married have more risk tolerance
as compared to females (single and married both) .
However single males were more risk tolerant as
compared married males

e Higher income is associated with higher risk tolerance.

e Increased personal finance knowledge is associated with
higher risk tolerance.

e Those with greater economic expectations were more
risk tolerant than respondents with lower expectation

The use of demosraphic, socioeconomic and attitudinal factors
as determinants of financial risk tolerance received a good
support in this research. It can be concluded that the classes of
risk tolerance (i.e. above-and below average) differed most
widely on a respondent’s age, gender, income, educational
level and personal finance knowledge. These variables
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contributed significantly in explaining differences between levels
of risk tolerance. Income and age were very useful in explaining
differences in risk tolerance. It is also concluded that an above
average level of risk tolerance was associated with increased
levels of attained education, an increased knowledse of personal
finance. Gender, economic expectations, and marital status were
also important factor but explained proportionately less variance
in risk tolerance.

The positive relationship between education, financial
knowledge and financial risk tolerance found in this study
generally supports similar conclusions presented by Cutler
(1995), Grable and Joo (1997), and Haliassos and Bertaut
(1995).Findings related to income being a good predictor of
financial risk tolerance supports previous research findings. For
example Cicchetti and Dubin (1994), Lee and Hanna (1991),
Riley and Chow (1992), Schooley and Worden (1996), Shaw
(1996) and Sung and Hanna (1996) determined that risk tolerance
varies systematically with levels of income, and individuals with
higher incomes tend to have greater financial risk tolerances.

Implications

The most important implication that has emerged out of this
study is the use of demographic and socioeconomic factors as
determinants of financial risk tolerance. It is important to note
that these factors explain a large amount of variance in a
person’s financial risk tolerance profile. Findings of this study
are in line with the reported coefficients of determinants in



29

the literature, which suggest that demographics and
socioeconomic characteristic explain about 30 per cent of a
persons risk taking propensities. An increased level of
education and personal financial knowledge is associated
with above average risk tolerance. This gives a new direction
to resource management professionals that they should not
rely too much on factors like marital status, gsender, age but
should take into consideration other factors to differentiate
between levels of risk tolerance and to predict risk tolerance.

Limitations and Recommendations for Further Research

One of the limitations of the study is sample. A more
heterogeneous sample may produce different results. When
conducting experiments relating to assessment of risk tolerance
attitudes it is best to use a demographically diverse sample that
is likely to make risky financial decisions. The sample used in this
analysis is acknowledsged to be potentially limiting when making
generalizations. Researchers and practitioners are encouraged
to replicate this study using a different sample frame in order to
test the generalizability of these findings to other populations. It
is also advised to examine other demosraphic, socioeconomic,
and attitudinal and personality factors which would explain more
about variance in financial risk tolerance. More research is needed
to determine which additional factors , such as expectations,
attitudes, preferences, family background and culture and other
financial well being factors can be used to increase the explained
variance in risk tolerance attitudes. Researchers are encouraged
to expand on the methodolosies, theoretical constructs and
empirical rationale presented in this paper. Future research must
take steps to combine different theoretically based predictors
of financial risk tolerance into models. Factors that could be
included are locus of control, self-esteem, sensation seeking,
family background and culture. Results of this study indicate that
understanding a person’s financial risk is a complex process
and should go beyond the exclusive use of socioeconomic
factors. More research is definitely required in this area.
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The Strategic Advantage of New
Product Pioneering: Perceptions
of Senior Manasers in China

C.Anthony Di Benedetto, X.Michael Song and Lisa Y.Song

This study explores how managers working for Chinese manufacturing firms and service providers perceive the strategic
advantages and the risks of pioneering in a new product category. We develop two testable propositions. It is due to
cultural reasons that Chinese managers perceive the preemptive advantages of pioneering to be relatively unimportant;
and it is due to characteristic differences between manufactured goods and services that the strategic advantages and
risks of pioneering are perceived to be less important for services than for manufactured goods. We develop a set of
principles of pioneering advantage and risk from the extant pioneering literature, and test our propositions using a sample
of 366 senior managers working in China (225 from manufacturing firms and 1471 from service providers). We find support
for both propositions. We discuss the managerial implications of our results for firms seeking to enter the Chinese market or
to defend their home markets from attack by a Chinese firm. We conclude with directions for future study.

firm that pioneers an innovative new product in the
marketplace stands to gain sustainable advantage

through reputation building,
cost asymmetries, and many other
ways, and increases its chances of
ultimate product success and profit
performance (Cooper and Kleinschmidit
1987; Kleinschmidt and Cooper 1991;
Cooper et al. 1994). Excellent reviews
of the extensive marketing and
management literature on pioneering
advantage exist (see Lieberman and
Montgomery 1988, 1998; Lilien and
Yoon 1990; Kerin, Varadarajan, and
Peterson 1999; Kalyanaram, Robinson,
and Urban 1995; Song et al. 1999;
Song et al. 2000). Much recent
research has suggested that firms are
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coping with increased global competitive pressures by seeking
ways to gain competitive advantage with new, innovative
4 ™\

products, brought to market at an
increasingly fast pace (Griffin 1993,
1997; McDonough 1993). The pioneer
also, however, incurs the risks and
costs of new product development
and market development. A firm that
understands the advantages and costs
of pioneering new product forms can
better develop strategies for market
entry and allocate its R&D outlays.

In this study, we seek to understand
how senior managers working for
Chinese manufacturing firms and
service providers perceive the
advantages and disadvantages of
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pioneering. Past empirical studies of pioneering have been
conducted almost exclusively in North America or Western
Europe, and the majority have examined manufacturing firms.
Due to cultural differences, Chinese manasgers may employ a
substantially different mental model than Western managers do,
focusing on different key pieces of information when making
their decisions and evaluating their performance (Alba and
Hasher 1983; Porac and Thomas 1990). Additionally, due to
characteristic differences between manufactured goods and
services, the advantages or disadvantages of pioneering may be
perceived very differently across these two sectors (Bharadwaj
et al. 1993; Tufano 1989). In short, managers from Chinese
firms may perceive the consequences of a pioneering strategy
in @ unique way and choose strategies based on these
perceptions; and there may be substantial differences between
the perceptions of managers in manufacturing firms and those
in service providers.

China is playing a large and expanding role in the global economy.
Representing about one-fourth of the world's population,
China’s trade surplus with the United States has recently passed
the $100 billion mark, including exports from Hong Kong
(biz.thestar.com, Jan. 20, 2006), and has exceeded Japan’s
trade surplus with the U.S. for several years now (Barnathan
1996). China’s gross domestic product, expressed as
purchasing power parity (PPP), is about $8 trillion, which is third
highest in the world, behind only the U.S. and the European
Union, and about double that of Japan (www.cia.gov/cia/
publications/factoook 20071). The entire Asia Pacific region, in
fact, has been called the "engine of world economic growth"
(Lasserre 1995). Furthermore, since the mid-1960s, this region
has relied heavily on manufacturing for the export market to fuel
its growth (Tan and Wee 1995; Soo 1987). Despite the key role
of companies in the emerging Chinese economy and the fact
that its importance will continue increase in the global
marketplace, there has been relatively little systematic
investigation of China-based companies (for a few studies, see
Parry and Song 1994, Di Benedetto et al. 2003; Di Benedetto
and Song 2003). To our knowledse, there are no published
empirical studies of pioneering advantages in China.

In this study, we develop a set of principles of pioneering
advantage and risk from the extant pioneering literature, and
determine empirically which of these are perceived by Chinese
senior manasgers to be the most important. We include managers
in both manufacturing and service sectors in our study, in order

Published by School of Communication and Management Studies

SCMS Journal of Indian Management, April-June, 2006.

to compare the findings obtained from each sector. We intend
to shed light on how Chinese manasers perceive the relative
advantages of pioneering a new product category, and thus to
gain insights on their entry timing strategies. Our results are
therefore useful to firms who have launched products in the
Chinese market (or plan to do so), as well as for firms
experiencing competition in their home market from Chinese
firms. For example, a firm being threatened by a Chinese
competitor on its home turf could potentially slow or deter the
latter’s entry by carefully selecting signals indicating that the
market is unattractive for pioneering. In addition, non-Chinese
firms can use these insights to discover ways to improve their
own success in China.

Literature Review
Pioneering Performance and Pioneering Advantage

Studies of pioneering advantages using the PIMS database (for
example, Robinson and Fornell 1985; Robinson 1988; Robinson,
Fornell, and Sullivan 1992; Huff and Robinson 1994) as well as
several other empirical studies (such as Urban, Carter, Gaskin,
and Mucha 1986; Kalyanaram and Urban 1992) provide evidence
that pioneers obtain sustainable competitive advantage and tend
to outperform later entrants substantially. Some other studies
provide more equivocal results (for example, Golder and Tellis
1993). Most of these, however, indicate that earlier entrants
tend to outperform later ones in terms of market share and/or
profitability. Lilien and Yoon (1990) find that the third and fourth
entrants tend to outperform both pioneers and later entrants,
which supports their proposition that the pioneer's entry may
be either too early (sending an underdeveloped product to
market) or too late.

The contradictory findings may be partially explained by how
pioneers are defined and how pioneering advantages are
measured. Researchers have defined pioneer differently. In many
studies (such as Urban et al. 1986), pioneers are defined as the
first firm to launch a product in a new product category. The
PIMS-based studies use self-reports to identify pioneers that
may be problematic: in some product categories, over 70 per
cent of respondents claim to be pioneers. Inconsistency of
definitions is compounded by differing levels of analysis: some
studies use the product category, some the business unit, and
some the firm. The member firms in the PIMS database are
allowed to choose what constitutes a business unit and may
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select different levels of aggregation (Kerin, Varadarajan, and
Peterson 1999). Furthermore, the PIMS studies and many others
examine only successful pioneering firms. Generalizations may
also be hampered in that different studies analyze very different
industries that may not be comparable (for example,
Schmalensee 1978; Gorecki 1986).

Furthermore, most studies examine the effects of pioneering
after the fact, that is, they describe pioneering advantages actually
realized by the firms studied. In order to support strategic
decision-making by management, we need to understand the
intended advantases as perceived by the pioneering firm. These
may well be different from the advantages as seen by ex post
analysis. In order to make sense of large amounts of information,
managers tend to use simplified "mental models" of their
competitors and other components of their business
environment (see Porac and Thomas 1990), then make strategic
decisions based on these mental models and their own beliefs.
In other words, manasgers base their strategic decisions and
actions on their perceptions of and beliefs about the
environment, whether or not those perceptions are correct.
Based on our interviews with senior manasers from China, the
United States, and other countries conducted as part of this
study, we found that managers tend to make their major
pioneering market entries based on their own personal
experience and beliefs, that is, what they believe to be pioneering
advantages.

Despite the risks, a pioneering firm may receive a sustainable
relative advantage. In fact, the edge in market share that a pioneer
has over later competitors in mature goods industries has been
classified as an established empirical generalization (Kalyanaram,
Robinson, and Urban 1995). In their conceptual framework of
pioneering advantage, Kerin, Varadarajan, and Peterson (19992)
identified four categories of competitive advantage that the
pioneer potentially gains over later entrants: economic,
preemptive, technolosical, and behavioural.

Economic pioneering advantages include economies of scale
or experience, and cost asymmetries in advertising and
promotion, both of which can result in cost advantages to the
pioneer. Firstly, the pioneering firm is in a position to take
advantage of economies of scale and experience, and lower its
costs relative to those of later entrants. By being ahead of the
later entrants on the experience curve, the pioneer can be
seeking further cost savings in its production process while its
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competitors struggle to reduce costs. Often, the follower firm
is left to seek a specialized niche to serve, as it cannot close the
cost gap. Secondly, asymmetries in marketing costs result in
cost advantages for the pioneer. Follower firms are in a position
where they must not only create awareness for their brands, but
also convince customers to switch their regular buying patterns.
Later entrants need greater expertise in marketing and more
aggressive advertising in order to overtake the pioneer (Lilien
and Yoon 1990; Urban, Carter, Gaskin and Mucha 1986; Fornell,
Robinson and Wernerfelt 1985).

Preemptive pioneering advantages. By moving first, the pioneer
has the opportunity to get the lowest costs on plant, equipment
and factor inputs, to enter the most lucrative market niches, and
to obtain the best channel of distribution for its product
(Lieberman and Montgomery 1988, 1998; Eaton and Ware 1987).
These preemptive factors result in an absolute cost advantage
for the pioneer over other competitors (Kerin, Varadarajan and
Peterson 1992). The pioneer also has the opportunity to
preempt the most attractive niches in perceptual space
(Lieberman and Montgomery 1988; Urban et al. 1986), limiting
the options available to later entrants (Hauser and Shugan 1983).

Technolosgical pioneering advantages include not only product
or process innovations that serve as entry barriers and/or improve
product quality, but also organizational innovations. Patent
protection is a factor in some industries. Furthermore, any
product or process innovation that increases product quality or
performance potentially can increase switching costs and give
the pioneer a differentiation advantage (Kerin, Varadarajan and
Peterson 1992). The advantages the pioneer gains due to
technological leadership may provide the pioneer with a strong
reputation or a positive identity, which are benefits that can
persist even after follower firms catch up in technology (Porter
1983).

Behavioural pioneering advantages are those that are related to
the behaviour of the customer: the cost of switching suppliers
(Lieberman and Montgomery 1988), the acceptance of the
pioneer's product as the industry standard (Carpenter and
Nakamoto 1989), reputation building that can lead to positive
word of mouth, and informational asymmetries on the part of
customers. By moving first, the pioneer has the opportunity to
define the product category by influencing customer perceptions
of the relative importance of attributes (Carpenter and Nakamoto
1989). This opportunity arises because customers are not likely
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to have strongly formed perceptions about the importance
neither of attributes nor about their preferred combination early
in the evolution of the product. Furthermore, customers have
imperfect information about the relative quality of competing
brands, and will stay with the pioneer if they find it to be
acceptable and thus avoid search costs (Schmalensee 1982;
Hoch and Deighton 1989). Later entrants will encounter difficulty
becoming part of the customer's consideration set due to
informational asymmetries and search costs (Hauser and
Wernerfelt 1990).

Pioneering Risks

Pioneering firms are not always successful in protecting their
initial advantages (Schnaars 1986). Lieberman and Montgomery
(1988) identify four risk categories facing pioneers: free-rider
effects, technological or market uncertainties, shifts in technology
or customer needs, and incumbent inertia. The late entrant may
free ride on the investments made by the pioneer in R&D or
market development. As imitation costs are lower than
innovation costs in many industries (Lieberman and Montgomery
1988), free riding may be a real threat facing pioneers. Technology
uncertainties present risks to the pioneer; a firm may choose to
wait until the dominant product form emerges (Olleros 1986),
at which point the low-cost manufacturer often has an advantage.
Uncertainties about the market may cause the pioneer to choose
a suboptimal position for its product; a later entrant may take
advantage of the pioneer's positioning mistakes (Hauser and
Shugan 1983) or can influence customer preferences to its
advantage (Carpenter and Nakamoto 1990). Furthermore,
customer needs or technologies may change, leaving the pioneer
vulnerable as later entrants identify and capitalize on these
changes. The last risk category is incumbent inertia, which may
be due to inflexibility of the pioneer organization or its investment
in fixed assets (Lieberman and Montgomery 1988).

Because of these risks, the pioneer is not always capable of
sustaining an initial advantage. For mature goods markets, although
pioneer advantage may decline through time, the pioneer still
maintains a market-share edge over later entrants (Huff and
Robinson 1994; Kalyanaram, Robinson, and Urban 1995). There
is some evidence that pioneers lose market share as product
quality declines, as prices and costs increase, and as product
line breadth advantage decreases (Robinson 1988). Furthermore,
the higher the increase in purchase amount and frequency of
purchase, the more the pioneer’s market share increases
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(Robinson 1988). Kerin, Varadarajan, and Peterson (1992) suggest
three conditions that must be met for a pioneering advantage to
be sustainable: (1) customers must be able to perceive a
consistent difference in key attributes between the pioneer and
the followers; (2) later entrants cannot imitate the pioneer's
position on these key attributes; and (3) customers continue to
consider these attributes as the key ones.

Development of Research Propositions

While most of the pioneering advantages and risks described
above may seem to be universal, we expect their relative
importance to be affected by the prevailing cultural environment
in China. Furthermore, we expect that managers from
manufacturing firms and service providers will perceive the
advantages and disadvantages of pioneering differently, due to
basic differences between these two sectors. We elaborate on
our research propositions below.

National culture plays an important role in shaping the values of
senior managers (Nakata and Sivakumar 1996) and thus can affect
managerial perceptions of the advantages and risks of pioneering.
China shares several cultural characteristics with its East Asian
neighbours: an emphasis on collectivism over individualism,
greater power distance (more centralized authority), greater
masculinity (more attention on goal directedness and
formalization), and higher uncertainty avoidance (higher anxiety
over the future and greater motivation to create a sense of control
and minimize risks) (Hofstede 1980, 1994; Nakata and Sivakumar
1996). The cultural trait of “Confucian Dynamism” (Hofstede
1994; Hofstede and Bond 1988) was found to be prevalent in
China; cultures high in this trait exhibit high levels of thrift,
perseverance, respect for tradition, fulfillment of social
obligations, a future-oriented mentality, and a long-term orientation.

In this cultural environment, one would expect some pioneering
advantages to be more important to managers than others.
Specifically, in a culture where collectivism, social obligations,
and building for the long term are important, managers are less
likely to value preemptive pioneering advantages (such as having
exclusive control over the distribution system, key suppliers, or
critical perceptual positions, or erecting cost-related entry barriers
against potential competitors). Pioneering is more likely to be
seen as a way to foster a beneficial long-term relationship with
customers and suppliers, rather than a way to preempt existing
or future competitors. We make the following proposition:



28

P1: Chinese managers will perceive the preemptive advantages
of pioneering as less important than other advantages associated
with pioneering.

We also expect that managers in service and manufacturing firms
will perceive the benefits and risks of pioneering differently
(Bharadwaj, Varadarajan and Fahy 1993; Song et al. 1999; Song
et al. 2000). A service, being intangible, is likely to be less
costly and risky to develop than a manufactured product and
more difficult to protect by patent. Follower firms may thus be
able to copy successful services easily and surpass the pioneer
(de Brentani 1989; Tufano 1989; Terrill 1992). In addition, many
services are heterogeneous in nature, thus there may be ample
opportunities for a follower firm to tailor its service to specific
customer needs. This effect will make it even more difficult
for the pioneer to sustain an early competitive lead
(de Brentani 1989). All other things equal, pioneering may provide
less of a benefit (in terms of higher market share or profitability)
to service providers, unless the pioneer has some other form
of protection available. For example, Federal Express
sustains its lead in the overnight package delivery service
industry via its large capital investment, which acts as an entry
barrier, and Sears was able to use its name and distribution
system as leverage when launching the Discover Card (Terrill
1992; Bharadwaj, Varadarajan, and Fahy 1993).

Furthermore, service providers tend to commit fewer financial
and human resources to developing new service offerings (de
Brentani 1989). Hence, though relative performance of service
pioneers may be lower than that of manufacturing firms, service
pioneering is relatively less risky than manufacturing pioneering.
We make the following proposition:

P2: Chinese managers in service provider firms will perceive the
aadvantages and the risks of pioneering as less important than
do Chinese manasgers in manufacturing firms.

In order to test our propositions, we derived a set of pioneering
principles (advantages and risks) from the extant academic
research and from focus group interviews with senior managers.
We validated these principles using samples of Chinese senior
managers from both manufacturing firms and service providers.
For each sample, we determined the level of agreement with
each principle and observed which principles were generally
believed to be true. The following sections describe our survey
instrument design, methodology, and results.
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Methodology
Survey Instrument Design

We began by reviewing the literature for statements describing
pioneering principles. This generated an initial pool of principles.
From this pool, we selected a subset using the criteria of
unigueness and the ability to convey "different shades of
meaning" to informants (see Churchill 1979), and reverse-
scored several of the items to minimize response set bias.
We conducted twelve focus group interviews with sixty-
nine marketing managers from fifteen U.S. firms to test the
items for clarity and ambiguity, and to provide input for
additional scale items (Deshpande 1983; Zaltman, LeMasters,
and Heffring 1982). Based on this feedback, items were
eliminated and/or modified, and additional items were
developed.

We then conducted field research interviews in six Chinese firms.
This enabled us to select appropriate research methodologies,
establish content validity, and further develop measures, and to
assess the extent of cultural bias or response format bias. Chinese
managers were shown the list of principles developed above
and asked to assess the extent to which each item measured
the construct it was intended to measure. They were also asked
whether the terms have a common frame of reference across
cultures that are relevant to their own culture (Kotabe et al. 1991,
p.33). We also submitted the list of principles to an expert
panel of business and engineering academics and managers
from both China and the United States. We asked the panel
members to evaluate each item for clarity, specificity, and
representativeness.

Based on feedback from the panel, we prepared the
questionnaire in English and used a parallel-translation/double-
translation procedure to translate it into Chinese. The
questionnaire was pretested with bilingual MBA students and
with the field research participants mentioned earlier. Some
items were eliminated at this stage due to difficulties in
interpretation or ambiguity. The final questionnaire contained
the fifty pioneering principles that remained at this stage. In this
questionnaire, a pioneer was defined as “a firm that was the first
to introduce a new product/brand into its primary markets.”
Respondents were requested to rate their level of agreement
with each of the scale items, using Likert-type scales with values
ranging from O (strongly disagree) to 10 (strongly agree).
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Sample Design and Data Collection

The survey was sent as part of a regular mailing of research
reports to all companies participating in an ongoing global
research program (Globaltech). The sampling frames were taken
from manufacturing firms and service providers listed in the World
Business Directory. Through trade associations, personal
contacts, and public information sources, key contact persons
were identified, and a pre-survey was conducted to gain firms'
tentative commitment to participate in the research and to ensure
that the final samples would be representative.

Due to budgetary constraints and the difficulty of collecting
data from China, a total of 300 Chinese manufacturing firms and
300 Chinese service provider companies were selected. Under
supervision of one of the authors, research assistants from China
were instructed to follow the same data collection protocol
and were assigned responsibility for contacting and collecting
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data. We asked the contact person in each firm to forward the
questionnaire to a senior executive who is experienced in making
market entry decisions (the suggestions were: CEO, President,
Vice President for Marketing, Vice President for Corporate
Strategic Planning; Director of International Division). To increase
response rate, we promoted the study in meetings, established
personal contacts and a good relationship with the companies,
and obtained appropriate endorsements from trade associations
and business leaders in China. We also offered several incentives
for participation, including executive seminars and research
briefing conferences. After four follow-up letters and, in
some cases, multiple phone calls and facsimiles, we
received questionnaires from 366 respondents, comprising
2925 responses from manufacturing firms and 141 from
service providers. The corresponding response rates
(adjusted for returned mail and deletion of unusable
returned gquestionnaires) are 75 per cent and 47 per cent
respectively.

TABLE 1
Respondent Demographics
Manufacturing Firms Service Providers

Number of Participating Firms 295 141
Age 41.7 41.8

4.7 (4.4)
Years of Working Experience 19.5 17.7

(3.0) 3.3)
Number of Major Market Entry Decisions Made in Past 5 Years 17.2 16.8

2.3) 2.9
Number of Overseas Trips Made in Past Year 10.9 8.4

(2.8) CRD)
Number of Industry Association Meetings Attended in Past Year 3.3 2.9

a.n 1.0

Cells show means and standard deviations (in parentheses).

Table 1 presents the profile of respondents. All had substantial
work experience, particularly in making global market entry
decisions. Table 1 also indicates that the sample is very
experienced and knowledsgeable. Average age in both samples
was just under 42 years, and the average number of years of
work experience in each sample was in the range of 17 to 20
years. The respondents have had extensive experience in making
market entry decisions: on average, in the five past years,
respondents made about 17 major market entry decisions. The
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respondents also had made, on average in the previous year,
about eight to ten overseas business trips and had attended
about three industry association meetings (Table 1).

Analysis and Results

The overall level of agreement with the pioneering principles
was assessed for each sample (manufacturing firm and service
provider manasers). The 50 scale items (pioneering principles)
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were centered, such that zero meant, "neither agree nor
disagree." Then, to assess the level of agreement with the scale
items, each item was considered as the alternative hypothesis in
a one-tailed test. The null hypothesis in each case was that the
principle was not perceived to be true. A significantly positive
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score on an item rejects the null hypothesis, suggesting that the
principle is perceived to be true at the 95 per cent confidence
level. The results of this analysis are presented in Table 2. For ease
in interpretation, the scale items perceived to be the most important
by each sample are presented in order of importance in Table 3.

TABLE 2
Scale Item Means for Manufacturing Firms and Service Providers
Variable Manufacturing Service
Firms Providers
Pioneering Performance Benefits
Pioneers can charge a premium for the same products. 1.88 n
Pioneers will have a better brand imasge in the industry. 1.32 n
Pioneers’ products are perceived to have higher quality by consumers. 1.12 n
Pioneers’ advantage of higher market share is less in industries where
products are changed on a seasonal or on an annual or periodic basis. 1.28 n
Pioneers will have higher levels of market share. 1.20 n
Pioneers will have higher levels of return on investment. 1.13 n
Pioneers tend to develop broader product lines than late entrants. 1.23 n
Pioneering Risks
Being pioneer is more risky than being the followers. 0.64 n
Pioneers will have higher levels of market uncertainty than late entrants do. 0.55 n
Pioneers will have higher levels of technological uncertainty than late entrants. 0.49 n
Pioneers often have difficulties adapting to environmental changes. 0.49 n
Pioneers will experience a “learning” period. Late entrants can avoid this
by hiring away experienced personnel and learning from pioneers’ experience. n n
Pioneers tend to have more marketing expenditures than later entrants
because pioneers have to educate consumers and develop the markets. 0.55 n
Pioneers will have higher levels of competitive uncertainty than late entrants do. 0.42 n
Pioneers will lose market share over time because of a deterioration of their product quality. 1.76 n
Pioneers lose market share over time because of declining product line breadth. 2.99 n
Pioneers lose market share over time because of declining absolute cost advantages. 1.44 n
Pioneers enjoy less advantasge in industries where technolosical changes are rapid. 1.60 n
Late entrants are able to “free-ride” on pioneer’s development of the market. 2.10 n
Pioneering advantages erode over time when late entrants introduce products
that are perceived to have higher quality than the pioneering brand. 0.75 n
Economic Pioneering Advantages
The “learning curve effects” play a significant role in a pioneer’s success. 1.72 0.92
Pioneers will enjoy lower direct costs due to scale economy advantage. 1.52 n
Pioneers tend to have higher market shares in industries with intense advertising. 2.89 1.04
Pioneers will have greater absolute cost savings (savings regardless of production scale). n n
Preemptive Pioneering Advantages
Pioneers will enjoy lower production costs. n n
Pioneers will obtain better access to superior labor. 0.41 *0.44
Pioneers can secure more experienced manasgers. n n
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Variable

Pioneers can preempt raw material supplies. Later entrants often get lower
quality, higher priced raw materials.

Pioneers can preempt equipment and locations. Later entrants will have to
compete with more inferior equipment and in unfavorable locations.

Pioneers can erect significant levels of entry barriers.
Pioneers tend to charge lower prices to deter new entrants.

Pioneers tend to focus on the largest and most profitable market segments.
This leaves only specialized niches for later entrants.

Pioneers can preempt key distribution channels.

Because of distribution advantasges, pioneers will have higher market shares
in industries where the product has a low purchase price.

Because of distribution advantasges, pioneers will have higher market shares
in industries where products have high purchase frequency.

Because of distribution advantasges, pioneers will have higher market shares
in industries where customer service is not important.

Technological Pioneering Advantages
Pioneers will gain a competitive advantage from patent protection.

Because of “learning curve effects,” pioneers keep proprietary information from
diffusing for a longer time period.

Pioneers will enjoy a high price-cost margin because their products are
perceived to have higher quality.

Pioneers’ management styles are often models for this industry. These styles
are recognized for their effectiveness.

Pioneers are able to leverage management skills expertise into increased market shares.
Behavioural Pioneering Advantages

Pioneers can create entry barriers by creating high switching costs.

Pioneers tend to be perceived as technological leaders by customers.

To successfully compete with pioneers, late entrants will have to offer higher product quality.

Pioneers will have better brand images with buyers. Consumers often purchase
pioneer products simply because they know them first and are used to them.

Late entrants must spend more on advertising and promotion to overcome pioneers’ advantages.
Pioneers’ advantages will be greater in industries where the risks associated with using the product are higher.
Pioneers’ advantages will be greater in industries where the purchase frequency of the products is lower.

The perceived quality and performance of a pioneer’s product inhibits consumer learning
about other competing products.

Late entrants into a market must offer higher levels of value (quality for the price) to achieve high profitability.

Manufacturing Service
Firms Providers
n n
0.41 1.23
n n
n n
n n
n n
0.61 n
1.52 1.72
1.89 n
0.76 n
1.01 n
1.39 n
1.60 n
n n
3.09 9257
1.76 n
1.94 n
2.38 0.90
2.04
1.64 n
2.64
2.59 0.74
215 n

n: item is not significantly greater than zero.
*. item is significantly greater than zero using 10% one-tailed test.
All other items are significantly greater than zero using 5% one-tailed test.

Sources of scale items:

Pioneering Performance Benefits: Lieberman and Montgomery (1988),
Robinson and Fornell (1985), Robinson (1988), Lilien and Yoon
(1990), Urban et al. (1986), Parry and Bass (1990), Robinson, Fornell
and Sullivan (1992)
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Pioneering Risks: Robinson and Fornell (1985), Robinson (1988),
Lieberman and Montgomery (1988)

Economic Pioneering Advantages: Fornell, Robinson and Wernerfelt
(1985), Lilien and Yoon (1990), Kerin et al. (1992), Urban et al.
(1986), Parry and Bass (1990), Robinson, Fornell and Sullivan (1992)

Preemptive Pioneering Advantages: Lieberman and Montgomery
(1988), Schmalensee (1978), Robinson (1988), Hauser and Shugan
(1983), Urban et al. (1986), Robinson and Fomell (1985), Kerin et al. (1992)
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Technological Pioneering Advantages: Robinson (1988),
Gorecki (1986), Lilien and Yoon (1990), Porter (1983),
Lieberman and Montgomery (1988), Bond and Lean (1977),
Kerin et al. (1992)
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Behavioural Pioneering Advantages: Lieberman and Montgomery
(1988), Kerin et al. (1992), Carpenter and Nakamoto (1989),
Bond and Lean (1977), Lilien and Yoon (1990), Urban et al.
(1986), Hauser and Wernerfelt (1990)

Manufacturing Firms

Pioneers can create entry barriers by creating high switching costs.

Pioneers tend to have higher market shares in industries
with intense advertising.

Pioneer ‘s advantages will be greater in industries where the risks
associated with using the product are higher.

Pioneers’ advantages will be greater in industries where the purch.
frequency of the products is lower.

Pioneers will have better brand images with buyers. Consumers
often purchase pioneer products because they are used to them.

Pioneers lose market share over time because of declining
product line breadth.

The perceived quality and performance of a pioneer’s product
inhibits consumer learning about other competing products.

Late entrants are able to “free-ride” on pioneer’s development
of the market.

Late entrants into a market must offer higher levels of value
(quality for the price) to achieve high profitability.

To successfully compete with pioneers, late entrantswill have to
offer higher product quality.

TABLE 3

Most Important Scale Items for Chinese Manufacturing Firms and Service Providers

Service Providers

Pioneers create entry barriers by creating high switching costs.

Because of distribution advantages , pioneers will have higher
market shares in industries where the products have high
purchase frequency.

Pioneers can preempt equipment and locations. Later entrants
will have to compete with more inferior equipment and in
unfavorable locations.

Pioneers tend to have higher market shares in industries with
intense advertising.

Pioneers will have better brand images with buyers. Consumers
often purchase pioneer products because they are used to them.

“Learning curve effects” play a significant role in a pioneer’s
success.

Pioneers’ advantages will be greater in industries where the
purchase frequency of the products is lower.

Pioneer will obtain better access to superior labor.

* %

*%

**Only eight scale items were significant for the service provider sample.

Results for Sample of Manufacturing Managers

As shown in Table 2, forty of the fifty pioneering principles are
perceived to be true by managers of Chinese manufacturing
firms. That is, the mean scores on each of these principles are
significantly greater than zero, indicating agreement with the
principle.

Interestingly, most of the ten principles not believed to be true,
as seen in Table 2, are preemptive pioneering advantages.
Among these principles are the following seven: pioneers enjoy
lower production costs; pioneers have access to more
experienced manasgers; pioneers can preempt raw material

supplies; pioneers can create significant entry barriers; pioneers
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can deter new entrants by charging lower prices; pioneers can
preempt the most profitable market segments; and pioneers
can preempt key distribution channels. These can all be
classified as advantages accruing to the pioneer through
preemption of competition, and none is believed by Chinese
manufacturing firm manasers to be an advantage of pioneering.
There were only two preemption-pioneering advantages to
which these manasgers agreed: pioneers can preempt favourable

equipment and locations, and can gain access to superior labour.

By contrast, Table 3 shows the ten most important principles as
perceived by Chinese manufacturing firm managers. The highest
level of agreement was obtained for the 