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Abstract 
 
Expanding from Veblen’s conspicuous consumption theory, this paper provides new 
explanations on China’s household saving behavior. Using provincial level data, it finds 
evidence that urbanization, increased mobility of the population, and a greater degree of 
openness all depress household saving, likely through higher conspicuous consumption. This 
result is robust with different estimators and specifications. Among the conventional 
explanatory variables, the paper finds support for the permanent income theory, but little 
evidence for the life cycle theory. 
 
Keywords: conspicuous consumption; household saving Chinese economy; cultural changes; 
international openness; urbanization; population mobility. 

1. Introduction 
China’s high national saving has captured much attention recently. As one of the leading current 
account surplus economies, it has been regarded as a source of the global saving imbalances 
and partly borne the blame for the 2007 subprime mortgage crisis in the U.S. for supplying 
cheap funds to the international market. As a component of national saving, household saving 
in China is also well above the world average. Calculated from the United Nations (UN) 
database, China’s average gross saving rate between 1992 and 2009 reached 33%, while the 
world average was only 7.1% during the same period. The attention has sparked an academic 
enthusiasm for explaining household saving patterns in China, but the findings are mixed on 
what drives the high saving rates and the implications for the future trend.  

Both Cristadoro and Marconi (2012) and Liu and Hu (2013) find evidence for the life cycle 
theory and the precautionary motive, while Cristadoro and Marconi (2012) also stressed the 
role of liquidity constraint, as in Zhou (2014), who observed siblings, particularly brothers, as 
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a resort of informal lending. Using the life cycle framework, Curtis, Lugauer, and Mark (2015) 
conclude that the higher saving rates are largely driven by reduced family sizes due to the 
population control policy, and future saving rates may decline as the population ages. However, 
Chamon, Liu, and Prasad (2013) discovered that the middle aged save the least, contrary to the 
life cycle theory, and they attribute this abnormality to shrinking public education and 
healthcare, and privatization of the housing sector. Their findings in relation to the life cycle 
theory are echoed in Chen (2017b) on the consumption of migrant households, who constitute 
a large portion of urban households. Similarly, Horioka and Wan (2007) only found weak 
support for the life cycle and permanent income theories, but contended that the high saving 
rates will persist provided that income growth remains high. The lack of consensus on the role 
of the age structure may also be partly due to old people’s desire to leave bequests, as studied 
by Yin (2012).  

While Wang and Wen (2012) maintained that increased housing price coupled with 
borrowing constraint and demographic changes contributed to higher saving rates, Li, Whalley, 
and Zhao, (2013) rejected such claims, in favor of a negative association between housing price 
and household saving. On the precautionary saving side, both Ang (2009) and Feng, He, and 
Sato (2011) found positive effects of the pension reform on household saving, but the result 
was reversed when the model was applied to data from India in Ang (2009). The introduction 
of a cooperative medical insurance scheme seemed to only affect middle income households, 
according to Cheung and Padieu (2015). Kraay (2000) acknowledged the role of future income 
growth in rural household saving, but the model performed poorly in explaining urban 
household saving.  

Undoubtedly, the aforementioned papers have provided useful explanations of household 
saving patterns in China. However, the mixed results of applying the conventional theories 
suggest that current understanding of the determinants of household saving in China is far from 
adequate, and alternative explanations are worth exploring. In particular, the existing literature 
fails to capture recent rapid cultural and social changes in China, which are transforming 
consumer behavior, and may have brought about fundamental and widespread changes in 
household saving patterns.  

This paper incorporates cultural and social factors in explaining household saving behavior 
that will shed light on the future trend of household saving in China as well as in other 
economies that are undergoing similarly transformations. It explores alternative theories on 
consumer behavior, Veblen’s ([1899] 2007) conspicuous consumption theory in particular, to 
further explain household saving, since consumption and saving are essentially two sides of the 
same issue. According to Veblen, consumption is a way to display wealth with the purpose of 
achieving social status, and population mobility and large communities will enhance the 
importance of such conspicuous consumption. Although it has suffered criticism in the past, 
Veblen’s theory is endorsed by recent researchers. For example, Bagwell and Bernheim (1996) 
derived theoretical conditions under which conspicuous consumption may arise. Dutt (2001) 
concluded that signaling status through conspicuous consumption is the most convincing 
motive for relative consumption effects. Both Trigg (2001) and Schor (2007) revisited Veblen’s 
work and Bourdieu’s (1984) related theories, and countered popular criticism of the 
conspicuous consumption theory.  

The arguments in support of the conspicuous consumption concept are validated by recent 
empirical studies such as those by Heffetz (2011), who found higher income elasticities for 
wealth-signaling consumption expenditures, and Danzer, Dietz, Gatskova, and Schmillen 
(2014), who discovered elevated self-reported socioeconomic status through visible 
consumption for recent migrants. Guarneros, Narváezy, and Vilar (2001) also observed that 
urbanization resulted in excessive pursuit of consumption by youth in Mexico. In the existing 
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literature on household saving, the most closely related research to this paper is a study by Chen 
(2017a), which extended Veblen’s framework and showed that globalization contributed to the 
decline in household saving through several channels, including cultural and social interactions, 
increased population mobility and urbanization, international trade (via facilitating access to 
status goods) and international financial flows (via alleviating credit constraints).  

The logical framework of this paper resembles Chen (2017a), but is applied to provincial 
level data in China, rather than worldwide cross-country data. It also expanded the explanatory 
variables, including internal population mobility (represented by passenger traffic turnover), 
communication intensity (represented by communication volume and per capita telephone 
units), and the share of state-owned enterprises, a factor of particular importance to China.1 It 
finds that income per capita and its growth play important roles in household saving, as in the 
literature; however, there is little support for the role of the age dependency ratios and thus the 
life cycle theory. Weak evidence of increased precautionary saving is detected, indicated by the 
negative effects of government social spending (on education, healthcare, etc.) for rural 
households and the share of state-owned enterprises for urban households. Most importantly, 
there is consistent evidence in line with the extended conspicuous consumption framework. As 
in Chen (2017a), increased international openness (foreign direct investment and international 
trade volume) are found to depress household saving. Likewise, urbanization, population 
mobility, and communication intensity also have negative effects on saving to various degrees 
of consistency. The latter conclusion is unique, however, because in Chen (2017a), the 
urbanization ratio is dropped through model selection, population mobility is not modeled 
specifically, and communication intensity is part of the globalization index rather than a 
separate variable.  

The structure of the rest of the paper is as follows. Section 2 examines social and cultural 
changes in China and their possible effects on household saving. Sections 3 and 4 present formal 
econometric analyses of factors determining household saving using provincial data, and 
examine the implications for the future trend of household saving. Section 5 contains final 
remarks.  

2. Cultural and social changes and their effects on household saving 
Since the beginning of the economic reform at the end of the 1970s, China has transformed 
itself from a near-closed status to a remarkably open society, economically, culturally, and 
socially. Figure 1 shows the degree of globalization in China in comparison with the world 
average, measured by the KOF globalization index, constructed using economic (36%), social 
(38%) and political (26%) indicators (Dreher, 2006; Dreher, Gaston, & Martens, 2008). China’s 
overall globalization index was only about half of the world average in the late 1970s when it 
embarked its economic reform. By the end of 1990s, its globalization index already surpassed 
the world average.  

Among the components of the KOF globalization index, China’s social globalization index 
exceeded the world average in the early 2000s; the gap with the world average in the economic 
dimension has also narrowed greatly. Most markedly, globalization in the cultural dimension, 
measured by the KOF cultural proximity index, exceeded the world average in the early 1990s 
and has been far above the average since the late 1990s. The cultural proximity index is 
constructed using three indicators: per capita number of McDonald’s restaurants (45%), per 

                                                 
 
1 Some of the variables considered in Chen (2017a) are not included in the model here, either because they 

are economy wide variables (for example, interest rate and terms of trade) or are unavailable (for example, 
corporate saving and household assets). 
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capita number of Ikea (45%), and trade in books as a percent of GDP (10%). Needless to say, 
the KOF measure of cultural proximity has its limitations. Nevertheless, in a country with a 
drastically different traditional culture from the West (including food, drink, and furniture 
styles), the proliferation of McDonald’s and Ikea undoubtedly reflects Chinese consumers’ 
willingness to accept and adopt different cultures. As additional evidence, Starbucks also 
acquired a sweeping presence in China recently. 

 
Figure 1 – Economic, Cultural, and Social Globalization 

 
 
During the process of globalization, different cultures may influence each other through 

trading goods and services, exchanging ideas, and consuming each other’s products, 
particularly cultural products, such as books, movies, and music. As noted by researchers in 
marketing and management (See, for example, Kim, Forsythe, Gu, & Moon, 2002; Yuan, Song, 
& Kim, 2011), cultural values are important in shaping life styles and consumer behavior. It 
follows that influences from other cultures can lead to changes in consumption and saving 
behavior. As reasoned in Chen (2017a), since the West, represented by the U.S., has a 
comparative advantage in cultural products, their exports dominate the world market of cultural 
products. Thus, the influences of Western culture may outweigh those of other cultures. To a 
society with high initial saving rates, interactions with other cultures that discount the value of 
frugality may induce behavior changes in favor of higher spending and lower saving. In 
addition, international trade enables consumers to access more varieties of products, especially 
luxury goods, which are often perceived as status goods, or goods that can signal or elevate 
one’s social status, such as iPhones, iPads, and BMW automobiles. Thus, globalization provides 
additional instruments for conspicuous consumption and hence may exert a negative effect on 
saving.  
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Anecdotal evidence of growing conspicuous consumption is abundant in China. Pursuing 
luxury brand goods is widespread, especially among urban consumers. Evidence of lavish 
spending abounds from rising demand for British butlers (Heatley, 2011), to buying luxury cars 
at costs two to three times the U.S. levels (Goldstein, 2014). Declarations like “rather cry in a 
BMW than laugh on the backseat of a bicycle” in a reality show is not an isolated incident (Lim, 
2012), but an indication of a social phenomenon. Another extreme example is a case where a 
17-year-old student willingly sold his kidney to buy an iPad and an iPhone (Guo, 2012).  

As noted by many researchers in various fields (for example, Dutt, 2001), East Asia 
(including China) values collectivism as opposed to individualism. At first sight, conspicuous 
consumption may seem contradictory to a culture where collectivism is a defining 
characteristic. However, if social acceptance is not sacrificed, conspicuous consumption can 
also be rife in a society of collectivism. As a long-term advertising professional who believes 
that fundamental cultural differences remain between China and the West, Doctoroff (2012) 
observed that in China, “[l]uxury items are desired more as status investments than for their 
inherent beauty or craftsmanship.” He noted that luxury brands from abroad are especially 
desired and consumers are willing to pay high premiums if the products are consumed publicly. 
Display of luxury brands should ideally be “conspicuously discreet” to meet the need of 
projecting affluence while “fitting in.” In the meantime, popular products that are consumed 
privately are often cheap domestic brands, in line with the “conventional virtue” of frugality. 
His observation coincides with Bagwell and Bernheim’s (1996) theoretical results that “luxury” 
brands without higher intrinsic value than “budget” brands are priced higher at equilibrium, 
driven by consumer demand to display wealth. 

As additional casual evidence, Japan and South Korea both experienced relatively rapid 
globalization deepening in the social and cultural dimensions and dramatic decline in household 
saving in recent years. 2 While the world average of the indicator increased from 33 to 51 
between 1970 and 2011, Japan’s social globalization index increased from 26 to 67, and South 
Korea’s from 22 to 52. In the meantime, Japan’s average gross household saving rate 
(calculated from the UN’s database) dropped from 21.3% before 1990 to 8.7% after 2000. South 
Korea’s average net household saving rate plunged from 15.7% before 1990 to just 4.6% after 
2000. 3  

 
Table 1 – Averages of Provincial Urbanization and Distant Communication Indicators 

1990 1995 2000 2005 2011*
Share of workers in urban areas (%) 32.0 33.6 29.4 30.8 45.7
Passenger to population ratio 6.94 9.42 11.14 13.26 25.11
Post and telecommunications volume 
(1000 yuan/person) 0.02 0.10 0.41 0.97 1.03
Number of telephone sets per person 0.02 0.05 0.17 0.68 0.84

Source: Calculations from China Data Online and the National Bureau of Statistics of China.
* Data for number of telephone sets per person is for 2009.  

 
                                                 
 
2 These are the only two East Asian economies in the UN and OECD databases with household saving data 

before the 1990s.  
3 Source: the OECD database. Gross household saving rate is unavailable for South Korea. The difference 

between net and gross saving rates is that the calculation of net saving rate involves subtracting depreciation 
(consumption of fixed capital) from both saving and disposable income. 
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China has also undergone other dramatic social changes. First, the speed of urbanization is 
unprecedented, largely due to high economic growth and the accompanied structural changes. 
Urban population only accounted for 13.7% of the total population in 1954, and is over 50% in 
2011.4 Nearly half of the workers are also in urban areas in 2011 (Table 1).5 Second, population 
mobility also increased greatly, although restrictions still remain. Accompanying the increased 
mobility is the need to communicate through the mail, phones and other means. Table 1 also 
includes several measures indicating the rapid increase in population mobility and distant 
communication intensity.  

These domestic changes may also have negative effects on saving. In the framework of 
Veblen’s theory, conspicuous consumption becomes more important when the population is 
more mobile. This is because in a society with greater mobility, it is more difficult to observe 
leisure, an alternative means to project wealth; as a result, individuals are forced to rely more 
on consumption to acquire social repute. Likewise, residing in urban areas boosts the return of 
conspicuous consumption as one would be more likely to face a large number of transitory 
observers than in rural and small communities.   

The rest of this paper will turn to annual provincial data from China Data Online,6 which 
covers all 31 provinces, autonomous districts, and metropolises (all of which may be 
collectively referred to as provinces hereafter) from 1949 to 2011 (some have shorter 
coverages). Since provincial data on consumption of fixed capital is not available, net saving 
rates cannot be calculated. Ideally, both income and consumption should account for non-
monetary transactions and transfers as well as goods and services produced for own 
consumption, and disposable income should adjust for the changes in net equity of households 
on pension funds (United Nations, 2009). However, due to lack of data, saving rates are 
calculated as the portion of disposable income that is not used as living expenditure. Three 
observations associated with unusually high saving rates are dropped, including one for urban 
households and two for rural households, all with more than 80% saving rates.  

 
Table 2 – Disposable Income and Saving for Urban and Rural Households: Provincial Means 

Urban Rural Urban/rural Urban Rural Urban/rural
(¥) (¥) ratio (%) (%) ratio

Mean 5253 1905 2.76 16.9 20.1 0.84
1949-1959 190 75 2.53 10.7 10.5 1.02
1960-1969 232 101 2.30 7.4 10.0 0.74
1970-1979 334 149 2.24 7.6 13.5 0.56
1980-1989 780 403 1.94 8.9 16.8 0.53
1990-1999 3,690 1,538 2.40 17.0 19.9 0.85
2000-2009 10,414 3,603 2.89 24.1 24.6 0.98
2010-1011 19,338 6,903 2.80 33.5 25.4 1.32

Per capita disposable income Saving rates

 
 
Overall, household saving increased during the last six decades (Table 2). Both urban and 

rural saving rates exhibit a positive relationship with disposable income (Figure 2), consistent 

                                                 
 
4 Source: the National Bureau of Statistics of China. 
5 The temporary decline in urban worker share at the end of the 1990s may be caused by the slowdown in 

economic growth after the Asian crisis, when migrant workers from the rural areas returned home. 
6 Provided by the China Data Center at the University of Michigan. 
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with the standard theories on household saving. However, a comparison of urban and rural 
saving rates reveals a contradiction to the above observation. In spite of an average disposable 
income two to three times the rural level, urban households saved a smaller portion of their 
income than did rural households most of the time (Table 2 and Figure 2). Urban households’ 
more stable income and lower consumption of self-produced goods and services could be 
factors behind the relatively low urban saving rates, but more prevalent conspicuous 
consumption in urban areas could be another factor.  

 
Figure 2 – Disposable Income and Saving 

 
 
A casual cross-province comparison of consumption and saving patterns also seems to 

support Veblen’s theory. Coastal provinces exhibit lower saving rates consistently, especially 
in the South and Southeast, which tend to be more open internationally and attract more migrant 
workers. For example, in 2011, retail sales of consumption goods as percentages of household 
disposable income were 80% in Shanghai, 72% in Guangdong, and 67% in Fujian, much higher 
than those in such inland provinces as Jiangxi (44%), Hunan (55%), and Guizhou (31%). While 
disposable income seems to play a predominant role in rural saving, there are clearly other 
factors at play in the ranking of urban saving (Table 3). The eight provinces with the lowest 
urban saving rates include three of the four metropolises (Chongqing, Beijing, and Tianjin) and 
Guangdong, a province next to Hong Kong with the most and earliest national economic special 
zones and the longest history of openness, in spite of their high rankings in disposable income 
(except for Tianjin). In contrast, most of the eight provinces with the highest urban saving rates 
are inland provinces and none of them is a metropolis. The next two sections will present a 
formal model that identifies the individual effects of different determinants of household saving 
using provincial data.  
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Table 3 – Lower and Upper Quartiles of Saving 

Province
Saving 

rate

Disposable 
income 
ranking Province

Saving 
rate

Disposable 
income 
ranking

Lower quartile Lower quartile
Chongqing 11.4 6 Hunan 4.3 12
Sichuan 12.1 28 Shaanxi 10.3 27
Gansu 14.2 31 Yunnan 11 29
Beijing 14.2 2 Sichuan 12.9 28
Yunnan 14.5 30 Qinghai 13.2 25
Tianjin 14.6 29 Guizhou 15.7 30
Qinghai 14.6 19 Gansu 16.4 31
Guangdong 15.0 4 Guangxi 16.6 20

Upper quartile Upper quartile
Hainan 18.9 7 Henan 25.4 17
Jiangxi 19.4 27 Shandong 25.4 6
Heilongjiang 19.9 11 Beijing 25.7 2
Shanxi 20.1 26 Heilongjiang 26.8 11
Zhejiang 20.1 3 Hebei 27.7 14
Xinjiang 20.5 20 Tibet 30.2 26
Shandong 20.5 8 Hainan 31.5 9
Tibet 21.1 12 Tianjin 36.1 13

Urban households Rural households

 

3. Methodology 
Because of the panel nature of the data, the following model is considered.  

௜௧ݏ  ൌ ଴ߚ ൅ ௜,௧ିଵݏଵߚ ൅ ܺᇱߚଶ ൅ ௜ߙ ൅ ݐ ൅  ௜௧ߝ
 
In the equation, sit represents saving rate for province i in year t; β0, β1, and the vector β2 

are parameters. The lagged saving rate is included as an explanatory variable because of 
possible inertia in consumption and saving behavior in the short term. X is a vector of 
explanatory variables. αi accounts for all time-invariant and province specific factors, such as 
local cultures affecting consumption and saving; the linear time trend t accounts for common 
time effects, which are time-varying but common to all panels, such as interest rate and other 
macroeconomic factors that affect the whole economy. εit is the idiosyncratic disturbance term. 
Because the data consists of relatively large numbers of panels, specification of heterogeneous 
time trends across provinces is not considered. However, heterogeneity in coefficients across 
urban and rural households is allowed by running separate regressions for the two samples. 

The following is a list of the variables included in X. The data source is China Data Online, 
unless otherwise specified. All flow variables are logarized, including per capita disposable 
income, government social spending as defined as follows, and those in (5) and (6) in the 
following list.  
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(1) Per capita disposable income and its growth. According to the permanent income theory 
of saving, they should have positive effects on saving if the increase in income is viewed 
as temporary income.  

(2) Old (65 years and older) and young (14 years and younger) dependency ratios. Data is 
available from 1990 onwards and is obtained from the website of the National Bureau 
of Statistics of China and its various printed editions of China Population Statistics 
Yearbooks. Since the sample sizes of the censuses, and hence the dependency ratio data, 
are drastically different in years 2000, 2005, and 2010 from those in the rest of the years, 
data for these 3 years are linearly interpolated. According to the life cycle theory, the 
middle-aged save the most; thus, the age dependency ratios should have negative effects 
on saving. However, the effects may be muffled if the middle-aged are keen on saving 
for their children’s future education and are burdened by hikes in education and housing 
cost, and the old are frugal due to desires to leave bequest to their children and concerns 
about increased longevity. 

(3) Share of urban workers in state-owned enterprises and per capita government spending 
on culture, education, science, and healthcare (government social spending hereafter). 
Jobs in state-owned enterprises are viewed as more stable than in private enterprises, 
although to a lesser extent after privatization of state-owned enterprises started. Note 
that the share of workers in state-owned enterprises is not considered for rural household 
saving. Government social spending is considered since it may reduce households’ 
precautionary saving. These two variables should have negative effects on saving.  

(4) Share of workers in urban areas as a proxy for the urbanization ratio. It is expected to 
have negative effects on both urban and rural saving. A higher urbanization ratio means 
households are more likely to live in larger communities and population mobility may 
also be higher. As a result, households are expected to engage in more conspicuous 
consumption and have lower saving rates. A higher urbanization level also means a 
higher portion of the rural areas are close to cities, and rural households presumably 
have more personal connections with urban households. As a result, rural households 
are also more likely to be exposed to transient observers and influenced by urban 
cultures. Note that this variable does not represent the differences between urban and 
rural households in such factors as income uncertainty, since the two samples will be 
estimated separately.  

(5) Passenger traffic to population ratio, per capita business volume of postal 
communications and telecommunications (communication volume hereafter), and per 
capita number of telephone units. These variables are not only directly and indirectly 
associated with the degree of population mobility, they also reflect the intensity of intra- 
and inter-community interactions. Higher population mobility exerts a negative effect 
on saving, according to Veblen’s theory. The more intense the interactions are, the more 
likely a community will undergo cultural changes. The data source used to calculate 
these ratios is the website and the printed publications of the National Bureau of 
Statistics of China. Due to a high correlation coefficient (0.97) between per capita 
communication volume and per capita telephone units, these two variables are included 
in the regressions separately.7  

(6) Variables representing international openness, including per capita foreign direct 
investment inflows and per capita international trade volume (sum of exports and 
imports). These two variables measure economic openness and personal contact with 

                                                 
 
7 Passenger traffic has relatively low correlation with these two variables, however. 
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cultures from abroad directly and indirectly. To be consistent with other variables, these 
variables are recalibrated to measures in Chinese yuan using annual exchange rates from 
FRED Economic Data, maintained by the Federal Reserve Bank of St. Louis. They 
should also have negative effects on saving based on previous reasoning. Since the 
correlation coefficient between them is high (0.85), they are also included in the 
regressions separately. 

 
Per capita income growth was rising for both urban and rural households from the end of 

the 1990s to the end of the data period in this study. All other variables exhibited clear upward 
trends since 1990, except for the young dependency ratio and the share of urban workers in 
state-owned enterprises, both of which trended downward sharply. All variables are available 
for all 31 provinces for at least some periods, but the maximum length of over half of the 
variables is 21-23 years. As a result, the number of panels is considerably greater than the 
number of periods. Also note that since data availability varies for different variables, the 
sample size differs slightly when different covariates are included. 

The Wooldridge test for serial correlation (Drukker, 2003) rejected the null of no auto-
correlation in the idiosyncratic errors. The modified Wald test also detected the presence of 
group heteroskedasticity. As a result, robust standard errors will be used in all regressions. 
Cross-sectional dependence is also detected using the Pesaran’s test (De Hoyos & Sarafidis, 
2006); thus, the within estimator may be biased, according to Driscoll and Kraay (1998), and 
regressions with the Driscoll-Kraay standard errors will also be run as an alternative.  

The dynamic specification may introduce bias to the fixed effect estimator due to 
correlation between the lagged saving rate si,t-1 and the error term εit. This problem is magnified 
when the number of time periods is short relative to the number of panels, which is the case 
here. While the number of panels is 31, the panel length is only between 17 and 21, depending 
on which variables are included in the regressions. Thus, in addition to the fixed effect 
estimator, regressions are also run using the Arellano-Bond estimator as a better alternative, 
which corrects for this problem. The Sargan test of over-identifying restrictions failed to reject 
the joint validity of the instruments at the 1% level in two cases and at least at the 5% level in 
all other cases, even though heteroskedasticity may cause over-rejection of the test. The 
Arellano-Bond test results of autocorrelation in first-differenced errors are all satisfactory; that 
is, there is first order serial correlation in the disturbances, but not the second order.  

4. Results 
Estimation results are presented in the tables in the Appendix. Table 1 shows the results for 
urban households using the within estimator. Lagged saving rate, disposable income and its 
growth are all positive and significant in most cases, as expected. Both young and old 
dependency ratios are insignificant, probably due to the reasons mentioned in the previous 
section. In addition, the relatively high correlation between the young dependency ratio and 
income per capita (correlation coefficients are -0.71 and -0.79 for urban and rural households 
respectively) may also skew the results.  

The coefficients for government social spending and the share of state owned enterprises 
are not significant, and the signs are inconsistent or not as expected. However, estimations for 
the variables representing urbanization and population mobility are almost all negative, and are 
significant across the regressions, except for passenger traffic.  

The results for rural households using the within estimator are generally similar (Table 2). 
However, the income elasticity of saving, indicated by the coefficient of disposable income, is 
much higher for rural households, probably due to their more cautious attitude towards 
increased income. That is, increased income is more likely to be treated as temporary income 
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by rural households. Unlike the regressions for urban households, the parameter for government 
social spending is negative and significant in one case for rural households. In addition, the 
coefficient for communication volume is no longer significant; however, those for the variables 
representing international openness (foreign direct investment and international trade) are both 
highly significant.  

Since the data exhibits cross-sectional dependence, estimations with the within estimator 
are also obtained using a procedure written by Hoechle (2007) that adopts the Driscoll-Kraay 
standard errors. The results are reported in Tables 3 and 4. The estimated coefficients are similar 
in general, but the p-values are different for some variables. The biggest change is that 
disposable income growth is now insignificant for rural households. However, the variables 
affecting precautionary saving and conspicuous consumption (the variables in (3) – (6) in the 
previous section) are still negative in general. As in previous regressions, the urbanization ratio 
is again significant in most regressions. Government social spending, communication volume, 
per capita telephone units, foreign direct investment, and international trade are also significant 
in some regressions. 

The estimation results using the Arellano-Bond robust estimator are reported in Tables 5 
and 6 in the Appendix, along with the results of the Sargan test and the Arellano-Bond test. The 
results are largely the same as with the within estimator. For the variables in (3) to (6) in the 
variable list, the coefficients are generally negative, as expected, but the p-values for the vast 
majority of them are lower. Thus, there are more significant estimations for the urban household 
sample. The coefficients for urbanization and communication volume are consistently 
significant, and the share of state-owned enterprises, per capita telephone units, foreign direct 
investment, and international trade are also significant in about half of the regressions.  

As a robustness check, regressions are also run with no time trend, a quadratic trend, and 
time dummies in lieu of a linear trend. Both components of the quadratic trend are insignificant 
in all regressions except for one, but the hypothesis that all time dummies are zeros is strongly 
rejected. The results are not drastically different from previous regressions (see Table 7 for 
some of the results using the Arellano-Bond estimator). Disposable income and its growth 
continue to have positive and significant estimates. Estimations for the age dependency ratios 
are still largely insignificant. The parameters for the variables representing urbanization, 
population mobility, and international openness continue to be negative and significant in many 
of the regressions.  

In summary, the estimation results are robust using alternative estimators, explanatory 
variables, and specifications of the common time effects. Of all the explanatory variables, only 
two variables, disposable income and its growth, are estimated to have positive effects on 
household saving without ambiguity. These variables trended up in the past several decades, 
which were major factors for past increase in household saving. However, as economic growth 
slows down inevitably, the support of higher saving rates from disposable income increase is 
bound to fade in the future.  

Little evidence is found for the life cycle theory through the results on the age dependency 
ratios. However, all other variables in the model are estimated to have negative effects on saving 
to various degrees of consistency. The estimations for government social spending (for rural 
households mainly) and the share of workers in state-owned enterprises (for urban households) 
suggest weak evidence of previous increase in precautionary saving. As households are weaned 
off government provided education and healthcare, precautionary saving may continue to 
increase, but only to a limited extent given that social welfare measures in rural areas are 
improving and the provincial mean share of state-owned enterprises already dropped to 14.4% 
in 2011.  
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Meanwhile, the variables that would enhance conspicuous consumption will most likely 
trend up in the future, including the urbanization ratio, the variables representing population 
mobility and interactions (passenger traffic, communication volume, telephone units) and 
international openness (foreign direct investment and international trade volume), further 
putting downward pressure on saving. Urbanization will likely accelerate as the government is 
considering it a priority to aid future economic transformation. Population mobility will 
continue to increase with the relaxation of restrictions on labor mobility. Status goods will 
become more readily available as international trade expands. Cultural influences from the rest 
of the world will permeate further and individuals’ life styles will continue to transform as 
international openness deepens. Together, these factors can outweigh the positive effect of 
higher income, and the current high household saving may not persist.  

5. Final remarks 
In addition to conventional theories, this paper considers the rapid cultural and social changes 
that are happening in China and incorporates non-conventional theories on consumption and 
saving that help explain China’s household saving patterns. Among the conventional 
explanatory variables, the paper finds that per capita disposable income and its growth 
contribute to higher household saving, consistent with the permanent income theory. The young 
and old dependency ratios are generally insignificant with few exceptions, and the signs are not 
consistent. This insignificance may be caused by the custom of bequeathing, increased 
longevity, altruistic saving for children’s education, increase in education and housing cost, and 
correlation between the young age dependency ratio and per-capita disposable income.  

The paper’s unique contribution to the literature is the exploration of the possible presence 
of conspicuous consumption in China and its effect on household saving. Expanding from 
Veblen’s theory, it finds evidence that urbanization, increased population mobility, and a 
greater degree of international openness all depress household saving, likely through higher 
conspicuous consumption. The list of explanatory factors is further broadened from the 
perspective of precautionary saving, and there is evidence that while the decline in state 
ownership prompted urban households to save more, increased government spending on 
education and healthcare may have the opposite effect in rural areas.  

Observations of conspicuous consumption as a potential contributing factor to declining 
household saving are certainly not confined to this research or to the Chinese economy, as 
reviewed in the first section of this paper. As international openness coupled with rapid 
economic development often leads to cultural shifts, swift urbanization, and increased 
population mobility, the findings on Chinese household saving could also shed light on 
household saving trends in other developing and emerging countries which are following the 
footsteps of China, such as India, Vietnam, and Cambodia.  

As an important component of national saving, household saving is a critical source for 
financing investment, especially when the government and businesses engage in excessive 
borrowing, as China is currently experiencing, and many other emerging economies 
experienced in the past, such as those in predicament during the East Asian financial crisis. If 
excess status consumption becomes widespread and the competitive nature of conspicuous 
consumption is unleashed, the resulting decline in household saving can be self-reinforcing. 
The implications can be particularly grave for developing and emerging economies with their 
growth relying more on investment, but their ability to borrow from the international market 
far more limited than developed economies.  

The policy implications of the findings in association with changing patterns of households 
saving can be far-reaching, ranging from taxation on luxury goods (see Bagwell & Bernheim, 
1996), to evaluation of financing sources of investment, and long term growth strategies for 
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developing and emerging economies. The choice of policy regime leading to or away from a 
more egalitarian society also matters to saving and economic growth to the extent that wealth 
distribution influences the drive for conspicuous consumption, although the overall link 
between economic inequality and household saving is still much debatable, as Corneo and 
Jeanne (2001) and Roychowdhury (2017) showed.  

Future avenues of further investigation may include incorporating provincial level data that 
reflects household assets, life expectancy, corporate saving, housing price indexes (ideally 
differentiating between the rural and urban housing markets), and other factors that may affect 
household saving. Moreover, it will be worthwhile to confirm the findings and further 
understand this issue using household level data. As empirical work on conspicuous 
consumption is still relatively rare and the topic remains inadequately researched, similar 
studies can be extended to economies that are also undergoing rapid changes economically and 
culturally. 
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Appendix 
 

Table 1 – Urban Households: the Within Estimator with Linear Time Trend 
(Dependent variable: saving rate. P-values in parentheses) 

 
Variable (1) (2) (3) (4) (5)
Lagged saving 0.43 *** 0.31 *** 0.43 *** 0.31 *** 0.31 ***

(0.000) (0.004) (0.000) (0.006) (0.005)

Disposable income 3.90 ** 6.70 * 2.99 7.50 * 9.59 **

(0.017) (0.071) (0.115) (0.079) (0.034)
Disposable income growth 0.06 *** 0.05 *** 0.05 *** 0.05 *** 0.05 ***

(0.000) (0.008) (0.002) (0.001) (0.007)
Young depdency ratio 0.01 0.01 0.01 0.01 0.00

(0.798) (0.809) (0.824) (0.827) (0.974)
Old Dependency ratio 0.03 0.18 0.05 0.18 0.17

(0.780) (0.312) (0.663) (0.287) (0.305)

Government social spending 1.56 0.40 1.41 0.03 -0.38
(0.165) (0.835) (0.221) (0.989) (0.852)

Share of state-owned ent. 0.01 -0.05 0.03 -0.04 -0.02
(0.709) (0.163) (0.422) (0.279) (0.610)

Urbanization -0.06 -0.22 ** -0.07 * -0.21 ** -0.21 **

(0.112) (0.031) (0.064) (0.028) (0.026)
Passenger traffic 0.17 -1.13 0.13 -0.92 -0.88

(0.780) (0.308) (0.831) (0.361) (0.405)
Communication volume -2.07 ** - -1.80 ** - -2.83 ***

(0.018) (0.023) (0.002)

Telephone units - -1.97 * - -1.89 * -0.86
(0.066) (0.097) (0.376)

Foreign direct investment - - -0.09 -0.34 -0.19
(0.677) (0.157) (0.441)

International trade volume -0.74 -0.31 - - -0.78
(0.167) (0.700) (0.316)

t 0.49 0.04 0.47 * -0.06 0.43
(0.120) (0.906) (0.089) (0.873) (0.252)  

***p < 0.01, **p < 0.05, *p < 0.1 
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Table 2 – Rural Households: The Within Estimator with Linear Time Trend 
(Dependent variable: saving rate. P-values in parentheses) 
Variable (1) (2) (3) (4) (5)
Lagged saving 0.53 *** 0.45 *** 0.52 *** 0.44 *** 0.41 ***

(0.000) (0.000) (0.000) (0.000) (0.000)

Disposable income 16.30 *** 14.28 *** 15.99 *** 15.86 *** 17.49 ***

(0.000) (0.000) (0.000) (0.000) (0.000)

Disposable income growth 0.07 ** 0.07 ** 0.07 ** 0.06 * -0.03
(0.024) (0.045) (0.035) (0.055) (0.489)

Young depdency ratio 0.03 -0.02 0.04 -0.03 -0.06
(0.583) (0.809) (0.439) (0.689) (0.494)

Old Dependency ratio 0.03 0.06 0.01 0.04 0.05
(0.863) (0.806) (0.967) (0.881) (0.831)

Government social spending -1.65 0.54 -4.60 ** -5.78 0.18
(0.465) (0.878) (0.040) (0.102) (0.963)

Urbanization -0.16 * -0.10 -0.24 *** -0.32 *** -0.24 **

(0.072) (0.116) (0.002) (0.003) (0.033)

Passenger traffic -1.37 -0.70 -0.77 -0.83 -0.86
(0.280) (0.648) (0.451) (0.469) (0.417)

Communication volume -0.97 - 1.15 - -2.60
(0.429) (0.304) (0.195)

Telephone units - -0.29 - 0.21 0.74
(0.863) (0.879) (0.618)

Foreign direct investment - - -1.17 *** -1.00 ** -0.11
(0.008) (0.042) (0.870)

International trade volume -3.67 *** -4.66 *** - - -4.03 **

(0.007) (0.006) (0.035)

t -0.25 -0.28 -0.76 -0.27 -0.22
(0.592) (0.589) (0.104) (0.560) (0.683)  

***p < 0.01, **p < 0.05, *p < 0.1 
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Table 3 – Urban Households: The Within Estimator with Driscoll and Kraay Standard Errors 
(Dependent variable: saving rate. P-values in parentheses) 
Variable (1) (2) (3) (4) (5)
Lagged saving 0.43 *** 0.31 *** 0.43 *** 0.31 *** 0.31 ***

(0.000) (0.002) (0.000) (0.002) (0.002)
Disposable income 3.89 * 6.70 ** 2.99 7.50 *** 9.42 ***

(0.083) (0.027) (0.128) (0.003) (0.000)
Disposable income growth 0.06 ** 0.05 * 0.05 * 0.05 * 0.05

(0.028) (0.085) (0.055) (0.076) (0.120)
Young depdency ratio 0.01 0.01 0.01 0.01 0.00

(0.837) (0.871) (0.865) (0.893) (0.985)
Old Dependency ratio 0.03 0.18 0.05 0.18 0.17

(0.728) (0.192) (0.609) (0.239) (0.268)
Government social spending 1.56 0.40 1.41 0.03 -0.39

(0.177) (0.865) (0.136) (0.987) (0.854)
Share of state-owned ent. 0.01 -0.05 0.03 -0.04 -0.02

(0.687) (0.144) (0.324) (0.374) (0.595)
Urbanization -0.06 -0.22 ** -0.07 -0.21 ** -0.21 ***

(0.259) (0.017) (0.231) (0.021) (0.010)
Passenger traffic 0.17 -1.13 0.13 -0.92 -0.88

(0.903) (0.478) (0.928) (0.595) (0.595)
Communication volume -2.07 *** - -1.80 *** - -2.83 ***

(0.001) (0.001) (0.000)
Telephone units - -1.97 * - -1.89 -0.86

(0.064) (0.138) (0.414)
Foreign direct investment - - -0.09 -0.34 -0.19

(0.668) (0.132) (0.395)
International trade volume -0.74 -0.31 - - -0.78

(0.322) (0.733) (0.265)

t 0.49 * 0.04 0.47 * 0.06 0.44
(0.057) (0.931) (0.084) (0.920) (0.404)  

***p < 0.01, **p < 0.05, *p < 0.1 
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Table 4 – Rural Households: The Within Estimator with Driscoll and Kraay Standard Errors 
(Dependent variable: saving rate. P-values in parentheses) 
Variable (1) (2) (3) (4) (5)
Lagged saving 0.53 *** 0.45 *** 0.52 *** 0.44 *** 0.41 ***

(0.000) (0.000) (0.000) (0.000) (0.000)

Disposable income 16.30 *** 14.28 *** 15.99 *** 15.86 *** 17.49 ***

(0.000) (0.001) (0.000) (0.000) (0.000)

Disposable income growth 0.07 0.07 0.07 0.06 -0.03
(0.346) (0.304) (0.377) (0.463) (0.565)

Young depdency ratio 0.03 -0.02 0.04 -0.03 -0.06
(0.512) (0.791) (0.487) (0.722) (0.385)

Old Dependency ratio 0.03 0.06 0.01 0.04 0.05
(0.859) (0.820) (0.969) (0.895) (0.844)

Government social spending -1.65 0.54 -4.60 *** -5.78 *** 0.18
(0.194) (0.770) (0.000) (0.003) (0.930)

Urbanization -0.16 ** -0.21 -0.24 *** -0.32 ** -0.24 *

(0.034) (0.104) (0.005) (0.017) (0.056)

Passenger traffic -1.37 -0.29 -0.77 -0.83 -0.86
(0.293) (0.168) (0.605) (0.556) (0.499)

Communication volume -0.97 - 1.15 - -2.60
(0.161) (0.282) (0.199)

Telephone units - -0.29 - 0.21 0.74
(0.868) (0.896) (0.650)

Foreign direct investment - - -1.17 ** -1.00 -0.11
(0.044) (0.149) (0.885)

International trade volume -3.67 *** -4.66 *** - - -4.03 ***

(0.001) (0.000) (0.000)

t -0.25 -0.28 -0.76 ** -0.27 -0.22
(0.339) (0.603) (0.012) (0.659) (0.787)  

***p < 0.01, **p < 0.05, *p < 0.1 
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Table 5 – Urban Households: Arellano-Bond Estimator with Time Trend 
(Dependent variable: saving rate. P-values in parentheses) 
Variable (1) (2) (3) (4) (5)
Lagged saving 0.41 *** 0.27 *** 0.41 *** 0.27 *** 0.28 ***

(0.000) (0.001) (0.000) (0.002) (0.001)
Disposable income 4.80 ** 7.99 ** 4.02 ** 9.04 ** 11.82 ***

(0.003) (0.016) (0.031) (0.030) (0.004)
Disposable income growth 0.06 *** 0.05 *** 0.06 *** 0.06 *** 0.06 ***

(0.000) (0.008) (0.000) (0.001) (0.002)
Young depdency ratio 0.00 -0.01 0.02 0.02 0.01

(0.930) (0.870) (0.528) (0.595) (0.708)
Old Dependency ratio 0.05 0.19 0.01 0.12 0.12

(0.650) (0.205) (0.915) (0.313) (0.302)
Government social spending 1.19 -0.19 0.99 -0.70 -1.08

(0.319) (0.923) (0.408) (0.734) (0.617)
Share of state-owned ent. 0.01 -0.09 *** 0.02 -0.06 * -0.05

(0.876) (0.005) (0.554) (0.070) (0.121)
Urbanization -0.08 * -0.21 ** -0.08 * -0.20 ** -0.19 ***

(0.090) (0.030) (0.095) (0.023) (0.021)
Passenger traffic 0.35 -0.83 -.00 -1.11 -1.02

(0.586) (0.486) (0.994) (0.381) (0.472)
Communication volume -2.50 *** - -2.09 *** - -3.41 ***

(0.006) (0.009) (0.001)
Telephone units - -2.29 * - -2.46 * -1.21

(0.051) (0.081) (0.283)
Foreign direct investment - - -0.15 -0.43 * -0.24

(0.456) (0.051) (0.285)
International trade volume -0.89 * -0.75 - - -1.22 *

(0.063) (0.263) (0.055)
t 0.55 * -0.06 0.53 * 0.02 0.60

(0.094) (0.875) (0.080) (0.951) (0.153)
Sargan test 0.112 0.013 0.202 0.052 0.075
Arrelano-Bond test

AR(1) 0.023 0.029 0.020 0.024 0.031
AR(2) 0.269 0.354 0.246 0.358 0.352

 
***p < 0.01, **p < 0.05, *p < 0.1 
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Table 6. Rural Households: Arellano-Bond Estimator with Time Trend 
(Dependent variable: saving rate. P-values in parentheses) 
Variable (1) (2) (3) (4) (5)
Lagged saving 0.52 *** 0.45 *** 0.48 *** 0.41 *** 0.44 ***

(0.000) (0.000) (0.000) (0.000) (0.000)

Disposable income 16.81 *** 14.30 *** 15.77 *** 15.42 *** 17.38 ***

(0.000) (0.000) (0.000) (0.000) (0.000)

Disposable income growth 0.07 ** 0.07 ** 0.04 0.03 0.06
(0.027) (0.025) (0.399) (0.493) (0.133)

Young depdency ratio 0.02 -0.03 0.04 -0.02 -0.01
(0.710) (0.697) (0.341) (0.786) (0.852)

Old Dependency ratio 0.02 0.03 -0.08 -0.07 -0.09
(0.893) (0.892) (0.613) (0.731) (0.662)

Government social spending -1.58 1.03 -3.98 * -4.99 -0.50
(0.508) (0.788) (0.072) (0.203) (0.896)

Urbanization -0.16 * -0.18 -0.23 *** -0.27 *** -0.18 *

(0.066) (0.136) (0.001) (0.002) (0.061)
Passenger traffic -1.75 -0.26 -1.66 -1.27 -0.42

(0.181) (0.878) (0.250) (0.422) (0.802)
Communication volume -1.47 - 1.11 - -3.39

(0.274) (0.369) (0.161)
Telephone units - -1.14 - -0.22 -0.25

(0.534) (0.874) (0.881)
Foreign direct investment - - -1.07 * -0.87 -0.32

(0.081) (0.207) (0.703)
International trade volume -4.10 *** -5.17 *** - - -5.09 ***

(0.001) (0.001) (0.002)
t -0.08 -0.05 -0.75 -0.15 0.76

(0.877) (0.934) (0.117) (0.763) (0.232)
Sargan test 0.023 0.016 0.105 0.073 0.054
Arrelano-Bond test

AR(1) 0.000 0.001 0.000 0.001 0.001
AR(2) 0.979 0.982 0.953 0.830 0.829  

***p < 0.01, **p < 0.05, *p < 0.1 
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Table 7 – Alternative specifications of common time effects with the Arellano-Bond estimator 
(Dependent variable: saving rate. P-values in parentheses) 

Variable Urban Rural Urban Rural Urban Rural
Lagged saving 0.41 *** 0.52 *** 0.40 *** 0.52 *** 0.47 *** 0.43 ***

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Disposable income 5.03 *** 16.64 *** 7.23 ** 16.28 *** 7.10 ** 25.54 ***

(0.003) (0.000) (0.023) (0.000) (0.046) (0.000)
0.06 *** 0.07 * 0.06 *** 0.07 ** 0.20 *** 0.24 ***

(0.000) (0.060) (0.001) (0.014) (0.000) (0.000)
0.02 0.02 0.01 0.02 -0.04 0.12 *

(0.610) (0.684) (0.844) (0.734) (0.225) (0.085)
0.05 0.03 0.05 0.01 0.03 -0.30 *

(0.628) (0.885) (0.663) (0.969) (0.762) (0.076)
2.46 *** -2.17 -0.40 -1.02 -0.70 -0.86

(0.006) (0.212) (0.854) (0.697) (0.747) (0.731)
-0.04 - 0.00 - 0.02 -

(0.231) (0.986) (0.675)
Urbanization -0.12 ** -0.14 * -0.08 * -0.16 * -.00 -0.15 **

(0.015) (0.075) (0.079) (0.079) (0.999) (0.034)

Passenger traffic 0.17 -1.82 0.23 -1.69 0.48 -1.65 **

(0.782) (0.154) (0.713) (0.230) (0.318) (0.049)

-1.73 *** -1.34 -1.97 *** -1.80 -1.36 ** 1.14
(0.003) (0.167) (0.009) (0.332) (0.044) (0.445)

-0.91 ** -4.11 *** -1.00 ** -4.08 *** -0.12 -0.91
(0.046) (0.001) (0.031) (0.004) (0.763) (0.342)

t - - -0.02 0.10 - -
(0.954) (0.912)

t 2 - - 0.02 -0.01 - -
(0.231) (0.710)

No trend Quadratic trend Time dummies

Communication 
volume
International trade 
volume

Disposable income 
growth
Young depdency 
ratio
Old Dependency 
ratio

Government social 
spending
Share of state-
owned enterprises

  
***p < 0.01, **p < 0.05, *p < 0.1 
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Abstract 
 
The processes for exploitation of knowledge became an essential element for firms to adapt to 
changes in the competitive environment. The exploitation of this knowledge should be 
undertaken with proactivity, innovation and risk-taking. Building on well established theories, 
our research explores the influence of entrepreneurial orientation in exploitation of knowledge 
of Portuguese small and medium enterprises (SMEs) of footwear associated to the Portuguese 
Footwear, Components and Leather Goods Association (APICCAPS). Based on survey data 
from 42 firms, and employing the Partial Least Squares Structural Equation Modeling (PLS-
SEM) technique, our empirical results indicate that the entrepreneurial orientation’s 
dimensions that have a positive and significant influence on knowledge’s exploitation are 
innovation and risk-taking, and that on the contrary proactiveness has a negative and a not 
significant influence on it. 
 
Keywords: entrepreneurial orientation, absorptive capacities, knowledge’s exploitation, 
SMEs, Portuguese footwear industry, PLS-SEM. 

1. Introduction 
In a dynamic and turbulent environment, knowledge represents a critical resource to create 
value and to develop and sustain competitive advantages (Teece, Pisano and Shuen, 1997). 
However, fast changing environments, technologies and competitiveness intensify the 
challenges firms face in attaining self-sufficiency in knowledge creation (Camisón and Forés, 
2010). 

Entrepreneurial orientation is a strategic orientation of a company that encompasses 
specific entrepreneurs aspects such as style, methods and decision-making practices (Frank, 
Kessler and Fink, 2010), constituting a capacity that can attract resources to exploit 
opportunities (Alvarez and Busenitz, 2001). Literature in the field of strategic management has 
focused on dynamic capabilities (for a review see Barreto, 2010). The firms’ success depends 
not only on its’ resources and capabilities, but also the ability to adapt itself to the industry 
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contingencies and the markets in which operates. Firms may possess resources but must display 
dynamic capabilities otherwise shareholder value will be destroyed (Bowman and Ambrosini, 
2003). It is in this context that emerges the Dynamic Capabilities View (DCV) (Amit and 
Schoemaker, 1993; Teece et al., 1997) to support the adjustment to environmental change. 

Some researchers are establishing the link between entrepreneurial orientation (EO)-
knowledge, namely  knowledge transfer (or sharing) (Hormiga, de Saá-Pérez, Díaz-Díaz, 
Ballesteros-Rodríguez and Aguiar-Diaz, 2017; Rezazadeh and Mahjoub, 2016), knowledge 
acquisition (Fuentes-Fuentes, Bojica and Ruiz-Arroyo, 2015; Song, G. Min, S., Lee, S. and 
Seo, 2016), or knowledge creation process (Yong-Hui, Jing-Wen and Ming-Tien, 2009). Thus, 
there is a gap in the literature regarding the relationship between entrepreneurial orientation and 
knowledge exploitation. 

DCV is not divergent but rather an important stream of Resource-Based View (RBV) to 
gain competitive advantage in increasingly demanding environments (Ambrosini and Bowman, 
2009; Barreto, 2010; Eisenhardt and Martin, 2000; Wang and Ahmed, 2007). Monteiro, Soares 
and Rua (in press) defend that in versatile markets the firms’ capabilities should be dynamic 
and managers must display the ability to ensure consistency between the business environment 
and strategy in order to continuously renew skills. 

Dynamic capabilities as a mind-set constantly integrate, reconfigure, renew and recreate 
its core capabilities in response to the ever changing environment in order to achieve and sustain 
competitive advantage (Wang and Ahmed, 2007). Moreover, these capabilities sense and shape 
opportunities and threats, seize opportunities, and maintain competitiveness by enhancing, 
combining, protecting, and reconfiguring the businesses’ intangible and tangible resources 
(Teece, 2007). 

Absorptive capacity (AC) has become one of the most significant constructs in the last 
twenty years. Absorptive capacity is the dynamic capability that allows firms to gain and sustain 
a competitive advantage through the management of the external knowledge (Camisón and 
Forés, 2010). 

Building on well established theories, our research aims at exploring the influence of 
entrepreneurial orientation in exploitation of knowledge of Portuguese SMEs exporting 
footwear, by analysing the contributions of this capability in such construct. 

2. Theoretical Framework 
 

2.1. Entrepreneurial orientation 
Entrepreneurial orientation emerged from entrepreneurship definition which suggests that a 
company’s entrepreneurial degree can be measured by how it take risks, innovate and act 
proactively (Miller, 1983). Entrepreneurship is connected to new business and entrepreneurial 
orientation relates to the process of undertaking, namely, methods, practices and decision-
making styles used to act entrepreneurially. Thus, the focus is not on the person but in the 
process of undertake (Wiklund, 2006).  

Companies can be regarded as entrepreneurial entities and entrepreneurial behaviour can 
be part of its activities (Covin and Slevin, 1991). Entrepreneurial orientation emerges from a 
deliberate strategic choice, where new business opportunities can be successfully undertaken 
(Lumpkin and Dess, 1996). Thus, there is an entrepreneurial attitude mediating the vision and 
operations of an organization (Covin and Miles, 1999).  

Several empirical studies indicate a positive correlation between entrepreneurial 
orientation and organizational growth (e.g. Miller, 1983; Covin and Slevin, 1991; Lumpkin and 
Dess, 1996; Wiklund, 2006; Davis, Bell, Payne and Kreiser, 2010; Frank, Kessler and Fink, 
2010). Similarly, other studies also confirm that entrepreneurial orientation has a positive 
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correlation with export’s performance, enhancing business growth (e.g. Zahra and Garvis, 
2000; Okpara, 2009). 

The underlying theory of entrepreneurial orientation scale is based on the assumption that 
the entrepreneurial companies are different from the remaining (Kreiser, Marino and Weaver, 
2002), since such are likely to take more risks, act more proactive in seeking new businesses 
and opportunities (Khandwalla, 1977; Mintzberg, 1973). 

Entrepreneurial orientation has been characterized by certain constructs that represent 
organization’s behaviour. Starting from the Miller (1983) definition, three dimensions were 
identified: innovation, proactiveness and risk-taking, which collectively increase companies’ 
capacity to recognize and exploit market opportunities well ahead of competitors (Zahra and 
Garvis, 2000). However, Lumpkin and Dess (1996) propose two more dimensions to 
characterize and distinguish entrepreneurial process: competitive aggressiveness and 
autonomy. In this study only innovation, proactiveness and risk-taking will be considered, as 
they are the most consensual and used dimensions to measure entrepreneurial orientation (e.g. 
Covin and Miller, 2014; Covin and Slevin, 1989, 1991; Davis et al, 2010; Frank et al, 2010; 
Kreiser et al, 2002; Lisboa, Skarmeas and Lages, 2011; Miller, 1983; Okpara, 2009; Wiklund 
and Shepherd, 2005; Zahra and Covin, 1995; Zahra and Garvis, 2000). 

 
2.2. Absorptive capacity of knowledge’s exploitation 
In order to survive certain pressures, companies need to recognize, assimilate and apply new 
external knowledge for commercial purposes (Jansen, Van Den Bosch and Volberda, 2005). 
This ability, known as absorptive capacity (Cohen and Levinthal, 1990), emerges as an 
underlying theme in the organizational strategy research (Jansen et al., 2005). Cohen and 
Levinthal (1990) conceptualize ACAP as the firms’ ability to identify, assimilate, and exploit 
knowledge aquired from external sources. As such, ACAP facilitates knowledge accumulation 
and its subsequent use. Thus, this ability access and use new external knowledge, regarded as 
an intangible asset, is critical to success and depends mainly on prior knowledge level, since it 
is this knowledge that will facilitate the identification and processing of new one. This prior 
knowledge not only includes the basic capabilities, such as shared language, but also recent 
technological and scientific data or learning skills. By analysing this definition is found that 
absorptive capacity of knowledge only three dimensions: the ability to acquire external 
knowledge; the ability to assimilate it inside; and the ability to apply it (Cohen and Levinthal, 
1990). Zahra and George (2002) broaden the concept of ACAP from the original three 
dimensions (identify, assimilate, and exploit) to four dimensions (acquire, assimilate, 
transform, and exploit). 

AC is a good example of a dynamic capability since it is embedded in a firm’s routines. It 
combines the firm’s resources and capabilities in such a way that together they influence “the 
firm’s ability to create and deploy the knowledge necessary to build other organizational 
capabilities” (Zahra and George, 2002, p. 188). 

According to Zahra and George (2002) AC is divided in Potential Absorptive Capacity 
(PAC), including knowledge acquisition and assimilation, and Realized Absorptive Capacity 
(RAC) that focuses on transformation and exploitation of that knowledge. PAC reflects the 
companies’ ability to acquire and assimilate knowledge that is vital for their activities. 
Knowledge acquisition the identification and acquisition and assimilation is related to routines 
and processes that permit to analyse, process, interpret and understand the external information. 
RAC includes knowledge transformation and exploitation, where transformation is the ability 
to develop and perfect routines that facilitate the integration of newly acquired knowledge in 
existing one, exploitation are routines which enhance existing skills or create new ones by 
incorporating acquired and transformed knowledge internally. 
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Jansen et al. (2005) defend that, although company’s exposure to new knowledge, is not 
sufficient condition to successfully incorporate it, as it needs to develop organizational 
mechanisms which enable to synthesize and apply newly acquired knowledge in order to cope 
and enhance each ACAP dimension. Thus, there are coordination mechanisms that increase the 
exchange of knowledge between sectors and hierarchies, like multitasking teams, participation 
in decision-making and job rotation. These mechanisms bring together different sources of 
expertise and increase lateral interaction between functional areas. The system mechanisms are 
behaviour programs that reduce established deviations, such as routines and formalization. 
Socialization mechanisms create a broad and tacit understanding of appropriate rules of action, 
contributing to a common code of communication. 

Studying absorptive capacity offers fascinating insights for the strategic management 
literature and provide new information regarding how firms may develop important sources of 
sustainable competitive advantages (Jansen et al., 2005). In this paper the focus is on the 
exploitation of knowledge. 

3. Hypotheses and Research Model 
Dynamic capabilities refer to “the firm’s ability to integrate, build, and reconfigure internal and 
external competences to address rapidly changing environments” (Teece et al., 1997, p. 516). 

Barreto (2010, p. 271) argued that a “dynamic capability is the firm’s potential to 
systematically solve problems, formed by its propensity to sense opportunities and threats, to 
make timely and market-oriented decisions, and to change its resource base”. On the other hand, 
dynamic capabilities enable companies to create, develop and protect resources allowing them 
to attain superior performance in the long run, are constructed (not acquired in the market), 
dependent on experience and are embedded in the company’s organizational processes 
(Ambrosini and Bowman, 2009), not directly affecting the outputs, but contributing through the 
impact they have on operational capabilities (Teece et al., 1997). These capabilities refer to a 
firm’s capacity to deploy resources, usually in combination, using both explicit and tacit 
elements (such as know-how and leadership). For this reason, capabilities are often firm-
specific and are developed over time through complex interactions between the firm’s resources 
(Amit and Schoemaker, 1993). Maintaining these capabilities requires a management that is 
able to recognize adversity and trends configure and reconfigure resources, adapt processes and 
organizational structures in order to create and seize opportunities, while remaining aligned 
with customer preferences. Indeed, dynamic capabilities allow businesses to achieve superior 
long-term performance (Teece, 2007). 

Firms, therefore, need to continually analyse and interpret changing market trends and 
quickly recognize new opportunities in order to create competitive products (Tzokas, Kim, 
Akbar and Al-Dajani, 2015). The AC construct encompasses an outward-looking perspective 
that deals with the identification and generation of useful external knowledge and information 
and an inward-looking component that is related with how this knowledge is analysed, 
combined with existing knowledge, and implemented in new products, new technological 
approaches, or new organizational capabilities (Cohen and Levinthal, 1990). 

Ultimately, the following hypothesis is tested: 
 
H1: Innovation influences positively knowledge’s exploitation. 
H2: Proactiveness influences positively knowledge’s exploitation. 
H3: Risk-taking influences positively knowledge’s exploitation. 
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We present in figure 1 the theoretical model that will be explored in this research, which 
represents the explanatory variables (innovation, proactiveness and risk-taking) and explained 
variables (knowledge’s exploitation). 

 
Figure 1 - Research conceptual model 

 
Key:  INNOV – Innovation; PROA – Proactiveness; RISKT – Risk-taking; KEX – Knowledge’s exploitation. 

4. Methodology 
 

4.1. Setting and Data Collection 
To test the hypothesis a sample of Portuguese footwear companies was used, that meet the 
following criteria: companies in which at least 50% of income comes from exports of goods, or 
companies in which at least 10% of income comes from exports of goods and the export value 
is higher than 150.000 Euros (INE, 2011). 

Data collection was implemented through electronic questionnaire, associating a link to the 
survey that was online. To reduce misunderstandings, the questionnaire was validated by the 
research department of Portuguese Footwear, Components and Leather Goods Association 
(APICCAPS). 

We were provided with a database of 231 companies (company name, telephone contact, 
email, economic activity classification, export markets, export intensity and capital origin). 
Only 167 companies fulfilled the parameters, and were contacted by email by APICCAPS to 
respond to the questionnaire. Subsequently, all companies were contacted by the authors via e-
mail and telephone, to ensure a higher rate of valid responses. The questionnaires began on 
April 22 and ended on July 22, 2014. After finishing the data collection period, 42 valid 
questionnaires were received, representing a 25% response rate. This response rate is 
considered quite satisfactory, given that the average of top management survey response rates 
are in the range of 15%-20% (Menon, Bharadwaj, Adidam and Edison, 1999). 

In this investigation we chose a non-probabilistic and convenient sample since it 
respondent were chosen for being members of APICCAPS. 

 

H
1 

H
2 

H
3 



30 

 

4.2. Measures 
For assessment of entrepreneurial orientation was used Covin and Slevin’s scale (1989), that 
consists in nine items: three for innovation, three for proactiveness and three for risk-taking, 
having been used a five point Likert scale, where 1 means “strongly disagree” and 5 “strongly 
agree”. 

To measure of knowledge’s exploitation, and based in Jansen et al. (2005), it was 
operationalized the company’s ability to explore new external knowledge into their current 
operations, through six questions (e.g. Jansen et al., 2005; Zahra and George, 2002). A five 
point Likert scale was used to measure each item, where 1 means “strongly disagree” and 5 
“strongly agree”. 

5. Results 
 

5.1. Descriptive analysis 
Findings show that the sample is mostly composed by small firms, where 93% are SMEs and 
7% micro businesses. Regarding their experience in foreign markets, we found that 69% have 
exported for over 15 years, 19% between 11 and 15 years, 5% between 6 to 10 years, while 
only 7% have less than 5 years’ experience. Regarding their sales, more than 50% revenues are 
from exports. SMEs in our sample export up to 6 or more countries (67%), being Europe the 
main market, followed by Asia and Africa. 
 

Table 1 – Mean, standard deviation and correlation coefficients 
Item (1) (2) (3) (4) 
(1)  PROA 1.000    
(2)  INNOV -.016 1.000   
(3)  RISKT -.064 -.056 1,000  
(4)  KEX .161 .532* .161 1.000 

     
Mean 3.97 2.83 2.74 3.87 
Standard deviation .764 .671 .946 .736 
N 42 42 42 42 

* All relationships are statistically significant at the p<0.01 level. 
 
Table 1 presents descriptive statistics and the correlations between the items. We have used 

a non-parametric test, Spearman correlation, due to the nature of variables (ordinals), data and 
sample size (Marôco, 2011; Pestana and Gageiro, 2008). Even though correlations being an 
indicator of items convergent validity, we proceed with the process of properly validate the 
scale. 

 
5.2. Reliability analysis 
In order to verify the reliability of overall variables we estimated the stability and internal 
consistency through Cronbach’s alpha (α). Generally, an instrument or test is classified with 
appropriate reliability when α is higher or equal to 0.70 (Nunally, 1978; Chin, 2010). The result 
of 0.855 achieved for all variables is considered excellent, confirming the sample’s internal 
consistency (Pestana and Gageiro, 2000). Table 2 show all constructs largely achieved the 
required level. 
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Table 2 - Cronbach’s Alpha of multidimensional variables 
Construct Cronbach Alpha p values 
INNOV .825 .000 
PROA .852 .000 
RISKT .821 .000 
KEX .898 .000 

 
5.3. Exploratory factor analysis 
Factor analysis is a technique whose primary purpose is to organize the structure of a large 
number of variables by defining sets of variables that are highly interrelated, known as factors. 
These groups of factors are assumed to represent dimensions within the data. The general 
purpose of factor analytic techniques is to find a way to summarize the information contained 
in a number of original variables into a smaller set of new dimensions with a minimum loss of 
information (Hair, Black, Babin and Anderson, 2014; Pestana and Gageiro, 2008).  

Common method bias (CMB) is one of the main sources of measurement error. This error 
threatens the validity of the conclusions about the relationships between measures (Podsakoff, 
MacKenzie, Lee and Podsakoff, 2003; Podsakoff, MacKenzie, & Podsakoff, 2012). Harman’s 
single factor test is one technique to identify CMB (Podsakoff et al., 2003). Factor analysis of 
all latent variables limited the number of factors to “1”. According to Mat Roni (2014) the first 
component of “Total Variance Explained” should be less than 50%. Hence, in this study the 
measurement instrument is free from significant CMB effects since the variance value is 
35.518%. 
 
Entrepreneurial orientation 
Concerning the factor analysis of Entrepreneurial orientation’s construct, with Varimax 
rotation, we got a scale with 9 items, distributed by 3 factors, and there was no need to delete 
items, that explained 77.09% of total variance, with 35.52% of variance explained by the first 
factor - Proactiveness (saturations range between 0.887 and 0.786), 27.48% for the second 
factor - Innovation (saturations range between 0.856 and 0.840), and 14.09% by the third factor 
- Risk-taking (saturations range between 0.918 and 0.770). Analysing the internal consistency 
of the three factors, we found that Cronbach’s Alphas have a reasonable internal consistency. 
KMO test indicates that there is a reasonable correlation between the variables (0.695). 
Bartlett’s sphericity test registered a value of 2(36, n=42)=171.176, p<0.05, therefore it is 
confirmed that 2> 0.95

2, so the null hypothesis is rejected, i.e. the variables are correlated. 
 
Knowledge’s exploitation 
Factor analysis, with Varimax rotation, of these construct reveals that we got a scale with one 
factor and there also was no need to delete items. A scale with 6 items was obtained, which 
explained 66.57% of total variance, whose saturations range between 0.821 and 0.533. 

The internal consistency is excellent ( =0.898). KMO test point to a good correlation 
between the variables (0.866). Bartlett’s sphericity test registered a value of 2(15, 
n=42)=140.869, p<0.001, therefore is confirmed that 2> 0.95

2, so the null hypothesis is rejected 
and the variables are correlated. 

 
5.4. PLS modeling 
The structural equation model is a multiple regression analysis, with reflective indicators that 
are presented as an image of the unobserved theoretical construct, representing observed 
variables or measures, with the objective of strengthening the relationship of influence between 
the constructs (Maroco, 2010). The simple correlation between these indicators with their 
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construct must have a value equal to or higher than 0.707 so that the shared variance between 
the construct and their indicators is higher than the error variance (Carmines and Zeller, 1979). 

Partial Least Squares (PLS) is a technique that best fits predictive applications (exploratory 
analysis) and theory development when it is not soundly established (Roldán and Cepeda, 
2014). This technique, on one hand, maximize the explained variance of the dependent variables 
(latent or observed, or both) and estimate structural models with small samples (Chin and 
Newsted, 1999; Reinartz, Haenlein and Henseler, 2009). On the other hand, it estimates 
reflective and formative measurement models without identification problems (Chin, 2010). 
PLS appear to be a preferable option for researchers with samples below 250 observations (42 
in this study) (Reinartz et al., 2009). 

We also use the composite reliability coefficient to assess construct validity (Chin, 1998). 
This coefficient reflects construct adequacy for a level higher than 0.6 using confirmatory factor 
analysis (Gefen and Straub, 2005), as in our case. Table 3 illustrates that the studied constructs 
(all multidimensional) highly exceeded the minimum required for a good fit. 

 
Table 3 - Composite reliability coefficient of multidimensional variables 
Construct Composite reliability p values 
INNOV .895 .000 
PROA .908 .000 
RISKT .881 .000 
KEX .922 .000 

 
For validity assessment, two subtypes are usually examined: convergent and discriminant 

validity. Convergent validity implies that a set of indicators represents one and the same 
underlying construct (Henseler et al., 2009). Fornell and Larcker (1981) suggest using the 
Average Variance Extracted (AVE) criterion and that an AVE value of at least 0.5 indicates 
sufficient convergent validity. Table 4 demonstrates that only entrepreneurial orientation is 
below the minimum required. 

 
Table 4 - Convergent validity 

Construct AVE p values 
INNOV .740 .000 
PROA .767 .000 
RISKT .713 .000 
KEX .665 .000 

 
Discriminant validity is the degree to which any single construct is different from the other 

constructs in the model. To have discriminant validity a construct must exhibit weak 
correlations with other latent variables that measure different phenomena. There are two 
measures of discriminant validity in PLS. The Fornell–Larcker criterion (1981) recommends 
that the AVE should be greater than the variance between a given construct and the other with 
which it shares the model. The second criterion suggests that the loading of each indicator is 
expected to be greater than all of its cross-loadings (Henseler et al., 2009). 

We can observe the explanatory power of each variable in the model. Entrepreneurial 
orientation is the only purely explanatory variable and reputational resources and absorptive 
capacity of knowledge exploitation the explained variables. Chin (1998) distinguishes the 
explanatory power from moderate to substantial. Table 5 expresses the good results in terms of 
discriminant validity of the research model, confirming that constructs do differ significantly. 
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Table 5 - Discriminant validity 
Fornell-Larcker 

Criterion 
INNOV KEX PROA RISKT 

INNOV .860    
KEX .506 .815   
PROA .276 .310 .876  
RISKT -.100 .323 .331 .844 

 
A mere comparison of the regression coefficients is not valid to evaluate the importance of 

each independent variable models, since these variables have different magnitudes. Thus, it is 
essential to use standard variables, known as Beta (β) coefficients, in the models adjustment so 
that the independent variables can be compared. 

Beta coefficient allows a direct comparison between coefficients as to their relative 
explanatory power of the dependent variable. Table 6 shows that the variables that have higher 
contribution to knowledge exploitation are Innovation (β=0.445) and Risk-taking (β=0.325). 

 
Table 6 - Standardized beta coefficienta 
Variables Beta Sig. 

ENTREPRENEURIAL ORIENTATION   
  Innovation .445 .002* 
  Proactiveness .076 n.s. 
  Risk-taking .325 .021* 
* p<0.05. 
n.s. – non significant. 
a. Dependent variable: Knowledge’s exploitation. 

 
In order to determine the significance of the studied relationships and the confidence 

intervals of the path coefficients, we used bootstrapping technique. The weighted coefficients 
indicate the relative strength of each exogenous construct. According to Chin (1998), 
relationships between constructs, with structural coefficients higher than 0.2, are considered 
robust. From table 7, we thus conclude that the original model does present only a non-
significant path (PROA --> KEX). 

 
Table 7 - Model’s Path Coefficients 
Hypotheses Original 

Sample (O) 
Sample 

Mean (M) 
Standard Error 

(STERR) 
T Statistics 

(|O/STERR|) 
p values 

INNOV --> KEX .529 .514 .139 3.798 .000* 
PROA --> KEX .044 .082 .148 .299 .765*** 
RISKT --> KEX .361 .345 .203 1.781 .075** 

* p<0.001; ** p<0.10; *** n.s. – non significant. 
 
The significance of structural coefficients and the magnitude of the total effects enabled us 

to test the research hypotheses, having registered the following results: 
H1. INNOV --> +KEX – This hypothesis was supported. 
H2. PROA --> +KEX – This hypothesis was not supported. 
H3. RISKT --> +KEX – This hypothesis was supported. 
 
Figure 2 presents the final research structural model with the (direct) effects and explained 

variance of latent variables. 
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Figure 2 - Research structural model 

 

6. Discussion and Conclusions 
The main purpose of this study is to analyse the influence of entrepreneurial orientation on 
knowledge exploitation. We conducted an empirical research based on a sample of 42 
companies, which were applied a questionnaire in order to exploit data to test hypotheses, using 
proceedings and statistical techniques. It is important to note that companies evaluated 
entrepreneurial orientation and exploitation of knowledge relative to their major competitors in 
the export market(s), so the results should be interpreted based on these two aspects. 

The Portuguese footwear industry faces considerable challenges, not only concerning the 
international markets crisis, but also regarding consumption patterns. The reduction of shoe 
design lifecycles has consequences on the offer. On one hand, the products have to be adapted 
to different segments specific needs and tastes (custom design, new models in small series, 
etc.), on the other hand, manufacture processes must be increasingly flexible, adopt just-in-time 
production, invest in the brand, qualified personnel, technology and innovation (APICCAPS, 
2013). 

This study demonstrated that the company’s innovation and risk-taking have a positive and 
significant influence on knowledge’s exploitation. The analysed companies are able to exploit 
knowledge through informal knowledge gather, clear definition of tasks, analysis and 
discussion of market trends and new product development, among others. 

Dynamic capabilities can take a variety of forms and be involved in different functions, but 
the most important common characteristics are that they are higher level capabilities which 
provide opportunities for knowledge gathering and sharing, constant updating the operational 
processes, interaction with the environment, and decision-making evaluations (Easterby-Smith, 
Lyles and Peteraf, 2009). However, the existence of common features does not imply that any 
particular dynamic capability is exactly alike across firms, rather they could be developed from 
different starting points and take unique paths (Eisenhardt and Martin, 2000). 

In fact, according to the industrial organization, a company should find a favourable 
position in its industry from which it can better defend against competitive forces, or to 
influence them in his favour through strategic actions such as raising barriers to entry, etc. 
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(Porter, 1980). This perspective is consistent with Eisenhardt and Martin (2000) regarding the 
uniqueness of paths. The results of this study confirm that knowledge’s exploitation enable 
firms to achieve superior long-term performance (Teece, 2007). 

 
6.1. Theoretical and practical implications 
It is known that strategy includes deliberate and emergent initiatives adopted by management, 
comprising resource and capabilities use to improve business performance (Nag, Hambrick and 
Chen, 2007). The findings are a contribution to clarify the influence of entrepreneurial 
orientation on the company’s knowledge exploitation. This study also enabled a thorough 
analysis of a highly important industry for national exports, such as footwear industry, allowing 
understanding that entrepreneurial orientation, as an industry strategic determinant, enhancing 
exploitation of knowledge. 

Jansen et al. (2005) defend that companies need to develop organizational mechanisms to 
combine and apply newly acquired knowledge in order to deal and enhance each absorptive 
capacity dimension. In this study is notorious the importance of knowledge absorptive capacity 
to business performance. It is essential that business owners are able to interpret, integrate and 
apply external knowledge in order to systematically analyse change in the target market and to 
incorporate this knowledge in their processes to enhance performance. 

In addition, the results provide guidance to business practitioners; because they indicate 
entrepreneurial orientation as a predictor for exploitation of knowledge. Companies are a 
bundle of resources and capabilities (Peteraf, 1993), it is essential to understand and identify 
which resources are relevant to gain competitive advantage and superior performance. In this 
study it is obvious the importance of entrepreneurial orientation to the firms’ exploitation of 
knowledge. Business owners must be able to interpret, integrate and apply external knowledge 
in order to systematically analyse the changes that arise in their target market(s) and to 
incorporate this knowledge into their processes, to identify the present and future needs and 
market trends, anticipate changes in demand and seek new business opportunities. 

By building on the literature of entrepreneurial orientation, absorptive capacity and 
exploitation of knowledge, this study aims to support the strategic development of business 
management policies designed to increase firms’ performance in foreign markets and add value 
to the current context of change. 

 
6.2. Research limitations 
The main limitation of this study is related to the sample size, since it was difficult to find 
companies with the willingness to collaborate in this type of research. The sample is non-
probabilistic and convenience and cannot be used to infer to the general population. The study 
findings should therefore be analysed with caution. 

The fact that the research does not consider the effect of control variables such as size, age, 
location and target market of the respondents can be seen as a limitation. 

Finally, the fact that this study considered only exploitation of knowledge as an absorptive 
capacity can also be appointed as a limitation. 

 
6.3. Future lines of research 
In future work, we suggest that the model is used in a sample with a higher number of 
observations to confirm these results. 

We further suggest pursuing with the investigation of strategic management in Portugal, 
focusing in other sectors of national economy, so that in the future one can make a comparison 
with similar studies, allowing realizing and finding new factors that enhance absorptive 
capacity. 
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Finally, the moderating effect of strategic variables (e.g. intangible resources, competitive 
advantage, environment hostility, level of international engagement) in the relationship 
between entrepreneurial orientation and knowledge’s exploitation should be studied. 
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Abstract

The main objective of this paper is to consider the role of Made in Italy in foreign markets, 
especially in the German one. The focus is on the Italian Sounding phenomenon, which is 
mainly affecting the Italian food sector. To deeply understand this phenomenon and its 
consequences, an online survey has been carried out in Germany. By analyzing results, the fact 
that consumers do not pay attention to the label while purchasing has been confirmed. In this 
way, the strategy of Italian Sounding damages both the perception of Made in Italy goods and 
the whole Italian economy. For those reasons, the Italian Sounding should be minimized by 
using specific marketing activities, until consumers understand the real quality of the authentic 
Made in Italy. 

International Journal of Economic Behavior, vol. 7, n. 1, pp. 39-50, 2017



2.1. Country of Origin 



2.2. Made in Italy 

2.3. Italian Sounding 







3.1. Market selection 

3.2. Data collection 









). Effetto “Country of Origin”. Un’analisi 
comparata a livello internazionale sul comportamento d’acquisto della clientela

Come tutelarsi 
dall'Italian sounding? Ecco le possibilità legali per difendersi dalla contraffazione. 

Italian sounding e contraffazione 
nell'agroalimentare

L’agroalimentare italiano nel commercio mondiale. 
Specializzazione, competitività e dinamiche. 

L’italian sounding è una sfida culturale. 

Trump tariffs threaten 13% of Italy’s US food exports, and 
some iconic brands like Vespa.

Agribusiness



. La spesa alimentare tra sicurezza, qualità e convenienza. Atti del Premio 
Vincenzo Dona, voce dei consumatori 2009

Focus export l’atlante geografico del food Made in Italy nel 
mondo.

 A Game plan to enhance made in Italy 
cuisine

Guerini Uslengh Valore del Made in, Identità di marca e comunicazione 
di marketing nelle imprese distrettuali italiane

12. Food exports increasing 3.1% to €24.5 bn in the first eight 
months.

Il posizionamento del Made in Italy agroalimentare all’estero.
Rapporto Annuale 2016

Philip Kotler's Contributions to Marketing Theory and Practice

Journal of 
International Consumer Marketing

17. 50 billion Euros of Italian Agri-food export by 
2020. Great news. 

International marketing and the country of 
origin effect. The global impact of “made in Italy”. 

Contrasto all’Italian Sounding. 

La Lotta Alla Contraffazione In Italia 
Nel Settore Agroalimentare

The Journal of Marketing

Effetto “Country of Origin”. Un’analisi comparata a livello 
internazionale sul comportamento d’acquisto della clientela

Il futuro del made in Italy risiede nell’export

Product and country images: Research and 
Strategy



Journal of Product & Brand Management

Journal of Product & Brand Management

Management International Review



51

Ryu Keikoh 
Waseda University, Japan 

August 8, 2017 , 2017 October 2, 2017

Abstract

Organizational ethical climate, a concept first developed by Bart Victor and John Cullen nearly 
30 years ago based on Renato Tagiuri and George Litwin’s theory of organizational climate, 
continues to serve as an important predictor of employee behavior as well as individual and 
organizational performance. With greater emphasis placed on business ethics, the theory of 
organizational ethical climate has also been receiving tremendous attention in China primarily 
in the context of psychology and management research. This paper offers an overview of recent 
developments in organizational ethical climate research by Western and Chinese scholars, with 
a particular focus on its application to Japanese enterprises doing business in China, and 
proposes various measures and strategies to help managers cultivate effective human resource 
practices. 
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3.1. Independent Variables of Organizational Ethical Climate  
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Abstract

This paper focuses on the phenomena of prejudice and discrimination among the interactions 
of frontline employees and customers in retailing spatial environments. The aim is to identify if 
there is perception of prejudice and discrimination related to Ageism, Sexism, Lookism (ASL) 
and Sexual Orientation bias (SO) against customers in Brazil and Italy Seaside Retailing. 
Through quantitative research and descriptive study, data from Curitiba-Parana-Brazil and 
Urbino-Marche-Italy are collected, using sampling by convenience. Likert Scales have been 
used to evaluate ASL+SO. Findings: One statement (4.2 “The frontline male employees are 
nicer to younger female customers”), out of 15 shows that the interviewees from both countries 
had presented a highly agreement perception, which is the reinforcement that they had 
perceived that gender, age and appearance have influence on frontline employees’ behaviour. 
However, considering the results of the majority of the statements, an overall conclusion can 
highlight that the respondents do not perceive ageism, sexism, lookism or sexual orientation 
bias against customers when the seaside retail companies provide face-to-face services. A 
theoretical contribution of this paper can be drawn for the development of protocols that can 
be useful to identify and to evaluate ASL+SO phenomena in retailing. Its format and its 
methodology can be used to research different kinds of organisations, especially in the retail 
and services industries. The managerial implications are in the importance of developing T&D 
to reduce ASL+SO practices against customers and to include these issues as subjects in the 
organisation’s strategic statements. Also it would be suitable designing more efficient 
procedures of queueing management. These practices could avoid that dissatisfied customers 
reduce purchasing and consequent falling sales and profits. 
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Abstract

This research is aimed at understanding the role of culture in the quality of the relationship 
between Portuguese exporting companies and their distributors in Angola. This study is 
particularly important because it is based on an analysis of exporting distributor pairs 
(matched pairs) i.e. Portuguese export companies and their distributors in Angola. This study 
aims to understand how culture has an impact on the quality of trade relationships established 
between companies in the internationalization of the business context. Also, note that in 
international contexts, the impact of the similarities/cultural differences on the relationship 
structures have not been particularly studied. In terms of methodology, we have chosen a 
qualitative analysis: five case studies of Portuguese exporting companies and five case studies 
of Angolan distributors were examined. Interviews with Directors/CEO of Portuguese 
exporting companies and boards responsible for export activities were carried out and the 
corresponding Angolan distributors in order to answer the research questions. The selection of 
the Portuguese companies was based on a list of the fifty largest exporters to Angola, provided 
by the Agency for Investment and Foreign Trade of Portugal, EPE (AICEP) in August 2011. In 
general, the results show that culture has an impact on the quality of the business relationships 
between the Portuguese exporting companies and the Angolan distributors. 
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Abstract

There has been increasing Patients’ dissatisfaction about health care service delivery in most 
private hospitals in Nigeria due to the quality of health care services provided to patients. The 
objective of this paper is to examine the effect of supply chain management on hospital 
performance in Ilorin, Nigeria. The quantitative research approach and the descriptive study 
design were adopted for the study.  The simple random sampling method was used to select 
respondents from ten, out of fifty-eight, private hospitals in Ilorin. The study employed the 
Partial Least Squares method in the estimation of the Structural Equation Model’s effect in 
Supply Chain Management (SCM) on Hospital performance. Results indicate that SCM has no 
strong and direct impact on Hospital performance, but has indirect impact on performance 
through Competitive Advantage. The paper concludes that an efficient SCM will result in more 
Patient Satisfaction and better Competitive advantage. It is recommended that Private hospitals 
should not depend on single suppliers. They should engage more reliable suppliers that would 
be closer to them for better medical procurement and supplies to be achieved. 
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2.2. Theoretical framework to the study 



H1: Supply Chain Management has a weak impact on Patient Satisfaction. 

H2: Supply Chain Management has a strong direct impact on Hospital 
Competitive Advantage. 

H3: Supply Chain Management has a strong and direct impact on Hospital

      performance. 

H4: Patient Satisfaction has a strong direct impact on Hospital Performance. 

H5: Competitive Advantage has a strong direct impact on Hospital performance. 
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Abstract

This study focuses on the intergenerational transfer from female entrepreneurs to offspring, 
analysing two Italian cases of succession from mother to son or daughter. The aim is to 
understand how the succession unfolds when the incumbent is a woman, and whether specific 
characteristics of women’s style of leadership and management may facilitate the planning and 
management of the intergenerational transfer. Findings show that the female approach to the 
succession process is characterised by attention to relationships, cooperation, involvement, 
communication and sharing in the decision-making process. Moreover, the female approach 
appears to be more orientated towards a positive perspective of succession. Women 
entrepreneurs seem to live through the intergenerational transfer much less traumatically, 
adopting an idea of the physiological continuity of the business and natural turnover between 
the generations. These characteristics take on particular relevance to its successful outcome 
and may facilitate the succession process. 
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Abstract 
 
Corporate board structure has been at the center of policy debate concerning their relevance 
to organisation’s performance in recent times. Since the value creation of corporate 
governance can be measured through firm performance, this study investigates the relationship 
between board size, board composition, CEO-duality and performance of listed manufacturing 
firms in Nigeria. Content analysis was used to collect secondary information from the thirty 
listed firms that met the requirement for selection as sample between 2006 and 2010 from 
Nigerian stock exchange Fact Books. Panel data regression techniques were employed as 
analytical instrument to test the study hypotheses. Findings of the study revealed that board 
sizes is positively related to ROA but negatively related to ROE performance variables. The 
study recommends that firms should appoint more of outside directors (NEDs) than inside 
executive directors  to enable it to maximize the benefits of board independence as well  
maintain a two-tier board structure. 
 
Keywords: board structure, board size, board composition, ceo-duality, listed manufacturing 
firms, performance. 

1. Introduction 
The board of directors is the highest governing authority within the management structure in 
any publicly traded company.  The role of the board in overseeing how management serves the 
long-term interests of shareholders and other stakeholders is at the core of corporate 
governance. However, skeptics often question whether or not corporate boards contribute to the 
effective performance of organisations because their day-to-day effect is difficult to observe, 
except, when things go wrong in organisations, then corporate boards becomes the center of 
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attention. Certainly, this was true situation of the scandals in Enron in 2001, WorldCom in 2002 
both in the US, and Parmalat of Italy in 2003. The directors of Enron and WorldCom, in 
particular, were held liable for the fraud that occurred. As a consequence of these scandals and 
the ongoing concerns about corporate governance, corporate boards have been at the center of 
the policy debate concerning their relevance to organisation’s performance. In recent years, the 
discussion has focused on the structure of the board of directors, the most outstanding corporate 
governance mechanism of the internal control systems (Jensen, 1993). 

A number of studies such as Gompers, Ishii and Metrick (2003) and Kyereboah–Coleman 
(2007) have shown that good corporate board structure put in place by the board increases 
valuation and boost firm’s performance. In Nigeria, corporate governance has been gaining 
roots and several initiatives, structures and institutions designed to address corporate 
governance issues have been established. These include the Companies and Allied Matters Act 
1990 (CAMA, 1990), and the Nigeria Security and Exchange Commission, which established 
the corporate governance codes in 2003 and 2011 that provides the modalities for corporate 
board structure in Nigerian firms among others.  

Most developing countries such as Nigeria, are now increasingly embracing the concept of 
good corporate governance as a means to sustainable growth and development. However, in the 
context of Sub-Saharan Africa, the issue has received very limited empirical research attention. 
The provisions of the Nigerian Security and Exchange Commission Codes (NSEC Codes, 2003 
and 2011) are aimed at promoting accountability and transparency with a deliberate attempt to 
streamline corporate practices which are thought to increase firm performance and cater for 
stakeholders’ interests. For instance, the code stipulates a minimum of five directors with 
appropriate mix of corporate board executive and non-executive directors (NEDs) and the 
separation of the position of Chief Executive Officer (CEO) from that of the board Chairman 
(NSEC Code of Corporate Governance, 2003, 2011). The expectation is that adherence to these 
guidelines by boards will improve firm’s performance. However, whether firms following these 
recommendations regarding board structure will indeed perform better is a question to be 
examined empirically in the Nigerian context. This is the central focus of this study. 

Secondly, studies conducted on the relationship between board structures variables and 
firm performances are mostly on developed economies and have produced conflicting results. 
It is against these backgrounds that the present study empirically examines the relationship 
between board structure variables of board size, board composition, CEO-duality and 
performance of listed manufacturing firms in Nigerian Stock Exchange (NSE). On the basis of 
this, the study specifically seeks to answer the following questions: Is there any relationship 
between board size, board composition and firm performance? and does separation of the post 
of CEO and board Chairman promote firm’s performance? 

The main objective of this study is to examine the relationship between board structure 
variables and firm performance of Nigerian listed manufacturing firms.  The specific objectives 
of this study are to: i. determine the relationship between board size, board composition and 
firm performance; ii. investigate whether or not separation of the post of CEO and board 
Chairman promote firm’s performance. 

 
In line with the above objectives, the study postulated that: 
 

H01: There is no statistical relationship between board size and firm performance. 
H02:   There is no statistical relationship between the percentages of NEDs (Board 

composition) and firm performance. 
H03:   There is no statistical relationship between CEO duality and firm performance. 
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The current study on the relationship between corporate board structure variables and 
performance of listed manufacturing firms in Nigeria is significant for several reasons.  First, 
Nigeria arguably offers an interesting research context where the corporate board structure 
variables-performance relationships can be empirically examined in view of the conflicting 
empirical reports on the relationship between corporate board structure variables and firm 
performance in the extant literature (Sanda et al 2005; Olayinka 2010; Haniffa & Hudaib, 2006). 
Unlike most African countries, Nigeria has deep equity culture comparable with those of other 
emerging economies. For instance, Nigeria is one of the largest emerging stock market in 
Africa, with highest market capitalization in West African countries in 2010 (WDI, 2010). 
Similarly, market capitalization of listed companies in Nigeria amounted to about $56.3m in 
2012 (The World Bank, 2013).  

Arguably, these performances offer exciting research context, where the corporate board 
structure variables-firm performances nexus can be empirically investigated. The second 
significance of this study is that despite offering exciting research context, there is a dearth of 
rigorous empirical research on Nigerian firms, which attempts to ascertain whether better-
governed Nigerian listed firms tend to be associated with higher financial returns than their 
poorly-governed counterparts (Okeahalam & Akinbode 2003, Okeahalam 2004). Therefore, the 
paucity of rigorous empirical corporate governance studies on Nigeria offers opportunities to 
make contributions to the extant literature in this area.  

2. Literature review 
 

2.1. Conceptual clarifications 
The concept of “corporate governance” has attracted various definitions in the literature.  
Cadbury Committee (1992) defines corporate governance as the system by which companies 
are directed and controlled. Deakin and Hughes (1997) define corporate governance as the 
relationship between the internal governance mechanisms of corporations and society’s 
conception of the scope of corporate accountability.  This position was buttressed by (Sarbah 
& Xiao, 2015) when  they opined that corporate governance is the structures and processes for 
the direction and control of businesses and the relationships among the management, board of 
directors, controlling shareholders, minority shareholders and other stakeholders (Sarbah & 
Xiao, 2015).  Corporate governance is also seen as the whole set of measures taken within the 
social entity (i.e., enterprise) to favour the economic agents to take part in the productive 
process, in order to generate some organization surplus, and to set up a fair distribution between 
the partners, taking into consideration what they have brought to the organization (Sanda et al, 
2005). 

In the light of the foregoing, we may state that corporate governance has no universally 
accepted definition. It is therefore suggested that the existing numerous definitions can be 
classified into two groups:  narrow and broad.  At the narrow level, corporate governance refers 
to the internal governance structures; such as the executive management, the board of directors 
and the general assembly of shareholders, by which companies are directed and controlled. At 
the most expansive form, it can be contended that corporate governance goes beyond immediate 
internal governance mechanisms to include external structures and stakeholders, such as the 
legal system, the efficient factor markets, local communities, the regulatory system, as well as 
the political, cultural and economic institutions within which companies operate (Ntim, 2009).  
In summary, the aim of corporate governance according Cadbury (1992) is to facilitate efficient 
use of resources by reducing fraud and mismanagement with a view to maiximising and 
aligning the often conflicting interests of all the stakeholders in the organization. 



134 

 

 
2.2.  Theoretical Framework  
The two theories that were considered relevant to this study are briefly discussed below.  These 
theories are agency theory and stewardship theory. 

 
2.2.1. Agency Theory 
Agency theory describes a fundamental agency problem in modern firms where there is a 
separation of ownership and control. In agency theory, the agent may be succumbed to self-
interest and opportunistic behavior falling short of congruence between the aspirations of the 
principal and the agent’s pursuits (Abdullah & Valentine, 2009). The theory is generally 
concerned with how to align the conflicting interests of principals and agents (Jensen & 
Meckling, 1976; Fama, 1980).  Specifically, it suggests that the principal can limit divergences 
from his/her interests by establishing appropriate incentives or control mechanisms (corporate 
board structure) to monitor managers in order to limit the incidence of opportunistic action by 
the agent (Jensen & Meckling, 1976).  The control mechanism is to allow for more effective 
ways of supervising and monitoring of the CEO and it is on the basis of this, that agency 
theorists believed that it is essential to separate the chairman of the board and the CEO positions 
(Peng et al, 2007). The assumption of the theory is that the separation of the CEO and the 
chairman keeps managerial opportunism under control because the chairman of the board is 
independent of the CEO. The chairman of the board can use incentives to align the interests of 
the CEO with those of the shareholders (Donaldson & Davis, 1991, Chen, 2014;). These 
theorists also expresses that CEO duality is negatively related to firm performance (Peng et al, 
2007). 

 
2.2.2. Stewardship Theory  
Stewardship theory posits that executive managers are intrinsically trustworthy individuals 
(Kiel and Nicholson, 2003). As such, managers should be fully empowered to run firms because 
they are good stewards of the resources entrusted to them (Letza, Sun & Kirkbride, 2004). The 
stewardship theory suggests that due to their information and knowledge advantages, giving 
greater managerial power and trust to managers of firms is likely to lead to better performance. 
Stewardship theorists proclaimed that managers’ knowledge lead to better decision, reduced 
agency costs and improved firm’s performance (Donaldson & Davis, 1994; Fama, 1980; Fama 
& Jensen, 1983). As a result, proponents of stewardship theory contend that better firm 
performance are likely to be associated with internal corporate governance practices that grant 
managers greater powers, such as combining the positions of company chairman and Chief 
Executive Officer (i.e. CEO-duality) according to Donaldson & Davis (1991) and (1994). CEO-
duality refers to a board leadership structure in which one person undertakes the combined roles 
of chief executive officer (CEO- management) and chairman (control) of the board. 

Stewardship theory proposes that role duality can have a positive impact on firm financial 
performance. Firstly, Weir and Laing (2002) contend that as an insider, the CEO tends to have 
greater knowledge, understanding and experience of the strategic challenges and opportunities, 
which the company faces, than a non-executive chairman. Secondly, it has been argued that 
role duality grants a charismatic CEO the opportunity to have a sharper focus on firm objectives 
(Haniffa & Hudaib, 2006). This implies that a visionary CEO will have the chance to shape the 
long-term fortunes of a firm with minimum board interference (Haniffa & Cooke, 2002). This 
may lead to improved performance due to the rapid management decision making that arises 
from the provision of clear and unambiguous corporate leadership (Haniffa & Hudaib, 2006).  
Thirdly, Vafeas and Theodorou (1998) suggest that role duality avoids extra compensation to 
the chairman, which can results in a reduction in managerial remuneration. Finally, Bozec 
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(2005) argues that unified firm leadership associated with role duality improves managerial 
accountability as it makes it easier to charge the blame for poor performance. 

The above two theories were adopted for this study in line with the postulations that agency 
theory aligns the conflicting interests of the principals with that of the agents, while, 
stewardship theory believes that managers possess resourceful information and knowledge and 
are trusty worthy to run corporate organization effectively and this may have relationship with 
firm performance. In the view of the conflicting propositions in the theories, this study adopted 
agency theory for board structure and board composition, while stewardship theory was adopted 
for CEO duality.   The adoption of the two theories is due to the fact that they are more germane 
and appropriate to the variables of interest in this study. 

 
2.3. Empirical Framework 
 
2.3.1. Empirical evidences on board size and firm performance 
Empirically, the evidence regarding the association between board size and firm performance 
is conflicting (Yermack 1996; Adams & Mehran 2005; Guest 2008).  Yermack (1996) 
investigated the relationship between board size and firm performances of 452 large US 
industrial corporations between 1984 and 1991.  He reported an inverse relationship between 
corporate board size and firm performance (Tobin’s Q). His analysis however, focused purely 
on large US firms.  In contrast, Sanda et al. (2003) in a sample of 93 firms, studied the effect 
of corporate governance mechanism on firm performance of listed firms in Nigeria between 
1996 and 1999 and found a positive correlation between board size and profitability, proxied 
by return on equity (ROE). Their sample however consisted of financial and non-financial 
firms. Analysing financial and non-financial firms together may distort the outcome of the 
results in view of the fact that financial institutions operate under a special regulatory 
environment which may mask the efficiency differences across firms, and may potentially 
render governance mechanism less important (Vafeas & Theorodou, 1998; Singh & Davidson, 
2003).  The work of Kajola (2008) also examined the relationship between corporate 
governance and firm performance in a sample of twenty listed firms in Nigeria between 2000 
and 2006. He reported that board size have no significant relationship with profit margin. 

The SEC code of corporate governance provides that all public companies must have a 
minimum of five directors (SEC code 2003). The SEC provisions did not set maximum board 
size neither did it specify the exact number of directors that should form a board. However, it 
sets out general principles that the board should be of sufficient size relative to the scale and 
complexity of the company’s operation. This suggests that SEC code admit that a company’s 
board size may probably affect its performance. Given the mixed evidences and the provision 
of SEC code on board size, the null hypothesis that was tested in this case is that: There is no 
statistically relationship between board size and firm’s performance. 

 
2.3.2. Empirical Evidences on the Board Composition and Firm Performance 
Prior empirical evidences regarding the relationship between the percentage of NEDs (board 
composition) and firm performance is also mixed. A strand of the empirical studies reported 
that boards dominated by NEDs deliver higher performance. In a study of Governance 
Structure, Director Independence and Corporate Performance of a sample of 311 UK listed 
firms from 1994 to 1996, Wier and Laing (2002) reported a positive relationship between the 
percentage of NEDs and firm performance (Tobin’s Q). While, researchers such as Yermack 
(1996), Agrawal and Knoeber (1996), and Bozec (2005) reported that the percentage of NEDs 
is negatively related to firm performance. For instance, Sanda et al. (2008) studied the effect of 
board independence on firm performance in a sample of 89 firms on the Nigerian Stock 
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Exchange between 1996 and 2004 and reported that firms with a low percentage of outside 
directors (NEDs) performed better than those with more NEDs. Again, their analysis suffered 
from the same defect as those of their earlier work which analyses both financial and non-
financial firms together. 

The provisions of the SEC codes require every listed company to appoint at least one 
independent NEDs (SEC code 2003). It provides that such a NED should have no contractual 
relationship with the company and should be free from company’s business relationship which 
could materially interfere with his/her capacity to act in an independent manner. This shows 
that NEDs should be independent of the management to ensure that minority interests are 
adequately protected and shareholders’ wealth increased. Given the mixed evidence, the null 
hypothesis that was tested in this case is that: There is no statistically relationship between the 
percentage of NEDs (board composition) and firm performance. 

 
2.3.3. Empirical Evidences on the CEO-duality and Firm Performance 
Evidences regarding the relationship between CEO-duality and firm performance are mixed 
(Rechner & Dalton 1991; Brickley, Coles & Jarrell, 1997; Weir & Laing, 2002).  Rechner and 
Dalton (1991) investigated the relationship between CEO-duality and firm performance of 141 
large American corporations (Fortune 500 firms) from 1978 to 1983. They reported that 
companies with separate board chairman and CEO positions consistently outperformed those 
with CEO-duality. Their results have been criticized on the grounds that they failed to control 
for firm specific characteristics such as firm size (Donaldson & Davis, 1991) and that they 
focused purely on large American firms. In contrast, Sanda et. al (2003) found a negative 
relationship between CEO-duality and Tobin Q in Nigeria listed firms. Also, Olayinka (2010) 
reported a strong negative relationship between CEO-duality and firm performance in Nigeria 
listed firms. However, the results of the study of Olayinka (2010) were not reliable because the 
analysis was single-year based and the technique of estimate was not potent in handing panel 
data variables. 

The SEC provisions on CEO-duality states explicitly that the positions of the chairman and 
the CEO should not be held by the same individual (NSEC code, 2003 & 2011). This is to avoid 
over concentration of power in one individual which may rob the board of the required check 
and balances in the discharge of its duties. This suggests that SEC codes recognised CEO-
duality as an undesirable development, while role separation is seen as good corporate 
governance practice. However, the prior literature evidences are mixed. Given these conflicting 
evidences therefore, the null hypothesis that was tested in this case is that: There is no statistical 
relationship between CEO-duality and firm performance. 

From the review of the literature on the relationship between Board Structure Variables 
and performance there appears to be visible gaps. First, most of the researches conducted in this 
area are focused on developed economies and the researches outcomes are conflicting. Second, 
several countries, Nigeria inclusive, have issued guidelines and recommendations for best 
governance practices especially on board structure (Cadbury, 1992 NSEC Code, 2003 and 
2011). The expectation is that adherence to these guidelines by boards will improve firm 
performance. However, whether firms following the best practice recommendations regarding 
board structure will indeed perform better is a question to be examined empirically especially 
in the Nigerian context. These situations present identified gaps and provide opportunity to 
conduct a study in this area with a focus on Nigerian listed manufacturing firms. 
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3. Methodology 
 

3.1. Population, Sample Size and Sampling Technique  
The population of this study comprises of 57 listed manufacturing firms operating in different 
sectors of Nigerian Stock of Exchange. The choice of listed firms in this sector was based on 
the fact that the records of these classes of firms are expected to be organized, readily available 
and meets the corporate governance standard (Daniel, 2005). More so, listed firms were adopted 
as the study population because other studies such as Sanda, et al (2003) and Patrick (2012) 
used listed firms in their respective studies. The sample firms to be selected must have been 
listed on the floor of Nigerian Stock Exchange market not later than 2006. The year of listing 
is a fundamental requirement for firms that were selected as samples in this study. The choice 
of the selected firms and sector is informed by the availability of data and firms’ annual reports 
for a period of ten years under review. This is due to the fact that it is only the firms that were 
listed as at year 2006 that can provide the required data. Thirty manufacturing firms that met 
this requirement were purposively selected as samples out of a population of 57 manufacturing 
firms listed on the floor of Nigerian Stock Exchange. Hence, purposeful sampling technique 
was adopted in this study.  

 
3.2. Data and Source 
This study basically used secondary data collected from the annual reports of 30 listed 
manufacturing firms on the floor of Nigerian Stock Exchange (NSE). Data for the study covers 
eight-year period from 2006 to 2013. The board structure variables and firm performance data 
were obtained from NSE Fact book (2011/12 and 2014) and company websites. 

 
3.3. Model Specification  
The methodological approach adopted in examining the relationship between the board 
structure variables and firm performance is panel data multiple regression analysis because of 
its advantages over the conventional time series approach according to Hsiao (2003) and 
Klevmarken (1989). Thus, panel data regression technique was used to analyse the data.  Fixed 
effects and random effects regression models were run in addition to the Pooled OLS regression 
model. Panel data regression model was adopted because our data set are both cross-sectional 
and time series in nature. There are multiple entities, each of which has repeated measurements 
at different time periods and these may have group effects, time effects, or both, which are 
analyzed by fixed effect and random effect models (Oscar, 2007). 

Consequently, the study employs a modified version of the econometric model of Miyajima, 
Omi and Saito (2003) which is given as: 

 
Yit =  β0  + β1git +β2 cit + eit....................................................................................(1) 

 
Where Yit represents firm performance variables (dependent variables); Return on Assets 

(ROA), and Return on equity (ROE) for firm i in time t. Git is a vector of corporate governance 
variables (independent variables); Board size (bds), Board Composition (bdc) and a dummy 
variable of 1 (CEO) to capture if the board chairman is the same as the Chief Executive Officer 
(CEO) and 0 otherwise. Cit is a vector of control variables: size of the Firm (fz), leverage (lev), 
representing the debt structure of these firms, firms’ probability is (pro) and firms’ age (age) is 
a proxy for firm complexity in the sector while eit , is the error term. The essence of the control 
variables is to give recognition to the fact that the performance of listed firms may be influenced 
by several factors. The fixed effects and random effects options of panel regression were also 
run in addition to the pooled regression. 
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From the above discussions, equation 1 is specified as follows: 
 

yit =  b0 + b1git + b2cit + eit........................................................................................(2) 
yit = (roa, roe), representing the dependent variables. 
Git =  (bds, bdc, ceo) representing the independent variables. 
Cit = (fz, pro, lev, age) representing the control variables. 
eit = the error term. 
 
Thus the expanded form of equation 2 and 3 are specified as: 
 
roait = bo+b1bdsit+b2bdcit+b3ceoit+b4proit+b5fzit+b6levit+b7ageit+eit..........................(3) 
roeit = bo+b1bdsit+b2bdcit+b3ceoit+b4proit+b5fzit+b6levit+b7ageit+eit..........................(4) 
 
The individual fixed effect equations which capture the individual characteristics that are 
specific with each firm but do not change over time is given as: 
 
roait  = bi+b1bdsit+b2bdcit+b3ceoit+b4proit+b5fzit+b6levit+b7ageit+eit...........................(5) 
roeit = bi+b1bdsit+b2bdcit+b3ceoit+b4proit+b5fzit+b6levit+b7ageit+eit............................(6) 
 
where bi is the fixed effect parameter that can be estimated directly. 
The apriori expectation of the signs of the parameter estimates are: 
 
i. For return on asset (roa), b1, b2, b3 <0, b4 – b7> 0. 
ii. For return on equity (roe), b1, b2, b3 <0, b4 – b7 >0. 
 
 

3.4. Estimation Techniques 
Several estimation techniques were used to estimate firm financial performance in the models. 
These included the Pooled Ordinary Least Square (OLS), the Fixed and Random Effects. The 
Hausman specification test was performed to decide a preferred option between the fixed and 
random effect as deemed necessary. Thereafter, the Breusch-Pagan Langrange Multiplier (LM) 
test was carried out to decide a preferred estimate between Pooled OLS and Random effect 
estimates in the case of the ROE. The result of the test was insignificant indicating that, the 
Random effect is a preferred estimate for the study. 

4. Data Analysis and Discussion  
Various options of the panel regression were run; fixed effects, random effects and the pooled 
OLS regressions. The results of the panel regressions were presented in the subsequent sections 
starting with the descriptive statistics. 

 
4.1. Variable Definitions and Measurement 
Table 1 contains the definitions of variables and how they are measured in the study. 
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Table 1 – Variable Definitions and Measurement 
Variable Definition  Measurement 
ROA   Return on Assets Earnings before interest and tax payments divided by total 
      assets. 

ROE  Return on Equity   Earnings before interest and taxes by share-holders’ funds. 

BDS   Board size                   Total number of members serving on a board                                               

BDC   Board composition  Ratio of outside directors to total number of directors (NEDs). 

CEO   Ceo-duality             A dummy variable, taking a value of 1 for firms with CEO   
                                                          as chair, and 0 otherwise. 

Fz   Firm size                   Natural Log of total asset. 

Pro   Profitability               Ratio of Earnings Before interest and Taxes to total assets 

Lev   Leverage                  Ratio of total debt to total assets. 

Age   Firm Complexity       Number of years the firm has been in operation.  
Source: Authors’ compilation 

 
 

4.2. Descriptive Statistics  
This section presents the descriptive statistics of the mean, the median, the maximum, minimum 
and the standard deviation of the variables under investigation. 

 
Table 2 – Descriptive Statistics  

   Source: Stata Panel Data Regression Output. 
 

The descriptive statistics of dependent, independent and control variables of the 
relationship between board structure variables and firm performance is presented in table 2. 
From the table, the mean board size is about eight (8) suggesting that manufacturing firms listed 
on the Nigerian Stock Exchange (NSE) have relatively moderate board sizes. There is a 
maximum board size of fourteen (14) and standard deviation of 2.52, implying that 
manufacturing firms in Nigeria have relatively similar board sizes. On the board composition, 
Nigerian manufacturing firms are relatively less independent. This is indicated by the relatively 
high proportion of NEDs (60.3%) on the corporate boards being appointed from outside the 
firms. Out of all the firms studied, about 79.6% of them adopted the 2-tier board structure 
implying that only about 20.4% of the firms have their CEOs and Board chairman positions 

Variable OBS Mean Maximum Minimum Std. Dev. 
ROA 240 0.0105 0.2179 -0.6925 0.1347 
ROE 240 4.9923 1142.26 -19.0624 73.7410 
BDS 240 7.6042 14.0 3.0 2.5164 
BDC 240 0.6030 1.3333 1.3333 0.1735 
CEODUA 240 0.2042 1.0 1.0 0.4039 
FIRMAGE 240 40.725 73.0 73 14.0849 
LEV 240 1.7753 93.0007 93.0007 9.8486 
LOGFZ 240 6.2709 8.9259 8.9259 0.8261 
PRO 240 1.7735 347.8168 347.8168 22.4966 
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combined in one person. This suggests that avenue for agency problems emanating from 
conflict of interest and agency costs are minimized to the barest level. This is likely to enhance 
firm performance. On the average, the descriptive statistics shows that most of the 
manufacturing firms appear not to be doing well with regards to ROA as a performance variable 
with a mean ratio of 0.01. The implication of this is that most of the manufacturing firms do 
not break–even on this front indicating that they might not be effectively and efficiently 
utilizing their assets. The profitability ratio at a mean ratio for the firms is 1.77. This figure 
might be as a result of the good performance of the firms as indicated by the ROE performance 
measure. The firms generally depended more on debt equity financing as indicated by the highly 
leverage figure of 177.53. The firms have similar sizes of 7.6 on the average. 

On the whole, the ROE seems to perform better than the ROA measure of performance in 
the descriptive analysis. The ROE had a mean of 499.23% compared to ROA performance 
mean of 0.01% over the period of study. On the whole the ROE performance measure come out 
better in the descriptive statistics, while the ROA performance measure come out poorly as will 
be further shown in the regression output of the overall significance of the regression analysis. 

 
4.2. Presentation of Results  
This section presents the regression results of the relationship between return on assets (ROA) 
and the board structure variables as well as that of the interaction between return on equity 
(ROE) and the board structure variables. First, we present the discussion on the relationship 
between the board structure variables and return on asset (ROA). 

 
Table 3 – Regression Results of ROA  

Variables Pooled OLS Fixed Effect Random Effect 
Constant -0.0816 

(0.0731)* 
-0.5632 

(0.2078)* 
-0.1618 
(0.1018) 

BDS 0.0102 
(0.0044) 

-0.0060 
(0.0069) 

0.0057 
(0.0048) 

BDC -0.0807 
(0.0589) 

-0.0270 
(0.0616) 

-0.0249 
(0.0570) 

CEO-dua -0.0020 
(0.0220) 

-0.0162 
(0.1251) 

-0.0040 
(0.0343) 

LEV 0.0004 
(0.0009) 

-0.0002 
(0.0009) 

-0.0001 
(0.0008) 

FZ 0.0186 
(0.0114) 

0.0386 
(0.0331) 

0.0295 
(0.0163)*** 

AGE -0.0013 
(0.0006)** 

0.0097 
(0.0059)*** 

-0.0010 
(0.0010) 

PRO 0.0001 
(0.0004) 

0.00005 
(0.0004) 

0.0000 
(0.0004) 

R2 0.0636 0,0068 0.0555 

F 2.25* 19.4 insignificant  

Prob Chi2   7.73 insignificant 
Significant at (1%)*, (5%) **, (10%)***, Standard error in parenthesis. 
Source: Stata Panel Data Regression Output. 
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Table 3, shows the regression results of the relationship between Return on Asset (ROA) 

and the board structure variables. The results generally show that the ROA perform poorly as 
indicated by the overall insignificance of the F- Statistics for both the FE and RE regression 
results for the variables of interest and ROA. Consequently, our discussion focused attention 
on the Pooled OLS regression result as presented in table 2.  

The Pooled OLS regression results indicated that contrary to studies by Jensen (1993), 
Lipton and Lorsch (1992) and Sanda et. al. (2003), the board size is positively related to ROA 
implying that the larger the size of the board, the better the ROA. This result confirms the 
findings of the studies that supported the view that larger boards are better for corporate 
performance because members have a range of expertise to help make better decisions, and this 
may make it harder for a powerful CEO to dominate the board.  

The board composition has a negative relationship with ROA implying that when there are 
less external board members, performance of the firm tends to be worse. This finding is also 
consistent with the finding of the study by Agrawal and Knoeber (1996) which suggested that 
boards expanded for political reasons often result in too many outsiders on the boards, which 
does not help performance. A group of researchers such as Yermack (1996), Agrawal and 
Knoeber (1996) and Bozec (2005) also reported that the percentage of NEDs is negatively 
correlated with performance. In a sample of 25 Canadian firms from 1976 to 2005, Bozec 
(2005) found that the relationship between the percentage of NEDs and performance is 
negative. The study’s finding also contradicts the results of other empirical studies such as 
Brickley and James (1987) and Brickley et al. (1994) on outside director’s value in supporting 
the beneficial monitoring and advisory functions to firm’s shareholders.  

With respect to CEO-duality, the results suggest that CEO-duality is negatively related to 
ROA and that when a CEO doubles as the board chairman, ROA decreases. This result is 
consistent with studies which have found out that the one-tier board structure type leads to 
leadership facing conflict of interest and agency problems, (Berg & Smith 1978, Brickley & 
Coles 1997). In the context of a developing country, the study of Sanda et al. (2003) found no 
relationship between firm performance and separating the functions of the CEO and Chairman 
and thus gave preference to one-tier board structure. In contrast however, the result of this study 
buttresses the fact that there is need to have a clear separation between the positions of board 
chairman and CEO as indicated by the negative relationship between CEO and ROA 
performance variables in table 3 above.  As expected, the study found that firm size has a 
positive relationship with ROA, though not significant. This means that the size of a firm, 
measured by its asset base, could lead to better performance if put to efficient use. The 
implication therefore is that most of the firms are utilizing their size to enhance performance.    

The positive coefficient in the Pooled OLS regression for total debt (LEV) could be 
interpreted to mean an increase in debt is associated with increase in performance. This 
probably implies that firms that have huge proportions of debt perform better. This confirmed 
the findings by Hadlock and James (2002), and Petersen and Rajan (1994), which posited that 
profitable firms use more debt to finance their operations. This position is further supported by 
the positive relationship between profitability and leverage with ROA in the Pooled OLS 
regression as indicated in table 3. 

Table 4 is the regression results of the relationship between ROE and the board structure 
variables. As could be seen in table 5, the overall regression results for the FE, RE and Pooled 
OLS are all significant at 1%. Consequently, there was the need to perform the Hausman 
Specification Test and Breusch Pagan Langrange Multiplier Test to determine a preferred 
estimate between the three regression estimates. The hausman test indicated that RE is a 
preferred estimate to FE model. Therefore, there was the need to perform the Breusch Pagan 
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test to decide a preferred estimate between the RE and Pooled OLS estimates. The results of 
the Breusch Pagan test showed that RE is a preferred estimate. The discussion below is therefore 
based on the RE regression estimate.  

 
Table 4 – Regression Results of ROE 
VARIABLES Pooled OLS FE RE 
Constant -15.9947 

(3.0465)* 
-41.23859 
(8.6850) 

-20.1692 
(4.0147)* 

BDS -0.1051 
(0.1840) 

0.0979 
(0.2868)* 

-0.0828 
(0.2018) 

BDC 0.2134 
(2.4556) 

-4.7638 
(2.5743)* 

-1.5964 
(2.4334) 

CEO-dua 0.9949 
(0.9162) 

1.6122 
(0.5.2286) 

1.3235 
(1.3152) 

LEV 0.0486 
(0.0381) 

0.0664 
(0.0358)* 

0.0560 
(0.0364) 

FZ 1.9027* 
(0.4760) 

8.5231 
(1.3854) 

2.7010 
(0.6427)* 

AGE 0.0896 
(0.0259)* 

-0.2783 
(0.2449)* 

0.0897 
(0.0381)* 

PRO 3.2624* 
(0.0160) 

3.2695 
(0.0149)* 

3.2675 
(0.0152)* 

R2 0.9946 0.9847 0.9945 
Prob Chi2   4675* 
F 6072* 6960.8*  
Hausman Test   6.08 insignificant 

RE preffered to FE 
Breusch Pagan Test   15.33* RE 

Preffered to OLS 
Significant at (1%)*, (5%) **, (10%)***, Standard error in parenthesis. 
Source: Stata Panel Data Regression Output. 

 
Based on RE regression estimate, the board size is negatively related to ROE. This result 

is consistent with findings of the studies by Jensen (1993), and Lipton (1992) who argued that 
larger boards are less effective and are easier for the CEO to control. When a board gets too 
big, it becomes difficult to co-ordinate. Further argument is that smaller boards also reduce the 
possibility of free riding by individual directors, and increase their effectiveness in decision 
making processes. Some other empirical studies also supported this position. For example, 
Yermack (1996) documents that, for large U.S. industrial corporations, the market places higher 
values on firms with smaller boards. Again, Sanda et al. (2003) found that, firm performance is 
positively related to small, as opposed to large board size. 

On board composition, ROE is negatively related to board composition. This result 
supports the findings of earlier studies (Sanda et al, 2003; John & Senbet, 1998) which showed 
a negative relationship between board composition and ROE. The implication of a negative 
relationship between board composition and ROE is that fewer outside directors are on the 
board and hence the board might be less independent. This is capable of jeopardizing the 
performance of the firm. The argument is that boards of directors are more independent as the 
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proportion of outside director’s increase and this position is more favoured and cherished by 
shareholders.  

Regarding CEO-duality, the results point to a positive relationship between the ROE 
performance measure and the two-tier board structure in which case separate persons occupies 
the position of board chairman and CEO.  This result is not consistent with the findings of other 
empirical studies such as Fama and Jensen (1983) who argued that the concentration of decision 
management and decision control in one individual reduces boards’ effectiveness in monitoring 
top management and tends to increase agency costs because it depicts a clear case of possibility 
of conflict of interest and hence could lead to agency problems.  

Profitability (PRO) and the debt structure (LEV) are both positively related to ROE. This 
finding suggest that the studied firms relied on debt and tend to perform better in view of the 
fact that profitability and leverage variables are both positive and significantly related to ROE 
in the random effect (RE) regression estimates. Thus, manufacturing firms under this study 
should lean towards having more debts to finance their operations. Firm size is positively 
related to ROE and this shows that the studied manufacturing firms will benefit if they increase 
their sizes to enjoy economies scale.  

Comparatively, the findings of the current study is consistent with the findings of the works of 
Eisenberg et al. (1998) and Bozec, (2005) which were conducted in USA and United Kingdom 
respectively and found a negative relationship between performance-related top-management 
turnover and board size. However, it contradicts the findings of the works of Beiner et al. (2006) 
and Henry (2008) that independently reported similar statistically significant and positive 
relationship between board size and the Q-ratio for Swiss and Australian listed firms respectively.  

Furthermore, Chahine and Tohmé (2009) and Kiel and Nicholson (2003) conducted their 
studies in USA, Middle East and North African countries respectively and discovered that 
underpricing is significantly higher among firms that have CEO duality and that firms with 
separate board chairpersons consistently outperformed those with CEO duality. However, the 
works of Kiel and Nicholson (2003) found that CEO duality impacts positively on the financial 
performance of Australian listed firms.  

Gupta and Fields (2009) conducted their study in USA and found that there is positive 
relationship between NED and firms’ financial performance, while the studies of Bozec (2005) 
and Haniffa and Hudaib (2006) which were conducted in Canada and Malaysia reported a 
statistically insignificant negative relationship between the percentage of NEDs and firms’ 
performance. 

5. Conclusion and recommendations 
 

 
5.1.Conclusion  
This study draws the following conclusion from its findings: That the board sizes of the studied 
quoted manufacturing firms are positively related to ROA and negatively related to ROE 
performance variables. Also, the board structure composition variables of quoted 
manufacturing firms are negatively related to both performance measurements of ROA and 
ROE and that CEO duality of quoted manufacturing firms is negatively related to ROA and 
positively related to ROE. 

 
5.2.Recommendations 
Based on the findings of this study, the following recommendations are made for efficient 
performance of quoted manufacturing firms and other similar organisations:  
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i. maintenance of smaller board sizes that hovers around eight members (8) is critical to 
the success and survival of corporate firms in Nigerian while firms should also increase 
their size through increase in total assets and put these to efficient use in order to enjoy 
economies of scale. 

ii. firms should make appointment of outside directors (NEDs) to dominate the 
appointment of inside executive directors so as to enable the firms to maximally reap 
the benefits of board independence. 

iii. the position of Board Chairman and that of the Chief Executive Officer should be 
separated in order to protect the interests of the shareholders and guard against 
managerial opportunism 

 
5.3. Suggestions for future research  
There is need to extend the scope of the study to cover listed firms in Africa Stock Exchange 
Market.  Therefore, further study can examine corporate governance and performance of listed 
firms from African Stock Exchange Markets. A study of this nature may improve current 
understanding of the internal board structure variables-financial performance association across 
different African markets. Secondly, studying other sectors of Nigeria economy would also 
advance and expand our knowledge of the subject matter. Consequently, we suggest that future 
studies should pay attention to organizations in other sectors of Nigeria economy. Thirdly, a 
way to improve on the current study is for that future studies to increase the sample size (i.e. 
number of firms) and extend the scope (i.e. number of years). 
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