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Abstract

The purpose of this study was to investigate thin€de customers’ banking habits and the major dvarprevent
them from participating in E-banking. The study wasducted in Chinatown area in New York City. Therere
110 respondents completed the survey. The findimdjsated that the Chinese customers did most ettmking
transactions via teller stations. The Chinese ocusts’ major concerns of online banking includedusiég concern
and the lack of bank staff support when they saffefrom technical problems at home. The aging Gline
customers with low education and low income wess likely to participate in E-banking.

Keywords: Chinese customer, Banking, Habit, Barrier
Introduction

With the development of the Internet, more knowtedlg accessible to people anywhere at anytimelitasioig
communication, data transmission, and global icteva, the Internet is a playing field unlike anyher.
Transcending the traditional barriers of time apdce, the Internet is redefining the world of bagkiThe Internet
has created new methods for carrying out a vadgkfinancial transactions. With these developmeatsew era of
banking has emerged which has come to be knowrtdmiriking”. E-banking encompasses an array of fian
transactions, once done through the tangible exyghasf information, now are done electronically. Whihe
benefits of such advancements have been welcomedoby of the American customers, many Chinese mest®
are still uncomfortable with E-banking. The reaserhat there are some drawbacks such as comjlitemacy,
security, fraud, and theft have deterred Chines®aters from participating in E-banking. Many Clseeustomers
are still accustomed to tangible banking transasti®@ome of the E-banking activities include trasactions of
buying and selling goods, paying bills, transfegrfands, and managing investments.

The psychological barriers involved with computierbcy, age, financial status, education, and lével of
uncertainty avoidance are in relation to an indigits comfort level towards E-banking. The studysweanducted

in New York City Chinatown area to investigate €lginese customers’ banking habits and the majaidbawhich
prevent them from participating in E-banking. Itinsportant for the American financial institutiots understand
the E-banking behaviors of the Chinese customeawause the Chinese population growing up fasteénUhited
States. It is also important for the financialtitutions in China to understand the local Chinesstomers’
E-banking behaviors, because the huge populatitin niernet access in China provides an attractiaeket for
E-banking business. The findings in the study celp marketers understand more about Chinese custome
E-banking behaviors. It is obvious that the dewvelept of a successful E-banking system is basedhen t
understanding of the banking customers’ behaviors.

1. Literature Review

Today, the Internet is providing unlimited accessésources with real-timguality. More and more people are
using the Internet to carry out actions that wooidtve otherwise been done in person. “The online procergm
industry is reportedly at least doubling in sizergvyear” (World Almanac & Book of Facts, 2001). éfforts to
keep up with technological advancements, banksowdlr the world are offering E-banking as an appeali
alternative to the traditional styles of bankinghaihe intentions of luring potential customersitéirnet banking
appears as a response both to the technical drisvlmdicprevious Home banking systems and to the iggw
demands of consumers” (Giannakoudi, 1999, p. 2D&spite the barriers associated with E-banking #med
Internet, the advancements and benefits of E-bgntikirconsumers as well as banking institutionsreplaceable.
From the consumer’s perspective, E-banking hasigedwthem with the ability to pay bills, manage @etts, and
shop all from the convenience of their homes. Biternative has also reduced cost for the bankiegtiutions that
offer the service, “an online transaction coststtek much less than a face-to-face interactioh aibank’s teller”
(World Almanac & Book of Facts, 2001). With lespppawork to process every month and the money thaeing
saved, banks have been able to concentrate tf@itsedn improving other aspects of their orgarndarat

As technology infiltrates the financial market, kanare anxious to capitalize on the spoils of tetbgical
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advancements. Initially, banks implemented new esyst internally improving communication and fostgrin
standardization between branch offices. Later, bd@gan to use technology externally to promoraation and
increase transactions with customers. The develotsr# automated systems allow banks to more effity and
effectively conduct common banking practices. Whike introduction of Automated Teller Machines (ATMhe
time-honored tradition of going into the bank tahgraw money or transfer funds, for example, besomeethod
of the past. Through the use of ATMs, customersycant activities such as withdrawing, transferrirog even
depositing funds without having to speak to a tellbis self-service machine was a first step mmdlevelopment of
electronic banking.

As customers become more accustomed to ATMs andathety of functions they can conduct on their pwre
appeal for self-service automation grows. The hkbrings the bank to the customer replacing tthédeals of the
customer needing to go to the bank. Customersatréhe only beneficiaries from the transition torpand click
banks. With the Internet in full swing, the bankisegtor is taking advantage of the new possilslitigroduced to
them. Norway is the first country in the world tifeo Internet banking services (Ebersohn & Henn2@)1). After
this, the rest of the world follows, making Interrt®anking a worldwide phenomenon. A recent studythsy
American Bankers Association (ABA) and Grant Thomfound that nearly 20% of bankers believe thertret
will the dominant banking channel by the year 2(@&quette, 2002).

With increased appeal to offer services on thermtie banks are seeking out and finding clientsyany areas of
the world. The Internet has provided banks withtleas freedom in offering services and establigtpartnerships.
While opening a branch in a foreign market can berafire way to make its presence known, a banlddoose a
considerable amount of its investment if the braisatot successful in generating business. Thel@meebanks are
experiencing in their attempts at cross-border toenis what Goutzinis (2001) calls a freedom ofbishment and
the freedom to provide services through the Interne

This freedom, however attractive and beneficialy preesent some challenge. Although the Internetipased new
possibilities for private and commercial banksgl#o has opened the door to some challenges. Baaksecoming
increasingly advanced and interconnected offeringréety of self-service banking options online audbscribing
to a global payment systems and global structimean attempt to remain on the cutting edge ingbautionary
world, banks and bank managers are challenged doyéfv technology and software systems used to riteke
finance world run smoothly (Stewart, 2000). Witmstant upgrades and improvements, banks are hdiffroylty
keeping up with the latest trends and technologigsle remaining competitive in the global market®. The
second challenge Stewart points out is decidingt whevices to provide. In an effort to remain cotitpe in the
global payment system the banking world now opsratebanks are challenged in deciding if they wanoffer
simple, traditional services or something compjetew and radical to gain and retain customerserOdiriven by
corporate visions and organizational structureskbaare finding that they need to revise theseegfies and
cooperate with one another, working towards comiintgrests in a cross-border situation to deter naolittonal
competitors from penetrating the market. The thirdllenge Stewart cites is the bank’s ability toage a complex
new variety of business relationships coupled Wi organizational and cultural differences thdt make these
relationships more difficult. Stewart questions hawank will deal with newly formed nonbank comfmes, new
technology partners, and an array of service pavsidHe advises banks to seek partnerships araheds in the
emerging cross-border banking systems.

While banks are responding to one of Stewart's lehges by deciding what services to offer, custename
familiarizing themselves with these very same sei Whether it is the traditional options suchaasount
management or balance inquiry, or the more elabaations such as loan applications or automatstioghouse
transactions, customers have a responsibility tonkmhat options are available to them. Balance iiygand
account management are two of the more basic aptwailable to an online customer. Balance inquifers
mainly to watching the overall balance of an act@nd checking the daily balance. Account managéimgplies
the handling of assets such as transferring furelden accounts and general account maintenante asuc
balancing checkbooks and maintaining savings adsouxtcording to Poquette (2002), check balanc@s6¢d),
cash management (81.1%) and wire transfers (73&6}h&r most popular of the 19 reviewed servicesredffe¢o
small-business customers. In addition to these cmmamd traditional services, bill presentment aagpent are
two other common elements found in the online bagkiackage (Spiotto, 2001).

Not only are customers finding new ways to payrtbiis, they are able to pay them from differefgtqes. Wireless
or mobile banking has put banking transactionshennmiove. People are checking e-mail, receivingtiesd stock
quotes, and conducting conversations all with d@tle handheld device. With its convenience andityticellular

phones have optimized the flow of banking informatfor wireless users (West, 2002). The impact #iegless
phones with Internet access have on remote bartkiagnels can be seen through the increasing immpevis and
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new features being offered to cellular custometsilenalso targeting those customers who would conhtheir
finances from a wireless or Internet-based medium.

The benefits that Internet banking have broughthto modernized world does not come without a pricethe

increasingly interconnected marketplace, anyonehzame access to nearly anything from anywhere. |IBegpo

engage in these online practices are vulnerabke rioyriad of risks. The emergence of a whole newegmay of

crimes has given both, the banking industry andoouers something, to think about. Many problemecafbne
side of the partnership more than the other. Sofirthkeomore common problems include, but are noitdichto,

unauthorized access and the redirection of websiteg-mail, identity theft, credit card fraud, amthony

organizations. These technology risks, as welleagral others, have prompted the development aitegory of
safety measures for Internet transactions. Botlkdand customers are expected to maintain cegagtd of safety
in addition to following and implementing procedsirthat help keep them safe. With customers acapsbigir

money and making transactions from new places pedding in new ways, e-banking has taken themwoleeels

in their financial pursuits and abilities. Resuitifrom these new transactional capabilities is tgresponsibility
(Jain, Hong, & Pankanti, 2000).

Other problems facing e-banking customers are vability to hackers and viruses and knowing withowhthey
are communication when they logon to a website. }Mparsonal computer users are familiar with andehav
experienced viruses. These pathogens come from létude of sources, through e-mail, file downloadsd
illegitimate software programs. They can cause dgmia a variety of ways, weakening a computer dlosvang a
hacker access to personal information stored ohabha drive (Katyal, 2001).

In everyday life, credit cards fraud is an issuecancern. Verifying signatures and identificatiana relatively
common practice for in-store purchases, but whatiabnline? While this is a somewhat effective téghe for

in-store purchases, credit card fraud still coreggudespite all efforts to the contrary. Credit sairdud becomes
increasing more possible and extremely easierry cat (Bruno, 2001). With online shopping, theshcommon

way to “check out” of a website is by using a ctedird to purchase the selected items and conpleteansaction.
Mills (2002) reported that “One recent report sagadit card fraud is now 12 times higher onlinenttia-store,

while another report pegs online fraud at four 8ras frequent as the oldfashioned kind” (p.7). Aaotesult of
credit card fraud online is identity theft. Usingstolen credit card number, the defrauder pretendinbe the
cardholder steals and assumes the victim’s idemigtysing off his or her actions as those of thehzader.

Though there are several security concerns thatdhsumer must take into consideration to ensieie #afety on
the Internet, the burden to provide a safer ondineironment lies more so in the banking industhgsds. Banks
are faced with the responsibility of making e-bamgkia safe venture, not only for themselves, but ti@ir
consumers as well. Key elements for establishirgeaurity plan include reviewing intrusion detectigystems,
maintaining well-trained staff to handle any conguussues and protect the integrity of the data, employee
verification, including background checks if neegygs Since a customer can manage nearly all of firginces
online, banks are faced with the obligations, asice providers, to guarantee their clients’ seguanks must
assess the risk involved to the consumer and the
companies, establish a plan for security, and aeghpssible solutions and monitor their impleméoitato alleviate
security concerns about e-banking. Banks, howeneenat perfect entities, and like their custom#rey may make
mistakes. There are generally seven managemenrgemodlity shortcomings that are attributed to a lsasécurity
problems (Levitt, 2001). Carlson, Furst, Lang, atadle (2001) explain that this lack of consumenfidence can
not only lead to large financial losses, but thek laf confidence in the security measures can tedde slowing of
company development.

1.1 Successful E-banking Strategies
1.1.1 The Internal Banking Strategies

The responsibility for safety lies heavier in thets of banking institutions. Since they are theice providers in
most cases, they have equal if not more respoitgitsilmaking their websites, databases, and ndtsveafe for the
Internet and handing e-commerce transactions. Bahksild subscribe to certain requirements and pteve
themselves from falling into the most common pigfaBome of these problem areas include the patesftinternal
threat and minimizing the importance of small netwproblems that if ignored may become larger armtem
damaging (McCarthy & Campbell 2001). Some suggestimade by Pray and McCoppin (2001) for regulating
internal security include staying away from passlsothat are linked to an employee’s name, addmessocial
security number, and programs that offer to stqpassword for easy, repeat access.

1.1.2 The External Liability

Another area for concern is the use of third partyiders. Increasingly, most large banking intiius contract
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with third party service providers to handle isswedgside their realm of knowledge. Banks shouldfyethe
integrity and identity of the companies they aralitg with, and address any and all concerns wiestirdy with
these agencies.

1.1.3 Technological Developments for Safety

Authentication, identification, and authorizatiare dhree big areas that information technology graents have
profoundly affected. Other security concerns tt@ahpose banks’ strategies for a safer banléngironment are
encryption and the use of tangible identificatioathhods. Messages thiaavel over the Internet are susceptible to
interception by someone other than the individuathe intended destination. For this reason, sendemsitive
information suchas bank account numbers and credit card numbens theenternet is troubling for some
consumers. Encryption techniques exist to couthtese security weaknesses. In another effort abmgstsecurity,
some banks are using techniques suctargible devices, or something a customer possesadure their safety
(Middlemiss, 2002).

1.1.4 Legislation

The absence of territorial boundaries in cyberspaceausing challenges for legislation that depeaxsthe
well-defined perimeter of time and space and sé¢jparaof agencies and people (Shanmugam, Suganthi, &
Balachander, 2002). Banks have the responsibditpaintain a set of goals attained through wellghesd security
measures or a “security architecture” which prosittee roadmap to an organization’s strategic safstgn (Patilla,
2001). This roadmap should lead to compliance githernment regulations, their best interests, aedceeds of
their customers to provide and promote a safe Kkibgratmosphere. To that end, protecting the comsusnof vital
importance for services such as e-banking and evmmge which are dependent on continuous custontenest
and usage. While it is important that a customke t@sponsibility for their own safety, consumenssirbe made
aware and educated, if necessary, about the I@fetecurity protection available to them. Customsnsuld
understand their rights and obligations as Intemsets, costs they may incur and risks they mayubeerable to by
participating in actions such e-banking (GiannakoL#99).

E-banking is popular in the United State today.hBbe banks and the customers take the advanthgebanking.
The United State is a country with diverse cultufsople with different cultural backgrounds mighte different
behaviors. According to the encyclopedia Wikipe(#806), the Chinese population in the United St&esore
than 3.5 millions, some of them are American-bohin€se, and some of them are first generation ofigrants.
Most of them are located in some big cities sucNes York, Los Angeles, San Francisco, Boston, \ivegbn DC,
and Philadelphia. The study was conducted in Nerk @ity to investigate the Chinese customers’ bagkiabits
and the major barriers which prevent them fromigigeting in E-banking.

2. Methodology

The overall purpose of this study was to inveséghe Chinese customers’ banking habits and thernbayriers
which prevent them from participating in E-bankifidpe findings of the study can help marketers ustdad more
about the Chinese customers’ banking behaviorscandhelp financial institutions implement effeetistrategies to
attract and serve the customers.

The respondents in the study were contacted at beariches in Chinatown area in New York City. Tlatad
collection activities were permitted by the ban&riwh managers. Convenient sampling technique wakedjn the
study.

The instrument used in this study was questionnditee survey was comprised of two questions and the
respondent’s demographic information. These date weed to determine the respondents’ banking $abid the
major barriers which prevent them from participgtin E-banking.

3. Findings

The survey was conducted at six bank branchesima@wn area in New York City during fall 2007. Tlwoanches
were Citibank branches, two branches were Chade tranches, and two branches were HSBC branchealyTo
there were 110 questionnaires had been completgédsaiomitted. Table 1 shows the respondents’ dermpbgra
information.

Regarding the question “With what medium do younutust of your banking transactions?” There were 5624
respondents reported they did most transactiorts tefter station, there were 32 (29%) respondespsnted they
did most transactions with ATM, and there were drBy(15%) respondents reported they did most tchiose with
Internet (shown in table 2, table 3, and table 3).

Regarding the question “What are the major barpeesent you from participating in E-banking?” Taevere 99
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(90%) respondents reported “security concern”, gheere 64 (58%) respondents reported “without tieehn
assistance from bank staffs”, there were 21 (1@%paondents reported “computer illiteracy”, and ¢heere 8 (7%)
respondents reported “without computer or Interaetess” (shown in table 5). The 99 “security comter
respondents and 64 “without technical assistarm® foank staffs” respondents were from any gendsumgrany
age group, and education level group, and any iecawvel group. The 21 “computer illiteracy” respents were
from at least one of the following two groups: “0&® years old” group and “high school dropout aigh school
diploma” group. All the 8 “without computer or Imtet access” respondents were from “annual inconder
$25,000” group.

4. Summary and conclusions

The study shows most of the Chinese customersim Yéek City still prefer to do banking transactiowgth teller
station, irrespective of their gender, age, edaonatevel, and income level. A couple reasons adcdom this
phenomenon. First, many banks set branches in @wnaarea in New York City. It is very convenierdr f
customers to do banking because of the locatiotorigk customers prefer the high-touch service oblatecause
they can request services or ask questions whgmtkel. Third, customers consider on-site banlsngare secure.
Hofstede (1980) identified four cultural dimensidhat could differentiate countries; one of the elirsions was
weak versus strong uncertainty avoidance. Many €@rcustomers are strong uncertainty avoidancetede

Compared to the on-site banking (56%) and the ABMKing (29%), there are only 15% of the Chines¢orasrs
prefer the online banking. Most of these 15% custenare featured with relative young age (undeyez0s old),
relative high education (college level educati@md relative high income (annual income ranges $@%,000 to
$50,000). Those customers, featured with relatldeage (over 50 years old), relative low educatioigh school
dropout and high school diploma), and relative ioeome (annual income under $25,000), accountrity @ small
portion of the group prefer online banking. Thedfirgs indicate that aging people with low educatiod low
income are less likely to participate in online kiag.

Fall in the middle between on-site banking andnanlanking, there are 29% of the Chinese custopmefer ATM
banking. The reason accounts of this phenomenoid doet ATM banking combines the features of rektiv
convenience (the location), relative high toughviser channel (customers can ask bank staffs fastasse if they
need during the business hours), and relativeysédeturity).

Regarding the major barriers which prevent Chinesstomers from participating in E-banking, the tséy

concern” is the single most important barrier. Ehare 99 (90%) respondents report that they canidesafety of
the online banking. The second most important &atig “without technical assistance from bank staffThe
findings indicate that when the Chinese customarggipate in online banking, they consider theusitg issue and
technical issue. They are afraid that their infaiorais obtained by third party or misused by thirarcial

institutions; and they are afraid that they can gaitassistances from bank staffs when they sérfben computer
technical problems at home. The “computer illitgfdas an online banking barrier for those aging émd-educated
Chinese customers, especially those aging custoriies “without computer and Internet access” isoafine

banking barrier for those low income Chinese custamit is surprised that only 8% respondents tefathout

computer and Internet access”, while 25% resposdepbort “computer illiteracy”. That means there 4% of the
respondents who own computers but they are compliteracy. The reason is that other family mengbgrather
than the respondent uses the computer at homeaxXaonple, it is the respondents’ spouses, the ehnijdor the
grandchildren who use the computers.

It doesn’'t make sense for financial institutionsptomote the E-banking to those customers withoatputer or
computer illiteracy. On the contrary, the compudeiled customers with Internet access are thenfiz
institutions’ target market of E-banking. The majask for the financial institutions is to remofe tonline banking
barriers and convince customers to participate-baiking. How to protect customers’ informatiord drow to set
up call center to support customers are the twoneancerns for many financial institutions.

Although the study was conducted in New York Qitgwever, all the respondents were Chinese. Thénfisdcare
useful for financial institutions which try to prate E-banking to Chinese customers in China. éisitsmated that,
by 2007, there are 162 millions Chinese people witarnet access in China, it accounts for more th28o of its
population (Miniwatts Marketing Group, 2007).

The major limitation of the study is the samplifithe nonprobability sampling technique and the redasmall
amount of samples prevent the findings from beiexgegalized. Although all the respondents in thdysare China,
however, the first generation of Chinese immigrantsight have different characteristics as the
American-born-Chinese generation does. It is betlethat the first generation of Chinese immigraatsnore
Chinese culture oriented, while the American-bohir@se generation is more American culture orienfdue
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researcher didn't identify the generation differen€ those respondents created another limitafitimeostudy.
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Table 1. Respondents’ demographic information

Gender Age Education Annual Income Total respatsl
Male 62 < 30vyears: 41 High school level:| < $25,000: 25 110
Female 48 30-50 years: 38 | 34 $25,000 to
>50years: 31 | College level: 62 | $50,000: 65
Professional > $50,000: 20
school level: 14
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Table 2. | do most teller station transactionpoeslents’ demographic information

school level: 7

Gender Age Education Annual Income Total numbefs
respondents  ang
percentage

Male: 35 <30 years: 15 High school level:| < $25,000: 15 62 (56%)

Female: 27 30-50 years: 22 20 $25,000 to

> 50 years: 25 College level: 35 | $50,000: 37
Professional > $50,000: 10

Table 3. I do most ATM transaction: respondentshdgraphic information

Gender Age Education Annual Income Total numbefs
respondents  ang
percentage

Male: 17 <30 years: 16 High school level:| < $25,000: 8 32 (29%)

Female: 15 30-50 years: 12 10 $25,000 to

> 50 years: 4 College level: 18 | $50,000: 19
Professional > $50,000: 5
school level: 4

Table 4. | do most Internet transaction: resporglelgimographic information

Gender Age Education Annual Income Total numbefs
respondents  ang
percentage

Male: 10 <30 years: 10 High school level:| < $25,000: 2 16 (15%)

Female: 6 30-50 years: 4 4 $25,000 to

> 50 years: 2 College level: 9 $50,000: 9
Professional > $50,000: 5
school level: 3
Table 5. barriers of using online transaction

Security concern Without technicalComputer Without computer

assistance illiteracy or Internet access

99 64 21 8 Number of
respondents

90% 58% 19% 7% Percentage of
respondents
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Appendix: Survey Instrument

Welcome to my survey! The purpose of the survelp isvestigate the Chinese consumers’ banking featitthe
major barriers which prevent them from participgtin E-banking. If you are Chinese, please comptatesurvey.
Thank you very much for your cooperation!

Indicate your gender.
* Male [
* Female’]
Indicate your age group.
* Under 30 years old
» 30 — 50 years old
 Over 50 years old
Indicate your level of education.
* High school dropout or high school diploma
» Some college or bachelor degree
 Master or doctor degree
Indicate your annual income.
* Under $25,000
* $25,000 - $50,000
* Over $50,00QC
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Abstract

In the past 100 years, the outbreak of avian inftaeall over the world is periodic, and it is marel more frequent
and harmful, which is thought to be related withederation of ecological environmenh recent 3 years, the
outbreak of avian influenza is seasonal, it malmgaks out from the end of fall to the beginningvoiter and from
end of winter to the beginning of spring, becausthia time, the climate and temperature changedlg which is
a possible inductive factor of avian influenza. Bgpping the places where avian influenza brokebetdre 2000
and after 2003, we found that global avian infleenmainly distributed in the arc zone of West Europe
Mediterranean Sea, West Asia, Southeast Asia atid America, where the interaction of sea and lenititense,
and fowls and water birds inhabit densely. It imdastrated that the avian influenza virus existth@&water body
like sea, lakes and swamps, and the chemicals atpeth by human activities are the possible cautewian
influenza virus variation. By comparing the glolsplace-time distribution of avian influenza with tihgvay of
migratory bird, we found that eights flyways are thain zones where avian influenza broke out fretiyeso it
can be concluded that bird migration is an impdrégproach to spread the avian influenza all dvemtorld.

Keywords: Avian influenza, Periodicity, Seasonal fluctuatiSpatial distribution, Bird migration
1. Introduction

Avian influenza is short for the epidemic influenadich breaks out in fowls. It is a high infecttodisease caused
by the subtype of influenza a virus and is defimedlist A infectious disease by the Office Intelorzdl Des
Epizooties (Gao and Su, 1999). Avian influenzat fiimoke out in Italy, after that, it broke out ipan in 1918,
which led to the death of 21 million people. In 59& was formally named avian influenza (Xue, 20@&nce 2003,
a total of 250 million fowls died of avian influemZincluding ones that were killed), 265 peopleaniifected with
avian influenza virus and 109 people died. Thectlieeonomic loss of the world caused by avian erfla is over
250 billion dollars. The avian influenza has arcugiee attention of government and academic worleévary
country because it not only impedes the developroémiorld economy, but also endangers people’sthé@ao
and Wang, 2006).

At present, the study on avian influenza mainlyus®s on the field of animal husbandry and veteyisarence,
including toxicity detection, diagnosis of avianflienza in livestock and fowls, research and demlent of
antivirus medicine, spread approaches, as welktableshment of plans and countermeasures for emeygetc.
(Guo, 2004). For example, some scholars thougtit aki@n influenza is caused by the pathogens that be
filtrated (Liao and Song, 2004); investigation @zglrout in the United States revealed the hostvizinainfluenza
and its main spread approaches (Pomeroy, 1982) soholars put forward countermeasures for avifinemza
(Oxford and Lambkin, 2006) In China, study on adimasbandry and veterinary science is unprecedgtedand
Li, 2005; Chen, et al, 2004), such as the reseanchdevelopment of vaccines for avian influenza @t al, 2005)
and the analysis on the influence of avian infl@eon animal husbandry (Chen and Li, 2005). Howeseian
influenza is a natural focus disease, its outbreakt be related with the geological environment| bas specific
and dynamic space-time characteristics. Recentlglysis on the influence of temperature variation avian
influenza was carried out (Cui and Wang, 2005), thedspace-time distribution of high pathogeni@avinfluenza
has been studied (Fang, et al, 2005). But thettystmly focused on the special region of Chinesilaad, and
paid no attention to the global situations of avig#tuenza.

In this study, we collected the avian influenzainfation of the world through the internet, inchaglithe time when
avian influenza broke out, the place where aviflmeénza broke out, as well as the number of foulled and the

number of people who were infected with avian iefima; further more, we collected the relating emminental

information, such as the climate variation, envin@mt pollution and bird migration. We integrateégf data and
established a dynamic database, which exhibitsspiaee-time distribution of avian influenza, andlyred the

relationship between avian influenza and bird migra
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2. Dynamic analysis of the outbreak time of aviamifluenza all over the world
2.1 The periodicity of global avian influenza ire thast 100 years

In this paper, we collected a total of 2454 iterhsytormation about the avian influenza from 1980Atpril 2006.
We made a statistical analysis on these informagiod figure out the number of countries in whick #wvian
influenza broke out in the recent 50 years (FigyréAs we can see from Figure 1 that there aredtages when the
avian influenza broke out frequently, i.e. 1957-496975-1985, 1991-1999, and 2003-now. Around 19&@n
influenza broke out in six countries and regiohgytare Hong Kong in 1957, Scotland in 1959, Emtjian1963,
and Canada in 1966; from 1975-1985, avian influebzke out in six countries, they are Australiali@76,
Scotland and German in 1979, United States in 188&nd in 1984, and Australia in 1985; in 199@sian
influenza broke out in ten countries and regiohgytare England in 1991, Australia in 1992, Mexitdl994,
Australia, Mexico and Pakistan in 1995, and Hongiégdtaly, Australia in 1997; from 2003 to now, thetbreak of
avian influenza is much more frequent than before2003, it broke out in United States, Holland,r@an, and
Korea, in 2004, it spread to 9 countries, and timalver of countries in which avian influenza broke ia 2005 and
2006 are 16 and 34 respectively.

We can see from the outbreak situation of avialuémiza in the recent 50 years that the global awviflnenza
exhibits three characteristics: the first, the oeglix of avian influenza is periodic, there are fetages when the
avian influenza broke out frequently, that is ambu®60s, around 1980, the early 1990s and earlgsyaa21
century; the second, the outbreak of avian inflagiszmore and more frequent, from 1960s to 198@speriod of
avian influenza was 20 years, and in 1980s, itebsad to 10 years, in 1990s, it became 5 yeaes, 2003, avian
influenza broke out every year, and the situatieenss becoming worse and worse; the third, avidoenta is
spread to more and more countries and regions9@0s], it only broke out in a few countries or regioand in
1980s, it broke out in several countries, since32@e number of countries and regions in whictamvnfluenza
broke out began to grow significantly, and up tariAR004, it had spread to 54 countries of five tioents, and
became a global problem that endangers the animshiimdry and public health.

We made a statistical analysis on the global dese#igat endanger people’s health and life in reBBngears, and
classified them into traditional disease, modeease and infectious disease according to the aiudisease.
Traditional disease is brought by the underdevetpnmof economy, and is decreasing with the devetopinof
social economy; modern disease is caused by theeabti technology, bad life style and non-sustamabl
development, and it is more and more serious;nfextious disease is usually caused by various afpactors,
and it usually breaks out periodically. Avian irdhza is an infectious disease that breaks outdiealty and has
the modern characteristics, because since 199@s) emluenza broke out more frequently and wagag@rto more
and more countries and regions. Climate variaterjironment pollution, and style of animal husbanalre the
possible causes of avian influenza.

2.2 Seasonal change of avian influenza all ovemitwd since 2003

Since 2003, avian influenza has become a commaattho health in worldwide range. We collected riygorts
about epidemic situation of avian influenzam February 2003 to April 2006, analyzed these ds month and
educed the situation of avian influenza within aryéncluding the number of countries in which aviafluenza
broke out, the number of people infected with awdluenza, the number of people died, and the rarmbpoultry
died or killed. Three parameters of were used awdx statistical figure about the situation of aviisfluenza within
a year (Figure 2).

We can see from Figure 2 that the outbreak of glak@n influenza is seasonal in recent four yearainly from
the end of autumn to the beginning of winter (Oetdio November), and from the end of winter toltbginning of
spring (February to April), further more, it exhibthe trend of changing from “single-peak pattém”double-peak
pattern”. The stage of February to April in 2003he first fastigium of avian influenza, during thane, avian
influenza broke out in four countries or regiong, [ople were infected, two people died, and theatson in
Holland was more serious than the other three cesntThe stage of January to April in 2004 is #eeond
fastigium of avian influenza, during that time, aviinfluenza broke out in nine countries, 37 peoyee infected,
and 24 people died. The stage of January to Ap&0i05 is the third fastigium of avian influenzaJanuary, eleven
people were infected and three people died, fromcM#&o April, avian influenza broke out in five cdues, 32
people were infected and two people died. The @ctod November of 2005 and the January to Marc066 is
the “double-peak” stage, in October 2005, aviatuarfza broke out in ten countries, twelve peoplesvefected,
and four people died, in November 2005, avian @rflza broke out in nine countries, 18 people weferiad, and
nine people died; in January 2006, avian infludormke out in four countries, 28 people were inféctend eight
people died, in February, avian influenza brokeio®6 countries, thirteen people were infected| seven people
died, in March, avian influenza broke out in nirertries, three people were infected and two pedigie.
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The seasonal outbreak of avian influenza withinearyis related with the following three factorse tfirst, the
survival and proliferation of virus need cool emviment, according to the experiment on virus satyivirus will
live longer if temperature is low, at zero centigaavian influenza virus can survive over 30 dagst is easier for
virus to infect animals or people; on the contraigs will live much shorter if temperature isatVely high, for
example, if the temperature is over 22 centigrailas can only survive four days, so there isditthance for it to
infect animals or people. The second, the fastigifirvian influenza usually emerges when the seakanges or
temperature fluctuates greatly. In the Northern isphrere, the time of October to December is jushatend of
autumn and the beginning of winter, and the tim&eadfruary to April is just at the end of winter dmefjinning of
spring, at this time, temperature fluctuates gyeatid epidemic influenza prevails easily, so terapee change is
an important factor to induce the outbreak of avigtuenza. The third, bird migration is an impartdactor to
spread avian influenza to different regions of Wald, at the end of autumn and beginning of wirdeery year,
migratory birds migrate from the north to the southich will bring the avian influenza virus of theater area in
high latitude regions to the south, while at thd ehwinter and beginning of spring, migratory kinchigrate from
the south to the north, which will bring the aviafiuenza virus of water area in low latitude reggdo the north.

3. Analysis on the space-time distribution of aviainfluenza all over the world

Being affected by bird migration, trade of livedtand fowls and flow of people, the distributionasian influenza
is very complex, and there is no agreement on i$teilmition of original places of avian influenzathe present
time. In this paper, we discussed the distributaam of avian influenza at two stages and paid spextiention to
discovering the original places of avian influearal its distribution law.

3.1 Distribution of avian influenza before 2000

It has been more than 130 years since avian irdluénoke out for the first time. We collected 2#his of record
about the avian influenza all over the world froB8v& to 2000 and drew a figure about space-timeildision of

avian influenza using the Arc View of GIS softwaBefore 2000, there are ten countries and regiockjding

England, Ireland, German, Spain, ltaly, PakistaondgiKong of China, Australia, Mexico and Unitedt8& in

which avian influenza broke out, and these cousitistribute on the arc zone from the North Seaditderanean
Sea, via Persian Gulf, Arabian Sea, South China Ba&ada Sea, across the Pacific Ocean, to Gulf efidd. In

Australia (four times) and Hong Kong of China (#hr#mes), avian influenza broke out more frequéantany
other countries. In Spain and Hong Kong of Chihe,rtumber of people who died is the largest. lo@ance with
geography, the arc zone is a region where thersgtdaad interact frequently, islands take up thigdapercent of
land, and the seas in this region are usually thisea. Further more, the arc zone is the main ehasirglobal

transportation by sea, and the main habitable nefgiowater birds and fowls, so it is affected mytan activities to
a great extent.

3.2 Distribution of avian influenza after 2003

We collected 2430 items of information about theavnfluenza all over the world from February 2G03April
2006, of the 45 countries and regions involved |afal and Hong Kong of China are regions where avifinenza
broke out firstly, and Vietnam is the country in et the epidemic situation was more serious than ather
countries, because during this stage, avian infladmoke out 1023 times in 325 places in VietnaBnp&ople were
infected, and 42 people died. In this paper, we paore attention to the macro-distribution of aviafluenza, so
we incorporated the small countries, which bordmheother as one and separated the regions, whackarafrom
each other in one country. Using the GIS softwame established a space database and property satmbarc
View, and drew the figure of global distributionafian influenza at the present time (Figure 3).

As we can see from Figure 3 that, except SouthcAfiNigeria, and Niger, global avian influenza @a#@03 mainly
distributes at the triangle region from West Eurap&outheast Asia. If United States and Columbiésaalded, the
distribution of avian influenza after 2003 is sianitto the distribution of avian influenza beforeDQ0 That is, it
mainly distributes at the arc region approximafetyn West Europe (including Greece, Holland, Poja@drman,
France, England etc.), via Mediterranean Sea tatdes of West Asia (including Turkey, Iraq, Afghstan, Iran,

Pakistan, India etc.), then via Indo-China Penmgimcluding Vietham and Cambodia), to Southeas Ascluding

Hong Kong of China, Taiwan of China, Philippineddmesia and Malaysia), and then across PacificOaehatin

America (including Mexico, United States, Colombidgat triangle region includes the following seasa: North

sea, Baltic sea, Gulf of Bothnia, Bay of Biscay,dilerranean Sea, Adriatic Sea, Black sea, Caspan Bed sea,
Persian Gulf, Arabian sea, Bay of Bengal, Gulf bailand, South China sea, Java sea, Malacca Shaitybean
Sea, Gulf of Mexico, Great Lakes, Hudson Bay. Gletmter birds and fowls mainly inhabit in the trige region

described above, in which nine countries are thia places where avian influenza broke out freqyestid are the
“disaster areas” of the world. The numbers of pedaplected and died are shown in table 1.
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Besides, we summed up the number of places wheae afluenza broke out and the number of fowlsddae
killed in some countries from January 2005 to A@fI06 (Table 2). We can see from table 2 that iB52@vian
influenza mainly broke out in Asian area, and iaflued the animal husbandry of Vietnam, Thailandptresia,
Japan, China, and Turkey to a great extent. Sif66,2avian influenza began to spread to EuropeAdrich, and
influenced France, German, Italy, Rumania, Nigarid Egypt etc. Avian influenza broke out in founte®untries
of Europe and four countries of Africa, further mocat was infected with avian influenza in German.

3.3 Analysis on the causes of the global distrdutf avian influenza

The factors that influence the distribution of awiafluenza are complex. Distribution of sea anddlathe
ecological environment, host animals, and the flywhmigratory bird are factors that have closatiehship with
the distribution of avian influenza. It is demomséd by the global distribution of avian influerthat the “original
places” mainly distribute at the region where wated land interact mutually, including the courdrand regions
where there are many islands, archipelago, lakessaamps. It can be explained in the followingeéhaspects: the
first, the cool and moist water area is fit for fwevival of avian influenza virus, so the probapiof the outbreak
of avian influenza is increased (Glass, et al 20883ondly, water bird and fowls are the host aardier of avian
influenza virus, they inhabit at the places wheedewand land interact such as sea, island, lalesaamp, the
dejection of birds is not only the origin of virbat also the culture medium for virus to prolifesadvian influenza
virus can easily be isolated from the water potlubg bird dejection without condensation (Constaasj 2003);
the third, the direct discharge (or after elemgntiecontamination) of industrial waste water arfel dewage make
the pollution in sea, lake and swamp be more ancereerious. The zone from Mediterranean Sea t@theh
China Sea of and Java Sea of Indonesia is the sewstely polluted area, the biochemical reactiah\amiation of
a large number of pathogens and poisonous cheniicaigter may be the factors to induce avian infligevirus.

Basing on the above cognizance, we classified tfamanfluenza virus into “primary type” and “spetype”. And

we speculate that the zone from England and Holtdlest Europe, via Italy and Spain beside the itdagnean
Sea to West Asia, then via Indo-China Peninsula%mgheast Asia to Indonesia archipelago, and #teoss the
Pacific Ocean to Latin America, is the original gdaof avian influenza, in which avian influenzaniginly of
“primary type” (including cross infection within gat), and the virus may be formed by the variatiopathogens
(mechanism is till unclear). The avian influenzaegions like the inland of China, Russia, Africentinent (such as
Niger), in which there is a lack of water, may be'spread type” introduced by the bird migration.hbs been
proved by thanvestigation in ten places of Chinese mainlanthcaigh more proofs are still needed. Hence, the
essential measures to prevent global avian infaene strengthening the monitoring on ecologicairenment,
eliminating epidemic influenza pathogens and prawarand cure of water pollution.

4. Relationship between the space-time distributiof avian influenza in recent three years and flywg of
migratory bird

Bird migration is an important approach to sprdegldvian influenza globally, which has been prdvgdaesearch
(Liu and Xiao, 2005; Li and Gu, 2006), so peoplevipay more attention to the relationship betweed tiigration
and spread of avian influenza. Basing on the rexcatmbut avian influenza in recent three years, wadyaed the
relationship between the space-time distributiomwén influenza and flyway of migratory bird undee support
of GIS, with the purpose of grasping the macro-lafwavian influenza. Some scholars summed up thbaglo
flyways of migratory birds as eight routes, i.elaitic Ocean, Black sea-Mediterranean Sea, EastaA¥est Asia,
Central Asia, Southeast Asia-Australia, Americafa©cean, Mississippi River of North America, aAtlantic
Ocean of America (Zhang and Yang, 1997). In thigsepathe records about avian influenza in recergetlyears
were grouped according to season and migratorerautd were compared with the flyway and directbmird
migration so as to reveal the relationship betwten distribution of avian influenza and bird migoat The
migration of bird is seasonal, usually, birds nigeseed in the north from May to September evesy,yend then
they migrate to the south from October to Novembad live through the winter in the south from Dmber to
February of next year, then fly back to the nofwing to that there was little record about theamvinfluenza in
South America, North America and Oceania, we justlyzed the avian influenza in the “World Island” Asia,
Europe, and Africa, and drew a figure about thatr@hship between the distribution of avian inflazarand flyway
of bird migratory by using Arc View. It is demoreted that at least 8 flyways correspond with spice-
distribution of avian influenza. This result wilé lpropitious to the study on the space-time digtign of “spread
type” avian influenza.

Figure 4 shows the three routes where the distobubf avian influenza corresponds with the flywafy bird
migration at the end of autumn and the beginningiofer. The left one is the flyway of bird migrati from Siberia
to Mediterranean Sea, and avian influenza brokle thié migration of bird: in July, 2005, avian irdhza broke out
in Russia, in August, it broke out in Kazakhstamd ¢hen it spread to Croatia and Romania in Octabet at last
13
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broke out in Turkey in November. It is demonstratteat avian influenza spread from the north togbeth when
the bird migrate to south at the end of autumnizginning of winter. The right one is the flywaylsfd migration
from Japanese Sea to Indonesia, along this rovi@n @nfluenza first broke in Korea in December 20then in
Hong Kong and Vietnam in January 2004, and theeagpto Indonesia in February. The middle one islylmey of
bird migration from east China to Indo-China Peniasavian influenza first broke out in Liaoningofince in
October 2005, then in Guangxi and Fujian in Deceirdidast spread to Laos and Thailand in Janu@@p2Figure
5 shows the five routes where the distribution wéa influenza corresponds with the flyway of bimiigration at
the end of autumn and beginning of winter. The ¢efe is the flyway of bird migration from Gulf ofuBea to
Black Sea, at the beginning of February in 200&rainfluenza broke out in Nigeria, then broke iouNiger at the
end of February, after that, it spread to Egyghatend of March, and Turkey and Iraq at the beégmof April, at
last Azerbaijan at the middle of April. The righteis the flyway of bird migration from Mediterraare Sea to
Northwest Europe; avian influenza first broke suBulgaria at the middle of February, then in Aiastit the end of
February, and spread to Denmark and Sweden atetfiaring of March. The left three flyways are fréxrabian
Sea andBay of Bengal to China and Mongolia. And we wilkdiss the relationship between the distribution of
avian influenza in Chinese Mainland and bird migrain another paper.

Conclusion

The first, in recent 100 years, the outbreak ofianinfluenza is periodic. Its period changed frabnyéars to 10
years, so the outbreak frequency of avian influéazsecoming higher and higher. The outbreak dhraimnfluenza
is in accordance with the deterioration of ecolafjienvironment. In recent three years, the outbrefakvian
influenza is seasonal within a year, mainly atehd of autumn and the beginning of winter, andhatend of winter
and the beginning of spring, because at this tseason changes, and temperature fluctuates greatly.

The second, by mapping the places where avianeinfias broke out before 2000 and after 2003, we fahat
global avian influenza mainly distributes in the aone from West Europe, via Mediterranean Seadst\Asia, and
from Indo-China Peninsula and Southeast Asia, #moss Pacific Ocean to Latin America, where sehland
interact intensely, climate is cool and moist, dodl and water bird inhabit densely. The poisonchemicals
discharged by human activities and the pollutionvafer area are the factors that induce the vanaif influenza
virus.

The third, comparing the distribution of avian irdhza with the flyway of bird migration, we founldat eight
flyways in the “world island” of Asia, Europe, amdrica correspond with distribution of avian inflhea. So we
conclude that bird migration is an important apptot spread the avian influenza globally.

The fourth, in recent years, the Vechta Universfterman developed software of Vet GIS, whichgsdito collect,
analyze and manage the data about epidemic digeasémal husbandry. The software plays an impontale in

the monitoring of avian influenza in Italy from 1®8 2000 (Munch, 2003). We suggest that Chinalshestablish
GIS and network fomonitoring natural focus disease as soon as pessblas to monitor the space-time dynamic
of epidemic disease, understand their space-tistahiition, and reveal the relationship betweerepiic disease
and ecological environment, accordingly, it wilbpide a scientific information platform for us tacke up with the
large-scale outbreak of epidemic disease.
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Table 1. Number of people infected with avian iefiaa and died from 2003 to 2006.

Country/ 2003 2004 2005 2006 Total
Region Diagnosed | Dead Diagnosed | Dead| Diagnosed| Dead| Diagnosed| Dead| Diagnosed| Dead
Azerbaijan 0 0 0 0 0 0 7 5 7 5
Cambodia 0 0 0 0 4 4 2 2 6 6
China 0 0 0 0 8 5 8 6 16 12
Egypt 0 0 0 0 0 0 4 2 4 2
Indonesia 0 0 0 0 17 11 13 13 30 2B
Iraq 0 0 0 0 0 0 2 2 2 2
Thailand 0 0 17 12 5 2 0 0 22 14
Turkey 0 0 0 0 0 0 12 4 12 4
Vietnam 3 3 29 20 61 19 0 0 93 42
Total 3 3 46 32 95 41 48 33 192 109

Data resources: Consultation Service Center of HGmyg Special Administrative Region of the PeopRé&public
of China, until April 12, 2006.

Table 2. Epidemic situation statistic of Avian rhza in the world from 2005 to 2006

Number of poultry lost in 2005 Number of poultrgidrom Jan. to Apr. in 2006
Country Places| Infected Died Killed | Country | Places | Infected Died Killed
Vietnam 385 333 356 303160 716 726 | Vietnam 258 - 30990 416 272
S. Africa 125 - - 26 454 Turkey 167 15 270 16 249 436 222
Thailand 113 45 580 54 013 376 350 China 15 32 800 32 800 316 700
Russia 53 - - 121 287 Iraq 5 1652 1652 13478
Indonesia 47 22 665 346 162 - Ukraine 26 146 291 146 294 -
Japan 38 22 - 1336 965 Romania 15 473 233 386
Romania 37 1563 1336 25733| France 3 10 502 401 11 300
China 32 45 796 42 204 742 348  ltaly 12 2 17 -
Ukraine 30 2077 2101 23589 Egypt 32 2 065 19 861
Turkey 2 2900 2900 13190| Nigeria 17 54 056 49 681 26 819
Total 881 454 260 752 485 3228 657 Total 659 350 294 471 204 2533 331

Data resources: Consultation Service Center of HGmyg Special Administrative Region of the PeopRé&public
of China, until April 12, 2006. “-” means data arat available.
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Abstract

With the development of economic globalization &andwledge economic age, the traditional employnsgstem

has been gradually disorganized. How to rebuildti@hs between enterprises and employees and gevelo
employment relations which can adapt knowledge @too age is an importance science task for theeptes
research of human resource management and aiceptigdblem which enterprises face. In this artigle, analyze
the age background that the relational contractdas employee appropriability is transformed @ tifansactional
contract based on employee employability, and dsdbe reasons, concept and measures of estahtistione
employment relations management based on empldyabil

Keywords: Employability, Appropriability, Employment relatipiPsychological contract
1. Introduction

With the development of economic globalization dawbwledge economic age, the employment relatioes ar
changed in the whole world and the traditional eplent system has been gradually disorganized. tdowbuild
relations between enterprises and employees andlopeemployment relations which can adapt knowledge
economic age is an importance science task foprtbsent research of human resource managementraatisiic
problem which enterprises face.

In the concept of employment relations, the retetibetween employees and enterprises possess taminge
which include written contract relation and unvenittpsychological contract relation. Because theleyngent has
large differences with other economic businessest can not implement employee management threygitific
contracts. With more and more universal knowleddps, the drive power of written contract becomeallenand
smaller, and the modern human resource managenmetand more emphasizes the functions of psychzabgi
contract in the employment relations managementhe@sychological contract has become the coréenorof
employment relations management. For psychologmabtract, it emphasizes connotative, informal and
undemonstrative mutual expectations exist in theualurelations between employees and enterprisespéexor
contents regulated by formal employment contraud, they are the important factors to decide emg@s\attitudes
and actions at the same time (Rousseau, 1995,)p.287

British psychologist Guest thought that the orgatian was a special group which was establishegtllayions and

in the process of enterprise organizational strat@adjustment and employment relations changepsfgehological
contract was the core factor which could refleds thange through the most sensitive and centrhlizeasure
(Guest, 2001, p.98). Because traditional long-temployment psychological contract was destroyedinsthe
knowledge economic age, to reestablish psycholbgimatract through enhancing employees’ employgbdind
accordingly build harmonious and cooperative emplent relations becomes the main strategy and task f
employment relation management.

2. Transformation of employment psychological contict from relational contract to transactional contract

Rousseau named traditional psychological contractetational contract and named new psychologioalkract
which was forming as transactional contract (Roassd 995, p.300). The relational contract more esjzes
extensive and long-term mutual relations with dodéelings (such as dedication, trust and so onj the
transactional contract more emphasizes concrebei-trm and economical mutual relations (suchatergthat the
enterprise pays for employees because of theirices)v In the relational contract, the enterprisstdrs
appropriative employees, and in the transactiooafract, enterprise should foster employees withleyability.

2.1 Relational contract based on employee apprdyiitg
In the past century, long-term employment system tha base platform for the management of enterprigployee.
The interior development, job guarantee and inceystem based on longevity are characters of thjgayment
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system. In this employment system, the psycholbgicatract between enterprise and employees isrtao$o
relational contract, and employees contribute thein loyalties and achievements to the enterpasesthe latter
ensures employees’ job guarantee and incomes.

Lifetime employment system adapts organizationaratters of industrial society and these charadtaiside
relative stable exterior environment, small interamganizational structure changes, prospectivekveaguence,
easily intersected pipelining flow and easily deposed functions and responsible range. In thisnizgtional
background, to establish long-term employment i@iattaking labor market as carrier is the effectigament to
contact enterprise and employees, which can ngteafféctively enhance employees’ loyalties to theerprise, but
also can improve labor productivity for the entespr And the enhancements of employees’ loyaltres labor
productivity are all based on employees’ appropmeaskills.

In the production management mode of industrialetgcthe competitive predominance of enterprisee® from
monopolized and dominative rights to employeesli#s to a great extent. Aiming at special constsne
techniques and equipments of the enterprise, emgidyknowledge and skills are more appropriativegirt
productivity are higher and the domains which théesrise engages are more effective. If thereoidifatime
employment system, employees will have no interesigearn and grasp special knowledge and skillehviare
only useful for several enterprises, because tlits siith high appropriability may have no markaitside the
enterprise. At the same time, if there are no guaes for long-term employment, enterprise alssufbevant to
invest resources to help employees grasp spesiattiative to enterprise, because employees’ jgping will
induce the enterprise lost its all investments.réfoee, lifetime employment system becomes the bdgeh can
strengthen both investments, and the system guardot the enterprise to foster employees’ appatipg skills,
and employees become the human resource of estegppropriability.

Under the restriction of lifetime employment retai$, the enterprise can obtain benefits brougheraployees’
high specialization of knowledge skill to the lasgextent and doesn’t worry about the job-hoppihgatuable

employees. And to employees, they can get occupatiad life guarantee and avoid suffering unemplayental

pressures and terrified feelings from long-term leympent contract, and when they have occupationagiee,

they are willing to devote energies to learn praifasal knowledge relative to the enterprise orrtogin posts and
unceasingly enhance their own specialization |eMekrefore, under the situation that the managemmvitonment
of enterprise is relatively stable, the long-tenmpéoyment system in the interior labor market cah anly ensure
employees’ work safety and foster appropriative leyges for the enterprise, but also strengthen eyepk’

dependences to the enterprise and the enhancehearerprise productivity.

2.2 Transactional contract based on employee erapibty

The coming of globalization and knowledge econoiniage changes the environment of organizational
management faced by enterprises. Continually ietemarket competition makes enterprise lose staheldpment
environment, and to face challenges and keep catwpgiredominance, the enterprise must adjustitecture and
this adjustment will inevitably bring the disintegion of traditional employment system. And theatstgic
adjustment, technical advancement and work reccatibim are direct drive forces for the disintegnatiof
long-term employment system. The strategic adjustrmakes original employment relations by centealizontrol
present the situation of decentralization, emplaynp®licies become diversification, employment tiela become
flexible. The rapid development of technology negahe mode developing skills through the gradoalmulation
of interior labor market. The work recombination kes the organizational form of production produsseatial
changes, and the original enterprise specializaiger organization with single task, high degréem@mber
specialization and specific professional limitatisngradually substituted by flexible team orgaticta And the
flexible production system requires that employmassess various work skills.

In the process that the enterprise adjusts itsnizgtion, it gradually disorganizes traditional éayment relation.
The psychological contract between employer andl&yep was transforming from relational contract to
transactional contract (Herriot and Pemberton, 19988), and “a new psychological contract takirg t
independence on the other party in the aspect isfezxce and development as its premise is occu(kitilgrop,
1995, p.289)". The psychological balance formedbbth parties of employment especially originallynied by
employees is broken, and employees’ work stablseserxchanged by their loyalty, obeying and hartkvaoe
weaken, and they are losing their loyalty and srustthe organization. The traditional and stableual loyalty
relations between organization and employees adugily disorganized. In the forming transactigrsalchological
contract, long-term employment relation is replabgdshort-term employment relation, and the refetibetween
employees and organization exchange relation, emglogees can get enhancement of employment abilibugh
high work performances in turn, i.e. they can abtaiobile and carriable skills to strengthen themaelections.
Boxall and Purcell especially emphasized that peint they thought people begun to notice empldiygabiut not
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stability in recent years (Boxall and Purcell, 2093.17).
3. Reasons to establish employment relation managent based on employability
3.1 Meanings of employability

Accompanying with changes of employment relatiothee research of employability begins to get pesple’
recognition. At present, there is no a specificimdébn to define employability and many scholateought
employability was the ability to obtain job and kenployed. British scholars Hillage and Pollard dedfi
employability as that the employability was theliafpneeded to obtain original employment, maintamployment
and get new employment when necessary (HillagePatidrd, 1999, p.6). They thought one person’s eygtility
was decided by his depository of capitals suchnakiding knowledge, technique and attitude, thehwrbtto
manage and distribute these capitals, the abdityigplay these capitals to the potential emplayet the space for
individual operation.

The present research of employability emphasizgg@mbility is a dynamic process of learning. Enypliility
means the ability that one person shows in theggoof obtaining employment post, maintaining egmknt post,
reselecting and getting new post. The maneuverghildexes of employability are mainly presentedhe skills
that individual gets, such as common skill, speskdl, occupation applying skill, psychologicalilsland so on.

3.2 Inevitability to establish employment relatioanagement based on employability

In a knowledge economic society, because the $gafrpost is difficult to be guaranteed, enterpsican attract,
prompt and hold knowledge employees only dependmgnhancing employees’ employability. To estabfisiwv

employment relations based on enhancing emplogessioyability has become necessary choice for itherrise,

and employees also should transform their abilftes pursuing security to pursuing employability.

Knowledge and competition are two characters afgmeage. Because enterprises face the threatsstérece and
employees face challenges of development, so tepgkmowledge is the headspring to possess conwgetiti
predominance not only for enterprise but also fopeyees, and knowledge pursuing has become thporede
need and aim for enterprise and employees. Empladyabr lifetime employment ability has become mat
beneficial base for both parties to establish nepleyment relations.

To develop employment relation based on employshgi not only the need of organization, but alspkyees’.
As viewed from organization, it couldn't offer aabte work place and long-time employment promise fo
employees and it is not the aim that the orgarmimashould pursue to give employees stable worke Th
organization begins to think much of individualalwes to organization, and for employees with m@alees and
strong adaptive ability, the organization would payt resources, but for employees with fewer valubhe
organization can not give promise. At the same titne coming of knowledge economical age increttsevalue
contributions of human capital in product (or seeyj accordingly strengthens employees’ statueémigotiation
between labor and capital, which also make entpriore consider how to attract and hold talentéesged from
employees’ demands. When enterprise can not giysogees the promise of lifetime employment, thenpse to
enhance employability for employees also becomesétessary requirement to attract and hold miesttsa

The incomes that enterprise makes the promise emgaemployees’ employability are obvious. Firsttegprise
has flexibility to implement strategic adjustmenithirough receiving further education and trainiegjployees
continually refresh their knowledge, which can avexcessively narrow knowledge and the rigiditgwfployment
conversion, enhance their own employment abiliteasd make enterprise possess the flexibility oétegic
adjustment and the strength of updating and exdenSlecond, the promise of employability is a biducement to
make employees stay in the enterprise, becausegegs know that if they go to other enterpriseschvition’t care
about enhancing employees’ values for higher satyin the age with technology changing quickiiyeyt will
finally face the threats washing out because oflated technologies, and only in the enterprise lwkimphasizes
employees’ employability, their benefits can be rgngeed really only through continually refresh ithewn
knowledge and skills. Just as Welch described ‘Binployment offered by GE is the best work pospafiple want
to compete all over the world. We possess the rarsellent resources of training and development thed
enterprise environment we build can offer large hera of opportunities for the developments of ifdiiels and
their careers (Welch, 2005, p.87)". Third, it helpsenhance market competition of enterprise. Toaeoe the
competition in the labor market, employees will dawore enthusiasms to study and employees with dbglies
are propitious to the market competition of entegprTherefore, the employment relation based opl@mability
can not only help enterprise win and hold talehtg, also can enhance the efficiencies of enterpriaeagement
and business operation.

As viewed from employees, they have to more emphabieir opportunities learning and growing in origation
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and the enhancement of employability to countethet laid-off risk faced at any moment. Employeegdhe
obtaining knowledge, skills, ability and other chaters which are emphasized by employer at presahtn the
future to maintain employment and ensure futureleynpent.

In new employment relations, absolute loyalty tgamization has become into relative loyalty to @etion,
specialty and employability. That is to say, thgamization and employees will regard each othethes own
“gangplank”, but not the “terminus”. Baruch andg#el pointed that there was no any organizatiordcguarantee
employees’ employment security today, and what tyd do most was to make employees strengthénskibls
for employment, and employers begun to give uprthgitudes of householder and individuals needsuedding
on them more.

Therefore, only to establish new employment refatiased on enhancing employees’ employability #etinhe

employment ability can realize the balance of biémahd aim between enterprise and employees. KgWogment
relation fosters more sustainable relation of etjuahd mutual benefit between individual and oigation. That is
to say, enterprise increases employee’'s opportsnito strength their employability for exchangingttér

performances, loyalties and devotions that emplysgy in the enterprise for the developments ofettiterprise.
The result implementing new contract is that theemgmise would possess a group of employees witlupztion

flexibility, and the employer would possess an irtse with sustainable competition. And this newpéoyment
relation will create a sort of new enterprise maith competitive predominance, in which the leaghénterprise is
composed by knowledge employees. It is a new dpmeatal tendency of employment relation to estabiise

employment relation management based on emploahitid develop cooperative and win-win relationsvieen

organization and employees in the age backgrounttegrative knowledge economy and global economy.

4. Concepts and measures to establish employmentatton management based on employability
4.1 Concepts to establish employment relation mamegt based on employability

To establish employment relation management basedntployability, enterprise should transform mamagyet
concepts first.

(1) Abandoning traditional employment concepts.eforise should not treat employees as one parhtefgrise
assets or a sort of resource occupied by it anymidew employment relation should establish equaibperative
relation between enterprise and employees and ipgrsiin-win. If one day the results of win-win dor@xist any
more, it should be reasonable that any party stopperation. In this way, both enterprise and eyg#e have
exact anticipations to the future cooperative r@teand advance the management aim of employatiligther.

(2) Abandoning the traditional concept that empésyare loyal. Enterprise should not think it isogt sf betrayal
that talented employees resign and go to othergiges any more. Employees’ demission may indittetg want
to change work environment or there is other poatéch they can better exert their specialtiesly@iving up this
old concept, the management enhancing employabditybe implemented.

(3) Establishing new enterprise ascription sensgplByees have ascription senses to those entesprtsieh really
care about their future. Enterprise should let eyg#s know that enterprise truly consider employmmsefits and
the change of management environment induces vwpiapers. Enterprise should let employees trusfatiene
of the enterprise is just their own responsibaitieot responsibilities of super managers. Inwayg, employees can
clearly realize the base and target that enterpsisst are to offer products (or services) satisfig consumers and
if enterprise can not do that, every one will lbge job. Only in this way, enterprise can estabisbnger cohesive
force in enterprise.

(4) Building people-oriented employment conceptalgood employment environment, enterprise mushesiped
putting people first, respect individual occupati@valuate objectively individual adaptive abilijpd maintain
individual social capital and human capital. Entisgo should also respect employees’ personal atnbatief and
help them enhance their abilities to fulfill anchatisociety through consciously changing theinviatdial behaviors.

(5) Building enterprise culture which can be cotesis with employability. To enhance employees’ evypbility,

enterprise must build enterprise culture which lpartonsistent with employability. This sort of cult not only can
build necessary challenging atmosphere, strengihloges’ senses of pressure and crisis, encouragégees
completely enhance their individual abilities, talso can create a sort of atmosphere which supptutdy,

advocate the concept of lifetime study, emphasizeesncourage employees’ study and make it becoote tim face
transformation for employees, make employees oli&giming opportunities through various approackeabance
employees’ learning needs and learning resportg@iilthat exchange opportunities of existence aneldpment
by their own knowledge, abilities and intelligences

4.2 Measures to establish employment relation mamamt based on employability

Managers should take some concrete measures imizirgh and managing enterprise to enhance employees
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employability. In modern enterprises, familiar mgas include following aspects.

(1) Post alternation in the interior of enterpribiw contract based on employability means empbyeae to
study continually and prepare to rediscover thein gotentials at any moment to adapt new envirorini€one
person can grasp several skills, his employabititgnhanced obviously. The post alternation in ittierior of
enterprise can help employees achieve variousatiesi

(2) Establishing occupational development centegrérprise. As the place to help employees kn@wddgmands
and development tendencies of labor market in benterprise, occupational development center €sunei opening
information of job. It can help employees developleations of their own occupational careers, offecupational
consultations for employees to strength employeeghitions for themselves and accordingly increamgloyees’
enthusiasms in occupational management and mattdinceccupational aim with individual. Enterprisan hold
conference about occupational layout and offer reefee books or evaluation software for employees’
self-evaluation.

(3) Helping employees enrich their own human retatietwork. Enterprise should encourage employaggipate
in communion of same occupation such as variousigundustrial organizations or proseminars, wiieh make
employees communicate with talents in this indudingl differences and enhance themselves, andnzke more
craft brothers know our employees and enhance d¢ngaloyability.

(4) Actively implementing the training enhancingmoyees’ employability. Enterprise should takerthag as a sort
of long-term welfare and lead employees activelyippate in some items to develop their generdlsskew skills
and special skills and store talents for the futiexeelopment of the enterprise.

References

Baruch, Y. and Peiperl, M. (2000). Career ManagérReactices: An Empirical Survey and Implications.
Human Resource ManagemeNb.39 (4). p.347-366.

Boxall, P. and Purcell, J. (2003trategy and Human Resource ManagemBasingstoke, Palgrave Macmillan.
p.117-118.

Guest, D. (2001). Industrial relations and humasouece management, in Storey, J. (ed.), Human Rasou
Management: A critical text (2nd editiomondon: Thomson Learning.96-113.

Herriot, P. and Pemberton, C. (1998w Deals: The Revolution in Managerial Care@hichester, Wiley. p.48.

Hillage, J. and Pollard, E. (1999). Employabili§eveloping a Framework for Policy Analysisabor Market
Trends.No.17 (2). p.4-83.

Hiltrop, J. M. (1995). The changing psychologicahtract: the human resource challenge of the 19@0®pean
Management JournaNo.13 (3). p.94-290.

Rousseau, D.M. (1995psychological contracts in organizatiod$ew York: Oxford University Press. p.287.
Welch, Jack. (2005)Vinning.Citic Publishing House. p.87.

22



International Journal of Business and Management Februar903

Study on the Influence of Enterprise

Culture’s Reform on CRM Implementation

Xiaoyu Li
School of Business Administration, North China EiedPower University, Beijing 102206, China

E-mail: masterlxy@163.com
Abstract

Customer Relationship Management (CRM) has been asea major trend during the recent years in Geine
companies. It is undoubted that technique playisngortant role in CRM, but it is only a way and arfehe factors
which make CRM work normally. The keys to implenagitn CRM successfully are the person who uses CRM
system and the proper enterprise culture. This rpapalyses the reform of enterprise culture’s ¢fiec the
implementation of CRM, and put forward a new custbicentered enterprise culture.

Keywords: Enterprise culture, CRM
1. Introduction

CRM has become known and be accepted by the coagpanichina with the popularization of internet @hd
occurrence of the E-business. It makes use of maogern methods to collect and analyze customemuress,
which leads to the companies have better abiligormmunicate with customers and get maximum ratisfomer
profit. CRM puts scientific management theory ofrketing into the use of software through the wain@rmation
technique. It is also used in the customer-relaiggartments in companies, such as market, saldsteahnique
supporting. It attracts and keeps more customemudgih offering fast, considerate and good qualityise and
reduces the cost of collecting and keeping custsrtieough optimizing the work flow of facing custers.

When considered from the point of technique, siB&M abides by the basic marketing theory, it shadbieve
expected marketing effect, but in fact the ratéadtire of the operation of CRM is high, which takeuge loss to
companies. To resolve this problem, this papes trierevolve that enterprise culture is a key fattolead the
success of CRM implementation. And put forward htmwbuild a proper enterprise culture’'s to effece th
implementation of CRM.

2. The influence effect on CRM implementation by taditional enterprise culture

When companies develop to a certain level, enwptulture’s influence on the development of congzamill
become more important. Under a certain politicakigpound and economic environment, our traditi@mshpanies
have already formed a kind of enterprise culturéh @hinese characteristics, which used to playdiverole in
the company’s development. And it is accepted bytnod the staff. However, with the coming of knodde
economy era, what the traditional companies faeenaw economy with the characteristic of high tetbgy and
quickly developing IT technology, new managemesht®elogy and management ideas. All of these haea be
attacked the old enterprise culture continuallyjcwhresults to the occurrence of a completely neferm of
enterprise culture, that is paying attention todb#ity of using the customer resource-centerddida resources of
the company. With these management technology earhgement ideas which take great influence on pager
culture, CRM, a completely new strategy idea andkwoethod, becomes one of the main powers to retbien
traditional enterprise culture system with its wa&gcharm and huge wallop. It makes the company fpaging
attention to the company’s inside value and abtlitythe company’s outside resources’ ability of @dm. Many
other reforms about enterprise culture originadenfthis one.

In order to carry out and adopt CRM system sucabigsthere must be some corresponding enterprittere to

support it, or there will be some obstacle. Everugh the improvement of the staff can help the C&/stem to
succeed, there will still have some problems dutfiregprogress of adoption. The new cultural shbeldompatible
with old ones, and it would be inclined to be helgb the use of customer relationship resourcevéi@r, when
the introduction of CRM theory brings contradictioetween the old and new culture, company’s oltloaishould
give place to the new one, only those who haveagmito reform the old culture of the company camycaut

CRM theory completely and raise whole company'seasf culture to fit the new economic environmentiake it
have more powerful vitality.

3. The enterprise culture matched with CRM

The implementation and adoption of CRM needs cporeding new type enterprise culture. At the same tias a
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powerful tool supporting, the new type enterprisktuce offers security for the implementation ofemprise culture.
The key characteristic of the new type enterpridéure which is fit for the need of the new econorara is that
“considering the customer as the center”, espgaguying attention to maintaining the customers Wwhee already
existed.

Customers are the base of the company's existemtedevelopment. And the essence of market competis

customer resource competition. Competition raibesdifficulty and cost of attracting new customarsl impels
more and more companies to pay more attention fotaiing old customers. The companies can reacht wfo
their profiting if they put their marketing key ¢ime customers, even though they don't invest oméve customers.
Therefore, the aim of CRM strategy is customemttéta, but not customer acquisition.

The enterprise culture which helps CRM work welsoalcontains other characteristics which originatamf
“considering customers as the center”. The chanatits of the enterprise culture which matchechvtRM are
showed as follows:

3.1 Realizing that customers are external assdrénterprises’

During the process of business model transformamt foroduct-centered to customer-centered, lotoofpanies,
especially companies abroad, begin to considermesis as their important asserts and adopt maniyaaetto
show their consideration to customers to raise tatisfaction and loyalty to the companies. Jgsivhat we see,
more and more companies put forward these ideab, a8 “customers first” and etc. Considering a camy{s

development in a long term, it is a very importkey to advocate and set up a idea that customerscanpany’s
external asserts.

3.2 The first aim of enterprise management is makirgjauers satisfaction

Customers’ satisfaction degree means that custof@ertappy or disappointed with the comparisonvbkeh their
expectation and their real feeling to the produmt service. Customers’ satisfaction is the paramb#atween the
perceived effect and the expectation. If the pegstkieffect is lower than the expectation, it shoat customers
are not satisfactory; if they matched each othahaows that customers are satisfactory; if then@aris higher than
the latter, it shows that customers are highlys&attory. These judgments are very important tdarthey make us
realize clearly the importance of the managemextusfomer relationships. The reason why compariesnually

pursuit customers’ high satisfaction is that cugtsmwho are a little satisfactory will change thaippliers if they
find better and cheaper products. Only those wieovary satisfactory with the products will not chantheir

suppliers. It is this physical resonance resultemnf satisfaction that creates customers’ highlyaligyto the

products. These customers will often buy the coryipgaroducts afterwards and accept other produutssarvice
of the company.

3.3 Paying attention to the utilization ability of thestomer resources

CRM provides a system which can make use of eviey & method to collect and analyze customer nesodt is
an expert management idea and technology to maragpanies’ foreground, it also can help comparendke
good use of customer-centered external resourcksx@and new market and business channels. Aathe §me it
also raises customers’ satisfaction and compaalaitity of profiting in order to increase companiggegrated
value.

3.4 Realizing customers’ individualized consumption aledn

In the information era, the market has from thdessl market to buyer’s market. At this time, compa
management structure is in a flat situation, theseemultipoint connections between customers antpeay and
the market has turned into a market environmenthvig lead by customers. In this situation, custsniecome
harsher and harsher and their requirement to tupts and service would also become higher arftehig

The global economic integration make products cawvearfreely in the whole world, and the expansionthef
seller’'s market make customers have a huge righhtose. The companies’ operation strategy shoellddse to
market and customers. They should not only undaisiehat the customers say, but also offer differg@ration
strategies according to customers’ preference. @nlyis way, they can get their market share. i@ economic
model resulted from the rise of internet begingatke the first step, as the companies become gtaltiah, the
boundary between industry become vague, a buseressonment which considers customers as the cemter
emphasizes on individual service begins to takevdtg

4. Problems during the transformation of enterpriseculture

4.1 Deepening the understanding of the customer care

The activity of caring about customers should bet@ioed in the whole process, including the presitiga chasing
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and pro-chasing customers’ experience. It also thnsugh the whole links of business marketing,luding

customer service, the quality of products, the iuaf service and after service. Considering tigtodhe angle of
customers and companies, although the degree tdneas care is difficult to measure and evaluateait be
quantifiable. On the whole, the evaluation can héddd into three angles, that is search propexperience
property and credence property.

Every property variable can be divides into twotgathe variables with search property can manadedastinguish
customers’ expectation through different ration et to design out proper disciplines, rules amdgutures; the
variables with experience property and credenc@egsty can be improved through training and exangirtime

workers have connections with customers. All okthdepend on the worker’s disciplines during tisark. The

companies standardize workers’ acts according tkingastrict business operation procedures and glisess to

increase the staff's level of service.

CRM software’s customer care module attracts relatarketing variables into it, which make the audtquestion
of customer care can be measured through a sénefated standard. This method can make compauiest their
strategies immediately to increase customers’tpyalthe companies.

4.2 The confirmation of “the one-to-one customer viewthe internal of the company

CRM is a synthesis of science and technology amaahunature, when dealing with customer relatedipnad, we
should be people oriented and consider custometiseasenter. The staff in the internal of the comypahould
confirm “the one-to-one customer view” and haveeapunderstanding of that customers are “compaxytrnal
treasure” and “company’s external asserts”, but‘thet company’s one deal”.

Every contact between the company and customergrigcess the former learning and understandintattes, and

it's also a chance the latter experiencing the &rmccording to repeated visitations and intexagtthe company
can know the customer’s preference and need to piftgper products and service to proper peopledpgr time

and through proper methods. Only though this was,dompany can care about customers sincerelgrdpsbper,

individual suggestions for every customer and mihlkecustomers feel the value of the company. Thyzegeof

satisfaction and loyalty will be increased natyrathd the company’s interest will be increasedespondingly.

4.3 Increasing the vigor in the aspect of the trainofgvorker’s sense of enterprise culture

In order to construct “customer-centered” entempaislture and corresponding organization strucitireseds every
worker’s understanding and conjugation. As long@weery worker understands the company’s new enserfwgos,
the logos can be carried out. As long as every arockn work freely in the new structure, the conypzan get the
maximum interest, and training is the effective waymake workers avoid the contradiction of logosl anake
profit in the new structure quickly.

The company should consider the training of thergmise culture which matches with CRM as a loram@nd the
training emphasizes on the introduction of logasy rorganization structure’s operation methods dwedskills of
communication with customers and so on. The workleaslld rotate among the departments of custonmgresting,
sales and information and so on, for it can malkemthtbe familiar with the whole procedure, know every
department’s operation situation and resources eetlice the obstacles resulted from inter-deparnent
communication. What should be paid the most attanig the integration problem of the internal of tompany
and customer-related departments, that is, thestensy between customers and different departmeh#sing of
information from different ways and the interactivées abided by and so on.

4.4 Paying attention to customers’ loyalty often

Just as company’s products have lifecycle, custerakso have lifecycle. The longer customers’ litdeyis, the
company’s relative mercantile rate of return ishieigand the profit brought to the company will ggrhe famous
“two eight discipline” thinks that 20% customerate 80% interest of the company. Someone modifigs the
following according to statistics 80/20/30, thatassay, 20% customers create 80% interest, blibhilis offset by
30% non-profit customers. Therefore, the compamykh“eliminate” the weakest customers to impragdével of
profiting. Those who bring the most interest to tmenpany are not the biggest customers, becausbighest
customers often require considerable service asmbdnt which results to the reduction of the comyisaintegrate
profiting level.

Customer resource has become the origin of the ang'pinterest. If a company can keep 5% of itsausrs, its
interest can be improved remarkably. Keeping custshtoyalty can make competitors can not contestrharket
share and maintain the stability of the workers egdlice the cost. CRM software gets the achievermiettte
research of customers’ loyalty and qualifies itthie rules which can be measured and revaluatedakes the
company can exam its customers’ loyalty easilyatwycout effective strategies.
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5. Conclusion

In summary, with the reform of culture, the comganian pave the way for the implementation of CiMesn and
make the implementation and adoption of CRM go radlynAt the same time, as a powerful tool whiclports
the new type enterprise culture, CRM will offeregafard to the implementation and operation of thterprise
culture. However, the companies should realizeiftthey want the reform of enterprise culture thiave the goal
CRM requires, the companies will experience a ratdertime, which is a very tough time. The compsHreaders
should be the firm supporters of the implementatibreultural reform and make each worker contribitehe
success of the reform. This is a very important &e the CRM implementation of company.
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Abstract
This article studies the standards for food safgtylity management system, proposes the establighofidood

safety&quality management system to ensure fooétwadnd focuses on the planning of such system in

supermarkets.
Keywords: Supermarket, Food safety, Quality, ManagemenésysPlanning

With food being a kind of indispensable energy émr human beings, its safety issue is the baséfhineur

consumption. In the recent years, with increasimgdfrelated diseases endangering our health, fafetyshas
attracted more attention. According to a repontnfréhina Business Information Center, food salesuipermarkets
will have taken up over 90% of the total by 2018né&e revealing the important role of supermarkefsad retail.

Therefore, this article will focus on the constiootof food safety&quality management system todear overall
and standardized management on the sources arespesoof food sales, and consequently, to ensonlesédety.

At the very beginning of this article comes therent situation of researches on food safety managestandards
in and outside China. Then comes the constructiGuch system. Finally, our focus is paid to thenping of this
system in supermarkets.

1. The Current Situation of Researches on Standardsf Food safety&quality management system in and
outside China

The researches on food safety management systaide@hina are mainly based on HACCP, which wapgsed
by Pillsbury and Natick Lab of NASA in their joinievelopment of space foodstuff in 1959. Later, meoyntries
formed their respective standards for HACCP withirtliesearches and applications of this systenordter to
present a universal food safety management systemed all over the world, 1SO issued 1SO22000:2606d
safety management systems — Requirements for pagianis throughout the food chain Sep. 1, 2005.

Referring to GB/T 19538-2004, GB/T 19001-2000, GROD80-2003 and other food safety systems, Chsweds
SN/T 1443.1-200Requirements of Food Safety Sysfemt into practice since Dec. 1, 2004) for thgamizations
in production, processing, packing, storage, trartation, sales involved in food chains as welthasse producing
and selling food and raw materials for human corgion. Actually, this regulation has provided bagasthe

construction of the food safety management systethd enterprises in food chains. Currently, Clignglanning to
perfect it according to ISO22000 in order to isauwtional standard for food safety management.

ISO9000 series standards were first laid down [y #$1987 and after some corrections were put inéatice in
1994. Later with complete corrections, the 200Gi@diwas issued on Dec. 15, 2000. Currently, mbsan t90
countries and areas all over the world have adogitedstandards as their national ones. As for Chitsa
GB/T19000 is equivalent to the series standardsualy, as a set of mature standards for safetyagement
system, ISO9000 can be used in a variety of org#inizs with different scale, products, ownershig aa on.

2. The Construction of Food safety&quality managemat system in Supermarkets
Following I1ISO Guide 72, some standards for the tcanon of management system have been laid dows©O

9001:2000Requirements for Quality Management SysaehlSO22000:2005-00d safety management systems —
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Requirements for organizations throughout the folagin Due to their consistent structure, we are ablatigrate
the two in management ideas and other aspectger tw provide standards for the construction ofintegrated
food safety&quality management system.

This article, following 1SO9001 and 1SO22000 as Ivad taking in the reasonable parts in other mamagée
systems, aims at establishing an integrated foddtygaguality management system in accordance with t
characteristics of supermarkets and of great féifagiby organically integrating the special recgrnents, standards
and key technologies of food industry and the euraglvanced quality management systems. Hereptisgraction
process includes planning, control, guarantee amgrdvement of this management system. Only thenpign
course of food safety&quality management systesupermarkets will be mentioned in this article.

3. The Planning of Food safety&quality managementystem in Supermarkets
3.1 The policy and objectives for food safety &gyah supermarkets

The policy for food safety &quality in supermarkei® issued by the supreme administrator of sup&etsato be
used as their overall tenets and directions. Bgbéishing such guidelines, supermarkets are abfrémgthen the
staff's cohesive force internally and reveal tHaithful pursuit for food safety and hence achieustomers’ trust
externally.

3.1.1 Policy for Food Safety in Supermarkets

The general manager is responsible for the edhaitist and issuance of food safety policy. They Ehoamply
with the following aspects:

(1) They are supposed to be in accordance with aaiep’ overall management guidelines as well ai thven
requirements for food safety;

(2) They should include promises about food sadety quality as well as great efforts to improverthenagement
systems;

(3) They should reflect the framework for the elsainent and realization of management goals anpubénto
practice with these goals set up in relevant funeti departments and at different levels;

(4) They are expected to be understood by the wirgi@nization;

(5) They should be evaluated in constant apprapréss.

And the supreme administrator (the general managjegsponsible for the implementation of the glirdss.
3.1.2 Objectives for Food Safety in Supermarkets

The general manager is responsible for the estmidist of food safety objectives. The following stards should
be followed:

(1) They should be measurable and in line with fsafiéty policy;

(2) They are expected to be disintegrated in relegapartments and levels;

(3) They should be examined annually, the resulitoth should be kept in records.
3.2 Process Recognition

Here the process just refers to a series of intigeaactivities to convert input into output. Pursgtheir additional
value, organizations usually plan their processesbé conducted in controlled conditions. Meanwhilee
food-supplying processes in markets ( purchasterage-sale) should be recognized, with special attertiotihe
key stages and the interaction among differentestag

3.2.1 Recognizing the Process of Constructing Sadety&quality management system and Its Applicatio

(1) Planning: this process should be based on #dmitem 5.3 and Item7 of 1ISO22000:2005as welltas 4.1,
Item 5.4.2 and Item 7.10f GB/T 19001-2000186 9001:2000;

(2) Creating value, such as purchase, storageaadtsges;

(3) Offering support, including administration, oasce management, the confirmation, verificationd an
improvement of food safety system.

3.2.2 Confirming the Order and Interaction of Pes&ss
(1)The order of food safety planning and realizafioocesses is shown as follows:

Planning of safe food---Prerequisite programs-{iRieary steps to enable hazard analysis---Hazard
analysis---Design and redesign of the operatioR®P$--Design and redesign of the HACCP plan---Updaof
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preliminary information and documents specifyinge tPRP(s) and the HACCP plan---7.8 Verification
planning---Operation of the food safety &qualitymagement system.

(2) The interaction among processes

Here, the supporting process is employed to sugpattmonitor the operation of food safety&qualitpmagement
system; the safe food realization process anduppasting one interact with each other, formingyaaimic PDCA
cycle of food safety&quality management system,civtis shown in Figure 2.

3.3 Resource Allocation

Reasonable allocation of necessary resources ishandactor to ensure the effective operation obdfo
safety&quality management system, which includesuece supply, human resources, basic facilitiab vaork
environment.

3.3.1 Resource Supply

Through the planning course required by food safgsgem, a company will know what resources aresszry for
it and then supply them in order to implement, ream and constantly improve its food safety&quality
management system as well as to fulfill customsatsfaction better.

3.3.2 Human Resources

(1) The middle-level and higher administrators ippermarkets as well as the technicians relateddd Safety
should be trained about food safety&quality manag@system to be qualified for their work;

(2) The staff should be educated, trained and sesdeis sense of quality, food safety and the kndgéeabout
HACCP, through which they will realize the importanof customer satisfaction and laws and regulatibmthis
way, they will be better qualified for their workdtherefore make great contribution in their possg.

(3) The staff playing a particularly important rote food safety should be trained in the basic Kedge about
HACCP and other relevant information. Only thosesgireg the exam should be permitted to work.

(4) Human resource departments should keep thed®am the staff’'s education, training, skills, esipnce and
examination and so on.

3.3.3 Basic Facilities

The following basic facilities should be suppliedaintained and cleaned to meet the requiremerftsiction and
sanitary standards: relevant facilities in selliptaces and storehouses, food storage facilities rafelant
monitoring appliances, sterilization facilities faashrooms, dressing rooms and sinks and otheicsdacilities
such as transportation vehicles, telecommunicatimhcomputers and so on.

3.3.4 Work Environment
The following requirements should be fulfilled:

(1) In order to guarantee the staff's health anergy a shift system should be conducted in differeork groups.
In addition, they should receive regular physicehrainations and be supplied with necessary laboteption
devices according tBood Hygiene Law of People's Republic of Chind the universal standards in food industry;

(2) The sanitary conditions of selling places amtdehouses should be guaranteed,;
(3) The work environment should be protected againg external pollution.
3.4 The Planning of Food safety&quality managensgatem Documents

In order to ensure the effective operation of tiee process, we are expected to produce somergldecuments
of food safety&quality management system in supeketa at five levels according to ISO22000 and 18@9 It is
shown in Figure 3.

The first level: The policy and objectives for foedfety &quality in supermarkets reflect the ovetahets and
directions of an organization;

The second level: The manual of food safety &gualitanagement in supermarkets, a programmatic datime
gives instructions and restrictions on all the doents at lower levels.

The third level: The documented procedures of feafety &quality in supermarkets, which is a supipert
document for the one at the second level, lays daluties, procedures and methods for those universal
inter-departmental activities, including the docmteontrolling procedure, the record controllingpgedure, the
internal examination procedure, the procedure pfrotling potentially unsafe products and so on;

The fourth level: HACCP plans, operational instioes, management regulations, technical specifinatiand so
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on are employed to instruct different departmentsonduct their activities;

The fifth level: Quality records here serve as pamruments for food safety&quality managementesyst

4. Conclusion

To sum up, Chinese supermarkets are expected ts fon food safety and exert efforts to set up tifwid
safety&quality management system according to eglegtandards in order to implement the overallagament

of their food supply quality.
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————%» The policy and objectives for food safety & quality in supermarkets
A — — —» The manual of food safety & quality management in supermarkets

— ——%» The documented procedures of food safety & quality in supermarkets
——> HACCP plans operational instructions management
regulations technical specifications and so on

—» Quality records

Figure 3. The framework of food safety&quality mgament system in supermarkets
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Abstract

The organizing structure of commodity wholesale ket is the fundamental guarantee for the marketsdate
value. At present, there are many wholesale mamkeaisr country which have the problem of exertitsgefficiency.
The aim of designing the organizing structure igdalize the value of the markets. This thesis thase some
research on the elementary elements and strudtorgamizing in terms of the types of wholesale kets.

Keywords: Commaodity wholesale market, Organizing structungyaizing elements, Design
1. Introduction

The organizing structure of commodity wholesale ket is the fundamental guarantee for the marketsdate
value. The aim of designing the organizing struetisrto realize the value of the markets and toarthk overall
development stable and sustainable to achievenebkoand efficient application of resources. Thsigh in terms
of various types of wholesale markets containsettagpects — for the newly founded wholesale mairketae

countryside, design a new organizing structureraleg to the new environment; for the present whalle markets
in small towns and cities, where the inner andréttenvironment is changing and new policies anatsgies need
to be adjusted, reconstruct the organizing stractior those would-be or newly-founded large andieno markets,
an innovative design is needed.

2. Design Elements of Organizing Structure of the @nmodity Wholesale Markets

According to the types and situation and the timedels of fundamental organizing elements: (1. lttadiamond
model, 2. Galbraith’s pentagon model, 3 Pascale Athds's 7S model) design the essentials of theroming
structure. The markets in the countryside are bssahall-scaled and dominated by such commoditeedaam
produce, subsidiary farm produce and daily-usednsodities. The consumption group is fixed. The cosis
mainly consist of the pedlars working in the whalesmarkets and the villagers nearby. The fundaahent
organizing elements are: the personnel, stratégyctare and process. The selected elements hertharfour in
Galbraith Pentagon Model. Encouragement is not eshtiecause of the low interdependence between the
wholesalers and the objects managed by the madkeinatrative organization, the small direct mutirdluence

and less staff in the administration.

3. The System of Organizing Structure of CommodityWholesale Markets

The system of organizing structure, formed fromdkpects of function purviewuty and power mainly includes
the structure of function distribution, of admingtve levels, of departments and of authority.

3.1 Structure of various administrative levels

Structure of various administrative levetsers tothe horizontal administrative level from the top austrative

and decision-making level to the executjvasch as the decision-making level, the senior aidtnative level, the
intermediate administrative level, the grass-radtnmistrative level, the executive administratievdl etc. The
horizontal administrative structure of wholesalerkets in the countryside is usually not very obsgioThe

governments of the towns and villages don't sea gpecified administrative departments. The onhgcfion of the
wholesale markets in the countryside is to supghjeae for exchange commodities, while the admiaiiste levels
of modern and large-scaled wholesale markets imobvand thus they are multi-functional. This vadl discussed
later.

The horizontal administrative level from the topranistrative and decision-making level to the exe®s -- such
as the decision-making level, the senior admirtisgdevel, the intermediate administrative lewle grass-root
administrative level, the executive administratiegel etc. The horizontal administrative structafewholesale
markets in the countryside is usually not very obisi The governments of the towns and villagestdset’ up a
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specified administrative departments. The only fiamcof the wholesale markets in the countrysideoisupply a
place for exchange commodities, while the admiatiste levels of modern and large-scaled wholesalekets is
obvious and thus they are multi-functional. Thif b discussed later.

3.2 Function distribution structure

Function distribution structure refers to lay osasonably the size and quantity of organizing fondb realize the
strategic goal of the wholesale markets, and igei the function to different departments. Thecfioms can be
overlapped or lost. The function of wholesale megkietermines its elementary capacities.

3.3 Structure of authority

It refers to the power and its purview of varioubrénistrative managers and ways or methods of rdmesverse
coordination and communication.

3.4 Structure of different departments

It refers to the all operating units that are gtinm accordance with the scale and quantity otfiion, to realize the
function of the wholesale markets and the relatigndetween these units. For instance, the investoarket
administration committee, departments of informmatend security etc. Two offices as statistic coiter and

information publication can be attached to the depent of information.

4. Design of Organizing Elements and Institutions
4.1 Staff design

The staff can be divided into two parts: macro- mistrative staff and micro-administrative staffhd former
mainly include the employees from the governmentl &osiness and administration departments, and the
departments of security, tariff environmental petitsn, sanitary and quarantine and layout and coatibn etc.At
present, there are four main types of administealiedy in rural wholesale markets:The first onerganized and
managed by the farmers and state or collectivenbasidepartments to supervise the rural wholesatkets. This
kind of administration is usually in a backwardiation with its outdated administrative methodse &im is just to
win profits and the majority of the staff is comgard of farmers. The second type is launched anadgeahby the
government. For example, the present big-scaledemodholesale markets in rural area and in the soaure
launched and run by the governments aiming at ptiagnaghe local economic development by virtue césth
markets. The administrative ability is relativelygther. In addition to the employees from the gowsent to
macro-manage these markets, the administrativé alsd include people from departments of secutayiff,
environmental protection, sanitary and quarantime: layout and construction etc. For the micro-adstriation of
the markets, a committee is needed, whose task deal with the routine work. The third type is sgt and
managed by business departments. “It is advancddememplary. Most of the wholesale markets in chaae
developed from some fairs, which proves that dgraknt of commodity exchange is from simple to coogpéd.
During this process a department is needed to sp@msl manage big-scaled commodity exchange actsotthe
business department due to its special functioderiakes this mission.” (Peng Wengiang, 2001, pI'bé) structure
of the administrative staff in the wholesale maskistout of balance — the employees dealing witlime work are
more than enough, while those dealing with inteimfermation is in short and the information constion level is
relatively low. The establishment of the persoremaging in auction, agency, and artificial adntiatson markets
has not been set up yet.

4.2 Strategy structure

From the point of view of administration sciencegategic administration has two representative sishmne is
competition strategy by Michael.E.Porter, basednolustry economics; the other is industrial abiigsed on the
analysis of the ability of the enterprises. Theotlyeof strategic administration has already becaméndependent
branch of administration science mainly includingategy and management of enterprises, strategyoemvent
analysis (consisting of analysis of demand, ressumistribution and analysis of competition ), tsigg plan,
strategy implementation and control and strateggmizing etc. To make developing strategy for thganizing
structure of commodity wholesale markets, firstatif a target should be established — to buildystesn of
large-scaled and modern farm produce wholesale etgarto establish a sound system to ensure a healthy
development of the markets. “The establishment de@lopment of farm produce market system shoubdrdc
with the objective law of farm produce circulatighe development of the agricultural productivitye present
situation and power of our nation.” (Long Shaoq@fp2, p69) The common rule for the development and
establishment of wholesale markets in many townfas low-class to high-class; from junior mark&ismediate
markets and finally to a large and advanced whi#esarkets. It is true of the development of thedhere and
software of the market system. Therefore, theegifatgoal of the wholesale markets is flexiblehir tong run and

its development should accord to the developingasitn of the markets and the development of todytivity. It
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is characteristic of diversity, timeliness, hibetar and coordinatability.
4.3 Structure Design

According to the present situation and featuresvioblesale markets, it is necessary to improve tigarozing
structure of market management, make the investwighe proprietors, establish a legal-person-resiple system
under the supervision of the board of directors ey out a new administration model of moderrenivized
corporations. A market is a bridge connecting thedpcers and retailers. It is a systematic strectfrmultiple
procedures, mainly including production base, tpanstion, wholesale markets, and retailers. Thhus,structure
design should be made from the angle the systerseitace —including the investors (the board céators), the
commissioned manager (the president), that is|eth@l person, production base, material circulatititutions,
wholesale markets and retailers institutions. Samtiestments can be made in accordance with diffégpes of
markets. For example, the structure design fomthelesale markets in rural area can be simplifietuile for those
modern and large-scaled wholesale markets, a sangradhizing structure should be built. (The struetisrshown in
Figure 1)

In Chart 1, the market design institutions mainbngist of the board, which is in charge of establise

development strategy of the market constructiopoairtant policies, the choice of the location foe tharket, the
orientation of development, the size of the marketestment and the rate of profit sharing etés klso in charge
of the selection of general manager. Under theeleship of the board, general manager is responfiblé¢he

management of the whole market. Some departmealisasuthe personnel department, the treasury degat;tthe
operation department and the office dealing wittydaork, are in the charge of the general managee duty of

the office is to supply civil service and generateption work, organize conferences or meetingsiraster the
archives and undertake the security work. The tiigadepartment is responsible for financial affaiiscountants,
accounting, statistics, capital operation and thditeof financial accounts and their report forfitie operation
department can set up one or more offices accotdittige specific situation, for instance, operati@partments in
the manufacture base, in the wholesale marketshenexport and import operation department. Thetfan of this

department is to undertake the duty of a departmerdrding to the strategic planning.

The department of market planning is in charge mélying the interior and exterior environment bfet
organization, making short, mediate and long-terlemgy and development target and plan. The personne
department is responsible for the allocation oftp@sd positions, organization and administratibcaglres and
reserve human resources, case study, personrtekbsiufsalary allocation etc.

4.4 Function design

This design refers to the overall distribution loé task, make clear the function of each departaredtdistinguish
their administrative levels. The common functiosige consists of basic function design, key funciesign and
administrative level analysis.

Related to the overall task of commodity wholesalarkets, its function can be summarized into figpests:

investment, planning, human resources, operati@h smvice. The investment mainly contaihg investment
channel for market construction and reform, andtthde income as well as its distribution. Planniefgrs to

investment construction and development planniagk distribution, function of departments, quanéhd scale.

The aspect of human resources includes personeglbdtion in various departments, personnel trgjnand

instruction, the structure of the personnel andt thedary allocation. Operation is chiefly in charof the overall

administration or management of the exchange psdcethe rural wholesale markets. Due to the difiemarket

situation, and different quantity and task of tipemtion department, for the modern large-scalenlegiale markets,
it is comprised of the management of products sypipe sale in production markets, products citoute trade

expenses, information and resources, and admitiistraf the real estate market. The service indudar service,
catering service and accommodation service etc.

For those relatively small-scaled rural wholesakrkats, we can simplify or weaken some of the basictions.
For example, the material circulation center cancbmbined with service center; operation departnveittt
catering department; accommodation departmentioservice department. For those big-scaled modhkoiesale
markets, these departments can be further dividéa smaller and more specific departments. Foaitg, with
the expansion and promotion of the markets, itdamnwith exterior world has increasingly wide arldse. The
market depends more and more on it. The greateileimée on the markets requires more departmenitsspicific
functions. The supply of new products should beeddd the function of products supply departmeate unction
should include the aspects such as customer deamzhfedback.

Key function design is to choose one or two impdrfanction among all the basic functions. Theizedion of key
functions will have a direct influence on the reation of strategic targeEor example, the key function of rural
wholesale markets is to provide a smooth chanmetddmmodity supply and sale, therefore the keytioncshould
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be supply and sale --- the supply of products odpction bases and the sale of selling markets.

At present, the wholesale market construction in country has a problem of repeated constructidimd b
development and lack of production wholesale markesed on large-scaled central wholesale markeesefore,
it is necessary to adjust and reorganize the ptresarkets and build a large-scale trade centeadudition, the
wholesale market construction of production basgss a weak point. Thus, the key function at preieto form a
smooth chain of production base market, sale mankdtmaterial circulation to emphasize the key tioncof the
market organizing pattern.

4.5 design of administrative levels

It refers to the horizontal organizing level of adistration or management, the number of departsieon the top
administrative level to the lowest level. If itdefined by the positions of the leaders, its deséfars to quantity
and level of leaders from the top leader to theskivleader. From the point of administrative leviélsefers to the
number of organizing levels, but virtually refecsthe different forms of inner labor division — bdevel has its
own duty. The basic administrative level is usudtyermined by its labor division. The methods pratedures are
as follows:

4.5.1 The basic level is determined by the horialdabor division

Those complicated and disperse administration @gtons have more levels, those organizations setiask and
administration are centralized, have less levelee Tnost distinguished levels are decision-makinggl]e
administrative level and working level. Those dépants with less people, centralized administratiod simple
task, have even less levels.

4.5.2 Calculate the specific administrative levielsaccordance to the range of the efficient adrai®n. The
calculation can be referred to the standard valtieeofollowing Table 1. (Ren, Hao and others, 2088L~83)

4.5.3 According to the organization optimizatiompiple, set up specific administrative levels

The administrative levels should be set up basati@ifunction distribution and the characteriséingl ability of the
personnel. When the top administrative level ifigh capability, the range of administration carwiiéened. For
professional and technical management, the admatiis levels can be lessened to supply a chanceht®
professionals to participate the administration g@oticy making to develop their ability and encayeatheir
innovation and meanwhile, to avoid influencing tme@king of professional design schemes. Departmeitts
simple functions and capable personnel more funsté@an be added and the levels and departmentsecart. The
target of optimizing structure is to achieve thghieist organizing efficiency.

The basic forms of the present typical organizitrgcture are: functional type, parent-and-subsydiampany,
matrix type, regional type, mixed type, and intérorganizing type. Which type of structure one vesale market
will take is determined by the environment andecal

4.6 Department structure design

The overall task of organization can be dividea idifferent functions and allocate them to diffardepartments.
The quantity of functions determined that of thpatéments, so the organization can be regardedfacedt parts.
The position of each department can be determinedtsbfeature, function, and its interrelation witither
departments. The commodity wholesale market iseeplo realize the circulation of commoditiessitiplace with
the exchange of material products as its purptseystem is made up of two braches — the commatirket and
the market of productive elements. The wholesaleketais the key function of the whole market system
connecting the two procedures of production andsaoption. It also has such subsidiary functionsakecting
and spreading information and supply service. B ghiucture design of departments, those direetbted to the
procedures of production and consumption will isignificant position, such as markets in the préidacbase, the
sale market and circulation department. Any simgpartment cannot make profits alone. Each depattmehe
system of the commodity wholesale market is likg@cedure in the assembly line. The lack of eadhprobably
result in bad or not qualified products. First bbf ia the process of value creation, the intetietsship and order of
different department should be make clear durigdévelopment and operation of the market systercorglly,
the position and its function in value creationtbé whole market system should also be distingdisiée
organization should offer a rational orientatioreath department according to their particulanfesst
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Figure 1. Organizing structure of modern commoditplesale markets
Table 1. The standard value of administrative range

authority summation affecting various a standard range of personnel
administrative variables
40~42 4~5
37~39 4~6
34~36 4~7
31-33 5~8
28~30 6~9
25~27 7~10
22~24 8~11
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Abstract

In this paper, the author argues that pattern ififatton plays a pivotal role in the entreprenalri
opportunity-identification process. He structurbe paper into eight sections. First, the auth@moduces the
reader to a brief review of historical studies ietttrepreneurial opportunity identification. Sedphe provides
the theoretical underpinning of the paper. Thihdy author outlines major factors that influence tpportunity
identification. Fourth, he assesses the link betwentrepreneurial behavior and perceived techitalbghanges.
Fifth, the author puts forth a brief review of altative models of opportunity identification. Sixthe analyzes the
pattern identification models and their applicatido the opportunity identification. Seventh, thehar briefly
discusses some key issues in the paper. Eightiawes dhree implications for entrepreneurial practicThe author
concludes the paper with an emphasis on the impmetaf the pattern identification perspectivesht® short-term
survival and long-term success of entrepreneursinig,offers suggestions for further research.

Keywords: Entrepreneurship, Pattern identification, Oppottyuidentification, Venture creation
1. Introduction

In recent years, substantial progress has been maamceptualizing the opportunity-identificatiphenomenon.
Empirical studies have been conducted to genemteknowledge and validate the conceptual frameysek, for
example, Kaish and Gilad, 1991; Shane, 2000). dbeve studies each make an important contributiyn,
identifying specific factors in opportunity- idefitation process. For example, Hill et al (1997)npoout the

importance of networking as a prerequisite for hifitg to identify more opportunities, and strebg importance of
entrepreneurial alertness. Shane (1998) uses Kiszr{#979) information asymmetry theory to explaime

opportunity-identification process; Kaish and Gil@®91) maintain that entrepreneurs are opporianisarners
and combine search for information with opportunigtactions to chance events.

Following successive shifts and movements in engregurship enquiry in which research attentiontigslighted
the traits, personalities, orientations, motivasiostructures, policies, mechanisms, processesudtules that shape
entrepreneurial practice, there is now general rdctivat the process of opportunity discovery idimlisive or
unique to entrepreneurship.  Studies investigatev fopportunities are discovered, for example, at the
individual-opportunity nexus (Shane, 2003) in rielato peoples’ special cognitive skills (Shane setkataraman,
2000), organizational learning processes (Lumpkith bichtensten, 2005), networking skills (AreniugleClercq,
2005) or career choices (Lee and Venkataraman,)20b@se frameworks (including Shane, 2000; Shamk a
Venkataraman, 2000; Lumpkin et al.,, 2003) colledgivoffer a range of concepts that characterize the
opportunity-identification process (i.e., networkexperience, ideas sharing, prior knowledge of gk
entrepreneurial alertness). The aim of such model® identify how (in varying degrees) these @ptaal
categories are central to the incubation, evaloati@cognition, discovery and formation of entreguwial
opportunities. However, the above opportunity-iifeation frameworks are limited in their abilitgp account for
why people enact opportunities in the way (anchattime) that they do in relation to broader satjetconomic
and political processes. This limitation arises foree reasons. The first relates to the assompthat
opportunities, having been generated by certairketatisequilibria, sit ‘out there’ in the markeape waiting to be
seen and realized by certain alert individuals. e $acond problem related to this is that too mygney tends to
be attributed to individual people who make judgteebout where there are gaps in the market ohakie of their
market knowledge, perceptual abilities or specldlissin ‘seeing’, identifying and selecting from @nge of
opportunities. The third problem is that, beyohd inclusion of networks and personal backgrourgkegnces,
there is little attention to the wider societalpmamic or cultural structures or patterns that sheptrepreneurial
practice.
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The study of entrepreneurial networks informs fietdfof entrepreneurship by highlighting the rofeiredividual
entrepreneurial action on the discovery of oppaties and mobilization of resources (Shane and ¥tmkman,
2000). Study of entrepreneurial networks at thdividual level focuses on the relationships or tiefs
entrepreneurs—as agents of the firm—with otherviddials and organizations (Anderson and Miller, 200 The
network ties of an emerging firm can provide thadwits, bridges and pathways through which the fiem find
and access external opportunities and resourceBus &n entrepreneurial firm’'s network ties can litées
successful firm emergence, growth and performanemwever, the characteristics of these networks tian
influence the extent to which opportunities andoveses can be identified, accessed, mobilized ampdbieed.
When a network tie is embedded within the socilti@ship and influences the firm’s economic detisnaking,
the tie is called relationally embedded (Granovet885).

2. Purpose of the Paper

As mentioned above, a number of research propositi@ve been advanced based on the analysis ofitrent

literature, and then validated by analysis of ipttecases of opportunities identification that tedhe creation of
successful entrepreneurial ventures. Despitentipeitance of above studies and their individuatroations, we

are still far from a model of opportunity-ident#iton process that integrates multiple variableh s technology,
social, economic, and cultural changes. The paitemtification perspective fills this gap. Thiere, the

purpose of this paper is to offer the pattern ifieation perspective of opportunity-identificatiggrocess. The
author argues that pattern identification playsiraportant role in the entrepreneurial opportundgtification

process.

3. Operating Definitions

While many definitions of the term opportunity halveen proposed (Bhave, 1994; Herron and Sapierg@?; 1
Kirzner, 1979), most include references to thragred characteristics: potential economic value. (ithe capacity
to generate profit), newness (i.e., some prodecyjice, or technology that did not exist previolisbnd perceived
desirability (e.g., moral or legal acceptability tof new product or service in society). For thieppse of this
paper, the author defines opportunity as a perdeiveans of generating economic value (i.e., prtbfa} previously
has not been exploited and is not currently beigloited by others. If opportunity is defined ascls, then
opportunity identification can, in turn, be definad the cognitive process or processes throughhwhdividuals
conclude that they have identified an opportunitit. is important to note, as stated by other ah@rdichvilli,
Cardozo, and Ray, 2003) that opportunity identifarais only the initial step in a continuing preseand is distinct
both from detailed evaluation of the feasibilitydapotential economic value of identified opportiggtand from
active steps to develop them through new venturéisshould also be said that the focus is on intiega
opportunities—ones that truly break new groundemathan merely expand or repeat existing businestets, such
as, for instance, opening a new ltalian restauraat neighborhood that does not currently have (@eaglio and
Katz, 2001).

4. Theoretical Basis of the Paper

The theoretical framework of this paper is the tige pattern identification. The theory of pattadentification
suggests that cognitive frameworks serve as tem(ffsttterns or guides), assisting specific persorrgcognize
connections between apparently independent evemds trends and to detect meaningful patterns inethes
connections. This aspect of pattern identificattbeory suggests an intriguing explanation of thet fthat
particular business opportunities are recognizedgscific persons but not by others. Briefly theespns who
recognize specific opportunities may do so becaheg possess relevant cognitive framework that hiegm
accomplish this task—frameworks that enable thepetaeive the emergent patterns (i.e., technolbgcanomic,
social, cultural, etc.) that underlie many new bass opportunities. An aspect of the theory oftepat
identification with important implications for undganding opportunity identification is the suggmstthat
cognitive frameworks, developed through individualsique life experiences, play a crucial role iattprn
identification.

5. Factors That Influence Opportunity Identification

The author’s literature review indicates that resieers have hypothesized about a number of fattatsnfluence
the way opportunities are identified by entrepreseu Among the major factors include a) entrepreaéu
awareness and alertness; b) information asymmattypaor knowledge; c) discovery versus purposséarch; d)
networking versus solo entrepreneurship; and eltioi. These concepts are discussed in order.

5.1 Entrepreneurial Awareness and Alertness

Kirzner (1973) was the first to use the term “alegs” to explain entrepreneurial identificationopfportunities.
Ray and Cardozo (1994) argue that any identificatibopportunity by a prospective entrepreneuréxeded by a
state of heightened awareness of information. T™adled this state entrepreneurial awareness (B#),define EA
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as “a propensity to notice and be sensitive torm&dion about objects, incidents, and patternsebiabior in the
environment, with special sensitivity to maker aoder problems, unmet needs and interests, and novel
combinations of resources” (p. 10). Furthermanekéeping with several authors, they claimed tlasgnality
characteristics and the environment interact tatereonditions which foster higher EA ( Gaglio dratub, 1992).
Imbedded in this line of thought is the notion thégher EA increases the likelihood of an oppotturieing
identified. There are, however, reports of studieg testify to the contrary. For example, Buseaind Arthurs
(2006) conducted an empirical test of Kaish an@d@d (1991) proposition that entrepreneurs are ratae to new
opportunities and use information differently thamanagers do. Busenitz and Arthurs found little ieiced
support exists for the Kaish and Gilad theoretfcainework, but indicated that the measures of pnéresurial
alertness need further development.

5.2 Information Asymmetry and Prior Knowledge

People tend to notice information that is rela@ihformation they already know (Von Hippel, 1988Based on
this reasoning, Shane (2000) postulated that ewtmeprs will discover opportunities because prioowdedge
triggers identification of the value of new inforticm. Drawing on the Austrian economics argumérat t
entrepreneurship exits because of information asgimnbetween different actors (Hayek, 1945), Shaaétain
that any given entrepreneur will discover only thapportunities related to his or her prior knowged In his
three-stage study of opportunity-identification ggsses, Shane tested and confirmed two hypothebés) are
summarized as follows:

(1) Any given entrepreneurial opportunity is nowians to all potential entrepreneurs (the ratioraang that all
people do not possess the same information agthe §me (Kirzner, 1997)).

(2) Each person’s idiosyncratic prior knowledgeates a “knowledge corridor” which allows them tecognize
certain opportunities, but not others (Hayek, 19R6nstadt, 1988). According to Shane (2000), thregor
dimensions of prior knowledge are important to firecess of entrepreneurial discovery: prior knogtedf
markets, prior knowledge of ways to serve marlaats, prior knowledge of customer problems. In g&per, the
author will use the first part of this definitiomnd discuss only opportunities for creating a nasiress.

5.3 Accidental Discovery Versus Systematic Search

A large part of the erstwhile literature on enteg@urship implicitly assumed that identificationogfportunity is
preceded by a systematic search for available oppities. Some researchers have challenged thgsagh,
arguing that people do not search for opportunitted, rather, happen to recognize the new valuamef
information which the happen to received. Kirz(lE297) explains that: “What distinguishes discov@gglevant
to hitherto unknown profit opportunities) from saessful search (relevant to the deliberate productd
information which one knew one had lacked) is ttreg former (unlike the latter) involves the surerithat
accompanies the realization that one had overlosketething in fact readily available” (pp. 71-73hane (2000)
reported that most entrepreneurs recognized, rétharsought the opportunities for their firms. adle, Schwartz,
and Tarpley (1989) found that firms founded on fdentally” discovery venture ideas and which had been
subjected to formal screening achieved break-eates faster than those firms that had undergone rfoomal
search. Teach et al (1989) also found differegiestof opportunity identification among the softeafirm
presidents studied: only about half favored syateapproaches to searching for opportunities.

5.4 Networking

Hills et al (1997) indicate that entrepreneurswiagk are important to opportunity identificationThey base their
argument on Granovetter’s (1973) classic papeherstrength of weak ties, which argues that wessk (fhcluding
casual acquaintances) are “bridges” to informatsmurces not necessarily contained within an indiaid

strong-tie network (including friends and family)Granovetter (1973) argues that the casual acqunaiatis more
likely to provide unique information because maspgle have more weak ties than they have stroag tia test of
this hypothesis in a survey-based study allowed éfilal (1997) to assert that entrepreneurs whe lextended
networks identify significantly more opportunitiisan do entrepreneurs who lack such networks. éditl also
hypothesize that the quality of network contacts affect other characteristics, such as alertnedsceeativity,

which in turn lead to increased identification pportunities.

5.5 Creativity

Schumpeter (1934) was the first to introduce th&onathat successful entrepreneurs discover oppitigs that
others do not see due to a special attribute:igityat Dimov (2003) seems to take for granted tbisativity and
entrepreneurship are similar if not the same. Krg¥990) concluded that creative factors play @agrole in
entrepreneurial decision making. Hill et al (198&port that 90 percent of those surveyed by thethdreativity
very important for the opportunity- identificatiqgrocess. There are numerous definitions of cregtigeveral
researchers have made attempts to define entrepi@n&eativity. For the purpose of this artidlee author uses
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a definition provided by Ray and Cardozo (1996jtrepreneurial creativity is an ability to rapidigcognize the
associations between problems and their purpodiedians by identification of non-obvious assomas and/or by
reshaping or reforming available resources in aatorious way” (p. 12).

6. Entrepreneurial Behavior and Technological Oppotunities

Entrepreneurial behavior is spawned when envirotaheshifts create information asymmetries or gapsam
industry (Aldrich and Cliff, 2003). The ability identify and exploit opportunities created by enmimental shifts
is therefore important to entrepreneurship (Cowid &elvin, 1997; Wiklund and Shepherd, 2003). dadérms
that are able to spot opportunities have been faarite the most entrepreneurial (Salvato, 2004).change in
technology is a common trigger that spurs such renmiental shifts (Aldrich and CIiff, 2003; Shanedan
Venkataraman, 2000). Accordingly, technologicapaunities are often consider and important drieér
entrepreneurship (Shane and Venkataraman, 2000)tter@fore a firm’'s ability to perceive technolaic
opportunities in its environment may be a key fattat distinguishes the most entrepreneurial firms

Technological opportunity refers to the degree hictv firms perceive their industry to be rich inpoptunities for
innovation and breakthrough technologies (Zahr&6)19Perceived technological opportunities refemtéirm’s

ability to see opportunities for innovation andeash and development within one’s industry. Bedblg to spot
such technological opportunities is then expeategromote entrepreneurship. For example, in aystydBlake

and Saleh (1995) it was suggested that firms opegrat uncertain environments rich in opportunitydhgreater
innovative activity than firm in more stable enviments. When firms perceive their environmentgsodunity
rich, they should invest in building new capab#itiand be proactive (Dess and Lumpkin, 2005). dbilty to

identify technological opportunities should theref@ncourage a firm to more vigorously pursue enéreeurial
activities. Indeed, it has been shown that firpperating in environments perceived as being ricte@mnological
opportunities are more likely to invest in entregrership (Zahra, 1996; Zahra, et al., 2000).

In contrast, a lack of adaptation to environmeisteinges will transform core competencies into cagiglities

(Leonard-Barton, 1992). Firms that are unablee® keyond their current customers and markets (Hante
Prahalad, 1991) may fail to see the importance ntfepreneurship. Indeed, research has suggesatcdhth
opportunities present in an environment are importim predicting entrepreneurial activities (Shaaed

Venkataraman, 2000; Venkataraman, 1997). Withauiradset that can identify technological opportiasit the
competitive exploitation and adaptation to one'simmment through entrepreneurship is unlikely. tHa sections
that follow, the author presents the different mieaé entrepreneurial opportunity identification.

7. Models of Opportunity Identification
7.1 Organizational Learning and Opportunity Ideiagition

A quote from the organizational learning literat(eeg., Garvin, 1993) suggests the close link betwapportunity
identification and organizational learning: “Neveas are essential if learning is to take place.mefimes they are
created through flashes of insight or creativity;other times they arrive from outside the orgairaor are
communicated by knowledgeable insiders. WhateVveir tsource, they are a trigger for organizational
improvement” (Garvin, 1993, p. 81). Garvin’'s staent is one of many that demonstrate how the tipsli
valued by learning organization are similar to éhements of the opportunity-identification procdssparticular,
opportunity-identification involves the conversiohinformation into knowledge: ideas are generated evaluated
for their quality and viability in the same way thiaformation is analyzed and combined to createwkadge
(Nonaka, 1994). Framed in this way, the opporsitientification process may be viewed as an exaropltype
of organizational learning. In a formal sense,aaigational learning is the ongoing process of atgy and
interpreting information that leads to the creatdmew knowledge and ventures (Brown and Dugue®8] David
and Botkin, 1994; Galunic and Rodan, 1998; Hub29.1).

Similarly, the activity of acquiring and interpmeg information is at the heart of the opportundgtification
process, and the result of both endeavors is aease in knowledge and value to the firm. Judhascreative
process involves the generation of new knowledge @ew forms of expression, entrepreneurial oppdstun
identification is a learning process that initiathe creation of new wealth (Corbett, 2002; Dim2003). The
author concurs that the principles and practices afganization learning can strengthen the
opportunity-identification process. Given thisuagption, the author now shows how the three relafgmtoaches
to learning (behavioral, cognitive, and actionklito the two phases of opportunity identificatiatisCovery and
formation) (Lumpkin et al., 2004). Specificallfaet shifts in mental constructs that occur in cagaitearning are
indicative of the discovery phase of opportunitgritification; behavioral learning is expressechia ¢valuation and
elaboration aspects of formation in opportunityniifecation; and action learning, in its ability tchallenge
underlying assumptions in a recursive way, createmntextual openness that supports both the disgand
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formation phase of opportunity identification. Beson the three categorization of organizationatnimg, the
author now shows how each of the categories ohiegrcan increase innovation, creativity, and thentification
of new venture opportunity:

7.1.1 Opportunity Recognition through Cognitive treéag

As mentioned earlier, cognitive learning involvésges in individual and/or organizational patteshsognition,
and shifts in the way knowledge is transferred inithe organizational system (Glynn et al., 1994)o the extent
that these changes generate new products or opeewpnarkets, cognitive learning is a source ofoopmity
identification for new ventures creation. In moases, cognitive learning in entrepreneurial corgsanccurs as a
type of transformational capacity (Garud and Nay$804), that is, the ability to redefine the megnand value of
currently existing ideas or resources into a nesnemic opportunity for the firm. This redefinitiaan occur in
at least two ways: through a transformation of ently existing resources into new products, or ugto a
reinterpretation of internal processes such thateniformation and knowledge can be generated.eixample,
cognitive learning is exemplified by two employes¢dPatterson Fan Company who created an unusuahgpgrill
out of spare parts from the industrial fans beirapafactured in the South Carolina plant (Rosenwd01). By
cognitively reframing the use (meaning) of the dthifan parts, these industrious employees develapedique
design that allowed for greater heat circulationilevimaintaining cooler unit temperatures than staddyrills.
CEO Vance Patterson patented the grill in his namné the names of the two inventors, and the sgin-of
company—Down South, Inc.—represents a new oppdytimihe form of a unique product in a new marfketthe
corporation. In this way, cognitive learning irogduct design and the creation of a new organizdédrto new
opportunity for the venture.

7.1.2 Behavioral Learning and Opportunity Idenéfion

Behavioral learning is primarily adaptive, focusiog the modification of routines and structureshe face of
experience. “The classic prediction is that sucggskls stability in routine functioning, while fare produces
change” (Glynn et al., 1994, p. 46). Yet as Feldrf000) shows, routine may be more mutable thawxigusly
thought. Similarly, one of the benefits of newnissflexibility, the capacity to change directioy &ltering even
core properties of the organization (Lichtenste2000). In this sense, behavioral learning can kspew
opportunities for new ventures in at least two watlsrough modifications of routines that create yested
extensions to a firm’'s offerings, and through againg stream of organization-wide adaptations taat lead to
unexpected synergies and marketable solutions.

The story of Philadelphia Pharmacy exemplifies heowerendipitous change in routines can generatepanted
strategic opportunity (Petzinger, 1999). One dé&y, founder, Leon Ost, found an assistant writing a
prescription by hand, rather than using the compygeerated labeling system. To his surprise f@std that the
assistant was writing the personalized label imm&bha as she often did for the neighborhood’s Higpaopulation.
Rather than berating her for circumventing standapdrating procedures, Ost leveraged this knowledge a
change in routines by translating every computeregaeted prescription into Spanish, thus openinghepmarket
for a huge local clientele. Then following a rapiflux of Viethamese residents into the neighbodyde added a
third language to the computer program. These adapttions brought him even more recognition, waittin a
few years, Philadelphia Pharmacy was doing fouesimore business per square foot than the averageidan
drugstore (Petzinger, 1999). In this way, incretaleadaptations can result in the creation of npwootunities
through expended markets and more valuable pradifgrings.

7.1.3 Action Learning and Opportunity Identificatio

The third mode of change, action learning, cretitespotential for new opportunities by transformthg context
within which new ideas can emerge. By focusingttom underlying norms of the organization and qoestg
whether the rules of engagement are appropriatiendearning can create a culture of opennesscifeness, and
creativity (Argyris, 1990). This broadening awages can increase individuals’ connection betwegoused
theory and theory-in-use (Schon, 1983), settingamqditions for increased discovery and more refieealuation
and enactment of ideas. The first outcome of actéarning—agreeing to new rules of engagement ftieat
individuals to speak honestly and act with fewefledses—can transform an organization’s abilitynieovate and
excel. Such a second-order transformation wastediac The Natural Step, an entrepreneurial orgaioz that
has significantly advanced the movement toward renmental sustainability in Sweden and the UnitéateS
(Bradbury and Clair, 1999). The organization’s C&é@nted to develop scientific guidelines for susihitity that
could be understood by non-scientists and appledusiness. However, given the prevailing indaktge
assumption the environmental and economic gainsnatteally exclusive (Shrivastava, 1995), he recoegdithat
conventional decision-making approaches would teppnopriate. Instead he enacted a double-loopracti
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learning model; a form of thinking that goes beyawilition-seeking to reconceive the very foundatibrone’s
problem, such that entirely new solutions may emékHpawken, 1993).

Through a highly iterative process of collaboratili@logue, a consensus document emerged that vdassed by
50 of the top scientists in Sweden, and, at theesémme, was clearly understandable to public fiimeducation,
politics, and business. Soon a network of busitezgers and others, encouraged by the king of &weatovided
funding to disseminate the colorful booklet andiatape to the entire population of Sweden. In ol several
of the supporting businesses including IKEA, Scartdotels, and Electrolux have led the country ineligping
highly innovative products that are ecologicallgtainable and commercially successful. By shifting rules of
engagement, a learning-based context was genehatiesecured the organizational success of Therdlabtep and,
at the same time, transformed the society in wilehorganization exists (Bradbury and Clair, 1999n sum,
each of these categories of learning—cognitiveabigal, and action—has been successfully utilizecreate new
and unexpected opportunities with great success.

7.2 Social Capital Model of Opportunity Identifizat

Although there is much interest in and researclhenconcept of social capital, the concept is Btit\tn emerging
phase, comprising different uses and connotatiom® fvarious scholarly perspectives (Alder and Kw2a02;
Hirsch and Levin, 1999). Consequently, it is intpot for researchers to clarify their approachrtd definition of
social capital. Social scientists have described fovms of social capital: bonding and bridging.heTbonding
social capital perspective explores the impact afolective’s internal ties and the substance @& tretwork
relationships within that collective (Alder and Kwo2002). For example, Coleman (1988) suggestsdiyase
connections between parties within a group fatdithe development of self-enforcing norms andt twithin a
collective allowing the group to more easily attaimmunal goals.

Alternatively, bridging social capital, sometimesarred to as the private-goods model of sociaitagocuses on
individuals and their network relationship (Alderdakwon, 2002; Burt, 1997). Compared with the bagdsocial
capital approach, the bridging social capital’sufbdés on an individual's external social ties amvithe social
capital, as a resource within this network, is ufsdthe individual’'s private benefit. Social capitssists in the
explanation of individuals’ success as they cahizatitheir contacts and connections and the resgutftat they
bring for personal gain (Alder and Kwon, 2002; Learand Van Buaren, 1999). For example, Burt (1992)
characterizes social capital as a resource thagda higher rate of return on investments. Hegesig that social
capital creates an advantage in the way in whidtiabstructure renders competition imperfect byatrey
entrepreneurial opportunities for certain playard aot for others. Indeed, both the entrepreneprchlzzi, 1996;
Walker, Kogut, and Shan, 1997) and social capiteddture (Alder and Kwon, 2002; Nahapiet and Glagsh998)
have emphasized the importance of connections atvebrks to the establishment of new ventures andvation
in general.

Consistent with the literature on how entreprenesgesnetwork connections for competitive advan{édgrich and
Zimmer, 1986), this author takes the bridging apphoto social capital, that is, social capital rfested through
the individual's external connections. In doing fwe author suggests that in the context of ergregurship,
social capital is the goodwill and resources tmaamate from an individual’s network of social redaships, and its
effects flow from the information, influence, analidarity available to the entrepreneur (Alder a@tdon, 2002).
Two direct benefits of this type of social capiaé relevant to entrepreneurs: information anduagrfte.  Social
capital may facilitate access to information, whista critical component of entrepreneurial oppuittes (Shane
and Venkataraman, 2000). Social capital enharteesirning, relevance, and quality of informationd{ér and
Kwon, 2002; Burt, 1992). For example, entrepresenith access to university professors either tireor
through association may find out about an emertgobnology before others. Thus, they may be pdisedt upon
this before it becomes public knowledge. Anothendiit of social capital consists of influence. dilnduals
accumulate obligations from others in the networll Eeverage these commitments at a later time. @992) has
discussed the influence and power that entreprengio span disconnected networks have. Thesepesrieurs
determine who will gain from the disconnectiondtiag them in a favorable position during negotiati

7.2.1 The Dimensions of Social Capital

While traditionally, scholars have studies socigbital as a uni-dimensional concept (e.g., Bur@219Coleman,
1988; Walker et al., 1997), increasingly, researstaee adopting a multi-dimensional perspectiveatfial capital
(e.g., Lesser, 2000; Nahapiet and Ghoshal, 1998)this paper, the author adopts Nahapiet and Gii'ss{1998)
three dimensions of social capital: structural disien, relationship dimension, and cognitive dini@ms

Structural Dimension. The structural dimensiorergfto the network structure’s overall pattern ofireection
between actors (Nahapiet and Ghoshal, 1998). Motbly, network structure includes such factorsthes
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existence or absence of direct connections betadenal actor and others, and the pattern and nunfbadirect
ties between a focal actor and others (Burt, 1998pr instance, Burt (1992) suggests that a strakhole is said
to exist when different clusters of interconnecéetbrs are only sparsely connected to one andffwrsequently,
any individual who holds the only or one of the feannecting position(s) between the two clusterahie to
capitalize on information that exists in one cludbat not in another by acting as a broker for edaondant
information. Burt (1992, 1997) suggests that gmieeurs will act as tertius gaudens—the third Wwbpefits
through leveraging the nonredundant informationpfarfit.

Relational Dimension. While the structural dimemsrefers to the overall pattern of network conived, the
relationship dimension refers to the nature of fleesonal relationship that develops between spepiiople
(Nahapiet and Ghoshal, 1998) as manifested ingtvensus weak ties. The strength of a tie islacgbn of the
combination of the amount of time, emotional intgnsntimacy, and reciprocal services that chaggze that tie
(Granovetter, 1985). Strong ties are typically agged with trust and facilitate the flow of fineagned information
(Gulati, 1998; Rowley, Behrens, and Krackhardt, ®0énd the transfer of tacit knowledge (Uzzi, 1996hile
many factors make a tie weak or strong, trust péapivotal role (Granovetter, 1985; Uzzi, 1999)udirhas been
conceptualized as a willingness to be vulnerableeiply one’s welfare in the hands of others—andetinfg of
positive expectations—an individual's confidentibfs that another will behave in a beneficial manfRousseau,
Sitkin, Burt, and Camerer, 1998). Being embedded hetwork gives rise to a form of trust knowrrelational
trust (Nahapiet and Ghoshal, 1998). Relationattrafers to a trustor’s confident beliefs that thestee will act
beneficially because the trustee cares about thstot’s welfare (Rousseau et al., 1998) which eswrigom
repeated interactions between individuals over titreg yield feelings of reliability and positive gectations.
Relational trust is based on continual reciprocitige-notion that “I'll do this for you now, but yowill do
something for me later” (Adler and Kwon, 2002; Lexs2000).

Cognitive Dimension. The cognitive dimension ofiab capital refers to “shared representationgrpretations,
and systems of meaning among parties” (NahapietGmakhal, 1998, p. 244) that enable individualhiwita
network to make sense of information and to clggsiinto categories (Augoustinos and Walker, 1995%hared
systems of meanings and language facilitate thbamge of information, learning and knowledge coeathat
allows individuals to share each other’s thinkimggesses. These common ways of looking at thedwwoelp
individuals to make sense of new information andWledge (Grant, 1996; Nonaka, 1994).

7.3 Creativity-Based Model of Entrepreneurial Oppoity Identification

Opportunity identification—one of the central idezfsentrepreneurship—is the ability to identify aog idea and
transform it into a business concept that addsevahd generates revenues. Bygrave and Hofer (Hdibe an
entrepreneur as one who recognizes an opportumity @eates an organization to pursue it. Shane and
Venkataraman (2000) argued that the discoveryuatiah, and exploitation of opportunities is a diefg feature of
the field of entrepreneurship. Recently, a modehe opportunity-identification process has beeoppsed that
builds on the idea of discovery and evaluation (pkim, Hills, and Shrader, 2004). Based on a dassi
psychological theory of creativity (Csikszentmihall996), the model depicts opportunity identifioatas a staged
process that involves a discovery phase consistingreparation, incubation, and insight, and a faion phase
consisting of evaluation and elaboration. A kegtdiee of this general model of opportunity identfion is its
recursive nature. Opportunity identification ig finited to a singular “aha” experience; it is itgrative process
through which insights are contemplated, new infatfom is collected and considered, and knowledgeréated
over time. In this way an idea for a business nigsformed into an opportunity that adds valueh® firm
(Timmons, 1994).

Proponents of this perspective argue that a cigabased model of opportunity identification is liveuited for
entrepreneur opportunity identification for severabsons. First, entrepreneurship is an emergestess
especially at its earliest stages. The recursiature of creativity parallels the back-and-forthiaiies that
entrepreneurs often engage in when trying to gaaspmerging business concept (Sarasvathy, 200Econ8, the
model is distinguished from other models of crestin the organization literature because it isdiprincipally to
describe an individual-level activity whereas oth@eativity-based approaches typically address uke of
group-level creativity techniques in the contexesfablished organization (Woodman, Sawyer, anflitizri 993).
Based on the analysis of the above models, resaartiave derived five stages of the opportunitydifieation
process. The author presents these stages in order

8. The Five Stages of Opportunity Identification
Several scholars have endeavored to characteriz@ghortunity-identification process (e.g., Figd02; Shane,
2003). Some opportunity models depict opportuidgntification as a staged process (e.g., Bhav@4)l@here
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the outcome of the process is defined as “recagniitiChristensen, Masden, and Peterson, 1989). t btbmwlarly
attempts to model opportunity identification havemacterized it as the confluence of many factach @s the
background of the entrepreneur and the influendbebusiness and general environment (Gaglio @i, T1992).

In a synthesis of these perspectives, Hill etl897) and Lumpkin et al. (2004) proposed a modgfesting that a
“stages of creativity” framework (Csikszentmihalyl,996) provides the necessary elements for modeling
opportunity identification. These stages includ& preparation; (2) incubation; (3) insight, whiébrm the
discovery phase; (4) evaluation; and (5) elabonatichich constitute the formation phase. In thieseations that
follow, each of these five elements is discusseerms of how it relates to the opportunity-idenéfion process.

8.1 Preparation

Previous research suggests that preparation aed kmbwledge are essential to the opportunity-ifieation
process (e.g., Shane, 2000). Preparation refersthéo experience and knowledge that precedes the
opportunity-discovery process (Kao, 1989). Sudparation is typically a conscious effort to depetxpertise in

a domain and develop a sensitivity to the issuesprablems in a field of interest (Csikszentmihaly96). But
preparation also includes knowledge and experi¢hat is gathered unintentionally, that is, withaining to
discover opportunities. In an organizational seitithe ideas that result in successful venturifignoemerge
incrementally from the firm’s background, curremel of product or services, or technological knage.
However, individuals may bring new ideas and skdls firm that result in new ventures.

8.2 Incubation

Incubation refers to the part of the opportunitgritification process in which entrepreneurs or @inepreneurial
team contemplates an idea or a specific problemndoés not, however, refer to conscious problemisgl or
systematic analysis. Rather, Csikzentmihalyi asgtieat during incubation, “ideas churn around beline
threshold of consciousness” (1996, p. 79). Thosubation is typically an intuitive, non-directionstyle of
considering various possibilities or options. Gagind Taub (1992) described incubation as theogesihen the
“pre-identification stew” is “simmering.” It is thpart of the opportunity-identification processwhich the new
combinations that Schumpeter (1934) envisioned tagterge (Ward, 2004).

8.3 Insight

Insight refers to the “eureka” moment or “aha” exgece. Whereas incubation refers to an ongoirogqss,
insight refers to a moment of identification (Cgiéstmihalyi, 1996). In many cases, it is the p@ihwhich a
whole answer or core solution springs into awaressesldenly and unexpectedly. This sudden conveegisrthe
result of a cognitive shift that existing meanssmélationship (Gaglio and Katz, 2001). Insightaynprovide
sweeping catalysts to new venture creation or usrcmcremental knowledge that advances an ongaswpykry
process. It is unlikely that an insight is a silagu‘event”; insights often occur recursively thghout the
opportunity-identification process (de Koning, 1R99Entrepreneurial insights typically consist afher the
sudden recognition of a business opportunity, thetion to a well-considered problem, or the acitjois of an idea
from colleagues, friends, or other associate.

8.4 Evaluation

Evaluation signals the start of the second phasheobpportunity-identification process---formationit involves
analyzing whether concepts developed in the disgopbase are workable, whether the entrepreneurthas
necessary skills to accomplish it, and whethersittruly a novel enough idea to pursue. In the exinbf
entrepreneurial opportunity-identification, evaloatmay involve feasibility analysis wherein ides® put to the
test via various forms of investigation such aslipieary market testing, financial viability analgsand/or
feedback from business associates and others is so@al network (Bhave, 1994; Singh et al., 199%valuation
also involves an internal process in which theemrgneur(s) must question the prospects for theingight and
risk, “Is the business concept sufficiently valahhd worthwhile to pursue?” (Csikszentmihalyi, 1996

8.5 Elaboration

In the context of entrepreneurial creativity, elatimn involves “capturing value from the creatae” (Kao, 1989,
p. 17). In contrast to the confidence- seekingeetspof evaluation, elaboration involves legitimaaeking:
forming the business into a viable opportunity bpjscting it to external scrutiny and building $ispport system.
Elaboration is typically the most time-consumingt i the process since it represents the relativadre tedious
work of selecting options, finalizing choices, aorgjanizing resources (Csikszentminhalyi, 1996). suiising the
business idea is still considered viable after efialuation process, elaboration may involve dedapé&anning
activities to reduce uncertainty. The elaborafpmocess itself, however, often reveals aspecthefhiusiness
concept that need attention or more careful arebysd thus may result in further evaluation (Alldfit999). The
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author now turns to the pattern identification pergive of opportunity identification and its apmgliion to the
entrepreneurial opportunity-identification process.

9. Pattern Identification Model and the Opportunity Identification Process

One topic long investigated by cognitive scienca timay be closely related to the identificationnefv business
opportunities, and to the cognitive events andgsses that lead to such identification, is paieentification—the

process through which individuals identify meaniigfatterns in complex arrays of events or tremdti{n, 2005).

Applying pattern identification to the identificati of business opportunities, it seems possiblesiecific persons
identify opportunities for new ventures because therceive connections between apparently indepéralents
(e.g., advances in technology, changes in margkifts in government policies, to mention a fewgioiities), and

then detect meaningful patterns in these connestigratterns that point to new business opportunities

An aspect of the theory of pattern identificatiorithwimportant implications for understanding oppaity

identification is the suggestion that cognitivenfieworks, developed through individuals’ unique Efeeriences,
play a crucial role in pattern identification. Tmg of pattern identification suggests that thesgndive

frameworks serve as template (patterns or guidesgisting specific persons to identify connectibesveen
apparently independent events and trends and éztdeteaningful patterns in these connections. a&bjsect of
pattern identification theory suggests an intriguéxplanation of the fact that particular businggportunities are
identified by specific persons but not by otherBriefly the persons who recognize specific oppdties may do
so because they possess relevant cognitive frarketat help them accomplish this task—frameworls tnable
them to perceive the emergent patterns in techimabgeconomic, and social changes that underliaymeew

business opportunities. In the sections that viglithe author put forth an analysis of two typespattern

identification perspectives and their applicationtie opportunity-identification process. He begdins prototype
model.

9.1 Prototype Theory: A cognitive Model of Pattitantification

While several different theories of pattern existe that is supported by a large body of eviderag,(Hahn and
Chatter 1997) and that appears to offer importasights into the nature of opportunity identificeti is known
prototype theory (e..g., Whittlesea, 1997). THisory suggests that through experience, individaaiguire
prototypes, cognitive frameworks representing tlostriypical member of a category—the instance aff tiategory
best capturing its essential meaning or natureotoBmpe model of pattern identification further gaegts that as
individuals encounter new events or objects, tBristing prototypes play an important role in trergeption of
these events or objects and in the detection afeciions between them. In essence, prototypes ssrtemplates,
assisting the persons who possess them to natike tietween diverse events or trends and percaérdifiable,
meaningful patterns in these connections. In plaig, process involves comparison of new evenisbfEcts with
existing prototypes. If the match is not closessth events or objects are identified as fittindniwithe prototype.
If, instead, the match is not close, the eventsbjEcts are not perceived as fitting within thigribive framework.
For example, consider the prototype for “car,” @ognitive framework most persons possess. Thisdvweark is
broad enough so that everything from a huge limusr sports utility vehicle (SUV) to a small spgocar can be
recognized as a “car,” while other objects usedtfansportation not match this prototype will (emotorcycles,
scooters, bicycles) be excluded.

Applying prototype model to opportunity identifi@a, research suggests that entrepreneurs engageainalogous
process with respect to identifying new businegsodpinities.  Specifically, they compare ideasrfew products,
services, means of production, or markets withrtbristing prototype for “business opportunity” é®ie, 2003).
The closer the match, the more likely they are ooctude that they have identified a potential besin
opportunities. The theory of pattern identificatimrther suggests that the cognitive frameworles, (prototypes)
playing a role in this process change in sevesgaets with increasing experience (Knowlton, 199dsofsky and
Palmeri, 1998). Among these changes, howevertheee that have received considerable emphasists-shif
clarity, richness of content, and degree of focnskey attributes of the content domain. It can é&soned that
changes in these respects would be visible in the@nbss opportunity prototype of novice and expeed

entrepreneurs.

In other words, reflecting differences in their exipnce as entrepreneurs, the “business opportyrityotypes of
the two groups would differ in several respectd. cah also be reasoned that to the extent sucbreliffes were
found to exist, this would provide evidence for tbke of pattern identification in the identificatti of new business
opportunities.  With respect to clarity, previoesearch on prototype (Matlin, 2005) indicates thase cognitive
frameworks become more clearly defined with inareagxperiences. One index of such clarity isdegree to
which the prototypes of different individuals corye on the same set of basic dimensions—in othedsydhe
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extent to which the prototypes possessed by diffepersons agree on basic attributes. For examyien
automobiles were a new product, different individumight well have included different attributes tineir
prototypes for this new method of transportatioAs experience with automobile increased, howeVeesd
prototypes would be expected to show increasingeesgent on basic attributes (e.g., all automobiles a
self-propelled, have a system for steering, a s¢paystem for stopping, etc.) Agreement with respe basic
dimensions is generally interpreted as one indiaaftoncreased prototype clarity (Knowlton, 1997).

Similarly, applying prototype models to opportuniitigntification, entrepreneurs may use prototyfsea emeans for
identifying patterns among seemingly unrelated &vem trends. For instance, consider a physiciagaged in
medical research. Because of extensive on-thejplerience, this individual has a clearly developeatotype
for “effective treatment” of various diseases (ethe treatment is safe, it can be used ethicaitly watients, it
enhances recovery from the illness, etc). Furtieeenthis prototype may be especially clear faredis in which
the physician specializes—ones which she or he Haak considerable experience. Now, imagine that thi
physician reads an article about a new advancecigntffic knowledge concerning some basic physidalg
process—a process that is suspected to play anroltain diseases. In addition, the physiciaowknfrom actual
experience that existing treatments for these déeseave major side effects. Using her prototgesffective
treatment” and perhaps other prototypes as wejl, (prototypes concerning the nature of a giveratie and how it
develops), she now recognizes potential links betwine new scientific advance and potential treatséor a
specific illness. In other words, her prototypetpther to perceive an emergent pattern in thesejed links are
confirmed, this will suggest ways of developing ndmgs effective in treating this illness. In dhahe has
noticed this possibility (this opportunity) becaysetotypes she possesses have helped her to d swstice an
emergent pattern among seemingly diverse and indiepé events. Much evidence suggests that indiléddo
indeed form prototype and that once they existsgheognitive frameworks are employed in many waysor
instance, individuals often use them for perceivpagterns in diverse and seemingly unrelated eventsend.
(Whittesea, 1997). Used in this manner, prototypayg well play an important role in opportunity idiéoation.

9.2 Exemplar Model

Another model of pattern identification emphasities importance of specific knowledge rather thasalded
prototypes. Such exemplar models suggest thatdividual encounter new events or stimuli, they pane them
with specific examples (exemplars) (Hahn and Chat®®7). For instance, physician’s concept of ctife

treatment for a given disease would not consigtlgaf an idealized representation of the mostdgpeffective
treatment she or he can imagine (a prototype);eratih would also include numerous examples of otiffe

treatments the physician has actually encounteegdmplars that vary in many respects (e.g., exesé
excellent treatments with few negative side effactd exemplars of very poor ones that are not hiefiéctive and
that do involve negative side effects). Exempladels seem especially relevant to opportunity ifleation

because they do not require the construction dbpyees. Rather, individuals simply compare neagounter
events or stimuli with examples of a given conaptady present in memory. This fits well withrepteneurs’
reports that they just know a good opportunity wii@y see it, and do not have to engage in complesessing to
reach this conclusion (as would be required fordbeelopment of prototypes). Moreover, exempladef fit

with recent findings indicating that experiencegheated entrepreneurs generally search for oppibesim areas
or industries where they are already knowledgeablbere, in short, they have many exemplars storedemory
(Feit et al, 2004).

Overall, research in cognitive science suggestshibh prototype and exemplar models may be negessdully
understand how individuals notice emergent pattémsliverse and apparently unrelated events or gdsn
(Nosofsky and Palmeri, 1998). For example, somdirfigs suggest that initially, before they gain extige in a
specific area, individuals may rely on prototyped an comparing newly encountered stimuli and es/eiith these
idealized representations. As they gain experiémeegiven domain, however, they may shift to ggeaeliance
on exemplars, which allows them to perform the esscof identifying complex patterns (Johnson anavide
1997). Furthermore and perhaps even more intriguih appears that prototypes and exemplars may be
represented (and processed) in different regionth@fbrain. Specifically, prototypes appear tosbared and
processed in the left cerebral hemisphere whilengiars are stored and processed in the right carebmisphere
(Gazzaniga, Ivry, and Mangun, 1998). Together, @hfggdings suggest that opportunity identificatioay well
involve both prototype and exemplars. In additiother cognitive frameworks may also be involvedy.(e
schemas) (Gaglio and Katz, 2001).

9.3 Opportunity Identification and the Search fattérns

Thus far, the analysis seems to suggest that apptyridentification occurs in a single step: eptemeurs observe
various events or changes, and upon examining themognize links or connections between them theri suggest
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new business opportunities. While this may be inumme stances, basic research on pattern reémwgsiiggests
that often the process is one involving many stapd repeated efforts to identify emergent patté@eglio and
Katz, 2001). Initially, individuals may notice thimto or more variables are related, but this ialitdoes not yield a
clear-cut pattern. Rather, it may only suggest there is “something there,” and that additiomdbimation is
required to examine it more closely. As this injgubbtained, the overall pattern may begin to tkape, and the
possibility of a new business opportunity to emergeor instance, consider how Expedia.com and adhéne
travel services were developed. A number of cheragel events paved the way for this opportunitjtuge
increase in the number of individuals who ownedspeal computers; development of software that canadk
literally thousands of flights and provide infornaat on thousands of hotel; plus techniques for cetidg secure
financial transactions over the Internet. Did thenders of companies such as Expedia.com notice, dingle
step, that these events and trends formed a patiggestive of a new business opportunity? Nallat Rather,
this idea took shape in a more gradual mannerertrepreneurs recognizing first one portion of dkierall pattern
and then another. For instance, early on, thepgrézed that people were dissatisfied with makiijne
reservations by phone and that this could be hdrfditer and more efficiently online. They alseedothat many
people were unhappy about huge variations in tipkiees; for instance, the person sitting nexthim on a given
flight might have paid much less then they did. isTsuggested the possibility of offering customibies lowest
possible prices when they made reservation onlihater, the entrepreneurs realized that many teasateeded
hotel and car reservations, too, so they expanueddope of their business to include the aspédtanel. It is
probably reasonable to say that they did not, duearly stages, have a fully-formed vision of thisibess they
actually developed. Rather, it unfolded one step 8Bme as they gradually perceived more connesthletween
the relevant factors and ways in which these cbaldsed to develop a profitable business.

In many cases, this is precisely how new ventuaks form; their founders do not initially identi@yf aspects of an
opportunity. Rather, they notice some aspects pnoteed with these. Then, they obtain experienw a
information, their view of the opportunity is exmghed and refined. In a sense, the process is roewepleted;
rather it evolves just as growing business do. iflea that opportunity identification often devedap a gradual
manner is consistent with the fact that venturatabgt rarely expect new ventures to take pregigshe form
presented in business plans. On the contrary, balize that opportunities—even very good ones+athost
certainly develop in new and initially unforeseeays. Reflecting this fact, venture capitalistsuealery highly
founders’ abilities to adapt and change, and dfe=k entrepreneurs who demonstrate these chasticteri

Overall, then, it should be emphasized that thege® of opportunity identification is not a simplee in which
entrepreneurs perceive all links between relevamiables at once and start with a fully-formed id#athe
opportunities they will ultimately pursue. Rathduring early stages, (and perhaps later ones, tpgortunity
identification involves repeated steps in whichrepteneurs perceive the opportunities they arelolgvey with
increasing clarity, and adjust their business n®dald goals to reflect these changes. That saginnportant to
note that the process of searching for connecttmta/een various changes and trends in the extevodd,
identifying emergent patterns in these connectiansg, then using such patterns as the basis fotifieg new
business opportunities, remains essentially theesarm short, while opportunity identification doesleed often
involve repeated efforts to identify patterns ierségly independent events or trends, the searcthé&se patterns
remains an essential part of the process well kbtloe point at which new ventures are actually ¢theal.

Furthermore, several lines of evidence suggestphtiérn identification may indeed play a key riol@pportunity

identification. First, it is clear that many opnaerities exist for years before they are noticed developed. For
instance, consider wheeled luggage of the typeishabw in used by a large majority of all air tedars. Such
luggage was used for decades by air flight crevisréet was introduced into the market for geneaae. Why?
Perhaps because no one spots the patterns beteeeralspertinent trends: a large increase in thaben of

passengers, growing problems with checked luggegeansion in the size of airports, and so on. Qhese

trends were seen as connected, the benefits oflethkeggage become apparent, and this product sanre to
dominate the market. Second, there is a large lfdgvidence in cognitive science suggesting trettem

identification is a basic aspect of our effortsuttderstand the world around us. That is, we dedddexpend
considerable effort searching for patterns amonpwa events or trends in the extended world (Maihd Foley,
1997). To the extent that opportunity identificatialso involves perceiving links or connectiongween

seemingly independent events or trends, it maydsely related to this basic perceptual process.

Finally, research points to the conclusion thattgoat identification is indeed closely related topopunity
recognition by entrepreneurs. For instance, in mwealing study, experienced entrepreneurs wekedat
describe the process involved in the identificatbthe opportunities they pursued (Fiet, Clouse, ldorton, 2004).
Findings indicate that these highly experiencedegnéneurs uniformly mentioned engaging in an actigarch,
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and also in restricting these searches for oppibieanto areas in which they already possessediderable
knowledge. In other words, they reported engagmga process very similar to that involved in patte
identification—a process in which they employedirttexisting cognitive frameworks and knowledge tatice
connections between diverse events and trends.eethdmany stated explicitly that they had iderdifie
opportunities by combining a number of externatdexinto a meaningful pattern. Finding such &s¢hsuggest
that pattern identification may indeed play an int@at role in the identification of new businespoyunities.

10. Discussion

At this point, it should be noted that three fasteisearch for opportunities, alertness, and priawkedge—may
be interrelated. For instance, it appear that wdlertness is very high, active searches for oppdrés may not
be necessary; entrepreneurs are so sensitive o tthee they do not have to engage in formal, syatensearch
processes. Similarly, high levels of prior knovgednay reduce the necessity for active searchescogAitive

perspective can readily explain these relationshigithin this perspective, high alertness impliedlvdeveloped
cognitive frameworks useful for perceiving meanirigbatterns in diverse events or trends. To therdxthese
frameworks exist, an active search for opportusitiey not be necessary because such frameworkst péghty

efficient interpretation and processing of new rnfation. Similarly, a large store of prior knowledgnay
contribute to the formation of broad and richly-nented cognitive frameworks, again, rendering piastion in

formal search activities less crucial. In shogt gnother advantage of a pattern recognition petise is that it
can help explain interrelationships between searcalertness, and prior knowledge, thus clarifying effects of
these three important factors.

Two additional points are also worth noting. Fiietaddition to search, alertness, and prior kedge, another
factor—the breadth of entrepreneurs’ social netaerkas recently received growing attention, and afguears to
play an important role in opportunity identificatioSpecifically, the findings by (Hills, Lumpkinnd Singh, 1997)
indicate that the broader entrepreneurs’ socialvoréts (the more people they know and with whom thaye

relationships), the more opportunities they idgntiFhis finding, too, is consistent with a pattedentification

perspective. Social networks are an important sowf information for entrepreneurs, information tthaay

contribute to the richness of their store of knalgle and the development of their cognitive framésaoFurther,
social networks may be especially helpful to em@epurs in terms of honing or refining these fraorkw

(prototypes). For instance, by discussing oppdiasthey have identified with family, friends, darothers,
entrepreneurs may form more accurate and useftibtgpes for identifying opportunities—cognitive fn@works

helpful in determining whether ideas for new pradumr services are practical and potentially vaiaather than
merely interesting or novel. In short, the bemsefit an extended social network, too, can be utmimtswithin a
pattern-identification framework.

However, not all patterns connecting diverse evehignges, or trends perceived by entreprenews asrthe basis
for founding new ventures. Such patterns lead o ventures only when they suggest new productemtices that
seem, on initial examination, to be feasible. lfeegent patterns do not point to products or sesvibat appear to
be feasible, they will often be discarded by cur@motential entrepreneurs.

In sum, the factors that have been found to playoittant roles in opportunity recognition by entespgurs are
searches, alertness, and prior knowledge. Thetmrdaand others can all be understood within tmeed of pattern
identification. Integrating them in this manner ydes increased insight into the basic nature qfoonity

identification. Moreover, understanding the effeat these variables within a single framework s practical
steps for enhancing entrepreneurs’ ability to idgrdpportunities. Since assisting entrepreneursvery way
possible is a key goal of entrepreneurship, thieags to be a very beneficial outcome.

11. Implications for Entrepreneurial Practice

Three entrepreneurial implications are drawn frdme &nalysis of the role of pattern identificatiam the
opportunity-identification process in this papekFirst, the pattern identification perspective offitthere suggests
that individuals can be trained to be more profitiat identifying opportunities by teaching thent nerely to be
alert to opportunities or to search actively foerth but rather, to search in the best places arleirbest ways.
Specifically, they should focus their efforts oendifying changes in technology, demographics, etarkand other
pertinent factors that play an important role ia fuccess of almost any business. Second, wtgbgerg in such
searches, they should also focus on actively sgekiidentify ways in which these trends and charage linked or
connected; in other words, they should search fioergent patterns. The framework offered here stggbat
identifying such patters in often a key initial gte the process of identifying new business opputies. Can
individuals really learn to notice such patternggéarch on pattern identification and recent rebaarthe field of
entrepreneurship suggests they can (Fiet and Mggl2001). When individuals focus their attent@npertinent
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factors and also attempt to perceive ways in wilhgse may be related, the likelihood that they wélceive
emergent pattern is increased.

This, in turn, suggests that the likelihood thatreot or would-be entrepreneurs will identify opfmities in

specific domains (industries, markets, etc.) cainbeeased by training them to focus on the mdsivaat factors
and to search for connection between these vasiaiblehanges. Consider an entrepreneur with sirgagests in
the restaurant business. The individual mightriimeraged to focus on such factors as changingoéaty (e.g.,
technology that assist in food preparation or sf@yachanging demographics (which might indicat tertain

kinds of restaurants serving specific kinds of feoll be more likely to thrive then others), andfsin government
policies concerning safety and working condition$hrough careful attention to these and other eglesources of
information, the would-be entrepreneur might realiiat opportunities for certain kinds of restatsaare now
emerging—for instance, restaurants that catereéméeds and preferences of senior citizens or tiraséng ethnic
minorities. In the absence of careful attentiorréevant changes and trends, these opportunitigbt mot be
readily discernable.

Third, a pattern recognition perspective also satgythat opportunity identification can be enhanioggroviding
potential entrepreneurs with a very broad rangexplerience. The broader this experience (e.g.wiber the
range of positions held, the greater the numbediftérent industries) the richer will be the prgioes at their
disposal, and hence, the more likely the entrepranwill be to perceive connections between seemimgyelated
events or trends—especially connections that ateimmediately apparent to any casual observer. e&teh
findings offer support for this possibility: entrepeurs with greater experience and knowledge hega found to
be more effective at identifying opportunities ththimse with less experience and knowledge (SheparddDe
Tienne, 2001).

12.Concluding Remarks

New ventures offer fertile ground for the best fims that are emerging from pattern identificatiand

opportunity-identification research to take roodagrow. Chances for both short-term survival aonigtterm

success, the author believes, will be enhancedti€preneurs adopt pattern identification practiceghe ability to
identify patterns may provide a key advantage bicvientrepreneurs can remain viable and compeiitiveday’'s

ever-changing environments. Future research shexpand on these insights and endeavor to empyritedt

how pattern identification methods might best beedgrated into venture creation and growth processethat
pattern identification and other opportunity idénétion processes become essential elements ehtapreneur’s
strategy and culture. It is therefore the hopéhefauthor that by providing these perceptiongepnéneurs will
be supported in generating more opportunities aadtehem in ways that expand the capabilitieheir tirms and
themselves. The author also hopes that this pailespur a program of research that will enricle ttonceptual
foundations of opportunity identification and ewation based on a pattern-identification approatte @nd goal, of
course, would be that entrepreneurs have a beti@taped body of knowledge from which to draw inlesrto

effectively and efficiently make decisions.
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Abstract

With the rapid development of global economy, pedptgin to pay more and more attention to the mefof
electric power market. Under the background of @lélectric power market reform, in this article, wi# research
on the present power price patterns of China,tie-parts power price and single power price, ar®ltheir
advantages and disadvantages, point out probleistingxin the pricing on power network, put forwangthods to
solve these problems and establish good marketagmuent for pricing on power network.

Keywords: Electric power market, Pricing on power network,rkéd environment
1. Introduction
1.1 Actuality and characteristics of China elecfpiower market

With the unceasing reforms of China economy, egdedbtanges has appeared in China electric powarsiny
when the new century is coming, which are emboftima short supply to surplus supply of electric pown order
to actualize the sustainable development of elepwiver industry for a long term, the reform pldriFactory and
Web Separation, Pricing on power network” was jmvard by China State Economic and Trade Commisision
1999. For China electric power industry, the cdr¢his reform is the tremendous transformation @hagement
concept which is changed from the haul patternadketing haul pattern. The 10th Five-year Plan lwh@& Electric
Power Development definitely put forward that thevpr price reform should be further deepened aedotiwer
price examination and approval should be reformedording to the requirements of “Factory and Wepa&ation,
Pricing on power network”, the reasonable powecipg mechanism should be perfected and the legarsision
and management of power price should be strengtheftge “Factory and Web Separation, Pricing on powe
network” has become the general trends and urfentthe relative discussions about how to pricing still in
dispute and there is no a recognized rule up to now

1.2 Difficulties encountered in power price reform

As the experimental area, the Northeast of Chirmdmezountered many difficult problems in the p@gtand the
electric power market of Northeast was in logjawvesal times. To some extent, the difficulties o #lectric power
reform in Northeast include two linkage difficultgblems, bottleneck of power system transmissiah difficulty
of capacity power price.

1.2.1 Two linkage difficult problems

Since the simulating operation was announced ir820@ Northeast electric power market was trudgithglong.
And since the late of 2005, the Northeast eleghogver market was in logjam again, and even partepow
enterprises has retreated from the market up to be main reason of this logjam is the markupaafl @nd the
linkage between coal and electric power can nddvolt in time. In a healthy market, the markupugfper cost can
be directly extended to lower cost. Whether theegation power dealers want to directly enhanceetrquloted
prices to digest coal costs or the linkage betwasl and electric power is actualized through pedicwhich all
directly induce the benefit cut of electric netwoghterprises, because the power sales price id fixel the
enhancement of power price must extrude the besgdite of power network. To keep the stabilizatibpricing
on power network in the regional electric power kearfor a long time, two linkages must be solved vand one
is the linkage between coal and electric power,thadther is the linkage between the price on poweévork and
sales power price.

1.2.2 Bottleneck of power network transmission

The Northeast electric power market is the firgioral market reform experimental region of elecpower. This
region involves three provinces and one region,Li@oning Province, Jilin Province, HeilongjiangoAnce and
the East of Inner Mongolia. In fact, China took thertheast as the first experimental region to enpgnt regional
electric power reform because the power supply atiast was relative rich and convenient for pgabn power
network. However the electric power market of Negst is mostly centralized in the south such asnliiey
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Province, and because of the restriction of powstwark channel through which the electric powemofth of
Northeast is transmitted to the south, which indufteious competitions among power generation prngas in
province. When this situation is pushed to the aregi electric power market, the original intentibalancing
regional electric power supply can not be actudlize

1.2.3 Difficulty of capacity power price

The pricing mechanism on power network implemeirtedhina is divided into two sorts including tworppower
price and single power price. At present, the pggdattern competed between two-part power pricefalh power
capacity price is implementing in Northeast. In tharketization operation of “Factory and Web Sepama Pricing
on power network” for two-part power price, obvidimitations were founded. The system reform otele power
is in logjam, and the essential reason rests Wwittdeficiency of theory and unreasonable system.

2. Pricing pattern analysis of China electric powemarket
2.1 Advantages of pricing on power network

The electric power industry is treated as the mtoronopoly industry for a long time in China, $ tpublic
monopoly enterprises are established generalhim industry. However the low efficiency and badvee of
monopoly enterprise induce the policy of “FactondaNeb Separation, Pricing on power network” whickans
the power plants compete on the price on power arétwAfter biding on power network, the competitoim the
electric power industry among power plants havevad@nfluences on the developments of electric powe

2.1.1 Being propitious to establish modern entsgzrisystem for the power plant, and making eleetrierprises do
well enterprise management according to market rule

Many jamming factors exist in the past pricing megkm, and enterprises tried to make the reporiedspin favor

of themselves through many non production appraacivaich decentralize much energy of enterprisdterA
pricing on power network, various power plants cetepfairly, and which costs are low, which can wbtaetter

benefits. Therefore, all power plants will activelyopt measures to reduce costs. For exampleathat advanced
management methods, decrease consumptions to enti@economic benefits of the enterprise, recoctsold

facilities of power generation or introduce advahécilities to enhance production efficiency, emtm operation
abilities of employees. These measures can decthaseosts of enterprise, enhance the competitoveep of

enterprise, and make social resources optimizesd avastes, so when the power plants pursue theirlenefits,

they also increase the total welfare of the saociety

2.1.2 Eliminating the phenomena of lagged price

After power plants implemented the pricing on powetwork, the power price will be changed with dhange of
production management costs of power plant. Wherptite of coal rises, the power generation witr@ase and
the power price will rise with it. When the supmlfypower generation is bigger than demand, theepuit power
network will decrease, here, the power plants wwither production costs will take various measuceseduce
production costs and finally make the power pricei@ve the marginal cost of the power plant.

2.2 Present power pricing pattern of China andaittvantages and disadvantages

The price mechanism is the core of market mechagraswh the intention of “Factory and Web SeparatRmcing
on power network” is to clear the price mechanigralectric power market. The direction of elecimwver reform
is to establish reasonable price mechanism to a@tapthange of electric power market as soon asilpes The
pricing mechanism implemented in China includes-paa power price and single power price.

2.2.1 Rule of two-part power price

The two-part power price consists of the price owgr network and power capacity price. The powqraciy
price is constituted by marginal cost and a fewoines, which is decided by the changeable costseasbnable
incomes. The power plants with different power digsl pay different capacity prices according teirtttsorts and
same sort plant has same power capacity price.tWbgart power price can make power generationrprises
possess power generation capacity and obtain stapltal yields, and store more spare capacitypdéuver network
and offer reliable capacity guarantees for the rsigcaf the power network. Because it can offerbktayields, its
price mechanism is welcomed by investors and exigy the theory horizon. But in the marketizatopreration

of pricing on power network, some certain problemppeared. The two-part power price makes againsiahu
power purchase among networks, the combination wmfdlersized and small-sized power plants, and the
apex-adjustment of power network.

2.2.2 Rule of single power price

The single power price is the price of the elegbouver that enterprises supply in certain rangeraacg to market
demand and their own costs, which is based on tlc@alsaverage price of all power generation entsegsr
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computed according to long-term marginal cost nmethihe single power price is abroad applied in fxac
because of its simple operation and balance.

The two-part power price and single power price ually exist according to their own advantages and
disadvantages, respectively adapt certain rangewith the strengthening of competition and thefgmtion of
electric power market, the two-part power pricd b extended abroad.

2.3 Establishing market environment for pricinggmwer network

For the market economy in the electric power martket market patterns of electric power competition different.
When the market function is emphasized, the dwaeli function of plan must be seen. To make pricingpower
network operate normally, the following works mbetimplemented.

2.3.1 Power network planning

The essential of power network planning is to dstiabuniform and open electric power market witlgher

efficiency of power distribution, and make variaugarket principal parts can compete fairly in thectic power
industry. At present, the China power network isidéid into six regional power networks, and effeeti
interconnection is implemented among these shoredipower networks. After the implementation chtFory and
Web Separation, Pricing on power network”, the traresion of interconnection among regional powetwoeks in

whole China becomes especial important. Only unlderpremise of effective interconnection of networkthe

whole country, the electric power market can baldished, and optimized distribution of electriaygo resources
can be realized, accordingly the total economiebtnof electric power industry can be enhancdter&fore, one
of important contents of present electric powetesysreform is to do power network planning well.

2.3.2 Fluctuant prices

The pricing on power network requires not only gemeration power side implements bidding, but tigopower
price of demand side should correspondingly chamitieit, and both the incomes and risks obtainetha pricing
on power network should be assumed by consumety.i®@this way, the normal operation of pricing natwork
can be ensured. Contrarily, the electric poweiiscgach as in US California will occur again.

2.3.3 Flexible policies

On a fair platform, the competition is fair to mqgsbwer generation enterprises, which is helpfuletdvance
enterprise efficiency, reduce costs, and make pgwiee return to the average level recognized ley dbciety.
However, it makes against the development of speciaer generation enterprises such as thermal ppleat,
wind power plant and garbage-cremation power @aut so on. To these enterprises, they must folteapricing
mechanism, and the government should not treat thffenently for the power price, or else, whichlvimfluence
the normal operation of pricing mechanism. Howeiféhe government wants to support the developmenhthese
enterprises, they can derate their revenues arg] @weoffer allowances according to their power egation
capability. The pattern reform of governmental ngemaent and treatment on electric power should coenbi
enterprise reform, government reform and systeormef

3. Conclusions

The above discussion is the analysis to the priameghanism of electric power market, which is sumed
through consulting and analyzing references andepteactual situations. Under the reform plan efctery and
Web Separation, Pricing on power network” in elecfrower market, in this article, we research oa phesent
power price patterns of China, i.e. two-parts popwéce and single power price, analyze problemstig in the
pricing on power network, put forward methods ttvedhese problems and establish good market emwieot for
pricing on power network.
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Abstract

The core values of the Chinese Confucian Cultugh &5 “humanity, righteousness, harmony, courtesgesty
and cleanness” represent the soul of five-thoug@ads Chinese traditional culture, which may regméshe value
of maintaining the balanced social benefits andnioaious development of the whole society from thaspective
of a whole society, and which may also have somgoitant uses for reference and roles of enlighterrfa

establishing the values of modern corporate soesponsibility if it is effectively integrated intiie practice of
modern business management.

Keywords: Confucian culture, Corporate social responsibiftiose relationship, Enlightenment
1. Introduction to the value of traditional Confucian culture

The Chinese nation has a civilization history o€i0%,000 years, among which the Chinese have beeplyd
influenced by the Confucian culture for over 2,8@@rs. Recent years, following the rapid growthhef Chinese
economy for over 20 years, has seen an upsurgeseéich into the “Chinese style” of managementdigetic
and foreign management researchers. Among the tBhieese schools such as “Confucianism, Taoism and
Buddhism”, Confucianism, as the dominant cultur¢hef Chinese nation, has undergone an evolvemsturjiof
thousands of years so that it has become the dethe €hinese nation widely carried on by peoplé¢hi@ world.
And simultaneously it has deep influences overst@ping of corporate culture and business ethichina and
even foreign countries.

In ancient China, Chinese businessmen had courttesssvith the Confucian culture, and in moderneémthe
doctrine of “Confucian businessmen” has existethenChinese society for many years, which has Infigenced
the management philosophy of Chinese businesselelnontemporary era, Chinese Haier Group haslestad
its unique corporate culture of “Attach importaniceollective value, strengthen harmony as key,emghasize on
self-discipline” through making use of the Confurieulture, and this corporate culture does havedtethe
company to achieve a great success in both donsestidoreign markets. In East Asia and Southeaist, Asder
the edification of the Confucian culture, economizacles have appeared one after another. Thedseéitoped
countries or regions such as Japan, Korea, Singapord Chinese Hong Kong are typical examples oh su
influences. The Confucian cultural values basedfamily culture”, “relative feeling culture”, “mutal exchange
culture” and “collective tropism” have influencedet Japanese enterprises to form a strong cultesdlre of
“employee loyalty” and to establish a managerigoldgy of intensive participation and collectivespensibility
such as in the practices of “human capital and TQMhas also influenced enterprises in Singaporétm an
economic and ethical value of “family-centered ngeraent like Li Guangyao”; it has also influenced Korean to
shape a strong commitment spirit of “putting th&areal interest at the top priority over individgal

The Confucianism with its representatives such asfiius and Mencius simply refers to the tradaiocultural
value of attaching importance to human capitakripgérsonal relationship and harmonious developnitmiever,
seen from the perspective of corporate manageraltitihe core thoughts advocated by the Confucidturisuch

as “humanity, righteousness, harmony, loyalty, gy, honesty and cleanness” may closely link &rfodern
management philosophy and operation behavior, aay provide the sources of contemporary business
management culture and practice.

1.1 “Humanity”, namely the “love” and kindhearteds& mentioned by Confucius in the article calledyvan.

In connection with the modern management, it reprissbusiness leaders and managers should havléddanis to
love their underlings and to be responsible forsthaety by helping the people to live a richee.lif

1.2 “Righteousness”, namely the personal charaeted moral value of “righteousness is essentialdanan with
honor” mentioned by Confucius in the article callédnhuo.

In connection with the modern management practiceay mean that managers should cultivate a clteréke a
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man with honor, that's to say, a manager shouldle to deal with the relationship between righte@ss (good
ethics)and benefit(personal material interest)sé®s and organizations should try to accord witkirtbode of
conduct in their management concepts and behawdosshould regard the so-called interests asntieeests for
the whole group or people, not only their indivitluerests, which means that holistic interestsusith be put at the
first place while individual interests should narifm public interests as a general principle.

1.3 “Harmony”, namely the philosophy of “syncretisfar sky and human” and “harmonious coexistence”
contained in the Book of Changes as well as theldpment law of interactive influences and restits between
individuals, nation, society and nature.

In relation with the modern management practiceay represent organizations as a part of thetyatiast seek a
certain degree of balance and harmony between dhgirinterests and the societal interests. To guosie’s own
interests while neglecting others’ interests isestar be short lasting as it is in breach with #e bf nature as a
harmonious whole. Therefore, it is crucial for modenanagers to understand how to achieve a harmm®nio
development result for all stakeholders like orgations, employees, customers, investors and gpaed to
emphasize a peaceful solution in competition afwli@win” situation instead of putting your compietis to death
S0 as to enable the organizations to realize actbg of sustainable growth.

1.4 “Loyalty”, namely the ethical value of “loyaltgnd allegiance” advocated by Confucius and Mencias

relation with the modern management practice, iy mepresent mutual loyalty between people, alleggaand

obedience of subordinates to their superiors, westkeyal and commitment spirit to their jobs, anthnagers’

honesty and trust to their coordinators. The qualit‘doing one’s duty and keeping one’s faith'regarded as a
fundamental guarantee for the development of idldads and organizations.

In addition, judging from the perspective of modemanagement, the “courtesy and honesty and clesihnes
advocated in the Confucian culture may represeatptinciple of “legalized and regulated operati@id the
principle of “ethical love for gain as a man of lach

2. Introduction to the value of modern CSR

To put it simply, corporate social responsibilit@SR) refers to the management philosophy that igigtsl the
economic and social benefits of managerial decssion the management's acceptance to the obligaifon
considering the profit, consumer satisfaction amaetal well being of equal value in evaluating gegformance of
a business (Louis E. Boone and David Kurtz, 200%).basic elements of CSR cover not only the priotecif
interests for shareholders, employees and custommerslso the protection of interests for the gahpublic in the
local community and even the whole world in term®msuring sustainable development, protectingrenwmient
and contributing to non-business sectors, etc.ultrbe noted that CSR does not simply mean dorsatibmoney
or goods to philanthropy, but it may refer to cimitions to all the stakeholders in order to achiavharmonious
society.

From the history of theoretical development, thecept of CSR originated from the European and Arcaeri
developed nations, dating back to thd" #d 18 century when enterprises began to conduct soecédietions
beyond laws” such as sincere, friendly and faiattreent to their employees. But in fact, most oféhealues at that
time came from the influence of religious thouglts1924, however, the American researcher calfegt@n firstly
put forward the idea of “corporate social respaitigih Over the years, such an idea has becompagular in the
world that CSR is frequently regarded as one ofrtifgortant standards for the evaluation of busipesformance,
such as in the assessment of business rankingsrtynE and Forbes. In the Chinese modern sochetye thad been
the so-called doctrine of “Confucian businessmamfijch, however, had not shaped the enterprisesinzatic
action to take their social responsibility. The raod concept of CSR reflects a mature attitude amadtige of
enterprises to contribute to the society as a na&magt philosophy. In recent years, lots of illegatl unethical
events have occurred in China’s businesses suexmasion of coal mines, deduction of employee paytrin
factories, employment of teenagers, etc., all ofctvishow that Chinese enterprises do have a trémegakening
their social responsibility.

From the perspective of economics development,ctreept of CSR can be classified into the classicak,
namely purely economic idea, and the social ecooorigw. One of the representatives for the forngethie
American Milton Friedman who argued in his articlel 970 that a free private enterprise system,di@anization
has only one social responsibility, which is to malse of its resources to conduct profit-seekirtiyiies for its
shareholders in the principle of open, free andraond competition”, that is to say, the only socesgponsibility of
a business in his mind is to maximize profitabifity its owners or shareholders. In his argumengraerprise must
produce products needed by the society in the efistent way so that what is good for the entegrinust be
beneficial for the society. In fact, his argumeatitbeen based on the theory of “Invisible Handfpuivard by
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Adam Smith, the world-famous Scottish political memist in the 18th century. Adam Smith thought thidtate
interests equaled to public interests so a busgpsasfit maximization was the same as the bemedikimization for
the public and society.

On the hand, the idea of the social economics BR Ghinks that the social responsibility of a bess not only
includes the profit-making for its investors bus@includes the improvement of societal well beiRgrthermore,
an enterprise should be regarded as an integratédfthe society, thus making contributions te tommunity
where it operates is an unavoidable obligationr@laee quite a number of similar arguments to twéas economic
view such as: the management’s acceptance of ¢blgt the consideration of profits and social M@ding of
equal value in evaluation of a business’s perfogaérouis E. Boone and David L. Kurtz,2002); theueabf social
networks thinking that an enterprise needs to ereavalue chain in the society through its contidmuto the
society; the value of corporate citizen thinkingttran enterprise as part of a harmonious societyldhbe
responsible for the society so as to protect its tomg term benefits, etc.

In summary, the above-mentioned points of view hevalyzed the concepts of CSR, however, they hetvally
expressed one uniform theme which means that tlestole of a business should be not only to se@hnemic
benefits for itself but also simultaneously to emgibe social benefits for the general public inicigdall
stakeholders. Only by doing so can an enterprisentaia its sustainable competitiveness and harmanio
development.

3. Possible relationships between the value of Catfian culture and the value of CSR

Based on the above discussion and analysis onatbie wf Confucian culture and the value of CSRceme easily
conclude that there are some close relationshipgeka them, which can be illustrated as in theetabl

Based on the above table, we can see that theofdlxSR and the value of Confucian culture do hawmes
relationships between them. In fact, to some extthrg value of Confucian culture has invisibly faunthe
fundamental sources of modern CSR as an earlimaétiement.

3.1 The so-called “humanity”’advocated in the valoke Confucian culture representing the ethical semadof
making contributions to the general public with pelor collective interests being superior to inidival interests
has no difference from the core contents containgke social responsibility of an enterprise te society.

This Confucian value indicates that in the managerpeactices of modern enterprises, they should & the
public health and safety, and support the philagutir protect the natural environment, create jopoojunities,
participate in the social projects in the local conmity, etc.

3.2 The so-called “righteousness”advocated in tlaug of Confucian culture representing the ethicate of
kindly and friendly treatment of subordinates cales with the core contents contained in the saggponsibility
of an enterprise to its employees.

This Confucian value, in connection with modern ibess management practices, means that enterises
expected to care for their employees’ work safegglth, life quality, and fair and adequate compeas as well as
fringe benefits such as social insurance and pensto.

3.3 The so-called “honesty and cleanness”advocatethe value of Confucian culture representing pegsonal
character of earning money legally and ethicallyoasically the same as the core contents contaimele social
responsibility of an enterprise to its customers.

This Confucian value, in connection with modernibass management practices, indicates that ergegpere
supposed to be responsible for their customerséfitersuch as protecting their basic rights anthéryo provide
them with high-quality products and services withcanducting any fraudulent and cheating activjtegs.

3.4 The so-called “harmony”advocated in the valde€Confucian culture representing the doctrine dfaamonious
universe or a mutually reliable society is closéiked with the core contents contained in the ao@sponsibility
of an enterprise to its business partners or coitgrst

This Confucian value, in connection with modern ibess management practices, conveys that entespaige
expected to regard “harmonious co-existence” aangiss in their management of fierce competitionpther word,
they should not try to put their competitors tottedut to consider them to be their friends, @ytshould allow
their business partners to share a fair benefih froutual cooperation so as to achieve a win-winasibpn in the
marketplace.

3.5 The so-called “courtesy and loyalty”advocatedthe value of Confucian culture representing tle®gle’s
interpersonal attitude and ethical principle forrapliance to laws and regulations and commitmemvtoers and
posts matches closely with the core contents auadsin the social responsibility of an enterprigéts investors.
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This Confucian value, in connection with modernibess management practices, indicates that ergespshould
not conduct any illegal, immoral or unethical bebav in their business operations for the sakerofgating the
benefits of their investors or financial commursti©nly by doing so can they basically protect litveg-term
interests for the investors or sustainable devetayrof the business.

4. Implications

Based on the above discussion and reflection fregbssible links between the value of Confucidtua and the
value of CSR, we can at least draw some beneéailightenments as follows:

4.1 The value of traditional Confucian culture nt@yregarded as the thinking sources for the vafumadern CSR
to evolve.

In fact, it can be concluded that the modern valuESR has to some extent been developed and pednoot the
basis of researchers having partially absorbednéseaand Chinese Eastern cultures which both bétotig cycle
of Confucian culture integrated with Western cudsurFor instance, the so-called Z theory put fodwlay an
American professor is a very good example for tbmhination of Eastern and Western cultures in lassin
management. The value of “collective concern omtmious competition”advocated in the Confucian wralt
value has a role of compensation and correctiothervalue of “individual concern or fatal competittadvocated
in some Western cultures. Furthermore, the Confudalture emphasizes the importance of humanistic
management from the layer of spirit while the Westeulture stresses the importance of legalizedagament
from the layer of regulatory control. Both culturesy have some advantages and disadvantages otleeriefwill
make sense if we can integrate the good elemertistbf Eastern and Western cultures in shaping & maper
value of modern CSR for domestic and foreign bissias.

4.2 The value of Confucian culture is suggesteazatoy on with criticism rather than copy withougeistion.

It is widely accepted that the value of Confuciaittuwre has formed the core basis of “Chinese-styg@magement”,
which has been proven to have facilitated the modation of Chinese economy as well as the rapi¢ldpment

of the Southeast countries or regions. Howevermust be aware of the strengths and weaknessesrahia the
culture. That's to say, it may have some negatidessin it, for instance, the idea of humanistimagement on the
basis of “Guanxi” advocated by the Confucian cdtur the assumption that people are born with dtere of
kindness may lead to the neglecting of regulatargction and corporate governance in modern business
management, which may have a negative influencelegal operation and fair competition in the mapkace.
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Abstract

Based on the previous study in this article, medifBlack-Sholes model was more suitable for theaedmic

warrants price, and calculated 6 warrants’ pricéhim listed time, It also confirmed the rationaldf/the model

comparing the pricing theory with the actual manete. The result of the computation of the medifivarrant
price model shows that though in the warrant matetealistic price deviates from theoretical @rithe deviations
of realistic and theoretical prices is smaller frbtay, 2006 to May, 2007.

Keywords: Call warrants, Black-Sholes model, Market prestgis
1. Introduction

Has been published since the Black-Sholes optidnatian model (Black, Scholes, 1973) for its congigin

convenience and the theoretically consummatias,viidely applied. At the same time the researchex& studied
it deeply because of its strict supposition andaexed its assumptions greatly and made it morestieaNow the
warrant pricing theory research is generally basethe B-S option valuation model.

Merton relaxed the assumption on the risk-freerégsterate as constant and the pricing model thawslrate is a
random variable (Merton., 1973). Under the assumpoif the effective capital market, Galai and StlenéGalai,
Schneller, 1987) put forward warrant pricing modehsidering the flow of the dilution effect throutife analysis
of single-phase and multi-phase framework and ictspethat the warrants issued affected the firnnezaleland
(Leland, 1985) developed a hedging strategy whiddifies the Black-Scholes hedging strategy withokatity
adjusted by the length of the rebalance interval the rate of the proportional transaction costyl@nd Vorst
(Boyle, Vorst, 1992) designed a perfect hedgingtsgy in the Cox, Ross and Rubinstein binomial redih
transaction costs. The perfect hedge is possit@eathe assumption of a binomial process for tigetlying stock
price. Ukhov Andrey (Ukhov, Andrey, 2004) develop algorithm for pricing warrants using stock prices
observable variable, and variance of stock returns.

The theoretical study in foreign countries providedgood foundation for the domestic warrants pggclout in view
of the fact that the domestic and foreign transastienvironment is different and the products diffieany foreign
theories don't apply to the domestic warrants pgci

Chinese scholars have been studying foreign thedhiat apply to the domestic market. Tang Bing &nd
Hong-rong (Tang Bing, Li Hongrong, 2004) study suliing for capital stock from the market perspeetdf

warrants pricing. Zhan Shi-guatghan Shiguang, 2005) considered the warrantsngriciodel with dilution effect,
proportional transaction costs, ex rights and eiddd the factor, and did a sensitivity analysighef model . This
article, based on the previous scholars’ studst firtroduces the model in which stock proporti@nsaction cost
and the division factors are considered, then thgamts pricing is affected by the compound ditutsffect and the
warrant exercises cost for the warrant modified ehotihe value of 7 warrants’ products which arstfintroduced
in China’'s warrant market is assessed daily. The itwestment portfolios are developed for comparisod

validation to verify that the model is rational. last, the computation is shown that in China’sresatr market the
actual value’s deviation from theoretical value hasn well controlled.

Fischer Black and Scholes (1973), in his famouspé&phe pricing of options and corporate liabiktieproposed
the European call option formula pricing warraneaa series of assumptions are needed:

(1) Assume that the underlying security price faothe lognormal process-geometric Brownian motibne
parameters, the rate of retyrrand the instantaneous variable of the assee constant.

(2) In a frictionless market there are no taxestaaasaction costs. And all assets are entirelynitedd breakdown
without restrictions on short selling.

(3) In derivative securities period, from t = Gto T, no cash or no dividend pay for the undedysecurities.
(4) In derivative securities period, from t = Otte T, there’s the same risk-free rate loans, egerates on risk-free
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compound interest r is calculated as consecutiveste
The traditional Black-Scholes warrant price formista

C=SN(d,)-Xe™N(d,) » Where, _In(S/ X)+(r+16)T,d, =d,~oV/T-
1

oNT

The parameterg, and,_, are the instantaneous rate of return and tharitesteous variable of the asset, respectively.

The risk free asset earns at the constant ragt IS be the price dynamics of the underlying sggUti be the price
of the warrant , X be the exercise price, angl.)be cumulative standard normal distribution function

As calculated on the convenience and strict ldgaditional Black-Sholes model is commonly useg@rice warrant.
But it neglected many factors because of stricimgsion, such as various costs and dividends irished time.
This article will relax these traditional B-S modedsumptions restrictions.

2. Modification for Warrant Pricing Model
2.1 Warrants Pricing Model with the Transaction €asd Dividend

In traditional Black-Scholes model, there are n@$aand transaction costs in a frictionless matketmplifies the
model calculations, but makes certain deviatiorssify on Leland’s proportional transaction cost ehode relax
the second assumption as follows.

According to China’s present relevant provisionsesf are paid as follows in stock transaction: Cssionm
(normally no more than the amount of securitieditrg 0.3%), Transfer fees (in A-shares, ShanghahBmxge for
the deal transaction denomination 0.1%, Shenzhentfansfer fees) and taxes (deal amount 0.1%ebélay 30,
2007). Costs are paid in warrant transactions: Cission (no more than the amount of securities tigudl. 3%,
starting at five yuan).

Transaction cost is divided into the stock trarisactost and the warrant transaction cost. Theamatransaction
cost has different effects on the theoretical vdtwebuyers and sellers, and reflects indefinialynarket price,so
the stock transaction cost is considered here igitbring the warrant transaction cost. A secunigded with a
proportional transaction cost rate a is supposeake® on Leland’'s the proportional transaction aestrant
valuation model, warrant pricing model and B-S nicate similar, but in this paper, the fluctuatiatefpwas

defined as
2 a
So=0c.|1+,/—x
8= on it

Leland expanded the fluctuation rate. He considered, whent o0, the expanded fluctuation rate offset the
transaction cost. Here the ex dividend factor Iy oonsidered.

According to discrete dividends B-S model, the s#wek price is equivalent to the amount of thatdthiginal price
of the underlying stocks minus the cash dividenidk-free rate discount. Then the exercise priedfistment is a
formula according to the stock exchange management

New exercise price=original exercise pex (shares ex-dividend date referencecpf
Ex-dividend one day before the closing price of threderlying stocks)

As the ex-dividend one day before the closing poféhe underlying stocks is unknown, shares exddivd date
reference price could not figure out. So we usddhewing approximate formula:

New exercise price=original exercise pei (1-Cash bonus discour
The original price of the underlying stocks)

In order to calculate conveniently, we estimaiesy _ x  (1- Y en D/ g) Whent=0.
if>t
2.2 Warrant Pricing Model with the Dilution and Ezise

Exercises cost must be paid in warrant exercise.stbck dilution must be considered after exergiginthe stock
warrant. The dilution and exercise cost interact each other. These two factors should be considered
simultaneously.

Assume that each warrant entitles the owner taveae shares of stock paying the exercise cost éft timeT ,
the agent’s profit is:max{k(S - X, — A,0}
Consider valuation of a conventional warrant, igsloy a firm for its own stock. Suppose that a comypa
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hasN shares of common stock amidwarrants outstanding. Each warrant entitles theeovto receiveék shares of
stock upon payment of dollars. At timeT ,the value of the firm isy_, and when the warrant holders exercise their

warrants, the instantaneous value of the firm\l§:+ MkX, , and the instantaneous value of the sha\.feiM .
N + Mk

Therefore,the agent'’s profit is:
V., +MkX

KONFM X A

and the warrant profit is

Nk N+M
N+MkMax{ (X +—— N A0}

Assumey._ x ,N+M ., sothe warrant profit i s Max{N X, 0} -
N

We can cognize that the stock warrant isNk _ whose profit isc _ max¥:_ x,0p at time T options
N + Mk N

portfolio.According to option pricing formula, thvearrant values, can be obtained arbitrarily.

C = oN(d)- X' e N d)

In x;\|+(T—t)(r+%02) X’ +(T—t)(r—fa)

Wherey __ i/ d, = Vi/N
oNT -t oNT -t

So attimet the value of equity warrant calculated as follows:

W= s - 2 et ool - x @Y vy @
k

Conedy - x e T g )

n(§-s "¢V pMwy X+ ¢ Fx
‘ P AT g g _sT—t

And w s the price of the equity warrantyl is the number of new warranksjs the number of stocks; K is the
equity warrant rate;sis the stock pricex is the exercise pricef is the risk free rat&;is the expiration date of the
warrant; & is the fluctuation rate with transaction cost flee firm value; t; is time to pay dividendsp, is the
dividendsN(.) is cumulative standard normal distribution function

Where 4 _

An important problem in this model is tha# is unknown, we can assess the fluctuation rategusbservable

variable warrant pricing model by Ukhov, Andrey DDefine, _ AS/ S_ASV_AV | the elasticity of the stock
STAVIV AVS S

2 is a hedge ratio for the stock, it measures theemhange for

price with respect to the firm value, wheﬁes _AS;
AV

the share of stock when the value of the entirem fichanges by one. By, , we get

R . ASV =NS+MW, SO NAg+MA, = A, =1, then o —1=MAy f
cg=Qe0,=V —S0,=> 0,= - N
S v As
S
equation (2) is used, we get :aﬂ:_kN(d).On the mention above,
Y8V N+ kM '
oSN .
Ov = MKN (d,)
V(l—ilJ
N + Mk

Basing on the proportional transaction cost warvatiation model by Leland, we may obtain as foow
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2 a
=0, |1+, |—x ——"
V\/ T o, At

2.3 Model with Integrating the Above Factors
The above factors integrated, warrant pricing §essed as follows:

W gl 2, 0 W g - X T v g

|n[(st—zi: e’ n+MW/ X+ ¢ T )

Wher _ AT -t _ _ _t,
&, = STt > d,=d, -AT-t
o = osSN 'o%:av\/l+ EXL'
v V(l_MkN(dl)j T oy VAt
N + Mk

N+ M A

X' X, 4N L'V' A=Xx(1-Z e"D/§)+
>

And W is the value of the equity warrant at tinfe M is the number of warrants;is the number of stocksk is

proportion each warrant entitles the owner to necahares of stockis the stock priceX is the exercise price;

I'is the risk free ratd: is the expiration date of the warrandy/ is the fluctuation rate with all the transactiasts

for the firm valuep,, is the fluctuation rate on the firm value considgrexercise costio is the fluctuation rate of
the stockst; is time to pay dividends,D, is the dividendsy (.) is cumulative standard normal distribution

function;Alis the exercise cost paid by the owner to receive shares of stockais the proportional transaction
cost rate.

3. Example for Calculation by Modified Warrant Pricing Model

The warrant mainly has the functions of price digeg and the risk management. It is a tool for affe risk
management and the resources allocation. Up to 30ay007, the stock markets in China have 33wasrksied.
Take Yili CWBL1 as example below (Table 1), its \vals calculated using the modified warrant priceleio

Since May 30, 2007, the securities exchange taxframn original 0.1% rises to 0.3%, we just get dage by May,
2007 for validation calculation, and transactionckt cost is the amount of transaction cost 0.4%t'sho say,
a=0.4%.

The fluctuation rate is calculated on the histdritzta. YiLi Ltd 2005 annual dividend distributioon April 6, 2006,
Yili Co.Ltd in "China Securities" and "Shanghai 8gties News" published on the distribution of pr®hotice: A
shares of Stockholder's rights registration datigpril 10, 2006, stock dividend day on April Z06. Total cash
paid out is 101,728.9 thousand Yuan, occupyingptioéits which are distributed for the sharehold28€07%.

The next transaction day selected from April 1100 from April 12, 2006 to November 14, 2006. ibgrthis
period, stock rate is calculated in the stock refi@a. And we got 52.13% as the YiLi Ltd’s fluctiat rate.

The Yili CWBL1 lasts 12 months from November 15, @08ccording to former experience Yili Co.Ltd udyal
distributed dividends in July. It was estimatedt tthee dividends for 2006 is in July, 2007 for evidiyshares as 1
Yuan. In order to consider cash dividend influennethe stock initial price and the exercise price rreeded to be
adjusted.

After the adjustment the new good power priceXs =7.955¢ yuan, then

oSN

V(l— MkN(dl)j
N + Mk

oy = =56.6461%

When it exercises warrant only accepts stock teanfgfes, for the deal transaction denomination 0.Y#4 Ltd
stock denomination is 1 yuan, so the exerciseisost

kx stock denomination 0.1% x1x1 0.1% 0.(yuan,

thenA=0.001, and the adjusted exercise pricejs. _  , N+ M
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The Yili CWB1 lasts one year, a year has 252 trefima days, takeat=1/252 , then

2 a
M=o, [1+,[—x ———=59.1251%
V\/ T o, At

From the above calculation method and parametezscailculated the daily value (Note 2) of Yili CWBftom
April 24 2006 to May 29, 2007. And the traditiorBdbck-Sholes result is compared with the modifieaded result.
The result is shown in Figure 1.

4. Validation on the Modified Warrant Model

In light of the actual situation, the two investrhportfolios with the same cost are structuredhéf gains and losses
for the two investment portfolios differ greatlyder the less risk circumstances, the arbitrage roppities may
exist:

Program 1: Stock Investment

Let gbe the stock price, the ratio of the transactiost dor the stock transaction amountais I'is the
corresponding interest rate. At the titnethe investment amourg:x (1+a); if the dividends i®, at the time
oft,(t <T), then the assets of the investment prograntiate is g - g +Z Dx[1+ (T-1)]

Program 2: Warrants and Deposits Investment

Warrant price igy', the ratio of the transaction cost for the warraabsaction amount ¢s. This investment
program at the tim, the investment amountg'x (1+ g). For the amount of investment at the timetofas same
as the assets of the investment program of Progtdamsaver - s « 1+ a)- w,x (1 + g) in the bank. At the

time of T , the bank deposits iss - fF1+r(T -t)] » SO the assets of this program
isg _[St+F-X-A §> X
2 F, - S;a S < X

The income gap between program 1 and programteairhe ofl isg - G,, and

ZDix[l+r(T—ti)]—(FT—X—A) S > X

G, -G, =
v YD x[L+r(T-t)]-F +S(1+a) §< X

If the Program 1 is better than Program 2, WiBChG, >0, it was shown that the expected return on thekstoc
market investment is much more than that on theamtimarket. The warrant price was overvalued & dhbtual
market, the actual prices of warrant is higher tiae theoretical value, sgy-w and g -G, should be
approximately equivalent.

According to Monte-Carlo simulation, the warrantiops expiration at tim&, random equation of the underlying
stock price is's = § exd(,u —050%)(T -t) +eoT —tJ

Where, the variable is subject to the standard normal distribution frehich the expectation of tige is estimated
without exercise, and thgsG, - G,)

Taking Yili CWB1 as an example, we constructed gtweent portfolio. Hereinafter @ = W, '- W,G=G -G,
we get a fig of difference valu& and difference valu& during existing period and duration:

The difference valu&V basically coincides with the difference valGgrom the above Figure 2. In fact these two
variables are in regression analysis, we can getdfjression equation a§y = 0.974G + 0.025. Equation constant
and variables were less than 0.001 significantly.

Referred to the above model and calculation process following six products of warrant are analtyzey
computing and data analysis, the results are sta@afable 2 and Figure 3.

The estimation for the accuracy of each firm’'s paeter is different. Each firm has the differenteets on the
modified B-S model and investment portfolio. Acdoglto the above results of the regression, tHerdifice value
W and the difference valug are approximately equivalent. So the above matifies model is basically rational.ln
this paper the price of warrant is mostly calcudatiem the early 2006 to May 30, 2007. In accordanith the
terms of warrant prices map, we can see that theseious overestimated phenomenon of the priesafant in the

listed time.
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A relative errorJ set up to measure level of deviation of the acprades of warrant from the theoretical price.
Actual pricesW and theoretical valugg are known, thaf, = (W'~ w)/ W. According to the data calculated,
choose a time of more than four warrants thatamfiMay 24, 2006 to May 10, 2007. The trends figonethe
average is shown as follows:

In accordance with option theoretical knowledge,tlas exercise date approaches, the degree of aptica
deviation from the theoretical value would be smallTo reduce the impact of this factor, we sekba#ferent
starting times of warrant products. As shown inuFég3, the price of warrant was overestimated gstyo But the
general trend was that overestimating the priceswbscribing for warrant dropped greatly. Howeveanchs
phenomenon is well controlled in 2007.

5. Conclusion

This paper has presented a warrant pricing witkgiratting dividends, stock trading costs, warramreise cost and
dilution of equity warrants. The model is appliedvalidation analysis. We can see that the marlesthanism is
not perfect in 2006, investors blindly follow matlspeculation, and there is an obvious “herdingaff In 2007,

the phenomenon for overestimating price of warfeag been effectively controlled. China stock markatures,

legal laws and regulations consummation are mudcterbthan before. Warrants’ actual price was cltsdhe

theoretical value and it was rational for the irwes to understand the warrant.

However, there has certain defects on the modifiedel developed in this paper: it is not considehed rise stops
and fall stops have influence on the warrant pgginit is not studied in details that if the pridgnamics of the
underlying security follows the lognormal proceasd if the rate of retugnand the instantaneous viable of the
asset are parameters, and that how the computationahadefor expected rate of retyrgnd the instantaneous
viable of the asseaffects the result. Therefore, there will be furtimaprovement on this model, which is more
useful for the practice.
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Notes
Note 1. YiLi Ltd(580009)warrant bulletin to mark&006-11-10
Note 2. Dates from http://cn.finance.yahoo.com/

Table 1. Yili CWB1 Basic Information (Note 1)

Yili CWB1

Warrant Name YiliCWB1 | Warrant Code. 580009

Underlying Security | YiLi Ltd Underlying Security @e 600887

Warrant publisher Yili Co.Ltd | Warrant Type Europestock warrant
Original Stock Price | 21.73 Exercise Prié ( 8

Risk Free Rate 2.52% k 1:1

Time to Market 2006.11.15 T 12 months

M 154940935 N 516469784
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Table 2. Dataanalysis for Difference value W and difference value G

Difference value W and G Significant Level
Warrant Name Warrant Type constant
R2 regression eguation term G
Shouchuang JTB1 Covered Warrants 0.999 | W=0.975G+0.032 <0.001 | <0.001
Yage QCB1 Covered Warrants 0.978 | W=0.879G+0.020 0.018 <0.001
Baogang JTP1 Covered Warrants 0.999 | W=0.966G-0.086 <0.001 | <0.001
Hangang JTB1 Covered Warrants 0.987 | W=0.984G+0.033 <0.001 | <0.001
Zhonghua CWB1 European stock warrant | 0.990 | W=0.961G-0.008 0.68 <0.001
Yili CWB1 European stock warrant | 1.000 | W=0.974G+0.025 <0.001 | <0.001
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Abstract

The member states of the Gulf Cooperation Cou@€) have proposed the establishment of a monatdon in
2010. While this has the potential to generateiiaant benefits for the group and individual meamistates in the
context of wider economic integration, it also res® some flexibility in the macro-economic manageimef
national economies. It is important, thereforat thiternative adjustment mechanisms are in pladesfective in
the face of asymmetric shocks to the union. Thipep looks at the theoretical and empirical literatand
identifies the potential benefits and costs assediaith a monetary union. It highlights the ciidensed to asses to
what extent any particular union would be benefigiad sustainable longer term. The GCC is reviewuth
reference to this literature and some observatinade as to the likelihood of a successful union whdt steps
could be undertaken to facilitate this.

Keywords: Gulf Cooperation Council (GCC), Monetary unionpEomic integration
1. Introduction

The member states of the Cooperation Council ferAnab States of the Gulf (GCC) are planning talgih a
monetary union in 2010 as part of a wider agendacohomic integration across the group. While tids the
potential to realise considerable benefits, it alseans that the use of both the exchange rate mischaand
monetary policy as policy instruments will be Iaetmembers. A number of pre-conditions or criteréa be
identified to provide a guide as to how likely stthat the proposed union would be successful drat steps are
required by member states to ensure benefits axamniszd.

The paper is structured as follows. The next sectirovides a brief overview of the GCC economieghie
context of later discussion on the characterigdo®uring a sustainable union. This is followedébyiscussion of
the economic theory underpinning monetary unionhe Benefits and costs associated with a monetdon lare
then discussed with reference to this literatuoipfved by a section identifying pre-conditions. helproposed
union is then assessed with reference to thesiardind current economic conditions.

2. Background to the GCC

The GCC was created in 1981 with one of its objestibeing greater economic integration. The six berstates,
Bahrain, Kuwait, Oman, Qatar, the Kingdom of Safidibia and the United Arab Emirates (UAE), estdidis a
free trade zone in 1983 and in 2001 a decision wade to establish full monetary union with the dawpof a
single currency, by the end of January 2010. (Npt&s a lead-up to the monetary union membersiafficpegged
their currencies to the USD in 2002 and moved tmfa customs union in 2005, (Fasano and Igbal, 2(Bdte 2)
Convergence criteria for a number of economic iattics were also agreed to at the end of 2005 dsopahis
process. Further, a common market was formallyeedyrto at the end of 2007, which once practically
implemented will allow for free movement of laboamd capital between the member states under similay
arrangements.

The proposed currency union should be seen indheekt of the wider reform agendad restructuring occurring
within the GCC as it looks to more closely integrand re-position itself in the global economy. nhbers are
looking to diversify their economies away from deg@ence on oil and gas exports and increase theihghare of

GDP in their economies. As well as providing a lesisitile base for export income, it is driven absothe need to
generate employment in the face of a rapid popragrowth (Fasano and Igbal, 2002; Woertz, 2007).

With a combined GDP of USD 725 billion (2006 figsye45 per cent of the world’s oil reserves anaputation of
36 million, the proposed union would constitute Higgest currency area outside the Eurozone (Nptélhough
average income puts the GCC in the high-income mtouWorld Bank reckoning, income distribution isewen
across the members.
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3. The Economies of the GCC Member States

Despite some evident differences, the membersrdlyrexhibit a marked degree of similarity in teromfseconomic
structure (Sturm and Siegfried, 2005). They aratinely open economies and although (energy) nmesou
endowments differ greatly across the region, theyta large degree dependent on oil and gas. (Hel®2R06)
(Note 4). The GCC as a group accounts for just d2eper cent of global oil reserves and 23 per oénatural gas
reserves (Note 5). The share of oil and gas in expuenues (currently at an average of arounderxent for the
GCQC) is reflected in the sector’s importance irhibotal output and government revenues (Tablesd12%n

Despite the strong growth in recent years, the neenskates face a number of challenges includinged rto
promote growth in non-oil sectors to create empleymopportunities for a growing (and generally ygun
population (Tables 3 and 4). The work-force in @@C is growing at 4 per cent annually, with onieettof the
population under 15. The capital intensive petroléndustry is not a significant employment createhile the
traditional route for nationals, the civil servids,a limited option longer term. The pressuresvdry across the
region in respect of current and future energy riese population growth, unemployment rates and qgagita
income levels (Table 5) (Note 6). Bahrain has kdienergy resources, while Qatar and Oman havedtingnoil
reserves.

There is a growing push for privatisation, labouarket reform and greater economic diversificatialh,of which
are inter-related (Sturm and Siegfried, 2005; Oaarad Al Shamsi, 2005; Fasal and Igbal, 2002). daler export
and output base and reduced reliance on oil reewilehelp to insulate economies from terms otlgahocks and
provide sustainable longer-term growth and emplaoynopportunities. This is evident in the expansibribanking
services, manufacturing and tourism in several tt@s1 In view of the changes being pursued, likely that the
economic structures of the member states will msirgly diverge in the future.

In terms of intra-regional trade, integration ofmieer states is currently quite limited; it has rémed around 5 per
cent of total trade for many years. Although ttig&s to around one-third when only non-oil trasleansidered, it
varies markedly for different member states (Heb@@96; Sturm and Siegfried, 2005). GCC exportkais are
concentrated in Asia, while the European Union (EJhe main source of imports. Investment linkthin the
GCC have also been limited to date. Over 1990-200% 2 per cent of investment outflows was imegional,
with substantial financial assets held outsidertiggon. There is evidence that this pattern isngirey as more
funds are being directed internally.

The pegged exchange rates and openness to cépitallfave effectively resulted in alignment of miamg policies
(with US interest rates-see below). Inflation hlaswever, diverged across the members due to damsgpiply
constraints as well as the effects of the recerid d8valuation against major currencies. Fiscaltjprss, and hence
current debt levels, have also varied across th€.GBese developments have put strains on the grexpsting
currency arrangements and have raised some daaubistfze likelihood of the 2010 timetable for threan(Note 7).

4. Exchange Rates and Monetary Policy

The objective in selecting an exchange rate reghueild be to encourage efficient resource allooagiod provide
effective protection from foreign and domestic dtwofor the local economy (Yehoue, 2007). In chogdp link
its currency with one or more currencies, a counsy adopt an exchange rate peg, a currency ar@ananetary
union (Tavlas, 1993). A peg involves fixed ratesiMaen partners, with no fluctuations, while a cnoyarea goes
further and conducts a common monetary policy, rchange controls within the area and full econoamc
financial market integration. A monetary union eefls a deeper integration, with a single curremuy @ common
central bank or coordinating body. As a resultyehis a community approach to exchange rate managein
dealing with the rest of the world.

In the literature an optimum currency area refershie optimum geographic domain of a single curyeorc of
several currencies, whose exchange rates are @ablyopegged or will be unified (Mundell, 1961; Ken 1969).
As a result the linked currencies can only fluctuiat unison against other currencies. Optimality ba considered
to the extent that conditions within the area allfmw adjustment to certain shocks and support fivernal and
external balance without the need for nominal ergearate adjustment, and depending on whetheratapifree to
move, without the use of monetary policy. The b#sefnd costs associated with pegged currencigsooretary
unions can be addressed by reference to thistlitera

In choosing an approach to managing the excharigeerkghange rate policy makers face a fundameaotetaint,
the so-called macroeconomic policy “trilemma” (Tayhnd Obstfeld, 2003; Taylor, 2004). It is nosgible for
governments to simultaneously conduct an indepédndenetary policy, have an open capital accountraaihtain
a stable exchange rate. It is possible to chongetwo out of these three options. If capital cotd are in place,
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then a country can fix its exchange rate and ruindapendent monetary policy. This choice is natsfle when
capital flows are not restricted as inflows wilhteto offset any monetary policy directed at doneesbjectives.

By linking their currencies to the USD the membefrthe GCC, all of whom maintain open capital actsuhave
each opted to forego an active monetary policyaas gf the program of stabilization en route touarency union.
This means that one policy tool for responding $gnametric domestic shocks which are specific tdspef the
union has been lost (Karam, 2001) (Note 8). Wittommon currency this fact will be formalized foettmembers
and should they then maintain a peg to the USDy the group itself would not have the option ofilmtependent
monetary approach (Note 9). Shocks to the anchadngtry, in this case the US, tend to be direitpsmitted to
the targeting country with interest rate changeshia former leading to a corresponding change @ lditer
(assuming no capital controls) (Note 10).

5. Benefits and Costs of a Monetary Union

The benefits of a currency union are identifiedstsnming from the beneficial impact on trade aneéd&ment due
to exchange rate stability. Greater economic iattign is a result. To the extent that intra-regiotrade is
stronger pre-establishment of the currency unibentgreater benefits are likely (Bayoumi and Maw@01l).
Currency fluctuations are considered to raise thlesrand cost of international transactions ancc@eeduce the
volume of trade (Nitsch, 2002). (Note 11) While pérical studies have tended to find little suppfot this
assertion, there is growing evidence for the cose@roposition that reducing exchange rate vaifgisilgnificantly
increases trade (Rose, 2001, 2002, Barro and Tienr2007, Yetman, 2007). Scale economies are #aly in the
area’s foreign exchange market, reducing prices\amatility in respect of external relations witom-members.
With increased liquidity for the regional currengyeater development and integration of capitalkeizr will be
facilitated. Where the group’s monetary policy iszén by a dominant member, then a member can @aitibility
from its alignment within the group.

There is also some evidence on likely distributioaffects of a union on the trade of individual mem states.
While evidence from the EU supports the view thet European monetary union (EMU) has lead to irsa@éa
intra-regional trade overall, for some memberséffect has, in fact, been negative (Aristotelou30& Miccos,
Stein and Ordonez, 2003). Countries that are mpea @o trade are seen to benefit to the greatéshex’he more
trade among members is in manufactures where {@iset by firms rather than on world markets, ttrenunion is
likely to bring greater benefit as well (Note 12).

Currency union is also expected to promote poliogrdination and increase price transparency inréggon,

further enhancing the stability of the businessiramment. This will lead to direct gains in ternfsrcreased trade
as well as assisting the unification of bond anditggmarkets and the general efficiency of finahdarvices.

There should be greater cross-border investmemtosgic diversification and greater fiscal disciplimmong
member states. In the context of a common maittketGCC will also have a stronger unified voiceaténexternal
relationships.

Costs of a currency union tend to centre on the ¢dthe exchange rate as a tool of managing thieoeay and the
lack of an independent monetary policy capabiligynbembers in the face of unexpected, asymmetrickshtw the
area (Bayoumi and Mauro, 2001) (Note 13). Shocks #uversely impact some, but not all member statks
likely not be handled by a single national monefaoiicy and so the potential costs are higher féative policy
options for adjustment are lacking. There is delsg to whether, in a currency area, productiolikedy to
become more spatially concentrated, making the'ssesmnomy more susceptible to asymmetric shockstbrer,
increased integration will lead to greater economdnvergence (Tavlas, 1993, de Grauwe, 2005). &vith
suitable mechanisms for sharing risk and smootlsingcks, including fiscal transfers and integrategital and
credit markets, countries suffering from adverseckl will have an incentive to leave the systemh@®e, 2007).
To the extent that other adjustment mechanismsvaek, the absence of monetary policy as a toolnzdronly
hamper economic adjustments, but can also exaeethatimpact of an asymmetric shock on individuahrber
states (de Grauwe, 2005). There will also be chavgr costs in switching to a new currency andiathtnative
costs due to formation of new institutions.

Often political factors will dominate the econontigteria in assessment of the desirability of cocseareas. How
smaller members will be affected and how a domimaeinber(s) uses its influence are important conaiitms.

Historically most currency unions have formed ia ttontext of a political union (Bayoumi and Mau2601) (Note
14).

6. The Likelihood of a Successful Monetary Union

The literature deals with a number of criteria og-ponditions which indicate the likelihood of aciyrrency area or
monetary union being successful (Tavlas, 1993, dai@e, 2005, Yehoue, 2005, 2007, Bayoumi and Ma&20061).

Several broad areas can be identified:
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(1) The extent of economic integration and convecge

(2) The degree of factor mobility and domestic efiexibility.

(3) The existence of a system of fiscal transfersompensate for failings of factor markets in oesing to shocks.
(4) The political will.

These address issues which impact the level obemfits arising from the union and which are il influence
the nature and extent of shocks to the union aadltfiity of economies to subsequently adjust tpsdrocks.

6.1 Economic Integration and Convergence

Smaller and more open economies are likely to kéat{vely) favoured by joining a currency area sirtbe

exchange rate is less relevant as an adjustmeh{Bagyoumi and Mauro, 2001). Moreover, the higleethe

area’s intra-regional trade and investment linkages greater the likely benefits as a result efaduction in risk
and transaction costs. As well, if prices areifiexand trade links are significant, shifts indeaflows can help in
responding to asymmetric shocks, providing a rédndh the cost of adjustment (Krugman and Obstf2@D3).

The more similar are countries in terms of theddarction structure it is expected that shocks &dtonomies will
tend to be symmetric as business cycles and Iaeger economic movements will be closely correlgfddndell,

1961; Frankel and Rose, 1998) (Note 15).Therensesevidence that a union may be self-fulfillingtirat it may
encourage increased economic and financial integrand similarity in economic structures, raisthg likelihood

of a greater preponderance of symmetrical shockshi® union (Mongelli, 2005; Jadresic, 2003, Yetm2007).

However, it has been argued that increased infegrabst the union could lead to increased regiopatentration
and agglomeration of industries across economiel@¥, 19930). With evidence tending to providexedi
results, de Grauwe (2005) claims that it is in #mel an empirical question. To the extent thatethere such
concentration effects, then sector specific shoells tend to be country or region specific. For dmped

economies, at least, intra-regional trade is likelype more intra-industry in nature, while sersjcehich become
relatively more important as economic developmemiceeds, tend to be less concentrated across arorago
Under such conditions, shocks would be expectdrtmore symmetrical(Note 16).

6.2 Factor Mobility and Flexibility

Intra-regional adjustment to changing conditionghaiit diverging inflation and unemployment rates dae
assisted in the short-term by price and wage flegib(Karam, 2001). This will decrease the neexn fiscal
transfers and other adjustment measures (givemtbaetary policy and direct nominal exchange raterol is not
available). Mobility of factors reduces the need factor prices to adjust and will assist in atfjusnt to more
permanent shocks providing a more long term adjeistrmechanism (Mundell, 1961). Internal labour rigbwill
help alleviate unemployment in areas suffering esiveshocks and attenuate inflationary pressuresxjirmnding
areas (Creighton, 2006).

Evidence from Europe suggests that wages adjusively slowly to shocks for a variety of institoial rigidities
in labour markets. There is also low price flextil as a result of non-competitive tendencies aedsisting
government market programs. These rigidities rdisecost of monetary union (de Grauwe, 2005). Ewidefrom
the US indicates that the high degree of interenegji labour mobility acts to mitigate the impactuofemployment
shocks, in contrast to the situation in the EU (igkelli, 2005).

Similarly, FDI provides for a long term adjustmersponse and also involves full financial integnatiincluding
capital and credit markets (Sorensen and Yosha8)1@®te 17). Countries in a currency area can shsoe risk
through cross-country asset-holding of residentsKiMnon, 2004). If residents hold claims to divideninterest
income etc from other countries, then this can kelpoth adjustments in the short term. Within tineoEone, FDI
flows have risen and have been seen to be respgoimiger term to changes in regional economic ¢
(Mongelli, 2005). This is seen as increasing tek-gharing among members ex post.

6.3 Extent of Fiscal Transfers

If governments within a union keep control of theiwn budgetary powers there is the problem tha tould
increase the likelihood of asymmetric disturbance.centralized budget would alleviate this problamd allow
for fiscal transfers in response to asymmetricudixtinces to help maintain incomes across the atdawever, this
may not be easy to achieve politically. Fiscakgnation which allows for fiscal transfers to alkte uneven
shocks can be important for smooth out the imp@asen, 1969).

6.4 Political Will

Political factors often dominate the economic fagtim successful establishment of monetary intégnafTavlas,
1993), Political commitment is also needed to overe resistance to issues related to loss of s@regewhich is
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part of joining a monetary union (Fasano and Sdheec2003). Jadresic (2002) argues that a legson frevious
monetary unions indicates that a significant lesfepolitical integration is needed to ensure susc&$e role of a
dominant state in the union can be important ia thgard.

7. GCC and the Criteria

Based on the above discussion it is useful to labkhe institutional and structural characterisii€sthe GCC
member economies in order to assess the validigngfcurrency union. This raises a number of goest To
what extent are there favourable conditions in gfelf, as is likely, only some criteria are met whees this imply,
and to what extent may some of the conditions Ibabished ex post? Are there other issues thatl tede
considered? While there is no simple check-listasiempt is made to gauge how the GCC is positi@me what
issues need to be addressed.

As evidenced from the EU experience, pre-union eogence was an important element in setting thgesfiar a
successful union, along with a suitable institutiloframework for executing agreed monetary policesl fiscal
arrangements (Fasano and Schaechter, 2003). Adoptisuitable convergence criteria can foster istascy in
sound budgetary stances and price stability adtesgroup. In the GCC, a set of criteria have bagreed in
principle by central banks along similar lineshioge adopted for the Eurozone. They include thewimng:

(1) Inflation should be no more than 2 percentagiatp above the average GCC rate
(2) Public debt (external and local) should be raverthan 60 per cent of GDP

(3) Short term interest rates should be no grehten 1.5 percentage points above the GCC averagk (& the
lowest 3 rates).

(4) Budget deficits should be less than 3 per adnGDP, although flexibility is recognised becausiethe
susceptibility of revenues and expenditures toitig@act of oil price fluctuations; the figure is $ethan 5 per cent
when oil prices are “weak”.

(5) Reserves should equivalent to at least fourthemport cover.

The inflation target is aimed at avoiding the nded large changes in exchange rates when finaltiparare
determined, encouraging stability in the interimaagement in respect of rates pegged to the USImilaBity of
interest rates should also support more balancedrduaccount flows within the currency area (TayvE993).

De Grauwe (2005) suggests that linking interestgatill lessen any significant disturbances in oral capital
markets on establishment of the union. The fisdétréa seek to ensure that destabilising presgutmil-out some
member states is avoided and they prepare autefidir a cooperative and fiscally responsible yoliamework
after the union (Sturm and Siegfried, 2005). Cudanatpursuing widely different fiscal policies cdutreate an
undesirable conflict with the union’s centralisecbrmatary stance (Fasano and Schaechter, 2003). tilkega
spill-overs would result for other members. A giogyfiscal deficit in one member state, for exampeuld
undermine the zone’s exchange rate stability argjestiother members to diseconomies through raiiselest
rates and crowding-out of the private sector (N@&g As well as economic strains, this would creatitical issues.
Financial difficulties in one member could alsoeaff the credibility of the union with the rest bitworld, with
wider implications for liquidity and interest raté¥adresic, 2002). The more co-ordinated and swatbe is fiscal
policy, the less cost to each member state fromgfaing the use of an independent monetary polidihe level of
reserves helps in the management of the exchamgeegimes and will give the GCC flexibility in amchoice in
respect of its eventual external exchange ratemegi

The following tables provide some evidence as ® phogress to date. Interest rates are provideghble 5.
Apart from inflation, the member states appearedgbrforming well on these convergence measures. noded
above, the high inflation in Qatar and the UAE (4o degree Saudi Arabia) reflects exchange ifégete due to
the falling USD and some structural problems in dleenestic economy. Consequently it is not considéo be
divergent policy settings driving the differenced his issue does highlight some difficulties atgam, however,
with several members looking to adjust their pardies against the USD as a result of the currenr@ament
(Note 19). The low interest rate differentials eefl a high degree of monetary convergence dueststdble link the
members have maintained with the USD and henceddmovement with US interest rates.

Fiscal convergence is less evident in the GCCs{d@iables 7-9). The difference in debt to GDPosais related to
different approaches to budgetary policy over tane reflects varying oil income sources acrossestas well as
the variability of oil prices and spending price#i It should be noted, however, that it is often clear what
constitutes the public sector in GCC countries aow significant are undisclosed foreign assets r(stand
Siegfried, 2005). It is difficult, therefore, tdearly assess the question of sustainability oflipufinances.
Looking at the government fiscal position (inclesiof oil revenues) can be misleading (Table 7)cdtistances
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vary across members and are vulnerable to movenrenikrevenues. Reference to non-oil budget begarrelative
to non-oil GDP is considered a preferred measura gbvernment’s fiscal stance (Barrett and Ossqu0?2).
The figures in Table 8 indicate the dependence ibmegenues by GCC governments in order to maintain
sustainable fiscal position. Only the UAE and Kitvappear to have adopted a more balanced fiseakstin
recent times. As suggested above, some membes,statluding Oman, face strong pressure to restreicheir
economies and have indicated that the fiscal @iiertoo constraining, to the extent that theyehendicated (along
with Saudi Arabia) that the proposed date of 2&1problematic for them (Note 20).The level of ressr(Table 5)
currently meets the criteria of four months impmver (Hebous, 2006).

Further consideration of the longer-term sustaiitgtdf the union centres on the likely nature bibsks and the
effectiveness of adjustment mechanisms. Economstudies looking at the GCC have tended to focutiawv
linked are the economies of the member states. -Bdzer and Abu-Qarn (2006) suggest that there iariéet!
correlations in terms of long run economic relastips and short term business cycles. They alsoeatigat
asymmetric shocks will be in large part supply gldieen and arise externally. Hebous (2006), andther hand,
indicates that business cycles tend to be hightyetated, while Darrat and Al-Shamsi (2005) fingbgart for long
run economic and financial ties connecting thersember statesTo the extent that there is convergence of the
economies, a supra-national monetary policy is nlikady to be effective as there would be less amtric
shocks.

However, notwithstanding the current position, gff@re under way to diversify and restructure eouies with the
push for privatisation, greater FDI inflows, atientto corporate governance and a widening and etgéeg of

financial and capital markets (Hebous, 2006; Daarat Al Shamsi, 2005). This suggests increasedriaten will

result as economies become more complementaryessdéliant on oil. (Note 21) Reduction of an éxisarray of
non-tariff barriers and greater harmonisation afitntions, regulations and laws will further assisthis process
(Dar and Presley, 2001). This could lead to inadasegional concentration and agglomeration of strguwith

service industries not evenly dispersed across réggon and increasing non-oil trade being in langgat

inter-industry in nature. While enhanced trade #gvermit greater benefits arising from the moneterign, in this
case it would mean that asymmetric shocks will beeanore likely and hence it would be increasinghportant
that effective adjustment mechanisms are in place.

Labour markets are relatively flexible becauseheflarge share of expatriate labour whose numlzerde adjusted
readily in response to demand shocks (Sturm angffri&d, 2005). Cross-border mobility is also emaged by
cultural links, but requires that barriers resinigtmovement and recognition of qualifications ezduced (Karam,
2001). If more nationals move into the private gecflexibility needs to be maintained, while hamsation of
labour market policies is also desirable. Incredsgdstment in human capital would assist in dguelent of an
increasingly services based economy and addressplogment problems.

Integration of financial and capital markets is matl advanced in the GCC. This may, in fact, becemaged by
the union and hence allow further adjustment meish@sto operate. (Note 22) Gains could arise framgansion
of these markets across the GCC due to a wideulation of the single currency (Note 23). A veryge and liquid
capital market, with integration of bond and equitsirkets would give greater capitalization anditrgdthis would
in turn serve to encourage savings and investreenss the region.

The question of fiscal transfers is a political msch as an economic issue. To the extent that elisnary
government transfers are feasible and well manafed,they can play a significant role in any atijent process
and ensure cohesion of the group.

The union will also enhance the collective bargainposition with major economies, including Eurotiee US,
China and Japan. The common currency could everider@n alternative vehicle for pricing oil and Ip@ps serve
as an Islamic currency.

8. Concerns

A GCC consensus is needed in the areas of moneteriiange rate and fiscal policies for the uniolipWing its
establishment. The management of currency reseegésblishing common monetary instruments andcisida
as to the nature and location of any central mepetathority or central bank are all matters tcaddressed. The
nature of the new currency is also a matter of geb&iven that impediments continue to hamper etdgoo
integration, a major stumbling block to a succdsafonetary union remains the matter of politicaintnitment
(Darrat and Al Shamsi, 2005).

In the lead-up to 2010, there is already disagre¢mleout some of the convergence criteria, inclgdire matter of
public debt caps and setting of interest rates.frafework is needed, therefore, for resolving défeces on fiscal
policies although the diversity withinin the GCQutth make adoption of certain policies such as vkeéinsfers to
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poorer members, complete factor market integradioth agreement on institutional arrangements, haodachieve.
Policy setting, along with monitoring and assessireggconvergence criteria, will require improveahtsparency and
national data systems in the member states (Stachsgegfried, 2005, Krueger and Kovarich, 2006).

The choice of exchange rate regime for the GCC withrading partners will be critical. The curtgreg to a
(falling) USD has already proved problematic fomgomembers given existing trade patterns. Howekierchoice
would seem to be between a currency pegged tordhleeUSD or a basket of currencies, rather thawdsn a
fixed or floating rate (Hebous, 2006).

9. Conclusion

The member states of the GCC are planning to éshadlmonetary union in 2010. Currently thereoimis debate
as to the likelihood of achieving this target dated whether all members are prepared to particifpdite An
overview of the GCC economies suggests that whigg £xhibit a degree of similarity in terms of theconomic
structures, this is likely to change in the futaseenergy reserves in some states run-down andeaslaof growing
pressures to reform and diversify economies.

The literature identifies a number of potentialngaihat could flow to the member states from theoduction of a

union; these centre around increased trade andratten of financial and capital markets acrossdhaup and a
stronger position with its trading partners. Tlosts that can arise stem in large part from the ¢éshe exchange
rate and active monetary policy as adjustment padiols by member states.

The likelihood of the union being successful depeiderefore, on the nature of the economic shthckisare likely
to occur following its establishment and to whateex alternative adjustment measures exist andtrbigleffective.
Flexibility and stability in the face of asymmetghocks are key objectives. A number of pre-cooiit or criteria
are identified as important to maximise expectealefies. These include the extent of trade betweembers and
the similarity in their economic structures, theyidee of factor mobility and domestic price flexityilacross the
group and whether a system of fiscal transfergasible between members. While these do not peavidimple
check-list against which the GCC can be measuredssessed, they provide a basis for observationsante
assessment.

The GCC members have instituted a number of sedalbnvergence criteria in the lead-up to 2010 edirat
creating a sound fiscal position and price stahilitThese are basically on track, but have putrgran some
members to meet the 2010 deadline. A review of G economies suggests that as the economiessifyyer
there is greater chance of asymmetric shocks togtbap and hence there is a need to ensure thastag§nt
mechanisms are available. Efforts are neededdoueage greater labour market flexibility across @GCC and to
foster capital and financial market integration.régment must also be reached regarding some forfisaafl
transfer mechanism to assist members adverselyciegdy shocks.

A number of political issues also need to be ad@msncluding how a supra-national monetary paddioyg reserves
management will be handled, common monetary instrisnand improved transparency in reporting of endn
and financial data. The setting of the exchange fat the common currency with trading partnershsiously a
key issue and goes to the question of credibilitgt austainability of the union. The key will bestpolitical will
of the member states to address institutional ssand forego some degree of sovereignty.
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Table 1. Oil and Gas Activities as Share of EcormAditivity 2004  (Per cent)

GDP | Government | Exports
Revenues
Bahrain 23.3 72.6 76.5
UAE 47.6 77.7 35.8
Kuwait 43.8 91.4 92.8
Oman 62.2 66.2 68.0
Qatar 86.8 55.3 90.0
Saudi Arabia| 35.8 84.1 88.4
GCC 69.9 74.6 75.0

Source: Arab Monetary Fund (2007); Hebous, 2006
Table 2. Confirmed Oil and Gas Reserves (Per denbdd production)

Oil | Gas
Bahrain - 0.1
UAE 8.2 | 34
Kuwait 8.3 | 0.9
Oman 05| 0.6
Qatar 1.3 | 144

Saudi Arabia 22.1 3.8

GCC 40.4| 23.2

Middle East 64.0 40.0

Latin America| 10.0| 4.0

E Europe 8.0 32.(

Africa 10.0| 8.0

Source: (Steinhilber, 2006; Shihab-Eldin, 2006 aRasand Igbal, 2002)
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Table 3. GDP Growth (Per cent per annum)

1998-2002| 2002 | 2003 | 2004 | 2005| 2006 | 2007
Bahrain 4.8 5.2 7.2 5.4 6.9 7.1 6.3
UAE 4.0 2.6 11.9] 9.7 8.5 11.5| 5.8
Kuwait 2.5 51 13.4| 6.2 8.5 11.5| 5.8
Oman 3.6 2.6 2.0 5.6 6.7 7.1 5.1
Qatar 7.4 7.3 5.9 11.2 6.5 6.7 4.7
Saudi Arabial 1.5 0.1 7.7 5.3 6.6 5.8 6.5

Source: International Monetary Fund (2007)

Table 4. Population and Unemployment in the GCC

Population mid-200% Population < 15 years 2004Population Growth 2004 Unemployment
(Million) (Per cent) (Per cent per annum.) | 2004
(Per cent)
Bahrain 0.73 28 2.6 17.5
UAE 4.62 25 3.0
Kuwait 2.58 26 7.5 4.9
Oman 2.43 33 2.0 17.5
Qatar 0.76 25 7.5 3.0
Saudi Arabia| 24.57 37 2.3 15.0
GCC 35.72 33. 7.0 n.a.

Source: World Bank (2006)
Table 5. (Economic Indicators 2005)

Fiscal Government | Inflation | Per Exports | Current | Short-run | Official
Balance Debt (Per cen (Per cent capita | 2003 Account | interest Foreign
(Per cent| of GDP) p.a.) GDP (Per cent| (Per cent rates Exchange
of GDP) (USD) | of GDP) | of GDP)* | (Per cent Reserves
p.a.) (USD B)**
Bahrain | 1.4 30.3 2.6 15412 83.9 20.6 2.0 2.1
UAE 27.4 9.6 8.0 22643| 79.1 21.0 1.2 23.6
Kuwait | 46.9 13.1 3.9 23069| 54.8 52.5 1.7 7.0
Oman 14.5 10.8 3.2 11890 56.2 19.4 2.1 4.0
Qatar 11.8 30.5 8.8 44500 72.0 49.1 2.4 3.3
Saudi 18.4 39.0 0.7 10936| 45.9 33.1 1.8 23.4
Arabia
GCC 24.0 - 4.5 - 55.8 36.2 - -
* 2006

** Underestimates reserves held in Ministries ameestment agencies
Source: Arab Monetary Fund (2007)
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Table 6. Inflation (Per Cent per annum)

1998-2002| 2002 | 2003 | 2004 | 2005| 2006 | 2007
Bahrain -0.8 -0.5| 1.7 2.3 2.6 2.6 3.0
UAE 2.2 29 3.1 5.0 8.0 10.0 5.0
Kuwait 15 0.8 1.0 1.3 3.9 3.5 3.0
Oman -0.3 -0.2| 0.2 0.8 1.9 3.5 2.0
Qatar 1.7 0.2 2.3 6.8 8.8 9.0 8.
Saudi Arabia| -0.7 0.2 0.6 0.4 0.7 1.0 1.0
GCC 0.2 0.8 1.2 1.8 2.9 3.2 2.4

Source: International Monetary Fund (2007a).

Table 7. Central Government Fiscal Balance (Petr ae@DP)

1998-2002| 2002 | 2003 | 2004 | 2005| 2006 | 2007
Bahrain -0.6 -3.9| -2.0f 0.3 1.4 4.2 0.7
UAE 1.6 10.5|13.8 | 195 | 27.4 | 30.2 | 31.4
Kuwait 20.5 19.3| 18.0 | 23.6 | 46.9 | 58.0 | 62.5
Oman 3.9 5.6 5.8 8.5 14.518.1 | 17.6
Qatar 0.8 8.4 4.3 18.911.8 | 18.1 | 19.7
Saudi Arabial -4.3 59| 1.2 9.6 18.4 18.5 | 20.3

Source: International Monetary Fund (2007)

Table 8. Central Government Non-Oil Fiscal Balaffer cent of Non-Oil GDP)

1998-2002| 2002 | 2003 | 2004 | 2005 | 2006 | 2007
Bahrain -25.4 -33.9 -33.1| -29.3| -29.8| -30.3| -29.0
UAE -32.0 -30.7) -28.0| 21.3 | -17.3| -14.9| -12.1
Kuwait -39.8 -44.9 -47.5| -48.7| -39.4| -31.9| -28.3
Oman -52.1 -55.8 -56.1| -64.9| -66.5| -69.5| -70.4
Qatar -50.4 -42.1 -47.0| -42.6| -61.3| -56.5| -50.9
Saudi Arabial -41.9 -46.9| -46.7| -46.5| -52.3 | -55.2| -54.8

Source: International Monetary Fund (2007)

Table 9. Government Debt (Per cent of GDP)

1998-2002| 2002 | 2003 | 2004 | 2005| 2006 | 2007
Bahrain 29.0 32.2) 37.1 | 35.1 | 30.3 | 26.0 | 23.5
UAE 5.5 5.3 6.7 8.4 9.6 9.0 7.3
Kuwait 40.0 30.0| 23.8 | 18,5 | 13.1 | 10.0 | 9.0
Oman 27.4 17.4/ 16.4 | 15,5 | 10.8 | 8.4 7.4
Qatar 59.9 47.11 415 | 34.0 | 30.5 | 23.1 | 20.3
Saudi Arabial 96.7 96.9|82.0 | 65.039.0 | 152 7.1

Source: International Monetary Fund (2007)
Notes

Note 1. A renewed interest in currency or monetarons has been driven in large part by the expeégef the
European Monetary Union (EMU), “dollarisation” exjgmce in Latin America and recent financial criges€ast
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Asia and elsewhere.

Note 2. Members, under different arrangements,tbadrious degrees been effectively fixed to thé©US some
time prior to this (Fasano and Igbal, 2002). Eertyad similar experiences with some countries tigkio the
Deutschemark ahead of the establishment of the EMU.

Note 3. Saudi has 70 per cent of total GCC popmrasind accounts for more than half of the group®puat. The
next largest, the UAE, about 12 per cent of theutatjpn and about 20 per cent of the group’s output

Note 4. The average trade to GDP ratio is aroun@es8cent with the trade balance having risen $haner the
past 5 years.

Note 5. Reserves also are currently being depletiech more slowly in the GCC than in other areashe @rea’s
share of global oil and gas output is 22 per cadt&5 per cent respectively.

Note 6. Differences in per capita income levelsraoeas great, in fact, as those experienced iftthe

Note 7. Although Oman has already opted out ofctireent timetable for domestic economic reasortgranember
states are continuing to support the 2010 unidreialvith varying enthusiasm. Kuwait has movedpieg away
from the US dollar to a basket of currencies. Othember states have been considering a similaonsgpto the
falling dollar or alternatively, revaluation of ihelollar pegs. Any policy adjustments in lightafanging external
situations need not necessarily undermine the lmetosation for a currency union, nor necessarilyfhemselves
hinder the process.

Note 8. Interest rate changes within the unionraatrbe targeted at individual member states, ieethpe of growth
and unemployment conditions there.

Note 9. The question of what the exchange rateysliould be in respect of the common currencytstme focus
of this paper; some observations are made, however.

Note 10. To the extent that monetary and policy in@lnstitutions are weak or under-developed thgimd to a
more “credible” currency can be beneficial. Simifawithin a union, weaker states are locked-irirte monetary
discipline (or not) of the central authority.

Note 11. There is debate as to the impact of exgphaate volatility on trade, both from a theordti@ad empirical
perspective (de Grauwe, 2005, Rose, 2000).

Note 12. Exchange rate fluctuations have a moraqmoced affect on the price of differentiated prdithan on
homogeneous commaodities which typically have a évprice (Bayoumi and Mauro, 2001).

Note 13. Shocks could represent a host of factilsprice rises, for example, would be seen as sginimto the
extent that all members were significant oil expst Sectoral shocks would be more likely asymiméfr
different countries or regions within the union @enore specialized; shocks could be specific, ¥an®le, to the
tourist sector, property market, manufacturingimarice markets and the regional impact could beeouaried.

Note 14. Examples include the CFA franc zone aeddind zone in southern Africa. By way of contrast, EU is a
union of countries which traditionally have beerosgly independent politically and in terms of mal economic
management (Bayoumi and Mauro, 2001). Any systeadfi¢o consider the particular needs of the grdaghat
extent, the EU or other experiences are a guidg onl

Note 15. Economies that are themselves more dfiegish terms of their production mix will be bettable to deal
with shocks to the economy and would better be &beljust to sector specific shocks (Kenen, 1969).

Note 16. Evidence from the EU indicates that summcentration effects are not evident. However, thfiects the
significant level of intra-industry trade in diffamtiated manufacturing products and the dominarfceenvice
industries (de Grauwe, 2005)

Note 17. Cross-ownership of assets and cross-beedémgs and credit flows will help share risk thgb smoothing
of consumption over time and across members (Yeh2QGEY).

Note 18. The issue of moral hazard exists, witreimives existing for members to pursue independefitit
strategies in anticipation of being bailed-out bg tinion.

Note 19. The recent sharp decline in the valudefdSD against major currencies has been a cauwsmoérn for
members. A meeting of the governors of the cefiaaks of GCC members in December 2007 agreed totanai
existing currency pegs to the USD in an effort éefx the proposed monetary union on track. It isljikhowever,
that revaluation within this arrangement for somalbmembers will be likely in the future, perhapih a shift by
some to a peg against a basket of currenciesctiefiea desire for a monetary policy independerihaf in the US.
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Note 20. In particular the limit of 3 per cent db8 for public debt is seen as a restraint on tlhe@my in Oman as
it seeks to diversify in the face of declining @lvenue and high unemployment. Kuwait, meanwhe, tisagreed
with the common inflation targets.

Note 21. After establishment of a monetary uniorcyéased efficiency in financial services and ganexsource
allocation, improved transparency in prices and enawordination in investment activities will alleatte a more
favorable environment for integration to expands@feo-Filho and Schaechter, 2003).

Note 22. Restrictions still exist on foreign owrtéps of equity and real estate, hindering establishtmof

cross-border commercial presence and permittingdancross-listing of stocks; there is little coogt@on across
exchanges.

Note 23. In the EU financial market integration hiaen since the formation of the monetary uniomhis provides
a degree of private risk-sharing.
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Abstract

Change can be seen everywhere, and all people rgadipations are affected by change more than lesfare.
This article aims to identify the resistance to ralg illustrate these resistance changes. Fingllye some
recommendatory practices might managers adoptpoowe the prospect of successful change implemrientat

Keywords: Resistance, Change, Organization

In the new century, when business and politicalées-indeed, entire governments-assert their delicto change,
but how to manage the reactions to that changebmahe greatest challenge. Change creates anuietgrtainty

and stress, even for those managing change, amdoévbey are fully committed to change (Carnaf9Q, p.138).

These reactions often are lumped under ‘“resistaimethange. Resistance is habitually a reactioa toss of

control, not necessarily to the change itself. TlHss knowledge for a person to know the rationatlie change and
the implications of the change and how to opeita¢echange, the greater the threat to that personsol over his

or her environment (Jick and Peiperl, 2003). Ranis to change seems to be always more powerftrategic

changes (Del Val and Fuentes, 2003)

But now with the increase of echoes of changest@sce need not be frightening under the wiselyagament.
Manager trying to improve processes in their orgaiidns need to understand why people resist chamgethis is
just a good information resource for them to cdrttre processes (Jager, 2001, p.24).

1. What is the resistance?

Resistance at its most obvious is a slow motioparse to meet agreements or even a complete réfusabperate
with change. It can either be intentional or umnititenal, covert or overt (O’Connor, 1993, p.30).

Vakola cited Burnes (1992) that resistance to chda@ critical issue in all change initiatives dnege it may lead to
a lack of co-operation and communication amongehigolved and affected by the change process.

Resistance is sometimes portrayed by consultantsramagers as the result of employee weaknessndiviluals
may be stereotyped and called saboteurs, shirllargsaurs, ostriches, loony lefties, and loss ofatey distrust,
becoming self-centered, narrow-minded and so osdiGa1993).

In the organizations, employees will often psyclhaally resist change when it involves alteringitiveork values
and self-concept; some professionals find markedimg) administration duties unsatisfying when theetup time
that could have been spent executing professionglt {WVhittington, McNulty and Whipp, 1994).

Many professionals in the public and in the privagetor are facing increased responsibility for keing and
administration and some of them are unsure how mafctheir newly defined role they should acceptirthe
reluctance to change is partly a consequence df tieeupational commitment to professional workgith
unwillingness to take on more duties is rarely pusfase of irrational resistance (Morris and Pigtdn, 1998)

2. Why resistance to change

As mentioned before, resistance is a natural phenom in change progress. The failure of many laggde
corporate change programs can be traced directimployee resistance (Maurer, 1997). During 19938 £9096,
500 large Australian organizations revealed thgpleyee resistance was the most frequently citeddmepntation
problem encountered by management when introdwhiagge (Bovey and Hede, 2001). Why is there registto
change in the organization? And what then are dlneces of resistance to organizational change?

Ford, Ford and McNamara (2002) explained that t@st® occurs because it threatensstadus qupor increases
fear and the anxiety of real or imagined consegegriccluding threats to personal security and demite in an
ability to perform. In addition, Change threatens way people make sense of the world, calling quiestion their
values and rationality, and prompting some fornseif-justification or defensive reasoning. Or, peogistrust or
have past resentments toward those leading chahgg; have different understandings or assessméntkseo
situation, or are protecting established sociatiahs that are perceived to be threatened.

Resistance to change occurs when it creates tod male incompatibility for employees. Expecting pHtoor
workers to communicate with a larger number of teand managers in the plant will mean they havedtpt a
broader role set; that is, they will have to cogpemith various groups and learn to behave ambresto different
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expectations. Some employees will find developingy@ader set of relationships at work to be a dtting new
challenge and personally fulfilling; however, othenay find these new relationships to be incompetibth their
more restricted concept of self, and experienceeased role strain and stress. People who arestaesi are not
necessarily being stubborn but may be slower inngainsight” into the situation (Pinnington andftexty, 2003)

Effective change has been characterized as unfrgesd behaviours, introducing new ones, and rezireg them
(Appelbaum and Wohl, 2000). Change is difficult dhikatening. It is natural for change to be mehwésistance -
people resist things they are unsure of. The bigfehange, the greater resistance to create chiiaearer, 1998).
People resist change due to many factors, somehiwhvare a lack of information on the proposed deaand a
comfort in the stable environment to which theydaecome accustomed and in which they find predidtaand
security (Weiss, 1998). As an example, aging batmyaiers are moving into risk-averse zones. Facingopel,
financial and career changes, they want changeoutithigh risk (Tapsell, 1998). Effective strategiange requires
approaches to leadership that are more likely tbamoe workplace change through employee participati
motivation and commitment. Change can only sucdédédis based solidly on an understanding of hogople
behave, what motivates them, and how improved ipesitititudes can be developed (Zeffane, 1996).

Bennis (1973, cited in Coghlan, 1993, pp.10-11)gests six types of response that individuals maypilize:

oppose, resist, tolerate, accept, support and embr@ince every change involves some forms of kmsd
disappearance of something familiar, the choicéhebe responses is affected by the degree of aitybigfuthe

change, the degree of control over the change awiloament, the degree of trust in the changeatitis. Meet
with organizational changes, employees often wovdwsat the goal of the change is, why need to changeat
benefits it brings to company and to me, and wifetts my own work and job development etc, becaismges
requires going from the known to the unknown (Bo®eldede, 2001, p.534). Lack in satisfying inforneatiand
understanding of change, change may be misunddrstoal at the same time all kinds of differenttatkes will

appear, besides acceptance and support, suspdigivelief, refusal, and denial will also be shownfiont of
managers. And thus, resistance emerges.

Understanding the sources of resistance allowstioreaf a management strategy to deal with it. &soive
resistance, a manager must willingly explore wtaatses it. There is no other way. O’Connor (1993kbes that
resistance results from differences involving ideastives, plans, or priorities, and brought forvdive common
sources of resistance as follows:

(1) Lack of belief that there is a serious needcfaainge.
(2) Different descriptions of the need for change.

(3) No agreement about goals for change.

(4) Lack of belief that the goal is attainable.

(5) No confidence in the manager of change.

Recognizing the sources of resistance guides tivela@Ement of better understanding. And once a soufc
resistance is identified, managers can encouragddhate of issue about the identified source ar# wo integrate
these differences and therefore minimize resistance

3. Resistance, as enemy in change

In recent society, change is considered as indlittafor many organizations. However, nearly twartds of major
change programs prove unsuccessful and, accordiffgrtune 500 executives, the primary reason fgrithnot a
lack of skill or resource, but resistance (Anonys)o8002, p.21). Resistance is therefore understodok the
enemy of change.

3.1 Rational vs. Irrational Resistance

Rational resistance can occur where an individuadia rational assessment of change outcomes difier these
of management. So it can be overcome with reaseretglanation for any proposed change (Jager, 3006). If
the reasons to change are persuasive enough,dbistors will willingly adopt the change.

Taking on something new largely means giving upetting that is familiar, comfortable and predictggtso people
will feel that they are uninvolved in new proce&sother rational reason why people resist changdkasthey fear
having to learn something new. Sometimes it isthat they disagree with the benefits of some nevegss; rather,
they simply fear the unknown future and doubt tlaitity to adapt to it (Davidson, 2002, p.21).dnother words,
it means fear may stop people from taking firspst® change, even when they know that the resahange will

greatly benefit them.

However, irrational resistance does exist, toomkans individual reaction to change is also a fancof
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predispositions and preferences not necessaridbas a rational assessment of change (Anonym@@2, d.22).
Simply speaking, there are a few people never aateggnge, even if evidence, proof, demonstratiorpensuasion
are urging them to willingly adopt the change. Tisayply don’'t want to change, and they always findroblem
with any changes. According to Geisler (2001), ¢hesople are so-called bottom-feeders, who sedrme the most
dissatisfied and the most vocal. Resistance therdfecomes an enemy that is a serious preventdeichange
process, and hard to conquer.

4. Resistance, as assistance in change

Usually, resistance is regarded as an obstacleptieaents change process from successful develoSiageople
always try to compete with it until diminishes. Batfact, as an essential element in understandimngchange
progress, it is not totally passive, but is rathgyowerful, effective, and dynamic energy. Handbeoperly, it can
serve as a valuable assistance and contributitimetohange process (Coghlan, 1993, p.11; Heifetin&ky, 2002,
p.69; Jager, 2001, p.24). But it should be remestbéhat it is a fallacy to consider change itselbe inherently
good, because change can only be evaluated to dgk @onot through its consequences until sufficimie has
passed (Anonymous, 2002, p.22).

Appearance of resistance may mean an influx ofggn@dded into the change process. Those employeeseasist
plan for change may in fact have different deforis of the problem or beliefs about its seriousni®gmitoring
these different responses and listening to therhmélke managers aware of the issues that need &uldressed
during the change process (Freda, Arn & Gatlin-§/at999, pp.32-33). There is a real danger of gpathen
dealing with significant program where resistanceuos. It is impossible for managers to examineemnbosely the
sources of the existing problems, which means fatdsis to change in the long run. In this respesistance can
become a useful source of innovation. Furthermerthout resistance, any proposal favoured by marsagél be
accepted, which can be detrimental to lead to gardrational change limitation (Anonymous, 20023).

CEO of Belgian Telecommunication Co. (Vas, 20084phas said in an interview that resistance sonestiis not

against change; it means a shortage of personmedady process and unsuccessful data processitigyerthat is

what people criticize, not in itself. In other werdesistance reveals defects behind of an orgi#mizand assists to
find out better resolvents. As a result, more amtdenmajor organizational changes or innovationg steanticipate

resistance, especially if proposed changes alielesaand visions related to the existing order ¢@réeigh, 2002,

p.139). All in all, facing resistance, we cannobyland reject it blindly, but listen, learn, undarsl and lead it.

5. How to overcome the resistance

King and Anderson cited Kotter and Schlesinger @)9hat there are six strategies overcoming thesteexce:
communication, participation, facilitation, negditen, manipulation and coercion.

5.1Facilitation

Many organizations still believe that their succgspends largely on the commitment of their empeyEmshoff,
1994). Appelbaum and Wohl cited Dowd (1998) thanagers must provide support during the change psoce
Making oneself available, providing adequate infation, being positive, actively listening, and slrogvpersonal
interest and respect are strategies that mangersseato help minimize the frustration of thoseiegpwith change.
The manager should try to preserve the dignityhofé negatively affected by change and help sidifitl an outlet
for their anger and frustration. The manager misst secognize that employees may suffer a senkessfduring a
change process and that change may be painfulppostive approach by the manager can minimize teksaents
that may increase resistance to the change. Fanmgain downsizing organizations, for the laid-efbrker,
organizations can provide help in outplacementisesy redeployment. Meanwhile, the surviving empksy will
act as they see appropriate according to how thanaration treated its laid off workers. When tipeyceived that
layoff victims had been properly taken care of ytheacted positively, then performing as well asytthad and
feeling as loyal as the organizations as beforgpéMpaum, Everard and Hung, 1999)

5.2 Participation

Employees should be involved in decision-making aael program development. It is one of the bestiouzt of
handling resistance, simply because that emploggehiement in the stage of a change process sogmitfiy
influences the eventual outcome. Change has &fisami impact on the work that people do, will havsignificant
impact on their self-esteem (Carnall, 1990, pp.138). People will feel better about a decision in whitley
played a part, because they experience a sensendrship that are likely to creatively change atped their
organizations to solve problem and to exert extiarteto develop their products or services (Dirlk&dymmings &
Pierce, 1996)Thus their self-esteem will be enhanced to a aetteight, and they won’t show resistance to change
any more, even they will feel angry to others wigadrees the change process they participate in.
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Murer (2002) suggested that adapting to changdénorganization is not a solo effort. It is a teaport that
requires the involvement of many people. Althougis very popular that manager or boss must leathgh, many
change programs fails because of employees’ resist@as mentioned before. Representatives from relifte
departments in an organization should be brougfetteer to discusses and make suggestions for iraprent. At
the same time, boss or manager should listen dréfuthe responses, and then get interested grapfinvolved
in designing the program (Smith 1993). As a regudgative attitudes of employees to the new prognalinbe
eliminated, especially when some of their suggestior advices have been adopted, because thew femise of
worth, which is a basic human need (Pihulyk, 2002).

5.3Communication

Communication is the key to the survivors’ underdiag the new corporate strategy and their accurate
interpretation of the organization’s goals and otijes. The more information is made available, ltleger cope
with the new situation. Further open communicatigh also be effective in reducing employee resesitmand
resistance. Communicating what is known and askargemployees to do the best with what informatien
available will help minimize conflict and promotbange. An effective and comprehensive communicatjgan,
with feedback loops for employees to air their @ns, must be in place from day one (Attaran, 2000)

Managers should let staff know bad news rather thanipulate it into good news. Effectively commuatieg the
change process aids in maintaining positive staffaie during the change (Sherer, 1997). Peopléryirey to find
out facts during transitions. If communication iedquent, open, and honest, even fuzzy answerspareaated.
When change is imminent, people want to know treeifigs of any change ----- why, who, what, whew &iow----
till they believe that useful change is possiblethey will not make the sacrifices required of theange process
(Axley, 2000, pp.21). The question he suggestddlbmsved.

Why?

Why is the change needed?

Why is the change needed in this way, at this time place?
What?

What is the change and what preparation is neestetPf
What processes, structure, goal, and standardbevdifected by the change?
What will successful change look like?

What does the change mean to those affected by it?
Who?

Who will be affected by the change?

Who should have input to the changes processes?

How?

How will the change proceed and affect the orgaiin@

How can we help facilitate the change?

How will we know if the change has been successful?
When?

When will key changes take place?

When should messages about the change be comnedficat

The above questions about 4Ws+ 1H, which are jysdraof questions should be asked before a chailgbe
launched. And these questions raised here canseeyeg as useful guides in creating the communicatidich is
the first important step in any endeavour. In thve-tvay communication both management and employaes
voice their opinions, concerns, desires and prowiflemation.

5.4 Negotiation

Negotiations with individuals involved and the fescimposing the change can minimize resistancehémge.
When this is a possible, individual involved in tbleange will feel they have some control and beenliteely to
view the change as palatable. Providing as mangueseas possible for staff to provide input, heikendecisions,
and have some control over matters that affect tfaamititates change. Furthermore, spreading thegbaut over
time can also reduce the trauma of change. Timeattaw the individual to move through a grief preseslowly
87



Vol. 3, No. 2 International Journal of Business and Management

and experience it less intensely (Dowd, 1998)
Conclusion

In recent society, change is considered as inéliftafor many organizations. Resistance to chaisgen essential
factor to be considered in any change processe sirproper management of resistance is the keghfomge success
or failure. Resistance is a natural and normalaese to change because change often involves fraimgthe
known to the unknown (Coghlan, 1993). Resistan@powerful organizational force. Although itnsgossible
to eliminate the resistance, it still needs tougeha better way to manage the resistance and tnyjrtimize it. Use
the knowledge to confront it. To begin with, edirtgtemployees can make them understand their aolds
functions in making change happen. In addition, wtihe managers will do more clear and honest conatian
throughout the organization, which can be in redgeinxiety and harnessing assistance at all Iewéisat is more,
foster and create employees to test the new chemgjgive some recommendations with the new wayefating.
Motivating and retaining employees’ opportunitiegarticipate in decision is an important aspe€turther more;
managers are not only responsibility to the compluatalso to the employees. It is better for themegotiate with
the employees and try to make agreement. Finalggusome manipulation and coercion strategiesdwrtify and
overcome potential sources of resistance as wdlhagke the organization survive and thrive.
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Body Language in Business Negotiation

Hui Zhou & Tinggin Zhang
Daging Petroleum Institute at Qinhuangdao, Qinhdand66004, China
Abstract

Human beings communicate through a variety of chlEnrLanguage is not the sole means by which humans
exchange information. In conversation, we exprassigeas and feelings not only with words but alsmugh
facial expressions, voice tones, and gestures. seThen-verbal languages are called “Body Languadés. just

like our verbal language, is also a part of outurel

In business negotiations, body language plays rafigignt role in the communication. It is necessarynaster the
skills of using and reading body language. Thiglkertmainly discusses the art of body languageeigatiation. It

states its functions and importance in businesstig®mns, then explores how to use and underdtadg language
in negotiations. Different people have differentywaf making nonverbal communication. A comparastedy of

Chinese and American body language shows a nunfilsémaarities and diversities of body languageshbws the
importance of knowing the specific signals thatagether with a language. It finally emphasizesrtbeessity and
importance of learning body language in non-vedoahmunication and business negotiations.

Keywords: Body language, Negotiation, Different culture,fBient ways
1. Introduction

Some studies show that up to 90 percent of commatinit is nonverbal. Though you might say one thiyayr
body movements may indicate something entirelyedéfit. All types of language that take place witheards are
defined as nonverbal language. Language that doasa’words takes place all the time. When we amevesith
others we communicate by much more than words.uByerpressions, gestures and other body movemensemd
messages to these around us a smile and an athistiehand show welcome. A frown is a sign of dizglee.
Nodding one’s head means agreement—“Yes”. Wavinguwstretched hand with open palm is the gesture fo
“Goodbye”. Leaning back in one’s seat and yawning t&lk or lecture shows lack of interest, boredom

Many people may think that to have a successfubti&gpn, the negotiators must master the langusdgiées of

negotiation and bargaining, to some extent, theyright. But that is far more enough. In fact, maegotiators are
not aware that they communicate nonverbally. Mastverbal messages are involuntarily. Veerbal languasgally

play important role in negotiations, but it is rtbe only means by which negotiators exchange inéion. In

negotiation, for example, negotiators express titgias and feelings not only with words, but alsmugh facial

expressions, voice tones and gestures. Even diptirid grooming may send message of one kind ohantd

others. Some experts say only 30 percent of comeatioh comes from talking. Your gestures and otiogrverbal

actions matter too. An old saying goes: “actionsagplouder than words.” That's true according tmownication

experts.

2. The definition of body language and the necesgiaind importance of learning body language in negttion

We all instinctively give gestures and facial exggiens which reveal our inner thoughts. It's harddiinto our
brains and stretches back to our earliest dayhdéncave when facial expressions and gestures vlene dad to

communicate with. Like music tracks on a CD theseamunication tools have been burned into our braing

body language becomes part of our conversatisentls signals to another person about us. Preseselves with
confidence and authority and practice good postitand with our back straight, shoulders back, @mdchin up.

Our voice does not sound clear when our chin ipgied toward our chest. Keep our arms relaxed asioler and
avoid clasping our hands behind our back or huggimgarms in front. Portray calmness. Avoid nervgastures
such as tapping our foot or jingling coins in oocket or playing with a pen. Keep our hands off fawe and never
pick at our nose. The way we walk and the way Wie al tell something about our social status. hgestures
have come to be accepted in general as having ¢aeings mentioned, at least to Chinese and Amezican

2.1 The definition of body language

As we mentioned earlier, it is impossible for usstop communicating non-verbally. We all lean, pa@nd look
away. We move our hands to emphasize in our takk.fddivn, smile, fold our arms, and move toward otgeor
people, then move away. How we stand, walk, eat g@sture reveals much about our personality.dailed “body
language”. It is an important media through whigogple communicate with each other. It refers toghterns of
facial expressions and gestures that people usepress their feelings in communication.
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“Body language” also defined as the nonverbal comination or the communicative functions of bodyisitalso
called kinesics. It is part of the way in which e@mmunicate. This “body language”, like our verlzaiguage, is
also a part of our culture.

2.2 The necessity and importance of learning badguiage in negotiation

It is an extremely powerful tool which can imprower life in many ways. With patience, persisterarg] practice
we can use nonverbal behavioral patterns to masiyedetect truth and lies, project a more configdgrowerful

presence, persuade, influence, and sell bettepemyile at ease, create a sense of trust, makelgriét is especially
important in business negotiations. If you are anbare of a negotiator’s verbal message, you Willly miss the
major portion of the overall communication. Beingaae of both nonverbal and verbal messages wik giou an
important edge.

Communication is more than verbal. Good negotiatotst first be good communicators. Unfortunatelgnm
negotiators think of communication only as oralwitten verbal exchanges. But verbal exchangesuatdor only
a fraction of the messages people send and rede@dsmarch has shown that between 70 and 90 pefcdr entire
communication spectrum is nonverbal. Consequegty, should be aware of the different forms of nobaé
communication that you are likely to encounter dgmegotiation conferences.

3. The concrete types and application of the bodwhguage in negotiation

3.1 Types of body language

Body language or kinesics can be understood bygrezimg the following six important aspects.
3.1.1 Distance between people conversing

Watch an Arab and an Englishman in negotiation. Areh, showing friendliness in the manner of hisgle, will
stand close to the Englishman. The latter will mbaek, watching to the Englishman. The Arab wikrihmove
forward to be closer; the Englishman will keep nmgvbackward. By the end of the negotiation, the taay be
quite a distance from the negotiation; the two rbayquite a distance from the place where they weiginally
standing!

Here, distance between the two is the key factdffef@nt people have different ideas about the pragistance
between people conversing. According to studiese@ms there are four main distances in Americaialsand
business relations: intimate, personal, social, guldic. Intimate distance ranges from direct pbgkicontact to a
distance of about 45 centimeters; this is for pe'sphost private relations and activities, betwe®mn and wife, for
example. Personal distance is about 45—80 centimeted is most common when friends, acquaintanoes a
relatives converse. Social distance may be anywieng about 1.30 meters to 3 meters; people wh&kwaygether,

or people doing business, as well as most of tirog@nversation at social gatherings tend to keejistance is
farther than any of the above and is generallysfmakers in public and for teachers in classrooms.

The important thing to keep in mind is that mosgksh-speaking people do not like people to be dmse. In
negotiations being too far apart, of course, maya&ward, but being too close makes people uncadatite,
unless there is a reason, such as showing affestiencouraging intimacy. But that is another nratte

3.1.2 Physical appearance and physical contact

Physical appearance conveys messages. It playsyaimportant role in creating first impression. Yogeed be
aware of the effect that your physical appearanag hrave on nonverbal communication. Awareness neamip
you to build on your natural advantages. Howeveraraness of any natural disadvantage may be evee mo
important.

Research has found that:
Physical attractiveness affects the way you peecgourself and the way other perceive you.

Personal Dress: The importance of how we dressgldighted by the cliché, “Dress for success.” tBiiog has
been found to affect perceptions of credibilitiekbility, attractiveness, and dominance, but mebesis agree that
clothing has the most potent affect on credibility.

Unfortunately, many otherwise good negotiators ignthe importance of personal dress during negmtist and
that ignorance negatively affects their abilityattain mutually satisfactory negotiation results.

In English-speaking countries, physical contacyémerally avoided in conversation among ordinaignfis or
acquaintances. Merely touching someone may causengleasant reaction. If one touches another person
accidentally, he/she usually utters an apology ssctSorry, Oh, I'm sorry, Excuse me.”

In China, a common complaint of western mothethas Chinese often fondle their babies and veryllschidren.
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Such behavior—whether touching, patting, huggindiesing—can be quite embarrassing and awkwardHer
mothers. They know that no harm is meant, and $hah gestures are merely signs of friendlinessffectaon,
therefore they cannot openly show their displeasDrethe other hand, such actions in their ownucaltvould be
considered rude, intrusive and offensive and caeultilse a strong dislike and even repugnance. Smtikers
often stand by and watch in awkward silence, witkett emotions, even when the fondling is by Chirfesads or
acquaintances.

The matter of physical contact between memberfi®@fsame sex in English-speaking countries is aatelione.
Once past childhood, the holding of hands, or wagkivith an arm around another’s shoulder is notsicered
proper. The implication is homosexuality, and hoexoslity generally arouses strong social disapgrovéhese
countries.

3.1.3 Eye contact

Eye contact is an important aspect of body langu@ge could draw up quite a list of “rules” aboyeeontact: to
look or not to look; when to look and how long tok; who and who not to look at.

There are different formulas for the exchange ahgés depending on where the meeting takes plageu Ipass
someone in the street you may eye the oncomin@péilsyou are about eight feet apart, then yowstiaok away
as you pass. Before the eight-foot distance ishegceach will signal in which direction he willgga This is done
with a brief look in that direction. Each will veslightly, and the passing is done smoothly.”

In conversations with people who know each othewsdver, American custom demands that there shozldye
contact. This applies to both the speaker andistenkr. For either one not to look at the othesqe could imply a
number of things, among which are fear, contempgasiness, guilt, indifference, even in public &peathere
should be plenty of eye contact. For a speakettory his nose in his manuscript”, to read a spdestead of
looking at and talking to hid audience, as somen€$g speakers are in the habit of doing, wouldegarded as
inconsiderate and disrespectful.

In conversation, a person shows that he is listebinlooking at the other person’s eyes or facéhédfother person
is speaking at some length, the listener will omreedly make sounds like “Hmm”, “Ummm”, or nod hiread to
indicate his attention. If he agrees with the spealte may nod or smile. If he disagrees or hases@servations,
he may slant his head to one side, raise an eyehrahhave a quizzical look.

Staring at people or holding a glance too longoisstdered improper in English-speaking countriasrEwhen the

look may be one of appreciation—as of beauty—it meake people uneasy and embarrassed. Many Americans
traveling abroad find the stares of the local peadpitating. They become extremely self-conscians often end

up quite indignant about the “rudeness” of the pedpere, not realizing that the practice may bi#gegcommon in

the country and may be nothing more than curiosigny English-speaking people in china have heaugbmplain
about this.

The difference in interpreting a simple eye gestuas a lesson in cultural diversity that we woutd easily forget.
For example, Chinese avoid long direct eye contacthow politeness, or respect, or obedience, wWNibeth

Americans see eye contact as a sign of honestyadack of eye contact or shift eyes as a sign ¢futimfulness.
Though speaking the same language, the Britislikeitie Americans, believe that looking someoneddiy on the
eye to be a mark of rudeness until a more famibtationship is established. An American businessamo told a
story that they (Americans) felt as if the Britiglere hiding something because none of them wowll them in
the eye throughout the presentation. The failurthefBritish to look her in the eye almost “ruintbe relationship
and suck the deal,” she said. “l understand it rinw,| still don't like it”.

The amount of eye contact varies greatly amongudt For example, in business meetings, the Freviith
demand at least some direct eye contact. To refusgeet someone’s eyes an unfriendly gesture. Caarthés to
the attitude of Japanese, who believe that thedgssontact, the higher the level of esteem. Vertlieyes from a
business colleague is a sign of respect and reveren

Rules about eye-language are numerous and compteat has been mentioned gives a good idea ofwsshall
not go further into detail.

3.1.4 Facial expression

As the most expressive part of the body, the fac@rbbably the single most important source of werbal
communication. It is capable of conveying severabgons simultaneously. The face not only can comicaie a
great deal, but also seemed to be the type of edbal behavior that people are beat able to caniioivever,
facial expressions should be interpreted in cultcwatext and with caution. Take for example sméas laughter.

92



International Journal of Business and Management Februar903

Smiles and laughter usually convey friendlinessprayal, satisfaction, pleasure, joy and merriméFtiis is
generally true in China as well as the English-Bpgpcountries. However, there are situations whame Chinese
will laugh that will cause negative reactions bysteeners.

Other facial expressions also vary from culturectidture. For instance in some US businesses, ébisidered
acceptable to frown, swear, and yell, but not tp &ut for the Japanese in situations of strong temoit is
considered acceptable to smile or laugh, but néoten or cry.

3.1.5 Gestures

Gesture is the expressive movement of a part obtuy, especially the hand and the head. Peopeni¢th their
hands, but what they mean depends on their culAgevith verbal language, non-verbal codes areumdtersal.
Same gestures have different meanings in differeltdres.

The forefinger near lips with the sound “shah”, efhis a sign for silence in UK and America, meaisgajproval,
hissing in China.

In different cultures different gestures are usadtifie same meaning. For coming here, Chinese rgeistia hand
extended toward the person, open palm, fingerskebdn a beckoning motion; the American is a haxtereded
toward person, close hand, palm up, with forefingely moving back and forth. For Americans, the r@se
coming-here gesture is like good-bye gesture. Malhipese would see American coming-here gesturéferssive.

The same is true with some commonly used gestiites.OK sign (the circle formed with the thumb arnrgtf
finger), which has the similar meaning in most afaférn Europe, is a vulgar insult in Greece, arceis gesture in
Brazil, Mediterranean countries and Southern ltalgign for the sex act in some Latin Americanaregiand can
mean “you’re worth nothing” in France and Belgium .

Like hand movements, head movements differ from anture to another. In Bulgaria, for example, deomay
nod their heads to signify no and shake their héadgnify yes. So gestures can be very confusiteg-culturally.
But there are some gestures that have widely utmtetsneanings. For example, foot-shaking, fingpptag and
fidgeting with a tie or hair usually signify nernaness or boredom; a clench fist typically indicdtestility or
aggression.

Specialists in the study of body movement emphatsiaeno single gesture carries meaning in andsetfi The
gestures just discussed do not always mean the ange To understand a person’s meaning, pay tteto all
the cues they are sending and the context in whieltues occur, not to just a single gesture.

When one communicate in a certain language, ieigetnlly advisable to use the non-verbal behabiar goes with
that particular language.

3.1.6 Posture

The way people carry themselves communicates vau®eople from different cultures learn to sitwiadk and to
stand differently. The impact of culture on nonbhar communication is so strong that even peopld \giteat
experience in cross-culture communication mightubaware of how meaning of a non-verbal act variesf
culture to culture. The wife of a former presidefthe United States was said to have shocked ha&b Aosts by
crossing her legs during a public meeting, whicarisndecent posture in Arab culture.

Posture offers insight into a culture’s deep stieet For instance, in the United States where beampal and
friendly is valued; people often fall into chaimsdaslouch when they stand. In many European castguch as
Germany, where lifestyle tends to be more formad|oaiching posture is considered a sign of rudeaaslspoor
manners. Similarly, in Japan, the formality is impaot and the Japanese value the ability to sittyuiThey might
see the Americans fidget and shift as an indicatfdack of mental or spiritual balance.

But there are similarities. For instance, even iorthl America, swinging a foot in interview makesgagve
impression. Also, people respond unfavorably toditeg with weight back on heels and hands in pachetwork
place or sitting with feet up on the desk in offiéend slouching or leaning on the lectern in busgpresentation
may make the audience feel that the speaker’s @femsas careless as his or her posture,

Generally, standing erect, shoulders back, head high display confidence, energy, and self-assteawhich
gains more attention from the audience. And a eglgposture, a comfortable seating position, unedssms, and
lack of stiffness indicate openness with no comroation obstacles. On the other hand, abrupt movemnshifting
seating positions, crossed arms or legs may sigfence, disinterest or an unwillingness to listen

Women in many settings will often hold their armigser to their bodies than men. They will also késgr legs
close together and seldom cross them in mixed cognpa
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3.2 Application of the body language in negotiation

Good negotiators know how to use body languagééo tdvantage. They also know how to read othepleés
body language to gain the upper hand. Crossed aaised eyebrows, wandering eyes - they all meametung.
Pay attention and you’'ll be surprised what you mitgarn about what is really going on in the nesfidn
regardless of what is being said with words.

3.2.1 Body language affects negotiation

Body Language and Attitudes: Body language reselaashcatalogued 135 distinct gestures and expressithe
face, head, and body. Eighty of these expressi@re face and head gestures, including nine diffenexys of
smiling. These gestures and expressions providghhto the attitude of the originator. Simultaoe physical
signals often reinforce each other and reduce thieiguity surrounding the message. For example, raags is
often exhibited with the simultaneous physical tiigp of excessive smiling along with frequent noddof the
head.

Common attitudes communicated nonverbally duringgotiations can be grouped into two broad
classifications—positive attitudes and negativeates.

Positive Attitudes: Positive attitudes indicated liydy language may signal a sincere effort to aghigin/win
results. Key indicators of positive attitudes asteld below.

Gestures: Be particularly careful when you arerjimgting or using gestures. A gesture that meaegting in one
society can mean something completely differentairother. There is a good chance that you will entau
differing interpretations whenever you are neguigiwith someone from another part of the worldek\f the
other party is from the United States, some of @éhdiffering interpretations may remain as partted person’s
heritage.

(1) Shaking your head up-and-down means “yes” émUhited States and left-to-right means “no”. Imgoparts of
the world the meanings are just the opposite.

(2) The hand signal for O.K. in the United Statean obscene gesture in some societies.
(3) The thumbs-up gesture is a positive sign introbthe world, but in some cultures it consideaadide gesture.

(4) The V-shaped hand gesture with the index firayet middle finger may mean victory or peace in tméted
States, but in some countries it could be integatets an obscene gesture.

4. How to use and understand body language in neggtion
4.1 How to use body language in negotiation

Using nonverbal communication can manage yourself@hers. In negotiations, once you become awhyeuwr

counterpart’s body language, you can change your menverbal communication. By putting your notepadthe
table, sliding forward in your seat, and uncrossiogr legs, you can change your position to a nmaohe receptive
one. Once you begin to manage your nonverbal behavid that of your counterpart, you will startpieq the
benefits of “speaking the language.” Body langueafkects people’s true feelings. The better youarsthnd that
language, the more you will be able to use it toryadvantage.

In contract negotiation, you can use the knowleafggody language in several ways:

As you prepare for the negotiation conference, gbauld briefly review key elements of body languagth
members of the Government team.

The most important observation you can make abordoan full of people is the personal space eaclsquer
commands. Human nature dictates that people carsidaore powerful are typically awarded greaterspeal
space by the other people in the room.

Control over the dominant chair (usually the hethe table) may be the most obvious sign of poRemember
Archie Bunker? He didn’t control a clear positiohpower at work, so his chair became a symbol efdtatus at
home.

Once the spatial relationships are establisheg,dhe not easy to change. Take a moment beforengtrmeeting
and think about what relationship you want to dithlwith the other attendees. Arrange the seatooprdingly.

Making first contact

Begin every meeting with great body language. leetryenthusiasm and energy show. Meet the otheppsrsyes
and give a good, firm handshake. Let the flesh eetwyour thumb and forefinger meet the other péssitesh
between the thumb and forefinger. Press—do notespdethe hand. One pump accompanied by eye corstact i
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plenty. One or two more may express great enthmsiagy more than that can make the person uncoafiert
Women greeting women in America can touch both baidhe same time as an alternative to a handshake

Handshaking is far from uniform around the worlder@ans are a nation of one-pump people. The Frefieh
shake one hand while putting the other on the dpgashoulder. The Japanese may forego the handébra&idoow.

Gauging reception

If you pay attention to body language early in gatition, you can spot signals of how receptivew(tready to
listen and how open to your ideas) your counterisaifable 1 shows the positive and negative caessdated with
being receptive and unreceptive.

Legs and feet Sitting: Legs together, or on in frafithe other slightly (as if at the starting lioka race). Standing:
Weight evenly distributed, body tilted toward thpeaker. Standing: Crossed legs, pointing away ftoenspeaker.
Sitting or standing: Legs and feet pointing toward.

Receptive people look relaxed with open hands,lajspg the palms, indicating openness to discussibiey lean
forward, whether they are sitting or standing. Réiwe negotiators unbutton their coats. By contrpsbple who
aren’t willing to listen may lean back in the chairprotectively fold their arms across their chékiving one leg
up on the arm of the chair appears to be an opatumm but more often, this position signals a latk
consideration.

Seeing a change of heart

Observing how someone is sitting or standing isfitts step in reading body language—but people’afeozen
like statues. Their positions and gestures charithetheir attitudes and emotions. Notice thesetshif

Looking out the window, holding the head up withedmand, doodling in a way that seems to absorlddioeler’s
complete attention, drumming fingers on the taliledicate that the listener is no longer payirtggation.

One more thing to keep in mind: Body language wdréth ways. If your opponent is an experienced tiagw,
chances are good that he or she will be observing posture, gestures, breathing patterns, et@vie of this
and try to use it to your advantage. By using ybody to transmit the appropriate message to yogoting
opponent, you can enhance the chances of sectiméngght deal and, just as importantly, keepingrbgotiation
amicable.

4.2 How to understand body language in negotiation

Learning the language of nonverbal communicatisredmost as difficult as acquiring fluency in adign language.
Reading body language is perhaps the most powfnfoi of human communication! And armed with thghti
information about reading body language, you camoat read people’s minds. In addition to studyjyogr own
gestures and the meaning you are conveying, you afssbecome aware of what your counterpart iseging.

4.2.1 Gesture Clusters

Many skeptics argue that it is difficult to tell ahsomeone is thinking by singling out one gesturad-they are
right. A single gesture is like a single word;titse meaning is difficult to understand out of et However, when
gestures come in clusters, their meaning beconezs el For example, while a person’s fidgeting may mean
much by itself, if that person is avoiding eye @t holding his hands around his mouth, touchiisgféce and
fidgeting, there’s a good chance he is not beitajljohonest.

Involuntary hand movements can be particularlyirtgll People often touch their nose, chin, ear, arnslothing
when they are nervous or lack confidence in whey tire saying.

Legs: When asked why they cross their legs, mosplpesay they do so for comfort. Although they asing
truthful, they are only partially correct. If yowate ever crossed your legs for a long period oétigou know that
this position can become painfully uncomfortable.

Studying what you and your counterpart in the niegjon process are not saying is critical to acimig\a win/win
outcome. The following chart is a “dictionary” thatll help you translate your counterpart’'s bodgdaage, and use
your own to say what you really mean to say.

5. Conclusion

The study of body language should be complementaryhe study of language in communications. The
understanding of one should be helpful in the ferthnderstanding of the other. Some authoritielstfes the two
are dependent on each other. This is certainlyitrimeost situations. But it is also true that imtai situations body
action contradicts what is being said, just assihaken words may mean something quite differemhfrdhat body
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language communicates. When this occurs, one mush get further information, or guess the mearfirogn the
context of the situation. In a sense, all body lage should be interpreted within a given contextignore the
overall situation could be misleading.

A word of general advice: when one negotiate iredain language, it is generally advisable to imgertonverbal
behavior that goes with that particular languagesedvation shows that a truly bilingual person ewés his body
language at the same time he switches languagesiiekes negotiation easier and better.

A powerful piece of body language which you canehawntrol over is the closeness between you anduger. To
conclude a negotiation there needs to be a feelirmpnnection. If the buyer is well away from hiss# or leaning
back, place some brochures on the table but seffilyi far away that he has to come closer to yau ¥hould then
mirror his action and move closer as well. The erslilt is that you will be in a better positionstoke a deal.

Trying to spot the body language, listen to whatdgg said and deciding what your next action dgk@ctice and
patience.
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Abstract

This paper analyzes the structure and the chaistaterof ISBN and the functions of ISBN in bookrplbasing and
compiling of libraries.

Keywords: ISBN, Book purchasing and compiling, Functions

With the application of computer technology in #aministration of libraries, various internet apptions on book
administration are widely applied, so book purchgsind compiling has gained strong technology sttppobook
purchasing and compiling, to fully acknowledge am@ster the characteristics of ISBN and to apply the
characteristics of ISBN in it will bring along gtemnvenience for the job. ISBN is the abbreviatbhnternational
Standard of Book Number and is the uniqgue numberriternational ISBN Agency assigns to the literaguof a
publishing company. China joined in LSBN system1B82 and started to execute CSBN in 1987. CSBNas t
abbreviation of China Standard of Book Number. CSB&kes supplementary on the basis of ISBN and stnai
two parts. One of the two is LSBN, the main bodycabin, which can be used independently; the othéhe
supplementary part, consisting of the basis classibns and type serial numbersGifina Library Classification
Method “ [0/ " is used to separate the main body from the kupentary part and-™is used to separated book
classification number from type serial number. THerm is group number-publisher number-book
number-verification number/book classification nwmtype serial number, for example, the CSBN Tie
Modernization Road of Chinese Finanse7-100-04478-21/500, of which “7-100-04478-2" is LSBN, the main
body, and the part after “/*, “600”, is the supplementary part. “F” here means the book belongs to economic
class inChina Library Classification Methodnd “550” means that the book is the $H@ok classified as “F” that
the publishing company has ever published.

1. The structure of ISBN

ISBN consists of ten digits with ISBN as the titt, which 9 are effectively assigned digits and ¥ is the
verification number. The ten digits form four greupf numbers, respectively group number, publismingber,
book name number and verification number, separfayed’, namely, group humber-publishing number-kamme
number-verification number. For example, in “ISBN6366-7065-6", the group number, publishing numbeigk
name number and verification number are respegtiVel, “5366”, “7065” and “6". These numbers repesd
different meanings. The first group of number is group number and can also be called region numiech
represents the language number of a country ogiameA group number can at most consist of 15tsligihe more
digits a group number consists of, the less thdighibg amount is; the less digits a group numlmrsests of, the
larger the publishing amount is. The group numberssigned by International Standard Book NumbeiteZewith
the shortest consisting of 1 digit and the longmsisisting 5 digits. As a general rule, group nuntb&es into
account language types, countries and regions.dOlarepresents English and Australia, Canada,rideldlew
Zeeland, Porto Rico, South Africa, Britain, Amerimad Zimbabwe use these two codes; 2 representst-and
France, Luxemburg, Belgium and the French areandtiz8rland use this code; 3 represents German anch&y,
Austria and the Germany area of Switzerland use ¢bde; 4 is the code representing Japanese plidntisa5
Russian publications and 7 Chinese publicationg 3écond group is the code for publishing comparsiest is
also called publisher number. The publisher numepresents the number of a publisher and can doofsime to
seven digits. The larger the scale of a publisitioigpany is and the more books it publishes, therfdhe number
of the digits is. The publisher number is set asglgned by the ISBN center of a country or regidre third group
is book serial number and is also called book naomaber. Book name number is a serial number reptiegea
publication. The number of digits of book name nemis determined by the sum of the numbers of gligitgroup
number and publisher number. The book serial nurbarpublishing company is fixed, with the shartesing 1
digit and largest 6 digits. The larger the scala @ublishing company and the more books it publslthe longer
the book name number is. Book hame number is détethby the publisher. The fourth group is the catep
verification code and is also called the verifioathumber. The verification number is the lasttdigiSBN number,
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whose function is to verify whether the LSBN isitegate. The verification of ISBN adopts weightecttimod,
which means to multiply the first to the ninth nuenlin ISBN number respectively by 10, 9, 8, 7, 6453, 2 , add
the verification value to the sum of the produetsd then divide the result by 11 to see if the ltesan be divided
exactly. If the result can be divided exactly, tB8N number is legitimate. If not, the ISBN numliillegitimate.

Let wus take ISBN  7-5366-7065-6 as an example, whosealculation formula s
7*10+5*9+3*8+6*7+6*6+7*5+0*4+6*3+5*2+6=286, 286+1126, where 286 can be divided by 11 exactly, so this
book is a legitimate publication. The publicatiothst adopt ISBN number include printings, micropslthg
products, mixed media publications, computer saftes, Braille publications, atlases, maps, distscation TV or
movies, and teaching films. ISBN number is usupfinted on the striking place and sometimes ISBihber will
appear at several places, for example, ISBN nuroderappear in the bottom part of the back coverctipyright
page of vip information http://www.cquvip.com, theverleaf of book name page, or the CIP data of the
republication numbers of books.

2. The characteristics of ISBN
2.1 World uniqueness

Each ISBN number only represents books of certditioas. When the printing ways, edition, formatframes of
books of same types are different, the ISBN numbadide different. For the world uniqueness of I$Bt is very
important for the purchasing, compiling and catamgrograms of library literatures. What is mofeysing ISBN
to search, the correctness and the speed of thehsisafar higher than searching through book naeres writer
names.

2.2 ldentification characteristic

Through the four group of numbers of ISBN, we cat 9 know the real information of the books, sashthe
publishing regions, the scale of the publishers, dmount of the published books, and whether thsigadions
being comprehensive or professional.

2.3 Verification characteristics

We can use the verification method of ISBN, weighteethod, to determine whether the ISBN is legitana
Weighted method means to multiply the first to tirgh number in ISBN number respectively by 10897, 6, 5, 4,
3, 2, add the verification value to the sum of pheducts, and then divide the result by 11 to s#geiresult can be
divided exactly. If the result can be divided ekadhe ISBN number is legitimate. If not, the ISBNimber is
illegitimate. Therefore, ISBN can itself verify ittatus and has the capacity of error correctingS8N greatly
improves reliability and correctness of the dathadk purchasing and compiling.

2.4 Standardization

The structure of ISBN number is simple and the tabehy is clear, which provides great conveniemcecbmputer
processing, searching, booking and purchasingsifieetion and compiling and is an important seargtbasis for
readers to search books. It is more convenienfasidr to use ISBN to search information about Book

3. The functions of ISBN in book purchasing and copiling
3.1 The functions of ISBN in book purchasing

There are generally three kinds of ways to purcHaseks, with the first one being searching and Ipasing
through ISBN bar code numbers, the second beirmygfir book hames, and the third being through tie afsbook
booking. Among the there purchasing ways, the fizst are the important ways that libraries usuatippt, which
is to search and purchase through the ISBN bad ead&ers and the names of books. Years of bookhpsiitg
experience proves that the repetition of book namesry common. The main problems to use book satoe
search and purchase are that books of the samesraref different types are taken as repetitiomdayputers and
it is hard to correctly search and purchase. Famgpte, Chinese writer, Mao Dun wrote a long novained
Rainbow while British writer, Lawrence also wrote a longvel namedRainbow so just depending on the book
names, we cannot distinguish the two books. Thesefbe best way to purchase books is to adopt |8&Ncode
numbers of books whose characteristic is world wengss to search and purchase. The correctnessgppaad of
using ISBN to search is far higher than using boaknes because bar code readers can be used tarstarput
ISBN number, which not only saves time, but alsméases the input correctness. By this way, wecaadown the
phenomenon of repeated and missed purchasing gwdumthe correctness of book purchasing.

3.2 The functions of ISBN in book catalogue work

Book catalogue work is the first pass in book adstiation work. To make the administration, cirdida and use
of books more convenient, the basic requirementook catalogue work is to ensure catalogue qualitye
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requirement on book catalogue correctness is fighdr else, the borrowing, searching and circutpthf books
will be influenced. At present, computers take plathand operation in book catalogue work. Toyfallake use of
the characteristics of ISBN data will bring alorrgat convenience for book catalogue work. To ugNI$ make
catalogues of books refers to that in the procéssook catalogue making, catalogue personnel canbas code
readers to directly scan and input ISBN bar codalmers and then to record data and search the egpedher than
to use keyboard to input ISBN bar code numbersNI®Bmbers, book hames and writer names. To usedz

readers to directly record date and search theategewill save operation time and improve the inputrectness.
The most obvious advantage to adopt ISBN numbdyoink catalogue making is the uniqueness of ISBBNS
covers information on the publishing scale of boakd the publishers, the present publishing amotibboks, and
whether the publisher being comprehensive or psafesl. In automitization systems, if we set upagadbase
where codes are matched with publishers, the nafhtee publishers will be automatically given amhere is no
need to input the names. In the information catadsgof machine reading CNMARC books, the necegsamber

in ISBN is “010". Because all automitization systehmave set up ISBN data bases, catalogue persoeeélonly to
input “010"into ISBN numbers when working on CNMARfata, and then the systems will automatically ggtiee
information, such as publishing places and pubtiglitompanies. Meanwhile, when conducting catalogfieiscs

annexed to the books, we can generate resourd¢igisinks according to the recorded ISBN numberd aopy
these links to chipboards, and then we can conm#gieopy these links to “856” field when OPAC syst arrives.
Therefore, the “856” field in catalogue system velitomatically generate the information about trseg] which
will make the work of library catalogue personnebre convenient, cut down repeated labor, and ingmeork

efficiency.
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Abstract

Risk is everywhere, especially in the capital madéencomplete information, which is full of spdation, so it is
particularly important for investors to define risklentify risks, and control the investment adies with the
application of risk value to. It is analyzed quéattizely on risk value in the paper, with the Kneddje of game
theory, economics and mathematical statisticsherbasis of the explanation of risk and risk value.

Keywords: Risky value, hcomplete informatiorRisk Aversion, Investment Portfolio
1. Introduction

What is risk? Different scholars have differenenpretations. Some people think that risk is a lahdncertainty,

including the uncertainty whether the incident nbeydetermined or the Probability of the occurremwdsije some

people think that risk is a concern for future @geincluding some doubts on the outcome of therbuand some
doubts on the possibility of the objectively existtamage. Although these explanations are trueritaio degree, it
seems not be exact to express the real contergkoWe think that risk is kinds of uncertaintidsvarious results in
certain period and certain conditions. This deifimitincludes two Connotations: (1) risk is the unaiaty of the

event which is objective. Specifically, it meansiwas results under uncertain conditions, and thesibility of the

occurrence. Therefore, risk is objective, but wketheople are willing to and how to take risks ifjsctive.

Strictly speaking, uncertainty and risk exists satfifeerences, risk refers the results and the goiitya of events,

which is measurable; while uncertainty is immeallasawhich means it’'s impossible to predict theuttssand the
probability of various outcomes. (2) the degre¢hef risk is change with the passage of time. Thabpecific risk
exists in a certain period of time, during which,teme goes by, the uncertainty of events is dishimg, and when
it's completed at the end; the results can be fidgntified. Therefore, it is necessary to adjinst early predictive
number in accordance with the progress in the gooérisk prediction. In the angle of mathematgtatistics, the
mathematical models of risk can be expressed as:

"':\f.i(&—i)2~pi OR  v=

Where, & denotes standard deviationX; denotes earnings of investmenk denotes anticipated earnings;
p, denotes the Probabilities of eventgdenotes the ratio of standard deviation.

x| Q

On the basis of definition on the concept of risk, are now to discuss risky value. The so-callskiyrivalue is the
excessive earnings requested by investors, whichaie than the present value of investment fundme@lly
speaking, the greater the risk, the more he renaumsested, vice versa, following is the model:

k =k, +kg=k,tbv
Wherekdenotes the rate of return requested by the ingstgdenotes the rate of risk-free returk, denotes the
rate of risky return;pdenotes the coefficient of risky valu&, denotes the rate of standard deviation.
2. Incomplete information and risky value

The so-called incomplete information means thattiaeket participant is not able to take full posgas of the all
knowledge or information in the certain economieimmnment, which is particularly obvious in thetial stage of
the imperfect market. According to the principleeffective capital market, the present value of ithestment to
any financial instrument is zero, that is, it igoossible for any investor to increase shareholdedsie by trading of
financial assets in the capital markets, andtlpassible to obtain excess earnings for any spgonleHowever, in
the view of new Keynesian, incomplete informatiannhore economic reality than complete informatidhe

presence of incomplete information will lead to faattioning of the market price mechanism. In trepital

markets ,trading parties take investment transastam the principles of returns maximization, g tmperfection
of the market and incomplete information will leheé market failures, and more importantly, theselsination of
information is usually in large cost, as well, timeitations of market communications systems areddhjective and
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subjective factors such as market participantasgle the market noise, will also seriously hamipereixchange of
information and effective communication. As preslhumentioned, the results is that the price infation can not
be timely passed to each market participant whd#é&ee information, and trading activities andrésults can not
be promptly transmitted through the price systemmer&fore, the market prices cannot reflect semdjtithe supply
and demand in the market, which, makes the priceedfain financial assets far away from its inticngalue,
resulting in the formation of various speculative.

3. The application of risky value

In the capital market of incomplete informationisitan important subject on how to avert risk Bkrinvestment and
risk management. The so-called risk aversion réferg to minimize risk the in certain income or htmmaximize

the income at certain risk. The most commonly useghsure is investment portfolio (it's also namedttsted

effect), the method takes an important role in deedizing the non-systemic risk. Under the corwdis of the

investment portfolio, the risk models:

(m>2) (3.1)

m m
D WW,ro0;
-1 =1

r. = Z[(Xi _X)(Xj _)7(j )]
" \/Z(Xi _X)z\/Z(Xj _yj)z

Where, m denotes the types of investment portfolig; and W, denotes the weights of the investmdntand j;

o,and o, denotes the standard deviation of the investmieartd j; I; denotes the correlation coefficient of the
investmenti and j.
Following is the specification to model (3.1) :

(1) when m=2,thens = \/wfaf +Wool + 2W,W,0, 0, - Corr (X, X,)

Where, Corr(x,, x,) denotes correlation coefficient.

(2) when m>2, that is, exists a variety of assetfpiio, the following is to prove the feasibiligf dispersion effects
from the perspective of game theory:
Located exist m combination of options, for whible torresponding income i, x, ,... X, and its distribution is

independent, then there is a viable strategy veCtdrw,,w,,...w,, }, in which, W, is the weights in the portfolio

i, and Zi”:lwl =1, then its net paymeny = Zi”:lwm . Now consider any viable alternative strategies fo
m - m 1
zWiXi = y+Z(Wi -=)X
i-1 i-1 m

If the conditions mean forz_m (W, _i)xi is zero, then:
i=1 m

ELD. (=512 (w, — LX)

According to symmetry,g[x, | y1is independent ta , then:

m 1o oy 1,_
E[;(Wi _a)xi‘y] _Cg(wi _a) 0

It's proved that alternative strategies were seemmuér random dominant to completely decentralizedtegy,
which means that all the parties who are risk-avertwill choose completely decentralized strateggpd

whenn — o, it is allowed to replace the unit risky earnkgvith its expected value in the strategy, and thaini
application of large number theorem.

4. Conclusion

In the capital market of incomplete informationrtimaularly in China's capital market which is irspecial period of

economy transformation, it is the most importamteas in China's socialist market economy that mwegulate the

operational mechanisms of the capital market, and to establish the mature capital market and ivgrihe

security mechanism of risk investment. Of course, lvave reasons to believe that, as the healthystatde
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development of china’s economy and the continuelfsraprovement of China's capital market, risk vaatment
in China will be more developed, and investors’ @nass of the risk management will become incrghsstrong,
investment behavior will more rational, as well.
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Abstract

With china’s entrance to WTO as well as the intBomal trade global integration, we must carry dre t
international commercial negotiations inevitabfywk want to achieve a goal in intercultural negiitn, we should
understand different negotiation styles in difféerenuntries. Because of the culture accumulatibe, thinking
mode as well as the different cognitive ways, teepte in the West and China encounter the culamaflict, which
causes the failure of international commercial tiagons. So we must look for effective strateghesl tactics, in
order to break the deadlock in international bussmeegotiation and make negotiation successful.

In terms of intercultural communication, the theks$s some cultural factors which influence negtbin, for

example, the thesis talks about cultural diversitintercultural negotiations, analyzing the diffece in time and
space and others among different countries. Thesttaso puts forward a series of effective methodsnely,

intercultural strategies and responding tacticinternational business negotiation, so that pecple avoid the
deadlock. Based on the thorough study, the thisitss Jome key points which we must pay much atientd in

intercultural negotiations, so as to avoid mistakedetails, and finally achieve successful negjiaties.

Keywords: Cross-cultural communication,Business negotiastgte, Cultural diversity, Intercultural strategies
1. Introduction

By “culture”, anthropology means the total life wafya people, the social legacy the individual aagufrom his
group. Or culture can be regarded as that parhefenvironment that is the creation of man., amoftvanal
definition is that “A culture is a collection of lbefs, habits, living patterns, and behaviors whéck held more or
less in common by people who occupy particular gegagic areas” Culture and communication are insdpar
because culture not only dictates who talks wittomvhabout what, and how the communication procdedfact,
our entire repertory of communicative behaviordépendent largely on the culture in which we haaenbraised.
Culture, consequently, is the foundation of comroatidon. And, when cultures vary, communication ficas also
vary. Now consider a situation where there iselithared knowledge, few common values and a difféa@guage
is spoken and we can readily see just how complicaggotiating international transactions can becom While
intercultural communication is communication betwegembers of different cultures. This definitiorsisiple, but
the process is complex. Intercultural communicatinolves differing perceptions, attitudes andriptetations .We
know that even two people from the same culturehzare communication problems. The art of negotiaitohard
enough in our own country, dealing with colleaguéd® think like us, process information as we darsha
common set of values and speak the same language.

Difficulties in intercultural communication arisehen there is little or no awareness of divergettural values and
beliefs. In intercultural interaction, speakers stimes assume that what they believe is right, usscahey have
grown up thinking their way is the best. This etterdric assumption can result in negative judgmehtait other
cultures. Whether it will succeed depends largalyte understanding of culture diversity.

As new markets open up for world trade and globatetition intensifies, businesses of all sizesiarall sectors
are expanding their operations overseas at unpeated rates, which necessitate an increase iregitadlliances
and hence intercultural negotiations. Intercultunabotiation involves discussions of common andflimbimg

interests between persons of different culturakgemnds trying to reach an agreement of mutuakfiehis
passage explores how culture differences manifemiselves in business negotiation, identifies amdpares
cultural characteristics and patterns among casind suggests ways in which cultural conflices effectively
handled.

2. Different negotiation styles

According to the different culture, the types oé thegotiation are greatly different. If we wantk® successful
businessmen, knowing the different types of negjotiawill help us a lot. And of course, the reséaiand
observations by most scholars indicate fairly dletivat negotiation practices differ from cultuedulture and that
culture can influence “negotiation style” — the wagrsons from different cultures conduct themselves
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negotiating sessions.

International business negotiation is a negotiasiorong different countries and regions. Becaudbeflifference
system in politics and economy of the world, thayendifferent history and cultural tradition. If weant to win the
negotiation, we should know well businessmen itiucal background. As for different opponents, wewstl adopt
different negotiation style.

The characteristics of negotiation style in thetwbhscause of difference of language and cultuteden the East
and the West, they also have different negotiagigles. For example, U.S. negotiators tend to oalyndividualist

values, imagining self and other as autonomougpaddent and self-reliant. They are competitivila@ir approach
to negotiations, including coming to the table vatfall-back position but beginning with an unrstdi offer, and

they are also energetic, confident, and persisthry, enjoy arguing their positions, and see thimgiversally —

i.e., they like to talk about broad applicationsiadas. Of course, they are direct and honest livedimg their

negative evaluations. So if we meet Americans ierirational negotiation, we should avoid adoptindirect

express with them, we should be direct to expressioubt when we don’t understand what they menf@mit is

easy to make negotiation impasse.

Even when different negotiations across nationéilioes are identified, change is constant. Intéonat business
culture tends to privilege Western approaches gotie@ion, centered in problem-solving and lineammunication,
as do many settings. As Western norms are balanithdEastern values, and local traditions are baddnwith

regional and national approaches, negotiation jgectontinue their global evolution.

3. Cultural factors that influence negotiation

In terms of international business negotiation,atieging styles of the West and the East, represergspectively

by the United States, German, Japan and China, htirected many experts to make a comparison becaus
distinguished differences do exist in the two kimfiultures that are the deep-seated reasons hvehwésterners
negotiate quite differently from the easternersatha how these differences are produced. The twierdift
negotiating styles exemplified by the U.S., Japad €hina are typical enough to be compared in thdies of
international business negotiation. Negotiatorshwdtfferent cultural backgrounds vary in their greihce for
negotiating strategies. Cultural factors are onthefmost important parts responsible for the sscce failure of
the negotiations in which people with differenttauts meet together . Here, we look at some canaétural
factors that are in play and are generally belieietiave an enormous impact on the West and Eastesiness
negotiations.

3.1 Time orientations

Two different orientations to time exist across wwld: monochromic and polychromic . Monochromppeoaches
to time are linear, sequential and involve focusingone thing at a time. These approaches arecoonsnon in the
European-influenced cultures of the United Sta@many, Switzerland and Scandinavia. Japanesdepatsp

tend toward this end of the time continuum. Polgahic orientations to time involve simultaneous acences of
many things and the involvement of many people. fline it takes to complete an interaction is etasind more
important than any schedule. This orientation istheommon in Mediterranean and Latin cultures idiclg France,
Italy, Greece, and Mexico, as well as some EastedAfrican cultures.

Negotiators from polychromic cultures tend to startl end meetings at flexible times. Take breaksmihseems
appropriate. Be comfortable with a high flow ofamhation. Expect to read each others’ thoughts randls,
sometimes overlap talk; view start times as flexdéohd not take lateness personally.

Negotiators from monochromic cultures tend to pref@mpt beginnings and endings, schedule breadd, with
one agenda item at a time, rely on specific, daaibnd explicit communication, prefer to talk egsence, view
lateness as devaluing or evidence of lack of réspec

3.2 Space orientations

Space orientations differ across cultures. Theyehavdo with territory, divisions between privatedapublic,
comfortable personal distance, comfort or lack@hfort with physical touch and contact, and expémta about
where and how contact will take place. In North&uropean countries, personal space is much lahger in
Southern European countries. For a German or aiStwedrson, for example, the Italians or the Gregtstoo
close. An American etiquette manual advises th@iapersonal space: “When we meet someone, damtgbo
close. An uncomfortable closeness is very annokgrie other person, so keep our physical distaordee’ll have
to keep backing off from us. A minimum of two featay from the other person will do it.”

Seating arrangements for negotiations should takeas for space into account. In general, Amerid¢and to talk
with people seated opposite them, or at an angle.tlie Chinese, these arrangements may lead thefeelto
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alienated and uneasy. They may prefer to convehndle gitting side by side.

There are large differences in spatial preferemoesrding to gender, age, generation, socioeconofass, and
context. These differences vary by group, but ghdad considered in any exploration of space asriabla in
negotiations.

3.3 Individualism — collectivism

In individualistic cultures the focus of one’s belwa can be unashamedly self-centered. The indalidan make
objections, state his feelings and be openly judgedeSuccess or failure is left to the individaad does not cause
the same degree of shame among the group. In ddilistic cultures, people tend to put tasks befelaionships
and to value independence highly. People in thekares are expected to take care of themselvescavalue the
needs of the individual over those of the groupspmunity or society. Individualistic cultures prefanear logic
and tend to value open conflict. Members from ifdlalistic societies expect the other side’s negots to have
the ability to make decisions unilaterally.

In many cultures the interest of the group, whetherfamily or the community is given priority ovérose of the
individual. Such cultures, called “Collectivist’ely on group consensus and the avoidance of corfliccontrast,
cultures that value collectivism emphasize soligarioyalty and strong interdependence among indiais.
Relationships are based on mutual self-interestanadiependent on the success of the group. Quis¢atultures
define themselves in terms of their membershipiwignoups. Maintaining the integrity of groups isessed so that
cooperation, conflict avoidance and conformity doaté the culture. Collectivist societies tend tesst abstract,
general agreements over concrete, specific issues.

3.4 Power differential

The idea of power differential describes the degfedeference and acceptance of unequal power betweople.
Cultures where there is a comfort with high powifiecential are those where some people are coresddguperior
to others because of their social status, gendeg, rage, education, birthright, personal achiemsndamily
background or other factors. Cultures with low podiferential tend to assume equality among pecghel focus
more on earned status than ascribed status. Glgrspabking, the more unequally wealth is distiéotthe bigger
will be the power differential in any national segt National cultures with a high power differehtinclude
Arabian countries, Malaysia, the Philippines, Mexiimdonesia, and India. Negotiators from thesent@s tend to
be comfortable with.

3.5 uncertainty avoidance

The idea of uncertainty avoidance has to do wighvthy cultures relate to uncertainty and ambigaity] therefore,
how well they may adapt to change. Generally, aoemtthat show the most discomfort with ambiguityda
uncertainty include Arab, Muslim and traditionalriéin countries, where high value is placed on @monity and

safety, risk avoidance, and reliance on formalsaed rituals. Trust tends to be vested only iselfamily and

friends. It may be difficult for outsider negotiegdo establish relationships of confidence anst twith members of
these national cultures.

The United States, Scandinavia and Singapore ardifiéd as having a higher tolerance for uncetyaiMembers
of these national cultures tend to value risk-tgkjproblem-solving, flat organizational structueesl tolerance for
ambiguity. It may be easier for outsiders to estalirusting relationships with negotiating parser these cultural
contexts.

3.6 Masculinity — femininity

The terms masculinity and femininity are used tiemréo the degree to which a culture values asgegréiss or
nurturing and social support. The terms also refghe degree to which socially prescribed rolesrage for men
and women. Countries and regions such as JapabatindAmerica are rated as preferring values oédis&ness,
task-orientation and achievement. In these culfutesse tend to be more rigid gender roles anc “1iv work”

orientations. In countries and regions rated fem@nisuch as Scandinavia, Thailand, and Portugélesaof

cooperation, nurturing, relationship and solidawfsh those less fortunate prevail, and the moediebis more one
of “work to live”. Of course, it is important tomember that associations with gender vary greatlyss cultures,
so that elements considered masculine in one euthight be considered feminine in another. Negatsamay find
it useful to consider the way gender roles playiouhe cultural contexts of their negotiating pars.

3.7 Context orientation in major cultures
The powerful effect that culture has on negotiatidnkey factor is context which relates to the feamork,
background and surrounding circumstances in whichnsunication or an event takes place.

105



Vol. 3, No. 2 International Journal of Business and Management

High-context cultures (including much of the Middiast, Asia, Africa, and South America) are retsip
collectivist, intuitive and contemplative. This meathat people in these cultures emphasize intewpal
relationships. Developing trust is an importangtfistep to any business transaction. These culéugesollectivist,
preferring group harmony and consensus to individehievement. People in these cultures are legsrged by
reason than by intuition or feelings. Words are smtmportant as context, which might include theaker’s tone
of voice, facial expression, gestures, posturesnd even the person’s family history and status.hHigntext
communication tends to be more indirect and manad&b. Flowery languages, humility, and elaboratel@gies are
typical.

Low-context cultures (including North America andich of Western Europe) are logical, linear, indisdlistic and

action-oriented. People from low-context culturefue logic, facts and directness. Solving a probteeans lining
up the facts and evaluating one after another. 9w are based on fact rather than intuition. Bisions lead to
actions. Communicators are expected to be straigtefd, concise and efficient in telling what antie expected .
To be absolutely clear, they strive to use preeiseds and intend them to be taken literally. Explaontracts

conclude negotiations. This is very different frammmunicators in high-context cultures who depesss lon

language precision or legal documents. High-conbesiness people may even distrust contracts arufféreded

by the lack of trust they suggest.

So we can know that every nation has their owredfiit culture, they are different in some ways: deample,
space Orientations, individualism — collectivismower differential, uncertainty avoidance, masctyiri—
femininity, context orientation in major culturesdaso on. Cultural diversity influences the negaifaa lot. Of
course, every nation’s negotiation type will bdeatiént, too.

4. Preparation and strategies for negotiations

Business negotiation can be understood as a procesdsch two or more parties come together to wisccommon
and conflicting business interests in order to hemt agreement of mutual benefit . Negotiationmconsidered a
delicate business, made even more delicate byreliffecultural understandings. How can we avoid ghbtle
pitfalls and make deals go smoothly? | will giveaudetail way to solve this situation.

4.1The preparation before the intercultural negtitin

A good pre-preparation is a key note to have aessfol negotiation. If we have a negotiation inriguwe will
know little about our partner and we can not getrttost benefits during the intercultural negotiatidnd of course,
our partners will think that we did not pay muckeation to this negotiation, so it can show ouretzss attitude
about the business and our partner. Therefore Wefaliin the negotiation. So it is important toake a good
preparation before we go into the intercultural atiegion, but how to make preparations before wgirbghe
negotiation? Next | will give us some advice. Fivgd must organize our team well, because the teathe
foundation of our successful negotiation. We caepkeur team as small as possible. But it does meinmvhat the
less people our team has, the more effective woek can get. Some people who have specialized skills,
communication ability, team spirit and gamesmansist be contained in our team .

4.1.1 Selecting team members

The company must choose a cross-section of tedtskits and personal attributes that will createcmpact and
efficient team. One team member’s weakness musifbet by another’s strength. Technical knowledgesibe
accompanies by the ability to communicate and apipt knowledge. Putting a team together is simitar
assembling a jigsaw puzzle: there is no successsialll of the pieces fit.

4.1.2 Gathering of information

Once the negotiating team has been organized, itbieahd most important step in preparing for acsme
negotiation is gathering information. It is comminlearn as much as possible about a potentialtctie partner
before negotiations begin. Various kinds of infotioa are necessary, finance, market, technolodigyp@ven the
background of a particular executive. The next s&ep analyze the various data so as to size @ptbbable goal
and preferences of our counterpart, using his peties rather than ours as well as our own.

(1) Obtaining information

Given the critical nature of business negotiatikmawledge a particular executive’s background, famdly status
can be a great advantage.

More important, the gathering of information inahscthat of market, science and technology, polnc/regulations,
etc.

Such as: the big issues that are to be gatheredpdtitical system, the legal system, the busirsssem, the
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financial system, infrastructures and logisticdeys the counterpart.
(2) Analyzing information

The next step is to analyze the various data 40 aze up the probable goal and preferences ofounterpart,
using his perspectives as well as ours.

With so much information at hand, it is advisaldelb a feasibility study before the negotiatiorsHould arrive at
definitive conclusions on all the basic issuesrattensideration of various alternatives such asedhisted below
using a project negotiation as an example, poligecal social background, social and economic aiglgetailed
analysis, location and site, main costs, manposebredule implementation, financial and economidusaten.

4.1.3 The negotiating brief
(1) The negotiating brief
The negotiating brief is in written form and themager responsible for the outcome of the negotiagigns it.

The brief should: Define the negotiating objectivderms of the major issues to be discussed. 8tateninimum

acceptable level for each of the major items. Ssppee are the seller, our brief may state the mimnacceptable
level about the following major issues, price, teraf payment, delivery, warranty. State the timaggethat the
negotiation should be concluded. Identify the tdaader and other members of the negotiating teaoh as the
names and jobs titles of the team members. Sdtaifintes of communication and the reporting systirshould

state who is responsible for reporting to managérued how.

(2) The negotiation plan

The plan provides discipline and organization tiaat be critical to a team’s success. It will seasghe negotiating
team’s guide as the negotiations ensue. While #gotiating brief consists of the instructions giventhe team
leader by management; the negotiation team devéhepsegotiating plan. In defining the initial $&gy and stating
the possible measures or tactics, set down soniestersd allow flexibility in different situationghe location of

the negotiation is perhaps the most important imal factor for several reasons, both practical psychological.
As to the administrative arrangements, two facsbiauld be taken into account. If the team is negot at home,
in making arrangements for the meetings, they llageadvantage of selecting the meeting rooms, pum@mnent

meeting room, negotiating facilities, etc. if theaimn is to go abroad, Attention should be giverhtodhoice of a
hotel with the best available business facilitteference material, some portable office equipmetiat,

In addition, there are two interconnected aspduwas$ meed to be considered before entering intosccottural
negotiation.

The basis of the relationship: in much of Europd &lorth America, business is contractual in natBersonal
relationships are seen as unhealthy as they can clojectivity and lead to complications. In Soétmerica and
much of Asia, business is personal. Partnershippomly be made with those they know, trust and &enfortable
with. It is therefore necessary to invest in relaship building before conducting business.

Information at negotiations: Western business celfplaces emphasis on clearly presented and réjicrgued

business proposals using statistics and facts.r@tisiness cultures rely on similar information tith differences.
For example, visual and oral communicators such@South Americans may prefer information preskttieough

speech or using maps, graphs and charts.

4.2 The bridge-building between the different aqaku

But just making those preparations are not enowugh,must know what will happen during the intercudtu
negotiation. Next this thesis will give us a degaiplanation to the problems.

Supposed there are two persons: Tom in the WesMamngy in the Eastern country. They have the sakes land
dislikes, and Tom recently spoke for days with Mahis potential business partner and yet the é&arfetween
them were never broached — and the deal didninget .

The problem had to do with different conceptionsha# negotiation process itself and misinterpretetiof the
other’s behavior. For Tom, negotiation is abouthinug through a deal period. When he didn't thin&ittdiscussion
was moving forward as quickly as he thought it $thohis arguments became increasingly forceful.aBee his
opposite read this as disrespect, the negotiatisantially ended days before their talks did.

Although globalizing communications and marketiraydr made the world smaller in many ways, deepréiffees
between cultures remain. Despite similar tastesn Bmd Marry each approach negotiation in a way iheav
conditioned by his national culture. Because thay down at the table without understanding the ri&the
assumptions about the negotiation process, alléhded up with was an impasse.
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So, we must pay attention to the question thabig to build the bridges between the different a@suso that the
degree of mistrust is diminished until it is noristent. In order to prepare for our negotiatioyghie following:

(1) Get to know the individuals that we will be penally dealing with. Making a one-to-one humannamtion is
one of the best ways to overcome mistrust!

(2) Background: checks into the company that wedaiag business with. Get to know the company ashras
possible. Have credit checks done on the compararr_about their financial situation in any waygible.

(3) Research the culture of the foreign company sertsitize ourselves to the possible differencaswe may be
confronted with.

(4) Get the assistance of a company that is expatealing with such cultural differences that cive us some
tips.

4.3.1 Offensive strategy

Claiming is not restricted to the most powerfultata While offensive claiming by the weak agaihg strong is
rare, defensive claiming is common among all stdteinternational business any countries is attergpo shift
strategies from one party to another, or use bbthem. If our strength is superior to our opporsene will adopt
the offensive strategy, and we'd better put totastcs correspondingly.

Ask questions. There are four kinds of questiorobpry, specific, attacking, and yes\no questiomabiRg

questions are difficult to answer because theyparased in general terms. They are intended to iganmation

for one party to secure the weak point in the opptia proposal before a major attack. Specific tjoes are
designed to force an admission based on the infamegained form the probing questions and dathdtealready
known.

Tit for tat. It is an effective tactic in businessgotiations. Sometimes we need to be hard shelledake our
opponent give up. In most cases, this techniqueseare to push the negotiation forward if the niedot deals with
it appropriately. It can usually fool the oppongrid making concessions and closing the deal.

Feign a blow to east and attack in the west. Oniy pall over emphasize the apparent importancthéir securing
a particular point when their real objective is thect opposite. Some negotiators are suspicioasyfproposal
made by their counterparts.

Use of commitments. The use of commitments, fomete, national laws and regulations, standard neiyog
procedures of the company, instructions from a Soapeprevious precedents, etc., is needed to peesuhe
opponent of the truth of the statements the pagieas. It is a major offensive negotiating tactiatthoth sides will
us. When the commitments are of different levéis,ttigher one normally prevails.

Uncover the counterpart’s interests and “the ragigwer”. As negotiating about interests is a bty to conduct
technology trade negotiation, uncovering the otbide’s interests becomes paramount. When two pahiéee

conflicts of interests, which are pretty diffictitt resolve, they may try the right answer stratégyorks this way: 1)
agree that a state of deadlock exists; 2) stefotlte role of negotiators; 3) study the probleneotively; 4) seek
the right answer; 5) agree on the right answergtijrn to the role of negotiators and see if tightranswer offers
acceptable solutions.

Search for contextual irregularities or discrepasacKeep in mind that the person who understarelsdghtext best
will probably “win” the negotiation. A contextuaregularity is some factor in the negotiation taaiuses suspicion
or appears to be incorrect, given the overall cdriethe transaction. The term “discrepancy” sfieally refers to
inconsistencies associated with the prices or nosnbbea seller’s proposal. In other words, it isnathod of
challenging the validity of a proposal. A case Wil found in which application of the proposal vebbe absurd, so
the person who posed it is challenged to redefimermore limited ways.

In many cases, a careful analysis of these elemahteveal errors suggesting that the proposay & unsound.
In this way, we can make the other party appeaeasunable. If the negotiator can find out elemékésthe two
mentioned here, he can occupy an advantageougstanc

Be aggressive. Aggressive negotiators attack fiigraad generally. They use the other party's lietietheir own
strength against them.

Present arguments. In negotiation, a party oftets flhe need to show the other side that they keravetly where
the other’s real interests lie and will not compisgrtheirs. The valid reasons must be put into skinekof an order.
Each point should be stronger than the one befotiethe argument reached its climax. That is tg #aends with

the strongest point, the point that the other paitiyfind most convincing.
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Conclusion

International business negotiation is playing a enand more important role in our economic livesindern
society. Obviously, international business negiatiest take place across national boundaries. Thianmehat
understanding the different cultural environmehts £xist among nations and considering cultufégréinces in all
facets of business are crucial for negotiatorbéndperation of international business negotiation.

International business negotiators are distingdisiiem each other not only by geographic locatitamguage
spoken, more importantly by the specific culturesvhich they grow up. Cultural differences influentegotiation
in many aspects, even before the face-to-face ratigok starts

The understanding of negotiation in the westertucelis alien to that of the eastern culture. MAnyericans see
negotiation as a good approach to resolve conflitite Japanese or Chinese do not like it at dle Tomposition
of negotiation team relies greatly on culture thefines the number and the selecting criteria afotiators.
Japanese or Chinese negotiation team is often, lagelly led by an old person with high status.evdas,
American team tends to be small and its negotiaoeschosen on the basis of competence at the issler
negotiation. Simultaneously, people from differenttures prefer to use different negotiating sgie and styles.
Therefore selection of different strategies andidacresults in different outcomes in internatioralsiness
negotiations.

Different selection of pragmatic strategies maydpice different results in a business negotiationiralose result,
a win-win result or lose-lose result. In order taintain a long-term cooperative business relatignishtween both
negotiating parties concerned in a win-win businesgotiation situation, the selection of strategiesuld be of
crucial importance.

Our nation is mentioning to establish harmoniousety if we want to be a successful negotiatorstveuld set up
an atmosphere of harmony. | think the best resudt win-win result in international negotiation. e will have
many chances cooperate with our foreigner. Our €@rpeople also can become the successful men.
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