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Invisible Leadership for Success in Business

Grier Lin

Professor and President, International Leadership Institute Australia

E-Mail: grierlin@ili.edu.au

ABSTRACT

The new organisations are dispersed. Workers are employed in many different offices and locations, wear
different hats, and do not necessarily owe all their loyalty to one organisation. No longer does everyone have
to be in the same place at the same time to get the work done. They do not even need to be on the payroll.
Today’s organisation is typically a 20/80 place, with only 20 percent of the people involved being employed full
time by the organisation. The others are suppliers or contractors, part-timers or self-employed professionals.

A virtual organisation is one that you do not necessarily see, certainly not all together in one place, but that
nevertheless delivers the goods. Virtuality means managing people you can not see and cannot control in any
detail. This kind of management by remote control can only work when trust goes in both directions.

For a virtual organisation to succeed, it will have to be led by invisible leaders who must possess unique mix of
attributes.

This paper presents the special attributes required by an invisible leader for leading the organisation of the

future to success.
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Invisible Leadership for Future Success in Business

— Leadership is a process of giving purpose (meaningful direction) to collective effort, and causing willing
effort to be expended to achieve purpose.
— The attitude of followers toward the leader is another common indication of leader effectiveness
— Individuals or groups have to be trusted to deliver until it is clear that they cannot do so.
— The task of the leader is to make sure that the individuals or groups are competent to exercise the
responsibility that is given to them, understand the goals of the organisation and are committed to them.
— All authority has to be earned before it is exercised.
— This kind of management by remote control can only work when trust goes in both directions.
— This requires vision and the ability to guide people toward it.
— Roles in Organisation
Leadership role - Doing the right thing: vision, direction.
Management role- doing things right: implementation.
— Efficiency is all about implementation
— Attributes of the Leader of the Future
+ Leaders do not wait
+ Leaders are credible
+ Leaders have their heads in the clouds and their feet on the ground
+ Leaders build a community of shared values
+ Leaders do not do it alone
+ Leaders do what they say they will do
« Leadership is everyone’s business

— Communicate Persuasively
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Securitization and the Subprime Mortgage Crisis of 2008

Chao-Hui Yeh
Associate Professor of Department of Business Administration
I-Shou University , Taiwan, R.O.C
E-Mail: CHY @ius.edu.t

ABSTRACT

This article provides a review of the securitization instruments in the context of the subprime mortgage crisis of
2008. The decreasing housing prices in the U.S. caused the increasing mortgage defaults and the increasing
mortgage defaults caused this subprime mortgage crisis and this crisis is exploded by securitization instruments
(e.g., CDS) which are just too complex to see their risks. This article will provide a specific classification of

securitization instruments and distinguishes between two main classes of securitization instruments.

The first classes are mortgage-backed security (MBS), asset-backed security (ABS), asset-backed commercial
paper (ABCP) and cash-flow collateralized debt obligation (CDO).The second category of securitization
instruments includes credit default swap (CDS) and synthetic collateralized debt obligation (synthetic CDO).
Finally, this article ends with a short discussion of the roles of the credit rating agency (CRA) in the financial

crisis.

Keywords: Securitization, Subprime Mortgage Crisis

1. INTRODUCTION

To follow the analysis below, the reader should note the following terminology. Subprime mortgage
securitization, the type of securitization whose failure initially triggered the chain of failures that became the
subprime-mortgage financial crisis (hereinafter the “subprime crisis”), is a subset of mortgage securitization. In
the most basic form of mortgage securitization, mortgage-backed securities (“MBS”) are issued by a
special-purpose vehicle (“SPV”). More complex forms of mortgage-backed securities include collateralized
debt obligation (“CDO”), credit default swap (CDS), synthetic CDO, and ABS CDO. Throughout this article,
CDS, ABS, MBS, ABCP, CDO and CRA will refer to both the singular and plural form.

When homeowners default, the payments received by MBS investors decline and the perceived credit risk
rises. This has had a significant adverse effect on investors and the entire mortgage industry. Those subprime
defaults caused this mortgage crisis of 2008. This crisis caused a chain reaction throughout the global financial
markets and the banking system, because the NPV of investments related to housing prices decreased big,
putting the main financial institutions at a serious disadvantage. Because all financial institutions tightened their
lending practices, all personal and all corporate capital spending decreased. This crisis is rooted in about 1997,
but is more evident in about 2008. This crisis has passed through various stages. This crisis is revealing
universal weaknesses in the global financial system and supervisory structure. Across the globe, all assets prices
decreased, volatility levels increased, credit spreads increased big and liquidity demand increased big.
Uncertainty is unusually clear in the asset-backed commercial paper (ABCP) market. All financial institutions
around the world have reported losses of approximately U.S. $435 billion as of 17 July 2008. Those cause

central banks around the world to invest in a large number of cash into their financial markets. The central
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banks encourage lending to worthy borrowers and to regain faith in the ABCP markets. The U.S. government

also bailed out key financial institutions to undertake significant additional financial promises.

This article proceeds as follows. Section 2 provides an overview of securitization and discusses its specific
characteristics. Section 3 provides an overview of CDS securitization and discusses its specific characteristics.
Section 4 presents a detailed development of the subprime mortgage crisis. Section 5 concludes and analyses
the main channels through which securitization instruments contributed to the initiation and propagation of the

subprime mortgage crisis.
2. SECURITIZATION

All assets can be securitized so long as they are associated with cash flow. Securitization is a broad term
used to describe a sector of finance that was created to help transfer risk using complex legal and corporate
entities. Securitization is the repackaging of cash flows that can transform the risk, return and liquidity
characteristics of financial portfolios. Figure 1 provides an overview the transferring the risk/return
securitization instruments. Securitization involves the pooling of assets and the subsequent sale to investors of

claims on the cash flows backed by these pools.

Typically, several classes (or tranches) of securities are issued, each with distinct risk-return profiles. The
word tranche is French for slice, section, series, or portion. The tranching is an important concept in
securitization because it is the system used to create different investment classes for the securities that are
created in the securitization world. The tranching allows the cash flow from the underlying asset to be diverted
to the various investor groups. The tranching of these securities into instruments with different risk/return
profiles facilitates marketing of the bonds to investors with different risk appetites and investing time horizons.
A suitably large portfolio of assets is "pooled" and sold to a "special purpose vehicle" or "SPV" (the issuer), a
tax-exempt company or trust formed for the specific purpose of funding the assets. Once the assets are
transferred to the issuer, there is normally no recourse to the originator. The issuer is "bankruptcy remote,"
meaning that if the originator goes into bankruptcy, the assets of the issuer will not be distributed to the
creditors of the originator. To be able to buy the assets from the originator, the issuer SPV issues tradable
securities to fund the purchase. Investors purchase the securities, either through a private offering (targeting
institutional investors) or on the open market. The issuer (SPV) within a corporate group (American
International Group (AIG)) is said to be bankruptcy remote when the insolvency of that SPV does not affect any
other company in the group (AIG), particularly any holding company or subsidiary company of the bankruptcy
remote vehicle. If the SPV goes into bankruptcy, no other company in the same group (AIG) would be affected.
In addition, the credit risk of the collateral asset pool is separated from the credit risk of the originator, through
the involvement of a Special Purpose Vehicle (SPV) or Special Purpose Entity (SPE). The special purpose legal
vehicle (typically a trust incorporated in the Cayman Islands) that will purchase the assets and issue the CDO's
tranches. The principal and the interest of the MBS issued by the SPV depend on the cash-flows produced by
the pool of underlying financial assets (such as residential mortgages). The SPV sell these tranches of securities
to investors in the capital markets. The originator initially owns the assets engaged in the deal. This is typically
a company looking to raise capital, restructure debt or otherwise adjust its finances. Under traditional corporate
finance concepts, such a company would have three options to raise new capital: a loan, bond issue, or issuance

of stock. Once the assets are transferred to the issuer, there is normally no recourse to the originator. As has
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become clear from the introduction above, securitization is strongly interrelated with securitization.
Securitization, in a narrow sense, is used almost interchangeably with securitization. In different words,
securitization can also be interpreted as a financing mechanism, or a process in which assets are refinanced in
the capital markets by issuing securities sold to investors by a SPV. Figure 2 provides an overview of the main
securitization instruments.

Securitization is a securitization process, which involves pooling and repackaging of cash flow producing
financial assets into securities that are then sold to investors. The name "securitization" is derived from the fact
that the form of financial instruments used to obtain funds from the investors is securities. As a portfolio risk
backed by amortizing cash flows (and unlike general corporate debt) the credit quality of securitized debt is no
stationary due to changes in volatility that are time-dependent and structure-dependent. If the transaction is
properly structured and the pool performs as expected, the credit risk of all tranches of structured debt improves;
if improperly structured, the affected tranches will experience dramatic credit deterioration and loss.

Securitization is the process through which an issuer creates a financial instrument by combining other
financial assets and then marketing different tiers of the repackaged instruments to investors. The process can
encompass any type of financial asset and promotes liquidity in the marketplace. The process creates liquidity
by enabling smaller investors to purchase shares in a larger asset pool. Using the MBS example, individual
retail investors are able to purchase portions of a mortgage as a type of bond. Without the securitization of
mortgages, retail investors may not be able to afford to buy into a large pool of mortgages.

This followings will explain the securitizations, which have played the most prominent roles in the

subprime mortgage crisis of 2008. There are four types of securitizations: ABS, MBS, ABCP and CDO.
2.1. ABS

In finance, an ABS is a type of debt security that is based on pools of assets, or collateralized by the cash
flows from a specified pool of underlying assets. Securitization makes these assets available for investment to a
broader set of investors. These asset pools can be made of any type of receivable from the common, like credit
card payments, auto loans, student loans, and mortgages, to deep cash flows such as aircraft leases, royalty
payments and movie revenues. Representatively, the securitized assets might be highly illiquid and private in
nature.

A significant advantage of ABS is that they bring together a pool of financial assets that otherwise could
not easily be traded in their existing form. By pooling together a large portfolio of these illiquid assets they can
be converted into instruments that may be offered and sold freely in the capital markets. ABS enables the
originators of the loans to enjoy most of the benefits of lending money with bearing little the risks involved.
ABS is generated through a securitization process by SPE (SPV) in order to transform illiquid assets of the
originator into transferable securities. The SPV is designed to separate investors from the credit risk of the
originating financial institution. SPV (SIV) issue and sell the ABS to investors. This allows for the issuing
institution to be legally separated from the SPV.

The underlying assets (Borrowers) make periodic monthly payments over the life of the loan that includes
scheduled and unscheduled principal and interest. If payment is less than the interest then the outstanding

principal will increase. The outstanding principal is revolving, not amortizing.

ABS is security that is backed by other assets. When these securities are collateralized by mortgages, they are
called MBS.
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2.2. MBS

A MBS is an ABS whose assets are mortgage loans. When these securities are collateralized by mortgages,
they are called mortgage-backed securities (MBS), including commercial mortgage-backed securities (CMBS)
and residential mortgage-backed securities (RMBS). In 1938, a governmental agency named the National
Mortgage Association of Washington was formed and soon was renamed Federal National Mortgage
Association (FNMA or Fannie Mae). It was chartered by the U.S. government as a corporation which buys
Federal Housing Administration (FHA) and Veterans Administration (VA) mortgages on the secondary market,

pools them, and sells them as MBS to investors on the open market.

SPV (SIV) issue and sell the MBS to investors. This allows for the issuing institution to be legally
separated from the SPV. Mortgages are by far the most important underlying asset of global securitization, with
residential mortgages being the most important single asset class. A bank provides mortgage loans to various
homeowners A, B, etc., and puts these mortgages together in a pool of many mortgages. Subsequently, this
bank that has originated these loans sells the pool of mortgages to a SPV, in return for cash. In this true sale
securitization, the mortgage loans disappear from the balance sheet of the bank. In order to finance its purchase
of the mortgage pool, the SPV issues residential MBS and sells these securities to various investors. The
residential MBS sold are tranched in specific classes according to their credit risk, such as rated by the CRA.
Thus, a tranche can be defined as a specific portion of a securitized portfolio of assets, based on a group of
assets with similar credit risk characteristics. On the basis of a pool of mortgages of U.S.100 million, RMBS are
created which consist of U.S.60 million of investment grade securities, subdivided in tranches rated
super-senior AAA, senior AA and mezzanine BBB, and of U.S.40 million of below investment grade securities,
with tranches rated subordinated B and unrated (the so-called equity tranche). According to their specific risk

preferences, various types of investors buy specific tranches.

MBSs are a perfect example of securitization. By combining mortgages into one large pool, the issuer can
divide the large pool into smaller pieces based on each individual mortgage's inherent risk of default and then
sell those smaller pieces to investors. MBS had enabled financial institutions and investors around the world to

invest in the U.S. housing market.

2.3. ABCP

ABCP is a short-term investment instrument with a maturity that is typically between 90 and 180 days.
The security itself is typically issued by a bank or other financial institution. The notes are backed by physical
assets such as trade receivables, and are generally used for short-term financing needs. ABCP is a form of
commercial paper that is collateralized by other financial assets. They are designed to be used for short-term
financing needs. SPV (SIV) issue and sell the ABCP to investors. This allows for the issuing institution to be

legally separated from the SPV.

A company looking to enhance liquidity may sell receivables to a bank or other SPV (SIV), which, in turn,
will issue them to its investors as commercial paper. The financial assets that serve as collateral for ABCP are
ordinarily a mix of many different assets, which are jointly judged to have a low risk of bankruptcy by a ratings
agency. However, in 2008 many of these assets performed more poorly than expected, making buyers much less
willing to purchase ABCP. As markets became unwilling to purchase ABCP, this caused trouble for financial

institutions that had relied on sales of ABCP to obtain funds for use in longer-term investments. The liquidity
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and solvency concerns regarding key financial institutions drove central banks to take action to provide funds to
banks to encourage lending to worthy borrowers and to restore faith in the ABCP markets, which are integral to
funding business operations. Certain investors, or collateral providers which can be banks or other entities, want

to obtain financing by selling certain assets to an ABCP SIV.
2.4. “Cash Flow” collateralized debt obligations (CDO)

Collateralized debt obligations are backed by subprime-mortgage bonds, commercial-mortgage loans and
other assets. CDO do not specialize in one type of debt but are often non-mortgage loans or bonds. CDO are
unique in that they represent different types of debt and credit risk. In the case of CDO, these different types of
debt are often referred to as tranches. Each tranche has a different maturity and risk associated with it. The
higher the risk, the more the CDO pays. SPV (SIV) issue and sell the CDO to investors. This allows for the
issuing institution to be legally separated from the SPV.

The SPV finances its purchase of the pool by issuing a CDO in the form of tranched notes, which are
bought by various investors. According to their risk preference, these investors buy either lower or higher-rated

tranches, with corresponding higher or lower yields.

These structured CDOs are based on the securitization of another securitization, for example a CDO based
on mortgage-backed securities (i.e. CDO of MBS, which is called a collateralized mortgage obligation or CMO).
Another example of a structured CDO is a CDO based on other CDO, which is called a CDO2.

CDO are constructed from a portfolio of fixed-income assets. CDO are divided by the issuer into different
tranches: senior tranches (rated AAA), mezzanine tranches (AA to BB), and equity tranches (unrated). Losses
are applied in reverse order of seniority and so junior tranches offer higher coupons (interest rates) to
compensate for the added default risk. Since 1987, CDO have become an important funding vehicle for

fixed-income assets.
3. CREDIT RISK TRANSFER SECURITIZATIONS

This section explains and details the securitizations, which have played the most prominent roles in the

subprime mortgage crisis of 2008. There are two types of credit derivatives: CDS and synthetic CDO.
3.1. Credit default swaps (CDS)

A credit default swap, or CDS, is essentially an insurance policy on a bond acquired by investors to guard
against default. AIG wrote tens of billions of dollars worth of these contracts. Credit default swaps are often
used to manage the risk of debt default. Under such a credit default swaps, the credit protection seller receives
periodic cash payments, called premiums, in exchange for agreeing to assume the risk of loss on a specific asset
in the event that asset experiences a default or other credit event. The CDS “buyer” is buying protection and the
CDS “seller” is selling protection against a default or other credit event with respect to the underlying debt
obligations (underlying asset). The buyer pays the seller a premium for this protection and the seller only pays
the buyer if there is a default or other credit event that triggers the CDS contract. The premium—the cost of
protection for the buyer—increases as the risk associated with the underlying obligation increases. In other
words, as the creditworthiness of the underlying entity goes down, the cost of protection goes up. CDS are
insurance contracts typically used to protect bondholders or MBS investors from the risk of default. This

created uncertainty across the system, as investors wondered which companies would be forced to pay to cover
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defaults.

CDS can be bought by any investors including the underwriter (e.g., investment bank), the asset manager,
the trustee and collateral administrator; it is not necessary for the buyer (i.e., Bear Stearns Wachovia, Citigroup,
Deutsche Bank, and Merrill Lynch) to own the underlying credit instrument. Like all swaps and other financial
derivatives, CDS may either be used to hedge risks (specifically, to insure creditors against default) or to profit
from speculation. The volume of CDS outstanding increased 100-fold from 1998 to 2008, with estimates of the
debt covered by CDS contracts, as of November 2008, ranging from U.S. $33 to $47 trillion. CDS are lightly
regulated. As of 2008, there was no central clearinghouse to fulfil CDS in the event a party to a CDS proved
unable to perform his obligations under the CDS contract. Required disclosure of CDS-related obligations has
been criticized as inadequate. Insurance companies such as AIG faced ratings downgrades because widespread
mortgage defaults increased their potential exposure to CDS losses. These firms had to obtain additional funds
(capital) to offset this exposure. AIG has having CDS insuring $440 billion of MBS resulted in its seeking and
obtaining a Federal government bailout. AIG destroys itself by selling mispriced CDS. The blunders of the AIG,
the world’s largest insurance company, offer the first-ever instance of an institution that is “too interconnected
to fail” acting to devastate itself, its shareholders, U.S. taxpayers, and the greater financial system— simply by
the misuse of CDS. As a result, one of the most successful companies in business history, with over $1 trillion

in assets, has been almost entirely nationalized.

Like all other pure gambles, what one party loses under a CDS, the other party gains; CDS merely
reallocate existing wealth. Hence the question is which side of the CDS will have to pay and will it be able to do
so. When investment bank Lehman went bankrupt in September 2008, it created a great deal of uncertainty
regarding which financial institutions would be required to fulfil the CDS contracts on its $600 billion in
outstanding debts. Significant losses at investment bank Merrill Lynch were also attributed in part to CDS and
especially the drop in value of its unhedged mortgage portfolio in the form of Collateralized Debt Obligations
after AIG ceased offering CDS on Merrill’s CDO.

3.2. “Synthetic” collateralized debt obligations (CDO)

Securitizations can be conducted basically in two ways. First, in a so-called true sale securitization, the
underlying assets are indeed actually sold by the originators (i.e., bank) to the SPV and thus removed from the
balance sheet of the originator. Second, in a so-called synthetic securitization, the underlying assets remain on
the balance sheet of the originator, and only the credit risk of the underlying assets is transferred to the SPV by

buying credit derivatives such as credit default swaps over this assets.

Similar to securitizations, in addition to “cash flow” CDO, there also exist “synthetic” CDO, where the
SPE/SPV does not buy physically the portfolio of underlying debt instruments, but sells credit default swaps
over the same debt instruments underlying the “cash flow” CDO described above. Thus, the SPE/SPV receives
periodic cash payments and bears legal liability without owning the underlying debt, and issues a synthetic

CDO to investors.

The originator buys protection through a CDS contract from the SPE/SPV, which is the seller of protection
and gets a CDS premium to bear legal liability of the underlying debt. The SPE/SPV transfers the credit

exposure by issuing CDO tranches and selling it to investors (through the same process as in the “cash” CDO).
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If a default event occurs to the underlying debt, the SPE/SPV pays the CDS protection to the originator.
“Synthetic” CDO played a rather active role in the propagation of the financial crisis. In the context of actual
and feared further downgrades of various financial guarantors and of CDO by the CRA, a rapid unwinding of
“synthetic” CDO positions by in particular hedge funds resulted in a further widening of credit spreads, as
demand for these products collapsed. This process spilled over to other securitization products such as

residential and commercial mortgage-backed securities (RMBS and CMBS) and other asset-backed securities.
4. SUBPRIME MORTGAGE CRISIS

Many U.S. mortgages issued in recent years are subprime, meaning that little or no down payment was
made, and that they were issued to households with low incomes and with troubled credit histories. Subprime
mortgages are residential loans that do not conform to the criteria for prime mortgage and so have a lower
expected probability of full repayment, because they are made to more risky mortgage borrowers. This
assessment is made according to objective criteria such as the borrower’s credit score record and loan-to-value
ratios. Subprime mortgage borrowers have a less than perfect credit history and are required to pay interest rates
higher than what would be available to a traditional agency borrower. Between 2001 and 2008, poor

underwriting standards and excessive lending led to a very large number of default-prone home mortgages.

If a borrower is default in making timely mortgage payments to the loan lender, the lender can take
possession of the residence and call a foreclosure. The Subprime Mortgage Crisis of 2008 arises because a
borrower has the option of defaulting on the loan he owes. Typically, lenders (who were primarily thrifts)
undertake the default risk on the mortgages they issued. Over the past 60 years, a variety of financial
innovations have gradually made it possible for lenders to sell the right to receive the payments on the
mortgages they issue, through a process called securitization. The resulting securities are called MBS. Investors

in MBS can insure against default risk by buying CDS.

Credit-default swaps (“CDS”) are a valuable financial tool that has created system-wide benefits. At the same
time, however, these derivative contracts have also created the potential for relatively few market participants to
destabilize the entire economic system. CDS helped support the growth of the sub-prime mortgaged-backed
securities asset bubble that has been blamed for igniting the current financial crisis. Although CDS are a
valuable tool that has traditionally helped businesses efficiently allocate risk, they do create systemic danger in
several ways, some of which have become manifest in the past year. As a result, CDS have intensified the scope

of the financial crisis.

As mortgage defaults rose, the likelihood that the sellers of CDS would have to pay their buyers increased.
This created uncertainty across the system, as investors wondered if CDS sellers would fulfill their promises.
The scope of this crisis were much larger than had been anticipated, due to information indicating further
deteriorating conditions in U.S. subprime mortgage markets. Central banks around the world cut interest rates
and governments implement economic stimulus packages. These actions were designed to stimulate economic
growth and inspire confidence in the financial markets. But uncertainty in securitization markets remained at
elevated levels. There is broad consensus that securitization played an important role in the propagation of the
subprime mortgage crisis. The subprime mortgage crisis revealed a number of weaknesses of securitization.

Banks underestimated and invested too much in securitization instruments.
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5. CONCLUSIONS

We want to conclude this article with a short discussion of the role of the CRA in securitization and the
financial crisis. The financial crisis of 2008 has revealed substantial shortcomings of the global financial system.
Those shortcomings are all about securitization. Those shortcomings have in particular been in the process of
the securitization; CRA are of enormous importance, as they rate the bank that originates the securitization, the
SPV that creates the securitization and the specific tranches of the securitization. Most investors trust those
ratings; however most of those ratings are trustless. This article is to present the fundamentals of securitization
and their role in the financial crisis. As aforementioned, the financial crisis comes from securitizations. Thus,

securitizations played a crucial role in the development and propagation of the financial crisis.

Essentially, the financial crisis highlighted strong doubts on the ratings methodologies for securitization
products. These doubts further increased by substantial ratings’ downgrades both in number and severity in the
course of 2008. The crisis revealed intrinsic problems with the valuation of securitization products and various

incentive problems involving the CRA.

In hopes of minimizing further systemic collapse, this Paper recommends that securitization (e.g., CDS)

become regulated in a way that balances the efficiency of a free market with the goal of economic stability
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ABSTRACT

Market segmentation is frequently recommended as a powerful tool to examine systematic differences of
specific determinant factors across a number of segments (Dolnicar and Griin, 2008; Dolnicar, 2004; Baloglu
and McCleary, 1999; Richard and Sundaram, 1994). An improved understanding of these differences enabled
this paper to identify three key segments pertaining to the Taiwan MICE sector. This improved foundation
assisted in the development of efficient strategies for Taiwan marketers to ascertain fresh potential markets as
well as to sustain a repeat customer base. This paper utilised this technique, focusing on tourism motivation and
its potential impact on marketing strategies in the case of the MICE sector in Taiwan. The paper employed the
following analyses: exploratory factor analysis, K-means clustering and ANOVA to identify three different
segments (career-enhancement seekers; value maximisation seekers; and education-travel seekers) among
MICE attendees in the Taiwan business context. The results are subsequently used to develop prospective

marketing strategies for the Taiwan MICE sector.

Keywords: tourism motivations * market segmentation  factor-cluster method * MICE tourism
1. INTRODUCTION

Over the past few decades Meetings, Incentives, Conventions and Exhibitions (MICE) has been, on a
worldwide scale, the fastest growing sector in the domestic and international tourism industry with total
expenditure worldwide expected to reach US$743 billion in 2007 (World Tourism Organization, 2006).
Currently, MICE tourism accounts for as much as 70% of total sales volume in major hotels and about 15-20%
of sales in smaller hotels (Astroff and Abbey, 1998). This growth meant that Asian cities were increasingly
chosen as prospective international meetings and conference destinations (Go and Govers, 1999). The impact of
the MICE sector in Taiwan has been quite significant. According to the International Congress and Convention
Association (2007), in 2007 Taiwan was ranked 36™ on the basis of the number of international conventions
held, while Taipei was ranked 18" worldwide and 6™ in Asia. To reflect the growing impact of the MICE sector,
the Taiwanese tourism authority intends to invest US$642.42 million to construct new exhibition centres and
facilities (Taiwan headlines, 2007).
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Table 1 ICCA City ranking measured by number of meetings organised in 2007

1 Vienna 154
2 Berlin 123
17 London 69
18 Taipei 67

Source: The International Congress and Convention Association (2008).

Yet despite the acceleration of MICE tourism demand worldwide, and its increasing significance in the
Asian Pacific region, there is a noticeable lack of studies undertaken within the Asia-Pacific region particularly

related to market segmentation in the MICE tourism industry.

Market segmentation is a useful instrument in tactical marketing that help marketers identify their potential
customers desires through a greater understanding of the needs of homogeneous consumer subdivisions (Kotler
and Armstrong, 2008; Dolnicar and Grun, 2008; Yuksel and Yuksel, 2002). Specifically, as Kotler and
Armstrong (2008) posit, market segmentation is the method that can provide improved information for
marketers regarding consumers with different desires. It achieves this by unravelling a market into smaller
groups based on identifying significant differences in the characteristics of each group. In a highly challenging
market, the use of market segmentation is an important tool for advancing a company’s competitive position
among its competitors.

A few previous tourism studies have focused on the connected issues of market segmentation and the
MICE tourism industry (Yoo and Weber, 2005; Baloglu and Assante, 1999). According to their findings, the
majority of articles published in five key hospitality management journals for the period from 1990 until 1996,
concentrated on topics concerning human resources, lodging and the food service industry. Thus, despite the
considerable significance of MICE tourism, in light of its economic importance and fast expansion rate,
exceedingly little analysis has been conducted on this topic with regards to market segmentation. Hence, this
paper intends to propose more effective marketing strategies for Taiwan’s MICE sector through investigating
the key determinants of travel motivations, which has been recognized significantly as shaping tourists’ travel

behaviours.

2. TOURISM MOTIVATION AS PART OF DEVELOPING MARKETING
STRATEGIES: AREVIEW

Conceptually, tourism motivation is commonly understood to be a key concept in understanding and
managing satisfactory levels of tourists in linking a variety of tourists’ behavioural intention in marketing
strategies (Yoon and Uysal, 2005; Rittichainuwat, Qu and Leong, 2003; Kozak 2001; Baker and Crompton,
2000; Kozak and Rimmington, 2000). It does this by reflecting the tourists’ wants and needs from visiting a
tourism destination. There is notable growing evidence that many of the central aspects with regards to
motivation can have profound impacts on tourists travel behaviours (Pennington-Gray and Kerstetter, 2001;
Sirakaya, Uysal and Yoshioka, 2003; Pearce and Lee, 2005).

It has been well demonstrated that a superior understanding of customer motivations can allow all
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companies to more accurately comprehend what their customers want or seek (Fodness, 1994). Gee, Choy and
Makens (1997) maintain that travel decisions and tourist behaviours are greatly affected by a variety of
motivational factors. On this basis, tourism managers ought to advance their understanding of these factors. In
fact, Oppermann (1998) recommends that marketers must be acquainted with their customers, including: why
do they purchase; how many repeat purchasers exist and; how often have they purchased products. He believes
that if managers have only limited understanding of the impacts associated with these questions, it will be very
difficult to offer products which meet customers’ expectations. Given the significance of understanding tourist
motivations for travelling, many researchers argue that a traveler’s motivation may be described as a dynamic
process of inner psychological factors (needs, wants and goals) that leads the individual person to develop their

intention for actual behaviours (Fodness, 1994).

It was Dann (1977, 1981) who developed a push-pull framework examining tourist behaviour via the
motivations (feelings or desires) of an individual who was willing to travel. In his work, tourism motivation was
characterised as a pull factor which was fundamental in determining travel decisions relating to the selection of
a destination, whereas push factors were viewed as a traveler’s needs and wants. Baloglu and Uysal (1996) and
Uysal and Hagan (1993) claimed that push factors of tourism motivation are traditionally viewed as internal or
intrinsic desires of individual travelers. These studies provided a greater understanding of why people travelled
and also played a substantial role in predicting tourists’ behaviours prior to and during their holidays. A study by
Ngamsom and Beck (2000) demonstrated that attending conferences, conventions and exhibitions provides
various opportunities for corporate travelers to investigate other opportunities/activities. For instance, outdoor
recreation; related business activities; networking; and educational enhancement. Consequently, a major
motivation for conference travel is the opportunity to travel to overseas destinations and participate in outdoor

recreation activities.

According to the report conducted by the Meeting Professionals International (MPI) (2000), most
convention and meeting attendees consider their participation within a range of meetings events as the best way
to gain knowledge (learning new skills) towards their future professional development. Furthermore,
Rittichainuwat, Beck and Lalopa (2001) identified a number of primary motivations for MICE attendees to
participate in conferences. They included: sightseeing; self-enhancement; and business and conference activities.
Based on this, it is acceptable to view tourism motivation as a multi-dimensional concept towards in
understanding and predicting tourists travel behaviours. Given this, a methodology is needed to reflect this

multi-dimensional concept.
3. METHODOLOGY
3.1 Questionnaire development

A multi-item scale was used to obtain an overall estimation of motivation for MICE tourists in
participating conventions and meetings events in Taiwan by rating key components of motivational attributes.
Twenty-one questions were designed to determine the importance of each motivational attribute in relation to
the target respondents’ current trip (5-point Likert scale ranging from it is not important at all to it is extremely
important). These questions reflected the two key factors of tourism motivation: professional related benefits

(business and education aspects); and recreational related benefits. The participants were asked to indicate some
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motivational factors which could reflect their reasons for visiting Taiwan. Each attribute was rated in terms of
their importance to the traveler for selecting Taiwan. The distinctions of these items would assist the researcher
to understand the role of each dimension: professional related benefits (business and education components);
and recreational related benefits, in the selection of the destination among business travelers. All of the

determinants of motivational attributes were selected from previous relevant tourism motivation studies.
3.2 Data collection

The majority of the sample respondents are business travelers who had undertaken corporate purpose
related travel in Taipei. This target population was considered suitable for achieving the key objectives of the
study. The surveys were conducted while the respondents were participating in various business related events
in the Taipei international convention centre as well as the Taipei world trade centre. A self-administered
questionnaire was employed in the data collections stage. This is the most effective and efficient way for
gathering a large number of respondents placed in extensive locations. All respondents were 18 years of age or
older. Prior to conducting the main survey, a pilot survey was conducted to investigate the reliability of the
survey questionnaire using correlation coefficient analysis. The main survey sample comprised of 700 tourists
who had visited Taipei for business related purposes, of which 518 were established as useable for analysis

subsequent to data clearing treatment.
4. DATA ANALYSIS

The data was analyzed via three major steps: explanatory factor analysis (EFA), K-means cluster analysis
and ANOVA analysis. Initially an EFA, frequently recommended as a constructive way for assessing the
verification of the research questionnaire construct (Hair, Anderson, Tatham and Black, 1998), was employed to
provide in explanation of the complex interrelations among variables. The EFA, with varimax rotation, was
applied to reduce the data needed to investigate a number of key dimensions underlying the tourism motivation
concept. This technique is considered a suitable statistical procedure, and has been employed in previous
segmentation studies (Sarigollu and Huang, 2005; Formica and Uysal, 1998; Madrigal and Kahle, 1994). It also

assists with the subsequent phase of analysis.

The employment of the K-means cluster analysis is valuable in its recognition and classification of
customers on the basis of the potential similarities concerning their characteristics (Malhotra, 2003; Hair,
Anderson, Tatham and Black, 1998; Aldendefer and Blashfield, 1984). In the case of this study, the examination
of K-means cluster analysis was carried out on three different cluster solutions (n =2, 3, 4, 5 and 6) to ascertain
the number of homogeneous groups formed by the data. As suggested by Kaufman and Rousseuw (1990), this
method is frequently applied with large samples. Consequently, three-clusters were identified as appropriate
tourist segments for supplementary analysis since they provided the maximum difference between clusters. As a
result an ANOVA analysis, via the F test, was applied to classify the potential differences between the groups of

business tourists who visited Taiwan.
5. FINDINGS AND DISCUSSIONS

The socio-demographic profiles of the sampled Taiwan inbound business tourists showed that the majority

of categories of respondents were: male (78.2%); 40 to 49 years old (36.5%); masters or doctoral degree
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(46.9%); employees (56.8%); director or manager (64.7%); earn US$82501-US$99000 (17.2%); with most born
in Japan (32.45%).

Table 2 Factor analysis results of tourism motivation of MICE tourists

Dimensions of Tourisim Motivation Factor Loading

Fl1 F2 F3 F4

Factor 1: EDUCATION BASED VALUE

IPresenting a paper 0.867

Server as chair or moderator 0.866

[Education-related purposes 0.794

Self-esteem enhancement 0.588

Factor 2: NOVEL EXPLORATION

ILife experience gained when traveling 0.814

Comfortable place to stay 0.814

See new things 0.747

[Escape from routine 0.610

[Experience different culture 0.577

Opportunity to relax on vacation 0.552
Factor 3: CAREER ENHANCEMENT

Work requirement 0.769

[Employer funded 0.765

INetworking opportunities 0.719

Interesting conference programs 0.621

A good conference package 0.561

IReasonable priced conference 0.485

Factor 4: TRAVELING OPPORTUNITY

Sightseeing 0.860

Opportunity to visit a new town 0.851

Combination of leisure and business trips 0.556

Opportunity for entertainment 0.551

Total Scale Reliability 0.935
Eigenvalue 9.10 2.56 1.16 1.04

% of variance explained 45.5% | 12.8% | 5.8% | 5.2%

Cronbach’s alpha (o) 0.892 0.894 0.862 0.838

As demonstrated in Table 2, there are four factors with eigenvalues significant enough to be extracted. The
factor analysis was conducted on 20 different motivational items. The four factors explain 69.3% of the general

variance after the varimax of the component indicators rotation. Furthermore, the Kaiser-Meyer-Olkin (KMO)
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score of sampling adequacy was 0.891, and the Bartlett test’s value to establish sphericity was 7746.288,
degrees of freedom (df) 190 and 0.00 level of significance. These indicators show that a factor analysis is
appropriate to use as a means to provide an enhanced understanding of the key subordinate dimensions towards
tourism motivations among business tourists. The name of each factor was decided according to the most
significant characteristics of its engaged components. The four factors (educational based value; novel
exploration; career enhancement; and travelling opportunity) explained 45.5%; 12.6%; 5.8%; and 5.2% of the
variance respectively. Their specific characteristics are listed in table 2. Generally, the findings of table 2
demonstrated that the major motivations (and thus their importance in the decision-making) for MICE tourists

visiting Taiwan for business related purposes could be summarised by the aforementioned four-factors.

The major aim of this study is to provide an advanced understanding, and to better develop, tourism
marketing segmentation through examining the potential differences regarding tourism motivations between
different segments of MICE tourists. Hence, an ANOVA analysis was conducted to identify significant
differences in factor means between the three segments. By viewing the findings produced from the F-test
outlined in table 3, which indicated the foundational differences on a statistical level to be found between three
of determinant groups of MICE tourists who visited Taiwan as a business tourism destination. All of the
p-values are significant (0.00). This implies that the results are meaningful for marketers to advance their

strategies concerning potential customers.

Table 3: K-Means AVONA for clustering factors of tourism motivations

Overriding Dimension Influence Factors of Tourism Motivation Dimensions

Career enhancement seekers 1.87 1.51 2.38 1.58

(N=132, 25.4%)

Value maximisation seekers 3.69 3.30 3.79 3.63
(N=265, 51.1%)
\Education - travel seekers 3.63 1.56 1.97 3.30

(N=121, 23.3%)
Total (N=518)

df 2 2 2 2
F Value 17.597 20.958 16.074 19.324
IP Value 0.00%* 0.00%* 0.00%** 0.00%*

Note: All illustrated p-values are significant at 0.00**

5.1 Cluster 1: Career enhancement seekers

Career enhancement opportunities was the overriding factor for MICE travel for almost 26% of the total
sample (n=518). Tourists in this cluster were more likely to be motived by determinant factors concerning their
career enhancement, such as networking opportunities, compared to other groups of tourists. Specifically, this
dealt with the possibility to seek a superior arrangement of various networking establishments. This finding is
consistent with previous studies which claim that motivations related to work should perform a crucial role in

determining the decision-making process of business tourists (Severt, Wang, Chen and Breiter, 2006; Ngamsom
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and Beck, 2000). Tourists within this cluster ranked lower on factors relating to recreational or leisure related
components. This suggests that tourists within this group are less interested in engaging in various leisure
activities than the other two groups. A result of this is that this group is less likely to spend money and time on
entertainment activities. Given that the opportunity to build up networks is a matter of high importance, a
recommendation relating to destination tourism marketers - or services providers - is that they should develop
strategies that focus more on establishing fun and interactive social events in order to generate greater spending

opportunities and positive memories.
5.2 Cluster 2: Value maximisation seekers

The second cluster comprised approximately 51% of the total sample (n=518). It was demonstrated that
this cluster is considerably different to the two other groups. Tourists in this group were more likely to be
attracted by various factors of tourism motivation regarding aspects of professional and recreational benefits.
This indicates that the majority of MICE tourists intend to visit Taiwan for both business and leisure-related
purposes. In effect, these respondents were interested in maximising their value while on this trip Significantly,
the findings are consistent with previous studies which suggest that prospective recreational activities in a
destination should be considered as key points for business tourists to visit a destination (Rutherford and Kreck,
1994). In most cases of business tourism, a combination of business and leisure travel is generally expected

before the trip.

Building on this foundation, this study provides further evidence in confirming - and supporting
empirically - the earlier study conducted by Ngamsom and Beck (2000), who claimed that the degree of
motivation towards travel possibilities also acts as a key determinant of a business tourists’ travel
decision-making process. Therefore, the service providers should aim to arrange more interesting and attractive
MICE events (both social and recreational related activities) in order to satisfy the majority of business travelers

who are value maximisation seekers.

5.3 Cluster 3: Education - travel seekers

This cluster of MICE tourists make up roughly 23% of the total sample. In contrast to the other groups,
education based value and traveling opportunity were the key influences for travel. It is obvious that this group
of tourists intend to participate and enjoy both the educational and leisure sides of their trip. Hence, the
expectations (reasons for travel) of this group are two-fold. Firstly, they are excited by opportunities concerning
sightseeing, as well as presenting a paper or serving as a chair or moderator. These findings imply the need for
related tourism marketers to take into consideration promotional strategies which provide a high-quality leisure

travel environment as well as a good quality academic experience.
6. CONCLUSION

The MICE tourism segment is growing at a fast rate, with significant positive impacts for host destinations
(Braun, 1992; Braun Rungeling, 1992). This is best exemplified in the Asia region (Mugbil, 1997). In response
to such dramatic growth, this study provides valuable information regarding the development of tourism
strategies in the MICE sector. This paper investigates the importance of tourism motivation which contributes to

a corporate traveler’s decision-making process. The findings also identify three main clusters of MICE tourists
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differentiated in light of the characteristics of tourism motivation in each group. The identification of various
segments is extremely helpful for destination marketers in positioning MICE tourists via a greater
understanding of otherwise homogeneous clusters. A factor analysis and K-means cluster analysis were
employed to improve the reliability of the survey questionnaire. It also identified different clusters in the survey
sample based on significant differences in the attitudes in relation to tourism motivation between the groups.
This initial analysis was followed by ANOVA testing to explore the best explanation in describing the general

nature and the differences between the clusters.

This study offers some valuable insights toward the MICE sector in Taiwan via its ability to recognize the
classification of tourist segments. In light of this improved understanding, the development of supplementary
successful tourism strategies can also be established. The sample was collected from Taiwan and thus may not
be able to represent the global MICE market. Additionally, other determinant factors — not examined here - are

also involved in determining tourists’ travel decisions process. Hence, further studies are required.
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ABSTRACT

This paper includes consideration of economic conditions to investigate the effects of interactions between firm
characteristics, industry characteristics and economic conditions on corporate debt financing, which is ignored
or only examined partly rather than fully integrated by previous studies. The findings indicate that industry
characteristics and economic conditions have no significant effect on corporate debt financing. The effects of
some firm characteristics on corporate debt financing are influenced by the impact of industry characteristics
and economic conditions. However, we find no significant effect of interaction between industry characteristics
and economic conditions on corporate debt financing.

Keywords:  Firm Characteristics, Industry Characteristics, Economic Conditions, Interaction Effect,

Corporate Debt Financing.

1. INTRODUCTION

Since Modigliani and Miller (1958) demonstrated the irrelevance hypothesis of capital structure,
researchers have expanded their work on capital structure. According to the irrelevance hypothesis, in a
perfect market the total value of a firm is independent of its capital structure. However, given market
imperfections, an appropriate mix of debt and equity capital can minimize the cost of capital and maximize the
firm value. In addition, the determination of corporate capital structure remains unclear. First, mixed empirical
results and conflicting conclusions on the determinants of corporate debt financing have been found, as
summarized by Haris and Raviv (1991). Second, timing is critical to corporate debt financing. Studies
conducted at different periods of time are subject to the impact of economic fluctuations. Ferri and Jones
(1979) found the variation in the firm size effect on the determination of corporate debt financing. Further,
Ferri and Jones (1979) also found that the level of corporate debt financing varied between expansionary and
recessionary periods depending upon industries. Furthermore, Hall et al. (2000) consider interaction between
industry type and firm characteristics, finding that the determination of corporate debt financing in UK
unquoted, small and medium-sized enterprises is influenced by interactions between firm and industry
Characteristics. However, they did not consider the impact of economic conditions. In addition, many studies
use individual variables in firm characteristics and industry characteristics but do not study them as groups to

examine the interactions between them. If these areas in firm and industry characteristics and economic
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conditions are important to the determination of capital structure, they should have their impacts modified or
intensified by the interactions between these areas. Unfortunately no current theory of capital structure
considers these interactions, which makes this an exploratory study. Based upon these ideas, we extend the
work on the interaction effect of firm and industry characteristics and economic conditions on the determination
of corporate debt financing. The paper is organized as follows. The empirical results and conclusions of the
related literature are summarized in the next section. Our data and methodology are described in Section III and

empirical results are presented in Section IV. Section V draws conclusions.
2. LITERATURE REVIEW

Business cycle is an economic phenomenon of cyclical changes in gross domestic product according to the
principles of Economics. Business activities fluctuate over the periods of economic expansion and recession and
corporate performance in the sales level, the growth rate of sales, and profitability that are the determinants of
capital structure found in previous studies can vary in different economic conditions. Consequently, corporate
debt financing can vary in different economic conditions. The results of Ferri and Jones (1979) suggest that
capital structure of firms does not appear stable in different economic conditions. These previous studies
suggest that corporate debt financing will be influenced by economic conditions. Moreover, the agency theory
of capital structure suggests that firms with limited growth opportunities tend to finance with more debt. Thus,
it is expected that firms tend to finance more debt in the period of economic peak. In other words, corporate

debt financing will be positively related to the economic conditions.

Ferri and Jones (1979) find that firm size is related to corporate debt financing but their relationship does
not conform to the positive in both expansionary and recessionary periods. In addition, Myers (1984) suggests
that average debt ratios will vary across industries because asset risk, asset type, and requirements for external
funds vary across industries. Further, Hall et al. (2000) find that the interaction between industry type and firm
characteristics has impact on the determination of corporate debt financing in the unquoted small and
medium-sized enterprises (SMEs) within the UK. Ferri and Jones (1979) also find that industry effect on
corporate debt financing does not appear stable across expansionary and recessionary periods and, in addition,
corporate debt financing in some industries seems more likely to vary across expansionary and recessionary
periods than others. Their finding suggests that corporate debt financing will be influenced by the interaction
between industry Characteristics and economic conditions. However, rarely prior studies did address the issue

on the interactions among firm-specific variables, industry type and macroeconomic conditions.
3. METHODOLOGY

3.1 Variables and their Measures

The variables and their measures used in this study are referred to the related work and empirical studies
except the dependent variable, corporate debt financing. We use the change in debt ratio as a proxy for the
adjustment of corporate debt financing. The reasoning behind the measurement of corporate debt financing is
that corporate debt financing is likely influenced by previous debt level (McCabe, 1979; Peterson and Benesh,

1983).  All of the variables in this study are based on book value and, in addition, average figure is calculated



The Interaction Effect of Firm and Industry Characteristics,
Economic Conditions on Corporate Debt Financing: Evidence from Taiwan

25

for each variable in the multi-year period over the research period.' In addition to the variables for industry
Characteristics and economic conditions in this study, the variables representing firm characteristics include free
cash flow, growth, profitability, firm size, non-debt tax shield, operating leverage, and earnings volatility.
Furthermore, according to the Business Indicators published by the Council for Economic Planning and
Development of the Executive Yuan of Taiwan (2004), the years from 1991 to 1994 and the year of 1997
represent the expansionary periods over the eighth and ninth business cycles of Taiwan, respectively. On the
other hand, the year of 1995 and the year of 1998 represent the contraction periods over the business cycles of
Taiwan, respectively. The measures of the group variables used in this study, with the exception of interaction

variables in our model, are referred to the previous studies.

3.2 Empirical Model

Our regression model is quite similar to that used by most of relevant work except for inclusion of
economic conditions and of interactions between firm characteristics, industry Characteristics, and economic
conditions to investigate whether these interactions play a part in the determination of corporate debt financing,
which is ignored by most of previous studies or only partly rather than fully integrated examined by Hall et al.
(2000). In order to examine the effects of interactions between firm characteristics industry characteristics, and
economic conditions on corporate debt financing, we classify these independent variables except the interaction
variables in our model into three groups: Group A for firm characteristics, Group B for industry characteristics,
and Group C for economic conditions. We use the form of product items to represent the interactions between

theses group variables (Jaccard and Turrisi, 2003).

In empirical analysis, this study applies the Ramsey’s RESET test to examine the effects of group variables
including firm characteristics, industry characteristics and economic conditions and the effects of interactions
between group variables. The Ramsey’s RESET tests on the main effect of each group variable (i.e. A, B, and C)
and the effect of interactions between group variables (i.e. AxB, AxC, and BxC) are diagrammed in Figure 1. If
main effects or interaction effects are statistically significant, the F value calculated with the formula below
would be greater than the critical value of F distribution table. The formula of Ramsey’s RESET test (F test) is
presented as below (Gujarati, 2003 p. 522).

F:[(RUR2 - RRZ)/m]/[(l' RURZ)/(H -k-1)]

Where: Ryr® = coefficient of determination for unrestricted model, Rg* = coefficient of determination for
restricted model, m = the number of omitted variables in the restricted model, n = the number of sample

observations, and k = the number of variables in the unrestricted regression model.

" Ferri and Jones (1979) argue that average measurement can give a truer indicator of firm size and thus we
follow their approach for all variables in the multi-year period except dummy variables.
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Further, the dependent variable, corporate debt financing, will be regressed against the three group
variables and their interaction variables in the linear regression model. The interaction variables
between firm characteristics, industry Characteristics, and economic conditions are presented in the
form of product items (Jaccard and Turrisi, 2003). The empirical model for the determination of

corporate debt financing is shown as follows:

CDF =by + b; FCF +b, G + b; P+ by NDTS + bs SIZE + bg EV + b; OL + bg INDU +
by EC + b FCFXINDU + by; GXINDU + by, PXINDU + b;; NDTSXINDU +
b4 SIZEXINDU + bys EVXINDU + b;s OLXINDU + by; FCFXEC +b3 GXEC +
b9 PXEC + by NDTSXEC + by SIZEXEC + by, EVXEC + by; OLXEC +
by, INDUXEC + g,

where: by: the intercept term in the regression equation; b; (i=1 to 24): the coefficients of
independent variables in the regression equation; CDF: the variable of corporate debt financing; FCF, G,
P, NDTS, SIZE, EV, and OL: the firm-characteristics variables including Free Cash Flow, Growth,
Profitability, Firm Size, Non-debt Tax Shield, Earnings Volatility and Operating Leverage; INDU: the
zero-one dummy variable representing for industry Characteristics with low and high liquidation cost;
EC: the zero-one dummy variable of economic conditions indicating economic expansion and

contraction and ¢ : the error term.

The proxies for the dependent and other explanatory variables are presented as follows: corporate
debt financing (dTDTA) = the change in total debt ratios; free cash flow (FCFTA) = free cash
flow/total assets; growth (gS) = annual growth rate of net sales; profitability (EBITTA) = EBIT/total
assets; firm size (/nS) = natural logarithm of net sales; non-debt tax shields (NDTS) = total
depreciation/total assets; operational leverage (FATA) = fixed assts/total assets; and earning volatility

(StdEBITTA) = standard deviation of EBITTA over the current and preceding four years.
3.3 Data and Sample

We follow the method of a Taiwanese empirical study (Chu et al., 1992) for industry classification
in this paper and use the dummy variable (INDU) equals to one for the industries including Machinery
and Machine Tools, Electric Equipment and Cables, Steel, Motor Vehicles, and Electrics and zero for
the other industries. All firms listed on the Taiwan Stock Exchange, with the exception of those in the
bank and finance industries that have sufficient data in the eighth and ninth business cycles of Taiwan
are included in this study. In addition, in order to investigate the economic impact on the determination
of corporate debt financing over business cycles in Taiwan, each business cycle in this study is divided
into expansionary and recessionary periods. The period from the trough to the peak in each business
cycle is defined as the expansionary period (EC=1) and, on the other hand, the period from the peak to
the trough is defined as the recessionary period (EC=0). Note that the expansionary or recessionary
period with duration less than a year in each business cycle is excluded. Therefore, there are 920

observations in different economic conditions over two business cycles of Taiwan in the sample.

g
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4. EMPIRICAL RESULTS AND ANALYSIS

The ratios of total debts over total assets for the firms in the sample range from 0.04948 to
0.83997 with a mean of 0.38785 over the Eighth and Ninth Business Cycles of Taiwan. Therefore, the

sample firm used in this study is not in financial trouble. Due to high correlation between some

independent variables, the centering method of Cronbach (1987) is employed toeliminate the

multi-collinearity problem. Table 1 presents the regression results.

Table 1 Regression Results (Change in Total Debt Ratio as Dependent Variable)

Variable Coefficient  Standard Error t Value Pr>|t| VIF
FCFTA -0.18399 0.04057 -4.53% <.0001 2.84441
2S 0.01120 0.00355 3.16" 0.0016 5.35122
EBITTA -0.19312 0.06759 -2.86° 0.0044 5.12875
InS 0.00697 0.00377 1.85° 0.0652 3.45620
DepTA 0.18978 0.27398 0.69 0.4887 4.40533
FAI -0.02217 0.02556 -0.87 0.3860 4.16389
StdEBITTA 0.00415 0.00580 0.72 0.4740 3.05625
INDU -0.00488 0.00735 -0.66 0.5064 2.24591
EC -0.00106 0.00558 -0.19 0.8496 1.54465
FCFTAXINDU -0.10939 0.06586 -1.66° 0.0970 1.85388
INDgSxINDU 0.07676 0.01759 4.36° <.0001 1.15991
EBITTAXINDU -0.06654 0.07355 -0.90 0.3659 1.94896
INDInSXINDU 0.00364 0.00498 0.73 0.4656 2.01023
DepTAXINDU 0.68931 0.39623 1.74° 0.0823 2.28679
FATAXINDU -0.04217 0.03893 -1.08 0.2790 2.41588
StdEBITTAXINDU -0.00817 0.00753 -1.09 0.2781 1.74467
FCFTAXEC -0.08875 0.05390 -1.65° 0.1000 2.64131
gSxEC -0.01218 0.00396 -3.08° 0.0022 5.20926
EBITTAXEC -0.15085 0.07365 2.05° 0.0408 4.27541
InSXEC -0.00480 0.00453 -1.06 0.2899 2.54915
DepTAXEC -0.35894 0.34555 -1.04 0.2992 3.32621
FATAXEC 0.00163 0.03263 0.05 0.9602 3.31080
StdEBITTAXEC -0.00508 0.00709 -0.72 0.4736 2.29048
INDUXEC 0.00213 0.01046 0.20 0.8389 2.76638

Notes: (a) ¢, b and © Indicate the significance level of 1%, 5%, and 10%, respectively.

(b) N=920 (c) F-statistic=13.19%

2.190

(d) Adjusted R-Square=0.2415.

(e) Durbin-Watson D =
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As shown in Table 1, variance inflation factor (VIF) values of all independent predictors in the
regression model are much less than 10 (Hair et al., 1998). Therefore, there is no serious
multi-collinearity among the predictor variables in this study (Belsey et al., 1980; Neter et al., 1996). In
addition, Durbin-Watson D statistic is 2.190 close to 2, which indicates there is no significant
autocorrelation problem. Further, corporate debt financing (dTDTA) is significantly related to the
variables of free cash flow (FCFTA), sales growth (gS), profitability (EBITTA), and firm size (/nS) in
our regression model. The findings on the effects of firm characteristics on corporate debt financing are
generally similar to those found by most of previous work. However, corporate debt financing is not
significantly related to industry characteristics (INDU), which is similar to the conclusion of Titman
(1984) and the result of Titman and Wessels (1988) but not consistent with the result of Chu et al.
(1992) in a Taiwanese empirical study. The conflicting finding of industry characteristics is probably
due to no inclusion of economic conditions in the study of Chu et al. (1992). Our result provides
supporting evidence on the finding of Balakrishnan and Fox (1993) that industry factor on corporate
debt financing is not as important as the factors of firm characteristics. On the other hand, corporate
debt financing is also negatively but not significantly related to economic conditions (EC), which
indicates that corporate debt financing in the expansionary period is not significantly higher than that in

the recessionary period. The finding does not support the conclusion of agency theory.

As for the interactions between firm characteristics and industry Characteristics, we find that
industry characteristics have impact on some relationship between firm characteristics and corporate
debt financing. Corporate debt financing is statistically significant and negatively related to the
interaction between free cash flow and industry characteristics (i.e. FCFTAXINDU) and positively
related to the interaction between firm growth and industry characteristics (i.e. gSXINDU). Our
results indicate that the relationship between free cash flow and firm growth, and corporate debt
financing is augmented by the impact of industry characteristics. On the other hand, corporate debt
financing is statistically significant and positively related to the interaction between nondebt tax shield
and industry characteristics (i.e. DepTAXINDU), which indicates that the effect of nondebt tax shield
on corporate debt financing is affected by industry characteristics. As a whole, our results support the
findings of Hall et al. (2000).

Similar to the interaction between firm characteristics and industry Characteristics, we find
significant effects of interactions between some firm characteristics and economic conditions (i.e.
FCFTAXEC, gSXEC, and EBITTAXEC). Our results indicate that the effects of free cash flow and
profitability on corporate debt financing is augmented by the impact of economic conditions. In
addition, note that the effect of firm growth on corporate debt financing is altered by the impact of
economic conditions. In brief, our finding supports the results of Ferri and Jones (1979) and provides
further evidence on the impact of economic conditions on corporate debt financing. Moreover,
corporate debt financing is not significantly related to the variable (INDUXEC) for interaction between
industry characteristics and economic conditions, which indicates that economic conditions have no
impact on the relationship between industry Characteristics and corporate debt financing. Our

industry classification might be too crude to examine it. We suggest that other operational definition
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of industry characteristics may be used in future research to reexamine the interaction effect.

5. CONCLUSION

This paper investigates the interaction effect of firm and industry characteristics and economic
conditions on corporate debt financing, which is ignored or partly rather fully integrated examined by
previous studies. The results of this exploratory study indicate that some of the relationship between
firm characteristics and corporate debt financing is influenced by the impact of industry characteristics
and economic conditions. Surprisingly, some relationship between firm characteristics and corporate
debt financing can be altered by the impact of economic conditions. However, we find no significant
effect of industry characteristics, economic conditions and the interaction between industry
characteristics and economic conditions on corporate debt financing. In addition, the findings suggest
that the change in total debt ratios is to a large extent explained by other important factors that are not
included in our model and most of previous studies as well. Therefore, future research could include

other financial and non-financial factors for further evidence.

Based on the findings on the interaction effects in this paper, we suggest that firms should take
into account the characteristics of industries in which they operate and the economic conditions in
which they are and they are expected to be in the future. In particular, some effects of firm
characteristics on corporate debt financing can be altered by economic conditions. At the moment we
have no proper explanation for the result, which is left for future research to investigate why it does this
way. Finally, our model investigates the interaction effect in this study on the basis of linear
relationship between dependent variable and independent variable. We found no effect of interaction
between industry characteristics and economic conditions; however, the other forms of interactions

between them may be investigated in future research.
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ABSTRACT

The main purpose of this paper was to discuss the earning change in different operational scale in
online auction of female attire and clothing fitting. The results verified that the gross income and
profitability of small-scale firms are in the state of instability, but being in the state of stability and
keeping continuous growth under larger scale firms. Furthermore, the gross income and profitability of
female attire and clothing fitting in different operational scales were significant difference. It clearly
showed that the scale of Online Auctions influences the gross income and profitability. From the
estimation of data curve, based on monthly calculation, the positive value of growth rate coefficient b
has demonstrated that the gross income and profitability of merchandise category of female attire and
clothing fitting have a positive tendency of continuous growth. In addition, the estimate of b (1.6) has
fully shown that the growth rate of this period is e'® times of the previous period. Thus, this research
provides very useful and valuable information to help those firms or persons that will undertake Online
Auctions to evaluate the capital financing and pre-assess the break-even balance.

Keywords: Online Auctions, Growth Curve of Gross Income, Operational Scale

1. INTRODUCTION

Along with internet of widely accepted, the affixture brought is more and more also worth,
through the network, consumer can at any time, anywhere, to collect the product information needed
(Klein, 1997). Furthermore, the consumers have become much deeper dependence on the Internet
service than ever. Thus, many different types of buying stuff on the Internet have been set up, and have
also created a very good commercial opportunity to enlarge their perspectives and increase competitive

businesses’ advantage.

In the last few years the network auctions market to receive the attention, causes increasingly
many people to operate the network auctions store, although the network auction behavior may bring
the huge opportunity, but this does not mean all networks to auction the business all to be able to make
a profit. The main of the cause is the competition to be increasingly intense in online auction market; in
addition the consumers compare the price easily, and the low shift cost, therefore the business easy to
carve up the market. According to the statistics was engaged in the network to auction below two years

the business to have 30% still to be at the loss condition, because consumer to individual electronics
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store the loyalty is low. (Chen, etc., 2005)

Although Online Auctions can create a good commercial opportunity to make profits, the
profitability of Taiwanese Electronics Shop from 2005 to 2006 has clearly shown, based upon the MIC
(Market Intelligence & Consulting Institute) surveys, that only 25% Electronics Shops have made
profits, 53% being in the state of loss, and 22% being in the state of break-even balance in 2005. In
2006, only 27% Electronics Shops have made profits, 42% being in the state of loss, and 31% being in

the state of break-even balance.

Management magazine referred to the enterprise diagnosis of the cause and is one of the key
indicators of financially unstable, and their cash flow problems. We can know the cash flow is one of
the key with impact factor among them, cash flow can the true reflection enterprise holds how much

cash at that moment, and be advantageous to a flexible use.

Based on discussing in the concept of the sustainable operation, this study is concerned essentially
with Yahoo Auctions market in the female attire and the clothing fitting this item of commodity
category business income condition. By cash inflow concept of that, deduced in the revenue of online
auctions in different operational scales, and by the revenue obtained to estimate the amount of online
auction the female attire and the clothing fitting commodity category of earning growth curve. Try to
provide investors into this industry when needed to take into account inputs of capital and time

reference information.
2. METHODOLOGY

This section will be input by operators of online auction, for a single commodity the revenue
information in different scale of operation. A single commodity in the online auction cause by curve is

estimated to get and draw the earning growth curve.

2.1Research object
MIC (Market Intelligence & Consulting Institute) has practiced an analysis with respect to the
ratio of the number of cyber friend (or internet friend) Online Auctions to the number of total cyber
friend in 2007. The results have clearly shown that Yahoo Auctions have become the most important
Online Auctions in Taiwan so far, having 87.1% market share. The main purpose of this research was to
obtain a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>