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EDITORIAL 
 
 
This journal is once again proud to publish some of the best pieces of work by 
graduate management students at the University of Otago. 
 
The articles in this volume were written by students taking 400 level papers 
for BCom(Hons), Postgraduate Diploma, MBus (papers plus thesis), MCom 
(papers plus thesis) or international students crediting to a Masters degree at 
their home Universities. 
 
Full time honours students took combinations of four 20 point papers, plus a 
20,000 word research paper worth 40 points; MBus and MCom students took 
20 point papers totalling 120 points, plus a thesis.  
 
All students at this level are free to submit papers for this Review, subject to 
the supervising staff member having graded the paper at A or A+. 
 
The editorial board each year comprises staff whose students have work 
represented in the Review. 
 
 
Alan Geare 
Editor 
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Could Alexander III of Macedon Have 
Prevented the Mutiny Which Ended His Military 
Dominance Using Modern Day Management 
Strategies? 
 
 
Clare Gwynne 
 
 
Alexander is one famous and important historical example of a victor who did 
not impose his own culture and leadership onto those he conquered but 
instead integrated aspects of their culture in attempts to blend them. His 
reasons for even attempting the fusion have never been clear, nor can we be 
sure he even set out with that in mind. Did his charismatic nature drive him 
to be bigger and better than all who had gone before him? Was he driven by 
a desire to have more people to rule over or did he have a vision for a racially 
integrated world? Alexander was inundated with resistance from his 
Macedonian peers who would not support his vision of merging cultures. His 
army mutinied and refused to continue under his seemingly impossible and 
very unpopular vision. Months after the mutiny, as ruler of the known world, 
Alexander dies at the age of 32 years. Having no successor, Alexander’s 
vision of a joint empire is shattered, and a devastating hole is left in his 
Kingship. His empire is now divided by proliferent bloodshed. Could the 
soldiers’ adamant resistance to change have been altered to mirror 
Alexander’s vision rather than anatagonising it? Is there a way mutiny could 
have been avoided by looking at both the cultural identities of the Greeks and 
Persians as well as their primary styles of leadership? There are many lessons 
modern management can learn from this defeat; the only defeat of one of 
history’s greatest conquerors who was not defeated by another army but by 
his own.   
 Alexander ‘the Great’ or “Ἀλέξανδρος ὁ Μέγας, Aléxandros ho Mégas”1 
was born in 356BC in Pella, Macedonia. He was born to the King, Philip II and 
Olympias a foreign princess from Epirus. He had a turbulent childhood 
ranging from his mother proclaiming his true father was Zeus to his actual 
father remarrying and producing a new heir. He was taught by the 
philosopher Aristotle about the known world and he developed a passionate 
love of the Illiad, a tale of many courageous and strong Greek heroes.2 
 Following his father’s public murder, Alexander became King at 20 
years old. He embarked on an expedition to Asia his father had planned for 
years. This expedition was to be a religious siege fueled by vengeance 
against the Persian people for their numerous invasions of Greece and the 
innumerous desecrations of Greek temples left in their wake. At this time, 
Persia controlled many Greek states, (not including Macedonia) and received 
money and mercenaries on demand. Alexander did not adhere to his father’s 
original plan and this expedition transformed from a short and simple 
revenge war to a full scale, decade long battle for control of an Empire. 

                                       
1 (Burney, Fernandez et al. 2006) 
2 (Burney, Fernandez et al. 2006) 
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Alexander who wanted to follow in the footsteps of the great heroes such as 
Achilles, fought battle after battle becoming the Great King of all of the 
known world. Little by little small changes were occurring under Alexander’s 
control. He would wear Persian dress and have his soldiers marry Persian 
women. However in his attempts to have the Macedonians perform 
Proskynesis to him (a court practice which was only performed to a god) the 
opposition was overwhelming.3 
 Alexander allowed the Persian people to continue to observe the 
customs, laws and conventions they adhered to under Darius’ rule. They were 
each to stay in the Persian way of life. Alexander was aware his army was 
small compared to the large Persian Empire and they were very far from 
home. There was no threat or enslavement of the enemy as the Greeks 
wanted. Alexander seemingly wished them to live together in peace.4 
 Some aspects of Alexander’s policy of fusion5 which gave rise to much 
dissent among his ranks were: 
1) Alexander wearing Persian dress (a white robe and diadem (headpiece)). 
2) Alexander’s marriage to Roxanne, a foreign princess in a Persian 
ceremony. 
3) Alexander had Persian leaders maintain their appointments instead of 
giving them to Greek soldiers. 
4) Alexander had Persian soldiers join his army ranks, including his personal 
guard. 
5) Alexander encouraged cross-cultural marriage (he held mass weddings at 
Susa with over 10,000 soldiers). 
6) Showing respect for past King Cyrus of Persia by re-erecting old tomb.  
7) Alexander’s visit to an Oracle who proclaimed him the ‘Son of Zeus’ 
elevating his status above his men.  
8) Attempting to introduce the court practice of “Proskynesis”. This was 
bowing or ‘prostrating oneself’, kneeling on ground in front of the person. To 
the Greeks, giving Proskynesis to a mortal was barbaric and ludicrous. They 
reserved such submissions only for the gods. In Greek culture a person of 
equal rank received a kiss on the lips, someone of a slightly lower rank gave 
a kiss on the cheek, and someone of an inferior social standing had to bow. 
9) Alexander told veterans they could return home but had 30,000 boys 
chosen as “Successors” to be trained for the army. The Greeks then felt they 
were being replaced. 
 The mutiny at Opis was where Alexander’s men finally had enough and 
vocally stated their position. The reasons for the mutiny were war weariness 
as it had been over 10 years for some men and they were scared of the 
future - facing an army of more war elephants. However the predominant 
reason was the policy of fusion. The Macedonians did not see the Persians as 
equals. They were to live beside the Macedonians but as the enemy who had 
been defeated and should be treated as such. They believed Alexander was 
forsaking his Greek heritage. The men who had fought alongside Philip were 
vehemently opposed to Alexander being viewed as a god as they had known 
him from a boy. The shared vision and goal of the group had been 
manipulated by the driven leader to fulfill his personal wants and needs.  The 
Macedonians were confused by this vision of jointly ruling an empire as 
                                       
3 (Burney, Fernandez et al. 2006)  
4  (Cotterell, Lowe et al. 2006) 
5 (Burney, Fernandez et al. 2006) 
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Alexander seemed  to have slowly changed his Greek individualistic mind set 
of ‘winner takes all’ to a more Persian viewpoint of harmony with himself as 
leader. He did not want to destroy Persia and replace it with Macedonian rule 
but to merge the kingships of Macedonia and Persia. However he simply did 
not have the knowledge to accomplish his ambitious ideal. Persia was an 
ancient society that had been around for a many years and was filled with 
traditions, it was not simply about to change overnight.  
 Managers wanting to go into International Management positions or 
even people about to be working in an overseas environment can learn a lot 
from this example of a famous employee rebellion in the past. There are 
many different lessons about how culture, leadership and resistance to 
change can have a huge impact on your successes with other people. Looking 
at whether Alexander could have stopped the mutiny or not had he been 
aware of some of the more modern theories people can only assume. Yet the 
questions we can take from his example are almost endless. How does 
culture play a part in conflict? What impact does leadership style have on 
different cultures? Can you make change easier for people to manage? These 
are all factors Alexander came into contact with and could not find a way 
through.  
 
 
Defining Culture  
We cans see a lot of the conflict was due to culture. Culture can be defined as 
“a pattern of basic shared assumptions that was learned by a group. It has 
worked well enough to be taught to new members as the correct way to 
perceive think and feel”. Culture defines the group and gives them a sense of 
identity which covers all of a groups functioning, rituals, values and 
behaviour all tie together as a whole.6  
 There are many different aspects modern scholars have chosen to 
highlight that make a ‘culture’. (Harris, Moran et al. 1991) states there are 
10 categories for understanding culture as a society.  
1) Sense of self and space - (Humble vs macho, and the distance between 
people). 
2) Communication and language – (Which can differ considerably, and so do 
gestures). 
3) Dress and appearance – (Outward garments, or body decorations). 
4) Food and feeding habits – (Pork forbidden in some places or extensively 
eaten in others).  
5) Time and time consciousness – (Measured by seasons or rain, promptness 
or being late.). 
6) Relationships – (How people treat families, elders, women).  
7) Values and norms – (Norms of behaviour for that society).  
8) Beliefs and attitudes – (Most cultures have some kind of spirituality).  
9) Mental process and learning – (Different emphasis eg German’s stress 
logic).  
10) Work habits and practices – (Income, status, and accomplishments). 
 He goes on to say that this model for culture is used to assess a 
people, but is not the only one nor does it include everything. Culture is very 
complex and interrelated.7 
                                       
6 (Schein 2006) Pg 20 
7  (Harris, Moran et al. 1991) pg 12 
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 (Moodian 2008) gives us a look into understanding culture.8 He states 
that culture often entails a “knee jerk response to behaviour settings”. An 
example is that Eastern cultures can pay a restaurant bill in total as they 
view it as a long term relationship building exercise. (Modian 2008)9 explains 
that values and beliefs are the invisible aspects of culture and people can find 
these aspects of other cultures odd and might not agree with them, leading 
to misunderstanding and conflict.  The outward aspects of culture can be 
clothing, food, or housing and can also be viewed as odd and even inferior.  
He stresses the importance of while you can be emotionally attached to your 
own culture it is necessary to be accepting that others are “workable systems 
in their own ecosystem.” What works for you may not work for them.  
(Moodian 2008) also states that culture “constitutes a distribution of 
behaviour.” The meaning of a behaviour is the cultural norm and this allows 
to accommodate for individual differences. For example ‘New Zealanders are 
always late’, but there will be some who are early so it is a generalisation of 
the culture not a proven fact of every individual from that culture. His next 
point is that culture is the forerunner to all human behaviours and can be 
influenced by history and ecology for example “economic development led to 
an urban culture.” Or that the Easter Islanders unsustainable culture led to 
their demise as a civilization. He explains that culture provides the framework 
for the behavioural system of a culture for what is acceptable, things such as 
public affection. It can also be used to see how collectivist or individualist 
cultures react to behaviours such as relationships or individual achievement. 
Culture is “characterised by people, space, time and language” and defines 
the people who can develop dealing with their environment and pass it on 
down generations. Over time culture can also change from generation to 
generation to adapt to their changing environments.10 
 
 
Convergence/Divergence/Cross-vergence.  
Convergence is about looking into the technological factor and developing a 
values system that is common. The theory states that “as societies 
industrialize, they will adopt the technologies of the existing industrialized 
societies, and in turn they will adopt their values. This perspective also 
implies a convergence to Western capitalism”.11 This is what the Greek army 
had wanted. That when they had taken over Persia it would then bend to 
their will and adopt their values systems and no longer be the Persian Empire 
but an extension of the Greek. Was this too originally what Alexander had 
wanted, simply another people to be King of, until he saw and started 
developing his goals of fusion?  
 Divergence argues that “socio-cultural influence is the driving force 
that will cause individuals from a society to retain the specific values system 
of the societal culture through time, regardless of other possible influences, 
such as technological, economic and political change”.12 Divergence is how 
the Persians can be viewed. They retained their values systems over time 
and despite such heavy influences of the invasions kept to their traditions 
                                       
8  (Moodian, M. A. 2008). Pg 7 
9  (Moodian, M. A. 2008). Pg 7  
10  (Moodian 2008) Pg 7 
11 (Egri, 2007) http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf 
12 (Egri, 2007) http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf 

http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf
http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf
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and on a whole as a culture for them not much changed. They were still able 
to be the leaders, dress and worship how they always had. 
 Crossvergence is therefore about the combination and can lead to the 
“development of new and unique values systems among individuals in a 
society due to the dynamic interaction of these influences.”13 There are 3 
types of crossvergence which are: conforming, static and deviating. 
Conforming-crossvergence, is the situation where the “individual-level values 
differences across groups and would decrease over time.”14 This seems to be 
what was happening within the Greek army itself. They adopted the 
Macedonian way of fighting and used the technologies to find a common 
system. Amazingly despite all the animosity between the different states and 
their socio-cultural backgrounds within the army they all were able to 
conform and be effective as one force. Static-crossvergence exists when the 
“situation where values across groups may change over time, but where the 
values difference relationship between groups remains unchanged”15. This 
seemed to be case between the Greek and Persian armies. Both armies had 
gone through huge changes to their environments and what they were used 
to but still the difference between them remained. While they were teetering 
on the brink of forming new systems they could not take the final step. Lastly 
deviating-crossvergence is the situation where “values differences across 
groups would increase over time”.16 It seems that when Alexander picked up 
some Persian cultural aspects this last aspect started to emerge. The Greek 
army indulged Alexander in some of his aspects of fusion such as marrying 
the women and letting him wear the Persian style of dress. Yet when it came 
to having a whole group of trained Persian boys as ‘successors’ in the army 
the men retaliated as this was the last straw for them. They had spoken up 
about their disagreement to the policy and the differences between the 
Persians and themselves had increased over time. Through Alexander 
adopting their customs it became blindingly obvious to everyone except the 
king how different they were.   
 Jonah Berger at Standford University17 explains that cultural tastes can 
be shown and displayed through “clothing, policies, catchphrases, behaviours 
and attitudes. Convergence is where people imitate others and want to do 
things the same way”. This was to an extent how the Greek army worked. It 
was made up of different states and therefore quite culturally different people 
in their own ways all trying to work together as one ‘Greek’ army. Yet 
divergence where the emphasis is on difference also played a big part. The 
army was segregated into units. The differing states then made up these 
units such as the ‘Thessalian’ cavalry from Thessaly or the Companion 
cavalry who were Macedonian. Athens was the best naval state so the 
Athenian fleet also came under Alexander’s command. It seems that culture 
and where you were from played a huge role in what position you held within 
the army.  

                                       
13 (Egri, 2007) http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf 
14 (Egri, 2007)http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf 
15 (Egri, 2007)http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf 
16 (Egri, 2007)http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf 
17 (Berger and Heath 2008).  He gives a few of these example and their theorists as: 
Conformity (Asch: Sherif), Bandwagon effects (Leibenstein), Information cascades 
(Bikchandani et al), and Diffusion models (Rogers).     

http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf
http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf
http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf
http://faculty-staff.ou.edu/R/David.A.Ralston-1/crossvergence.pdf
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 Alexander wanted a conforming crossvergence between the two 
nations as there had been with the Greeks in is army. However it seems to 
have been a more deviating system as the more he tried to force them 
together, the more their differences were apparent. If we can understand 
culture and crossvergence then maybe by using this theory we can see if due 
to globalization cultures are becoming more similar and whether standard 
business practices might emerge in the future.18  
 
 
Culture of the Greek and Persian People.  
(Moodian 2008) describes two kinds of people. Those who are ‘culturally 
constrained’ and have not moved beyond limits of their own cultural lenses, 
and the ‘cultural transcender’ who seek to understand the differences of other 
practices. Being cultural constrained impedes understanding of how cultural 
forces influence their own beliefs, actions and values. While it provides a 
sense of security, it encourages dependence on others, and they feel little 
pressure to see the world from other viewpoints. In contrast the ‘cultural 
transcender’ are people committed to making the passage across the 
multicultural divide. They seek to understand the differences and this may 
even unsettle their own perspectives. It is a commitment to living with 
uncertainty. Where should one establish the limits of accepting other 
practices to avoid a descent into total confusion.19 Alexander was a cultural 
transcender but could not force it on his culturally constrained men. Despite 
having left the borders of their own land and been in contact with another 
culture they could not accept the different customs and practices and only 
wanted to force their own culture as conquerors upon the Persians. This can 
in many situation lead to conflict if one side is simply unable or unwilling to 
understand the differences. A culturally constrained person seems to lend to 
the saying ‘If you always do what you have always done, you will always get 
what you have always got.’  
 When learning to understand culture we can see it is not static but 
dynamic, as it can change when others come into contact with different 
norms, beliefs and values.20 If we look at the diagram showing the layers of 
culture we can see that culture is not only about a country’s nationality.  This 
aspect is very important to be able to recognize that organizations have a 
culture, as well as groups and it tends to get overlooked often. A workplace 
has a culture as there are acceptable behaviours, norms and values. For 
Alexander and the Greek army their culture was very complex.  At the 
Individual level it was Philip and after his death, Alexander. At the group level 
it was the Greek states all as individual units, where the organisation then 
became the military and the states joint to become the force that was being 
sent to Persia. The national level was the ‘Greeks’ overall as a people and one 
united nation. 
 

                                       
18 (Bhagat et al. 2005) http://www.palgrave-
journals.com/jibs/journal/v36/n4/fig_tab/8400150t1.html#figure-title  
19 (Moodian 2008)Pg 20 
20  (Moodian 2008) Pg 14 

http://www.palgrave-journals.com/jibs/journal/v36/n4/fig_tab/8400150t1.html#figure-title
http://www.palgrave-journals.com/jibs/journal/v36/n4/fig_tab/8400150t1.html#figure-title
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Figure 1.21 The Dynamic of Top-Down–Bottom-Up Processes Across 
Levels of Culture 
 
 (Tan and Lim 2004)22 uses the following key cultural dimensions so we 
can assess the situation in depth between the Greeks and the Persians.  The 
dimensions include Hofstede’s four cultural dimensions of 
Individualism/Collectivism, Power distance, Uncertainty avoidance, 
Masculinity/Femininity. Other dimensions also used are Hofstede and Bond’s 
Confucian dynamism, and both Hall’s Temporal orientation and High/Low 
context. These are used to observe the many differences between the 
cultures and gives an insight into how conflict can arise.  There is some 
critique of Hofstede stating that he based his research entirely on attitude 
surveys of one company which has been called sophisticated stereotyping. 
His research also apparently violates conceptions such as America is 
individualistic yet spends a lot of time doing charity work. 23 However for 
these purposes Hofstedes’s models are still the fundamental analysis for 
culture. 
 
Individualism and Collectivism.  
This concept is based on national cultures as a whole and the extent a 
country values indpedence of self or loyalty to others.24 Indiviualism values 
self direction and independent thought and action. Social status, prestige and 
personal success are also key aspects of individualism. In individualistic 
cultures conversation is madatory, social presence is not enough and there is 
often more regard for confrontation, assertiveness and truth. Hiring is 
generally based on skills and rules and the task prevails over the 
relationship.25 
 Collectivism values respect for tradition, safety and stability in society 
and preservation of the welfare of others. The people are in close groups and 
                                       
21 (Bhagat et al. 2005) http://www.palgrave-
journals.com/jibs/journal/v36/n4/fig_tab/8400150ft.html  
22 (Tan and Lim 2004) Pg 19 
23  (Jackson and Parry 2011)pg 78 
24 (Tan and Lim 2004) pg 20 
25 T(an and Lim 2004) pg 21 

http://www.palgrave-journals.com/jibs/journal/v36/n4/fig_tab/8400150ft.html
http://www.palgrave-journals.com/jibs/journal/v36/n4/fig_tab/8400150ft.html
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the measurement index for this dimension is quite different as often these 
countries are poor. The index looks at whether the workers have training 
opportunities, good working conditions and full use of skills on the job. They 
tend to have large families, regulate the social groups through a concept of 
‘losing face’ and not being the individual who brings shame or humiliation to 
that group. People who are different and deviate from the norm can be 
considered to have a ‘weak character’.26 
 
Greek Individualistic Culture27 
The Greek states were all separate entities until Philip united them in the war 
against Persia and they all fell under the umbrella of ‘Greeks’ as seen in 
layers of culture diagram. They were also very wary of foreigners shown 
especially through Alexander’s own mother while being Queen was not 
Macedonian so he was not ‘pure blood’ and he was disinherited for a time in 
his youth. The Greeks were a proud society based on individual glory and 
honour and their identity was forged often through being a good athlete, 
swordsman, or horseman. The men who were celebrated and written down in 
history were those who singly achieved some great feat. Their status and 
merit was based on achievement as seen by Herakles or Achilles the great 
Greek hero and a figure Alexander in particular had quite an idolising and 
aspiring view of.  
 
Persian Collectivist Culture 
The opposite was said of the Persians where a quote from (Nahavandi 2012) 
states “as far as you are able do not hurt anyone for there are many hazards 
in this path. Help out for one day you may be in need.” 28 Persian culture is 
about humility, fairness, generosity and caring for others. They will go out of 
their way to have a functioning peaceful society where helping others and 
relationships are of paramount importance.   
 (Cullen and Parboteeah 2005) demonstrates how important a good 
relationship is for the foundation for doing business even in a modern 
context. Their emphasis is on personal friendships and time is often not fixed 
for high context cultures so meetings can go on for a while. Where in low 
context and individualist cultures they tend to want to rush business deals 
and not take the time to forge the relationships but get the deal done. This 
contrast can be seen through the role of tea drinking. 29 Tea has a spiritual 
role in Japan, a lot of processes and etiquette for the ceremony are passed 
down the generations and it represents peace and respect.  It is similar in 
China where a lot rides on “the mood of the meeting” as there are rules and 
rituals and it can be used to develop the relationship. If one does not show 
respect for the culture it can be destructive to the relationship building and 
cause many problems.   
 Collectivist cultures do value harmony so try to stay away from conflict 
and (Nahavandi 2012) states that there are nine themes to Persian culture 
which encourage this behaviour. These are; integrity, kindness, humility, 
moderation, prudence, consultation, accountability, decisiveness and 
astuteness. Themes are traced back to the Zoroastrian principles dating to at 
                                       
26 (Tan and Lim 2004) pg 22 
27 (Burney, Fernandez et al. 2006) 
28  (Nahavandi 2012) 
29 (Cullen and Parboteeah 2005) Pg 577 
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least 600BC.30 This was even 300 years before the invasion as Persian culture 
by Alexander’s time was the centre of civilization. It was complete with 
pottery, written records of law, urbanization and complex trading systems. 
They were a very proud people who would work and gain their identity 
through their units of familiarity and belonging. They were fiercely loyal 
where harmony, consensus and moderation were the goals not ‘winner takes 
all’. This mindset is in accordance with Confucius teachings which have 
endured in their culture for many centuries. Herodotus 5th century BC 
historian states “of all men it is the Persians who tend to adopt foreign 
customs the best.”31 They were able to keep their culture despite many 
invasions of their land, as sadly that too has lasted through the ages.  
 In ancient times the modern Middle East was called Mesopotamia and 
the Persian culture from then is not quite the same as Arab but Persian 
culture has definitely had an influence. While Islam is now the primary binder 
of the people and is a way of life not just a religion, there are still many 
different interpretations and groups such as Sunni Muslims in Saudi Arabia or 
Shi’is Muslims in Iran.  (Harris, Moran et al. 1991) gives five distinguishing 
characteristics of Islamic culture.32 
1) Arab language - language is sacred as it was how god revealed the Koran. 
2) Arab values - dignity, honour, reputation.  They can be ultra conservative 
and are extremely loyal to family to avoid losing face.  
3) Arab personal distance - seek close personal relationships, generally a 
very warm and expressive people.  
4) Sociability and equality - cordiality is at the core. Often meetings are to 
get acquainted not to do any business of schedules or appointments.  
5) Arab women - Patriarchal society protects and respects females. Man is 
the head of the household while the woman is the head of family matters.  
 (Bjerke 1999) also talks about the Persian influence in Arab culture.33 
Just because they do not acknowledge the individual heroes does not mean 
they are a not just as proud of their people and achievements and they 
expect others to respect it. (Bjerke 1999) states that nothing will motivate an 
Arab more than praising him because losing face is a very big deal. When 
visiting “try not to admire anything in their house or they may give it to 
you”.34 They feel a need to have a personal relationship before a business 
one and will try to develop this relationship before any business is talked 
about. Arab culture is based on family and background not wealth, education 
or occupation so they are a very collectivist culture. They are determined by 
their family and social contacts not their achievement. They also have a belief 
in fatalism - “Insha Allah” is “if god allows it”. It is important to not try and 
take much control for future as whatever happens is the will of god. However 
the view is slowly changing toward a more western view.35 The view 
potentially becoming; ‘you only get out what you put in’.  
 

                                       
30  Writings based on 13th C Persian Sufi philosopher and poet - Shaykh Moseleh-
aldin Mushrefuddin Saadi Shirazi, or simply = “Saadi.”  in (Nahavandi 2012) 
31  (Nahavandi 2012) 
32  (Harris, Moran et al. 1991) pg 253 
33  (Bjerke 1999) pg 105 
34  (Bjerke 1999) pg 105 
35  (Bjerke 1999) pg 105 
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Power Distance 
This dimension looks at the way in which cultures deal with inequality and 
looks at the emotional distance between superiors and subordinates. In high 
power distance there is a hierarchy and a big gap between people due to 
power and status where in low power distance people are more equal and it 
is fine to question authority.36 
 At the beginning of both Alexander’s and Philip’s reign Greek power 
distance was a ‘first among equals’ system and very democratic. This gives 
the culture a low power distance as everyone was considered quite similarly 
and opinions were free to be expressed and disagreed with. There was a 
decentralized model for his army and consultation was evident. However as 
the power and the riches grew on the campaign through Asia things started 
to change. Alexander adopted more Persian cultural aspects with one being 
how they viewed their King - which was a great power distance. Alexander 
therefore created this within his own army and suddenly there were meetings 
and appointments to see the King that had usually been free anytime.  
 Interestingly the Persians had a very high power distance. Where one 
would think a society based on relationships and harmony would have a low 
power distance in fact it was the very opposite. This is shown particularly in 
the practice of Proskynesis where every subject was required to perform the 
bowing to the Persian king. He was the representative of god on earth and 
was to be treated as such. The royal family had a very elevated status and 
was not simply involved with the people as the Greek society favoured. 
However (Tan and Lim 2004) does mention that even in a collectivist culture 
the state is dominant in the economic system and even the press is 
controlled by the state. Therefore in this situation the King was the ‘State’ 
and had complete control over his subjects. The subjects even “expecting to 
be directed and told what to do as their ideal leader is an autocrat.” 
37Therefore though being a culture based on harmony and building 
relationships there is a hierarchy with the top having privileges and the 
power distance was quite extreme.  
 
Uncertainty Avoidance 
Uncertainty avoidance is the degree of tolerance a society has to the threat of 
ambiguity and uncertainty. This dimension is about how members of a 
particular culture can either feel comfortable or uncomfortable in 
unstructured situations. It is about decisions made with certainty, with risk, 
or with uncertainty. This dimension looks at how risk can imply a loss of ‘face’ 
and therefore why some cultures are more threatened by uncertainty. 
Managers in high uncertainty societies often have precise answers, precise 
instructions and avoidance of multiple bosses.38 
 The Greek army had a relatively low uncertainty avoidance. They were 
curious, pushed the limits and were extremely innovative. They were also 
hugely motivated by achievement and being in the army.  However they were 
still of the opinion in some situations that “what is different is dangerous”, 
such as the elephants they came across. They kept their wariness of 
foreigners right until the end. Yet the army was perhaps only these things 
because Alexander required them of the men. With figure 1. demonstrating 
                                       
36 (Tan and Lim 2004) pg 23 
37 (Tan and Lim 2004) pg 23 
38 (Tan and Lim 2004) pg 25 
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the layers of culture, it allows us to see the impact of Alexander influencing 
the outer layers which is very unusual as the outer layers generally impact 
the individual. His leadership kept them pushing the boundaries of the known 
and going further than anyone before. 
 The Persian army had a relatively high uncertainty avoidance. They 
had their rules of conduct and precision was important as they were 
motivated by security, esteem and belonging. They did not deviate far but 
relied heavily on their traditions. While their situation was forced on them 
they were focused and responded well to having only one boss. In contrast to 
the Greeks the king of Persia could have almost been anyone as he was more 
of a figurehead than a revolutionary character such as Alexander. His actions 
predetermined by rules and regulations put in place by the culture.  
 
Masculinity and Femininity 
This dimension concerns the extent a country is assertive, ambitious and 
tough against how reliant they are on cooperation and relationships. 
Masculine cultures are associated with high earning, challenges, personal 
accomplishments and distinct gender roles such as ‘males fight back but 
females do not.’ Higher performance is the ideal as the priority is economic 
growth and material success being a dominant value. Feminine cultures value 
preservation and caring for others, modesty and sympathy.39 
 The Greeks were a highly masculine culture. Their dominant priorities 
were wealth and material riches. While cooperation and relationships were 
important because of the nature of being an army overall their main goals 
had always been dominance. The ambitious and the brave were rewarded 
and the culture seems almost based on a show no weakness mentality. There 
was no such thing as corporate social responsibility or business ethics for 
them. It was go in take what you want and forget the destruction left in your 
wake.  They were in it for the wealth and yet interestingly enough there was 
occasions this was reversed. (Cullen and Parboteeah 2005) states sometimes 
leaders are expected to show visible signs of status eg chauffeur driven car, 
but in other countries they should forgo these excessive signs.40 When 
Alexander started showing signs of indulgence and excessive riches especially 
in his dress and actions his men retaliated and did not like it. Yet in the 
Persian culture it was expected the king was to have these things. So while 
wealth may be the dominant value in a culture, that does not mean flaunting 
it is acceptable either, there are still the norms and behaviours to consider.  
 The Persians were a much more feminine culture. They valued caring 
for others and people. They valued a society of moderation, kindness, 
humility and integrity. It was a culture where face was a very important 
concept and the welfare of the society was very important. This is seen when 
Alexander takes Darius family hostage after he wins a battle and they want 
to ‘be treated as they always have been’, they do not want to lose face and 
be humiliated. Having this feminine dimension in culture can be seen today in 
a company such as Tata.41 Tata is a large Indian company which has found 
that treating the workers humanely with care and respect pays off. The 
company pays for full health and education expenses for all employees and in 
the town it started in maintains schools and a hospital. Where many Indian 
                                       
39 (Tan and Lim 2004) pg 25 
40 (Cullen and Parboteeah 2005) pg 665 
41(Cullen and Parboteeah 2005) Pg 662  
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companies were having strikes Tata steel has gone for nearly a century 
without one. Perception is also a very valuable skill to have when looking at 
culture and how it is viewed from the outside as (Cullen and Parboteeah 
2005) acknowledges. Western people may look at the Japanese working life 
as harsh with their long hours and rules about staying until after the boss but 
to them it is normal as their culture is based on relationships and not losing 
face. One culture is not ‘right’ it is simply a different way of living.  
 
Confusian Dynamism 
This concept looks at the long term and short term orientation of cultures. 
This dimension is related to persistence and perseverance and looks at a ‘live 
for the moment’ or alternatively a more long term focus. We could see this 
through China having respect for tradition and a longer term approach and 
Americans need for instant gratification and a shorter term approach. Short 
term orientation is about quick results and keeping up with the newest toys 
and even overspending in some cases. Longer term orientation is about slow 
reuslts, an obligation to limits and traditions and large investments.42 
 The Greek army at this time had a short term orientation. They 
originally were prepared for a short term war of revenge for the Persians 
burning their temples in the past. However after they won battles and 
discovered the riches of the Empire it was all about how much they could 
take. Alexander was the exception here for eventually wanting a longer term 
plan of eventual merging though this was not communicated well nor did he 
seem to care about what others thought of his attempted fusion. The army 
did not buy into the plan of a dual empire and they set about ransacking and 
taking whatever it was they wanted with little care for the effects of their 
actions. There was no investment into what they could do for the future or 
saving anything. They wanted quick results and instant satisfaction. 
 The Persians were a much longer term orientation culture.  They were 
adaptive, yet kept to traditions. They valued persistence and perseverance. 
“No oppressor lasts forever, but the curses on him will last eternally.” 43This 
quote shows the extent of resolution they had as a culture to keep going in 
spite of their current situation. They were “willing to subordinate oneself for a 
purpose and were concerned with virtue.”44 
 
Temporal Orientation 
This concept focuses on the way people percieve of time and planning. This 
dimension by Hall in 197645 shows that culture can be either; monochronic – 
where time is linear and sequential, or polychronic – where time is cyclical or 
recursive. This explains how the two cultures were at the time of Alexander 
quite adeptly.  
 The Greek army was famous for its very polychronic culture. There was 
very little schedule, things were changed right up to the last minute and that 
is exactly how in many cases that the battles were won. Alexander would 
often have many things going on at once and change them sporadically when 
he saw fit. He did not seem to have any schedule or if he did it got lost after 
10 years into a supposed few month long war. 
                                       
42(Tan and Lim 2004) pg 28 
43 (Nahavandi 2012) 
44 (Tan and Lim 2004) pg 29 
45 (Tan and Lim 2004) pg 30 
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 The Persians on the other hand were a bit more monochronic. Events 
were compartmentalized and focused on one at a time. While Alexander was 
very happy to siege a city and leave men behind while the rest would carry 
on with something else, the Persian army was always doing only one project 
at once. They once levelled a whole area for battle for using their spiked 
chariots only to have Alexander move slightly sideways to a rocky ground and 
the Persians had no backup. The whole job was now useless and they were 
defeated. However unfortunately for them this was not a one off occasion. 
Their battles were lost time and time again due to their inability to improvise 
quickly and multi task to stop what Alexander was throwing at them.  
 
High and Low Context 
This is a also another very important dimension and concept to grasp as the 
opportunity for misunderstanding or even pure ignorance can lead to huge 
cultural conflict. High and low context is where the meaning of the 
communication is embedded in the physical or physiological rather than the 
verbal exchange.46 In high context the meaning is derived from the context 
and relies heavily on non verbal cues allowing people to communicate 
indirectly and faster. If this shared programming has not been learnt it can 
lead to misunderstandings. Low context cultures have the meaning of what 
they are saying explicity laid out and will often say what they mean. Low 
context culture is more common in individualistic cultures as individualism ad 
openess is promoted over collectivism and being in a group where meanings 
are only for them.47 
 The Greeks were a low context culture because often the meanings 
were determined by what is said rather than how it is said. The meaning was 
right on the surface and were explicit and context free. Cleitus the Black 
unfortunately demonstrates this when in an arguement with Alexander he 
says exactly what he thinks about Alexander’s behaviour and sadly gets 
himself killed. Also with Callisthenes who verbally objects to the policy of 
fusion ends up losing his life too. While there is freedom to speak however 
and to whoever you wish, it pays to be careful with Alexander.  He began 
moving from having a democratic open culture in his ranks to an autocratic 
culture where dissent was not allowable anymore.  
 The Persians were a high context culture. Communication in high 
context cultures is indirect and relies heavily on non verbal and contextual 
cues. They have extensive social networks and are involved in close 
relationships. If not involved in this circle misunderstandings can be made. 
The policy of fusion showed this as Alexander tried to form these 
relationships with Persians while other Greek soldiers wanted dominance. He 
especially tried in a court ritual called Proskynesis to get on side with the 
Persians, as this was the custom they were used to. However while he may 
have seen this is a way of trying to break down the barriers between him and 
the Persians and connecting to their groups, likely they were also performing 
it to save their lives. As the Persian culture was not one to say what they 
thought and would demonstrate it through actions, if Alexander did not 
understand their communication cues it is likely he did not see it.  Even with 
interpreters translating the verbal words he would not have picked up on all 
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of the non verbal cues that were happening around him. He therefore was 
possibly alienating both sides by trying to incorporate all.  
 Such an example of this happening in the modern context can be 
found in (Cullen and Parboteeah 2005)48 which highlights that even when 
using interpreters sometimes the message is still not conveyed effectively. He 
highlights a modern case where a human resource officer is trying to explain 
the benefits plan through an interpreter to their South American employees. 
There was a gap between translation and communication as the employees 
got quite upset by what was coming across to them and it became very 
confusing for the officer. However what was happening was the employees 
did not like the idea of trusting the company to invest in their insurance and 
retirement funds because they relied on family and relatives in their old age 
and it was viewed with suspicion that the company would keep their money 
for this purpose. Showing that while the words can be translated over 
effectively, sometimes the message is not.   
 

 
Figure 2.49 Windows into National Cultures. 
 
Dynamic Culture and the Expatriate  
From the figure above we can see how dissimilar culture can be between 
nations. Looking into many of the different dimensions we can see how 
dynamic culture is and how it can change quite dramatically over time as the 
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Greek army culture did. The ‘cultural change mechanism’50 shows three 
distinct stages which are; founding and early growth, midlife, then matuirty 
and decline. However perhaps it is more understandable the Greek army had 
a quicker decline than most as the culture seemed built on the individual at 
the centre influencing the outer layers very heavily.   
 
Founding and early growth - This first stage of founding and early growth is 
about gaining insight about the direction of the future. This is where the 
culture goes through small changes and comes to an equilibrium. In this case 
the equilibrium was based mainly on ‘us’ and ‘them’ mentality as the Persian 
army was the common enemy. Philip gets the Greek states united as one 
army to fight against Persia after much debate and many battles between the 
states themselves. The army is formed and the vision laid out by Philip. The 
rigorous training and perfection required of them to be an elite fighting force 
has given them a sense of identity and belonging.  
 
Midlife. – The most common critical element of this stage is the shift of 
succession, in this case to Alexander. In this stage many rifts can develop 
between conservatives and the new up coming liberals. This is definitely the 
case where fights break out within the army between Alexander’s 
companions and Philip’s old generals and advisors. The liberals thinking they 
know better and changing many aspects against the conservatives who want 
to stick to what they know works. This stage is also defined by infusion of 
outsiders into the culture, where in this case the merging of many Persian 
soldiers to the rank infuriated many.  
 
Maturity and decline – This stage is full of scandal and explosion of myths, 
turnarounds, mergers, destruction and rebirth. All perfect examples of what 
happened to the Greek army culture. The rumours involving plots by 
Alexander’s friends resulting in many ‘terminations’, and the attempted 
merging with the Persian empire resulted in a sad failure. The consequent 
destruction of the empire after Alexander’s death was split by his leftover 
commanders into many different factions.  When examining cultural change 
we can look into how business practices are changing over time and if we can 
be prepared for it.51 
 Did the steady decline of the army crumbling and falling apart come 
about because Alexander was changing their Greek culture? He started 
adding things they did not agree with and accept. They were no longer 
shared values and behaviours but Alexander’s own values. It is always so 
fascinating to see that with all the strife in his childhood about being rejected 
as heir because he was only half Macedonian that he would then marry a 
foreign Princess himself. Was the choice based on the fact that he loved his 
foreign mother and so he was not as weary of foreigners as the rest of 
Macedonia? Was it that he was simply doing it as an attack on the 
Macedonians who had been involved with his disinherited status and this was 
‘payback’. Or even more extraordinary it could possibly have been the option 
that Alexander never intended to return to Greece and had ‘gone local’.  He 
was almost what we could call today an expatriate, “a man who comes from 
                                       
50  (Schein 2006) pg292 
51 (Bhagat et al. 2005)http://www.palgrave-
journals.com/jibs/journal/v36/n4/fig_tab/8400150t1.html#figure-title 
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a country that is different from the one he is currently working in”.52 The 
Greeks would have had little idea about Persian culture except that they 
found their practices and dress barbaric, foreign and therefore inferior. They 
were also most importantly to this situation the losers in a decade long quest 
of blood and battle and therefore should have the victors desires forced upon 
them. Yet strangely Alexander started adopting the Persian culture and found 
that he quite enjoyed it. Ultimately he failed at merging the two and when 
looking into expatriate failure we can see a key reason why.53 On an 
individual level reasons for failure can be personality, lack of technical 
proficiency or no motivation for the assignment. This was not Alexander’s 
problem as he had huge motivation to merge the two empires where he 
would be ruler of the known world. The reasons for failure of an expatriate 
can also be cultural where they fail to adapt to the local culture or fails to 
develop relationships with key people because of the complexity of cultivating 
networks. Yet Alexander adopted many customs including marrying a local, 
dressing like one and even employing many of them into his own personal 
guard where threat of death could have been easy. He had overthrown the 
most prominent person in their culture and so developing relationships was 
difficult. They were not sure how to treat him nor him them. Was he 
conqueror, was he fellow friend, was he neither? Another factor responsible 
for failure can be on the organizational level. It can be due to an “excess of 
difficult responsibilities, failure to provide cultural training such as language 
or cultural acquisition.”54 This was a very big reason for his failure.  He was 
trying to balance the 2 different cultures now in his army and had failed to 
provide any kind of cultural training for his men in dealing with different 
people. The Greeks had no idea what they were getting into and how 
different it was going to be. They had not expected to be in the middle of the 
Persian Empire and having to try to get along with them instead of simply 
ransacking the place and leaving. Which leads to the final reason for 
expatriate failure which is family where a spouse or family member fails to 
adapt to local culture, this was definitely not the problem as his wife was 
Persian. Yet his army and especially his companion section who were mostly 
his childhood friends and trusted men were effectively his family. He had 
spent every year of his life and even owed his life to many of them so having 
their constant dissent and inability to adapt to the local culture wore him 
thin. The amount of stress and frustration could possibly have eventually led 
to many assassinations of those who were against his attempt at fusion.  
(Cullen and Parboteeah 2005)55 states that training can heavily reduce failure 
and companies (or armies) with a transnational strategy and longer term 
perspective see the use of expatriates and training them appropriately as key 
roles. Perhaps he needed a few key players who were on his side and could 
have aided him.  
 However we cannot expect that even with some cultural training, and 
that in itself would have been a miracle for the Greek army who were 
xenophobic, that everything would then just happen to go smoothly. (Cullen 
and Parboteeah 2005)56 states that even with the best intentions mergers 
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can still fail due to cultural differences. The example given demonstrates this 
through a Swiss multinational conglomerate called Kiel AG who wished to buy 
Edwards Engineering Inc (EEI). Kiel made an offer and all was looking well so 
he flew over to them to see to business himself. However the deal went sour 
as the Swiss saw Edwards openness and willingness to sell as untrustworthy. 
They responded by wanting to hire someone to do the accounts and audit the 
books which made Edwards feel insulted.  The distrust was too much and the 
deal which would have been easy and beneficial ended in failure. We can see 
this resonates heavily with the dealings between Greece and Persia. What 
Alexander may have thought was an innocent, open and a willing way of 
approaching the merging of the two Empires, the other sides saw was 
mistrust and they were insulted. We can see that subtle hand gestures, 
prolonged silence or the wrong word can cause damage to business 
relationships due to cultural differences. (Schein 2006) states that to make 
“sense of some situations require a cultural perspective, learning to see 
through a cultural lens. Once we see the world through cultural lenses things 
that were initially frustrating or mysterious can begin to make sense”. 57 It is 
difficult to see how or why people act as they do until you learn more about 
their culture and can see how it fits into their lives, like the example with the 
Japanese who stay at work until their boss leaves.  
 Being aware of these small differences that can cause a deal to go 
south are fundamental, yet there are also a few more personal characteristics 
that a successful international negotiator should have to try and ensure this 
does not happen.58 Alexander tried and failed but perhaps having developed 
a few of these tactics in his approach could have helped. It is a high stress 
situation and having a tolerance of ambiguity and remaining patient and 
nonjudgmental is key. Having flexibility, creativity and humour are also 
valuable qualities. Being able to handle the unexpected and having a sense of 
fun to relieve tensions can go far in a business deal between culture that may 
not be seeing eye to eye. Stamina for long travel times and empathy for 
understanding another’s world perspective when you get there is a very 
tough and admired skill. A sense of curiosity helps and also bilingualism 
(Alexander did not have this) would be hugely beneficial. However probably 
the biggest one of all is laid out in (Cullen and Parboteeah 2005)59 that 
highlights the example of the use of telephones and not having the person to 
person contact anymore. This completely eliminates picking up non verbal 
cues as effectively and emphasizes that ‘being there’ can be an essential part 
of negotiating. In Alexander’s time the messengers and letters would have 
allowed for the same problem and ‘being there’ to pick up on other parts of 
communication that are not verbal could have had a huge impact.  
 We can see how culture is created, embedded and provides structure 
and meaning to its group members. These dynamic processes of “culture 
creation and management are the essence of leadership and make one 
realise that leadership and culture are two sides of the same coin”.60 Keep in 
mind that “leadership is in the eyes of the beholder. What is effective 
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depends on context.”  Leadership is more than skills, it is also personal 
qualities such as enthusiasm, integrity, courage and humility.61 
 
 
Leadership 
Culture begins with a leader who imposes their values and assumptions on a 
group but as it runs into difficulties and the environment changes leadership 
can come back into play heavily. The ability to perceive the limitations of 
ones own culture and evolve adaptively is the ultimate challenge of 
leadership.62 Essentially this is what happened in the current situation. Philip 
and then especially Alexander imposed their values and assumptions on the 
group of the army. When things changed in Asia the group did not all evolve 
to Alexander’s way of thinking for the policy of fusion. The environment had 
all changed completely around them, they were rich, powerful and in a 
foreign land full of foreign customs. Yet their culture did not change and they 
remained firmly Macedonian with Macedonian dress, customs and beliefs. 
Alexander was unable to help them evolve and adapt to the new world he 
imagined. However despite his failure he was still a leader. 
 “Leadership is a relational activity where an individual guides or directs 
others to attain an objective or goal”.63 The original goal was the religious 
war of revenge and the men were more than happy to accompany their 
leader who was seemingly endlessly triumphant. We can also see that 
Alexander was not a ‘manager’ but a real leader of men. The difference 
between leaders and managers are their perspectives. Managers “maintain, 
avoid risk, focus on systems and administer”, but leaders “develop, take 
risks, focus on people ad innovate”.64 He was not there to maintain the status 
quo but to get out and have his men join him on an expedition for the ages. 
 The following are the many different styles of leadership 65 and how 
Alexander and the Persians employed them in various situations.  
- Autocratic leadership. This is where often leaders have complete power. 
Staff and team members have little opportunity to make suggestions, even if 
it is in the company’s best interest. This style of leadership is efficient but 
often people do not like it due to the disregard for opinion and often results in 
turnover. It is most effective in a crisis when decisions must be made quickly 
and without dissent. The army uses this style to have commands made from 
above to be implemented by the soldiers. This was the style most familiar to 
the Persians and most foreign to the Greeks. Alexander adopted it nearer the 
end of his reign when he became the completely powerful and fear instilling 
ruler that is common in autocratic leaders.  
 
- Bureaucratic leadership. This leadership style follows rules and procedures 
precisely. It is necessary for high risk jobs involving machines or harmful 
substances. However the disadvantages are that it is so routine there is 
sometimes little room for innovation or creativity. This style would have also 
been familiar to the Persians. They seemed to have rules and ways of doing 
things within their culture that seemed to follow a set of rules and instruction. 
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This attitude in battle led them to many defeats as when the maneuver failed 
they simply turned and fled.  
 
- Charismatic leadership. Charismatic leaders often inspire enthusiasm in 
their teams and are energetic in motivating others however they are often 
focused on themselves and may even believe they can do no wrong. Another 
characteristic of this style is that the success of the team is directly 
connected to the presence of the charismatic leader. Alexander was without 
question a charismatic leader. The Greek army followed more than willingly 
to the depths of Persia even though they were no doubt terrified of what lay 
beyond their own shores. They felt he could do no wrong and was invincible 
and soon they believed that of themselves through him. His presence was an 
omen of good luck and his men worshipped him.  
 
- Democratic leadership or participative leadership. The leaders of this style 
make the final decisions but they include team members in the decision-
making process. This gives team members high job satisfaction and they are 
productive because they're more involved in decisions. This style also helps 
develop people's skills. However because participation takes time this 
approach can slow decision-making, but the result is often good. Alexander 
employed this style of leadership for a few years at the beginning of his 
reign. He would hold war councils and have everyone’s opinions shared. He 
would make the final call but not after hearing what they all had to say – 
even if he did sometimes ignore it completely.  
 
- Laissez-faire leadership. This style has leaders who allow their people to 
work on their own and gives them complete freedom to do their work and set 
their own deadlines. They generally do not get involved so the downside is 
that it can be detrimental if team members don't manage their time well or if 
they don't have the knowledge, skills, or motivation to do their work 
effectively. Alexander employed this style of leadership to the Persian leaders 
he let continue in their positions after their defeat. He had them swear loyalty 
and finances to him but overall they were left to carry on the running of their 
areas as they saw fit.  
 
- Servant leadership. This style leads simply by meeting the needs of the 
team and leaders have high integrity and lead with generosity. They may 
prefer to stay out of the limelight and they can help to create a positive 
corporate culture and can lead to high morale among team members. 
However people who practice servant leadership can find themselves left 
behind as it takes time to apply correctly so is not very effective for quick 
decisions or to meet tight deadlines. Alexander on many occasions 
demonstrated his servant leadership. He would patch the wounded up after 
battles and when offered a helmet of water in the desert declined it as there 
was not enough for everyone.  
 
- Task-oriented leadership. Task-oriented leaders focus only on getting the 
job done and can be autocratic. Task-oriented leadership does ensure that 
deadlines are met so is useful for team members who don't manage their 
time well. However task-oriented leaders don't tend to think much about 
their team's well-being. Alexander definitely could be seen to use this style 
when heading into India. All he wanted was to keep going further into India 

http://www.mindtools.com/pages/article/integrity.htm
http://www.mindtools.com/pages/article/newLDR_55.htm


Otago Management Graduate Review  Volume 11 2013 
 

20 Alexander III of Macedon and Modern Day Management 

and did not care for the welfare of his men anymore. His goal was before his 
eyes and nothing in the periphery was of consequence.  
 
- Transactional leadership. This leadership style usually involves the 
organization paying team members in return for their effort and compliance. 
It clarifies everyone's roles and responsibilities. People who are ambitious 
often thrive but it can feel stifling, and lead to high staff turnover. 
Transactional leadership is really a type of management, not a true 
leadership style, because the focus is on short-term tasks. It has serious 
limitations for knowledge-based or creative work. 66 This is the most 
commonly found style where a transaction is made it is obvious this was also 
employed as Alexander paid his army in return for their soldiering services.  
 
-Transformational leadership –Transformational leaders are inspiring because 
they expect the best from everyone on their team as well as themselves. This 
leads to high productivity and engagement from everyone in their team. The 
downside of transformational leadership is that while the leader's enthusiasm 
is passed onto the team they need to be supported by "detail people."67 Both 
transactional and transformational leadership styles are useful to ensure that 
routine work is done reliably, while transformational leaders look after 
initiatives that add new value. Transformational leaders change the status 
quo by appealing to followers values and sense of higher purpose. They can 
reframe issues to align with leaders vision and followers values.68 
Transformational leaders are those who inspire others to achieve 
extraordinary outcomes. They are very involved with engaging whole persona 
and developing relationships.69 Alexander was undoubtedly a 
transformational leader. Not satisfied with staying in Greece, and still not 
satisfied with invading the known world he pushed boundaries and tried to 
merge cultures. He was inspiring and had the men believe they could achieve 
anything. However it was the failure to align his vision with the organization 
that led him to failure. He was the epitome of the quote ‘A ship is safe in 
harbor, but that is not what ships are built for’.  
 (Cullen and Parboteeah 2005)70 gives an example of why leadership 
style is so important. They give the case of Hyundai a South Korean company 
which has been run autocratically. It has been claimed the executives rarely 
listen to advice and do not tolerance dissent and as a result have fired many 
American workers who are used to a participative leadership style. The 
workers of today’s generation are being more likely to voice their opinions 
than the submissive workers of the past. This is what happened within the 
ranks of Alexander’s army and seems to a cyclical event throughout history. 
The younger generation will want things to change and to do things 
differently. This is where they clash with the older and more conservative 
members of the community. Alexander had great difficulty with some of his 
generals from his father’s time who were not completely comfortable with 
this new upstart thinking he knew everything and trying to do it all his own 
way.  Alexander’s ultimate goal seems to have been to become a ‘global 

                                       
66 http://www.mindtools.com/pages/article/newLDR_84.htm  
67 http://www.mindtools.com/pages/article/newLDR_84.htm 
68  (Dalglish and Evans 2007)pg 4 
69  (Beerel 2009) pg 68 
70  (Cullen and Parboteeah 2005) pg 649 
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leader’. This is a leader who can interact with people from diverse cultural 
backgrounds.71 He may have got this from his mother who was ‘foreign’ 
although really she was only from a neighboring Greek state. He saw that 
just because people were from somewhere different did not make them less 
important or less valued. However while he may have had this viewpoint the 
Macedonians as a whole certainly did not. The Greek states themselves had 
only just been united as one to fight against the Persians. It was then a huge 
leap to try and see that they could extend this further and live alongside the 
Persians as equals also. Alexander therefore had quite a struggle with trying 
to maintain two different styles of leadership for the two different cultures.  
 

 
Figure 2.72 Characteristics, Problems and Appropriate Use for 
Leadership Styles. 
 
 The nature of Persian leadership was that the King had an exalted 
status, as he was seen as gods representative on earth. The court was the 

                                       
71 (Cullen and Parboteeah 2005) pg 646 
72 http://dissenterdan.com/wp-content/uploads/2012/06/HG-LeadershipStyles.png  
This is for a bible study home group but does show the characteristics well.  
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symbol of his luxury and splendour and he was protected by bodyguards and 
ushers. He travelled in luxury and dressed even more so in purple tunics with 
gold and jewels. All subjects of low status or his own advisors were required 
to perform Proskynesis to him. The nature of Greek leadership was that the 
King was first among equals. The men were on easy terms with him as he 
often ate, joked and drunk with them. He wore the same clothes as them and 
was for all intents and purposes almost identical to them. So how could he 
begin to manage and to lead two groups of people from such different 
cultural backgrounds? To be such a leader requires a whole different 
strategy.  
 The contingency theory is “the assumption that different styles and 
leaders are appropriate for various situations.”73 This was absolutely the 
case. He had one culture reliant on democratic leadership and one culture 
reliant on autocratic leadership in order to keep functioning as they were. 
Alexander was trying to blend the two by keeping aspects of one and trying 
to bring in aspects of the other. However all this really seemed to be doing 
was causing confusion and distrust. The task was enormous and the 
motivation for the others to change was too small. He needed to employ 
some influencing tactics to try to get the Macedonians to see the overall 
vision he had. (Cullen and Parboteeah 2005)74 gives a list of behaviours and 
major influence tactics that leaders can employ to try to influence 
subordinates.  
1) Assertiveness – This is about being forceful, direct and demanding. 
Alexander definitely tried this one. In battle formations he was very assertive 
and did not head to anyone else’s advice which did him many favours. 
However he was very straightforward with his policy and had many men 
married to Persians in mass weddings. He also had many Persians join the 
army even having a reserve army for when his soldiers were being sent 
home. This behaviour he employed led to extreme frustration of his peers 
and they mutinied. This tactic did not work all the time for him. 
2) Friendliness – This tactic is about being friendly, humble and receptive. 
Alexander did employ this tactic at various stages throughout his reign and is 
almost the sole reason he still had followers after so many years and so much 
hardship. In the Gedrosian desert when offered water he pours it out as there 
is not enough for his whole army. He travels amongst his army and eats and 
jokes with them at the beginning and has war councils where he listens to 
their concerns and worries.  
3) Reasoning – Using logical arguments and plans. Alexander was not famous 
for this. Parmenio his general was on many occasions offering advice to 
Alexander for battle but Alexander famously refused it as he had somewhat 
of a plan, though many thought them foolish and sometimes suicidal they 
always seemed to work. Yet there were never laid out plans to convince 
anybody about the fusion it seemed as he was in the end the chief decision 
maker so he never needed logical arguments to persuade subordinates to do 
anything. They seemed to follow him for the exact reason he never really had 
a sound plan and was guided by ‘god’ and unbeatable, whatever he decided 
to do.  
4) Bargaining – Offering favours and exchanges.  Alexander did use this to 
influence his army. He offered them all dowries for their Persian wives and 
                                       
73 (Cullen and Parboteeah 2005) pg 651 
74 (Cullen and Parboteeah 2005) pg 663 
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huge sums of money when they were to return home. However he also used 
it against them as he was to give them all this money when they mutinied 
and about to return home, but they were to remember they left him in Asia. 
They would go home rich but guilty.  
5) Sanctioning – Using threats, rewards, punishment. Alexander certainly 
used threats and punishment near the end of his reign on an almost daily 
basis. Even his closest childhood friends who were only rumoured to be 
involved in plots mostly because of the public dislike for them were killed. He 
wanted no opposition to his vision and in the end was so filled with getting 
what he wanted was blind to the happenings around him. People were tired, 
older and wanting to go home while Alexander was striving all the time to 
keep going. He had too much drive and became obsessed needing to use 
threats and punishment to keep the army together where once it had been 
an open forum.  
6) Appeals to higher authority – There was no appeals to a higher authority 
in his case, he was it. When he consulted oracles they would say what he 
wanted to hear – he was to be the King of Asia, or he was the son of Zeus. 
7) Coalitions – networking. There was little attempt at building support for his 
policies through networking or friendships. It was his own vision that he tried 
to force on others with little regard for how they felt about it.  
 While we can see how he employed these tactics to influence his 
subordinates we can also look at them and see where he went wrong and 
how he could have used them more effectively. His friendliness, humble 
beginnings and receptive nature were what drew people to him. He was 
magnetic with his charismatic charm and willingness to be ‘one of them’ 
although he was a king. He was open, honest, friendly and approachable. As 
time wore on and he was engrossed in Persian culture he became autocratic, 
edgy, paranoid, unapproachable and used threats and punishment almost 
without blinking. Yet he was the most powerful man in the world at that time 
and no one seemed able to stop his downward spiral. His authority as King of 
Greece and Asia was becoming too much and the pressure may have got to 
him.  
 When looking at authority it is important that in order to be a leader 
authority must be legitimate.75 Legitimacy is being lawful, genuine, and in 
accordance with tradition, or hereditary right. Authority depends on support 
of others it is a relational concept as people only have power if followers give 
it to them.76 
 There are three types of authority.77 
1) Rational authority. – This is the legal authority, bureaucratic or 
corporations. It is hierarchical, impersonal and there are many rules and 
norms. Control is exercised by knowledge, those lower down do not need to 
know.  
2) Traditional authority. – Traditional authority is intrinsic to social systems 
and is about customs and beliefs and defines what is normative. Traditional 
authority commands loyalty through attitude and behaviours and conforming 
to not be ostracized from the group. 
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3) Charismatic authority. – Based on characteristics of person who has 
exceptional powers or qualities. There is no formal appointment but power is 
freely given. Legitimacy is based on recognition.  
 Alexander possessed all of these. He was the heir to Macedonian 
throne, was very charismatic and until Persepolis was loyal to the traditions 
of the Greek culture. After he defeated Darius in battle he takes the Palace at 
Persepolis where the Greeks are unprepared for the vast riches that awaited 
them. Alexander in his campaigns accumulated around 180,000talents78 
which is approximately 471.5 Tonnes of Gold and Silver. The price of gold 
today is around NZD$56,600kg.79 He was overwhelmed with wealth and 
possibility. His authority as King of Greece was traditional as it was 
hereditary, his authority as King of Asia was a mix of rational and 
charismatic. He was rich and at the top of the world’s pecking order. He was 
full of life, ideas and visions. It was this lethal concoction of too much power 
and visions with little to stop him which led to his demise.  
 Along with authority Alexander was a charismatic leader which is a 
western concept.80 These are leaders who have dissatisfaction for the status 
quo and search for a way of doing new things. While on the surface they 
sound like the ideal leader they can be very impatient and impulsive needing 
change immediately. A big aspect is they always need something bigger, a 
further challenge. While charismatic leaders are drivers for change they often 
alienate people. This seems to sum up Alexander’s leadership style perfectly. 
He was always in need of a bigger challenge even from a young age. 
However he just never understood the importance of the part on providing a 
vision which motivated people. It seems he was so preoccupied with ‘taking 
over the world himself’ he did not think he needed to get his men to follow 
his vision.  
(Conger 1989) looks at why visions may fail.81 
1) Leaders vision projects his personal needs  
2) Leaders miscalculates resources needed to achieve vision 
3) Distorted perception of demand and needs 
4) Leader fails to recognise environmental changes and adapt 
 Alexander’s vision was unfortunately his own and his alone. He did not 
see the changes around him and as a charismatic leader was driven to pursue 
his goal at almost any cost, be it financial or human life. He changed 
drastically from the Alexander the army loved to the Alexander the army 
feared. The more his vision seemed to be fading from his reach the more 
desperately he wanted it and became emotionally volatile. (Conger 1989) 
gives a quote of: “Imagination rules the world”82 – Napoleon Bonaparte. 
Expressing the fact that those who do not accept realities but see beyond 
them, are masters of change. They can see the shortcoming of the world and 
try to overcome them. Alexander did try to do this, he envisioned a world 
that was so different from what everyone else around him was seeing and he 
tried to develop it. Yet as the flip side of the charismatic nature that made 
him so driven in the first place faltered, the dark side of it came out. 

                                       
78 (Burney, Fernandez et al. 2006) 
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80  (Conger 1989) pg 5 
81  (Conger 1989) pg 139 
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 Shadow leadership is when a leader has a false sense of reality.83 This 
is often seen when followers demonstrate excessive dependency on the 
leader and the leader then uses this power for personal gain. Their need for 
the leader to provide solutions appeals to the leader’s megalomania, which 
Alexander became famous for. He was the richest, most powerful man on the 
planet at this point having defeated ‘gods representative on earth’ – the 
Persian king. To the Persians he cannot have been too much short of a god 
himself. There are a few warning signs for this kind of destructive leadership. 
These leaders develop a belief that they are entitled to obedience, which was 
not the case prior with Greek soldiers, as they had always been allowed to 
speak their minds. They had even been able to openly disagree and solutions 
were found on a participative style and democracy. This was not the case 
anymore as dissent was quickly wiped out. These leaders also demonstrate 
an external locus of control and feeling victim to events. It is a leadership 
style that promotes management by fear.84 If we look at fear and leadership 
we can see numerous examples where Alexander used fear on purpose – eg 
in Tyre he razed the city and sold the survivors to slavery to make other 
cities take notice that he was serious and to not cross him.  Yet fear leads to 
greedy, corrupt and inconsistent behaviour.85 Was Alexander simply 
overwhelmed? He had conquered everything in the known world and was 
scared for the future. He had executed many friends and was possibly feeling 
a huge slipping of his power and authority if his men decided to mutiny 
against him. By the time he died he was left with very little he had known 
from before Persia as his companion Hephaestion was dead, his beloved 
horse which he named a city after and many men he had known from 
childhood. When people are consumed with fear they lose a sense of self, it 
makes people irrational, thoughtless, and defensive. (Beerel 2009)86 gives 
some fear based culture symptoms.  

• People afraid to speak up 
• People always agree 
• People do not trust others 
• Scapegoat occurs frequently 
• Huge power differentials 
• Adverse repercussions for speaking up 

 
This unhealthy leadership style based on fear developed into narcissistic 
leadership. This is where leaders are absorbed with their own image. They 
have an insatiable need for greatness and power and an intense desire to 
compete and take risks.87. They are charismatic yet domineering and unable 
to exchange ideas (such as with Parmenio during war councils.)They are so 
preoccupied with grandiose they tend to start distrusting others and cannot 
tolerate dissent. Their fear leads to inconsistent and corrupt behaviour. He 
wanted more and nothing could stop him until eventually his men mutinied 
and ended his future invasions.  
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Charismatic leadership highlights some dysfunctional management 
practices.88  

• Poor management of people networks  
• Unconventional behaviour that alienates 
• Creation of in/out groups that disrupt and cause rivalry 
• Autocratic management style 
• Impulsive style  
• Alternating between idealizing and devaluing others 
• Creating excessive dependence 
• Failure to manage details 
• Obsession with superficial 
• Failure to develop successors of equal ability. 

 
Alexander perhaps may have benefited from knowing some key aspects for 
leadership.89 
1) Vision.  Image of the future you want to create. Alexander had one but it 
was not communicated well enough. The Macedonians thought he was trying 
to make them Persian.  
2) Human resource acumen.  Alexander knew his soldiers, slept alongside 
and ate with them. He was often a physician to his troops after battle and 
built relationships strong enough to cross the world with him. 
3) Magnanimity. His had great relationships; with soldiers, his companions, 
and he treated women well. Darius family became his own, after he defeated 
the King in battle and he built cities and worshipped at local temples.  
 
I think Alexander started off very charismatic. He was energetic, clever, and 
was inspirational to his army. He ate with them and treated them as equals. 
He led them in a democratic consultative way and they loved him for it. They 
followed him through bonds of loyalty and trust anywhere he wanted to go. 
He was also a bit of a servant leader as he was a trained physician and after 
battles would help to patch up the soldiers. He was arguably a 
transformational leader as he had a great vision, it just was not 
communicated well enough to be shared with the rest of his team. When in 
the end nothing was quite working out as he wanted he became autocratic. 
He became demanding, unapproachable and there was often an execution of 
someone he saw as a problem to his Policy of Fusion such as Cleitus, 
Callisthenes or Philotas. These men were all his own generals and friends 
from childhood who he killed in order to get his own way. I think the 
charismatic leader in him simply turned into driving his own needs above the 
group and in the end he could see no way out.  
 
 
Resistance to Change 
His followers are of course the key to the mutiny which ended Alexander’s 
military dominance. With all the knowledge in the ancient and modern world 
on leadership and culture Alexander could not have done anything without his 
followers.  His men put a stop to his vision because of their resistance to 
change. After his death we can see what Alexander was wanting to achieve, 
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but during his attempt of the Policy of Fusion he was met with nothing but 
extreme resistance.  So why are people so resistance to change?  You have 
to convince them they need to change, provide a vision and demonstrate 
positive early results.90 Change can be resisted even if it is good change. 
There are many reasons for resistance to change.91 
1) A perceived negative outcome. “Change…unleashes a multitude of fears: 
of the unknown, of loss of freedom, of status or position, authority, 
responsibility or money.”92 This is a huge reason people are resistant to 
change and one applicable to Alexander’s men and their situation with army 
elephants. They did not know what was going to happen and they did not 
want to die in the process of finding out. They believed they had paid their 
time to the King and his expedition and it was time to head home. Losing 
position, freedom or status is a huge reason for not wanting change. It is 
everywhere, leaving University and not having the same freedom in a full 
time job or keeping the status of still only being a student can be daunting. 
When there is change and it affects responsibility or money that is when 
people get scared, such as a new addition to the family, or applying for a job 
with more responsibility or less money.  
2) Fear of more work or less opportunity for rewards. The fear of having to 
do more work often comes around when a company is making change to a 
system such as with computers. There is now a whole different system to 
learn how to work and the old one worked fine, why change it? 
3) Habits to be broken as people get used to a way of doing things. This is 
generally given as a stereotype of the older generation but there are certainly 
many young people who have habits and do not like change. Alexander’s men 
had definitely developed habits they did not wish to change. They were used 
to their ways of approaching things and having a change forced on them was 
a key element in the mutiny. 
4) Lack of communication. It is important to answer the questions people 
have instead of just sending it down from top management. (Beerel 2009)93 
states the central issue around change is not strategy, structure or culture. It 
is about addressing people’s feelings. Alexander did not do this. He tried to 
force policy down the line which undermined everything Greek culture stood 
for as equals. He knew he was powerful enough to enforce almost anything 
and yet he failed. The men mutinied and upon returning back to Persepolis 
Alexander died. The policy was now a long distant memory as his successors 
fought and divided up the Empire he had given his life to combine.  
5) Failure to align with organisation as a whole. Whole structure needs to 
work together, - values, core competencies, culture. Obviously Alexander was 
a one man band for his policy and it did not work.  
6) Employee rebellion. People resist if they feel like it is being forced on them 
which results in a feeling of lack of control.  
 
Key is to establish the need for change. Formula is:  C= A x B x D > X94 
  
C = probability of change being successful  
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A = dissatisfaction with status quo  
B = clear statement of desired end after change  
D = concrete first steps towards goal  
X = cost of change  
  
We can see through the formula that unfortunately Alexander had almost no 
chance of success. While he had all the finance in the world so that cost was 
no issue, it was many other factors which hindered his vision. The army was 
not dissatisfied with the status quo and so they saw no reason to change. 
Alexander also never seemed to have given any sort of indication or clear 
statement about what exactly he wanted from this merging and fusion. Who 
was to have the top jobs? Was everyone really equal or were Greeks still 
going to be the head of the organization? While Alexander did take many 
steps towards his goal with his policy, they were never received well. The 
cost of change to the Greeks of giving up their titles as victors, parts of their 
culture such as dress, practices and norms was too much. The cost was not 
measured to the Greeks in money but in freedoms. 
 It should have been an easy conclusion. If Alexander had known the 
modern theories and concepts of culture and leadership the mutiny that lead 
to the downfall of his ever expanding Empire could have been avoided and 
his unceasing military dominance continued.  Yet when assessing the 
dimensions of culture and leadership it is hard to make assumption of how 
things could have been different in a modern context let alone thousands of 
years ago in a military dominant world. The cultural dimensions and aspects 
of leadership are so complex and varied it would be nearly impossible to have 
a definitive statement. There is still conflict due to cultural differences in 
today’s society, giving the impression this problem is just as large for us now 
as it was for Alexander then. The verdict of whether Alexander may have 
been able to pursue his vision with the support of his men through having 
knowledge of these techniques will never be known. However we can use his 
examples as well as our modern knowledge to try and at least make a 
difference through education of cultural differences. In his time this attempt 
at cultural merging had never been done before as people did not often move 
from one culture to another as we do now. They also certainly never studied 
the culture before they left as we can now with globalisation. The cultural 
shock the Greek army would have been presented with would have been 
enormous and completely overwhelming. Every aspect from clothing, 
behaviour and beliefs were foreign and confusing. Alexander went from a 
democratic, charismatic leader to an autocratic and narcissistic one. The 
mutiny seemed to be the only way to stop his reign of continual domination 
and satisfying his own personal goals. He was in a downward spiral 
cultivating a fear based system of leadership. This environment combined 
with the Greeks culturally constrained mindsets and resistance to change led 
to the failure of Alexander’s vision of a fusion between the Empires. A move 
which if successful would have completely altered the modern world.  
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Introduction 
Strategic management is a constantly evolving field of research that seeks to 
understand why companies behave the way they do and the influences on 
their success or failure (Rumelt, Schendel, & Teece, 1994). Strategic 
management is argued to be centred on the creation and sustainability of 
competitive advantage (Bowman, Singh, & Thomas, 2006). Early theories 
consider sustainable competitive advantage to be created from the pursuit of 
competitive strategies. Porter (1998) pioneered the field of competitive 
strategy. He suggested that companies must look to compete by basing 
strategy around cost, differentiation or focus. Porter (1998) argued that 
companies could not simultaneously compete on cost and differentiation as 
this would lead to being ‘stuck in the middle’ and losing customers as 
someone would always be cheaper or further differentiated. However, it is 
argued that companies have struggled to sustain competitive advantage 
using traditional competitive strategies in hypercompetitive environments- 
environments of ‘rapidly escalating competition based on price-quality 
positioning’ (D’Aveni, Canger, & Doyle, 1995, p. 46). In these environments 
constant competition leads to a state of perfect competition- where no-one 
has a sustained competitive advantage (D’Aveni et al., 1995). 

Contributions to literature in the last 20 years suggest that competitive 
strategies are not the only way to obtain competitive advantage in 
organisations and in fact, may not even be the best way. Strategies around 
innovation look at creating new demand and expanding the size of the 
market rather than competing over a finite number of customers. Innovation 
strategies are argued to be more lucrative than competitive strategies 
because of this (Kim & Mauborgne, 2005a). Furthermore they are considered 
to be more sustainable in delivering competitive advantage, competition may 
take 15 years to erode profits derived from innovation (Burke, Stel, & Thurik, 
2010). Not only that, innovation strategies can eliminate the need for trade-
off, meaning companies do not always have to make a decision about 
whether they will be low cost or highly differentiated (Kim & Mauborgne, 
2005b). This essay focuses on three important theories concerning 
innovation; blue ocean strategy, disruptive innovation and strategic 
innovation. These theories will firstly be described in detail and compared and 
contrasted with each other. We will then look at how companies can execute 
these theories. Lastly this essay will review these theories in regards to their 
practical and theoretical value in order to critically examine what they 
contribute to the field of strategic management.    
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Describing the Theories 
Competitive strategy is based on the assumption that only so much territory 
exists. Kim and Mauborgne (2005c) highlight the idea that dividing up the 
territory is not the only way, arguing that companies can create new land 
(Kim & Mauborgne, 2005c). This is called blue ocean strategy and involves 
looking to uncontested market space to create and capture new demand 
(Barwise & Meehan, 2012; Kim & Mauborgne, 2004). Kim and Mauborgne 
(2004) argue that this approach allows companies to pursue differentiation 
and low cost strategies as the lack of competition diminishes the need for 
trade off. 

Kim and Mauborgne (2004) suggest that companies pursuing a blue 
ocean strategy must consider innovation that holds value for their target 
market. This means improving products in a way that customers are really 
and willing to pay for (Cirjevskis, Homenko, & Lacinova, 2010). This forces a 
customer driven approach - once a market is found they must be carefully 
understood in order to develop a product or service that meets their needs. 
Success in doing this will determine which company becomes the dominant 
player in this new market. To secure long term market leadership companies 
must look to strengthen their position to deter new entrants that can easily 
imitate their strategy (Barwise & Meehan, 2012). Furthermore there is an on-
going need to be looking for the next blue ocean as attractive markets will 
become filled with other competitors (Barwise & Meehan, 2012). 

An example of a company using Blue Ocean Strategy is RaveNector 
(www.ravenector.com). RaveNector compete in the art industry, which is 
filled with multiple players and competition. RaveNector, however, target a 
new market in the art industry- those who want to wear their art. Through an 
innovative sublimation printing process the art work is made more compelling 
and wearable. This innovation clearly brings value to the target market. 
An alternative theoretical perspective to blue ocean strategy is disruptive 
innovation. Unlike blue ocean strategy, disruptive innovation has a much 
stronger focus on creating new technologies that revolutionise old ways of 
doing things. The pioneer of this theory Christensen (1997) notes that the 
key characteristics of disruptive innovation are that it starts out worse than 
the current offerings in terms of the performance attribute mainstream 
customers value. Despite this it introduces new performance attributes that 
appeal to a different market (Christensen, 1997). This is similar to blue ocean 
in that it looks to serve a market not being served by incumbents 
(Govindarajan, Kopalle, & Danneels, 2011). Where it differs, however, is in 
its customer acquisition strategy. While companies pursuing blue oceans will 
need to constantly look for new untapped markets to survive, disruptive 
innovation demonstrates that new technologies can improve to a level where 
they are able to satisfy mainstream customers on the performance attribute 
they are demanding (Schmidt & Druehl, 2008). Therefore disruptive 
innovations start out in new markets but infiltrate the mainstream, forcing 
incumbents to respond (Schmidt & Druehl, 2008). 

Disruptive innovation is not customer driven in the same way that blue 
ocean strategy is (Christensen, 1997). Blue ocean strategy specifically looks 
for a market that has not been targeted and works to create a product to 
target them. Disruptive innovation is far more focused on the innovation- a 
new market is created based around who the innovation appeals to rather 
than finding a market and targeting a product towards them. Disruptive 

http://www.ravenector.com/
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innovation identifies gaps in the market based on what incumbents are not 
producing rather than what customers are demanding. Disruptive innovation, 
therefore, is not focused on value innovation but on improving technologies 
and developing new performance attributes. 

Christensen and Raynor (2003) suggest that to achieve disruptive 
innovation the business model must align with the innovation. Therefore the 
name was changed from disruptive technology to disruptive innovation. 

Disruptive innovation, similar to blue ocean, rejects the idea of a 
trade-off between differentiation and low cost (Eggers, Baker, Gonzalez, & 
Vaughn, 2012). Offering an innovation that suffices in the performance 
attributes demanded by the mainstream and introduces some new 
performance attributes, means customers in the mainstream market may 
switch because the price represents a better deal (Adner, 2002). This allows 
companies to compete on both differentiation and price.  

An example of an innovation that has the potential to be disruptive to 
the fossil fuel industry is solar power. Solar power introduces unique 
performance attributes- unlike fossil fuels; solar power does not lead to any 
harmful emissions during operation. However it is much less efficient and 
carries high installation costs (Bullis, 2013). Those initially attracted to it 
were the ones that prioritised the benefits to the environment that solar 
power is associated with. Solar power has since progressed as a technology. 
IKEA has recently announced that it will begin selling solar panels 
(Koronowski, 2013) which marks the improvement in price. There are also 
new technologies which are improving the efficiency of solar power and 
simultaneously reducing the cost which companies are working to 
commercialise (Bullis, 2013). It remains to be seen whether this technology 
will disrupt incumbents in the fossil fuel industry, however, if it reaches a 
point where it satisfies the mainstream in cost and efficiencies, disruptive 
innovation theory would suggest it could.  

The third perspective around innovation is strategic innovation. 
Markides (1997) defines this as finding a new way to compete in the existing 
industries. Unlike disruptive innovation and blue ocean strategy, strategic 
innovation does not necessarily have to create a new market or revolutionise 
a technology (Berghman, Matthyssens, Streukens, & Vandenbempt, 2013). 
Instead it focuses on being different from competitors in terms of the 
customer, product or service and how it is distributed (Berghman et.al, 
2013). This strategy has the most focus on the business model. It argues 
that by changing parts of the business model, companies will change the 
industry they compete in and gain sustained advantage (Markides, 1997). 
Companies that undertake strategic innovation will not necessarily displace 
their competitors like disruptive innovation would (Berghman et.al, 2013). 
Instead they look to sell in a different way allowing incumbents and new 
entrants to remain in the industry as customer preference will often mean 
there is a place for both.  

An example of a business model changing an industry is Etsy 
(www.etsy.com). Etsy is an online marketplace for handcrafters to sell their 
products (Etsy, 2013). This platform changes the business model for e-
commerce websites by adding an element of exclusivity to the website. Etsy 
is has over 400 000 handcraft businesses selling through their platform and 
is arguably the go to online website to find unique handcrafted goods (Etsy, 
2013).  

http://www.etsy.com/
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Below is a table that outlines the main characteristics for the three 
innovation theories discussed. This highlights the similarities and differences 
between each theory as discussed in the above paragraphs.  
 
Table One: Characteristics of Innovation Theories 
Characteristics Blue Ocean 

Strategy 
Disruptive 
innovation 

Strategic 
innovation 

Customer driven     
Serves a new market     

(initially) 
  

Innovate to create something 
customers value 

     

Identify the gaps in the market      
Displaces incumbents     
Infiltrates mainstream markets     
Introduces new performance 
attributes 

     

Differentiation in the business 
model 

    
(not always) 

  

 
 
Execution 
These theories represent a new way of thinking in strategic management. To 
move beyond theory into influencing how companies behave, however, these 
theories must have practical implications. This next section will highlight 
some key suggestions that companies looking to implement each strategy 
must consider.  

Cirjevskis et al., (2010) argues that blue ocean strategy must have a 
market-pull approach meaning that careful analysis of the target market is 
needed when deciding innovation. Altering attributes of a product must align 
to what the customer demands rather than simply being different from 
competitors. To ensure difference, blue ocean strategy requires organisations 
to look at alternatives and non-customers in an industry (Kim & Mauborgne, 
2004) and consider where a valuable gap exists. They must actively seek to 
create new critical success factors in an industry. Using the example of 
RaveNector we can see how they have altered the art industry through 
focusing on people who may not have traditionally purchased art due to 
prices or exclusivity. Therefore instead of competing head on with art 
galleries they have taken art to a more public space allowing a new market to 
appreciate it. Barwise and Meehan (2012) argue that to ensure a market-pull 
approach organisations must encourage an open organisation culture where 
market insights can be passed on to the people with the power to act.  

Unlike Blue Ocean, disruptive innovation focuses less on market-pull 
and more on technology-push (Cirjevskis et al., 2010). Therefore, 
organisations must first determine if an innovation is disruptive or sustaining 
(Bower & Christensen, 1995). A sustaining innovation does not create new 
markets or introduce new performance attributes, it improves an existing 
performance attributes in a product or service to give them better value. 
Bower and Christensen (1995) suggest that an innovation is more likely to be 
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disruptive if there is a disagreement about the new venture particularly 
between finance and technology departments as disruptive innovation does 
not appeal to financial departments because it initially yields less profit. 
Disruptive innovation creates new markets so information must be created 
(Bower & Christensen, 1995). Companies must consider who the customers 
will be, which dimensions of product performance matter and what the right 
price points will be.  

Bower and Christensen (1995) strongly advise creating an independent 
organisation for disruptive innovation to ensure it does not threaten the 
existing organisation. Disruptive innovation involves different customers and 
products to the existing business. It is thought that separate business units 
should not be re-integrated with the existing company- even if it means the 
death of the previous company (Bower & Christensen, 1995). 

Strategic innovation requires businesses to innovate their current 
business model and examine what they could be doing different from the 
competition. This requires a focus on technology-push and market-pull 
(Wood, 2007). Markides (1998) states that this is challenging as there is a 
need to do it while the business is still financially successful due to the 
investment required. Companies must monitor external conditions including 
trends which influence the industry and the current market offerings 
(Markides, 1998). Companies must consider who their new customers will be, 
what their new products or services will be and how they will accomplish this.  

As with disruptive innovation it is suggested that a new business unit 
may be required to deliver on a new business model. Unlike disruptive 
innovation it is not always necessary for this to be completely separate as 
integrating may allow for competencies to cross over and assist the new 
business model. Berghman et al., (2013) argue that a separate business unit 
is only best for commercialisation and that initiation of strategic innovation 
should be aligned with the current organisation to allow for sharing of 
resources.  

Something all three innovation theories have in common is the need to 
create a culture that aligns with the pursuit of innovation and novelty 
(Denning, 2012; Yu & Hang, 2010).  Denning (2012) argues that for 
successful implementation of innovation the goal of the company needs to 
shift to delighting customers. Denning (2012) claims that this means a shift 
from conventional measures of financial success. It is suggested that a 
culture of positive crisis must be created where good is not considered good 
enough (Markides, 1998; Wood, 2007). This is because innovation needs to 
happen while the business is still enjoying financial success to ensure there 
are resources for it (Wood, 2007).  

The table below summarises where each of these concepts lie in terms 
of four characteristics to execution. We can see that Blue Ocean focuses on 
finding a market that is not currently being targeted. To do this they must 
examine the current industry and look for a new customer segment not being 
served by current performance attributes. This is dominated by the idea of a 
market pull approach. Disruptive innovation’s focus on technology-push 
means it must consider the current technologies and what new performance 
attributes can be developed. The differences to what the company is 
currently doing means a separate business unit is recommended. Strategic 
innovation demands examination of the current industry and technology is 
order to find a different way of serving a market- both market-pull and 
technology-push. A separate business unit may be required to implement a 
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new business model though this is not always necessary. In order to 
successfully execute innovation culture within organisations must be altered 
to align with this new mind-set. 

 
Table Two: Execution 
Characteristics Blue Ocean Disruptive 

Innovation 
Strategic 
Innovation 

Examination of current 
industry 

     

Examination of the 
current technologies  

     

Separate business unit      
(not always) 

Change in culture       

 
 
Critique  
This essay has taken a descriptive approach of these theories, summarising 
how major contributors to literature define the theories and how companies 
can implement them. It will now focus on critiquing the theories in terms of 
their practical and theoretical value.  
 
Practical Value 
Denning (2012) feels that for start-up companies innovation is a huge 
opportunity, whereas for incumbents it becomes a threat. Start-up companies 
have few pre-existing limitations on how they operate making it easier to 
create a culture around innovation. Therefore the contribution of these 
theories in practice needs to focus towards how established companies can 
adopt a strategy more aligned with innovation. 

The suggestion that established companies can adopt an innovation 
mentality is challenged in literature. Incumbents face problems with 
responding to innovations as it can require competencies that they are ill 
equipped to acquire (Assink, 2006; Henderson, 2006; Markides, 1998). To 
understand the appeal of a new innovation requires the understanding on an 
entirely different market segment (Henderson, 2006). This may not be 
something an incumbent is able to do. 

It is noted that cultures in existing companies do not support 
disruptive innovation as this involves selling less initially (Christensen, 2006; 
Denning, 2012; Yu & Hang, 2010). Doing this may bring management into 
question as they lose profits (Petrick & Martinelli, 2012). It can also impact 
their incentives which are often rewarded on the basis of sales (Petrick & 
Martinelli, 2012). Furthermore innovation theory suggests that the best time 
to change is when the business is still enjoying financial success (Markides, 
1998). Therefore it can be hard to convince people that it is necessary.  
These inhibitors lead into the need to consider how established companies 
can effectively respond to innovation threats from new entrants. 
Markides (2006) argues that established companies do not need to innovate 
to respond to new entrants in the market. It is suggested that investing in 
current offerings may enable incumbents to become more competitive and 
able to fight off potential threats (Charitou & Markides, 2003). This is instead 



Volume 11 2013  Otago Management Graduate Review 
 

Hyde 37 

of imitating the innovations of new competitors. Not all innovation will 
overtake the traditional way of doing things- disruptive innovation is the only 
theoretical perspective that takes this view. Many innovations, such as 
RaveNector and Etsy, appeal to different markets. It is suggested that if this 
is the case incumbents can afford to ignore the innovation (Charitou & 
Markides, 2003).  

Ignoring or investing further in the old ways of doing things will only 
work if the innovations do not threaten incumbent’s current markets. 
Unfortunately a weakness in innovation theory is that it is very difficult to 
realise when an innovation will advance in performance attributes and begin 
to appeal to mainstream customers (Danneels, 2004). Disruptive innovation 
theory notes that there are two different kinds of technologies-sustaining or 
disruptive- as discussed previously (Christensen, 1997). Despite the 
recommendation to respond to innovation if the technology is disruptive 
(Christensen, 1997) it remains unclear how companies can know for sure 
when an innovation is disruptive or when it will only target new markets and 
not interfere with the incumbents customer base (Danneels, 2004).  
Christensen (2006) claims that if a technology is not disruptive it may be 
because it has not yet disrupted. This statement enforces the idea that 
companies face constant risk that new innovations will undermine the 
demand for their current offerings. Ultimately this makes it nearly impossible 
for companies to understand when they should be putting resources into 
innovation and when they should be working to improve their current way of 
doing things. If we consider solar power- this was a technology developed 
several years ago that has still not succeeded in disrupting- recent 
environmental conditions and advancements in technology suggest it may 
start to appeal to mainstream customers, but this is still uncertain. If fossil 
fuel companies had responded to this innovation in its early stages this may 
have meant huge financial losses for them.  

The lack of certainty means that while it may not be enough for 
companies to focus investment on current ways of doing things, companies 
face huge risks if they choose to switch to new innovations. It is suggested 
that companies need to create a culture of constantly developing innovation 
and asking questions of their current business (Markides, 1998; Yu & Hang, 
2010). The challenges this means for a company should not be overlooked. It 
may be that the implications of having organisations constantly looking for 
the next thing means they are unable to focus on what they are doing in the 
moment, therefore risking  current endeavours as well as new ones (Assink, 
2006). Companies need some degree of stability in order to establish 
themselves in a market or strategy.  

Setting up a separate business unit is considered to be a good answer 
for this problem (Bower & Christensen, 1995). Here incumbents hold 
significant advantages to start-ups in terms of resources that are available. 
Separate business units mean established companies can experiment with 
new innovations while focusing on current offerings (Charitou & Markides, 
2003). A separate business unit requires significant resources; therefore it is 
still a risky decision for organisations to be making.  

The lack of certainty about when and how a company should respond 
to innovation is a limitation for these theories in terms of their practical use 
to companies. The risk makes it difficult for companies to justify the pursuit 
of an innovation strategy.  
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Theoretical Value 
The previous paragraphs have considered the value of innovation theories for 
practical use in established companies. To evaluate their overall value it is 
necessary to consider their contribution to strategic management theory. To 
do this we first consider what came before innovation-competitive strategy. 
The taxonomic interpretation of competitive strategy orders that competitive 
strategy can be interpreted on a basis of cost, differentiation and market 
scope (Campbell-Hunt, 2000).These follow the generic strategies Porter 
(1998) theorised. Increasingly the idea of a trade-off between cost and 
differentiation has been challenged empirically - with it being shown that 
hybrid strategies do not necessarily result in a decrease in performance (Kim 
& Mauborgne, 2005a; Nam, & Stimpert, 2003; Pertusa-Ortega, Molina-
Azorin, & Claver-Cortes, 2009; Thornhill & White, 2007). Furthermore, it is 
noted that companies struggle to sustain competitive advantage when only 
focusing on competition (D’Aveni et al., 1995). This represents a shortcoming 
in the predictive value of competitive strategies. Innovation theory may 
represent a change in mind-set that can correct this shortcoming. Innovation 
theories are different to competitive theories as they consider creating a new 
market rather than exploiting an existing one.  They change the rules of the 
industry through innovations in the customer they target, technologies or 
business model. This means they can avoid the traditional cost/differentiation 
trade off.  

Despite differences in the theories, the consequences in terms of the 
implementation process are similar to previous strategic management 
theories. To be successful in innovation companies must monitor the external 
environment to find trends and gaps which could lead to a new way of doing 
things (Assink, 2006; Denning, 2012; Markides, 1998; Petrick & Martinelli, 
2012; Sammut-Bonnici & Paroutis, 2013; Yu & Hang, 2010) This is very 
similar to the industrial organisation view of strategic management which 
states that organisations gain competitive advantage through the external 
conditions they operate in (Porter, 1979). A popular analysis tool for the 
external environment is PESTEL which requires companies to look for trends 
and factors that will influence the success of the business in the environment 
(Porter, 1979). It is also noted that ensuring the company has the necessary 
competencies is very important in order to respond to innovations and to 
develop an innovative culture (Assink, 2006; Petrick & Martinelli, 2012; 
Sammut-Bonnici & Paroutis, 2012; Yu & Hang, 2010). This links into the 
resource based view of strategic management (Barney, 1991). The main 
analysis tool for this is VRIN- the idea that organisations must acquire 
resources and capabilities that are valuable, rare, inimitable, and non-
substitutable (Barney, 1991). This provides a framework for companies to 
consider their competitive advantage in terms of the internal differences they 
have in their organisation. Lastly, strategic innovation emphasises the 
importance of aligning any new business model with the competencies of the 
organisation- highlighting the idea of strategic alignment (Johnson, 
Whittington, & Scholes, 2010). 

Innovation theories provide a new mind-set for competitive advantage 
which companies need to be aware of. Competitive strategies, however, 
provide many useful tools for analysis are useful in the context of innovation. 
Companies are still required to monitor the environment and consider their 
core capabilities that give them competitive advantage. While the mind-set of 
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organisations may change, the practice of creating strategy may not need to 
alter dramatically.  

 
 

Conclusion 
This essay has described three innovation theories that have shifted how 
strategic management thinks in relation to organisations gaining sustained 
competitive advantage. The theories aim to create new markets rather than 
exploiting current ones which shifts the perspective from competitive 
strategies where is a limited number of customers. Blue ocean strategy looks 
at how companies can create a new market through shifting the industry 
boundaries. Disruptive innovation creates new customers through introducing 
performance attributes not offered by current competitors. Strategic 
innovation adapts business models to avoid doing things in the same way as 
competitors. The execution of innovation involves exploring current 
industries, technologies and creating separate business units. It is argued 
that these theories provide greater profits and long term competitive 
advantage than traditional competitive strategies.  Despite the benefits of 
innovation it has been argued that innovation culture is challenging for 
existing companies to achieve. Furthermore, it is risky to adopt an innovation 
strategy as there is weaknesses in the theories in identifying what 
innovations will require businesses to adapt to change and what innovations 
will not infiltrate existing company’s current customers.  Innovation theories 
require resources to implement and therefore should be carefully evaluated 
before businesses decide to pursue them. Theoretically, these theories 
challenge the traditional competitive strategies by suggesting that there does 
not need to be a trade-off in cost and differentiation. In terms of 
implementation, however, it is suggested that the analysis tools developed 
from competitive strategies may still be useful. Therefore, innovation theories 
represent a change in mind-set for organisations but may not require a 
substantial change in activities. 
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Introduction 
Globalisation and liberalisation of the world economy has resulted in 
widespread competition for big and small and organisations alike. To sustain 
today’s global competition an organisation needs to build upon its strategic 
advantage. Innovation is a decisive factor that allows the firms to go out of 
the traditional boundaries of the business world and hold an irreplaceable 
position in the market. Innovation embodies, combines and synthesises 
knowledge in unique, significant and novel products, services or processes. 
(Jolly, 2003) 
 Innovation is driven by employee skills, knowledge and abilities. It 
allows an organisation to create and transform ideas and put them into 
practice to gain a competitive advantage. Human resource practices have an 
important role to play in developing and enhancing knowledge and skills of 
the employees. Moreover, HRM is responsible for creating the work culture 
and environment which in turn drives innovation. (Verloop and Wissema, 
2004) 
 This study will explore how human resource practices impact 
innovation by studying the HR practices at a small manufacturing company, 
widely known for its innovative products. The company was founded in the 
early 2000’s and began production in the mid-2000’s. It is based in New 
Zealand and employs less than 50 full time staff. The company has won 
multiple awards for its innovative products and remains leaders in innovation 
in its products. 
 The study covers three aspects within the company which have 
contributed to innovation in the organisation and HR practices that have 
addressed these aspects concluding with the recommendations towards the 
end. The three aspects the study covers are, 

• Knowledge management processes and the innovation value chain 
• Work culture of the firm 
• Synthesis of knowledge and culture creating innovation. 

 
 
Innovation Value Chain: Creating, Developing and 
Diffusing Knowledge 
According to the knowledge based view, knowledge, skills and abilities of the 
employees in a company facilitate expertise and innovation in the 
organisation. People’s skills and abilities are vital as they are the repositories 
of firm’s competitive advantage in the dynamic market situations. (Youndt et 
al., 1996). Managing knowledge enhances productivity, flexibility and 
financial performance of an organisation and HR has a key role in building a 
learning organisation. (Collins and Clark, 2003) 
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 According to Chen and Huang (2009), leveraging human expertise is 
an important aspect of innovation. Managing knowledge is a complex process 
and needs to address all the three stages of the innovation value chain, i.e. 
idea generation, conversion and diffusion. Hansen and Birkinshaw (2007) 
stress the fact that generation of ideas, concepts and knowledge to establish 
different mechanisms enables the firm to be competitive, innovative and 
protect itself from other businesses.  
 The CEO of the company acknowledges the role of managing 
knowledge as a key component of promoting innovation in the organisation. 
The company aims for implementing exemplary management practices to 
ensure the constant influx of knowledge in the organisation. The firm aims at 
going beyond the traditional boundaries of business and believes in 
articulating the company’s purposes in terms of knowledge and skills of their 
employees in order to deliver the best product to the consumer. 
 To ensure knowledge flow in the organisation, the company has 
various practices implemented to address all three stages of the innovation 
value chain. Lengnick-Hall and Lengnick-Hall (2003) described the role of HR 
as the knowledge facilitator, to ensure creation and acquisition, use and 
assimilation and diffusion of knowledge. The HR practices at the company 
promote creation of new ideas and their development and eventually 
diffusing them throughout the organisation so that every employee is working 
together in same direction. 
 
Idea generation 
Hansen and Birkinshaw (2007) pointed at idea generation as the vital 
ingredient to ensure innovation in the company. Knowledge management 
literature emphasises that creation of new knowledge is crucial to attain 
strategic advantage over competitors. Cantner et al. (2009) stressed the fact 
that creation of new knowledge in the firm results in innovation. 
 To generate new ideas, the company has the following human resource 
practices in place, 

• Horizontal hierarchy and flatter organisational structure 
• Cross-functional ‘pool’ teams 
• An engineer exchange programme. 

 
Horizontal hierarchy and flatter organisational structure 
According to Alder (2001), a horizontal hierarchy promotes information 
sharing within the organisation. Employees are more empowered to come up 
with new ideas and share them with other employees. The company has a 
flat organisational structure that enhances the communication process 
amongst the employees. According to Cantner et al. (2009), a flatter 
organisational structure ensures smooth flow of ideas and knowledge from 
top management to the employees and vice versa. This kind of organisational 
structure promotes knowledge sharing and gives birth to new ideas. 
Lengnick-Hall and Lengnick-Hall (2003) described the major advantages of a 
flat organisational structure. They are, 

• Employees are more autonomous and allows creative freedom 
• Fast and clear communication process 
• Subordinates are free from strict supervision which hinders them from 

being at their creative best 
• Creates fewer levels of management 
• Everybody has access to top management. 
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 The CEO of the company also believes in empowering people to 
generate new ideas and a flat organisational structure ensures a smooth and 
clear communication channel between the top management and the 
employees in the office and factory. This kind of structure has made sure that 
anyone from the factory or office can directly approach the CEO with any 
ideas or suggestions they might have. The firm values inputs from all its 
employees and believes that it removes any hindrance in the communication 
and information sharing process. The flatter organisational structure also 
allows for idea diffusion in the innovation value chain.  
 
Cross-functional ‘pool’ teams 
A cross-functional team can be defined as a group of people from varied 
business functions representing the firm’s interests and for a specific product 
or product line (Weber, 2012). According to Parker (2003), a cross-functional 
team is beneficial for a firm in various ways. They are, 

• Helps generation of new ideas and solutions to problems 
• Bringing up issues to any potential obstacles 
• Helps employees understand each other’s jobs better 
• Resolve problems and promote customer-oriented culture 
• Increased product quality and innovation.  

 
 Cross-functional teams hold deep expertise because of their diversity. 
People from different business functions excel in their fields; bringing them 
together on a single platform allows generation of more innovative ideas. 
Diverse personalities and multiple perspectives from each employee result in 
better decisions and better outcomes. To add to that, employees have broad 
experiences which results in more creativity, insight and subsequently 
innovation (Miller, 2012). 
 According to Hansen and Birkinshaw (2007), building cross-unit 
networks can contribute to the idea generation stage in a big way. The 
company has similar ‘pool’ teams with employees from the marketing 
department, IT, factory and engineering to allow them to discuss ideas and 
resolving any problems. The pool team allowed the employees to come up 
together with ideas and create knowledge. The firm also faced an issue of 
huge gap between the factory and office workers. These pool teams allowed 
both office and factory workers to understand each other’s job in a better 
way and come up with new ideas for products and processes. These teams 
were also able to resolve various issues they had in the organisation.  
 
Engineer exchange programme 
The knowledge management literature emphasises the role of acquisition of 
knowledge from the sources out of the firm’s boundaries. According to 
Lengnick-Hall and Lengnick-Hall (2003), HR acts as a mediator between the 
employees and knowledge. Acquisition of knowledge from the external 
sources ensures constant influx of new ideas into the company which 
challenges the dominant knowledge that was built on the existing capabilities 
of the employees. Hansen and Birkinshaw (2007) emphasised the use of 
external networks to enhance the knowledge and generation of new ideas. 
Acquiring knowledge helps the firms to be more creative and gain strategic 
and competitive advantage. Apart from this, it helps the firm to be innovative 
(Blackman and Henderson, 2012). 
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 The engineer exchange programme at the company allows knowledge 
acquisition by the firm. Four engineers from Denmark are hired as interns to 
generate new ideas and are rotated after every five months. This enables the 
company to add fresh knowledge to the organisation and generation of new 
ideas. It helps in exchange of new notions and improves collaborative 
capabilities. 
 
Idea Conversion and Retention 
New ideas generated by the employees do not prosper if necessary 
arrangements to test them are not put into place. In most of the traditional 
businesses, the novel ideas are lost because of conventional practices and 
thus results in firm not able to innovate. New ideas require sufficient 
resources to be allocated to progress to the idea conversion stage. (Hansen 
and Birkinshaw, 2007) It is also vital for a firm to retain ideas being 
generated to ensure that they are not lost. To progress from idea generation 
to idea conversion stage and retaining ideas, the company has following 
human resource practices in place, 

• Pilot projects 
• Visual management. 

 
Pilot projects   
Having pilot projects is an important HR practice that the company has in 
place to ensure the ideas being generated are being developed and worked 
upon. Sufficient amount of financial resources, time and human resources are 
allocated to the employees to test the ideas in real world. According to 
Cantner et al. (2009), it builds upon the knowledge of the company and leads 
to experiential learning.  
 The pilot projects being tested are then coupled with other projects to 
eventually implement a new product or process innovation. These pilot 
projects lead to incremental process innovation throughout the firm. 
According to Hansen and Birkinshaw (2007), testing ideas helps the firm in 
various ways. They are, 

• Allows the firm to introduce new product or process 
• Keeps the employees motivated and dedicated 
• Strategic and competitive advantage 
• Innovate. 

 
 The knowledge management literature also emphasises on the use of 
knowledge being created in the organisation. The HR has a vital role to play 
to ensure that the knowledge being generated is not lost and hence codified 
and assimilated within the organisation. (Lengnick-Hall and Lengnick-Hall, 
2003) 
 
Visual management 
According to Ross (2010), visual management allows a business to eliminate 
any information deficit. It ensures that a clear communication channel is 
being created in the business by inserting clues, cues and any useful 
information. He also argues that visual management increases the efficiency 
and effectiveness of a process and makes it noticeable, easy to remember 
and keep at forefront of the attention.  
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 This technique also helps in communicating information which is 
needed to make any decision and eliminating possible deviations from the 
information being communicated to the employees (Ross, 2010). 
 The challenge every innovative firm today faces is the retention of 
ideas. With many practices that the company has in place, there was a 
chance that the ideas being generated by the employees may be lost. To 
enable retention of ideas, the company implemented visual management 
practice that allowed instilling of ideas into the minds of the employees. To 
serve this purpose they implemented two ways. They are, 

• Colourful noticeboards 
• Whiteboards. 

 
 The firm believes that visual management is an effective technique to 
ensure that people in the company are aligned with the company’s mission to 
innovate. These techniques help employees throughout the organisation to 
become aware of the ideas being produced and ensures that they are 
communicated amongst all employees throughout the firm. Also, it makes 
sure that the ideas generated are retained and not lost.  
 
Idea Diffusion 
According to Hansen and Birkinshaw (2007), it is vital for the firm to spread 
and diffuse the ideas being created and developed to allow successful 
implementation. Firms should formulate channels of communication in order 
to align all the employees in same direction to implement an idea in to a 
product or process.  
 As mentioned earlier, the company promotes a clear communication 
channel and has variety of practices in place to allow smooth communication 
between all the employees. A horizontal organisational structure not just 
allows the employees to be creatively free but also ensures the constant 
information sharing in the firm.  
 Visual management on the other hand makes sure that ideas are 
retained, but also enables elimination of any information deficit and forming a 
clear communication channel. The noticeboards and whiteboards are used to 
communicate to the employees and hence help in idea diffusion throughout 
the organisation. 
 
 
The Work Culture and Innovation 
Work culture of an organisation is characterised by the values, beliefs, 
attitudes, behaviours and underlying assumptions shared amongst the group 
of people. It is the environment that surrounds the employees at work and 
has a great effect on the overall organisational productivity and efficiency. 
The work culture of the organisation is vastly influences employee’s skills, 
knowledge and abilities as well as the decision making and strategic direction 
of the firm (Heathfield, 2011). 
 According to Deloitte, culture of an innovative business is envisioned, 
created and supported by the leaders. (Lamoureux, 2010) The CEO of this 
company recognises this fact and believes that leadership of the organisation 
determines the culture and subsequently effects the path organisation would 
follow. The vision of the leader hugely effects innovation as it is the 
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responsibility of the leader to motivate, align and make people work towards 
same organisational goal. 
 Deloitte also recognises the role of HR in shaping the work culture of 
an organisation. The HR is responsible for creating an environment which 
enables knowledge creation and creativity. The HR practices determine the 
organisation’s strategy and leadership approach by fostering creation, 
supporting and creating positive work environment. To build a learning 
organisation, it is essential to create an environment that fosters creativity, 
freedom and knowledge. (Lamoureux, 2010) 
 Work culture at the company has been an important factor for the 
innovation. The firm believes in giving freedom to the employees to create 
knowledge and provide a relaxed and fun working environment. The human 
resource practices the company has in place for this purpose are, 

• Casual approach and work setting 
• Transparent appraisal process and financial information sharing 
• Customer-oriented culture. 

 
Casual Approach and Work Setting 
According to Bremer (2004), casual work setting can enhance productivity 
and creativity of employees by providing them a relaxed and fun atmosphere 
to work. It makes employees happier and more dedicated and diligent 
towards their work. According to Brookins (2004), a casual workplace can 
benefit an organisation in many ways. They are, 

• Firstly, it improves productivity and commitment of the employees. 
The employees are relaxed and have much more understanding of the 
organisation. A casual workplace reinforces the way a firm operates 
and allows the creativity and ideas to be shared amongst the workers. 
Businesses adopting an informal work setting have more chances of 
being innovative as employees demonstrate higher level of 
commitment towards work. 

• Secondly, it creates a brand identity of a firm which further impacts 
the talent a firm can attract. The innovative minds work best in an 
environment which fosters creativity. A casual work setting provides a 
mutual consensus between work and lifestyle. 

• Lastly, it forms unity between the employees and employer. Employees 
work in a relaxed environment and are not hesitant to provide 
solutions, suggestions or ideas to their managers. It enables the 
employees to feel the part of the corporate culture and talk to their 
peers in a friendly and non-hesitant manner. 

 
 The work culture at the company is hugely influenced by its casual and 
informal approach. The firm believes that it empowers employees to be at the 
creative best as their employees work in a very casual atmosphere which 
fosters creativity and innovation. The company has provided an informal 
work setting to the employees in following ways, 

• Bright coloured furniture – mix of red, yellow and orange furniture to 
maintain a happy and cheerful atmosphere at workplace. 

• Stand-up offices and meeting rooms – instead of round table 
discussions. The firm believes that it fosters creation of knowledge and 
sharing. 

• Encouraging employees to talk freely – allows more knowledge sharing 
and discussions and debates on the ideas for a product or process. 
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Transparent Appraisal Process and Financial Information Sharing 
Rewarding employees with monetary and non-monetary compensation is an 
important aspect in order to keep employees motivated. Restoring 
compensation and appraisal practices is critical to keep the employees 
knowledge driven and empowered. (Cohen, 1997) 
 The company has challenged the industry norm of discussing salaries 
at workplace which is generally considered as a taboo in majority of firms. 
The employees have meeting with the CEO every three months to discuss if 
they are happy or unhappy with their salaries and a possible hike they might 
receive. The CEO believes that this eliminates any issues that employees 
might have that hinders the motivation to work with the company.  
 The company also acknowledges the advantages of honest, open and 
clear communication with the employees as a key HR practice that allowed 
them to innovate. The firm has put up notices in the office displaying 
information about their financial position and making the employees know 
how much profits or losses they have been making in recent years. This 
fosters a mutual trust between the employers and employees and results in 
higher level of loyalty of employees towards the firm. 
 According to Shearer (2004), sharing information with the employees 
has added benefits to the organisation. They are, 

• Firstly, employees risk their futures, financial well bring and lifestyle 
for the success of the organisation they work for. Therefore, if the firm 
shares its information with the employees is enhances employer-
employee relationship and results in greater levels of work 
commitment of employees. 

• Secondly, committed, involved and trustworthy employees are more 
likely to generate ideas to improve business’s performance and help 
innovate. This enables the firm to be more responsive towards changes 
and subsequently prosper and innovate. 
 

Customer-Oriented Culture 
According to Staelin et al. (2006), it is vital for an organisation to focus on 
customer needs and hence many firms are now adopting a customer centric 
approach or a customer-oriented culture. In order for a long term innovation 
goal, firms need to address the work culture as well as the consumer needs 
together. A customer-oriented culture is a mutual consensus where 
organisational culture and consumer needs are bind together to innovate.  
 Tajeddini and Truman (2012) stressed that for the firms it is crucial to 
understand that, to be able to innovate they should aim at becoming market 
leaders not followers. The firms who understand their customer needs are 
more likely to innovate. Understanding consumer needs provides a fulcrum 
for the business strategy company wants to implement which allows the firm 
to create innovation in their products. A customer oriented culture positively 
influences the product innovation in the firm as the firm develops a 
relationship with their consumers by understanding their needs and giving 
them exactly what they want. Wattanasupachoke (2009) gives a detailed 
analysis of customer-oriented culture when combined with the Innovation 
Value Chain we studied before in the study results in adoption of Innovation 
oriented strategies, thereby improving organisational performance and 
Innovation. This is depicted in the diagram below, 
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Source: Wattanasupachoke (2009) 
 
Wattanasupachoke (2009) argued that organisational culture has a huge 
impact on the innovation strategies a firm adopts. Idea generation, 
conversion and diffusion when specifically altered to a customer centric 
approach encourages employees to implement new strategies which are 
innovative and subsequently lead to innovation of the firm. Citing Hansen and 
Birkinshaw (2007), he also argued that gathering knowledge from the 
external sources such as the consumers builds upon the skills, abilities and 
knowledge of the employees and enables the firm to innovate. Staelin et al. 
(2006) stated that a customer-oriented culture is beneficial for an 
organisation in the following ways, 

• Customer centric approach is relationship oriented 
• Fosters knowledge building 
• Strategic and competitive advantage over other firms 
• Allows firms to understand customer 
• Market leadership and customer loyalty 
• Innovative products. 

 
 Customer centricity is a part of the company’s corporate policy. The 
company hugely depends on developing their products focused on customers. 
When the company was founded, the CEO saw the gap in the market for the 
good-looking and stylish products. The company started off with customer 
orientation.  
 The company builds upon its knowledge of the customers by 
encouraging employees from different business functions in the firm to 
interact with consumers during conventions and home shows. This allows the 
employees to get a detailed insight into the customer’s needs and wants, 
generating high level of employee involvement and motivation. According to 
Shearer (2004), involved, motivated and committed employees are more 
likely to generate innovative ideas. A customer-oriented culture has allowed 
the company to innovate their product offering and ensure that their products 
are designed in accordance with the consumer needs.  
 
 
Creating a Synthesis of Knowledge and Culture to 
Innovate 
The company believes that it is just not one practice that has enabled them 
to be innovative, it is a bunch of activities combined together that fosters 
innovation. The CEO agreed on the fact that leadership, culture and 
knowledge building are interdependent and support one another in 
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innovation. The HR practices form linkages between all and allow building a 
learning organisation that is prosperous and innovative. 
 Looking at the literature, Azimi et al. (2012) said that knowledge 
resides in the healthy mind of an individual and the employees utilise their 
cognitive processes to transform their knowledge into an idea. In order to 
ensure healthy minds of the employees, organisational culture is an 
important factor. Citing Schwandt and Marquardt (2000) and Schein (2010), 
Azimi et al. said that organisational culture effects knowledge in following 
ways, 

• Organisational culture is intrinsically fosters learning processes in a 
firm by making sure that the knowledge being created is stored, 
shared and updated 

• Knowledge sharing is hugely influenced by the degree to which 
employees have environment and shared context of sharing knowledge 

• Culture influences organisational structure which further influences 
knowledge sharing. A hierarchical structure negatively influences 
knowledge whereas a flatter structure results in a strong inter-
organisational relationships. 

 
 Leidner and Kayworth (2005) created a conceptual model about 
relationship between organisational culture and values, knowledge 
management and outcomes. This is depicted below. 
 
 
 
 
 
 
 
 
Source: Leidner and Kayworth (2005) 
 
 According to them, a sound organisational culture promotes knowledge 
building in the organisations. A good culture keeps employees motivated and 
empowered. It is more likely that new ideas are generated and hence 
productivity is improved fostering innovation.  
 Another model by Martins and Martins (2002) described culture 
enabling knowledge building and subsequently leading to increased creative 
and innovative activities. According to them, culture represents leadership, 
strategic vision and mission, interpersonal relationships, environment, 
employee needs and objectives, management processes and structure which 
positively influences, 

• Flexibility and freedom 
• Autonomy and creativity 
• Empowerment and decision making 
• Co-operative teams and group interaction 
• Open communication 

 
 The availability of these five factors fosters knowledge building, 
creativity and innovation, hence proving that knowledge is derivative of the 
culture. These five factors are basic ingredients to create and share 
knowledge allowing employees to be creative and more innovative. Culture 
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enhances knowledge which further fosters innovation. Moreover, the 
presence of other factors such as rewards and recognition further empowers 
and motivates employees. An effective knowledge management system 
further fosters innovation.  
 According to Cantner et al. (2009), innovation is fostered by creation 
and acquisition of knowledge, development of competencies and further 
knowledge diffusion. Knowledge management systems thrive on the 
generating and sharing of information creating innovation. The skills and 
abilities of the employees are vital components of innovation and the human 
resource practices play an important role in ensuring the same. 
 The role of HR practices in creation of knowledge is crucial. HR acts as 
a knowledge facilitator and a relationship builder between the knowledge and 
employees. Providing an environment that allows knowledge creation and 
further fostering innovation is a crucial role that HR plays (Lengnick-Hall and 
Lengnick-Hall, 2003). 
 According to Collins and Clark (2003), human resource practices form 
the basis of influencing and shaping skills, behaviours and knowledge of the 
employees enabling them to achieve organisational goals. Innovation tends 
to be initiated through employee’s knowledge, expertise and skills, and 
culture provides an ideal environment which fosters knowledge building.  
 The company has an informal approach and a clear communication 
channel. They promote employees to stand up and talk freely about any 
ideas and suggestions they might have. Moreover, the firm focusses on 
making work fun by additional practices such as the informal work settings 
and stand up meetings creating a relaxed organisational culture which 
enhances the interpersonal relationships amongst employees. The 
organisational culture of the company has contributed in a huge way to the 
generation of novel ideas. Therefore, the work culture at the company has 
led to building knowledge in the firm, which is their major competency. 
 Therefore, we can conclude that a good organisational culture 
promotes building of knowledge and subsequently an effective knowledge 
management system fosters innovation. It is a chain of practices linked 
together, supporting each other that enables and organisation to innovate. It 
is the synthesis of culture and knowledge, one supporting another, fostering 
Innovation. 
 
 
Recommendations and Conclusion 
The company has the right components in the right place to ensure 
innovation. A relaxed and fun organisational culture which promotes 
knowledge creation and sharing, practices supporting generation and 
development of ideas, high level of co-ordination between the management 
and employees because of a flatter organisational structure and a visionary 
and innovative leadership. The firm, however, reported two major issues they 
experienced. They are, 

• Recruitment of innovative minds 
• Eliminating practices that hinder innovation. 

 
 According to Arthur (2012), there is a need for going beyond the 
traditional practice of employee recruitment and re-imagine a new practice of 
recruiting people who are innovative. As discussed in previous chapters, 
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innovation is a derivative of employee knowledge, skills and expertise 
combined with right culture and set of practices, it shows the importance of 
the need for attracting and retaining top performers and innovative minds for 
any firm. The firm reported to lack such a framework of recruiting innovative 
minds. The CEO believes that the firm has to look for attracting people who 
are creative. Male (2010) lists a few creative recruiting practices that might 
work for the company. They are, 

• Look for talent in unusual places – job fairs are not ideal location to 
look for a creative person. Looking for a candidate on blogs, social 
media are the next trends. 

• Advertise job vacancies through non-traditional methods – use of 
podcasts, LinkedIn rather than recruitment websites or newspapers. 

• Publicise referral incentives at workplace – employees already working 
in the firm know the firm better than anybody else. They might know 
someone who is creative and if the firm finds the right candidate, it can 
provide incentives to referrer.  

• Group interactions – handpick prospective employees and arrange for 
a group interaction. This will allow the firm to know the level of interest 
of the candidates and their perspective.   

 
 Secondly, eliminating practices that hinder innovation is important as 
well. According to Chen and Taylor (2009), innovation is a primary product of 
knowledge, management practices and processes. In some instances, some 
management practices and processes diminish knowledge building by 
discouraging employees and making them dissatisfied with their workplace. 
In such a case, there is a need to abolish such practices so that the firm is 
able to innovate.  
 Summing up the findings of the study, we can conclude that innovation 
is created with the set of interlinked practices, not just one single practice. 
These practices should support creation, acquisition, development and 
diffusion of knowledge and create an environment where employees are 
empowered and motivated to share information among themselves. Human 
resource practices have a crucial role to play in creating a culture that spurs 
knowledge building which further fosters innovation. Looking at the real world 
scenario at the company and the findings from the literature, we can 
conclude that innovation dwells on the three actualities of culture, people and 
knowledge, and people practices of a firm has a positive impact on these 
three. These three factors form the basis for an organisation that is 
prosperous and spurs innovation.  
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1. Introduction  
Globalisation is often referred to as a set of macroeconomic activities in which 
a cluster of complex international economic factors that have a great 
influence on economic performance at national level. The rapid growth in 
technology has allowed the organisations to trade outside the national 
borders and set up offices and manufacturing facilities throughout the world. 
Outsourcing and offshoring are two of the resultant phenomenon of 
globalisation. With the businesses becoming global and the competition on a 
global level, the fight to cut costs and be more efficient is ever growing. 
Trade agreements and foreign direct investments (FDI) and trade 
organisations such as the World Trade Organisation (WTO) have enabled the 
corporations to go out of the traditional national levels to a more global 
platform and earn more profits and market share. Both Outsourcing and 
Offshoring has been a great advantage for the multinationals to be more 
efficient and productive. (Lee and Eyraud, 2008)  
 According to Cragg (2005), the emergence of global markets and 
trading on a global scale has led to advent of issues relating to the ethics 
codes of the multinationals. The multinationals are subject to widespread 
assumption of being ethical, ensure fair competition, respect fundamental 
human rights and protection of natural environment to name a few. A firm is 
believed to be socially responsible towards its employees and society. 
Boatright (2007) stresses on the fact that due to globalisation, it is the 
responsibility of the firm to look at the moral point of view. He describes two 
main aims of a business. They are, to be efficient, economic and earn money 
– The Economic View and to look after employees and society – The Moral 
View. 
 He believes that the firms today have to follow an integrated approach 
combining the economic and moral view. However he also states that many 
researchers have found this integrated approach not useful as they believe 
that a corporation has no social responsibility.  
According to Befort and Budd (2009), the businesses today are governed by 
two scorecards which combines the organisation’s and worker’s goals similar 
to the economic and moral view by Boatright (2007). These two scorecards 
are, 
• The ‘Efficiency’ Scorecard – pertains to the organisational goals of being 

more efficient, cut down costs, improve flexibility, reduce employee and 
administrative burdens  

• The ‘Equity’ Scorecard – pertains to fair treatment of employees, 
providing a living wage, reduce discrimination, provide safety and health 
benefits, safe and secure workplace  

This study tries to address the dilemma of this integrated approach of 
economic point of view or the efficiency scorecard and moral point of view or 
the equity scorecard as described by Boatright (2007) and Befort and Budd 
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(2009). The study addresses various issues related to Ethics and Business. 
They are, 
• Highlights the differences between outsourcing and offshoring, discusses 

the concept of offshore outsourcing to Bangladesh, benefits and risks for 
the multinationals, advantages and disadvantages for the employees 

• Code of Ethics and Occupational Health and Safety at workplace, 
discussion of classical Utilitarian and Egoist views citing examples of 
Tazreen factory fire and Savar factory collapse, discussion of rights of the 
workers and responsibility of the corporations 

• Utilitarianism and Egoism – the Dilemma, clash between the both, 
relating to the economic and moral point of view 

• Reaching a mutual consensus of the Integrated Approach 
 

 
2. Offshore Outsourcing to Bangladesh 
According to Grossman and Helpman (2002), outsourcing is defined as 
contracting out of a specific business function or a unit to an outside supplier, 
which was performed by the firm itself before. These contracted activities 
may include a range of activities such as the product design, assembly of 
products, research and development, marketing activities, distribution, sales 
and service, IT processes, HR and Payroll services and customer service to 
name a few. The rapid growth of technology has even allowed some firms to 
be virtual manufacturers, owning the designs for the products but producing 
nothing themselves.  
 Outsourcing activities today go beyond the cost saving parameter. 
Firms have been outsourcing their activities for a variety of different reasons. 
It allows the high level of business model flexibility, access to talent and 
expansion plans to the firm. (PwC, 2007) Kremic et al (2006) says that 
private firms are motivated to outsource because of two driving factors. They 
are, 

• The Cost-driven Outsourcing – Potential cost savings, more efficiency, 
greater levels of profit 

• The Strategy-driven Outsourcing – Improved business model flexibility, 
expansion plans, talent acquisition 

On the other hand, offshoring is defined as contracting out the business 
function or unit to a different country; this may include establishing a 
subsidiary or contracting with a local supplier or firm. Much of the existing 
literature cites desire to save costs as the underlying reason for offshoring. 
Overseas suppliers, especially in developing countries, generally have low 
costs so it enables the firms to generate huge profits even after adding 
overhead prices, transportation and transaction costs. Cost savings from 
offshoring can be significant and some firms have reported to save over 46 
per cent of the total costs of manufacturing the product by a supplier than 
manufacturing it themselves. (Kremic et al, 2006) 
 The apparel industry in Bangladesh is both offshored and outsourced, 
as the activity is carried out by some other organisation and is conducted in a 
foreign location. 95 per cent of the factories in Bangladesh are owned by the 
locals and manufacture apparel for multinationals in USA and Europe. This 
phenomena is called Offshore Outsourcing, which combines both offshoring 
and outsourcing. Therefore, offshore outsourcing may be defined as 
contacting out an activity which was performed by the firm itself, to a 
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supplier in a different country in order to reduce costs. (Leaver and Criscuolo, 
2012) 
 
2.1 The Benefits and Risks for the Multinationals 
Offshore outsourcing to Bangladesh is largely cost-driven. With the rise of 
costs associated with offshore outsourcing to India and China, Bangladesh 
has emerged as one of the favourable destination for the multinationals. Both 
India and China have been showing steady increase in minimum wages and 
growing cost of infrastructure. The apparel manufacturing industry in 
Bangladesh has been booming after rise in costs in China.  
 According to an article in Financial Times, China is no longer 
competitive in many goods that Bangladesh can supply. China has seen a lot 
of political and social pressures to increase wages and safety and security of 
the workers after the Foxconn Controversy. Moreover, labour costs in China 
are increasing and environmental laws and labour regulations are getting 
stricter. Bangladesh has therefore benefitted a lot and it is evident from the 
fact that Bangladesh’s total exports for financial year 2010-11 rose to US$ 
22.92 billion from US$ 16.2 billion in the year 2009-10, 41 per cent increase 
in one year. There is a rapid shift in relocation of manufacturing units by the 
multinationals from China to Bangladesh in order to keep costs down. 
(Financial Times, 2012) 
Bangladesh offers following three advantages to the multinationals, 
• Firstly, Bangladesh offers an attractive demography of workers. Out of 

the total population of 160 million, 50 per cent are below 25 years of age, 
which allows the multinationals to acquire young and motivated 
workforce with lesser attrition rates as compared to other Asian 
countries.  

• Secondly, per hour wages of these workers in Bangladesh are 50 per cent 
lower than Europe and America and 10-15 per cent lower than China and 
India saving a lot of money on wages and salaries. On an average, a 
Bangladeshi worker earns about US$ 50 a month. 

• Lastly, the lower costs of infrastructure and lenient laws and regulations. 
Dhaka has 20 per cent lower costs of office and factory spaces than Delhi, 
Manila or Shanghai. (Creative Outsourcing, 2012) 
 

 
Table depicting the Value of Bangladesh’s Exports to Top 5 Countries, Available from 
http://blogs.ft.com/beyond-brics/2011/09/07/guest-post-can-bangladesh-boom-as-

china-quits-low-end-manufacturing/?#axzz2V8lWS5LD 

http://blogs.ft.com/beyond-brics/2011/09/07/guest-post-can-bangladesh-boom-as-china-quits-low-end-manufacturing/?#axzz2V8lWS5LD
http://blogs.ft.com/beyond-brics/2011/09/07/guest-post-can-bangladesh-boom-as-china-quits-low-end-manufacturing/?#axzz2V8lWS5LD
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Rise in Bangladeshi Exports: A comparison between Top 10 Clothing Exporters, 

Available from http://operationsroom.files.wordpress.com/2013/05/ah-
aj309_bangla_g_20130505123603.jpg 

 
Image depicting the comparison of costs of manufacturing a Denim Shirt in 

Bangladesh and the US, Available from 
http://edition.cnn.com/2013/05/02/world/asia/bangladesh-us-tshirt 

http://operationsroom.files.wordpress.com/2013/05/ah-aj309_bangla_g_20130505123603.jpg
http://operationsroom.files.wordpress.com/2013/05/ah-aj309_bangla_g_20130505123603.jpg
http://edition.cnn.com/2013/05/02/world/asia/bangladesh-us-tshirt
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Minimum Wages in Bangladesh, Available from 

http://www.orchardinternationalbd.com/manpower.htm 
 
According to Boatright (2007), the business has a distinguishing feature of 
being ‘Economic’. Every organisation develops strategies for being more cost 
efficient. Profits being the primary motive of running a business, it is 
essential for the firm to change, improvise and implement new strategies 
with the rapidly changing market scenario. Befort and Budd (2009) also 
stress that, in today’s global marketplace, every organisation wants to be 
more efficient and cutting production costs is a primary factor to enhance 
profitability and efficiency. Bangladesh offers high level of efficiency to the 
multinationals as the costs are significantly lower than Europe and America. 
 According to a report by McKinsey, the multinationals have following 
risks to consider when offshore outsourcing to Bangladesh, 
1. Supplier Performance and Workforce Supply – Suppliers have been 

producing high quality goods suitable for western consumers and there is 
abundance of workforce availability which is an advantage. However 
there have been reports of some factories not able to keep up with the 
quality of the manufactured goods.  

2. Availability of Raw Materials – Although dependent on imports, textile 
imports from neighbouring countries such as India are available in 
abundance. Imports from India take 15 days and from China it takes 30 
days, a major worry for the employers. The duty free deal with India is 
however benefitting Bangladesh to import textiles at a lower cost. 

3. Transportation and Infrastructure – Unlike China, Bangladesh has a poor 
transportation network and low quality infrastructure in the rural areas. 
The primary reason for setting up factories in bigger cities is to resolve 
the above issue. The major factories are located in Dhaka, Chittagong 
and Sylhet. Transportation is one single issue which is major worry for 
the employers.  

4. Political Instability – A politically unstable country is a matter of concern 
however the country is still cost efficient. Planning security, strikes, 
corruption and political unrests are a disadvantage. (Berg et al, 2011) 

 
However, as discussed above, offshore outsourcing to Bangladesh is majorly 
cost-driven and it is booming because of the rise in costs in China and India. 
Bangladesh has lower labour costs, lesser production costs and cheaper 
infrastructure. The risk of political instability and faults in transportation 

http://www.orchardinternationalbd.com/manpower.htm
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facilities however are major concerns, but the multinationals have been 
setting up factories in order to cut down costs and increase profits. 
 
2.2 Benefits for the Workforce: Jobs and Wages 
The apparel manufacturing industry is the biggest employer in Bangladesh. 
Out of 160 million people, 4 million people, 90 per cent of them women are 
employed across 5000 apparel factories throughout the country. The apparel 
industry contributes 10 per cent of the total GDP of the country and is valued 
at US$ 22.92 billion as of year 2010-11. McKinsey estimates more than 3 
million jobs will be created in Bangladesh by the apparel industry by the end 
of year 2020. (Berg et al, 2011) 
 According to United States Department of Labour, Bangladesh’s 
workforce have one of the lowest wages in the world. Most of the population 
is below poverty line and are still struggling for the basic needs of food and 
shelter. The apparel industry has brought in a boom in Bangladesh by 
providing jobs to millions of people. People work for as less as US$ 50 a 
month which allows them to look after their basic needs. Outsourced apparel 
industry has benefitted Bangladeshi workforce in two ways. They are, 

• Employment Opportunities 
• Providing a Living Wage 

 
However, this has also led to increased issues of Child Labour and lack of 
benefits such as health, safety and security concerns and lack of a safer 
workplace. The laws are lenient and hardly enforced by the government. 
(DOL, 2011) This study specifically gives an insight into the workplace safety 
in the offshore outsourced apparel factories. 
 
 
3. Ethics and Occupational Health and Safety of 
Workers in Apparel Industry 
Ethical Issues in a business are diverse and affect employers, employees and 
society at all levels. A corporation’s activities affect all levels of people. An 
ethically correct path for an organisation is most of the times clear and free 
from hurdle but every firm has its limitations to be answerable to its 
stakeholders and address the practical demands of the business.  
 Deciding on implementing the ethics rules is as simple as the ones we 
implement in our daily lives. Corporations are also single entities who have 
an obligation not to harm or discriminate but unlike our daily lives, there are 
limitations to apply these ethics in the business settings. The firm has 
responsibility of keeping a balance between different constituencies, ensuring 
both the stakeholders and the society is taken care of. (Boatright, 2007) 
 
3.1 Occupational Health and Safety: Worker’s Rights 
Ethics literature places a great emphasis on Occupational Health and Safety. 
The workers are the lifelines of any firm and they have right to be protected 
against any injury, illness or death that might be caused due to a workplace 
hazard. Some of these hazards are unavoidable or natural while others can 
be prevented at a certain cost. Most of the firms try to avoid these costs and 
ignore consequences of an accident. This leads to a huge controversy 
between the organisation and workers on the moral grounds. (Cragg, 2005)  
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 As described by Befort and Budd (2009), the firms want to be as 
efficient as they can by reducing costs and overlooking regulations, on the 
other hand the fair treatment or equity of the worker’s is at stake. According 
to Boatright (2007), every worker is entitled to two rights pertaining to 
Occupational Health and Safety. They are, 

• Right to Safe and Healthy Workplace 
• Right to know about and refuse Hazardous Work 

 
According to the International Labour Organisation (ILO), a worker dies from 
a work related incident and 160 workers have a work related accident every 
15 seconds. This accounts for over 6300 people dying every day and 2.3 
million every year from occupational accidents or diseases. The poor 
occupational safety and health practices costs for over loss in 4 per cent of 
global GDP every year. Developing countries account for poorer 
implementation of health and safety laws and most of the workers are 
exposed to hazardous conditions. The Universal Declaration of Human Rights, 
1948 gives right to every worker for a safe and healthy workplace. Various 
other acts by the ILO and the WHO (World Health Organisation) allow the 
workers to be healthy and safe at their work. (ILO, 2009) 
 According to Shelton (2002), these acts have tried to ensure the safety 
and security of the workers at workplace but they have not been fully 
enforced throughout the world. Developing countries such as China and 
Bangladesh have lenient law enforcement systems that makes it even more 
complex. The Foxconn Controversy in China has although forced the Chinese 
government to make reforms in the laws relating to safety of the workers but 
countries like Bangladesh are still bearing the brunt. 
 Worker’s also have a right to refuse and know about hazardous 
working conditions. Many workers face a cruel dilemma of choosing between 
the job and their safety. Many firms have made workers to stay on their jobs 
and risk their safety or even death or else they risk disciplinary action such 
as loss of salaries and wages, demotion, dismissal or unfavourable 
evaluation. The workers are needed to be empowered to refuse hazardous 
working conditions without the fear of facing adverse circumstances. 
Moreover, workers have the right to know if the working conditions are safe. 
Keeping them in dark is unethical and can lead to the inability of protecting 
themselves in an adverse situation. (Boatright, 2007) 
 
3.2 Tazreen Factory Fire: Safe Working Conditions? 
As discussed above, the workers have right to a safe and healthy workplace 
and work conditions. The Tazreen factory fire was one such incident, where 
unsafe working conditions killed over 117 people and injured 200. It was the 
deadliest factory fire in the history of Bangladesh. The fire broke out on 24th 
November 2012 in the factory situated in Ashulia district in the outskirts of 
Dhaka. The factory was opened in year 2009 and employed 1700 people. It 
used to manufacture polo t-shirts, shirts and jackets for brands like Wal-Mart, 
Disney, C&A, US Marines and Li & Fung.  
 The fire was caused by an electrical short circuit on the ground floor of 
the nine storey building. Large amount of fabrics and yarn in the factory 
caught fire quickly and trapped the workers on the upper floors. The intensity 
of fire was too high that the firefighters took more than seventeen hours to 
extinguish the fire. The building presumably had no dedicated fire exits and 
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large number of people died because of being unable to escape from the 
building.  
 According to a report by the Asia Monitor Resource Centre, the factory 
was a death trap for the workers and presented following facts, 

• There was only one main entrance and exit in an out of the factory 
which was blocked by the fire and was narrow, it could not 
accommodate number of people working in the factory 

• The staircases were narrow too and did not have any emergency exits 
• The building had permission to build up to three floors, but six more 

floors were added illegally to grow business 
• Supervisors on the upper floors stopped the workers to evacuate when 

fire alarm went off. The allegedly locked the exit gate on the second 
floor in order to stop workers from evacuating 

• Fire safety information was only given to 40 employees in the factory 
• Fabrics and yarns were stored in the proximity to high voltage 

electrical lines 
• Fire safety licence of the factory was expired and was not renewed for 

2 years 
• Most of the workers died due to suffocation and burns (AMRC, 2012) 

Moreover, the western retailers such as Wal-Mart refused to take 
responsibility for the accident. The statements by Wal-Mart’s country 
managers provoked a controversy and led to thousands of people protesting 
against negligence of the companies towards worker’s health and safety and 
pay compensation to the families of the victims.  
 The multinationals however refused to pay any compensation to the 
worker’s families citing various reasons. Wal-Mart stated that they did not 
know if their garments are being produced at Tazreen. Similarly, Sears cited 
same reasons. Apart from this, Wal-Mart did not approve of improving worker 
conditions in Bangladesh as it would incur huge costs to the company. (BBC, 
2012) 
According to Robertson and Crittenden (2003), this character of multinational 
reflects huge inclination towards capitalism. According to the cross cultural 
mapping, egoism is highly focused on self-interests and individualism. This 
kind of ideology is quite evident in the American multinationals who boast a 
capitalist economic character. The individual self-interest governs all the 
actions. This is further explained in the study. 

 
3.3 Savar Factory Collapse: Hazardous work that can’t be refused 
The Savar factory collapse was one of the deadliest accidental structural 
damage in the world history. The eight floor Rana Plaza building situated in 
suburbs of Greater Dhaka region collapsed on 24th April 2013 killing over 
1200 people and leaving 2500 injured. The building collapsed at 9 am like a 
pancake, one floor collapsing over another. During the time of accident over 
3100 workers were working in the factory. Major casualties were women 
workers along with their children who were playing in the on-site nursery 
facility in the factory. (Greenhouse and Yardley, 2013) 
 According to Wright and Zain-Mahmood (2013), the factory was built 
on an unstable piece of land and the owner had no permission to build an 
eight floor building. The ground floor of the building had banks and offices, 
which were vacated a day before the collapse after reports of cracks being 
developed in the building. However, the workers in the factory were 
threatened to work or their salaries would be withheld for a month. 
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After the collapse which happened five months after the Tazreen factory fire 
led to a huge protest against the multinationals by Bangladeshi workers. 
Many factories in Dhaka and Chittagong were shut down following the 
protests for better safety standards for workers. American multinationals 
refused to take any responsibility for their action however, governments of 
Europe are in intense discussion with the European multinationals to ensure 
safety and security of Bangladeshi workers working in the apparel factories. 
(Greenhouse and Yardley, 2013) 
 The Tazreen factory fire and Savar factory collapse give two points of 
view, from the owner-employer and employees’ perspectives, which will be 
contrasted below. These two views, which are considered diametric opposites 
on the scales of economic ideology (capitalism/socialism poles) and culture 
(Eastern/Western poles) by Robertson and Crittenden (2003), are: 

• Utilitarian View – Bangladeshi workers 
• Egoist View – the Multinationals 

 
3.4 Utilitarianism: Socialist Ideology 
According to Boatright (2007), the Classical Utilitarianism theory is defined as 
the rightness of an action only if it produces balance of pleasure over pain for 
everyone.  
 Lack of safe working conditions can lead to adverse consequences such 
as injury, illness or even death. These adverse consequences do not justify 
the firm’s actions to be right. It is the firm’s right action to provide 
employees with a safe and healthy working environment. If the workers are 
aware of possible hazards in the workplace there is a possibility that they will 
be able to protect themselves. Moreover, warning labels, training workers to 
handle hazardous substances and any special protective clothing requirement 
will allow workers to understand the level of risk associated with the work. In 
case on any adversity, they will be able to protect themselves or can refuse 
to work. This however was absent in the Bangladesh accidents. In both the 
cases, worker’s rights were violated. (Boatright, 2007) 
 According to Robertson and Crittenden (2003), utilitarianism reflects a 
collectivist ideology and thrives on social cost-benefit analysis. It is mainly 
evident in eastern economies such as China. According to Renaurd (2010), 
looking at Bangladesh from a utilitarian point of view, it is clear that the 
actions by the factory owners and the majority of multinationals were not 
able to produce pleasure over pain for the employees and the society. 
Bangladesh is a collectivist country and hence thrives on a social cost-benefit 
according to cross cultural mapping by Robertson and Crittenden (2003). 
 
3.5 Egoism: Capitalist Ideology 
Robertson and Crittenden (2003) characterise Egoism dominated by self-
interests. It is also depicted by Hofstede’s notion of individualism that 
promotes doing of an action which is good for oneself. This emphasis of 
individuality is associated with the western countries such as the USA.  
 As discussed earlier in the study, efficiency is the primary motive of 
any multinational. Firms focus in generating profits and higher amount of 
margins on the products. Offshore outsourcing is one of the resultant 
phenomena of being efficient. In case of Bangladesh, the multinationals 
refused to take any responsibility for the accidents in the factories, depicting 
an Egoistic character. Robertson and Crittenden’s (2003) cross cultural 
mapping depicts US and European countries as individualistic and dominated 
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by self-interests. This has created a complex cross cultural ethical 
implications. From the above discussion we can conclude that, 

• Egoist and Utilitarian views are entirely different from each other 
• Bangladesh represents utilitarianism and American and European 

multinationals represent egoism 
• Bangladesh is a collectivist culture whilst the other one is individualistic 
• One thrives on social benefits and other on self-interests  
• Belonging to different ideologies and cultures is a reason of clash 

between both 
Following chapter will explain the clash between the two ethical ideologies, 
citing Bangladeshi workers and the multinationals perspective. This is 
followed by discussion on if a mutual consensus can be reached. 
 
 
4. The Conflict of Utilitarianism and Egoism 
As discussed in the previous chapter, utilitarianism and egoism are entirely 
different ideologies representing different set of interests. When offshore 
outsourcing a business unit or a process, these ideologies play a crucial role. 
Multinationals from the western countries recognise the complexities and 
strategic implications of decision making at an ethical level in their 
international operations. There is a high level of concern of the media 
regarding a multinational’s ethical or non-ethical practices. Hence, these 
rising concerns have increased the levels of expectations from the 
multinationals to be morally correct. (Ferrell et al, 2000) (Berenbeim, 2000) 
According to Robertson and Crittenden (2003), moral philosophies, cultures 
and ideologies have a significant effect on the multinationals and workers 
alike. It is vital to understand the ideologies of both countries to reach a 
mutual consensus.  
 Majority of the multinationals belong to individualist cultures such as 
the USA and Europe. As explained by Robertson and Crittenden (2003), these 
individualistic cultures focus on self-interests rather than the social impact. A 
society which has more of western culture and are highly inclined towards 
capitalism have more dominant philosophy of being egoist. This is therefore 
reflected in the practices these multinationals adopt. The firms face a tough 
global competition and are focused on generating bigger profit margins. The 
‘Economic View’ of business as described by Boatright (2007) and ‘Efficiency 
Scorecard’ described by Befort and Budd (2009) lays a huge emphasis on 
multinationals being inclined towards egoist ideology, that is focusing on self-
interests. 
 Looking at the Utilitarian point of view in collectivist countries like 
Bangladesh, the emphasis is on social benefits. Ethical practices play a major 
role as well-being and happiness of the workers and general society is 
sought. This can relate to the ‘Moral View’ of business described by Boatright 
(2007) and the ‘Equity Scorecard’ described by Befort and Budd (2009) 
Looking at the current scenario in the offshore outsourced apparel industry in 
Bangladesh, we can conclude that it’s a clash of utilitarian and egoist 
ideologies. The multinational’s primary aim is to be efficient and look at the 
economic view of the business and the workers are entitled to a fair 
treatment and a safe and healthy workplace by the firms they work for. 
Multinationals have been offshore outsourcing to Bangladesh for being 
efficient but have refused to take responsibility for work related accidents 
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such as the fire and factory collapse. There is a need to understand that 
outsourcing a business unit does not allow outsource ethical practices to the 
supplier. The multinationals are held responsible because the goods being 
produced are ultimately generating greater levels of efficiency on their part. 
This concludes that the multinationals lack in addressing the moral view of 
the business creating a conflict between the firm and workers. 
 
 
5. Reaching a Mutual Consensus: Conclusion 
Boatright (2007) describes the integrated approach as the firms addressing 
both economic and moral views of business. The integration of two points of 
view will allow the organisation to be morally correct as well as making 
profits, which is a primary motive for any firm. He stresses on the fact that a 
proper decision should weight both economic and moral views. According to 
Diaz-Mendez (2010), egoist and utilitarian ideologies are hard to balance as 
they are exactly the opposites. It is hard to reach a mutual consensus in 
current state of business. This current state thrives on self-interests and 
greed. 
 Audi (2009) also gives similar views about the situation. He believes 
that Ethics and Business are two sides of a coin, both representing different 
point of views. This topic remains highly controversial and complex and has 
no mutual consensus. 
 In Bangladesh, there have been numerous work related incidents in 
last few years where numerous people have died and injured. The 
multinationals have been running away from taking the responsibility. There 
are no steps taken to ensure safety of the workers and no compensation 
provided to the families of the victims. Businesses represent the egoist 
ideology, focusing on self-interests rather than welfare of the workers. There 
is clearly a conflict of interests between firms and workers. To reach a mutual 
consensus, there is a need of addressing the moral view by the 
multinationals. Workers are the lifelines of the organisation and help achieve 
efficiency by producing goods. Ensuring a safe and healthy workplace 
environment for them will further improve efficiency of the firm and allow the 
firm to implement an Integrated Approach where both organisational goals 
are met and the firm is morally correct.  
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Abstract 
The objective of this paper is to contribute to the understanding of the 
motivation of spectators from collectivist and individualist cultures to attend a 
sporting event. The relationships between the consumer motivation process, 
the role of needs, and a model by Pons, Mourali and Nyeck called Consumer 
Orientation Toward Sporting Events are analysed. Findings reveal that needs 
in individualist and collectivist cultures differ in significance and order of 
fulfilment. This affects sport spectator motivation, which is based on needs. 
In individualist cultures, sensation seeking is a crucial motive to attend 
sporting events; in collectivist cultures the motive of socialisation seeking is 
more important. Cognition seeking is of similar importance in both cultures. 
Based on these findings, the model provided by Pons et al. is further 
developed. The next stage of this research project, not described here due to 
space limitations, consists of exploring implications for both marketing 
practice and further research. 
 
 
Introduction 
Sport is a global and highly competitive business, with major sporting events 
attended by spectators of different nationalities and from different cultures. It 
is important for managers of sporting events to understand what motivates 
these diverse individuals to attend the event in order to be able to develop a 
successful marketing strategy (Funk, 2008). Nevertheless, knowledge about 
the motivation of sport spectators from different cultures is relatively limited. 
This paper intends to contribute to the understanding of sport spectator 
motivation, considering Individualism and Collectivism, one of the cultural 
dimensions developed by Geert Hofstede (2001). The understanding of sport 
spectator motivation does not only allow for appropriate marketing, but also 
helps to understand why sport spectators behave in a certain way and 
therefore allows appropriate catering for their needs. 
 The first part of this paper includes the findings of a literature review 
of books, articles and web pages, and consists of two sections. First, culture 
and the cultural dimensions developed by Geert Hofstede (2001) are 
described, with a special focus on the dimension of Individualism and 
Collectivism. Then, sport spectator motivation and the role of needs are 
explained with the consumer motivation process and the Hierarchy of Needs 
by Maslow (1943). Subsequently, the Consumer Orientation Toward Sporting 
Events, a simple model by Pons, Mourali and Nyeck (2006), is described. 
These findings provide the basis for the second part of this paper, the 
analysis. 
 In the analysis, the relationships between the different aspects of sport 
spectator motivation, being the Hierarchy of Needs, the Consumer 
Orientation Toward Sporting Events, and Individualism and Collectivism, are 
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analysed. It appears that needs, which are at the basis of the consumer 
motivation process as well as of the Consumer Orientation Toward Sporting 
Events, differ between individualist and collectivist cultures and therefore 
affect the motivation of individuals to consume sporting events. With the help 
of these findings, the simple model of Pons et al. is developed further in 
order to explain the impact of Individualism and Collectivism on sport 
spectator motivation. 
 
 
Literature Review 
Culture 
This paper discusses differences in spectator motivation in collectivist and 
individualist cultures. Therefore, culture itself needs to be defined first. 
Kluckhohn (1951: 86, 5) provides the following definition of culture: 
“Culture consists in patterned ways of thinking, feeling and reacting, acquired 
and transmitted mainly by symbols, constituting the distinctive achievements 
of human groups, including their embodiments in artifacts; the essential core 
of culture consists of traditional (i.e. historically derived and selected) ideas 
and especially their attached values.” 
 In accordance with Kluckhohn, Hofstede (1980a: 21) states that 
“[c]ulture, in this sense, includes systems of values; and values are among 
the building blocks of culture”. Values are conceptions, which influence the 
selection of one state of affair over another one, they are already 
programmed when we are very young and therefore non-rational. Thus, 
culture can also be considered a mixture of learned behaviour and a result of 
the behaviour of the members of a society (Hofstede, 1980a). 
 A later definition of culture by Sojka and Tansuhaj (1995: 9) suggests 
that culture is “a dynamic set of socially acquired behavior patterns and 
meanings common to the members of a particular society or human group, 
including the key elements of language, artifacts, beliefs, and values.” 
 
Hofstede’s cultural dimensions 
According to Hofstede (2001), national cultures can be differentiated through 
values in five dimensions: Power Distance, Uncertainty Avoidance, 
Masculinity/Feminity, Long-term/Short-term Orientation, and 
Individualism/Collectivism, which can be measured on scales ranging from 
roughly 0 as a minimum to roughly 100 as a maximum. In the most recent 
revised version of his Values Survey Module, Hofstede introduced two further 
dimensions: Indulgence/Self-Restraint and Monumentalism/Self-Effacement 
(Hofstede et al., 2008). 
 Due to the limited scope of this paper, it is not possible to analyse all 
five, or seven, dimensions of culture and their impact on sport spectator 
behaviour. Therefore the focus will be on Collectivism and Individualism, as 
this dimension seems to have a big impact on sport spectatorship. 
 Individualism/Collectivism describes “the degree to which individuals 
are integrated into groups” (Geert Hofstede & Gert Jan Hofstede, n.d., para. 
5). In individualist cultures, there are only loose ties between individuals; 
everyone looks after themselves or their immediate family and friends. 
People have individual values, differentiation from others is important. 
Therefore, they are ‘I’-oriented and the individual decision is more important 
than group decisions. In collectivist cultures, everyone belongs to a social 
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group or network on which identity is based. Therefore, it is important to 
maintain harmony and there is a strong ‘we’-orientation. Losing one’s face is 
to be avoided at any price (De Mooij, 2004). The attitude towards 
organisations also differs a lot between the two different cultures. In 
collectivist cultures, membership, or some form or belonging to an 
organisation, is ideal and organisations have a big impact on private life. In 
individualist cultures, there is bigger emphasis on leadership and individual 
initiative and achievement, the involvement with organisations is rather 
calculative. The right for a private life and a personal opinion are very 
important. Furthermore, friendships in collectivist cultures are predetermined 
by and based on stable social relationships, but the need for prestige is 
important. In individualist cultures, there is a higher need for specific 
friendships (Hofstede, 1980b). 
 Cultures, or countries, are never purely collectivist or individualist, but 
have either relatively low or high scores, and therefore are, for example, 
relatively collectivist or individualist. Even though this paper sometimes 
refers to ‘collectivist cultures’ or ‘individualist cultures’ for easier 
understanding, the degree of Collectivism and Individualism is always only 
relative to other cultures. 
 
General research on individualism and collectivism 
Individualism and Collectivism are “perhaps one of the most significant ways 
in which societies differ” (Sun et al., 2004: 318) and many cross-cultural 
studies have used Individualism and Collectivism to compare different 
cultures. Often, these studies focus on the comparison of Western 
individualist countries with Asian or Latin American countries, which tend to 
be rather collectivist (De Mooij, 2004; Heine & Lehman, 1997; Hofstede, 
1980b; Hsieh et al., 2011). 
 Typically individualist countries are the United States (US), Great 
Britain and Australia (Hofstede, 1980b). The US has a score of 91, Great 
Britain of 89, and Australia of 90 (The Hofstede Centre, n.d.). Within Europe, 
the northern countries are more individualist than the southern ones (De 
Mooij, 2004; Heine & Lehman, 1997; Hsieh et al., 2011). 
 Collectivist countries are Southern American countries like Colombia, 
Peru and Venezuela, and some Asian countries like Taiwan and China 
(Hofstede, 1980b). On the Individualism/Collectivism scale, Taiwan has a 
score of 17 and China of 20. Although Japan has a medium score of 46 (The 
Hofstede Centre, n.d.), it is often considered collectivist as well. This is due to 
the strong orientation towards the family and the immediate community 
(Gambrel & Cianci, 2003; Triandis, 1996). 
 As in this paper not all individualist or collectivist cultures can be 
considered, it mainly compares the US with Asian countries like Taiwan, 
China and Japan, as these countries have already been compared with regard 
to varying aspects.  
 Sun et al. (2004) considered Collectivism and Individualism in the 
context of values and lifestyle and found that people from individualist 
cultures, for example from the US or Great Britain, seemed to be more 
financially satisfied, more brand-savvy and also more travel-oriented than 
people from collectivist cultures, for example from Japan and China. 
 In terms of consumer behaviour, western individualist consumers 
usually make their own decisions on what they want to buy and how much 
they want to spend. In collectivist cultures, the decision-making process is 
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much more influenced by the group the individual belongs to. In China for 
example, Collectivism has a big influence on family decision making. When a 
purchase decision is made, the other family members need to be taken into 
account (Redding, 1982). Accordingly, in Japan, children’s independent 
consumption is heavily restricted by their parents, whereas in America, 
children are encouraged to develop independent consumption patterns when 
they are still relatively young (Rose, 1999). 
 When comparing self-perceptions, Heine and Lehman (1997) found 
that North Americans tend to distort the views of themselves in order to 
appear highly optimistic, competent and in control, whereas unrealistically 
positive perceptions of the self are very uncommon in collectivist countries 
like Japan. Japanese do have members in their communities, who are viewed 
favourably, for example successful sport players. However, they usually do 
not praise sport teams or individuals in an unrealistic way. 
When comparing behaviour and relationships in organisations or in a working 
environment, researchers found that in collectivist countries, workers tend to 
be managed in groups whereas in individualist countries, they are more often 
managed as individuals (Hackert et al., 2012). 
 Another interesting aspect for this paper is that people in individualist 
cultures spend more money and time on organised leisure activities. A 
comparison among European countries revealed that relatively individualist 
European countries like Great Britain or Sweden were the heaviest spenders 
in 1999. The lowest spenders were relatively collectivist countries like 
Portugal and Spain, as in these countries, free time is often spent with 
friends and family. Of course, the consumption of leisure activities and the 
amount of leisure expenditure is also linked to wealth (De Mooij, 2004). 
 
Sport Spectator Motivation 
Consumer motivation process 
The second aspect of the research question is sport spectator motivation. 
Motivation is “the driving force within individuals that impels them to action” 
(Schiffman & Kanuk, 2000: 63) and the consumer motivation is usually 
described as a process, which is depicted in Figure 1. Motives are internal 
factors leading a person towards certain behaviour and the motivation is the 
cognitive expression of motives (Iso-Ahola, 1982). 
 In the first stage of the consumer motivation process, an unfulfilled 
need, want or desire is recognised. The nature of these needs can be various 
and numerous as every human has different needs and sometimes even 
several needs at the same time. Maslow (1943) developed five levels, or 
categories, of human needs and suggests that they occur in a certain 
hierarchy. The pyramid can be seen in Figure 1 and is called Hierarchy of 
Needs. At the bottom of the pyramid are physiological needs like water, food, 
air, shelter and sex. These are the most basic and pressing needs and need 
to be satisfied first. On the next level are safety needs, including protection, 
stability and order. These are followed by social needs (belonging, affection, 
friendship), ego needs (self-esteem, prestige, status) and self-actualisation 
(self-fulfilment, enriching experiences). An individual will always try to satisfy 
these needs from the bottom to the top (Armstrong & Kotler, 2013). 
 If the lack of any of these needs is recognised, a discrepancy between 
the present and ideal state of the individual is noticed (Funk, 2008). All 
humans strive for a psychological equilibrium at all times, which is disturbed 
by needs (Evans et al., 2009). This situation puts individuals into a state of 
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tension that drives them to engage in a certain behaviour of which they 
assume that it will reduce this tension. The level of tension affects the 
urgency with which the individual wants to engage the next stage of the 
consumer motivation process, the drive state (Funk, 2008). 
 

 
 
 
 
 
 
 The drive state is reached “when a person is aroused to reduce or 
eliminate an unpleasant state and restore balance” (Funk, 2008: 18). This 
state is also sometimes referred to as ‘push motivator’ towards certain 
behaviour (Crompton, 1979). 
 The next stage is the actual behaviour or form of consumption the 
individual chooses as the best way to reduce tension. As there are always 
numerous ways of satisfying a need, Funk (2008) uses the term pathway, 
emphasising that an individual can choose from a set of possible behaviours 
and activities. The choice that is made depends on the individual’s socio-
cultural background as well as the personality, set of experiences, and 
expected and desired benefits (Funk, 2008). The different pathways are 
referred to as ‘pull motivators’ (Crompton, 1979), drawing the consumer 
towards a behaviour or a certain product or service. 
 It is between the drive stage and the behaviour stage, where 
marketers usually try to intervene by providing pull motivators. It is therefore 
important for marketers to understand the previous stages of the consumer 
motivation process and especially to understand the consumers’ needs in 
order to provide the most beneficial options. In order to convince the 
consumer that a specific product or service provides the best solution to fulfil 
the need, its benefits and positive attributes are communicated (Funk, 2008). 
 The last stage of the motivation process is the goal, or need fulfilment, 
and is reached when the chosen behaviour successfully reduced the tension 
created by the recognised need (Funk, 2008; Schiffman et al., 2005). 
 

Figure 1: The consumer motivation process, adapted from Schiffman & 
Kanuk (2000: 64). 
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Consumer motivation process in the sporting context 
In the context of sports, the needs at the start of the consumer motivation 
process usually are cognitive needs (Funk, 2008). Such needs could be the 
desire to be part of an unforgettable moment of sports history or the desire 
to express feelings like joy or excitement by shouting or applauding (Pons et 
al., 2006). These usually are needs of one of the three upper levels of 
Maslow’s Hierarchy of Needs, being social needs, ego needs, or self-
actualisation. As mentioned before, these needs can be considered push 
factors towards the consumption of sporting events. Sport spectatorship 
would then be one possible pathway the consumer can chose to reduce the 
tension by the needs described above. Other pathways could be the 
consumption of sporting goods or services like equipment, magazines, 
education, gambling, the active participation in sport, or the support of sport 
by volunteer work. And even within sport spectatorship, there are several 
pathways of consumption, for example the attendance of an event in the 
stadium, watching the event on television (TV), watching sport online, 
watching it alone or with friends in a sports bar (Smith, 2008). 
 The options are numerous and consumer behaviour depends on the 
chosen pathway. This paper will focus on one of these pathways, namely 
sport spectatorship in the form of the attendance of a sporting event. 
 In literature, sport consumers are defined as “an individual or group 
who use a sport or sport-related product or service in exchange for a direct 
(like cash to buy a ticket to a game) or indirect (like purchasing a television 
in which sport is one form of entertainment) payment” (Smith, 2008: 34). 
They must therefore be differentiated from other sport stakeholders, as these 
can be any group or individual with an interest in a sport product or a sport 
service (Smith, 2008). Sport consumers are sport stakeholders, but sport 
stakeholders do not necessarily consume sport. 
 
Model of Consumer Orientation toward Sporting Events 
Several researchers indentified and categorised motives for the consumption 
of sporting events (James et al., 2006; Pons et al., 2006; Smith, 2008; 
Wann, 1995). For this paper, the Model of Consumer Orientation Toward 
Sporting Events, developed by Pons et al. (2006), will be used as a basis for 
the development of a more elaborate model of sport spectator motivation. It 
conceptualises the motivation of individuals to consume sporting events and 
groups the different motives in three dimensions: sensation seeking, 
socialisation seeking and cognition seeking (see Figure 2). 
 Sensation seeking includes motives like the desire to feel certain 
feelings, for example pleasure and sensation, which are important aspects of 
the consumer experience of sporting events. This is based on Wann’s (1995) 
findings that entertainment, self-esteem benefits, escape from daily life, and 
eustress, a mixture of euphoria and stress, are important motivators for 
attending sporting events and increase the identification of consumers with a 
particular sport or team. 
 The second dimension is socialisation seeking, referring to humans’ 
needs for social integration. “Social integration can be seen as an effort to 
include oneself in a particular social group” (Pons et al., 2006: 278). 
Traditionally, social groups were defined trough demographic factors such as 
gender, age or social class (Pons et al., 2006). In the last few years however, 
the importance of shared values, norms and consumption habits was 
considered when defining social groups (Holt, 1995; Stewart et al., 2012). By 
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attending a sporting event, the individual chooses to join a particular social 
group consisting of other individuals consuming the same sporting event, and 
therefore sharing similar tastes and maybe even similar consumption habits. 
The affiliation with this group can be increased by rituals and fandoms (Hinch 
& Higham, 2011; Holt 1995; Stewart et al., 2012). 
 The third dimension is cognition seeking, an often neglected motivation 
for attending sporting events. Some consumers attend sporting events both 
for the leisure experience and for the “enjoyment of cognitive effort” (Pons et 
al., 2006: 278). Increased knowledge and experience, in turn, allow 
socialisation with a particular social group. Therefore, the socialisation and 
cognition seeking dimensions are connected to a certain extent (Pons et al., 
2006). 

 
Figure 2: Model of Orientation toward Sporting Events (Pons et al., 
2006: 279) 
 
 
Analysis 
The literature review showed that consumer motivation is based on needs, 
which are explained with Maslow’s Hierarchy of Needs. Moreover, it was 
explained that sport spectator motivation is one pathway of consumer 
behaviour in the context of sporting events. It can therefore be assumed that 
the Model of Orientation Toward Sporting Events, which explains the 
motivation of sport spectators, is also based on the Hierarchy of Needs. This 
assumption will be addressed in the following section. 
 
The Role of Needs in the Orientation toward Sporting Events 
As mentioned earlier in the paper, the needs that drive individuals towards 
the consumption of sporting events usually are cognitive needs (Funk, 2008) 
and thus needs of one of the upper three levels of Maslow’s Hierarchy of 
Needs: social needs, ego needs, and self-actualisation needs. Even though 
Pons et al. (2006) do not explicitly point this out, the motives of the three 
dimensions of Orientation Toward Sporting Events are based on needs from 
exactly these upper three levels of Maslow’s hierarchy. 
 Sensation seeking, which includes the desire to feel certain emotions 
and to have a leisure experience, is based on self-actualisation needs like 
self-fulfilment or the need for an enriching experience. As this dimension is 
based on the fact that self-esteem is a motive to consume a sporting event 
(Wann, 1995), it is also based on ego needs. 
 Socialisation seeking, which mainly consists of the need of social 
integration, is clearly based on the third level of the Hierarchy of Needs, on 
social needs. 
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Cognition seeking is based on the need for cognitive effort and an increase of 
knowledge or experience, and therefore based on self-actualisation needs, 
the fifth level of the Hierarchy of Needs. For some individuals, increased 
knowledge and experience might be desirable in order to facilitate the 
integration into a certain social group and to increase self-esteem or to 
improve a social status. So, cognition seeking can also be based on social 
needs and ego needs, the third and fourth level of the Hierarchy of Needs. 
These conclusions are illustrated in Figure 3. 
 

 
Figure 3: The Role of Needs in the Orientation toward Sporting Events 
 
 It can therefore be concluded that needs, and the Hierarchy of Needs, 
are not only the basis for consumer motivation in general, but also for sport 
spectator motivation, which is described by the Model of Orientation Toward 
Sporting Events. 
 Consequently, when analysing the impact of Collectivism and 
Individualism on sport spectator motivation, the impact of Collectivism and 
Individualism on the Hierarchy of Needs has to be analysed first. This aspect 
will be addressed in the next section. 
 
Impact of Individualism and Collectivism on the Hierarchy of Needs 
Kinsey (1988: 61) states that “[f]or whilst basic needs are the same the 
world over, the drives to satisfy them are affected by the compulsion, checks 
and guidance system which originate in culture”. Usunier and Lee (2005) 
agree with this statement and suggest that culture influences Maslow’s 
Hierarchy of Needs, and although the same types of needs seem to exist in 
all cultures, the importance and order of fulfilment may vary. It does for 
example not apply in all cultures that the physiological needs of the first level 
of the Hierarchy of Needs have to be satisfied before any of the needs of 
higher levels become important. In some cultures in developing countries, 
people spend less money on food and accept being hungry in order to be able 
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to afford appliances like a refrigerator, which serves as a status symbol. 
Thus, they satisfy the need for self-esteem and social status before they 
satisfy their physiological need for food. Moreover, self-actualisation, being 
the highest need in the Hierarchy of Needs, is considered as one of the most 
important needs to be satisfied in the Hindu culture. Hence, its satisfaction 
has priority. Moreover, Maslow did not consider that similar needs may be 
satisfied in different cultures by very different products and consumption 
types (Usunier & Lee, 2005). 
 Hofstede agrees that Maslow does not describe a universal and globally 
applicable value system, but one which applies to the US middle class, to 
which Maslow himself belonged. When the Hierarchy of Needs was developed, 
individual achievements were considered an essential part of North American 
culture. This had an impact on the order of needs in the model (Gambrel & 
Cianci, 2003). Hofstede based his assumption on the finding that in some 
countries, for example in Japan, Greece, Belgium, Argentina, Colombia, 
Venezuela, Italy and Mexico, safety is more important than achievements 
(ego needs). On the other side of the continuum, in countries like Denmark, 
Sweden, Norway, Finland, the Netherlands and Singapore, achievements are 
more important than security (Hofstede, 1980b). As a result, social needs 
and security needs should be on two different levels of the Hierarchy of 
Needs, depending on the country and the culture. 
 
 

 
Figure 4: The Chinese Hierarchy of Needs (Nevis, 1983: 21) 
 
 
 Nevis (1983) developed a Chinese hierarchy of needs (see Figure 4), 
which follows Maslow’s patterns but is based on a collectivist culture and its 
main characteristics.  
 When comparing the hierarchy of needs of a collectivist culture with 
Maslow’s Hierarchy of Needs, which represents an individualist culture, 
significant differences can be noticed. In Maslow’s hierarchy, social needs are 
on the third level and after physiological and safety needs. Nevis however 



Otago Management Graduate Review  Volume 11 2013 
 

80 Sport Spectator Motivation 

argues that in collectivist cultures, social needs, especially the need of 
belonging, are most important and therefore need to be on the first level. 
This complies with Hofstede’s explanation that peoples’ identities in 
collectivist culture are defined by their integration into a social group. The 
gratification of physiological and safety needs in collectivist cultures are also 
based on the social group. Another major difference is that in individualist 
cultures, self-actualisation is reached through the achievement of personal 
goals, prestige and status, it “is seen in terms of the individual recognizing 
his or her own full potential as an independent, self-sufficient human being” 
(Nevis, 1983: 21). This is why self-esteem needs are on the level directly 
beneath self-actualisation. In a collectivist culture however, self-esteem or 
ego needs are not part of the hierarchy of needs at all, as “[t]he concept of 
self-actualization is defined in terms of one’s service to the community” 
(Nevis, 1983: 21). In the case of China, this attitude was developed during 
the communist regime of Mao Zedong (from 1945 to 1976) when ‘good’ 
citizen behaviour and basic social needs were the most important goals and 
came even before the satisfaction of physiological needs. 
 Although Nevis based the adapted version of the hierarchy of needs on 
the Chinese culture, reasons given by other researchers (e.g. Hofstede, 
1980b) show that it can also be applied to other collectivist cultures. 
 Nevis developed the hierarchy of needs for collectivist cultures more 
than 30 years ago and is probably not fully accurate anymore because even 
in collectivist cultures, ego needs become more and more important. 
Nevertheless, the collectivist hierarchy of needs is used in the further 
analysis in this paper because cultures only change very slowly and usually 
do not change significantly in a short period of time. So, the main ideas are 
still valid. 
 This analysis shows that different needs are of different importance in 
collectivist or in individualist cultures and that Collectivism and Individualism 
affect the Hierarchy of Needs. The two preceding sections showed that 
because sport spectator motivation and the Orientation Towards Sporting 
Events is based on the Hierarchy of Needs, it can be assumed that 
Collectivism and Individualism affect sport spectator motivation (See Figure 
5). This assumption is the topic of this paper and will be discussed further in 
the following section. 
 Sensation seeking, socialisation seeking and cognition seeking are 
based on the upper three levels of Maslow’s Hierarchy of Needs, being social 
needs, ego needs and self-actualisation needs. However, as a different 
hierarchy of needs applies in collectivist cultures, sport spectatorship 
motivation in these cultures differs. 
 Sensation seeking for example, which is based on ego and self-
actualisation needs, is not as important in collectivist cultures as it is in 
individualist cultures because ego needs are completely missing in the 
hierarchy of needs in collectivist cultures. 
 Socialisation seeking however is crucial for sport spectatorship for 
individuals from collectivist cultures, because social needs are the most 
important needs and their fulfilment is of highest priority. In individualist 
cultures, socialisation seeking is also an important motive but it is of less 
relevance because personal achievements, self-esteem and fulfilling 
experiences are much more important. 
 As cognition seeking is based on social needs as well as on ego and 
self-actualisation needs, it is relevant for both individualist and collectivist 
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cultures, but for different reasons. In individualist cultures, increased 
knowledge and experience can enhance the self-esteem and improve the 
prestige and status. The gratification of these needs is necessary for self-
actualisation. In a collectivist culture, the role of self-esteem needs can be 
neglected. However, Pons et al. (2006) argue that increased knowledge and 
experience can also facilitate the integration into a social group, provide the 
basis or an additional input for conversation, and underline mutual interests. 
Consequently, cognition seeking can also be a significant motivation for 
individuals from collectivist cultures as it helps to fulfil the important need of 
social belonging. 
 

 
 
3.4)   Impact of Individualism and Collectivism on sport spectator motivation 
 
 To conclude, all three motives (sensation seeking, cognition seeking 
and socialisation seeking) are relevant for sport spectators of both 
individualist and collectivist cultures, while there are differences in 
significance. Sensation seeking can be considered the most important 
motivation for sport spectators of individualist cultures, whereas in collectivist 
cultures it is socialisation seeking. Cognition seeking has the same 
importance in both cultures. 
 Findings of other researchers, who compare the behaviour and 
motivation of sport spectators from collectivist and individualist cultures 
support this conclusion. 
 When Menefee (2009) compared American and Chinese basketball 
spectators, he found that social interaction generally was important for both 
American and Chinese spectators, but it had much more importance for 
Chinese spectators. According to his findings, the Chinese spectators watched 
basketball because it provided an opportunity for social interaction. These 
findings support the assumption described above that socialisation seeking is 
more relevant as a motivation for watching sporting events for individuals 
from a collectivist culture. Fun and enjoyment (sensation seeking) were 
important motives for individuals from both cultures. 

Figure 5: Impact of Individualism and Collectivism on Sport Spectator 
Motivation (source: own). 
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 Chun et al. (2004) found that it was important for Japanese baseball 
spectators to maintain harmony with other baseball fans in the venue by 
complying with their group behaviour. For example, some baseball spectators 
brought plastic megaphones in order to be able to join collective cheering 
even though they were unfamiliar with the performed cheering activities.  
Belonging to the group and harmony within the group were considered 
necessary to facilitate and improve the socialisation. 
 Individualist Americans on the other hand were interested in 
personalising their experience of sport spectatorship. They held up signs to 
support a team or individual players (Holt, 1995), wore special shirts or 
consumed special drinks and food. This behaviour is not likely to occur in 
collectivist cultures. For Americans however, sensation seeking is more 
important than fitting into the group of spectators. Socialisation was 
important for American baseball players as well but was rather expressed by 
ritual activities like the display of a huge flag on a stand, or waves around the 
stadium. These rituals require cooperation and unified behaviour from all 
participants and therefore increase socialisation, but they also improve the 
personal experience for participating spectators, which might be a more 
important reason (Chun et al., 2004). 
 Heine and Lehman (1997) found that people from individual cultures 
are more likely to support the winning team than people from collectivist 
cultures because it increases their self-esteem. Hsieh et al. (2011), who 
compared baseball spectators from the US and Taiwan, supported this 
finding. They also suggest that individualist and collectivist cultures affect the 
gender distribution at sporting events. This is because in individualist 
cultures, females are often encouraged by their husbands, boyfriends or male 
family members to watch sports and therefore consider sport spectatorship 
as crucial for self-esteem and self-actualisation. 
 The above examples support the conclusions drawn in this paper. They 
also show how Collectivism and Individualism do not only affect sport 
spectatorship motivation but also affect the behaviour of sport spectators 
during the event. Moreover, these findings support the assumption that 
Nevis’s hierarchy of needs does not only apply to Chinese people, but also to 
people from other collectivist cultures like Japan or Taiwan. 
 
Other Impacts on Sport Spectator Motivation 
The preceding sections illustrated that sport spectator motivation is affected 
by Collectivism and Individualism because culture affects the significance of 
various needs and their order of fulfilment. However, there are other factors 
affecting sport spectator motivation. These can be based on Collectivism and 
Individualism as well, but can also be external factors. The following 
paragraphs will discuss some of these additional impacts on sport spectator 
motivation. The intention however is not to provide a full overview of 
additional aspects and factors, which would exceed the scope of this paper, 
but rather to acknowledge that the complex phenomenon of sport spectator 
motivation, and differences between spectators from individualist and 
collectivist cultures, cannot be fully explained only by the differences in 
needs. 
 Many of the differences in sport spectator motivation between 
individualist and collectivist cultures are based on the history of the 
respective country or area. Nevis (1983) pointed out that during the 
communist regime of Mao Zedong from 1945 until 1976 in China, ‘good’ 
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citizen behaviour and basic social needs were the most important goals, even 
more important than the satisfaction of physiological needs. Even though 
more than 30 years have passed in the meanwhile, these values, as part of 
history, still shape China’s culture today. 
 When researchers compared Chinese and American sport spectators, 
they also found that community pride was much higher among Chinese 
spectators than among the American ones. This can be explained with the 
fact that until about 50 years ago, mainly province and municipality teams 
competed against each other in China. National teams and subsequent 
nationalism among sport spectators only became more important in China 
over the last 50 to 60 years (Jones, 2004). At the same time, the national 
sport system was initiated by the Chinese government in order to facilitate 
and increase nationalism. In the US, professional sports are not linked to the 
government. Consequently, nationalism was higher among Chinese 
spectators when compared to Americans, and also constitutes a motivation to 
watch a sporting event (Larmer, 2005). This is turn, can be related to a 
higher socialisation seeking need among collectivist spectators, as discussed 
above. 
 Another factor is the difference in marketing sporting events in 
collectivist and individualist cultures. In the US, sport is usually promoted as 
entertainment, whereas in China, there was traditionally more focus on the 
sport itself (Larmer, 2005). Additionally, it is typical for sport organisations in 
individualist cultures, like the National Basketball Association (NBA), to 
market individual players and their skills instead of the team as an entity. As 
a result, American basketball spectators are often more interested in 
particular players or team members, whereas for Chinese spectators the 
team performance is crucial (Menefee, 2009). This aspect also affects the 
motivation to watch a sporting event. 
 Then, there are a myriad of external factors influencing the motivation 
to watch sporting events. All these external factors could be discussed 
through the lense of Individualism and Collectivism as well, but, as 
mentioned above, they are only described briefly in this following. 
 One of these external factors is the type of sport, because different 
types of people like to watch different types of sport. Of course, this can be 
related to the different types of needs again, which are supposed to be 
satisfied through sport spectatorship. Another factor is the degree of balance 
between competing teams or athletes, and consequently the degree of 
uncertainty, which can influence the anticipation of sport fans. The more 
uncertain the outcome, the more enthusiastic some fans are about the 
sporting event. The matches closer to the final of a contest or towards the 
end of the season are usually consumed by more people than those in the 
beginning. Related to the uncertainty of the outcome is the factor of 
likelihood of winning of the supported team or athlete, which again is 
considered to be of different importance in individualist and collectivist 
cultures, as mentioned above (Smith, 2008). 
 Then, the venue and its facilities, including size, setting, layout, 
comfort or accessibility, can influence sport spectator motivation. The 
heritage and culture of a sporting venue, or the fact that it is the spiritual 
home of a sport, with its own tradition and aura, can be a reason for some 
fans to attend a live event. These characteristics are for example attributed 
to sporting venues like Wimbledon for tennis, Twickenham for rugby union, 
Wembley for football, or Albert Park in Melbourne, Australia for Formula 1 
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(Hinch & Higham, 2011). Moreover, the weather has a big influence on 
sporting event attendance, the quality of TV broadcasting, and even on the 
event itself. This is the case for both bad and good weather, as on a sunny 
day, people might prefer consuming another leisure activity instead of 
attending the sporting event. Finally, the price of admission tickets or viewing 
rights, promotional strategies, consumers’ income levels and experience 
value perception, as well as available alternative activities play a role in the 
consumption of sporting events (Smith, 2008). 
 For international sporting events like the Olympic Games or world 
cups, which attract sport spectators from different countries and cultures, 
there are even more external factors influencing the motivation to watch the 
sporting event live. Especially when the event is hosted abroad, available 
money and time to travel to the sporting event play a major role in decision-
making. In many cases, these external factors even outweigh the personal 
motivation to attend the sporting event. Furthermore, the perception of the 
host country, city or region can affect sport spectator motivation. In the case 
of the Beijing Games in 2008, negative media coverage about human rights 
issues in China may have deterred some people from travelling to China. 
Moreover, some tourists generally avoid travelling to unfamiliar destinations 
or cultures (Weed, 2008). On the other hand, this exact reason can be the 
motivation for other people to travel to the destination. The perception of 
security at the host location as well as the ease of obtaining necessary visa 
should also not be neglected (Weed, 2008). 
 
 
Limitations and Implications for Research 
Although the findings of this paper contribute to a better understanding of 
the impact of Individualism and Collectivism on sport spectator motivation 
and appropriate marketing techniques, there are a number of limitations to 
the analysis and implications for further research. 
 Culture is a very complex construct and due to its intangible nature, it 
is difficult to measure. The five dimensions of culture provided by Hofstede 
facilitate the measurement to a certain extent, but the fact that there are 
five, or seven, dimensions show that the measurement of culture remains 
difficult. Then, a culture can never be defined as only individualist or 
collectivist, but can only be situated on a scale. Furthermore, culture is based 
on values, which differ slightly from individual to individual as they are 
influenced by factors like the personal background. As a result, the 
assessment or the measurement of differences between individualist and 
collectivist cultures is limited. 
 In order to assess the validity of the findings of the analysis of this 
paper, the developed model as well as the suggestions for marketing would 
have to be tested through data collection in different cultures. When 
measuring the differences in motivation of sport spectators from individualist 
and collectivist cultures, the multi-dimensionality of culture needs to be 
reflected in the research method. This would make quantitative research very 
difficult because a large amount of data would have to be collected. So, 
qualitative research in the form of interviews or focus groups for example 
seems more appropriate. 
 When comparing two different cultures, it is difficult to know how to 
define the target group for the comparison. In this paper, countries where a 
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particular culture is predominant are compared. However, there can be 
several cultures in one country. In China for example, the Tibetan culture is 
probably slightly different to the culture of other parts of the country, and the 
values of people living in the rural countryside can differ from those of people 
living in mega-cities like Beijing or Hong Kong. The cultural values of younger 
generations can also differ from values of older people. Moreover, a cross-
cultural comparison becomes more and more difficult due to the mixture of 
cultures in today’s global world. 
 In order to gain a general impression of the impact of culture on sport 
spectator motivation, other dimensions of culture like Power Distance or 
Uncertainty Avoidance would have to be included. Furthermore, only one 
pathway of consumption of sporting events was considered. It would also be 
interesting to measure the impact of culture on other pathways. Furthermore, 
differences between several types of sports or types of events could be 
measured. 
 As there are many other factors influencing the motivation to attend a 
sporting event, in addition to culture, further research in this area could 
define how important the factor culture is and to what extent factors like the 
distance of the event venue affect motivation. Then, the influence of these 
additional factors could be tested in both individualist and collectivist cultures 
in order to assess if there are differences as well. 
 Another major limitation of the analysis in this paper is the fact that 
the Chinese hierarchy of needs was developed more than 30 years ago. Even 
though most of the values probably are still of importance today, some of the 
values could have changed. It can be assumed for example, that ego needs 
become more and more important for young individuals in collectivist cultures 
today. Moreover, the Chinese hierarchy of needs would have to be tested in 
other collectivist cultures in order to confirm that it is still valid today. 
 When testing the success of the suggested marketing activities in 
different cultures, it would also be interesting to measure how much 
immigration affects the attendance of sporting events. In other words, 
whether marketing in areas with more immigrants and consequently a 
mixture of several cultures, needs to be different to areas with fewer 
immigrants. Maybe these factors even need to be considered when planning 
the event and when deciding on the type of event. 
 
 
Conclusion 
The objective of this paper was to contribute to a better understanding of the 
impact of culture, especially of Individualism and Collectivism, on the sport 
spectator motivation to attend live events. Furthermore, implications for the 
marketing of sporting events were assessed. 
 Literature review revealed that consumer motivation is based on 
unfulfilled needs, which are satisfied through the consumption of a product or 
a service. In the context of sporting events, these needs are mainly cognitive 
needs being social needs, ego needs and self-actualisation needs. These are 
based on the upper three levels of Maslow’s Hierarchy of Needs. Sport 
spectator motivation is also based on three categories of motives being 
sensation seeking, socialisation seeking and cognition seeking, which is 
illustrated in the model Consumer Orientation Toward Sporting Events. 
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 In the analysis part of the paper, the relationship between the 
cognitive needs and the Consumer Orientation Toward Sporting Events was 
assessed. This revealed that sensation seeking is based on ego and self-
actualisation needs, socialisation seeking is based on social needs and 
cognition seeking is based on all three cognitive needs. In the next step, the 
influence of Individualism and Collectivism on the Hierarchy of Needs was 
discussed and discovered that Maslow’s hierarchy is based on an individualist 
culture. In a more collectivist culture, social needs are much more important 
and therefore on a lower level of the hierarchy of needs, whereas ego needs 
can be neglected. 
 When combining these findings, the impact of Individualism and 
Collectivism on sport spectator motivation could be assessed. In individualist 
cultures, sensation seeking is one of the main motives to attend a sporting 
event. In collectivist cultures, socialisation seeking is the most important 
motive. Cognition seeking is of the same significance in both cultures, 
depending on whether is serves increased socialisation or self-actualisation. 
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Introduction 
Since the beginning of China’s national economic reform and opening-up 
policy in 1978, its dairy industry has developed rapidly. Hemme et al. (2012) 
report that the milk yield of China was the world’s fourth highest (33.9 
million tons) in 2011. In terms of milk processing, the country is ranked in 
third place in the same year. Moreover, with the overall growth of China’s 
economy and improvement in individuals’ living standard, the potential dairy 
demand can be huge. However, a number of toxic milk incidents and high 
cost of raw materials has lead to weakness in the competitive advantage of 
China’s dairy industry and is restricting the industry’s further development. 
Since Bright Dairy’s foreign direct investment (FDI) in New Zealand in 2010, 
more and more Chinese dairy enterprises have considered engaging in FDI in 
this world-class agricultural country as an effective approach to achieve their 
strategic goals. 
 This essay focuses on the motivations for these FDI actions by Chinese 
dairy businesses. First, as theoretical background which can support following 
analysis, a number of theories will be explained including national 
competitiveness theories, FDI theories and Country-of-Origin (COO) effect 
theories. Then, several figures and statistics will be utilized to show the 
development of China’s dairy industry and individuals’ living standard as well 
as FDI actions by Chinese dairy enterprises will be illustrated. Next, 
motivations for the FDI can be seeking for solutions to deal with the 
reduction of China’s capacity in agricultural production, to enhance China’s 
competitiveness in dairy industry (analysis based on national competitiveness 
theories), to compete with international dairy enterprises (analysis based on 
FDI theories) and to rebuild COO image (analysis based on COO effect 
theories). Fourth, recommendations for enhancing China’s competitiveness in 
dairy industry will be given from the perspectives of different parties 
including Chinese government, dairy industry associations and dairy 
enterprises. To conclude, limitations of this research and suggestions for 
further studies will be proposed. 
 
 
Part 1 Theoretical Framework 
1.1 The Competitive Advantage of Nations (CAN) Model and its 
Evolution 
A nation’s competitive advantage can be considered as the competitiveness 
of the enterprises and industries from this country. In order words, it 
represents the advantage of the development of productivity (Porter, 1990). 
In order to address the issue why some countries can achieve success in a 
certain industry from international competitions, which may be the 
fundamental reason of a nation’s vicissitude, he argues that it is strongly 
related to domestic competitive context. As a result, he points out four broad 
determinants, which attribute an industrial competitiveness of a nation. No 
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matter how to view these attributes, individually or as a whole, they comprise 
CAN model and reflect the key factors of national advantages. These 
determinants are:  
 
1 Factor conditions. It includes natural endowment (basic level) which can be 
passively inherited and artificial and developed resources (advanced level), 
such as high technology and skilled manpower. Much less private and social 
investment is needed to develop basic level resources such as climate and 
simple labor force. The latter can be more important to competitive 
advantage and usually requires long-term investment to achieve. (Chen & 
Zhu, 2002). Moreover, factor conditions can also be classified as general 
factor and specific factor. The former refers to factors which can be applied to 
a wide range of industrial fields such as highway system and general 
employees whereas the latter is much more specific such as experienced 
staffs with specialized knowledge and special infrastructure. Compared with 
general factor, specific factor can provide a nation with sustainable 
competitiveness. Because general factor can be gained by many countries 
from the perspective of supply side, there is less likely for a nation to reflect 
competitiveness. Porter illustrates that a factor which contributes to 
competitive advantage should be highly specialized in a specific industry 
arena and is created and innovated via continuous investment.  
 
2 Related and supporting industries. They refer to the domestic suppliers and 
related supporting industries which have international competitiveness. When 
a certain industry wants to achieve sustainable competitive advantage, it 
requires powerful supplying and other related industries. In other words, the 
competitiveness can be gained depends on not only terminal enterprises, but 
also the whole chain. The close relationship between suppliers and end-users 
not only in locations, but also in cooperation such as information and 
marketing channel sharing and new products testing makes it convenient to 
upgrade technology. The positive interaction between upstream and 
downstream industries may keep the sustainability of competitive advantage. 
It can be seen as a virtuous circle: supplying industries promote the 
innovation of downstream firms and with the development of terminal 
businesses, the requirement of supports will become higher. Moreover, when 
the suppliers of a nation’s firms are world-class rivals, the benefit for these 
companies can reach at a peak.  
 
3 Demand conditions. The impact on competitive advantage by this 
determinant is achieved through domestic buyers’ different demand 
structures. The diversity of domestic demands drives businesses to 
understand and react differently toward buyers’ needs. Porter emphasizes the 
importance that home-market demand stimulates and promotes the 
international performance of an industry because the information of 
requirements and needs from nearby customers are relatively easy to gain. 
The pressure from discerning customers drives companies to innovate and 
improve their products in order to meet the high-class requirements. By the 
time domestic demand requires firms to innovate quicker than overseas 
competitors and offer more advanced products or services, it can be a great 
opportunity for a nation to gain its competitive advantage. In terms of 
details, there are several characteristics of home demand which are 
particularly important to competitive advantage include the composition of 
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home demands, experienced and demanding buyers and prospective buyer 
needs. At the same time, the scale and growth speed of demand may also 
have influence on a nation’s competitiveness. In addition, porter mentions if 
a nation’s values are exported to other countries through a variety of means 
such as media and educating foreigners, the firms of that nation can estimate 
worldwide tendencies. This benefits companies in international rivalries. 
 
4 Firm strategy, structure and rivalry. This aspect basically tells the 
conditions that dominate an industry from its establishment to management, 
as well as the extent of domestic competition. National advantage comes 
from the selection and collocation of different strategies. Because the diverse 
national environment, the management systems may differ from a country to 
another. As a consequence, it is better for firms from different nations to 
seek for suitable strategy and structure before the foundation of the 
enterprise based on respective home-nation competitive advantages. In 
terms of companies vary in scales, small businesses tend to choose more 
simple and flexible strategies whereas giant firms are more likely to 
formulate relative complex and constant management and operation 
strategies. Because different enterprises pursue for different goals that they 
plan to achieve as well as diverse incentive mechanisms to managers and 
employees among companies. Therefore, the national competitive 
environment can be significant to strategy and structure selections. In 
addition, intense domestic competition can be a stimulating factor of creating 
and maintaining competitiveness and its role is to strengthen the competition 
and drive firms to go overseas for expansion.  
 
 
 
 
 
 
 
 
 

 
 
 
 
 
Source: Porter (1990) 
 
Figure 1-1 Determinants of National Competitiveness Advantage 
 
As can be seen from Figure 1-1, these four attributes constitute the diamond 
model of national competitive advantage as a system. Every determinant 
contributes as a part to the advantage in order to achieve success in 
worldwide rivalry. Their conditions can influence a nation’s competitive 
position. At the same time, the reinforcement of one factor often depends on 
others. As a result, the relationships among those components are 
interactive.  
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 In addition, Porter mentions chance and the role of government can be 
supporting factors. Although they are not determinants, they also have 
impacts on the competitive advantage of a nation. In terms of industrial 
competitiveness, there may be no relationship between chance and the 
national environment and chance cannot be controlled by government. 
Chance here refers to luck and the formation of it might be due to several 
external issues such as a sudden increase of production cost, an important 
change of technology, a significant new invention, a regional or worldwide 
war or huge changes in exchange rates. The importance of chance can be it 
may interrupt the original develop tracks so it is possible for nations and 
enterprises that were not competitive to leapfrog over old competitors and 
become competitive. Generally, chance is bidirectional. By the time some 
firms gain competitive advantage, other businesses may lose the advantage 
because they cannot meet the new requirement. However, the impact that 
chance has on competitive advantage is not decisive since a same chance 
may bring disparate consequences to different businesses. As a result, 
whether it is suitable for a company to utilize chance and how to use it still 
depend on the four determinants. Then, there are a number of functions of 
government. Basically, Porter suggests that the role of government is to 
influence the four determinants as a facilitator and a guide rather than 
directly involving into competitions. Government should provide a lively 
national competitive environment for industries and enterprises and establish 
regulations to avoid trust phenomenon. For instance, from the perspective of 
factor conditions, government can increase investment in education to help 
businesses create highly specialized human resources. In addition, 
government itself can play a role as demanding customers and it can be 
significant for domestic enterprises to conduct industrial upgrading and 
technological innovation. Basically, the impact on competitive advantage by 
government is achieved through its influence on the four determinants rather 
than itself. Thus, the role of government can only be a support factor. 
Overall, with the development of the society, the supporting function of 
government becomes more and more indispensable. 
 Porter’s diamond model of national competitive advantage makes great 
contributions to competitiveness theoretical research as it offsets the 
inadequacies of the previous international trade theories. The determinants 
system raised by him provides subsequent researchers with the fundamental 
components of a nation’s competitiveness, development direction of 
competitive advantage and its potential in a long-term planning. Utilizing the 
diamond in comparing with different countries, it can be easy to tell the 
competitive industrial fields which a nation may have and how sustainable 
those may be. The issues why the competitive advantage varies from 
countries to countries and why competitiveness can be gained by a nation in 
a specific industrial field can be well addressed with the help of the diamond 
model. Moreover, Porter emphasizes the significance of home demand, which 
was considered to have limited impact on national competitive advantage. 
Yet the relationship between domestic demand and competitiveness clearly 
illustrates the importance of home demand conditions. He also points out that 
the function of government cannot be ignored because the majority of the 
four determinants can be achieved with the support and guidance of a 
government. Porter holds the attitude that the role of government is 
strengthened rather than weakened in the era of globalization, which has 
positive meaning to the impact on the cultivation and promotion of industrial 
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competitiveness by government. However, there are a number of debates 
after the raising of the model (Moon, 2000). A major issue can be that the 
home-base model is very convincing in analyzing the source of national 
competitive advantage in large economies which have all the determinants 
domestically such as the USA, Japan and Germany yet it cannot well illustrate 
small countries with tiny domestic market (Moon & Lee, 1995). Therefore, a 
number of scholars came up with some modified models based on the 
weaknesses of CAN model. 
 Firstly, Dunning (1993) indicates one defect of Porter’s CAN model 
which is only home base is focused on. In fact, with the rapid development of 
globalization, activities of multinational enterprises (MNEs) also have impacts 
on the four key interactive factors in the CAN model. According to him, one 
major driving force of economic integration can be MNEs, especially in 
Europe. Moreover, he emphasizes that the four components need to be 
viewed from the perspective of trans-nationalization since the progress of 
economic globalization. Thus, it is reasonable to be regarded as a third 
exogenous variable in the diamond model and this solves the problem that 
Porter underestimated the impact on national competitive advantages from 
globalization and MNEs. 
 Then, in the study of Canada’s competitive advantages such as the 
nation’s success in multinational enterprises, Rugman and D’Cruz (1993) 
found that it could not be well explained with the help of Porter’s single 
home-base diamond model. Because businesses from smaller, yet open and 
trading economic entities like Canada focus on markets both home and 
overseas (Moon, Rugman & Verbeke, 1998). Because the tiny economic scale 
and market capacity cannot support the development needs of a variety of 
industries such as manufacture and service and these lead to limiting the 
establishment of Canadian domestic industries’ competitive advantages. 
Rugman and D’Cruz (1993) criticize Porter’s attitudes that inward FDI can be 
no value in shaping a nation’s competitive advantage and sources of the 
advantage are not from foreign subsidiaries are “questionable” (p. 24). 
Because several researches have showed that there is not visible difference 
between foreign-owned companies and home firms such as Canadian-owned 
businesses in terms of their activities. As a result, they consider when 
analyzing the competitive advantage of such nations, another diamond which 
is relevant to their firms and based on international environment should also 
be applied to. Since Canada–USA Free Trade Agreement (FTA) was signed on 
January 2nd, 1988, which was updated to North American Free Trade 
Agreement (NAFTA) with the addition of Mexico in 1994 (Wikipedia, 1993), 
there has been more and more transnational operation activities between the 
two countries. This plays a pivotal role in developing the competitiveness of 
Canadian-based firms. On the one hand, the United States market, which has 
larger capacity and more demanding consumers, can be utilized to enlarge 
production by Canadian-owned enterprises. On the other hand, the pressure 
on home firms from U.S. competitive Subsidiaries in Canada can drive them 
to innovate in order to succeed in the competitions. It is essential to consider 
the sources of Canada’s competitive advantage are not only from national 
environment, but also from the North American environment which is formed 
by economic connections between Canada and the USA. Thus, Rugman and 
D’Cruz explain Canada’s competitive advantage with the specific North 
American diamond model. 
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 Next, since the double-diamond model structured by Rugman and 
D’Cruz cannot be applied to other countries, Moon, Rugman and Verbeke 
(1998) conducted further research based on the theoretical study before. 
Firstly, the researchers focused on how to introduce the third variable – 
transnational business into Porter’s single-diamond model so that more 
reasonable explanation of the competitiveness of a small economic entity can 
be given. In Dunning’s (1992) research, he regarded transnational operation 
activities as a supporting factor, which is at the same level with chance and 
the role of government. However, Moon, Rugman and Verbeke consider 
transnational business plays a more significant role in promoting economic 
development and the formation of competitive advantage especially for 
smaller yet open countries. As a consequence, it cannot reflect adequately 
the function of transnational business if it is only considered as an external 
factor. In order to deal with the issue, they classified the factor – 
transnational operation activities as one determinant and expanded the 
Canada-USA model to a generalized double diamond model which can be 
utilized to analyze sources of competitive advantage in general countries. 
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
Source: Moon, Rugman & Verbeke (1998) 
 
Figure 1-2 The Generalized Double Diamond 
 
In the Generalized Double Diamond model, the smallest diamond in active 
line stands for the national diamond; its size depends on a nation’s scale and 
its national competitiveness, which does not include the impact of 
transnational business activities. The dotted line diamond represents the 
international diamond, which refers to the nation’s competitiveness including 
the influence of transnational business. The outermost (largest) diamond 
represents global diamond. It shows a nation’s competitiveness when the 
country's economy is fully integrated into the global economy; its size 
remains constant for a foreseeable period of time. 
 Moreover, Moon, Rugman and Verbeke (1998) tested the validity of 
their model by applying it to the analysis of South Korea and Singapore. The 
result shows that South Korea has a bigger national diamond than Singapore 
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whereas there is a larger international diamond in Singapore than the one of 
South Korea. Under the circumstance of considering national diamond only, 
South Korea has stronger international competitiveness compared with 
Singapore. However, taking both domestic and international diamond into 
account, Singapore outweighs South Korea in international competitiveness. 
The outcome indicates that the competitiveness of small economic entities 
such as South Korea and Singapore is influenced by both the national and 
international diamonds. Thus, it can be seen that the Generalized Double 
Diamond model has better explanatory power and applicability in analyzing 
small-scale economies compared with Porter’s CAN model. 
 To summarize, a theoretical model is abstracted from specific 
economic reality and it is impossible to establish a model which is suitable for 
all situations. Porter’s CAN model can explain the source of international 
competitiveness in terms of large economic entities. The Generalized Double 
Diamond model which is presented by Moon, Rugman and Verbeke can be 
utilized in analyzing relatively small countries. 
 
1.2 FDI theories 
According to the Organization for Economic Cooperation and Development 
(OECD, 2008), FDI reflects achieving a long-term interest goal by investing in 
one economy other than the one that the direct investor comes from. In 
other words, FDI is direct investment in a country by a firm from another 
country, either by purchasing a company or by expanding operations of an 
existing business in that country. From the perspective of a host country, the 
action can be called inward FDI. In terms of an invest country, it can be 
named outward FDI. 
 The origin of FDI theory started in the 1960s. Its study object is 
multinational enterprises’ FDI behaviors, and the core of the research is these 
companies’ investment motivations, determinants and other aspects related 
to the actions taken by firms. 
 
1.2.1 Monopolistic Advantage Theory 
In 1976, Hymer’s doctoral thesis (which was completed in 1960) was 
published. He analyzed multinational companies’ motivation for FDI via the 
principle of monopolistic competition and came up the idea of monopolistic 
advantage. He argues that conducting FDI should consider from the 
perspective of imperfect competition. Under the circumstance, enterprises 
can implement FDI in other countries with the help of their monopolistic 
advantage such as technical advantage and capital superiority. The theory 
mainly focused on the U.S. multinationals with apparent dominant 
advantages. According to the author, it can be impossible for a firm to 
conduct FDI without monopolistic advantage. However, with the rise of FDI 
conducted by enterprises from developing countries which do not possess 
absolute monopolistic advantage, it is difficult to explain these investments 
with Hymer’s thought.  
 
1.2.2 Internalization Theory 
From the perspective of transaction cost of multinationals’ production and 
operation, Buckley and Casson (1976) argue that the imperfection of 
marketing information and the price uncertainty of intermediate products 
especially the knowledge ones such as patents and specialized technology 
may cause excessive transaction cost. They suggest it is better for a 
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multinational corporation to establish a market within the enterprise. Thus, 
the utilization of the internal market instead of external markets may reduce 
transaction cost in order to maximize the profit of the firm. The 
Internalization Theory indicates that it is necessary for a multinational 
corporation to set up and control a network system in order to utilize 
marketing information and intermediate products under a relatively low 
transaction cost level. Therefore, the goal of gaining high profits can be 
achieved. Yet, one flaw can be the theory put too much emphasis on internal 
factors of decision-making by businesses whereas ignored the various 
external factors that may influence the operation of enterprises. 
 
1.2.3 Eclectic Theory of International Production 
Hymer’s Monopolistic Advantage Theory explains the major companies’ 
motivation of FDI can be their monopolistic advantage in a certain industrial 
field and the Internalization Theory came up by Buckley and Casson 
illustrates the decision-making issue of FDI. However, these previous theories 
seem to be ex-parte. Dunning (1977) attempted to give an integrated 
interpretation for FDI related issues mainly includes companies’ motivations 
for FDI, their investment decision-making and investment orientation. He 
made an overall consideration of the benefits of Monopolistic Advantage 
Theory, Internalization Theory and other theories of international trade and 
drew a conclusion by proposing the Eclectic Theory of International 
Production. According to him, there are three prerequisites for a company to 
conduct FDI. First of all, it should have Monopolistic advantages compared 
with other enterprises worldwide as least over a period of time. Then, there 
should be more beneficial for the enterprise to establish an internal market 
than to sell or lease to foreign firms by utilising the competitive advantages. 
Thirdly, more advantages can be gained in a host country by combining the 
company’s monopolistic advantage with local factors than investing in its 
home country. Dunning holds the attitude that without the three 
prerequisites, there is no point for a company to conduct FDI because it 
cannot gain higher profit or more advantages compared with domestic 
investment. Implementing FDI under the inadequate circumstance may be 
more harm than good since the company may lose its domestic market share 
while conducting expansion.  
 The core of the FDI theory can be summarized to three advantages 
(Dunning, 1980). Firstly, Ownership advantage refers to competitive 
advantage or monopolistic advantage which should be owned by a firm such 
as production factor endowments, high technology and innovation capacity 
and it cannot easily be gained by other enterprises. Secondly, Location 
advantage can be defined as unique advantages hold by a host country such 
as an open economic environment, low labor force cost and huge potential 
market. Thirdly, internalization advantage refers to an advantage which can 
be utilized to maintain a company’s competitive advantage in an internal 
environment in order to avoid the market imperfection and price uncertainty 
of intermediate products. Therefore, the company develops its own internal 
network system to reduce its transaction cost and it can organize the creation 
and exploitation of the core competencies rather than relying on external 
resources. 
 However, Dunning also emphasises that these three advantages 
cannot explain the tendency of international production separately. Only with 
ownership advantage, there is no suitable place for an enterprise to conduct 
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investment and it cannot transfer ownership advantage to internalization 
advantage, the business can only operate domestically such as transferring 
the possession of high technology. Then, with Ownership and internalization 
advantages, companies can select licence transfer or operate exporting their 
products or services. Yet, without location advantage, only home-based 
internalization can be understood and developed by these firms. Under the 
circumstance that all the advantages are controlled, enterprises may engage 
in FDI and target higher goals compared with achievements in home market. 
In a word, because the theory combines several essential parts of the 
previous international trade researches with Dunning’s effective 
understanding and conclusion, Dunning’s eclectic paradigm is considered to 
have relative integral explanatory power in FDI analysis.  
 
1.3 COO Effect Theories 
With the rapid development of international trade and globalization, an issue 
that consumers show their country preferences in the selections of 
commodities which are caused by the diversity of similar products interests 
more and more researchers. In international trade, a product’s country of 
origin or its economic nationality gradually becomes one of consumers’ 
evaluation factors. An national image conveys some specific information to 
consumers and finally affects their selections which leads the image of 
original country to an important source of competitive advantage for 
enterprises. 
 Nowadays, COO image generally refers to the integral image of a 
nation’s products which is set up by consumers based on their understanding 
of the nation’s manufacturing and marketing characteristics (Cai, 2010). 
According to Dinnie (2008), COO effect can be defined as consumers’ 
attitudes and behaviours towards a product or service because of its origin. 
The study conducted by Schooler (1965) can be an early research which 
focused on COO image. He argues that consumers have different 
understanding of products from different origins. It may influence their 
evaluation towards these products and leads to different purchase 
predispositions. In other words, he proved the existence of COO effect. 
Moreover, he indicates that products from developed countries are more 
popular compared with the one from less developed nations.  
 Then, the influencing factors of COO effect were mainly focused on. 
Schooler (1971) argues that demographic factors such as age, gender, 
education level and ethnicity can impact on COO effect after conducting his 
investigation on American consumers. Anderson and Cunningham (1972) also 
consider that there is direct relationship between the level of education and 
foreign product acceptance.  
 Next, Han (1989) proposed and tested two models: the halo model 
and the summary construct model in order to examine the function of 
country image in consumers’ evaluation of products such as television sets 
and motor vehicles. He emphasises that COO image will be utilised as an 
evaluation index when consumers purchase a product or service without 
adequate information about its “true quality” (p. 222). This leads to the halo 
effect or hypothesis which has two implications. On the one hand, under the 
situation of information imperfectability, consumers tend to prefer making 
inferences on the quality of products based on their COO image. On the other 
hand, country image has impact on “consumers’ beliefs about products 
attributes” and further influences consumers’ attitudes towards the products 
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by those beliefs (Han, 1989, p. 223). At the same time, Han considers the 
summary construct effect also exists. Consumers make summary evaluations 
of products information from one country to set up country image which can 
be contrast to the halo hypothesis and the image affects consumers’ brand 
attitudes of that country. Generally, the function of the halo effect and the 
summary construct effect can be different which depends on consumers’ 
familiarity of a nation’s products. When buyers appear to be highly familiar 
with products they want to purchase, summary construct effect plays a more 
important role than the halo effect in terms of the mechanism of COO effect. 
In the contrary case, the halo effect overweighs the summary construct 
effect. When consumers show intermediate familiarity of products, the two 
effects work equally in the evaluation. In other words, a country’s image 
affects consumers’ attitudes towards its products and vice versa. Overall, 
Han’s halo model and summary construct model show two opposite ways of 
formatting consumers’ product evaluation. 
 In addition, Dinnie (2008) illustrates the relationship between a 
national image and the image of a certain brand from this country. He argues 
that this relationship can be bidirectional and interactive. On the one side, a 
prestigious brand can promote the image of its nation. On the other side, a 
national image can influence consumers’ attitudes towards a certain product 
from this country. It is important to notice that COO effect can be either 
positive or negative. For example, Japanese electronic products usually leave 
high-quality and durable impression on consumers so that a number of 
Japanese brands such as Sony can be trusted. Then, the major brands can 
also promote the image of Japanese electronics industry. In terms of 
negative COO effect, the fake goods market in China brings negative impact 
on China’s national image. Sometimes “made in China” can even be a 
synonym of fake or poor quality goods. 
 To summarize, it is considered necessary to explain briefly about 
competitive advantage theories, FDI theories especially Dunning’s Eclectic 
Theory and COO effect thoughts since these theories can be important in Part 
3 – analysis the reasons why there is a tendency that more and more 
Chinese dairy enterprises conduct FDI in New Zealand. 
 
 
Part 2 Practical Background Statement 
2.1 Recent Status of China’s Dairy Output and Individuals’ Income 
In the recent decades, with the rapid growth of the overall economy and 
individuals’ living standard as well as the governmental support, there has 
been a huge development of China’s dairy industry. This can lead to the 
improvement of a number of related industries such as processing industry 
and retailing.  
 It can be seen from Figure 2-1 that the increase of output of milk in 
China can be rapid. From 1996 to 2012, a 17-year period, there has been a 
six-fold increase the volume of milk production totally which rises up 
approximately 35% per year.  
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Year Amount (million tons) 

1996 6.294 
2000 8.274 
2005 27.534 
2010 35.756 
2011 36.578 

  2012* 38.250 
*China Feed Industry Information, 2013  
Source: China Statistical Yearbook 2012 
 
Figure 2-1 Volume of Production of Milk in China 
 
 According to China Feed Industry Information (2013), it is estimated 
that China’s raw milk supply gap in 2013 can be 3 to 4 million tons, which is 
about 10% of the milk production in 2012. Moreover, the import volumes of 
dairy product in China are 0.745 million tons in 2010, 1.040 million tons in 
2011 and 1.146 million tons in 2012 (Wang & Liu, 2012; Dairy Association of 
China, 2013). It can be seen from the data, although there is a supply gap, it 
is getting small with the rising import amount. In terms of the export of dairy 
products, the amount seems to be tiny, which reaches a peak at 0.135 
million tons in 2008 before the milk scandal issue and falls down to only 
0.045 million tons in 2012 (Dairy Association of China, 2013). 
 

 Urban areas(RMB/USD) Rural areas(RMB/USD) 
2006  11759.5/1475.1* 3587.0/449.6 
2007 13785.8/1813.9 4140.4/544.5 
2008 15780.8/2272.2 4760.6/685.5 
2009 17174.7/2514.2 5153.2/754.4 
2010 19109.4/2822.9 5919.0/874.4 
2011 21809.8/3330.3 6977.3/1060.4 

Source: China Statistical Yearbook 2012 
* Conversion based on the exchange rate in each year, retrieved from International 
Monetary Fund (IMF): 1 USD = 7.9718 RMB in 2006, 1 USD = 7.604 RMB in 2007, 1 
USD = 6.9451 RMB in 2008, 1 USD = 6.831 RMB in 2009, 1 USD = 6.7695 RMB in 
2010, 1 USD = 6.4588 RMB in 2011. 
 
Figure 2-2 Disposable Personal Income (DPI) Per Capita in China 
 
Figure 2-2 shows that individuals’ living standard both in urban areas and 
rural areas is climbing up dramatically. In terms of the DPI in urban regions, 
there is an increase over 30% per year, from 2006 to 2011. On the side of 
rural areas, the increase in the same period is slightly faster, which is 
approximately 32.4% per year. However, the income gap between urban 
residents and the ones from rural areas is getting bigger, from RMB 8172.5 in 
2006 to 14832.5 in 2011.  
 
2.2 Recent Actions Taken by Chinese Dairy Businesses 
2.2.1 Bright Dairy purchased 51% of Synlait 
In 2010, Bright Dairy & Food Co. Ltd., a major dairy company based in 
Shanghai, invested NZ$ 82 million to purchase 51% share of Synait, a New 
Zealand milk producer. The majority of the investment was utilized in 
building a new milk processing plant, which aimed to double Synait’s 
production capacity and made it to become one of the two infant formula milk 
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powder suppliers in New Zealand (China Daily, 2010). By the end of 2011, 
the infant formula milk powder offered by Synait production base with a new 
brand: Pure Canterbury (培儿贝瑞) started to export to China. Moreover, Rae 
(2013) states that Synlait plans to enter New Zealand Stock Exchange to 
Conduct Initial Public Offerings (IPO). 
 
2.2.2 Pengxin bought 16 Crafar Farms 
Adams (2012) illustrates that Pengxin, a Chinese group company which 
mainly operates real estate business, finally succeeded in purchasing 16 
Crafar Farms in North Island of New Zealand in November 30th, 2012 after a 
long period time of negotiation. Totally, the investment is approximate US$ 
200 million. 
 
2.2.3 Yili will invest in South Canterbury 
According to Gray (2013), China’s largest dairy enterprise, Yili, will invest 
NZ$ 214 million to construct an infant formula plant in South Canterbury in 
2013. It is estimated that the new plant will have the capacity of producing 
47 thousand tons baby formula milk powder per year and the new factory will 
go into operation from June, 2014 ideally. Moreover, the company made a 
deal to take over Oceania Dairy Group.  
 
2.2.4 Yashili is establishing a plant at Pokeno 
Speirs (2013) reports that Yashili, which is a Chinese dairy enterprise based 
in Guangdong, invested NZ$ 210 million to establish a new plant at Pokeno, 
Waikato. The plant is anticipated to have a production capacity of 52 
thousand tons infant formula milk powder per year and it will start from the 
second half of 2014. 
 In a word, starting from Bright Dairy’s FDI in 2010 and followed by 
these actions, the tendency that Chinese dairy companies conduct FDI in New 
Zealand appears to become popular. Thus, it is considered to be worth 
researching and analysing the reasons or motivations for these investment 
behaviours.  
 
 
Part 3 Motivations for Chinese Dairy Enterprises to 
Conduct FDI in New Zealand 
3.1 To cope with the Reduction of Agricultural Production Capacity in 
China 
Firstly, in recent years, China’s urbanization process has been developed 
rapidly. According to China National Statistics Bureau (2007-2012), the 
urbanization rate is rising up from 44.34% in 2006 to 51.3% in 2011. As an 
inevitable result of urbanization development, the scale of cultivated area will 
be reduced because a large amount of farm land needs to be utilized in urban 
construction (Shu, 2010). The reduction issue of agricultural land in China’s 
urbanization process can be serious. She reports that over a 7-year period 
from 1996 to 2003, China has lost approximately 7 million hectare farm land. 
Moreover, in the process of urbanization, the quality of farm land will be 
impacted negatively. A variety of urban construction activities such as 
infrastructure construction will accelerate soil erosion so that the fertile 
degree is reducing. Moreover, urbanization can drive the development of 
industrialization. The increase amount of industrial and domestic wastewater 
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will cause soil salinization. Thus, the supply of raw materials of dairy industry 
may be reduced by the loss of agriculture. Then, the global climate change 
may be also an influential factor of China’s dairy production capacity. 
According to Research report on China’s dairy industry (2008), in 2006, the 
serious drought in Australia leads to the reduction of milk production and 
exporting volume. Although the impact on China’s dairy industry is not so 
significant currently, it can be better to prepare for the issue.  
 Thus, the action of conducting FDI in New Zealand by Chinese dairy 
enterprises can be seen as a solution to deal with these problems. As can be 
seen from the tendency that China’s urbanization development will be 
continuously increasing and this leads to the reduction of farm land areas. 
Thus, it is important to increase efficiency of agricultural production. As a 
large agricultural country, New Zealand’s specialization in agriculture 
especially in dairy industry can be world-class. These investments can offer 
learning opportunities to Chinese dairy companies. The experience from their 
subsidiaries in New Zealand can contribute to the improvement of production 
capacity.  
 
3.2 To Promote Industrial Competitiveness (Analysis Based on the 
Competitiveness of China’s Dairy Industry with CAN model) 
Although China’s domestic milk output is growing to meet the requirement of 
consumption, there can be inefficiencies caused by many aspects such as the 
nature resource and government regulations. This part of the research aims 
to find opportunities and problems in the development of China’s dairy 
industry with the help of Porter’s diamond model in order to explain the FDI 
actions taken by Chinese dairy enterprises. 
 
3.2.1 Factor conditions 
In terms of dairy industry, a major yet basic production factor can be milk 
source. Firstly, feeding dairy cows takes time and it can be influenced by 
climate change such as the heavy snow in January, 2008 in China which 
caused some cow deaths. Then, the cost of raw milk can be a constraint in 
the development. According to Wang (2011), the cost competitiveness can be 
weak in China because the small-scale of dairy farming and low yield lead to 
high material and labour force costs. She states that the cost of raw milk is 
about RMB 3 per kilo which leads China to be one of countries with the 
highest raw milk cost and 80% of milk powder cost comes from raw milk 
purchase. Li (2010) and Alibaba Agriculture (2013) show that the yield of a 
cow in China is 3.5418 tons per year in 2007 and between 4 to 5 tons in 
2012, compared with 8.8809 tons in the U.S. and similar yield in New 
Zealand. The low output per cow causes the high cost in processing (China 
Dairy, 2012). Moreover, the equipment, dairy cows and even forage in some 
newly built farms are imported (Alibaba Agriculture, 2013). The traditional 
way for Chinese dairy enterprises to gain raw milk is directly from farmers 
rather than having their own farming bases. In recent years, with the 
increasing demand of raw milk, some farmers and companies utilized 
chemicals such as melamine to increase the nutrition index which lead to the 
Three-Deer scandal and other toxic milk affairs. Wang (2011) emphasises 
that quality can be the foundation of product. In terms of dairy industry 
which is related to a variety of fields, the negative impact can be worse.  
 In terms of human resources, the small-scale farms lead to simple 
labour force. Wang, Zhou & Sun (2009) point out that over 80% of raw milk 
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is milked by hand and farmers or self-employed labourers often lack 
knowledge of curing cow diseases. These may cause excessive bacteria and 
other problems. Although some mechanical milking machines are equipped, a 
number of problems still exist such as the low management level and the lack 
of cleaning. Moreover, compared with the diversity of dairy products in other 
countries, there are only a few types of dairy products in China, which 
indicates the shortage of research and development (R & D) staffs in the 
dairy industry. In Porter’s diamond, experienced employees that belong to 
the advanced level factor can contribute to innovation. However, the human 
resource condition in China’s dairy industry is mainly unskilled or semi-skilled 
so that the function of this factor is not very significant in creating the 
competitiveness.  
 Then, the specialization level of China’s dairy industry remains low. 
According to China Organic Milk (2013), although the number of dairy herds 
has reached 14.4 million by the end of 2012, the amount of dairy occupation 
per capita is just 27.3kg, which accounts for only 25.5% of the world average 
level. Despite some large-scale dairy farms has been established, the reliance 
on importing dairy cattle makes the cost of raw milk still high. This leads to 
the loss of 40% dairy processing enterprises and the dependence on 
importing milk powder. Moreover, the shortage of specialized management 
personnel and the low level of mechanized production are also factors that 
limit the specialization of China’s dairy industry (China Organic Milk, 2013). 
These may lead to inefficiency and food security problems.  
 As can be seen from China’s current factor conditions, there are 
problems in both basic and advanced levels which can be constraints for the 
development. From the perspective of New Zealand, there are 11,618 dairy 
farms and 4.5 million dairy cattle (Wang & Liu, 2012). Moreover, the 
production capacity of New Zealand cows can be approximately 8 tons per 
cow per year (Alibaba Agriculture, 2013). Wang and Liu mention that the 
country is specialized in dairy industry. 95% of the total volume is for 
exporting and 40% is for China mainly in milk powder. According to Wang 
(2011), 35% of the exporting volume worldwide is controlled by New 
Zealand. In order to gain competitiveness in international competitions, New 
Zealand dairy industry operates under the mode of large-scale and 
specialization and gradually forms an integral and effective industrial chain. 
From the source, farmers are in charge of cow breeding and raw milk 
offering. Then, dairy firms such as Fonterra conduct unified purchase and 
transfer the raw milk to be processed. Lastly, dairy products are sold via the 
specialized and international sales system (Biolife, 2012). Thus, it can be 
explained that the FDI actions conducted by Chinese dairy enterprises to New 
Zealand are to strengthen factor conditions, both in basic and advanced 
levels. In terms of basic level factors, the high yield dairy cows and pollution-
free forage can increase their production capacity. On the advanced level 
side, the highly specialized New Zealand dairy industry can be learned. The 
first step might be adopted is to employ local agricultural and management 
personnel in order to drive new plants to be on the right track. Then, with the 
experience learned from New Zealand, these firms can train their employees 
especially in their home bases. With the capital resources from these Chinese 
companies, it is possible to transform disadvantage of competitive resource 
to superior resource such as training simple labour force to specialized 
personnel. For the purpose of these investments, in terms of short-term 
goals, both basic factors such as dairy cows and advanced factors especially 
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experienced human resources can be gained immediately. Thus, the quality 
and quantity of raw milk can be guaranteed. For a long-term planning, the 
subsidiaries in New Zealand can play a role as training centres to provide 
their parent companies with experienced labour force. In addition, according 
to Porter (1990), in terms of driving force to competitive advantage, the 
advanced factors can be stronger than the basic ones. It can be anticipated 
that New Zealand’s specialization can contribute to China’s competitiveness in 
dairy industry with the continuous investments. 
 
3.2.2 Related and supporting industries 
There are a wide range of industries related to dairy industry. The 
components of industry chain mainly include stockbreeding industry, 
processing industry, transportation, packaging and paper industry. The 
creation of international competitiveness in dairy industry needs the support 
of these industries. The competitive advantage of the related industries not 
only reduces cost, but also contributes to quality improvement of milk 
products. 
 In terms of stockbreeding industry, Xin (2011) reports that with the 
help of governmental policies, the development of the industry tends to be 
fast. By the end of 2010, the output value of the industry accounts for 34% 
of the total value in agriculture. However, in terms of dairy cattle, the yield is 
low. Some firms rely on importing cows from countries which are specialized 
in dairy industry such as New Zealand and Netherland to increase their 
production of raw milk.  
 Package is another key factor to limited China’s dairy growth. On the 
one hand, it has tight relationship with dairy products’ quality and freshness. 
On the other hand, package can leave either positive or negative impression 
on consumers. According to Foodmate (2007), aseptic packaging technology 
is only utilized in 10% dairy enterprises in China whereas 65% in developed 
countries. Since the first corporation with Tetra Brik Package Company, the 
sales volume of Yili’s Tetra Brik milk has reached 5 billion over a 7-year 
period, from 1997 to October, 2003. What is more, Yili sold another 5 billion 
bags of Tetra Brik milk in the next 16 months. With the increase of 
production capacity of world-class package companies such as Tetra Brik, the 
driving force of packaging to dairy industry can be huge.  
 Compared with the main industry, the growing seems to be slower in 
upstream and downstream ones as well as the related ones such as 
interrelated services and R & D. The incompatible development of these 
industries can be constraint to the further development of the industry chain. 
Thus, it is difficult for China’s dairy industry to gain international 
competitiveness. 
 With the FDI by Chinese dairy enterprises especially Pengxin, who 
bought farms directly, the industry chain can be constructed and developed. 
As New Zealand is famous for its clean and green environment, its cows and 
fodders can be world-class which can be the source of good quality raw milk. 
Then, the degree of mechanization in both primary and processing industries 
can be high in New Zealand. Moreover, the marketing network in New 
Zealand can be international which leads to 35% of the total exporting 
volume. With the powerful support from the upstream and related industries, 
the competitiveness of these firms will be enhanced rapidly. With the 
development of the subsidiaries in New Zealand, their parent companies can 
benefit and learn from the world-class industrial chain which may promote 
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the competitiveness of the whole dairy industry in China since they are 
leading dairy enterprises in the country. 
 
3.2.3 Demand conditions 
The pressure from domestic demand can drive the innovation and update of 
enterprises. The continuous increasing of demand can be a factor in 
developing of the scale of companies. As illustrated in the figures in Part 2, 
the increasing volume of milk production in China indicates that the 
requirement of dairy products is growing and the improvement of individuals’ 
living standard in both urban and rural areas which is represented by the 
increase of DPI offers the possibility of consuming more dairy products.  
 

 Year 

Consumption (KG) 2005 2006 2007 2008 2009 2010 2011 

Beef 2.28 2.41 2.59 2.22 2.38 2.53 2.77 

Milk 17.92 18.32 17.75 15.19 14.91 13.98 13.70 

Milk Powder 0.52 0.50 0.45 0.57 0.48 0.45 0.53 

Yogurt 3.23 3.72 3.97 3.54 3.88 3.67 3.67 

Dairy Products* 21.67 22.54 22.17 19.30 19.27 18.10 17.90 

*The consumption of dairy products = the consumption of (milk + milk powder + 
yogurt) 
Source: China Statistical Yearbook 2006-2012 
 
Figure 3-1 Food consumption per capita in China’s urban areas 
 

 

 Year 

Consumption (KG) 1990 1996 2000 2005 2010 2011 

Beef 0.40 0.36 0.52 0.64 0.63 0.98 

Dairy Products 1.10 0.60 1.06 2.86 3.55 5.16 

Source: China Statistical Yearbook 2012 
 
Figure 3-2 Food consumption per capita in China’s urban areas 
 
 
As can be seen from the figures, in terms of urban areas, the consumption of 
milk products is gradually decreasing in recent years. The main reason may 
be the toxic milk affairs which were exposed in 2008 and later. Liu, Ye and 
Yuan (2010) conducted a survey about the impact of Three-Deer milk scandal 
on consumers’ attitudes. The result indicates that the affair has negative 
influences on consumers which lead to the decline of consumption. On the 
contrast, the consumption of dairy products increases continuously in rural 
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areas, almost fivefold in a 22-year period. Rural areas’ low absolute amount 
maybe because the low income and inadequate understanding of the healthy 
value of milk products. Yet the rapid rise rate of milk product consumption 
indicates that with the growth of personal income, the potential market in 
these areas can be huge.  
 The adoption of beef consumption statistics is to make a comparison 
with dairy products since both beef and dairy products are not common food 
in majority regions of China and they have relatively close nutritional 
ingredients. The result shows that beef consumption is increasing gradually 
throughout China. It may imply that the dairy product consumption in urban 
areas will bounce in the future. 
 According to Wang (2011), in 2008, dairy consumption per capita is 
103.1kg worldwide, 246.9kg in developed countries, 65.5kg in developing 
countries and 40kg in Asian countries whereas Chinese only consume 
10.65kg . Moreover, she points out that with similar dietary structure to 
China, Japan and Korea consume twice and triple times of milk products as 
much as China. It can be indicated that the potential room for dairy product 
consumption growth can be huge. KPMG (2008) supports this attitude that 
there can be a strong growth in the future in China’s milk consumption 
because of its low level. Moreover, more attention to individuals’ health is 
paid by increasing number of households because of the improvement of 
people’s living standard in both urban and rural areas and the awareness of 
the health benefits of milk products is increasing in China with the 
development of information globalization. The awareness can also be 
strengthened by another important factor. That is the urbanization rate of 
China is increasing to 51.3% (China National Statistics Bureau, 2012) 
because individuals’ education level is higher and the willingness of accepting 
new things is stronger in urban areas so that the new citizens can be 
influenced. These may also contribute to the future growth of dairy 
consumption (KPMG, 2008).  
 Next, Chinese consumers’ demand tends to be higher. With the 
development of individuals’ living standard, higher quality milk products are 
preferred by some consumers. Baby formula milk powder can be seen as a 
kind of high-end milk products and its consumption has increased 12-fold 
which is about NZ$ 12.4 billion since 2002 (O’Sullivan, 2013). Wang and Liu 
(2012) also report that over 80% of high-end market share is occupied by 
international brands and their share is middle market is also increasing. 
Moreover, Fonterra, New Zealand’s biggest dairy enterprise which controls 
over 90% of the country’s total exporting volume, set up its first farm in 
Tangshan, China in 2007 as pilot and followed by another two in Hebei, China 
and a R&D center in Shanghai to develop products which can meet Chinese 
consumers’ needs (Wang, 2011; Fonterra, 2013). To develop further in 
China, it has been confirmed by Fonterra that the company will establish a 
plant mainly focuses on processing ultra-high temperature milk between 
2014 and 2016. 
 Overall, the largest population, the rapid development of economy and 
the current low consumption of dairy products in China make the potential of 
milk products demand huge. However, after joining the World Trade 
Organization (WTO) in 2001, China has to face more intense international 
competitions. In terms of China’s dairy market, the huge potential 
consumption both interests domestic and international enterprises. Thus, the 
dual pressure of consumers’ high demand and FDI actions taken by 
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international enterprises such as Nestle and Fonterra may lead to the 
innovation and update of domestic enterprises. Because the dairy market 
share for Chinese enterprises could be occupied by foreigners gradually and 
finally leads to the elimination of domestic firms without timely innovation. 
 In order to compete with foreign companies and meet the high 
requirement of domestic customers, Chinese dairy firms need innovation and 
update. It can be seen that conducting FDI in New Zealand can be an 
effective action. With the advanced milking and processing equipment and 
management personnel, the new plants in New Zealand can have 
competitiveness in a short period of time. The diversity of dairy products in 
New Zealand market can play an instructive role in seeking for products 
which are suitable for Chinese consumers. The more important point is that 
the advanced technology and experience gained by these companies have 
significant contributions to the innovation and R & D process in China’s dairy 
industry and influence positively on its international competitive advantage. 
 
3.2.4 Firm strategy, structure and rivalry 
As general industries, firm strategy, structure and rivalry is also a 
determinant of the source of competitive advantage in dairy industry. A 
number of aspects including scale of firms, development and operation 
strategies and goals, organization structures and management experience 
have impact on the formation of competitiveness.  
 From the perspective of the whole dairy industry in China, although 
there are some large-scale domestic dairy companies, the extent of industrial 
concentration and scale operations are still at a low level. Compared with 
major dairy companies, the competitiveness of China’s dairy companies can 
be weak. According to Rabobank’s (2012) list of top 20 dairy companies 
worldwide, Nestle ranks first with the annual turnover of US$ 25.9 billion and 
followed by Danone at the second place (US$ 19.5 billion). Fonterra is in the 
4th place with the sales of US$ 15.7 billion. In terms of Chinese dairy 
enterprises, the biggest two companies: Yili and Mengniu ranks 15th and 
16th with close sales of US$ 5.8 billion in 2012. As can be seen from the 
comparison, the gap between leading enterprises in China and worldwide can 
be as large as four and a half times in terms of annual sales volume. 
Moreover, the huge potential market in China’s dairy consumption can be 
seen clearly by the world and some of the major companies have already 
conducted FDI in China such as Nestle, Danone and Fonterra. As reported by 
Wang and Liu (2012), international brands occupy over 80% of the high-end 
dairy market and their share in the middle market is continuously increasing. 
In other words, the major remaining market for Chinese dairy enterprises is 
the low-end one. These make the survival environment even worse for 
China’s dairy enterprises.  
 Under these circumstances, if operation and management strategies 
are not updated by Chinese dairy firms, their competitiveness not only in the 
world, but also at home will become weaker and weaker. Thus, their FDI 
actions can be seen as the transformation of investment strategy. In order to 
compete with international brands in China’s dairy market, the previous 
development direction should be reconsidered and make necessary changes. 
These investments conducted in New Zealand may contribute to solve a 
number of problems that Chinese dairy companies usually have, such as the 
poor management and product technology content. It can be seen as a 
virtuous circle that the innovation and update can promote Chinese dairy 
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companies’ production capacity as well as the quality of their products, then, 
the growth in the overall strength leads to the higher goals which desire to be 
achieved. In order to reach the higher target such as gaining more market 
share or increasing the production capacity, companies need to seek for the 
possibility of updating related technology. Therefore, these dairy companies 
conduct FDI as an approach to accelerate industrial updating and promote 
the international competitiveness. 
 
3.2.5 The role of government 
As a support factor in Porter’s diamond, the role of government can be 
facilitator. It can create and maintain a fair environment for every enterprise 
in a certain industry. The support from Chinese government increases the 
possibility of further development of dairy industry. For example, according 
to Tencent Finance (2010), China is a country with low dairy consumption for 
a long time and the two major causes can be residents’ habit of not drinking 
milk and lacking knowledge of the health benefits of milk. In order to 
popularize the knowledge, cultivate people’s habit of drinking milk and 
develop the dairy industry, Chinese government started a campaign which is 
called the Milk program for students in late 2000. With government subsidies, 
the price of the milk which is specific to students is lower than retail price. 
Tencent Finance reports that the campaign has covered 224 cities throughout 
28 provinces in 2010 and nearly 5 million primary and secondary school 
students gain health benefit from the campaign. Then, the Three-Deer milk 
scandal and other toxic milk affairs remind the government to strengthen the 
supervision mechanism of milk safety in order to guide the development of 
dairy industry in a benign competition environment. A recent action can be 
the proposition of the program of improving the quality of milk powder and 
rebuilding the consumer confidence by Ministry of Industry and Information 
Technology of the People’s Republic of China (MIIT, 2013). The main goal of 
the program is to create a safe environment for producing infant formula milk 
powder. With the support of Chinese government, dairy enterprises may 
update technology and control the quality more effectively. In order to 
rebuild consumers’ confidence on domestic dairy products, some consumers 
and public media staffs will be organized to visit related milk plants by the 
government. This action aims to show the truth of the quality of domestic 
milk products and conduct positive publicity. In addition, another target of 
the program is to strengthen ethics and professional knowledge training via 
the popularization of laws and regulations related to food safety. In a word, a 
number of toxic milk affairs restrict the development of China’s dairy 
industry. Under this circumstance, the government is trying to eliminate the 
negative impact and reconstruct a high standard and positive industrial 
environment by improving supervision. 
 In terms of the FDI actions conducted by Chinese dairy companies, the 
role of government cannot be ignored. Since China–New Zealand Free Trade 
Agreement (FTA) was signed in 2008, the corporation opportunities between 
the two countries have been increasing rapidly. For example, the reduction of 
entrance barriers makes Pengxin successfully purchased 16 Crafar farms. The 
FTA and effort made by both governments can be a driving force to the 
development of China’s dairy industry. According to China feed industry 
information (2013), the two countries has confirmed that further investment 
corporation will be conducted especially in dairy, wood and meat industries. 
Moreover, as one regulation of the FTA, the tariff for dairy products will be 
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reduced to 0 by 2019 (Llewellyn, 2008). This drives the cost reduction and 
contributes to formation of dairy competitive advantage. 
 
3.2.6 Chance 
Chance is an external factor which cannot be influenced by industries and 
government. Something which can break the previous balance of the 
diamond system and offer new competition space can be seen as chance.  
 With the rapid growth of China’s economy and individuals’ income, the 
potential demand of dairy consumption can be huge. Although influenced by 
toxic milk affairs, Chinese awareness of the health benefit of milk products is 
increasing and some of them gradually develop the habit of drinking milk. 
These can be chance for further development of China’s dairy industry. 
 Moreover, the FDI conducted by international companies in China may 
also be seen as chance. On the one side, they grabbed a large proportion of 
diary market share in China, which can limit domestic enterprises’ 
development. However, the pressure from world-class rivals can also strongly 
drive Chinese dairy firms to innovate. In order to survive in China’s dairy 
market, more effective actions need to be taken.  
 Overall, with the changing of development situation, which is currently 
adverse for Chinese dairy companies, as long as they can react positively 
such as conducting FDI, it could be turned into chance for these enterprises. 
 
3.2.7 Extend to the Generalized Double Diamond model 
The most significant difference between CAN model and the Generalized 
Double Diamond model can be the illustration of transnational business. In 
the Generalized Double Diamond model, Moon, Rugman & Verbeke (1998) 
consider the role of transnational activities can also be a determinant as the 
source of a nation’s competitive advantage. In terms of China’s dairy 
industry, the FDI conducted by enterprises from China in New Zealand are 
transnational operations. As analyzed before, there are a number of issues 
yet to be addressed in China’s domestic dairy industrial environment 
currently so that the national competitiveness of China’s dairy industry can 
be relatively weak. However, with the development of two-way FDI: 
international brands’ investments in China such as Nestle and Fonterra and 
Chinese enterprises’ investments overseas mainly in New Zealand lead to the 
internationalization of China’s dairy market. Firstly, the pressure from foreign 
dairy firms forces Chinese enterprises to seek for new development 
directions. Then, the decisions to conduct FDI made by China’s dairy 
businesses drive them to innovate. In the international competitive 
environment, with the experience learned from dairy specialized countries, 
China’s competitiveness in dairy industry can be enhanced quickly. 
 
3.3 To compete with world-class rivals (Analysis based on Dunning’s Eclectic 
Theory) 
Dunning (1977) argues that if companies is considering to conduct FDI, they 
should meet three prerequisites. Firstly, companies should have competitive 
advantage in the industry. In terms of Chinese dairy enterprises, their 
current source of competitiveness can be the capital resource. As mentioned 
in Part 2, the majority of the actions are to build new plants in New Zealand 
except Pengxin, who bought farms directly. For New Zealand, these 
investments can drive the development of its economy and increase job 
opportunities for local dwellers. Moreover, with the help of China–New 
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Zealand Free Trade Agreement, the trade barriers between the two countries 
can be much lower than the ones between China and other dairy specialized 
countries. This can be another competitive advantage for Chinese dairy 
enterprises. Then, the utilization of these advantages can be more beneficial 
in an internal market than selling or leasing to foreign firms. The capital 
resources that Chinese dairy enterprises have can drive them to become 
stronger if their internal market can be well organized by utilizing the funds. 
For example, they can produce the raw milk by themselves rather than 
purchasing from others. It can be easier to control and supervise the quality 
in an internal environment. Thirdly, more advantages can be gained in a host 
country than in the home of companies. Since the occupation of international 
companies in China’s dairy market and the less developed situation of 
Chinese dairy enterprises, it can be effective to conduct FDI as a first step to 
develop its technology innovation and management ability in the world-class 
environment provided by New Zealand. Then, with the promotion of these 
companies in many aspects, they can apply the experience from their 
subsidiaries to the parent firms to compete with international brands and gain 
market share in China’s dairy market. Therefore, under the current situation, 
it can be more beneficial to invest in New Zealand rather than in China for 
Chinese dairy businesses. 
 Then, the FDI actions can also be explained from the perspective of the 
three advantages in the Eclectic Theory. To begin with, in terms of Ownership 
advantage, China’s huge potential dairy consumption market can be one 
advantage. Dunning (1980) argues that companies that have stronger 
competitiveness are more like to engage in foreign production. In order 
words, companies conduct FDI because the current situation cannot be 
satisfied with and the high goals they want to achieve drive the actions. For 
example, as the top dairy enterprise in China, Yili may not reach the goals 
they set without developing subsidiary in New Zealand. Moreover, compared 
with other domestic firms, those who invested in New Zealand can gain 
competitive advantage more effectively. Then, New Zealand’s Location 
advantage which is suitable for dairy industry can be gained via FDI. 
Compared with China, New Zealand is far more specialized in dairy industrial 
chain. There are higher yield dairy cows (8 tons raw milk per cow per year) 
and pollution-free fodder in the country. In terms of advanced factors, the 
marketing network which leads to 35% of the world’s exporting volume and 
experienced human resources can be more attractive. In addition, as an 
important trade partner of China, a number of preferential policies from both 
governments can be enjoyed by the subsidiaries in New Zealand. Thirdly, it 
can be seen that Internalization advantage can also be achieved by the FDI 
actions. For food industries, the quality of products can be extremely 
important. In China, processing enterprises cannot guarantee the quality of 
raw milk which is mainly from unskilled dairy farmers directly. Thus, it can be 
safer to process the raw milk which is produced by the firms themselves. If 
the competitive advantages of New Zealand dairy industry can be utilized 
appropriately, the Chinese enterprises can form their own internal network 
system of the whole chain, from stockbreeding to sales section, and make 
connection with their parent companies based in China. Thus, the core 
competencies in every section may be gained by these firms and there can be 
no necessary to rely on external resources which usually cause the increase 
of transaction cost. 
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 It can be reasonable for Chinese dairy businesses to conduct FDI in 
New Zealand since Ownership advantage, Location advantage and 
Internalization advantage can be gained via the investments. It can be 
effective to enhance the overall competitiveness of these enterprises with the 
combination of current advantages that they have already possessed with the 
advantages that New Zealand (the host country) have. As they are major 
companies in China, their drive force of promoting further development of 
China’s dairy industry can be strong. 
 
3.4 To rebuild COO image (Analysis based on COO effect) 
COO effect can be defined as the influence on consumers’ evaluation of 
products and their purchase decision made by the country of origin image 
(Cai, 2010). In other words, the general understanding of a country can 
affect people’s evaluation of the products, services and brands from that 
country. 
 In terms of China, food safety problems happened continuously in 
recent years, from Sudan red incident to trench oil affair. Among these 
incidents, the worst food safety problem can be Three-Deer melamine 
scandal. According to Wikipedia (2013), the 300,000 victims and 6 infants’ 
death caused by kidney stones lead to the reveal of the scandal that a 
chemical, melamine, was added to milk in order to have a higher protein 
content. The reveal and other milk quality problems in a number of major 
domestic brands such as Yili, Mengniu and Wandashan lead to trust crisis 
throughout the whole dairy industry (Wang, Zhou & Sun, 2009). Moreover, 
the result of China’s re-examination of dairy production certificate in 2010 
shows that only 54.7% of dairy companies passed the inspection (643 out of 
1176). 
 A number of negative news about China’s dairy industry made it 
suffered an unprecedented blow. The bad reputation of China’s dairy products 
impacts negatively on consumers’ evaluation and seriously limits the 
development of the industry. In terms of domestic market, as can be seen 
from the data in Figure 3-1, the consumption of milk products in urban areas 
shows a downward trend, from 22.17kg to 17.9kg per capita between 2008 
and 2011. The trust crisis in international market can be even worse. The 
exporting volume of China’s dairy products reaches a peak at 0.135 million 
tons in 2008 before the milk scandal issue and falls down to 0.045 million 
tons in 2012, which is only 1/3 volume in the export of 2008 (Dairy 
Association of China, 2013). Moreover, after the milk scandal, several 
countries banned importing dairy products from China such as Japan, 
Singapore, Malaysia and Burundi (Brice, 2008). Another example can be 
Wandashan, China’s previous largest raw milk exporter before 2008, has 
exported 0 since the milk scandal (Wang & Liu, 2012).  
 The continuous reports about China’s dairy problems lead to a negative 
COO effect. Based on Han’s (1989) study on halo hypothesis, China’s COO 
image mainly in dairy products can be negative and currently it can be hard 
for consumers to have adequate information about the true quality of these 
products. The information imperfectability causes consumers to evaluate the 
quality based on COO image of China. Then, the evaluation impacts on 
consumers’ purchase intentions and preferences that they do not trust milk 
products from China. At the meanwhile, Han’s summary construct model can 
also play a role in this example. According to the negative reports of China’s 
milk products, the quality information of these products can be understood by 
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consumers to a certain extent. Then, their realization will lead to the 
formation of the COO image of China and the image affects consumers’ 
purchase attitudes that they prefer not to buy China’s dairy products. This 
reflects the circumstance that consumers show intermediate familiarity of 
products from one country. The quality information of China’s dairy products 
can be gained by potential consumers yet it is inadequate. Thus, both the 
halo effect and the summary construct effect work in consumers’ evaluation. 
A conclusion may be reached by the bidirectional evaluation that China’s 
dairy products are not reassuring and they are not preferred by consumers. 
 Dinnie (2008) illustrates the relationship between the image of a 
nation and the image of a brand from this country. In terms of China’s dairy 
industry, the food problems which caused by several brands such as Three-
Deer lead to a negative COO image of China. On the other hand, the negative 
national image impacts a variety of dairy brands from China. Consumers may 
hold the attitude that as long as the dairy products are from China, no matter 
what brands they are, the quality of these products cannot be trusted. 
 On the contrast, New Zealand, as one of the top countries which are 
most suitable for living, enjoys a world-class reputation in terms of food 
(Lifestyle9, 2013; Barnao, 2013). Although the dicyandiamide (DCD) from 
New Zealand milk scared consumers especially the ones in China, the 
government and Federated Farmers positively reacted to the issue and 
reassured the public there is no problem in New Zealand dairy product since 
the chemical is just a residue which is non-toxic (Satherley, 2013). He points 
out that the quick response to the DCD issue may help to enhance New 
Zealand’s reputation of food safety.  
 In general, New Zealand’s national image is clean and green which 
benefits its food reputation. Based on its natural endowments, the quality of 
New Zealand dairy products is usually trusted by worldwide consumers, 
which lead to 35% of the global exporting volume. Compared with the small 
population (4.4 million), the volume is huge. The positive national image 
makes dairy brands from New Zealand appear to be trustable. Then, based 
on the halo effect and summary construct effect, with unfamiliarity of the 
knowledge of New Zealand dairy products, Chinese consumers evaluate the 
quality of these products basically according to New Zealand COO image and 
they may reach a conclusion that milk products from New Zealand can be 
reliable. This is supported by a study conducted by Luo (2011) which focused 
on COO effect on New Zealand milk powder based on Chinese consumers’ 
evaluation. With the help of 200 Chinese consumers in different parts of 
China via a questionnaire survey, she concludes that the COO image of New 
Zealand is positive among Chinese consumers. However, with a relative low 
level of understanding of New Zealand milk powder, the majority of them 
evaluate these products significantly depend on New Zealand’s COO image.  
 Taking the distinct COO effect of China and New Zealand into account, 
conducting FDI in New Zealand may be a wise decision. On the one hand, as 
long as these companies set up subsidiaries out of China rather than 
conducting import of some raw materials, China’s negative COO image can 
influence less on them. On the other hand, the subsidiaries in New Zealand 
can contribute to the rebuilding of trust for both domestic and international 
consumers, which can be seen as halo effect.  
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Part 4 Recommendations for Enhancing China’s 
Competitiveness in Dairy Industry 
Since one major motivation and long-term goal for Chinese dairy enterprises 
to conduct FDI is to enhance the competitiveness of China’s dairy industry in 
order to relieve stress from top international rivals. Thus, it seems to be 
important for this research to propose recommendations for the promotion of 
China’s competitiveness in dairy industry from the perspectives of Chinese 
government, dairy associations and enterprises respectively. 
 
4.1 Suggestions for Chinese government 
4.1.1 Dairy farmers’ interests should be guaranteed 
After Three-Deer milk scandal, RMB 0.3 billion government subsidies as 
emergency fund was issued to dairy farmers (Zhu & Huang, 2008). The 
function of the fund is to support poor dairy farmers in major dairy provinces 
such as Inner Mongolia and Hebei to promote the sustainable development of 
the dairy industry. Currently, the profit of China’s dairy industry is still 
controlled by dairy companies rather than farmers and this pattern will take a 
long period of time to be changed. Thus, in order to increase income, the 
possibility of adopting illegal approaches to reduce the cost of raw milk by 
farmers still exists. Thus, government should take actions such as providing 
subsidies and setting acquisition price regulations to guarantee farmers’ 
interest in order to eliminate the occurrence of toxic milk problems.  
 
4.1.2 Strengthening education and supervision from the source of the 
industrial chain 
It can be significant to ensure the quality of milk products from their source. 
That is to say, the health condition of dairy cows, fodder and the quality of 
raw milk should be put more emphasis on. As discussed in Part 3, the 
majority of China’s dairy farmers and other employees in primary industries 
are unskilled. On the one hand, they lack ethical and professional knowledge 
of operating more safely and effectively so that education can be necessary. 
On the other hand, supervision should be further strengthened since the self-
control ability of these staffs cannot be improved in a short period of time.  
 
4.1.3 Enhancing positive promotion of the industry 
In recent years, negative reports have been filled with China’s food industries 
especially dairy. As a result, China’s COO image suffers a serious blow. In 
order to rebuild consumers’ trust to China’s dairy products, the significance of 
promotion cannot be ignored. This is not encouraging misleading 
propaganda. The first step is to improve the true quality of China’s dairy 
products. Then, based on certified products, positive promotion from the 
perspective of the whole dairy industry should be enhanced to change 
consumers’ stereotype on China’s food. Thus, with the increase of demand, 
China’s dairy industry can develop further. 
 
4.1.4 Encouraging and supporting suitable enterprises to conduct FDI 
Under current circumstance, the international competitiveness of China’s 
dairy industry can be weak. In order to improve it, learning from the 
experience of dairy specialized countries can be an effective solution. The FDI 
conducted by Chinese dairy enterprises in New Zealand supports this opinion. 
There can be no doubt that the advanced industrial chain in New Zealand can 
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provide these companies with helpful operation experience which can be 
learned and adopted in China. Thus, Chinese government should encourage 
this operation pattern by offering preferential policies to these overseas 
subsidiaries under the principle of fair competition.  
 
4.1.5 Assuring the implementation of quality standards for dairy products 
In recent years, several quality standards for dairy products have already 
been implemented (Yunnan Ming Pai, 2008). Yet, the frequent occurrence of 
taint milk incidents indicates the implementation situation cannot be 
optimistic. Quality is the fundamental of dairy products. Thus, the 
government’s function of playing a role in assuring the implementation of 
dairy quality standards can be extremely significant. For example, Chinese 
government may conduct supervision of dairy enterprises via the help of 
dairy associations so that the examination can be more professional and 
accurate. 
 
4.2 Suggestions for Chinese Dairy Industry Associations 
4.2.1 Playing a role as an advisor for Chinese government 
According to Baidu Baike (2013), there are a number of dairy related 
associations in China and the major one is Dairy Association of China (DAC), 
which is a Non-Governmental Organization (NGO). The association is 
comprised of a variety of dairy related enterprises, including cow breeding, 
processing and other service businesses. Since the staffs in the organization 
are all insiders, they may have more professional opinions towards the 
development of China’s dairy industry than government officials. Thus, based 
on domestic and international industry dynamics, the NGO can give advice to 
Chinese government. Thus, it can be more effective for the government to 
make clearer direction of the further development of China’s dairy industry. 
 
4.2.2 Functioning as a consultant to help dairy enterprises 
Sometimes it can be difficult for a company to have a clear understanding of 
the dynamics of the industry it engage in. The situation may exist in China’s 
dairy companies especially small and medium-sized enterprises (SMEs). 
There may be plenty of related information they can acquired via the help of 
DAC. Thus, these enterprises can have a further understanding of the current 
dynamics and consider whether it is necessary to adjust their developing 
strategies in order to adapt to the up-to-date industrial environment. 
 
4.2.3 Linking Chinese government and dairy enterprises 
Opportunities for dairy enterprises to meet with government officials can be 
few. Thus, enterprises can utilize DAC as a platform to express their attitudes 
and seek for chances to get in touch with the government. Moreover, Gao 
Hongbin, the current chairman of DAC, is the Deputy of Minister of 
Agriculture (Dairy Association of China, 2013). This makes the possibility for 
dairy enterprises to have a conversation with officials even higher. On the 
other hand, when opinions want to be listened by Chinese government, DAC 
can act as an organizer to arrange meetings. The frequent interactions 
between government and dairy enterprises can contribute to the formation of 
the competitiveness in China’s dairy industry. 
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4.3 Suggestions for Chinese Dairy Businesses 
4.3.1 Rebuilding corporate reputation 
Consumers’ trust can be a driving force for the development of a company. 
Currently, the reputation of Chinese dairy enterprises has not been recovered 
to the level before the Three-Deer scandal. Thus, dairy businesses should 
firstly focus on the quality of their products rather than conducting haphazard 
investment. Then, in order to meet the higher demand, concentrating on 
their R & D sector seems to be necessary. Because there are less dairy types 
compared with world-class businesses. As long as the new products are 
developed, promotion should be conducted to show the positive side in order 
to improve corporate image even the image of the whole industry. 
 
4.3.2 Valuing the outward FDI opportunities 
Major dairy enterprises which have already entered New Zealand should 
make full use of the opportunities to enhance their competitiveness. Chinese 
companies can learn plenty of knowledge from New Zealand dairy industry, 
from stockbreeding, milking to processing and sales. The experience from the 
world-class dairy country can benefit their parent companies and finally drive 
the development of China’s dairy industry. 
 
 
Part 5 Limitations of the Research and Suggestions for 
Future Studies 
5.1 Inadequate Illustration of the Negative Impact on China’s Dairy 
Industry by the Reduction of Agricultural Production Capacity in 
China 
Although statistics are utilized to show the farm land loss caused by China’s 
urbanization development, the negative influence made by the loss on 
China’s dairy production capacity is not indicated clearly. Moreover, the 
Australian example is mentioned to show how climate change can affect dairy 
industry. Yet, without the support of Chinese example, the negative impact 
by climate change on China’s dairy industry may not be convincing. In 
addition, there might be other factors which can lead to the reduction in 
China’s production capacity of dairy products, such as consumers’ rising taste 
preferring more protein in their dairy products might lead to more land 
utilization than general production and China’s rising population without 
enough land area for agriculture. These factors need to be further researched 
with data support in order to confirm their negative influence on the 
development of China’s dairy industry. 
 
5.2 A Test can be Conducted on Chinese Consumers’ Preference 
Based on Chinese dairy enterprises’ FDI actions, a test on Chinese 
consumers’ milk product preference can be conducted as the following figure 
shows: 
 
Products Companies 
 Chinese Foreign 
Chinese 1 2 
Foreign 3 4 
Figure 5-1 
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It can be seen from the figure that there are four choices for Chinese 
consumers’ consideration: 1. Chinese milk products produced by Chinese 
companies; 2. Chinese dairy products produced by foreign firms; 3. Foreign 
milk products produced by Chinese enterprises; 4. Foreign dairy products 
produced by foreign companies. (Foreign companies and products here refer 
to the ones from dairy specialized countries such as New Zealand and 
Australia.) 
 Based on current theoretical and practical support, a primary 
judgement is attempted to reach. To begin with, currently, the whole dairy 
industry in China is still suffering bad reputation because of the continuous 
food safety problem. The bad reputation can impact negatively on the 
products from the country. Thus, there can be no doubt that Chinese 
consumers’ preference on Chinese milk products produced by Chinese 
companies comes last. Then, foreign companies conduct FDI in China so at 
least a part of their raw materials will come from China. Although their 
operation and management levels are higher than Chinese companies, the 
utilization of Chinese raw materials can damage their corporate images to a 
certain extent. Because consumers do not trust Chinese products related to 
food as analysed in Part 3. Therefore, Chinese dairy products produced by 
foreign firms may rank 3rd in terms of consumers’ preference. Next, FDI 
conducted by Chinese dairy companies makes their subsidiaries’ reputation 
higher than Chinese companies. The improvement of operation and 
management skills, albeit not as profession as international companies, may 
promote the image of these firms. Moreover, the advantage of local raw 
materials can be utilized adequately which can be considered reassuring. 
Thus, individuals’ preference on foreign milk products produced by Chinese 
enterprises can be ranked at the second place. Lastly, according to the 
positive COO effect of these foreign countries, Chinese consumers may 
evaluate that the quality of foreign dairy products produced by foreign 
companies can be the highest and these products can be their first choice. 
Overall, according to this brief analysis, the ranking of Chinese consumers’ 
preference may be as follow: 
 
1 Foreign dairy products produced by foreign companies 
2 Foreign milk products produced by Chinese enterprises 
3 Chinese dairy products produced by foreign firms 
4 Chinese milk products produced by Chinese companies 
 
The result is reached by theoretical analysis. Perhaps a questionnaire survey 
can be conducted, which is more accurate, to support the credibility of this 
ranking. 
 
 
Conclusion 
In general, several motivations for Chinese dairy enterprises to conduct FDI 
in New Zealand are discussed. Firstly, because of the urbanization 
development and climate change, China’s production capacity of agricultural 
products can be reduced. The FDI actions can be seen as a solution to this 
negative influence. Then, China’s dairy competitiveness is relatively weak 
especially in production cost and operation and management personnel. On 
the contrast, New Zealand as a dairy specialized country, its competitive 
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advantage is in a high level. In order to enhance China’s competitiveness in 
dairy industry, Conducting FDI in New Zealand can be an effective approach 
since plenty of experience can be learned from this nation. Next, the 
increasing rate of market share in China’s dairy market is occupied by 
international brands. Moreover, based on Dunning’s Eclectic Theory, some 
Chinese dairy enterprises meet the requirements of conducting FDI. Under 
these circumstances, Chinese dairy enterprises’ FDI actions in New Zealand 
can contribute to the performance of these firms in international 
competitions. Lastly, China’s dairy industry is suffering a bad reputation 
which can be caused by the toxic milk incidents and consumers may lose 
their confidence in the dairy products from China. Thus, rebuilding 
consumers’ trust can be significant and Chinese dairy enterprises’ 
subsidiaries in New Zealand may have a positive image based on the world-
class food safety reputation of New Zealand. In addition, several 
recommendations for Chinese government, dairy associations and enterprises 
are given in order to enhance the country’s competitiveness in dairy industry. 
For example, the government should put more emphasis on primary steps of 
the dairy industrial chain in strengthening education and supervision on 
unskilled dairy farmers; Dairy associations should play a role in linking the 
government and related enterprises to offer more opportunities for further 
development discussions; Dairy businesses should try their best to rebuild 
the image of China’s dairy industry in order to increase the demand. 
However, there are limitations in this research which can be further studied. 
One is the lack of statistics to support the influence on China’s dairy industry 
by urbanization development and climate change and there might be other 
reasons that cause the reduction of China’s agricultural production capacity. 
Another one is the judgement of Chinese consumers’ preference on milk 
products based on theoretical analysis need to be confirmed by practical 
research. In a word, if Chinese dairy enterprises make full utilization their FDI 
actions in New Zealand, they can make contributions to the further 
development of China’s dairy industry. 
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