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Abstract

Both contractual and relational governance are equally important tools to govern inter-firm relationship. Yet how
dependency of the buyer can build trust to govern collaboration with suppliers to overcome economic challenges
has not been fully explored. In response to the shortfall, this study uses a survey of 175 alliances between
construction firms and material suppliers in Nepal. Structural equation modelling (SEM) was conducted to test
the proposed hypotheses. The findings indicate that despite the presence of proper legal system in Nepal yet
the parties in inter-firm exchange prefer relational trust to efficiently manage their relationship and pursue further
collaboration. The findings also suggest that the relational trust serves as mediating variable between perceived

dependency and exchange of information that would result long term collaboration between buyer and supplier.

Keywords: Buyer and Supplier, Perceived Dependency, Relational Governance, Contractual

Governance, Collaboration, Trust, and Inter-organizational Relationship.
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1. Introduction

In last several decades, a gamut of studies focusing on inter-firm relationship between buyers
and suppliers have shown that the development of strong dyad ties with limited suppliers can
lead to ultimate exchange performance, proper exchange of information, reduced transaction
costs, transfer of knowledge, and value creation (Zhang, Li, & Huang, 2017; Drivers and
Outcomes in International Marketing Channels, 2016; Poppo, Zhou, & Li, 2016; Griffith,
Hoppner , Lee, & Schoenherr , 2017; Ju & Gao, 2017; Griffith & Zhao, 2015; Khan, Shenkar,
& Lew, 2015). Firms enter inter-firm relationship with another firm to minimize their
dependence on external environment (Pfeffer & Salancik , 2003; Hillman, Withers, & Collins,
2009). A repeated exchange ties with limited number of supplier foster exchange efficiency
reducing opportunism (Williamson O. E., 1996), develops trust (Zaheer, McEvily , & Perrone,
1998), interorganizational routines (Dyer & Singh, 1998), and social connectedness between
individuals and firms (Uzzi, 1999; Levinthal & Fichman, 1988). However, it is important that
the inter-firm relationships between buyers and suppliers are managed efficiently (Griffith &
Zhao, 2015; Barnes, Leonidou, Siu, & Leonidou, 2015; Johnston, Khalil, Jain, & Cheng, 2012;
Seggie, 2012), as the inter-firm dyad along with advantages are exposed to opportunism and
malfeasant behavior which can hinder exchange relationships (Barnes et al. 2015).

Contractual and relational governance are the two important governing mechanisms that have
drawn the attention of scholars in the context of managing inter-firm relationships. These two
governing mechanisms have been widely discussed to cope with opportunism and
misunderstanding (Zhang, Li, & Huang, 2017; Wathne & Heide, 2000; Vlaar, Van Den Bosch,
& Volbcrda, 2006). Contractual governance refers to reliance of formal written contract prior
to entering exchange relationships. Resorting to transaction cost economy it advocates use of
formal control to manage inter-firm exchange relationship (Williamson O. E., 1985), such as
use of formal rules and procedures of collaboration to ensure accountability of exchange
partners (Dahlstrom & Nygaard, 1999; Zhang, Li, & Huang, 2017). In contrast, relational
governance emphasizes on relational aspects of economic transactions assuming all economic
action characterized by social relation (Granovetter, 1985). This mode of governance favors
informal, social interaction with an exchange partner to develop atmosphere to yield relational
norms (Bello et al. 2010). In last several years, large body of research have contributed the
efficacies of both contractual and relational governance in inter-firm relationship (Zhang, Li,
& Huang, 2017; Ju & Gao, 2017; Griffith & Zhao, 2015; Poppo, Zhou, & Li, 2016). Some
studies have argued that contractual governance facilitates relational governance (Abdi &
Aulakh, 2017; Garbade et al. 2016; Tepic et al. 2011; Poppo & Zenger, 2002). Whereas others
concluded that the choice of governance largely depend on level of asset specificity, property-
based asset, opportunistic behavior, relational history, culture, risk, uncertainty, and power
(Bonatto, de Resende, & Pontes, 2020; Mellewigt, Madhok, & Weibel, 2007; Reuer & Arino,
2007; Murray, 2001). However, few studies have examined the effect of dependency of buyer
to forge trust as governing mechanism to manage inter-firm relationships. This is important
because despite establishment of proper legal system in Nepal, yet parties in exchange
relationship opt for relational governance rather than written contract. This is partly because of
the lengthy procedure and high cost involved in court settlement. Also in certain context, it has
been concluded that formal contract signal distrust and create breeding ground for opportunism
(Cavusgil , Deligonul , & Zhang , 2004).
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In response to these shortcomings and as research objectives, this study investigates two issues
pertaining to inter-firm relationship and governance. First, drawing on inter-firm exchange
governance literature, we advance buyer-supplier relationship literature (Poppo, Zhou, & Li,
2016; Zhang, Li, & Huang, 2017; Elfenbein & Zenger, 2017; Griffith & Zhao, 2015; Ju & Gao,
2017; Griffith, Hoppner , Lee, & Schoenherr , 2017) by developing and testing a model
exhibiting how perceived dependency of a buyer can act as an antecedent condition to initiate
inter-firm exchange with a supplier, building trust as governing mechanism to foster
collaboration. Our findings suggest that the relationship between perceived dependency and
information exchange is mediated by trust, and the relationship between perceived dependency
and trust is mediated by frequency of communication between buyer and supplier.

Second, this work investigates the importance of efficiently governing inter-firm relationship,
as such relationship can expose parties to opportunism and uncertainties. The result indicated
that despite existence of proper legal system in Nepal to settle dispute between parties, yet
parties in exchange relationship prefer to rely more on relational trust than on written contract.
This is because in a network of buyers and suppliers, where economic action is characterized
by social relation (Granovetter, 1985), trust, reputation, and prior ties govern such exchange
relationship (Uzzi, 1997; Uzzi, 1999).

The remainder of the article is organized as follows: First, we briefly explain the theoretical
background in constructing our conceptual model. We then present the series of hypotheses
derived from the conceptual model. The hypotheses are then tested with a survey of Nepalese
construction companies (buyers in this context) reporting on their exchange relationship with
their primary supplier (both domestic and international). We present the result followed by a
discussion of theoretical contribution and managerial implications. Finally, we discuss the
research limitations and direction for future research.

2. Theoretical Background

Perceived dependency and relational governance

Both contractual and relational governance are equally important in managing inter-firm
relationship. Indeed, contractual governance facilitates relational governance (Abdi & Aulakh,
2017; Garbade et al. 2016; Tepic et al. 2011; Poppo & Zenger, 2002). However, some studies
have attributed level of asset specificity, property-based asset, opportunistic behavior,
relational history, culture, risk, uncertainty, and power (Bonatto, de Resende, & Pontes, 2020;
Mellewigt, Madhok, & Weibel, 2007; Reuer & Arino, 2007; Murray, 2001) in determining the
choice of governance. In the context of buyer and supplier relationship, it is important to note
that most studies have considered resource based-view, a resource within the firm, through
which firms create competitive advantage, and hence form alliance (Skarmeas, Zeriti, & Baltas,
2016; Poppo, Zhou, & Li, 2016; Khan, Shenkar, & Lew, 2015; Griffith, Hoppner , Lee, &
Schoenherr , 2017; Griffith & Zhao, 2015; Elfenbein & Zenger, 2017). However, firm enter
inter-firm relationship with supplier not only because of the resources within the firm but also
to have access to resources which they cannot solely create. In a network, buyer can rely on
one supplier for uninterrupted supply of resources, and therefore are highly dependent (Stern,



Page |10 Development Economic Review

Ansary , & Coughlan , 1996). Hence, perceived dependency, in this context, is the extent to
which the buyers are dependent on the supplier for supply of resources (Skinner, Donnelly Jr,
& Ivancevich, 1987). The over dependence of buyer on supplier can lead to power asymmetry
in an exchange relationship, where supplier can exert great deal of pressure on buyer, however
in a network where the buyer is linked to association and has number of years in business, and
market share, such influence from supplier can dramatically decrease (Skinner, Donnelly Jr, &
Ivancevich, 1987). Hence, we argue that the extent of dependency of a buyer can lead to
relational governance in exchange relationship.

Relational governance mechanism

In inter-firm governance literature, relational governance mechanisms refer rules and informal
norms characterized by trust where partners in exchange relationship rely on them to make
crucial decision (Garbade , Omta, & Fortuin, 2016). It stems from the values, and social norms
developed through interactions in social relationship (Granovetter, 1985; Poppo & Zenger,
2002). This aspect of governance emphasizes self-enforcing safeguards through social
interaction and control in order to curb opportunism (Dekker, 2004). Opportunism involves
behaviors such as cheating, hiding or distorting information, reneging on both tacit and stated
commitments, and unwilling to fulfill obligations both intentionally and unintentionally (Jap
& Anderson , 2003). Although up front written contract drawn between buyers and supplier
may assume all possibilities (Klien, 1980), however ability to draft such complete contract is
limited due to bounded rationality of the parties in exchange relationship (Dekker, 2004; Gulati
& Singh, 1998; Williamson O. E., 1985). Hence, where written contract fails to accommodate
all possibilities of opportunism, such gap is filled by relational trust. Trust is regarded as the
alternative mode of governance, a key concept of relational governance (Tepic, Omta,
Trienekens, & Fortuin, 2011).

Trust is defined as a confidence or positive expectation displayed by a parties toward each
other’s behavior, and willingness to expose oneself to the risk and vulnerability associated with
interdependence in an exchange relationship (Bhattacharya , Devinney , & Pillutla , 1998; Das
& Teng, 1998; Hagen & Choe, 1998; Jones & George, 1998). As formal governance is
associated with high cost, trust is an alternative mode of governance which is less costly and
less formal (Gulati & Nickerson , 2008). As buyer becomes aware of uncertainty ahead, the
choice of supplier is more likely based on accumulated trust of prior relationships (Hoetker,
2005). Such trust generated from prior relationship can alleviates fear of sharing valuable
information, creating favorable ground for sharing information and coordination (Krishnan ,
Martin, & Nooderhaven, 2006). Additionally, trust act as significant factor in enhancing the
impact of contextual factors on both governing mechanism and exchange performance
(Bonatto, de Resende, & Pontes, 2020). It is a crucial governing mechanism of relational
governance having strong association with exchange performance (Ferguson , Paulin, &
Bergeron , 2005).
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Exchange of information

As long-term relationship between buyer and supplier develops, the expectation of
uninterrupted supply of goods and services also develops. Such exchanges between buyer and
supplier also subsume sharing of information that are crucial for continuity of exchange
relationship. The success of such relationship depends on the degree to which two parties are
involved in design and production of components, exchange business and technical
information, and coordination of decision, action and effort (Paulraj , Lado, & Chen, 2008).
Proper information sharing can bring several benefits to both the parties, as they can
maximizing potential opportunities, reducing transaction cost, lowering stock level, and
improving cash flow (Lee, Whang, & Padmanabhan, 1998). As buyer-supplier relationship
often resembles arm’s-length ties (Cabigiosu & Camuffo, 2012), an atomistic relation between
two parties, there is increasing evidence that how extensive sharing of information eliminates
such vertical integration promoting cross-firm learning and problem solving (Helper,
MacDuffie, & Sabel, 2000). Therefore, exchange of information in this context refers to the
extent buyer shares information with supplier concerning their operation, projects, sales
performance, and other information that are sensitive and crucial if leaked could deter their
relationship (Howard & Squire, 2007; Cabigiosu & Camuffo, 2012).

Buyers’ satisfaction

The main objective of this study is to show how perceived dependency of buyers initiate inter-
firm exchange with their respective suppliers. Previous studies, in determining exchange
performance have considered two dimensions: buyer perspective and supplier perspective
(Cabigiosu & Camuffo, 2012; Ju & Gao, 2017; Chen, Paulraj, & Lado, 2004). For the purpose
of this study, we adopt buyers’ perspective as in many industries, it is the buyer that choose
their supplier based on the quality of product and services, and the value they achieve in
exchange relationship (Skarmeas, Zeriti, & Baltas, 2016; Ju & Gao, 2017; Zhang, Li, & Huang,
2017). Moreover, prior studies on exchange relationship have shown that research can be
successfully conducted from single perspective in the relationship (Ju & Gao, 2017; Bello,
Katsikeas, & Robson, 2010; Zhou & Xu, 2012). Hence, in this context, buyers’ satisfaction
refers to the extent to which the buyer is satisfied with supplier in terms of product and services,
technology used in manufacturing, and the degree of flexibility offered (Cabigiosu & Camuffo,
2012).

Collaboration

Prior studies in inter-firm management have shown that collaboration, interdependence, and
integration are the major determinants to forge cooperative relationship and remove
organizational boundaries (Howard & Squire, 2007; Cabigiosu & Camuffo, 2012; Mitsuhashi
& Greve, 2009; Paulraj , Lado, & Chen, 2008). Inter-organizational collaboration serves as a
relational competency to enhance exchange performance in buyer-supplier relationship
(Paulraj , Lado, & Chen, 2008). Organizations can foster collaboration through mechanisms
such as structure, processes, and skills for bridging organizational and interpersonal difference
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(Powell & DiMaggio, 2012). Indeed, the journey from atomistic, price focused, and non-
relational short-hand ties to multidimensional, long-term, socially embedded, personal ties is
only possible when there is an environment for collaboration between organizations. An inter-
firm alliance is only possible when two or more organization see collaboration as beneficial,
so both organizational goals and external opportunities jointly determine alliance formation
(Mitsuhashi & Greve, 2009). These organizational goals include product innovation through
intense communication and information sharing.

Figure 1: Conceptual framework

Frequency of HaD
communicatio
H1 / n H2B l
\‘ H3A H3E
B H3C )
Perceived E Buyer’s .
. xchange of . : Collaboration

Dependency Relational Trust | information satisfaction ——

Ease of
Communicat
ion

Hypotheses development

Perceived dependency and frequency of communication

Resource dependency theory (RDT) posits that organization in order to reduce their
environmental dependency enter exchange relationship with a supplier (Pfeffer & Salancik ,
2003; Hillman, Withers, & Collins, 2009). This argument is based on the assumption that very
few organizations can create their own resources. However, such dependency on another
organization for resources can create two challenges (Heide, 1994). First, such pursuit of
gaining resources can lead to potential exploitation by the supplier (Heide, 1994; Zhong, Su,
Peng, & Yang, 2017). Second, it creates uncertainty for organizations, given that resources
that flow are not under the firm’s control (Heide, 1994). Hence, in order to circumvent such
challenges organizations, enter exchange relationship with their supplier with whom they
have had prior transaction. Such, exchange relationship foster collaboration where
organizations can bridge interpersonal and institutional differences (Howard & Squire, 2007).
Organization often socializes with their supplier to create favorable environment for
collaboration and long-term exchange relationship. Hence following hypothesis is proposed:

H1) Perceived dependency is positively associated with frequency of communication.
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The role of socializing in developing relational trust

Previous research on exchange relationship between buyer and supplier have suggested that
such exchange relationship is exposed to opportunism, malice, deceit, and other external
threat (Barnes, Leonidou, Siu, & Leonidou, 2015; Elfenbein & Zenger, 2017; Griffith &
Zhao, 2015; Ju & Gao, 2017). The upfront contract drawn between parties to foresee all
possibilities and specify each party’s obligation is incomplete, and rarely possible (Williamson
0. E., 1975; Klien, 1980; Dekker, 2004; Gulati & Singh, 1998). This is because many
activities that hinder exchange relationship are noncontractible (Hart, 1995). In order to,
overcome unforeseen possibilities, organizations can either pursue vertical integration such as
hierarchy (Williamson O. E., 1985) or opt for repeated transaction with one supplier
(Elfenbein & Zenger, 2017).

According to the social embedded theory (SET), in the modern industrial society, all economic
action is characterized by social relations (Granovetter, 1985). This embeddedness argument
stresses that instead of pursuing economic gain through guile and opportunism, parties rely on
personal relations and networks of such relations. Hence, exchange relationship is governed
by mechanism such as social norms and unwritten rules based on trust (Garbade , Omta, &
Fortuin, 2016). However, trust is not built overnight, it takes series of communication and
historical successful transaction for one party to have complete trust on another. Trust, in
economic action, develops from solid personal relation within a network preventing
opportunistic behavior (Granovetter, 1985). Such enforcement of obligations, promises, and
expectations developed through repeated communication and interaction facilitates norms of
flexibility, solidarity, and information exchange (Poppo & Zenger, 2002). It has also been
assumed that all misunderstanding relating to exchanges can be clarified through trust that is
developed from higher frequency of communication (Garbade , Omta, & Fortuin, 2016). For
buyers and suppliers to communicate freely and share information and knowledge it is
important that there exists ease of communication, which is only possible when there is trust
between them (Garbade , Omta, & Fortuin, 2016). Any staff from buyer’s organization should
be able to communicate freely vide telephone, email, or face-to-face to concerned staff from
supplier’s organization. Therefore, it is hypothesized:

H2A) Frequency of communication is positively associated with ease-of-communication
H2B) Frequency of communication is positively associated with relational trust.

H3C) Relational trust is positively associated with ease of communication.

The role of trust in developing collaboration

The success of buyer-supplier relationship depends on the extent to which they collaborate,
integrate, and are interdependent to each other (Howard & Squire, 2007). Indeed, collaboration
along with buyer’s satisfaction is the key aspects of evaluating exchange performance. Hence,
it is essential for organizations to build organizational structures that are favorable for
collaboration (Powell & DiMaggio, 2012). One of the key aspects of organizational structures
is information exchange. In this context, exchange of information refers to interaction between
buyer and supplier concerning the operation, projects, sales performance, and other information
relating to values and ethics.
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As network serves as conduit for information sharing (Gulati, 1995), such freely sharing of
information between buyer and supplier requires trust. Preexisting trust between parties
enhances information sharing under any mode of governance (Gulati & Nickerson , 2008).
Trust plays an essential role in and exchange relationship, such as both interpersonal and
interorganizational level can strengthen an exchange dyad by reducing transactional cost,
overcoming bounded rationality and information asymmetries, and reducing conflict (Zaheer,
McEvily , & Perrone, 1998). Organizations are more likely to deal with the same organization
from the past relations as it is assumed that the price of information is cheap, accurate,
trustworthy, and it is expected that there lies no opportunistic behavior (Granovetter, 1985).
Therefore, the performance of exchange relationship between buyer and supplier depends upon
the amount of information exchanged between them (Cabigiosu & Camuffo, 2012; Bonatto, de
Resende, & Pontes, 2020). Also trust, which is a governing mechanism of relational
governance, has a strong association with exchange performance (Ferguson , Paulin, &
Bergeron , 2005).

The key ingredients of effective exchange relationship are collaboration and interdependence
(Howard & Squire, 2007). However, the effect of interdependence on exchange performance
can only occur when it is characterized by the quality of information exchanged between buyer
and suppliers (Gulati & Sytch , 2007). Inter-organizational communication serves as a
relational competency to enhance exchange performance (Paulraj , Lado, & Chen, 2008).
Therefore, the quality of information can lead to buyer’s satisfaction, which is the key aspects
of measuring exchange performance. Past studies on exchange dyad, have suggested that the
relationship outcomes are based on how buyer perceives supplier’s practices (Sa Vinhas, Heide,
& Jap, 2012; Skarmeas, Zeriti, & Baltas, 2016; Ju & Gao, 2017; Zhang, Li, & Huang, 2017).
Hence, in this context, buyer’s satisfaction refers to the extent to which buyer is satisfied with
supplier in terms of product and services, technology used in manufacturing, and the degree of
flexibility offered in exchange relationship. The degree of perceived satisfaction from buyers’
perspective can lead to successful collaboration. As interdependence theory predicts that
organizations enter exchange relationship to manage resource through cooperation (Pfeffer &
Salancik , 2003), in the context of buyer-supplier relationship trusting a resourceful supplier
can help buyer achieve goal such as product innovation. Therefore, it is hypothesized that:

H3A) Relational trust is positively associated with exchange of information
H3B) Relational trust is positively associated with buyer’s satisfaction

H3C) Exchange of information is positively associated with buyer’s satisfaction
H3D) Exchange of information is positively associated with collaboration

H3E) Buyer’s satisfaction is positively associated with collaboration
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3. Method

Data Collection

We collected data to test our hypotheses in Nepal. We chose construction industry in Nepal,
as this industry makes substantial contribution to the nation’s GDP, making average 30% of
total government spending. This industry is categorized into four categories: 1) Class ‘A’; 2)
Class ‘B’; 3) Class ‘C’; and 4) Class ‘D’. The classification is based on the capital, total
number of projects completed, and number of qualified staff. The data collection was
conducted in the year 2022 A.D from July to December. We received a great help from FCAN
(Federation of Contractor’s Association of Nepal). The person responsible was requested to
provide the list of the members/companies in the association. The list constituted 270
construction companies out of which 143 were class “A” companies, 40 were class “B”, 35
were class “C”, and 52 were class “D”. The unit of analysis is at a dyadic inter-organizational
level. Out of the list of 270 companies, we managed to collect 175 responses, which can be
considered an adequate sample size. We first developed an English version of the
questionnaire and translated the survey to Nepali. An independent translator was consulted to
ensure clarity and correctness of the wordings used in Nepali version (Hoskisson, Eden, Lau,
& Wright , 2000; Mullen, 1995; Ju & Gao, 2017). Indeed, both versions were sent together as
some respondents preferred English version to Nepali version.

In this study, we collected data from contractors only (in this case ‘buyers’). As in many
previous studies, it has been proven that studies on inter-firm relationship can be successfully
conducted with one side in the relationship (Bello, Katsikeas, & Robson, 2010; Zhou & Xu,
2012; Ju & Gao, 2017). Provided that the respondents are knowledgeable and has substantial
experience in inter-firm relationship, such one-sided research is valid and can deliver
meaningful insights (John & Reve, 1982). And since “organizations do not communicate;
people do” (Paulraj , Lado, & Chen, 2008), it has been presumed that individual opinion on
dyadic relationship issues will be a function of their organizational roles (Paulraj , Lado, &
Chen, 2008; Ring & Van de Ven, 1994). Also individuals assuming key positions in their
respective organizations are more informed concerning the various issues of inter-firm
relationships (Paulraj , Lado, & Chen, 2008).

The survey was conducted in two phases. The first phase entailed the participation of business
associates to assess the clarity, structure, length, and ease of use of questionnaires. We
conducted pilot study with 10 prominent contractors. Respondents not only answered all the
questions but also provided their insights, and comments concerning the design and structure
of the questionnaire. Based on their comments and remarks we finalized the questionnaire.
The second phase involved both visual and aural communication to improve response rate.
Visual communication was conducted through emails using google forms, with an option for
both English and Nepali versions. Those respondents who were not reachable through emails
were personally handed questionnaires in their offices as well as in the corporate office of
FCAN. The lower echelon staffs from FCAN agreed to help collect the responses from the
contractors. Hence, the questionnaires were left in the office of FCAN as most contractors in
the list often visited the office to attend meetings organized by association of FCAN. The
staffs in FCAN collected majority of the responses in excuse of the meetings. The aural
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communication focused on non-respondents, which involved follow-ups through telephone
calls as a reminder which was structured to maximize the response rate (De Leeuw, 2005).
The confirmed population of 270 required a sample size of 159 at a 95% confidence level and
a 5% margin of error. Of the confirmed population of 270, 176 responses were received which
exceeded the sample size of 159 (Table 1). A total of 7 responses were discarded due to
incomplete information resulting in a net response of 169.

Table 1: Classification of collected data

Frequency Percent \Valid Percent Cumulative Percent
Valid |l Class A 61 34.7 34.7 34.7
2 Class B 28 15.9 15.9 50.6
3 Class C 29 16.5 16.5 67.0
4 Class D 58 33.0 33.0 100.0
Total 176 100.0 100.0

Measures

Perceived Dependency. We measured perceived dependency using Skinner et al.’s (1987)
seven-item scale which assesses perceived dependency pertaining to (1) product delivery, (2)
product supply, (3) product information, (4) price information, (5) field staff assistance, (6)
financial assistance, (7) loan counseling, and (8) equipment supply. All eight items loaded
onto a single factor (Cronbach’s a = 0.85)

Frequency of communication. We measured frequency of communication by adapting
Garbade et al.’s (2016) seven-item scale, which operationalized frequency of communication
pertaining to (1) telephone contact, (2) email contact, and (3) face-to-face contact. All three
items successfully loaded onto a single factor (Cronbach’s a = .609). Values above .7 is
acceptable; however, in this case, the alpha is just below .7. Since the items measuring this
factor is less than 10, it is quite difficult to get the value above or equal to .70 (Pallant, 2007)

Relational trust. We measured relational trust using Garbade et al.’s (2016) seven-item scale,
which evaluates relational trust pertaining to (1) promises kept by the supplier, (2) supplier
makes no excessive request, (3) sincerity of supplier, (4) makes no decision that adversely
affects the relationship, (5) makes decision that favors buyer’s welfare, and (6) reliability of
the supplier. All six items loaded onto a single factor (Cronbach’s a = .83)

Ease of communication. We operationalized ease of communication by adopting Garbade et
al.’s (2016) seven-item scale, which measured ease of communication pertaining to (1)
accessibility to supplier’s organization, and (2) risk of leaking confidential information. All
two items loaded onto a single factor (Cronbach’s a = .44). The a value is less desirable,
which is far below the recommended value, this is because the number of items measuring the
factor is only 2. Hence, it is difficult to achieve the desired value for scales with a small
number of items (Pallant, 2007).

Exchange of information. We measured exchange of information using Cabigiosu &
Camuffo’s (2012) seven-item scale, making some adjustment that fit our context, which
assesses exchange of information pertaining to information concerning (1) new construction
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project, (2) inventory level, (3) project plan/demand forecast, (4) performance parameters of
the project, (5) the cost breakdown structure of the projects in hand, (6) delivery schedules
and other supply services, (7) project capacity and its level of saturation, (8) changes in
volume, mix and sequencing of your current projects, and (9) key financial ratios. All nine
items loaded onto a single factor (Cronbach’s a = .88).

Buyer s satisfaction. We measured buyer’s satisfaction by adopting Cabigiosu & Camuffo’s
(2012) seven-item scale, which operationalizes buyer’s satisfaction pertaining to supplier’s
(1) product and services, (2) technology, (3) quality of supply services, (4) price of product
and services, (5) flexibility in customization and modification, (6) batch size, and (7) order to
delivery lead time. All seven items loaded onto a single variable (Cronbach’s o = .837)

Collaboration. We operationalized collaboration using Powell & DiMaggio’s (2012) seven-
item scale, making minor changes that fit our context, which measures collaboration
pertaining to (1) loyalty, (2) face-to-face communication and planning, and (3) high level
corporate communication. All three items loaded onto a single factor (Cronbach’s o =.718)

Analysis Procedure

We conducted reliability and validity test via CFA using AMOS statistical software. The first
order CFA model included perceived dependency, frequency of communication, ease of
communication, relational trust, exchange of information, satisfaction, and collaboration. To
ensure the good model fit, the first measure was the x? of 1196.207 (df ( x?) = 639) with
probability of less than .0001 (p <.0001) suggesting that fit of the data to hypothesized model
is not entirely adequate. The second fit indices GFI, which value stood at .744 suggesting that
fit of the data to proposed model is satisfactorily adequate. The third indices IFI = 813
implying that fit of the data to proposed model is adequate. Likewise, CFI and RMSEA values
stood at .809 and .072 indicating adequate fit (Figure 2).
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Figure 2: Overall analysis of first order CFA model
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The factor loadings for each indicator on its respective constructs are statistically significant
(p <.001), and there is no evidence of cross loading, thus providing support for the
dimensionality and convergent validity of the constructs. The composite reliability of each
construct ranges from 0.45 to 0.89. All the construct are above the .60 recommended cut off
(Bagozzi & Yi, 1988) except for two constructs frequency of communication and ease of
communication with values less than cut off value, indicating less than satisfactory reliability.
The values for convergent validity ranges from .40 to .50 with cut off value above .50. This
indicates the convergent validity of constructs are less than satisfactory. Finally, for
discriminant validity, four constructs perceived dependency, frequency of communication,
exchange of information, and collaboration their AVEs values have exceeded the squared
correlations between all pairs of variables (Fronell & Larcker , 1981). Thus, indicating each
construct shares more variance with its measures than with other construct. However, three
construct buyer’s satisfaction, ease of communication, and relational trust their AVE values
have not exceeded the squared correlations, hence revealing mediocre discriminant validity.
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Table 2: The criteria of good fit (first order model)

Indices Criteria Statistical results
Good model fit for all criteria

x? p=>0.05 0.000

CMIN/DF Close to 1.00 1.82

GFI Close to 1.00 0.744

CFI Close to 1.00 0.809

SRMR <0.05 0.062

RMSEA <0.08 0.072

Table 3: Composite Reliability, Convergent Validity, and Discriminant Validity

CR AVE MSV MaxR(H) Satis PED Freqg EOCOM Trust InfoExg Colab
Satis 0.833 0.418 0.623 0.838 *0.64
PED 0.842 0.402 0.305 0.848 0.494 *0.646
Freq 0.632 0.369 0.305 0.654 0.497 0.552 *0.60
EOCOM 0.450 0.290 0.623 0.450 0.789  0.402 0.469 *0.539
Trust 0.833 0.454 0.593 0.836 0.734  0.468 0.371 0.770 *0.67
InfoExg 0.898 0.500 0.415 0.910 0.643 0.452 0.435 0.644 0.552  *0.707
Colab 0.720 0.462 0.438 0.721 0.662  0.402 0.289 0.551 0.640 0.481 *0.68
Criteria
CR = Composite Reliability CR>0.70
AVE = Convergent Validity AVE > 0.50

*Discriminant Validity

4. Hypothese

s Testing and Results

If square root of AVE > Inter-construct Mean

Prior to testing of hypotheses, the overall model fit of second order CFA was conducted with
respect to one or more goodness-of-fit measures. The model fit was assessed using six overall
indices of fit as shown in Figure 2 and summarized in Table 2 accordingly.

Table 4: Variables and their codes

S.N. Name of the variables Codes

1 Perceived Dependency PED

2 Frequency of Communication Freq

3 Ease of Communication ECOM
4 Relational Trust Trust

5 Exchange of Information InfoExg
6 Buyer’ Satisfaction Satis

7 Collaboration Colab
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Figure 3: Overall results of analytical model
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Table 5: Path coefficients among variables in terms of total direct and indirect effects

Variables Effect Perceived Frequency Relational Exchange Buyer’s Colla Ease of
Depende  of Commu Trust of infor Satis boration Commu
ncy nication mation faction nication
Frequency of DE 0.642 0.000 0.000 0.000 0.000 0.000 0.000
communication IE 0.000 0.000 0.000 0.000 0.000 0.000 0.000
TE 0.642 0.000 0.000 0.000 0.000 0.000 0.000
Relational Trust DE 0.000 0.502 0.000 0.000 0.000 0.000 0.000
IE 0.322 0.000 0.000 0.000 0.000 0.000 0.000
TE 0.322 0.502 0.000 0.000 0.000 0.000 0.000
Exchange of DE 0.291 0.000 0.453 0.000 0.000 0.000 0.000
information IE 0.146 0.227 0.000 0.000 0.000 0.000 0.000
TE 0.437 0.227 0.453 0.000 0.000 0.000 0.000
Buyer’s DE 0.000 0.000 0.575 0.386 0.000 0.000 0.000
Satisfaction IE 0.354 0.377 0.175 0.000 0.000 0.000 0.000
TE 0.354 0.377 0.75 0.386 0.000 0.000 0.000
Collaboration DE 0.000 0.000 0.000 0.025 0.671 0.000 0.000
IE 0.248 0.258 0.514 0.259 0.000 0.000 0.000
TE 0.248 0.258 0.514 0.283 0.671 0.000 0.000
Ease of DE 0.000 0.138 0.757 0.000 0.000 0.000 0.000
Communication IE 0.332 0.380 0.000 0.000 0.000 0.000 0.000
TE 0.332 0.518 0.757 0.000 0.000 0.000 0.000
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The first fit index was x? of 863.006 (df ( x?) = 483). For a proposed model to satisfactorily
represent the sample population, the x? value must be non-significant (p < 0.5) (Carmines &
Mclver, 1981). The significant level of 0.000 of x? of the model is below the threshold level of
0.05 indicating less than satisfactory model fit. The second fit index reported the normalized
x? (CMIN/DF), where the x? was computed according to the degree of freedom to reckon the
model fit. To ensure adequate model fit, the normalized x? value must be less than 2.0 or 3.0
maximum (Carmines & Mclver, 1981). With x? of 1.78, the model provided a satisfactory
explanation of the data. In terms of the comparative fit index (CFI) and goodness-of-fit (GFI);
the value of these two indices ranges from 0 to 1.00. The value closest to 1.00 is considered
good fit. For this model, the GFI was 0.776 and the CFI was 0.827, indicating that the model
displayed a satisfactory representation of the data.

Table 6: The criteria of good fit (Second order model)

Indices Criteria Statistical results
Good model fit for all criteria

x? p >0.05 0.000

CMIN/DF Close to 1.00 1.78

GFI Close to 1.00 0.776

CFI Close to 1.00 0.827

SRMR <0.05 0.0742

RMSEA <0.08 0.068

Next fit index, is the root-mean square residual (RMR), which in contrast, is a measure of the
variance and covariance that are unexplained in the model. The value close to 0 indicates
good fit (Brown & Cudeek , 1993). For this model, Standardized RMR was 0.0742, implying
that little of the variance and covariance was left unaccounted for by the proposed model. The
achieved value confirmed the satisfactory soundness of the model fit. Finally, the root mean
square error of approximation (RMSEA) is an estimate of the discrepancy between the
observed and estimated covariance matrices in the population. For well-fitting model, in
conjunction to RMSEA the value must be close to 0 (Arbuckle , 1995) or the cut-off point of
0.08 (Byrne, 2016). In the model, the value of RMSEA was 0.068 indicating adequate model
fit.

Referring to the findings, the model tested in this study has verified the importance of several
variables related to the buyer-supplier exchange relationship in nine hypotheses. Seven of
them were confirmed their significant correlations and were summarized overall direct and
indirect effects in Table 3

Then, hypothesis testing was performed. Seven out of nine hypotheses were confirmed with
positive relationships. The hypothesized model has a significant mediating effect on
collaboration. It can be concluded that seven out of nine hypothesized relationships, H1, H2B,
H2C, H3A, H3B, H3C, and H3E, were found to be statistically significant at the 0.05 level in
direct causal relationship, while two of them consisting of H2A and H3D were rejected. H3D
has only indirect effect through other mediating variable ( = 0.283; p > 0.05). It was found
that H2A, the results show that the direct effect of frequency of communication on the ease of
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communication in the buyer and supplier exchange relationship was not statistically
significant H2A (B = 0.518 (DE = 0.138 + IE = 0.380); p > 0.05). Thus, H2A was rejected.

The standard coefficient for the relationship represented by H1 (B = 0.642 (DE = 0.642 + IE =
0.000); p <0.05), H2B (B = 0.502 (DE = 0.502 + IE = 0.000); p <0.05), H2C (B = 0.757 (DE
=0.757 + IE = 0.000); p < 0.05) had a strong positive impact of perceived dependency on
frequency of communication a midrange variable, frequency of communication on relational
trust, and relational trust on ease of communication. These mid range variables represented
relational governance in the proposed model. The model posited that relational trust has a
strong positive impact on other two mediating variables exchange of information and buyer’s
satisfaction. H3A (f = 0.453 (DE = 0.453 + IE = 0.000); p < 0.05) and H3B (B = 0.750 (DE =
0.575+ IE = 0.175); p £ 0.05); thus, confirming H3A and H3B. Lastly, the model also
postulated that there is strong association between exchange of information and buyer’s
satisfaction and strong positive impact of buyer satisfaction on collaboration. Hence, H3C (3
=0.386 (DE = 0.386 + IE = 0.000); p <0.05) and H3E (B = 0.671 (DE =0.671 + IE = 0.000);
p < 0.05). This confirms that these two hypotheses, H3C and H3E, are statistically significant.

5. Discussion

The scope of this study was to address the gap in the inter-firm governance literature by
advancing understanding of relational governance in buyer-supplier relationship, and also an
attempt to clear the ambiguity of contractual governance vs relational governance. As such
we worked on establishing the relationship perceived dependency and relational trust. We also
showed that relational trust serves as a mediating variable between perceived dependency and
exchange of information, and buyer’s satisfaction serves as mediating role between exchange
of information and collaboration relationship. Finally, we identified the role relational trust in
creating favorable environment for collaboration. The finding provides new insight in
Nepalese context of exchange relationship, advancing the inter-firm governance literature in
several significant ways.

Theoretical Implication

The result of this study discloses new insights about the role of perceived dependency in
developing relational trust within the buyer-supplier exchange relationship. Also, our findings
attempt to clear the ambiguity in choice between contractual and relational governance from
previous studies in inter-firm governance literature (Bonatto, de Resende, & Pontes, 2020;
Abdi & Aulakh, 2017; Bhattacharya , Devinney , & Pillutla , 1998; Faems, Janssens, Madhok,
& Looy, 2008; Elfenbein & Zenger, 2017; Ju & Gao, 2017; Poppo & Zenger, 2002; Poppo,
Zhou, & Li, 2016). To date the past studies on inter-firm governance has tended to focus on
factors such as assets specificity, resource complementary, property-based asset, opportunistic
behavior, relational history, culture, risk, uncertainty, country level factors and power in
determining the choice of governance in managing inter-firm relationship (Bonatto, de
Resende, & Pontes, 2020; Mellewigt, Madhok, & Weibel, 2007; Reuer & Arino, 2007;
Murray, 2001; Griffith & Zhao, 2015). However, there has been few studies that has focused
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on dependency of buyer to forge relational trust in buyer-supplier exchange relationship,
especially in Nepalese context. Hence, to address this shortcoming, we examine and find that
frequency of communication act as the mediating variable between dependency of buyer and
relational trust.

First, we find that trust between parties in exchange relationship is not built overnight. It takes
series of transactions to make parties in relationship to trust each other. The result indicates
that when the buyer is dependent on supplier for goods and services, perceived dependency
has direct association with the frequency of buyer. We suggest this effect is mainly due to the
dependency of buyer, as the buyer becomes more dependent on supplier, they tend to
communicate more frequently with their supplier to maintain consistent supply of goods and
services. Also, such frequent communication can gradually build trust between two parties.
The result supported this notion as there was direct association between frequency of
communication and relational trust. We theorized that the as the parties in relationship build
trust, all channels for communication opens giving buyers a privilege to communicate openly
with any staffs at the supplier’s organization. The result indicated according to our prediction,
establishing positive association between frequency of communication and ease of
communication. This work extends to theoretical arguments as well as findings of Garbade et
al., (2016) that the ongoing communication between parties in alliance can open other
channels of communication giving parties a latitude to communicate any time.

Second, the results extend the inter-firm governance literature demonstrating that despite the
existence of proper legal system in Nepal to settle disputes, yet organizations prefer relational
trust to govern and manage their exchange relationship. This is because contractual
governance can be costly, and drafting legal documents can cost both parties substantially.
Besides, due to bounded rationality of the parties, to foresee all possibilities and specify every
contingency is rarely possible (Williamson O. E., 1975; Klien, 1980; Dekker, 2004; Gulati &
Singh, 1998). The result also indicated that the exchange relationship between buyer and
supplier was solely managed by relational trust, there is a strong association between
relational trust and exchange of information. This implies that rather than relying on formal
contract, it is more convenient to exchange crucial information for parties which is entirely
governed by trust. Indeed, in the network where organizations are interconnected and are
depended to each other, such actions are characterized by social reciprocity and reputation.
Hence, in order to maintain reputation and creditability, organizations renege from
opportunistic behavior. This work extends the arguments and findings of Uzzi (1997), in that
the result suggests that all economic actions are characterized by social reciprocity, where
social norms and rules act as a self-governing mechanism.

Third, the primary objective of exchange relationship is to create favorable outcomes and
reduce environmental dependency. Hence, organization enter exchange relationship to
collaborate as well as to reduce environmental dependency. The result indicates that buyer
enter exchange relationship with supplier in a hope to achieve continuous supply of goods and
services, hence they tend to share information that would benefit both the parties. Such
extensive sharing of information resulted strong and direct association between variables:
exchange of information and buyer’s satisfaction. Furthermore, collaboration between buyers
and supplier only resulted when buyers were satisfied with their respective supplier. Such
relationship adds new insights in the existing buyer-supplier exchange relationship literature.
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Practical Implication

From practical perspective, our studies can serve managers in two ways. First, it guides aspiring
managers that to do business in Nepal, one must understand that the market is governed by
network, where economic action is embedded in structures of social relations. In other words,
rather than rely on formal written contract, the parties in exchange relationship prefer relational
ties governed by social norms and rules based on trust. Hence, the organization must bide by
the norms and rules of network, and avoid actions that are deemed opportunistic and malfeasant
lest smear their reputation and credibility. Furthermore, this study also implicates managers
that trust in exchange relationship or any kind of alliances is not build overnight, it takes series
of successful historical transaction to establish exchange dyad supported by social relation.
Hence, managers willing to conduct business in Nepal, must maintain good social relation
rather on relying on formal contract. As such over reliance on formal contracts can discourage
another party in the exchange relation.

Second, the finding provides some suggestions relating to collaboration. The primary
objectives of exchange relationship are not limited to continuous supply of goods and services,
but also to have access to information that are not easily available. Such access to information
can only occur when both parties in relationship trust each other. Trust between parties can
foster an environment that are favorable for collaboration. Collaboration requires changes in
structure of both organizations to bridge organizational differences. Such differences include
cultural, structural, and operational. Hence, this study helps aspiring managers by implying that
to bridge such differences it is important to maintain intense communication that results in
developing trust, which in turn creates a favorable milieu to exchange information and
collaborate for innovation.

6. Limitations and Directions for Further Research

Although our study makes several contributions to inter-firm governance research and
practice, it is not without its limitation. First, we examined the impact of perceived
dependency on the choice of governing mechanism, and influence of relational trust on
collaboration using a cross-sectional survey, which is not only subject to common method
bias but also faces limitation in establishing causality because the study records date at single
point in time. Since, cross-sectional studies are limited to a single snapshot, preventing
researchers from tracking changes in behavior, trends, or the development of phenomena over
time, we encourage future researcher to conduct longitudinal method to examine the impact
of perceived dependency, and relational trust on collaboration. Such assessment not only
overcomes the common method bias, but also the difficulty of establishing causality due to
data recorded at single point in time,

Second, the scope of the study is limited to the sample specific to construction industry only,
whereby the study lacks inclusiveness of buyer-supplier relationship in other areas. Hence,
the result of the study may only be applicable to buyer and supplier related to construction
industry only, and may fail to provide proper insight to other industry such as manufacturing,
trading, and service sectors. Since, the scope is limited to construction industry only we may
not be able to assert that the relationship between dependency and relational trust can be
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applied to other context. Hence, it is recommended future researcher to expand sample size
inclusive of buyer-supplier exchange relationship from other industries.

Third, the study only explores the single aspect of inter-firm governance, which is relational
governance. Exploring only one aspect of governance literature can limit the scope of the
study as such the effect of other governing mechanisms such as formal governance can remain
unknown in Nepalese context. Hence, we encourage future researcher to explore the effect of
formal governance not only in the context of construction industry but also in other
manufacturing and service industries such as banking and financing.

Finally, although this study attempts to fill the gap by examining the impact of perceived
dependency in formation of exchange relationship between buyer and supplier, the work is
limited to single perspective only. In other words, there are other factors that can initiate
collaboration between buyer and supplier, such as asset specificity, resource complementary,
uncertainty, resource complementary, property-based asset, opportunistic behavior, relational
history, culture, risk, uncertainty, country level factors and power. Such factors can play
significant role in determining the governance structure of inter-firm relationships. Hence, we
encourage future researcher to includes factors that are more significant in determining the
choice of governance structure that can provide result with broader scope in Nepalese context.
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Abstract

This study employed a quantitative survey research design to investigate factors influencing the work performance
efficiency of logistics employees in integrated health and beauty supplement manufacturing enterprises in Samut
Sakhon Province, Thailand. The objectives were: (1) to examine the level of employees’ work performance
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1. Introduction

Over the past decade, the health and beauty supplement industry has experienced rapid
growth, particularly in Thailand, where the market value exceeded 75 billion baht in 2023 and
is projected to grow annually by 5—7 percent (Demirel, D. (2022). This growth reflects a
significant shift in consumer behavior, with increasing attention to health, well-being, and
quality of life. As the industry expands, efficient logistics and effective workforce
management have become critical factors supporting organizational competitiveness.

Previous studies have emphasized that logistics performance and labor quality play essential
roles in supporting business competitiveness (Worapongpat, 2025a). However, most existing
research has concentrated on production efficiency and marketing performance, while
relatively limited attention has been given to the work performance efficiency of employees
in logistics and transportation operations within the health and beauty supplement
manufacturing sector (Islami, et al., 2024). Since logistics employees are responsible for
transportation, inventory movement, and distribution processes, their performance directly
affects operational efficiency and customer satisfaction. Therefore, further empirical
investigation is required to understand the factors influencing their work performance.

Samut Sakhon Province is one of Thailand’s important industrial and economic zones, playing
a key role in manufacturing and product distribution, particularly in food, health, and beauty-
related industries. These sectors contribute significantly to the local economy and employment.
Nevertheless, several challenges remain, including transportation congestion, shortages of
skilled labor, and demanding working conditions, which may reduce the efficiency of logistics
employees (Worapongpat, 2024a).In addition, the researcher’s professional experience in
collaborating with local administrative organizations in Samut Sakhon especially in surveying
and developing human resource management systems in logistics indicates the importance of
understanding motivational factors that influence employee performance (Worapongpat,
2023c).

Accordingly, this study aims to: (1) examine the level of work performance efficiency among
employees in the logistics and transportation divisions of health and beauty supplement
manufacturing enterprises in Samut Sakhon Province; (2) analyze the impact of intrinsic
motivation, particularly achievement-related motivation, on work performance efficiency;
and (3) evaluate the influence of extrinsic motivation and working environment, including
compensation and benefits, on work performance efficiency. This research adopts a
quantitative survey research design and employs validated and reliable questionnaires as the
primary data collection instrument.

This study contributes to the literature by providing empirical evidence on factors influencing
the work performance efficiency of logistics employees in the health and beauty supplement
manufacturing industry. The findings are expected to enhance understanding of how
motivational factors affect employee performance and to support human resource management
practices in logistics operations. In addition, the results may offer practical implications for
policymakers and local administrative leaders in developing strategies to strengthen
workforce capacity and promote sustainable socio-economic development in Samut Sakhon
Province.
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Objective

1) To examine the level of work performance efficiency among employees in the
logistics and transportation divisions of health and beauty supplement
manufacturing enterprises in Samut Sakhon Province.

2) To analyze the impact of intrinsic motivation on the work performance efficiency of
logistics employees.

3) To evaluate the influence of extrinsic motivation and the working environment on
the work performance efficiency of logistics employees.

2. Literature Review

Concepts and Theories Related to Work Performance Efficiency

Work performance efficiency has been widely examined in organizational and human resource
management literature. One of the most influential theories explaining employee motivation
is the Frederick Herzberg Two-Factor Theory, which distinguishes between motivator factors
and hygiene factors. Motivator factors, such as achievement, recognition, and opportunities
for advancement, contribute directly to job satisfaction and improved work performance,
while hygiene factors, including compensation, job security, and working conditions, help
prevent dissatisfaction (Jeon, Park, 2021).

Another important perspective is the Victor Vroom Expectancy Theory, which explains that
employees are motivated when they believe their effort will lead to desirable performance
outcomes and valued rewards (Worapongpat, et al., 2023). According to this theory, the
relationship between effort, performance, and rewards plays a critical role in determining
employee motivation and productivity.

Previous empirical studies have confirmed that motivational factors and effective human
resource management practices significantly influence work efficiency. In sectors such as
logistics and services, employee performance is particularly important because operational
processes depend heavily on human coordination, accuracy, and timeliness. (Kim, et al.,
2021). Therefore, understanding both intrinsic and extrinsic motivational factors is essential
for improving employee performance in logistics operations.

Research Related to the Health and Beauty Supplement Industry and Logistics Systems

The health and beauty supplement industry in Thailand has expanded continuously over the
past decade, driven by increasing consumer awareness of health and well-being. With market
values exceeding 75 billion baht and steady annual growth, the industry has become an
important economic sector.

Efficient logistics systems play a crucial role in supporting the competitiveness of
manufacturing enterprises in this sector. (Oppong, et al., 2021). Logistics operations involve
transportation management, inventory control, and distribution processes, all of which
directly influence service quality and customer satisfaction. Previous studies indicate that
employees working in logistics and transportation divisions play a key role in ensuring the
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reliability and efficiency of product distribution. Their job satisfaction and work motivation
can significantly influence delivery accuracy, service quality, and customer confidence.

Local Administrative Organizations and the ESG Framework for Sustainable Development

Local administrative organizations play an important role in promoting economic
development, infrastructure, and workforce capacity at the regional level. (Worapongpat,
2021a). In Samut Sakhon Province, which is one of Thailand’s major manufacturing hubs,
collaboration between enterprises and local administrative institutions contributes to
improving labor management systems and logistics infrastructure.

In recent years, the concept of Environmental, Social, and Governance (ESG) has been widely
applied in organizational management. ESG principles emphasize environmental
responsibility, social equity, and transparent governance. (Worapongpat, 2021b).Within
organizational contexts, ESG-oriented practices can enhance employee well-being, strengthen
organizational culture, and improve employee engagement.

In logistics operations, ESG principles may influence employee performance through
improved workplace safety, fair labor practices, and responsible management systems. These
factors can contribute to higher employee motivation, greater organizational commitment, and
improved work performance efficiency.

Conceptual Framework of the Study

Based on the theoretical perspectives and previous research discussed above, this study
proposes a conceptual framework examining the factors influencing the work performance
efficiency of logistics employees.

Dependent Variable (DV)
Work Performance Efficiency of Logistics Employees, measured by:

e Quality of Work

e Timeliness and Punctuality

e Accuracy and Safety

e Customer and Organizational Satisfaction

Independent Variables (IVs)

1) Intrinsic Motivation
e Achievement in Job Performance
e Responsibility and Pride
e Opportunities for Career Development and Advancement
2) Extrinsic Motivation
e Compensation and Benefits
e Job Security
e  Working Conditions
3) Organizational and Social Factors
e Support from Local Administrative Organizations
e Adoption of ESG Principles
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e Organizational Culture and Employee Participation

3. Research Methodology

Research Design

This study employed a quantitative survey research design to examine the factors influencing
the work performance efficiency of logistics employees in health and beauty supplement
manufacturing enterprises in Samut Sakhon Province. The research focused on examining the
relationships between motivational factors, organizational factors, and employee performance
efficiency.

Data were collected from both secondary sources and primary sources.

Data Sources

e Secondary Data

Secondary data were obtained from academic literature, textbooks, scholarly articles,
research reports, and publications from relevant institutions, including the Ministry of Public
Health, the Ministry of Commerce, and the National Statistical Office. These sources were
used to establish the theoretical background and conceptual framework of the study.

e Primary Data

Primary data were collected through a structured online questionnaire developed by the
researcher and distributed to logistics employees in health and beauty supplement
manufacturing enterprises in Samut Sakhon Province.

Research Variables

e Independent Variables (IVs)

1) Intrinsic Motivation
= Achievement in job performance
= Responsibility and pride in work
= QOpportunities for career development and advancement
= Recognition from supervisors
2) Extrinsic Motivation
= Compensation and benefits
» Organizational policies and administration
* Training and development opportunities
=  Workplace safety
= Logistics-supporting technologies
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3) Organizational and Social Factors
=  Support from local administrative organizations
= Adoption of Environmental, Social, and Governance (ESG) principles
= Organizational culture
e Dependent Variable (DV)

Work Performance Efficiency, measured through:

= Accuracy in work performance
= Timeliness in task completion
= Safety in operations

= Customer satisfaction

Population and Sample
The population of this study consisted of logistics employees working in health and beauty
supplement manufacturing enterprises in Samut Sakhon Province.

The sample size was determined using Cochran’s formula for an unknown population at a
95% confidence level and a 5% margin of error, which produced a minimum required sample
size of 384 respondents. To ensure sufficient data completeness, the researcher increased the
sample size to 400 respondents.

Participants were selected using purposive sampling, focusing on employees who were
directly involved in logistics and transportation operations.

Research Instrument

The research instrument was a structured online questionnaire consisting of five parts:
1) Demographic Information

Gender, age, education level, monthly income, and work experience (nominal and
ordinal scales).

2) Intrinsic Motivation

20 items measured using a 5-point Likert scale.
3) Extrinsic Motivation

20 items measured using a 5-point Likert scale.
4) Work Performance Efficiency

10 items measured using a 5-point Likert scale.

5) Open-ended Questions
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For additional comments and suggestions from respondents.

Instrument Validation and Reliability

e Content Validity

The questionnaire was reviewed and evaluated by three experts in the fields of human
resource management and logistics to ensure content validity.

e Reliability

A pilot test was conducted with 30 respondents who were not part of the main sample.
The reliability analysis produced a Cronbach’s Alpha coefticient of 0.956, indicating a high
level of internal consistency.

Data Collection

Secondary data were collected through a review of relevant literature and official reports.

Primary data were collected through online questionnaires distributed via Google Forms,
which were shared through internal communication channels and social media groups of
logistics employees working in Samut Sakhon Province.

Data Analysis

e Descriptive Statistics

Descriptive statistics were used to analyze demographic characteristics and variable
levels, including:

= Frequency

= Percentage

= Mean

= Standard deviation

Interpretation of the results followed a five-level Likert scale.

Inferential Statistics

Inferential statistical techniques were applied to test relationships among variables:

e Pearson’s Correlation Analysis was used to examine the relationships between
independent variables and the dependent variable.
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e Multiple Regression Analysis (MRA) using the Enter method was employed to
determine the influence of independent variables on work performance efficiency.

Statistical significance was determined at the 0.05 level.

4. Research Results

1) Multiple Regression Results of Organizational Support on Work Performance

Table 1 presents the regression results examining the influence of organizational support
factors on work performance efficiency.

Table 1: Multiple Regression Results of Organizational Support on Work Performance

Independent Variables Beta t Sig.
Work Quality 0.285 4.12 0.000**
Timeliness 0.172 298 0.003**
Accuracy & Safety 0.148 2.35 0.019*
Customer & Organizational Satisfaction 0.109 1.65 0.099

Notes: **p < 0.01, *p < 0.05

The results indicate that work quality, timeliness, and accuracy & safety have statistically
significant positive effects on employee work performance efficiency. Among these factors,
work quality shows the strongest influence (Beta = 0.285, p < 0.01).

2) Multiple Regression Analysis for Intrinsic Motivation (H1)

Table 2: Multiple Regression Analysis Results for H1

Variable Beta t Sig.

Achievement 0.131 1.990 0.047*
Responsibility & Pride -0.046 -0.675 0.500
Career Development 0.107 1.512 0.131
Extrinsic Motivation -0.060 -0.837 0.403
Compensation & Benefits -0.037 -0.514 0.608
Model Summary

R=0.125

R?2=0.016

Adjusted R? =0.003
F=1.246 (Sig. = 0.287)
Durbin—Watson = 1.864

Interpretation

The regression model explains 1.6% of the variance in work performance efficiency (R* =
0.016), indicating limited explanatory power.
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The Durbin—Watson value (1.864) indicates no autocorrelation problem.

Multicollinearity diagnostics show Tolerance > 0.20 and VIF < 10, suggesting no
multicollinearity issues.

Among the independent variables, achievement is the only factor that demonstrates a
statistically significant positive effect on work performance efficiency (Beta = 0.131, p <
0.05).

This result indicates that employees who perceive higher levels of achievement tend to
demonstrate higher levels of work performance efficiency.

3) Correlation Analysis of Extrinsic Motivation Variables

Table 3: Pearson’s Correlation of Extrinsic Motivation Variables and Work Performance

Variable r Sig.
Job Security 0.029 >0.05
Recognition 0.053 >0.05
Working Conditions 0.065 >0.05
Organizational & Social Factors 0.016 >0.05
Compensation & Benefits 0.144 <0.01

The correlation analysis indicates that compensation and benefits have a statistically
significant positive relationship with work performance (r = 0.144, p < 0.01), although the
strength of the relationship is relatively weak.

Other variables—including job security, recognition, working conditions, and organizational/social
factors—do not demonstrate statistically significant relationships with work performance.
All correlation coefficients are below 0.80, indicating that multicollinearity is not a concern.

4) Multiple Regression Analysis for Extrinsic Motivation (H2)

Table 4: Multiple Regression Analysis Results for H2

Variable Beta t Sig.
Job Security -0.070 -0.881 0.379
Working Conditions -0.003 -0.046 0.963
Organizational & Social Factors 0.056 0.793 0.429
Local Government Support -0.082 -1.129 0.260
ESG Compliance 0.202 2.984 0.003**
Model Summary
R=0.171
R?=0.029

Adjusted R2=0.017
F=2.374 (Sig. = 0.039)
Durbin—Watson = 1.885
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Interpretation

The regression model explains 2.9% of the variance in work performance efficiency.

The overall model is statistically significant at the 0.05 level, although its explanatory power
is relatively limited.

Among the independent variables, ESG compliance demonstrates a statistically significant
positive effect on work performance efficiency (Beta = 0.202, p <0.01).

This suggests that organizational practices aligned with ESG principles may contribute to
improved employee performance efficiency.

5) Summary of Hypothesis Testing

Table 5: Summary of Hypothesis Testing Results

Hypothesis Result
Achievement Accepted
Responsibility & Pride Rejected
Career Development Rejected
Job Security Rejected
Working Conditions Rejected
Organizational & Social Factors Rejected
Local Government Support Rejected
ESG Compliance Accepted
Compensation & Benefits Accepted

Key Findings

The results indicate that two major factors significantly influence the work performance
efficiency of logistics employees:

1) Achievement (Intrinsic Motivation)
Employees who experience a sense of accomplishment tend to perform their
tasks more effectively.
2) Compensation and Benefits (Extrinsic Motivation)
Financial incentives and welfare benefits contribute positively to employee
motivation and performance.

Additionally, ESG compliance also demonstrates a positive influence on work performance,
suggesting that sustainable organizational practices may enhance employee engagement and
efficiency.
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5. Discussion

The findings of this study provide important insights into the factors influencing the work
performance efficiency of logistics employees in health and beauty supplement manufacturing
enterprises in Samut Sakhon Province.

Regarding the first research objective, the results indicate that logistics employees
demonstrated a high level of work performance efficiency in terms of both work quality and
task completion. This outcome may be attributed to effective logistics management systems,
including well-organized delivery routes, clear operational procedures, and defined
performance standards. These factors enable employees to complete their tasks more
efficiently and within scheduled timelines. This finding is consistent with the study of Gary
Bond (2024), who emphasized that clearly defined tasks and effective resource utilization
contribute significantly to improved work efficiency. Similar results were also reported by
(Worapongpat, 2025b). who found that employees tend to perform more effectively when
workloads and operational processes are well managed.

For the second research objective, the results reveal that intrinsic motivation particularly
achievement has a statistically significant positive effect on the work performance efficiency
of logistics employees. Employees who experience a sense of accomplishment in completing
delivery tasks are more likely to demonstrate higher levels of commitment and responsibility
in their work. This finding supports the motivational perspective of Frederick Herzberg,
which suggests that achievement is a key motivator that enhances employee satisfaction and
performance. Empirical studies similarly indicate that recognition and achievement
significantly contribute to improved employee performance and organizational productivity.

With respect to the third research objective, extrinsic motivation particularly compensation
and benefits was found to significantly influence work performance efficiency. Fair
compensation systems and appropriate welfare benefits can increase employees’ sense of
financial security and organizational commitment. When employees perceive compensation
policies as equitable and supportive, they are more likely to demonstrate higher motivation
and work engagement. This finding is consistent with research by (Bond, 2024). who
identified compensation and benefits as important determinants of employee motivation and
performance in service and logistics sectors.

Overall, the findings highlight the importance of both intrinsic and extrinsic motivational
factors in enhancing the work performance efficiency of logistics employees. In particular,
achievement-related motivation and fair compensation systems play critical roles in
encouraging employees to perform their duties effectively. These results suggest that
organizations operating in the health and beauty supplement industry should prioritize human
resource management strategies that support employee achievement, recognition, and
equitable compensation in order to improve operational performance and organizational
sustainability.

New Knowledge Contribution

This study provides new insights into the factors influencing the work performance efficiency
of logistics employees in health and beauty supplement manufacturing enterprises in Samut
Sakhon Province. The findings indicate that two key motivational factors significantly
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influence employee performance: achievement, representing intrinsic motivation, and
compensation and benefits, representing extrinsic motivation.

The results demonstrate that employees who experience a sense of accomplishment in their
work tend to perform their tasks more efficiently, while fair and adequate compensation
systems contribute to higher levels of motivation and organizational commitment. These
findings highlight the importance of integrating both psychological and economic incentives
in human resource management strategies.

Figure 1: illustrates the conceptual relationship between intrinsic motivation, extrinsic
motivation, and work performance efficiency. The model suggests that achievement and
compensation-related factors play significant roles in enhancing logistics employees’
performance within the health and beauty supplement manufacturing sector.

Achievement (intrinsic
motivation)

¥

6. Conclusion

This study investigated the factors influencing the work performance efficiency of logistics
employees in health and beauty supplement manufacturing enterprises in Samut Sakhon
Province. The findings reveal that both intrinsic and extrinsic motivational factors play
significant roles in determining employee performance.

In particular, achievement, as a component of intrinsic motivation, positively influences
employees’ commitment and dedication to their work. Employees who experience a sense of
accomplishment are more likely to perform their tasks efficiently and maintain higher
productivity levels. At the same time, compensation and benefits, as components of extrinsic
motivation, significantly enhance employee motivation by providing financial security and
organizational support.
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These findings suggest that organizations should develop human resource management
policies that balance both psychological and structural incentives. Providing opportunities for
employees to achieve professional goals while ensuring fair compensation and welfare
benefits can significantly improve work performance efficiency.

Overall, this study contributes to the academic literature by highlighting the importance of
motivational factors in improving logistics employee performance within the health and
beauty supplement manufacturing industry. The results also provide practical implications for
managers and policymakers seeking to strengthen workforce capacity and promote sustainable
logistics operations at the local level.

Suggestions

1) Recommendations for Practical Application
e Work Performance Management

The findings indicate that logistics employees demonstrate a relatively high
level of work performance efficiency, particularly in terms of both work quantity and quality.
This outcome may be attributed to clearly defined tasks, structured operational procedures,
and effective management of delivery schedules. Therefore, organizations should continue to
implement systematic work planning and task allocation based on employees’ capabilities and
available workforce resources. In addition, establishing a continuous performance monitoring
and evaluation system can help improve operational efficiency and ensure that work outcomes
align with organizational goals.

¢ Enhancing Intrinsic Motivation

The results show that intrinsic motivation especially achievement significantly
influences employees’ work performance efficiency. To strengthen this motivational factor,
organizations should develop recognition and reward systems that emphasize employees’
accomplishments and contributions. Creating an organizational culture that values employee
achievements and encourages professional growth can further enhance employees’ sense of
pride and commitment to their work.

e Improving Extrinsic Motivation and Compensation

Extrinsic motivation, particularly compensation and benefits, was also found
to significantly influence employee performance. Organizations should therefore ensure that
compensation systems are fair, transparent, and aligned with employees’ responsibilities and
performance levels. In addition, comprehensive employee welfare programs such as health
protection, workplace safety, and well-being initiatives should be strengthened to support
employees and maintain long-term work motivation.

2) Recommendations for Future Research

This study identified achievement (intrinsic motivation) and compensation and
benefits (extrinsic motivation) as key factors influencing the work performance efficiency of
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logistics employees. Future research may extend these findings by examining similar
motivational factors in other industries or organizational contexts.

Additionally, future studies could explore other potential determinants of employee
performance, such as leadership style, organizational communication, technological adoption
in logistics operations, or employee engagement. Employing alternative research methods,
such as qualitative or mixed-method approaches, may also provide deeper insights into the
mechanisms that influence employee motivation and work performance.
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1. Introduction

Micro, small, and medium enterprises (MSMES) are essential to economic development but
face persistent barriers to finance (Marwa, 2014; Wang, 2016). Microfinance institutions
(MFIs) offer alternative financing for MSMEs excluded from formal financial services (Assefa
etal., 2013; Newman et al., 2017), particularly microenterprises (MEs). However, MFIs often
fail to offer loan structures aligned with borrowers' expectations (Ogouvide et al., 2020),
creating a demand supply mismatch. This study examines the demand side of this mismatch by
investigating ME owners' preferences for loan periods (short- vs. long-term) and loan types
(individual vs. group), and how owners' risk aversion shapes these preferences. Using a
conjoint experiment with 1,009 food-related ME owners across 20 markets in Yangon?,
Myanmar, we provide causal evidence on multidimensional loan preferences?.

We frame our analysis using the Resource Based View (RBV) of the firm (Wernerfelt, 1984;
Barney, 1991), which posits that competitive advantage arises from strategically managing
valuable resources. Although traditionally applied at the firm level, RBV is relevant here
because in microenterprises, the owner and firm are inseparable decision-making units.
Financing choices reflect strategic assessments of how loan structures complement existing
resource endowments, whether they enhance financial flexibility (short-term loans) or
financial stability (long-term loans), and whether they leverage collective resources (group
loans) or preserve autonomous resources (individual loans). This framework generates
predictions about both average preferences and how they vary with owner characteristics like
risk aversion. We acknowledge that alternative frameworks offer complementary insights,
including behavioral finance, contract theory, and credit constraint models. However, RBV is
particularly suited to our context because it emphasizes how firms strategically deploy
financial resources to build competitive advantage, aligning with our focus on loan structures
as tools for resource optimization rather than mere responses to credit constraints.

This study contributes to existing literature in several ways. First, while many studies have
explored MFIs’ role in shaping borrowers’ preferences or behaviors by evaluating loan
structures (Moahid et al., 2021), most focus on rural contexts, particularly in agricultural
finance or poverty alleviation (Kong et al., 2021; Sonehekpon & Fiamohe, 2023). In contrast,
this study shifts the focus to urban MEs, examining their loan preferences within competitive
financial environments. Urban MEs, despite having relatively better access to financing
compared to rural enterprises, still face financial constraints and seek diverse financial services
(Utami et al., 2020). Understanding the specific loan preferences of urban MEs is critical to
reducing the mismatch between lenders and borrowers, which, according to RBV, can enhance
the firms’ ability to optimize financial resources and ensure their sustainability and growth.

! The Small and Medium Enterprises Development Law of Myanmar lacks a precise definition for
microenterprises, but it generally classifies small enterprises as those with under 30 employees, depending on
their business type. At the same time, according to the Myanmar Micro, Small, and Medium Enterprises 2018
Qualitative Study, the Central Statistical Organization (CSO) defines microenterprises as enterprises with under
10 employees, which correspond to our target sample in this study.

2 MFIs face a strategic challenge in balancing social performance with financial sustainability. While initially
focused on poverty alleviation, a shift toward financial efficiency since the 2000s, supported by donors and
policymakers, has resulted in MFIs achieving high loan recovery rates of around 95% (Hermes and Hudon,
2018), attracting interest from commercial banks in serving MSMEs. In Myanmar, however, strict regulations
separate banks and MFTs, preventing most private banks from offering MFI services. Lengthy documentation
requirements, limited awareness, and negative perceptions of bank loans have further discouraged MSMEs from
seeking credit (Japan International Cooperation Agency (JICA), 2017).
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This study aims to address this gap by examining ME owners’ loan structure preferences,
offering valuable insights for policymakers and MFIs to improve financial inclusion and foster
economic development in urban areas, while also offering a comparative perspective to existing
rural-focused studies.

Second, examining the relationship between ME owners' risk aversion and their loan structure
preferences is important for MFIs. Such an examination can help MFIs design products that
coincide with ME owners’ risk profiles, improving loan uptake and client satisfaction. It also
helps MFIs enhance risk management by assessing lending risks more effectively, reducing
default rates, and improving portfolio performance. From the regulatory perspective, this
information can guide the development of policies that promote diverse financial products and
foster a supportive environment for MEs. Previous studies, such as Altinok (2023), have
explored the efficiency of joint liability in group lending based on respondents’ risk aversion
levels. However, these studies often do not focus on identifying ME-specific preferences within
MFI loan structures. To our knowledge, this study is among the first to examine the relationship
between ME owners' multidimensional loan structure preferences and their risk aversion levels
in an urban developing country setting. This approach provides insights into how MEs can
leverage appropriate loan structures to enhance their resource capabilities, as emphasized by
RBV.

Third, this study employs a conjoint experiment offering both methodological and conceptual
advancements. Methodologically, conjoint analysis addresses critical limitations of traditional
surveys by randomly manipulating multiple loan attributes simultaneously, providing unbiased
causal estimates of each attribute's effect on choice probabilities. Conceptually, this study
moves beyond documenting average preferences to reveal the multidimensional and
heterogeneous nature of borrowing decisions. Our approach quantifies trade offs that ME
owners make across multiple loan features simultaneously, which real world borrowing
decisions involve. By examining how preferences vary systematically with owners' risk
aversion, we demonstrate that loan structure preferences are conditioned by individual
psychological characteristics. To our knowledge, this is the first study to bridge the gap
between ME owners' multidimensional loan structure preferences and their risk aversion levels
in urban developing country settings. The conceptual advances include revealing the relative
importance of different loan attributes and demonstrating that highly risk-averse ME owners
show opposite preferences for loan periods compared to low risk-averse ME owners.

Beyond documenting average preferences, this study offers practical relevance for
microfinance institutions and policymakers, particularly in terms of designing loan products
that better align with borrowers' risk profiles and operational needs. First, by demonstrating
that loan structure preferences are systematically conditioned by risk aversion, we show that
borrower heterogeneity follows predictable patterns based on psychological characteristics.
Second, our conjoint approach reveals the multidimensional trade-offs that borrowers make
across loan attributes, providing a more realistic understanding of borrowing decisions. Third,
linking loan preferences to Resource Based View concepts of financial flexibility and stability
offers a theoretical framework for understanding how loan structures function as strategic
resources. These insights have implications for microfinance efficiency, as product borrower
alignment can improve uptake and reduce default. For targeting, MFIs can use simple risk
aversion screening to identify which borrower segments prefer specific loan products. For
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financial inclusion, the heterogeneity we document implies that offering a menu of risk tailored
loan structures could expand the reach of microfinance to previously underserved segments.

The results of the conjoint experiment provide key findings related to ME owners’ preferences
for MFI loan structures, illustrating strategic resource management in line with the RBV. First,
ME owners, on average, prefer short-term to long-term loans, which supports the argument that
ME owners tend to perceive the advantages of short-term loans, such as financial flexibility,
outweigh those of long-term loans, such as financial stability. This preference can be
considered as a strategy to maintain adaptable resource bases that are valuable for responding
quickly to market changes, consistently with the RBV on managing resources for competitive
advantage. Second, ME owners prefer individual loans over group loans due to the autonomy
and personal information confidentiality associated with individual loans. This autonomy
allows ME owners to leverage their unique capabilities and resources in a manner that best
supports their specific business strategies. Third, the analysis reveals that ME owners’ levels
of risk aversion are closely linked with their loan preferences. Highly risk-averse ME owners
prefer long-term loans over short-term loans, whereas low risk-averse ME owners prefer short-
term loans over long-term loans. Moreover, irrespective of the level of risk aversion, ME
owners prefer individual loans over group loans, but highly risk-averse ME owners tend to
distaste group loans more than low risk-averse ME owners. The distinct preferences based on
risk aversion reflect a strategic alignment of financial resources with individual risk profiles.

2. Hypotheses

In developing countries, MFIs have played an important role for MSMEs, including
microentrepreneurs. The services provided by MFIs improve the performance of MSMEs, with
training and loans having the most substantial effects (Audu et al., 2021). Additionally, MFIs
can assist customers in freeing them from the control of moneylenders, thus reducing their
reliance on informal lending and the dominant influence of informal moneylenders (Berg et
al., 2020). Nevertheless, MSMEs still need to overcome numerous challenges in obtaining
credit from MFIs because of the lack of essential and adequate information, paperwork, and
collateral required for credit (Hanedar et al., 2014). One critical issue is the mismatch in loan
structures between borrowers (MSMEs) and lenders (MFIs). MFIs can improve clients’
financial outcomes by employing appropriate financial product design options. To understand
this mismatch in loan structures, it is important to address this issue from the perspectives of
MSMEs and MFIs. This study focuses on the demand side of loans, that is, ME owners’
preferences for loan structures, leaving MFIs’ strategies for designing loan structures in the
future. Additionally, this study emphasizes two components of the loan structure: loan periods
and loan types.

Financing decisions are not solely concerned with the imminent capital requirements; they also
involve the support of management strategic objectives. The RBV emphasizes a firm's
resources and capabilities, positing that their uniqueness facilitates the creation of sustaining
competitive advantages (McGee, 2015), and the significance of firm effects in the development
and integration of resources to attain a competitive advantage (Mahoney & Pandian, 1992). It
also explains the relationship between firm performance and resources and the roles of a firm's
tangible and intangible resources in generating and maintaining competitive advantage, which
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makes a substantial contribution to strategy (Furr & Eisenhardt, 2021; Zahra, 2021). The
selection of the appropriate loan structure is essential from the RBV perspective to ensure that
financing is consistent with the firm's strategic objectives and available resources. When MEs
consider applying for MFI loans, the structure of the loan, particularly the type (group vs.
individual lending) and duration (long-term vs. short-term), plays a significant role in
determining how effectively the funds meet their business needs. The RBV perspective
suggests that MEs should select loan structures that align with their internal resources, such as
managerial skills, market knowledge, and financial literacy, to maintain their competitive
advantage.

From a Resource Based View perspective, financing decisions extend beyond meeting
immediate capital requirements to encompass strategic resource management. Loan structures
embody different resource characteristics that map directly onto RBV concepts. Short-term
loans offer financial flexibility, the capability to quickly reallocate resources in response to
market opportunities. Long-term loans provide financial stability, a buffer against external
shocks that support sustained operations. Group loans leverage collective resources such as
social capital and mutual accountability. Individual loans preserve autonomous resources
including decision-making freedom and financial confidentiality. ME owners, as strategic
resource managers, will prefer loan structures that best align with their existing resource
endowments and the competitive demands of their operating environment.

2.1 Loan periods: short-term loan versus long-term loan

The choice of loan period is important in ME owners' decisions. When choosing between short-
and long-term loans, ME owners optimize their internal resources to achieve short- and long-
term business objectives. Wernerfelt (1984) suggests that a firm’s long-term success and
competitive advantage stem from how well it manages and leverages its resources. In this
context, “financial flexibility” is considered as an effective management resource, which
enables firms to swiftly adapt to market dynamics. This flexibility is crucial particularly for
MEs, which operate within highly volatile markets and with limited access to funding sources.
Barney (1991) noted that resources could provide a competitive advantage when they are
characterized as valuable, rare, inimitable, and non-substitutable. Financial flexibility could be
accompanied with these characteristics, empowering MEs to quickly adjust their strategies in
response to financial pressures for maintaining a competitive advantage. On the other hand,
“financial stability” is also a crucial management resource, which enables firms to manage
risks and pursue long-term viability without facing financial distress. This aspect of stability is
important because it buffers MEs against external financial shocks and supports their sustained
growth.

It is acknowledged that short-term loans enhance “financial flexibility” by providing immediate
liquidity, which enables MEs to address short-term opportunities or urgent cash flow needs and
to manage their resources with swiftness and responsiveness. In this context, MSMEs are
expected to favor financial flexibility over financial stability due to their need to react
immediately to opportunities or changes in unpredictable markets. Ng & Cheng (2020)
highlighted that firms often rely on short-term loans due to their need for financial flexibility.
Chandio et al. (2018) found that small farmers in Pakistan preferred short-term loans as they
aligned better with immediate and seasonal financial needs. Bhat et al. (2020) investigated debt
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capacity, debt choice, and underinvestment in China and showed that short-term debt can assist
firms to make flexible financing decisions. This financial flexibility can allow MSMEs to
address short-term demands and manage cash flow, all of which can be more beneficial in the
current situation than long-term stability. Childs et al. (2005) suggested that flexibility
encourages the use of short-term loans, which could reduce the costs associated with
underinvestment and overinvestment. Christy et al. (2000) mentioned that MEs often favor
short-term loans due to their high capital turnover rate, which makes management of these
loans more feasible.

Conversely, long-term loans provide greater “financial stability” as an internal resource by
offering stable financial sources, allowing MEs to invest in long-term business projects or
expansion plans with comparative advantages. Knott (1998) and Ogouvide et al. (2020)
suggested that the ability to manage debt from a long-term perspective allows MEs to allocate
resources to growth-driving projects that enhance their competitive advantage. Sonehekpon &
Fiamohe (2023) showed that long-term loans strengthen financial stability through effective
risk management mitigating financial risks associated with market fluctuations. Demirglc-
Kunt et al. (2017) found that long-term finance reduces business risk by smoothing growth
during both crisis and non-crisis periods.

Both types of loans play critical roles in the strategic financial management of MEs, with short-
term loans enhancing financial flexibility and long-term loans strengthening financial stability.
The choice between short- and long-term loans reflects an ME's strategic approach to managing
its internal resources, guided by the principles of the RBV. Given these arguments, ME owners
tend to prefer short-term MFI loans when they prioritize financial flexibility, while they may
opt for long-term MFI loans when seeking financial stability. Given the competing theoretical
arguments regarding loan periods, we evaluate how ME owners' preferences for loan periods
are heterogeneous. This overarching argument presents two competing predictions: one
favoring financial flexibility, and the other favoring financial stability. The relative strength of
these competing preferences is expected to be conditional on risk aversion.

Hypothesis 1a: ME owners who prioritize adaptability to market changes will prefer short-
term loans over long-term loans.

Hypothesis 1b: ME owners who prioritize predictable repayment schedules will prefer long-
term loans over short-term loans.

2.2 Loan types: group loan versus individual loan

This study considers loan types (individual or group loans) as a critical factor in evaluating ME
owners’ preferences for MFI loans. Similar to the previous discussion, the RBV, which
highlights the importance of internal resources for competitive advantage, provides a valuable
framework for understanding MEs’ loan preferences, particularly their decision between
individual and group loans. MEs assess which loan type best enables them to optimize internal
resources and sustain their competitive edge.

Group loans offer more advantages than individual loans mainly in two areas: (i) access to
credit and (ii) mutual responsibility. First, group loans facilitate borrowers’ “access to credit.”
Small business owners often lack sufficient assets or legal ownership to qualify for traditional
loans, but group lending allows them to leverage group liabilities as social collateral and use
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shared group information as a form of credit history. From the RBV standpoint, this collective
approach enables MEs to pool intangible internal resources, such as trust, social capital, and
accountability, to access financial capital, which is crucial for sustaining competitive
advantage. Firms that effectively leverage these internal resources are better positioned to
overcome external barriers. Agbo (2013) stated that group participation is the preferred strategy
for accessing credit from MFIs, and Moahid et al. (2021) showed that Afghani farmers favor
group loans due to lower collateral requirements, using group dynamics to compensate for a
lack of individual financial resources.

Second, “mutual responsibility” within group lending systems fosters a sense of security as
members collectively bear responsibility for each other's loans, creating a robust environment
of shared accountability. This collective responsibility not only enhances trust and cooperation
among members but also serves as an internal resource that enhances the group’s capacity to
manage financial risks. Osmani (2016) found that MFI borrowers in Bangladesh value group
loans for the social benefits and mutual responsibility inherent in collective activities. In line
with the RBV, these social ties and collective activities are invaluable internal resources,
promoting collaboration and knowledge sharing. Members often reside near each other, share
social connections (Hermes & Lensink, 2007), and exchange experiences and business
opportunities, further enriching these resources. Additionally, when borrowers have equal
power, their enhanced ability to enforce accountability within the group supports long-term
competitiveness (Bond & Rai, 2008).

In contrast, some borrowers prefer individual loans for (i) enhanced autonomy and (ii) financial
confidentiality. Individual loans provide borrowers with greater “autonomy,” allowing them to
utilize their internal resources without the restrictions typical in group lending systems. This
autonomy protects them from joint liability issues like free-rider problems and group disputes
over repayments (Che, 2002; Montgomery, 1996). The RBV suggests that such loans help
maximize management efficiency and decision-making freedom, free from group dynamics or
the need for coordination among members. This minimizes the time and conflicts associated
with group meetings, reducing social stress and preventing the frustration linked to shared
liabilities (Maiangwa, 2012; Kono, 2014; Besley & Coate, 1995). Consequently, borrowers can
focus solely on their business, enhancing long-term competitiveness. Individual loans preserve
“financial confidentiality,” critical for borrowers who attempt to keep their financial strategies
private, a factor not afforded by the transparency required in group loans (Hermes & Lensink,
2007). This confidentiality protects sensitive internal resources, enabling more effective
leveraging without external scrutiny. This confidentiality is especially critical in industries
characterized by near-perfect competition, such as markets where MSME owners produce and
sell homogeneous food products. By safeguarding management strategies, confidentiality helps
protect competitive advantages and prevents competitors from gaining strategic insights.

Given these two contrasting perspectives, ME owners’ preferences for individual or group
loans depend on which argument they find more compelling. Group loans provide benefits,
such as enhanced access to credit and mutual responsibility, while individual loans offer
autonomy and financial confidentiality. Strategic selection of the loan type allows MEs to
utilize their internal resources with their business objectives, ensuring a stronger competitive
position. Building on these competing arguments regarding loan types, we examine how ME
owners' preferences for loan types are heterogeneous. This argument yields two competing
predictions: one emphasizing the value of credit access and mutual responsibility, and the other
emphasizing the value of autonomy and financial confidentiality. Risk aversion may also
condition these preferences.
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Hypothesis 2a: ME owners who value social collateral and shared accountability will prefer
group loans.

Hypothesis 2b: ME owners who value independent decision-making and confidentiality will
prefer individual loans.

3. The case of Yangon, Myanmar

Myanmar is a Southeast Asian developing country. As a developing country, the development
of MSMEs is essential for Myanmar’s economic development; 89.9% of all businesses in
Myanmar were MSMEs in 2019 (Asian Development Bank, 2020). MSMEs are estimated to
employ 50-95% of workers and contribute to 30-53% of the country’s gross domestic product
(GDP) (International Labour Organization, 2020). Although Yangon was Myanmar’s capital
city before 2006, it remained the country’s economic capital, accounting for 23% of the
country’s GDP, serving as a significant commercial and trading hub for a variety of
merchandise, and boasting several markets. Yangon, characterized by its high population
density and significant food demand, serves as a hub for a thriving food-related MSME sector.
According to the Yangon City Development Committee (YCDC), the city has 185 wet markets
that supply fresh foods, including meat, fish, and other perishable goods, with 90% of
households purchasing their daily food from these markets (Myanmar Economic Research
Institute, 2022). Food and beverage enterprises dominate the MSME landscape in Myanmar,
accounting for almost 60% of all SMEs in 2019 (Asian Development Bank, 2020). In Yangon,
the majority of food-related MSMEs sell identical or homogeneous food products, indicating
that they operate in a near-perfectly competitive market. Given the prominence of food-related
MSMEs in Yangon, this study focuses on understanding the preferences of their owners,
particularly those of MSME owners.

In Myanmar, MSMEs, including those in Yangon, face challenges in accessing finance for their
development. Kapteyn & Wah (2016) illustrated that 41% of MSMEs in Yangon face
significant difficulties obtaining loans from commercial banks, primarily because of their
unfamiliarity with loan application procedures or their complex processes. Moreover, most
private banks do not participate in microfinance operations in the country because of regulatory
reasons, a lack of interest and understanding in microfinance (Duflos et al., 2013; Oomes et al.,
2020). Thus, microcredit serves as a development tool for financial inclusion in the country
(Tambunan, 2014), supports small enterprise growth, and aids in poverty reduction. Improving
access to microcredit is crucial for the grassroots public expansion of small businesses (Wun
et al.,, 2019). In 2019, MSMEs in Yangon borrowed 99.3% of their loans from nonbank
financial institutions, including MFIs.

The origins of microfinance in Myanmar can be traced back to the mid-1990s, when
international non-governmental organizations (INGOs) such as Private Agencies Cooperating
Together (PACT), Groupe de Recherche et d'Echanges Technologiques (GRET), and World
Vision began offering microfinance services. However, although the Small and Medium
Industrial Development Bank (SMIDB), a semi-government bank focused on supporting
MSME development, offered low-interest loans to MSMEs between 2012 and 2014, most
MSMEs did not take advantage of these loans due to the lengthy documentation process and
their negative perceptions of the program (Japan International Cooperation Agency (JICA),
2017). The Microfinance Business Law of 2011 granted the Microfinance Supervisory
Committee the authority to oversee and formulate MFI policies. Currently, the Financial
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Regulatory Department, under the Ministry of Planning and Finance, conducts inspections and
supervises MFls. As of July 2023, 180 MFls, including foreign-owned and joint-venture MFlIs,
serve 3.60 million active clients in 15 states and regions across the country (Ministry of
Information, Myanmar, 2023).

Myanmar’s MFIs usually determine specific loan structures and practice strict legal policies
and procedures when considering lending to clients (Aye & Nakamori, 2015). Thus, ME
owners face difficulties receiving financial services from MFIs if their loan proposals fail to
meet the MFIs’ loan criteria or align with the MFIs’ loan structure. One essential reason for
the difficulty faced by food-related ME owners is the mismatch between borrowers’ (ME
owners’) preferences and lenders’ (MFIs’) proposed loan structures. This mismatch makes it
challenging for MEs to meet the repayment schedules and criteria set by the MFIs. Regarding
loan periods as part of the loan structure, MFIs typically propose specific loan periods, usually
ranging from 6 to 12 months. However, ME owners often face challenging negotiations with
lenders because their preference for loan periods is frequently overlooked by MFIs, who hold
the dominant power in deciding the loan structure, including the loan period.

Concerning loan types as part of the loan structure, MFIs in Myanmar primarily offer group
loans, although some also provide individual loans (World Bank, 2022). For MSME owners,
both loan types have distinct advantages and disadvantages and different stringent lending
criteria. Group loans offer shared risk among members but require mutual trust and collective
responsibility among borrowers. Individual loans provide more tailored financing and greater
flexibility but have stricter eligibility requirements. A notable issue is the mismatch between
the preferences of ME borrowers and the proposed loan structures offered by MFIs, whether
as group or individual loans. This discrepancy often results in challenges for ME owners in
accessing suitable financial services, further complicating their ability to secure the necessary
funding for business operations. This study evaluates how information framing regarding loan
structures, particularly loan periods and loan types, influences ME owners’ preferences.

4. Data and methodology

4.1 Sampling and data

In this study, we conducted a conjoint experiment with ME owners from ten townships in
Yangon. The primary data were collected through a field survey conducted by the first author.
Two markets were selected from each township for the conjoint experiment focusing on food-
related ME owners. This selection ensured a diverse representation of ME owners from various
localities in Yangon. The rationale for choosing these specific townships and markets was
based on their economic activity levels and the presence of a significant number of MEs, thus
providing a comprehensive view of the loan preferences of MEs in Yangon. We randomly
recruited 50 respondents from each market to participate in the survey. We chose this sample
size to balance several factors: ensure sufficient statistical power for reliable and valid conjoint
analysis; capture a broad range of preferences and behaviors to enhance representativeness;
and address logistical constraints related to time, budget, and effort. In this study, we used
Conjointly, an online survey platform, because of its efficiency and ability to maintain high
quality of data quality in survey experiments. The total number of respondents was 1,009 food-
related ME owners (Table 1). The survey was conducted from June to August 2024,
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A survey questionnaire was meticulously developed to collect general information from the
respondents and capture their preferences for various loan attributes. Table 2 presents the
descriptive statistics of the sample. Female ME owners represented the majority of
respondents (58.6 %). Moreover, a significant proportion of respondents (62.8 %) were from
the age bracket exceeding 40 years. Additionally, 65.7% of respondents had attained an
educational level of high school or above. A minority of respondents (40.6 %) hired
employees (non-family members) within their business operations. Furthermore, 55.8% of the
respondents had extensive business tenure, exceeding seven years. Notably, 32.8% of the
respondents availed themselves of financial services from MFIs.

4.2 Experimental design

This study used a conjoint experiment to identify ME owners’ preferences regarding MFI loan
structures. Conjoint analysis is a valuable approach for determining the causal effects of
different treatment components in survey research. It enables the simultaneous evaluation of
numerous causal hypotheses and quantifies the causal effects of multiple treatment components
(Hainmueller et al., 2014). It also increases realism by presenting respondents with a variety of
information and asking for their selections, while simultaneously reducing concerns about
social desirability by offering respondents multiple justifications for their choices. Several
studies on borrowers’ loan structure preferences apply conjoint experiments (Ogouvide et al.,
2020; Moabhid et al., 2021). In our context, conjoint analysis helps us understand ME owners’
decision-making processes regarding their loan choices, which are based on a combination of
various loan structure attributes.

To identify ME owners’ MFI loan preferences, we selected six attributes that reflect their
considerations of financing from MFIs (Table 3). Six attributes were considered in the
experiment. Among them, we focused on two main attributes: (i) loan periods and (ii) loan
types. The first main attribute, loan periods, had four levels: 6 months, 9 months, 1 year, and 2
years. In Myanmar, MFIs offer different types of loan periods. Most commonly, MFIs provide
loan periods ranging from 6 months (the shortest) to 2 years (the longest). The second main
attribute is loan types, which had two levels: individual loans and group loans. Certain types
of loans are better suited to specific borrowers based on their preferences. Including loan
periods and loan types as attributes in the experiment helps analyze the loan duration and loan
type over which ME owners are comfortable committing to loan repayments and how loan
periods and types affect their financing decisions.

In addition to the two main attributes, this experiment incorporated four additional attributes
related to the structure of MFI loans, aiming to provide a more comprehensive investigation of
our respondents’ preferences for MFI loan structures. Both economic and non-economic
attributes, such as interest rates and the quality of services provided, may influence borrowers’
choices of microfinance services (Telaga & Ahmed, 2013). The first attribute is the monthly
interest rate, which had three levels: 1.50%, 2.00%, and 2.33%. In Myanmar, regulations
stipulate that MFIs cannot charge interest rates exceeding 28% per year or 2.333% per month
(World Bank, 2022). The second is the initial fee, which was structured into four levels: 1%,
1.5%, 2.0%, and 3.0% of the loan amount. MFIs charge borrowers by varying their initial
services or management fees to support their operational activities and ensure the delivery of
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financial services. Integrating the monthly interest rate into the experiment allowed us to gauge
ME owners’ responsiveness to the financial burden of monthly interest payments. Additionally,
including the initial fee in the assessment allowed us to evaluate the influence of upfront costs
on ME owners’ decisions regarding loan acceptance.

The third attribute is document procedure, which comprised three levels: simple, moderate, and
complex. Several studies indicate that, when seeking credit, borrowers, including MSMEs,
consider the quality of financial services, such as administration speed and ease, as essential
factors (Utami et al., 2020). Incorporating document procedures in the experiment helps to
evaluate the administrative burden and accessibility of loans for ME owners. Lastly, the fourth
is the origin of MFIs at three levels: international, joint venture with international and local,
and local. The Myanmar Microfinance Association (MMFA) reports that four main
international or foreign-owned MFIs, namely the Pact Global Microfinance Fund (PGMF),
Vision Fund, Sathapana, and Dawn Microfinance, dominate the country’s microfinance sector.
As of 2023, 8 joint venture MFIs and more than 100 local MFIs provide financial services
(Ministry of Information, Myanmar, 2023).

We used the Conjointly survey platform to systematically randomize all the attribute positions
and their corresponding levels for each set. We instructed the respondents to choose one of the
two hypothetical loan options randomly generated from a set of attributes and levels. In this
approach, we used a 4x2x3x4x3x3 factorial design, resulting in 864 possible loan options.
Additionally, we conducted this experiment in five rounds to capture strong and reliable
information from our sample, generating a total of 10,090 (=1009%x5x2) observations from
1,009 food-related ME owners. Conjointly improved the efficacy, quality, and affordability of
our survey experiment by offering a simplified procedure for survey preparation and
dissemination, automatic data collection, and comprehensive attribute randomization to
prevent bias. This method ensures an accurate recording of ME owners’ preferences, providing
MFIs crucial information for further tailoring their loan programs.

4.3 Analytical strategy

This study applied the average marginal component effect (AMCE), which represents the
causal effect of changing one attribute of a set while averaging over the distribution of the
remaining attributes (Hainmueller et al., 2014). The primary goal was to understand how
different attributes influence decision-making. The AMCE can determine the average effect of
altering a specific attribute while holding other attributes constant across all respondents. To
measure the AMCE of each attribute, we used the ordinary least squares (OLS) estimation
because of its efficiency, interpretability, and simplicity in conjoint analysis. In the estimation,
the dependent variable is a binary variable representing the respondent’s choice of a loan
option, whereas the independent variables are binary variables representing the levels of each
of the six attributes.

L 1
Yij = Bo+Xo=1 X%, Ba DI + €,

where Y;; equals 1 if respondent 7chooses loan profile jand 0 otherwise. Dl?‘;.'l indicates whether

loan profile jtakes level | of attribute a, with one level omitted as baseline for each attribute.
L, represents the number of levels for attribute a (loan period: 4; loan type: 2; interest rate: 3;
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initial fee: 4; document procedure: 3; MFI origin: 3). The coefficient B} represents the change
in choice probability when attribute a takes level | compared to baseline, averaging over all
other attributes. Standard errors are clustered by respondent to account for five choice tasks per
respondent under the assumption of repeat sampling (five rounds in this experiment) (Knudsen
& Johannesson, 2019).

5. Results

Table 4 presents the OLS results of the models with and without respondents’ characteristics
or covariates (respondents’ gender, age, education level, employment in their business,
business age, status as a former MFI client, and risk-aversion level). In the estimation models,
we set one level of each attribute as the respective baseline level. In this study, 6 months for
the loan period, individual lending for loan type, 2.33% for monthly interest rate, 1% of the
loan amount for the initial fee, moderate for document procedure, and joint venture for the
origin of MFI were utilized as the baseline levels for the attributes. A positive coefficient value
indicates that respondents prefer a specific attribute level compared to the baseline level,
whereas a negative coefficient value indicates that respondents do not prefer a specific attribute
level compared to the baseline level. Table 4 shows that the estimated coefficients for the model
with covariates were almost identical to those for the model without covariates, implying that
the randomization in the experiment worked well. Figure 1 illustrates the AMCEs of the
attributes with a 95% confidence interval, based on the estimated models with covariates.

Among the six attributes, we focused on two: loan periods and loan types. First, concerning
loan periods, Figure 1 and Table 4 reveal that although the coefficients of 9 months and 1 year
are statistically insignificant, those of 2 years are significantly negative at the 1% significance
level. This implies that the respondents showed less preference for a longer credit term (2 years)
compared to the shortest credit term (6 months) as the baseline level, by 5.5 percentage points.
ME owners, on average, prefer short-term loans over long-term loans, supporting Hypothesis
1a but not Hypothesis 1b. The preference for short-term loans among ME owners would reflect
a prioritization of financial flexibility over financial stability. This choice can be recognized as
a strategic utilization of internal resources under the RBV argument, allowing MEs to quickly
adapt to changing market conditions. The food-related markets in Yangon exhibit relatively
high competitiveness, marked by the presence of numerous small enterprises and swiftly
shifting market conditions driven partly by volatile political and economic climates. This
environment necessitates that ME owners emphasize financial flexibility to quickly respond to
these uncertainties, rather than pursuing long-term financial stability. Our finding coincides
with the argument of Chandio et al. (2018) that farmers in Pakistan prefer short-term loans over
long-term loans but contrasts with the results of Sonehekpon & Fiamohe (2023) and Kong et
al. (2021).

Second, regarding loan types, the analysis shows that the coefficients of group loans are
significantly negative at the 1% significance level. ME owners prefer individual loans over
group loans by 28.6 percentage points, which supports Hypothesis 2b but not Hypothesis 2a.
In the context of the RBV, the preference of individual loans suggests that ME owners prioritize
internal resources of autonomy and financial information confidentiality, which can empower
them to exercise greater control over their business operations and financial decisions. This
finding coincides with Ogouvide et al. (2020), which noted a preference for individual loans in
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Benin, but contrasts with Osmani (2016), which observed a preference for group loans in
Bangladesh. In Yangon, the prevalent instances of individuals failing to meet their loan
obligations (Thar, 2020) have led ME owners to harbor mistrust towards other businesspeople.
Consequently, they are reluctant to engage in group lending schemes, and thus they attempt to
keep autonomy with personal responsibility associated with individual loans, which enhance
financial control and mitigate risks from group lending. Additionally, financial information
confidentiality is crucial for food-related MEs in Yangon, which sell almost identical or
homogeneous food products. The confidentiality prevents competitors from gaining insights
into management strategies, which helps maintain competitive advantages.

Furthermore, the estimations show clear results for the other four attributes. First, concerning
monthly interest rates, the coefficients for the monthly interest rates of 1.5% and 2.0% are
significantly positive at the 1% significance level, as expected. This suggests that ME owners
prefer the lower interest rates of 1.5% and 2.0% by 15.6 and 6.7 percentage points, respectively,
compared to the base case of the highest regulated monthly interest rate of 2.33%. Second,
regarding the initial fee, as expected, the coefficients for initial fees of 2% and 3% are
significantly negative at the 1% significance level. Thus, ME owners prefer lower initial fees
of 2% and 3% by 4.5 and 5.5 percentage points, respectively, compared to the base case of an
initial fee of 1%. Third, for document procedures, the estimated coefficients of simple and
complicated procedures are significantly positive and negative at the 1% significance level,
respectively. ME owners prefer simple document procedures to moderately complicated ones
by 10.1 percentage points and are 10.0 percentage points less likely to prefer complicated
procedures. This is consistent with the findings of Utami et al. (2020) that simple
documentation procedures are essential when choosing a loan. Fourth, regarding the origin of
MFI, the coefficients of local and international MFI are significantly positive and negative at
the 1% significance level. ME owners prefer local MFIs over joint venture MFIs by 8.7
percentage points and simultaneously prefer joint venture MFIs over international MFIs by 6.9
percentage points MFIs. Possible reasons include the argument that Myanmar’s customers have
a strong cultural identity and often prefer local products (Rudkin & Erba, 2018).

6. Incorporating risk aversion

6.1 Measuring ME owner’s risk aversion

This study considered the role of ME owners’ risk aversion in shaping their preferences for
loan structures: loan period and loan type. Individuals with low risk aversion tend to prefer
engaging in activities with uncertain outcomes, whereas those with high risk aversion tend to
prefer certain events over uncertain ones. We used a measure of ME owners’ risk aversion for
each respondent or ME owner, following Boyle et al. (2011) and Boyle et al. (2012) which
employ decision-making tasks involving choices between safer and riskier options. In the
survey, we asked each respondent the following question: “Imagine your wholesaler or supplier
wants to give you a New Year gift, offering you two options. If you choose option A, you must
play a heads-or-tails game for a 0.5 million kyats. If you win, you will receive 0.5 million kyats;
if you lose, you will get nothing. If you choose option B, you will receive a specific amount of
money as a gift without playing the game. Which option would you choose?” We presented
each respondent with four different values for the gift in option B: (1) 0.05 million, (2) 0.15
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million, (3) 0.25 million, and (4) 0.35 million kyats (Table 5). In option B, this approach
involved presenting respondents with a sequence of heads-or-tails games, each with a different
gift value.

Based on the respondents’ decision to choose either option A or B in the heads-or-tails game
for each of the four gift values, we determined a risk score for each respondent. If a respondent
selects option B at a gift value of 0.05 million kyats, their risk score is one. Choosing option
B, at a gift value of 0.15 million kyats, results in a risk score of two. If a respondent opts for
option B at a gift value of 0.25 million kyats, their risk score is three. Selecting option B at a
gift value of 0.35 million kyats leads to a risk score of four. If a respondent consistently chooses
option A regardless of the gift value, the risk score is five. Using the calculated risk scores, we
classified respondents with a risk score of one or two as “highly risk-averse” ME owners and
those with a risk score of three, four, or five as “low risk-averse” ME owners.? Thus, this study
divides the full sample into two subsamples: highly risk-averse and low risk-averse ME
owners. In our experiment, 62.2% of respondents were highly risk-averse ME owners.

6.2 Loan structures and risk aversion

We first examined the association between ME owners’ risk aversion and their loan period
preference. Table 6 and Figure 2 present the OLS results for the two subsamples.* The results
show that the coefficients of long-term loans (1 year and 2 years) are significantly positive at
the 1% level for the subsample of highly risk-averse ME owners, while those of long-term
loans (1 year and 2 years) are significantly negative at the 1% level for the subsample of low
risk-averse ME owners. Highly risk-averse ME owners prefer long-term loans over short-term
loans, which supports Hypothesis 1b. In contrast, low risk-averse ME owners prefer short-term
loans over long-term loans, which supports Hypothesis 1a.

One possible justification for the different results is the argument that short-term loans are
perceived as riskier than long-term loans. Long-term loans provide a buffer against financial
fluctuations for borrowers concerned about future refinancing costs (Goyal & Wang, 2011).
Their structured repayment plans help manage financial risk effectively and mitigate
uncertainty from market volatility or economic instability. Additionally, long-term loans
reduce rollover risk, a concern with short-term debt, due to their short maturity periods (Kahl
et al., 2015). Frequent short-term refinancing often entails higher liquidity risk with a frequent

3 We also applied two alternative measures of risk aversion for robustness checks. First, we followed the same
questionnaire and used the same calculated risk scores, but we set different classification of risk-averse level to
divide the full sample into the two groups of highly and low risk-averse ME owners. Further, we classified
respondents with a risk score of one as highly risk-averse ME owners, and those with a risk score of two, three,
four, or five as low risk-averse ME owners. The estimations yield results similar to those of the baseline models
(Table A1 in the online appendix). Second, following the lottery choice method of Cramer et al. (2002) and
Hanaoka et al. (2018), we measured the level of risk aversion for each respondent or ME owner within the
survey, which is also a prevalent strategy employed to assess the level of risk aversion for individuals. This
approach entails presenting respondents with a sequence of options using lotteries that have different
probabilities and rewards. In this question, we show four lottery ticket prices: (1) 0.1 million, (2) 0.3 million, (3)
0.5 million, and (4) 0.7 million kyats. The respondents choose whether to buy or not buy each ticket’s price.
Based on respondents' decisions to either buy or not buy each lottery ticket at different prices, we can classify
respondents (or ME owners) who choose not to buy, irrespective of the ticket price, as having relatively high-
risk aversion. This indicates a strong preference to avoid financial risk. The estimations also yield results similar
to those of the baseline models (Tables A2 and A3 in the online appendix).

4 We also conduct full sample analysis by estimating the model with the interaction terms between the dummy of
highly risk-averse ME owner and each of the six attributes, which confirms the statistically significant
differences in the AMCE between the highly and low risk-averse subgroups (Table A4 in the appendix).
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need for external funding (Jun & Jen, 2003; Brockman et al., 2010). These discussions
encourage highly risk-averse ME owners to prefer long-term loans over short-term loans,
which are generally perceived to entail high financial risk. By contrast, low risk-averse ME
owners prefer short-term loans over long-term loans because they are less sensitive to the
financial risks associated with short-term loans and prioritize the advantages of short-term
loans, such as financial flexibility. From the perspective of the RBYV, it can be considered that
highly risk-averse MEs prefer long-term loans because of financial stability as internal
resources, while low risk-averse MEs prefer short-term loans because of financial flexibility
as internal resources. This finding suggests that it is possible that an owner’s risk aversion
could serve as a proxy for MSME’s preference of financial stability or flexibility.Further, we
examined how ME owners’ risk aversion is associated with their loan type preference. Table 6
and Figure 2 illustrate that the coefficients of group loans are significantly negative at the 1%
level for both the subsamples of highly- and low-risk-averse ME owners. Irrespective of the
level of risk aversion, ME owners prefer individual loans over group loans, which confirms
the validity of Hypothesis 2b but does not support Hypothesis 2a. From the RBV perspective,
microenterprise owners, irrespective of their risk aversion level, favor strategic use of internal
resources, like autonomy and financial confidentiality, associated with individual loans over
those linked to group loans, such as credit accessibility and mutual responsibility. The analysis
also shows that the absolute coefficient of group loans is higher for highly risk-averse ME
owners than low risk-averse ME owners. This implies that highly risk-averse ME owners tend
to distaste group loans more than low risk-averse ME owners. Several studies argue that
individual loans entail less risk than group loans, for several reasons.

First, individual loans undergo more stringent credit evaluations than group loans, which
reduces financial risk (Dellien & Leland, 2006). Second, individual loans mitigate free-riding
issues by promoting personal responsibility for financial obligations (Fischer, 2013; Alam et
al., 2021). Third, individual loans reduce the risk associated with personal information and
confidentiality by eliminating the need for mutual screening which is necessary under group
lending (Khavul, 2010). Fourth, individual loans help borrowers avoid the psychological
stress and risk associated with group lending, in which members bear joint liability and exert
social pressure on their peers (Ledgerwood, 1998; Van Tassel, 1999; Bongomin et al., 2020).
Joint liability can lead to psychological stress, financial disputes, and reduced individual
control over borrowers’ loan obligations (Dube & Kamath, 2018; Altinok, 2023). These
arguments suggest that group loans are expected to entail higher risk than individual loans,
prompting highly risk-averse ME owners to distaste group loans over individual loans
compared with those with lower risk aversion.

7. Conclusion

By conducting a conjoint experiment in Yangon, Myanmar, this study examined food-related
ME owners’ preferences for obtaining an MFI loan to solve their financial gap. Our particular
interest lies in ME owners’ preferences regarding MFI loan structures: loan periods and loan
types. The main results show that, on average, ME owners prefer short-term loans over long-
term loans, supporting Hypothesis 1a, and favor individual loans over group loans, supporting
Hypothesis 2b. The RBV perspective suggests that customizing loan products encourages ME
owners to enhance their internal resources or capacities, including financial flexibility,
financial autonomy, and financial confidentiality, to leverage loans for their competitive
advantage. Additionally, our estimates suggest clear links between ME owners’ risk aversion
and their preferences for loan periods and loan types within the loan structure. Concerning loan



Page |64 Development Economic Review

periods, highly risk-averse ME owners prefer long-term loans over short-term loans, whereas
low risk-averse ME owners prefer short-term loans over long-term loans. For loan types,
irrespective of the level of risk aversion, ME owners prefer individual loans over group loans,
but highly risk-averse ME owners tend to distaste group loans more than low risk-averse ME
owners. These results highlight the importance of ME owners’ risk aversion when deciding to
obtain credit from MFIs.

Improving the microfinance sector could significantly boost financial inclusion in Myanmar
by reducing its reliance on the informal loan market. Enhanced access to tailored financial
services for MEs, especially during uncertain times, can alleviate their financial burden and
strengthen the country’s ME sector. Our results can help mitigate the mismatch between
borrowers (MEs) and lenders (MFIs) by considering several practical implications. Moreover,
MFIs should offer customized loan products that match ME owners’ different risk levels. To
achieve this, MFIs must develop advanced risk assessment tools to better understand and serve
ME owners’ risk profiles, resulting in greater satisfaction and fewer defaults. For MFI product
design, the strong preference for individual loans suggests expanding individual lending
portfolios, while risk segmented product menus could offer short-term loans for low risk-averse
ME owners and longer terms for highly risk-averse ME owners. Streamlining documentation
procedures could significantly increase loan uptake. For risk management, MFIs can use loan
product choices as screening mechanisms, with simple risk assessment tools incorporating
revealed preferences alongside traditional credit scoring. For financial inclusion, the
heterogeneity in preferences implies that current standardized offerings may exclude borrowers
whose preferences diverge from traditional models. For policymakers, regulations should
enable diversified loan products rather than favoring group lending, and support for local MFI
development could enhance financial inclusion. Regulatory simplification of documentation
requirements could reduce barriers to formal finance. Furthermore, our analysis indicated that
prioritizing individual loans could attract more MEs, suggesting that current group lending
schemes may pose challenges for their businesses. This warrants a thorough re-examination
and reform by regulators.

For small financial institutions, the substantial preference for individual loans over group loans
suggests piloting individual lending products alongside traditional group schemes, starting with
established clients to mitigate risk. The strong preference for simple documentation procedures
indicates that streamlining applications could significantly expand client reach. Institutions can
use simple risk aversion screening, such as the lottery choice questions in our study, to segment
clients and offer tailored loan products. For government agencies, the preference for individual
loans suggests regulations should enable diversified loan products rather than favoring group
lending. Given that 62.2% of owners are highly risk-averse, government financial literacy
programs could help ME owners understand the risk implications of different loan structures.
Finally, regulatory simplification harmonizing documentation requirements could reduce
barriers to formal finance.

Although our study offers several valuable insights, several limitations warrant acknowledgment.
First, the sample is restricted to food-related ME owners in Yangon's urban wet markets, limiting
external validity to other sectors and rural areas where preferences may differ. Second, we focused
solely on MFI loans without considering informal moneylenders who serve as substitutes in the
credit market. Third, this study examined only the demand side of credit markets, not MFIs' loan
provision decisions and constraints. Fourth, stated preferences in hypothetical scenarios may not
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perfectly predict real world borrowing behavior. Future research should examine whether our
findings replicate across sectors and geographic contexts, and compare preferences for MFI loans
versus moneylender loans. Despite these limitations, this study provides robust evidence of
systematic heterogeneity in loan structure preferences and their relationship to risk aversion.
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Abstract

A country’s economic activity is influenced by the total amount of “social capital” accumulated within that country.
Although there are no statistics that directly measure the amount of social capital when attempting to quantitatively
analyse its impact in Thailand, an internationally comparable index, the Social Capital Index (SCI) developed and
published by SolAbility, enable us to understand the relative status of social capital accumulation across the country.
Furthermore, understanding which regions in Thailand contribute to which components of social capital accumulation,
and which regions need improvement in which components, will lead to more realistic and efficient policy

recommendations.

This paper quantitatively evaluates the relationship between SCI and economic development status for Thailand as a
whole. In the process, identifies the factors that impede the accumulation of social capital from boosting economic
efficiency in Thailand are identified. The findings of this study are as follows. First, Thailand’s social capital accumulation
is not particularly high compared to its stage of economic development, but it potentially has a significant opportunity to
accelerate its accumulation and improve the economic efficiency. Second, however, there are impeding factors that
prevent social capital accumulation from effectively translating into economic efficiency, which include education and

vocational training, the fixation of social stratification, and systems that prevent women from fully utilising their abilities.

A regional analysis by generating an index value from the Human Achievement Index (HAI) indicates that the northern
and northeastern regions have a high but declining amount of social capital, while other regions are contributing to
whole nation’s social capital accumulation. Furthermore, in the northern and northeastern regions, individual members
of society have become less interested in their families and communities, and their interest moves towards a smaller

social unit.
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1. Introduction

The economic activity of a country is influenced by the total amount of “social capital”
accumulated by various social groups in that country. However, when trying to quantitatively
analyse the magnitude of the impact, there is no statistics with a global consensus on the direct
measurement of the “amount” of social capital accumulated. Meanwhile, SolAbility, a Swiss
research institute, has developed and published the Social Capital Index (SCI), an
internationally comparable index that can represent the state of social capital accumulation
across the whole country. Thailand’s relative position in social capital accumulation can be
captured in light of the world average figures and comparisons with other countries’ scores of
the SCI.

Knowing the state of social capital accumulation in Thailand at the country level, an analysis
of the state of social capital accumulation at regional levels and by components would leads to
a more concrete discussion on necessary policies for promoting social capital accumulation
that take into account regional characteristics and attributes. Although the SCI has a limitation
of showing the relative accumulation of social capital across the whole country only, generating
alternative index value representing the amount of social capital accumulation from the Human
Achievement Index (HAI), published by the Thai government, would contribute to the region-
level analysis. The components of the HAI show that it measures well-being of Thai people,
although it was originally developed to measure the state of human development in Thailand
by province. In other words, extraction of those components which are related to social capital
from the components of HAI is possible, and an index compiling the extracted components can
be utilized to analyze the state and issues of social capital accumulation of each province.

The aims of this paper are four-fold. First, it evaluates the relationship between the state of
social capital accumulation at the whole country (national scores of the SCI) and the economic
development stage. Second, it identifies the components that contribute to Thailand’s SCI score
and to find economic and social problems that may prevent the favourable states of those
components from being translated to the country’s economic growth. Third, it measures the
current state and trend of region-level social capital accumulation by generating an original
index derived from the HAI and overview the regional characteristics in social capital
accumulation. And the fourth, it discusses possible policy options at both national and regional
levels.

2. Precedent studies: measurement of social capital

Social capital is, according to Putnam (2001, p.19), the total amount of connection among
individuals characterized by “social networks” and the “norms of reciprocity” and
“trustworthiness” that arise from them, and the efficiency of the economy and society can be
increased through active interaction of individuals. However, the total amount of social capital
cannot be measured directly, although it is “capital”, because it does not exist as a material
object, nor is it traded for money. For this reason, in reality, each researcher uses statistical
figures that they think represent one aspect of social capital as an approximation of the total
amount of social capital accumulated, or develops a composite index that represents the total
amount of social capital (at the national or regional level).
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There are two possible approaches to measurement. One is to identify the conditions necessary
for the accumulation of social capital and grasp it from the degree of their fulfilment. And the
other is to identify the picture of the economy and society at community- or national-level (i.e.,
social outcomes) that is realized when social capital is accumulated well, and collect and grasp
the data related to them. Regarding the former, Putnam proposed specific alternative indicators,
such as frequency of local group activities, voter turnout, rate of participation in volunteer
activities, degree of involvement with friends and acquaintances, and trust in society.
Depending on the research questions (i.e., depending on the aspect of social capital to be
observed) of each scholar, obtainable data from these are used as an approximation of the total
amount of social capital. Grootaert et al. (2004) provide examples of questions to be asked in
a questionnaire survey to measure the total amount of social capital at the level of small groups
such as communities, and propose choosing and using questions that are necessary in light of
the purpose of the survey. In a study on Thailand, the World Bank (2006) quantitatively
analyzed which aspects of social capital (trust and solidarity, groups and organizations,
linkages and networks, cooperation and collective action, information sharing and
communication, social cohesion, and empowerment) were affected by social activities through
Thailand’s Social Investment Fund, by capturing the change of influence paths among those
aspects. Quantitative studies on social capital at the individual village level also exist, including
Suzuki’s (2022, 2024) studies on two rural villages in northeastern Thailand. He attempted to
examine how the relationship between the process of residents forming small groups in the
villages and the social development of the region changed after the coup in 2014 and the
COVID-19 pandemic, using both the data obtained from his own survey results and interviews.
Regarding the latter, Putnam pointed out that the effects of social capital accumulation can be
seen in aspects including political commitment, educational achievement, public safety,
economic development, and the health of residents. The data for these aspects are easy to obtain
at the provincial or national level, which leads to an idea of grasping the amount of social
capital accumulated at the national level by a composite index of these related indicators. The
SCI is one such example. Other examples include Low and Kim’s (2014 ) study that created
their own social capital index for each survey area and demonstrated that there is a relationship
between the index score and the recovery process from the 2011 flood disaster and the strength
of resilience thereafter in Thailand.

The SCI is an index based on the idea that in countries where social capital is more
accumulated, people are healthier, are more equally treated, have less crime, have more
freedom in social activities, and are more satisfied with their lives. The SCI is a composite
index by a total of 15 indicators by setting three indicators for each of aforementioned five
themes (SolAbility 2024). Although there may be doubts about the validity of the SCI and the
necessity and sufficiency of the measurement indicators, this study uses this index because it
has been compiled annually since 2015 and internationally comparable for 191 countries (for
the 2024 version).



Page |75 Development Economic Review

3. SCI and the state of economic development in Thailand after mid-2010s

Relationship between economic development and social capital accumulation

The relationship between economic development and social capital accumulation is considered
to vary depending on the economic development stages, as explained below. Taking this into
consideration, a cubic or quartic function should be assumed for a regression of the SCI score
(regressand) by the degree of economic development (regressors). In low-income countries,
there is relatively little room for social participation and mutual help in the community due to
poverty (then the shape of the function is unknown at this part). As the country’s development
stage moves from a low-income to lower middle-income country, the residents interact and
cooperate more actively, which promotes social capital accumulation. Then, positive
relationship should be assumed for the function at this part). The positive relationship will
become more apparent as the country develops from lower-middle to upper-middle income
country (upward slope of the function will become steeper). After then, as the economy
develops to become high-income country, a public social security system is improved and
replaces residents’ mutual help, which results in deceleration of social capital accumulation
and finally a decrease in social capital.

Table 1 is the results of OLS regression to specify the shape of the function that explains the
SCI score by natural-logarithm of GNI per capita in purchasing power parity (PPP) dollars,
both of which are the annual average figures of 2013 through 2023. PPP dollars is used here
because the level of life satisfaction should be measured by the amount of goods. Both quartic
(equations (1) and (3)) and cubic (equations (2) and (4)) functions are considered as
candidates here. In equations (1) and (2), all available data are used. At the same time, for
equations (3) and (4), only the data for countries at middle-income and high-income countries
are used, because a main purpose of this study is to have policy recommendations for the
accumulation of social capital for Thailand as an upper-middle income country. Table 1 tells
that a quartic function should be assumed, because the estimate results (1) and (3) have p-
values less than 0.05 for all coefficients (i.e. statistically significant). Here, I employ the result
(3) because of the aforementioned research purpose and of smaller p-value for coefficient
than those in (1), even though the R is slightly lower than the estimate result (1). Figure 1 is
a scatter chart showing the result relationship between the GNI per capita and the SCI scores,
based on the estimate result (3).
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Table 1: Results of OLS regressions on the asymptotic line.

(€] 0] 3 (@)
Quartic, all | Cubic, all |Quartic, MIC+| Cubic, MIC+

-2,853.73 | 39.2065 |-13,916.97 " | 671.1140

Constant
onstan ©0181) | (08311) | (00137) | (0.2384)
B -0.4360 " -1.64777
(In(GNpe)) (0.0154) (0.0095)

159771°| 00192 | 63.6780° | -0.6887
(0.0153) | (0.9364) | (0.0103) (0.2759)

2164137 06612 | -917.474" | 21.2499
(0.0160) | (0.9210) | (0.0113) | (0.2484)

1,288.01 | -12.2524 | 5,846.50 " | -210.5115

(In(GNIpc))®

(In(GNIpc))?

In(GNI
n(GNIpe) ©0171) | (08406) | (00125 | (0.2364)
R? 0.5796 0.5632 0.5451 0.5212
Adjusted-R ? 0.5687 0.5546 0.5313 0.5104
Number of observations 158 158 137 137

(Notes) 1. * and ** mean that the coefficients are statistically significant at 5% and 1%, respectively.

2. “all” and “MIC+” mean “the data for all countries are used” and “the data for middle-income and
high-income countries (countries with purchasing power parity of greater than 3,000 PPP dollars,
which is roughly equivalent to 1,000 nominal US dollars) are used”, respectively.

(Source) Estimation by the Author

Figure 1: Relationship between GNI per capita (measured in international dollar) and
SCI.
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(Notes) The data for middle-income countries or countries at a higher development stage are used (specifically,
countries with a logarithmic GDP per capita of 8 (approximately 3,000 PPP dollars and nominal
1,000US$) or more).

(Data source) SolAbility’s website for SCI and World Bank Open Data for GDP per capita (last access on 18
August 2025).

The interpretation of the asymptotic line drawn in Figure 1 is that the amount of social capital
increases with economic development until GNI per capita reaches 70,830 PPP dollars (11.17
in natural logarithm, equivalent to 61,6 60 US dollars). More in detail, social capital
accumulation decelerates as GNI per capita increases up to approximately 5,000 PPP dollars
(8.5 in logarithm, equivalent to 2,000 US dollars) and becomes almost flat beyond that level
of GNI per capita. The accumulation of social capital is then accelerated again when GNI per
capita reaches approximately 13,360 PPP dollars (9.5 in logarithm, equivalent to about 6,190
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US dollars) until 32,800 PPP dollars (10.40 in logarithm, equivalent to 20,250 US dollars).
Then, the pace of accumulation gradually slows but continues up to 70,830 PPP dollars. For
countries with a GNI per capita higher than this, social capital accumulation decreases with
economic development. Thailand’s GNI per capita was 22,930 PPP dollars in 2023. Figure 1
shows that Thailand is located marginally below the asymptotic line, meaning that its social
capital accumulation can be assessed as not bad given its stage of economic development.
Moreover, Thailand is in a position where it can accelerate social capital accumulation, which
must be leading to a greater potential for economic development than other countries at
different stage of economic development.

Low economic growth and social capital accumulation: What are problems to be addressed?

However, Thailand’s economic growth rates have not been high for years. The average real
GDP growth rate in the period between 2013 and 2023 was 1.9%. As far as social capital
accumulation is concerned, its low growth rate can be attributed to either insufficient
accumulation of social capital or insufficient penetration of the effects of social capital
accumulation to its macroeconomy. The latter means that there are impeding factors that make
the penetration of the effect of social capital accumulation into its economy and boost
economic efficiency more difficult, as illustrated by Figure 2.

Figure 2: Factors impeding the spread of good economic and social conditions to the economy.

‘ Impeding factors ‘
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(Source) By the Author.

Figure 3 shows the relationship between real GDP growth rates (annual average of 2013
through 2023) and SCI score (difference from the average of upper-middle income countries)
for upper-middle income countries. The observation with only the data for upper-middle
income countries can eliminate to some extent the influence of economic development stage
on social capital accumulation. In Figure 3, Thailand is located close to the vertical axis but
lower than the asymptotic line, indicating that the country failed in sufficiently transmitting the
accumulation of social capital into greater efficiency of its economic activities, resulting in
lower growth during the period. Although it is limited within the scope of the SCI, finding and
analysing those impeding factors would have a great research value.



Page |78 Development Economic Review

Figure 3: Relationship between the SCI and actual real GDP growth rate (for upper-middle
income countries).
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(3CI, difference from the average of upper-middle income countries, average of 2013-2023)

(Note) All upper-middle income countries (based on World Bank’s categorization for 2023) except three countries
whose average average growth rate was negative.

(Data source) World Bank Open Data, April 2025 (last access on 18 August 2025) and SolAbility’s website.

To find the impeding factors, | should first determine whether each consisting indicator of the SCI
is showing good progress, and then discuss what are obstacles on translating good progress of those
indicators into economic effectiveness. Note that, as SolAbility does not provide the information
on which statistics were specifically used as each indicator, | must infer the progress and problems
that Thailand has regarding each indicator. As a basis for understanding the progress and problems,
the document published by the National Economic and Social Development Board (NESDC) in
the formulation process of the thirteenth National Economic and Social Development Plan
(NESDC 2021) and the data from United Nations’ Sustainable Development Report (Sachs et al.
2025) give good clues. Table 2 summarizes my assessments on the situation of each theme in
Thailand, based on the documents indicated above (“Yes” for the indicators that are considered to
contribute to the increase in SCI and “No” for those otherwise) and | identified three themes;
“health”, “income equity” and “gender equality.” Although good health would potentially make
the economic activities more efficient in Thailand, something would be standing in the path from
good health to economic efficiency. The same consideration could be applied to both income equity
and gender equality. Note that “individual happiness” in Table 2 is excluded from this study
because it is possible to discuss without limiting the scope of the reasons why Thailand’s economic
growth rate is low despite of high individual happiness.

(i) Good health condition but low economic performance: The concept of “human
development” tells that its three main components (health, education and income) are
mutually complementary. When people of a country have good health, they can participate
fully in activities that develop their potential (education and employment) for a long period of
time, which results in higher income. Considering the direct path from health to income (i.e.,
labour), there is no problem with quantity, taking into consideration that the unemployment
rate in Thailand remains low. However, the path from health to education and vocational
training may contain problems.
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Table 2: Components indicators of SCI and their situations for Thailand

Themes Indicators of | Contribution Assessment on the current situations in Thailand
the SCI to SCI score | = Possible impeding factors (if “Yes to the “Contribution to SCI score”)
Health care * SDG achieved (Sachs et al. 2025)
Health availability / Yes = The quality of jobs available to healthy people (quality of and access to
Child mortality / education and vocational training), mismatch in labour supply and
Family planning demand in the new-graduate labour markets
* Low and declining Gini coefficient
Tncome equality Yes => Fixation of socia! stratification‘ (especia}l)i among the po‘or,‘due to unequal
access to education and vocational training), increase in informal-sector
workers (NESDC 2023)
. + Creating opportunities through targeted social investments.
Equity Resource equality No * SMEs losing their potential in the face of competition NESDC 2021)
* Ratio of female-to-male mean years of education received: on track to achieve
SDG target (Sachs et al. 2025)
Gender equality Yes - Ratio of female-to-male labour participation rate: SDG achieved
=> Insufficient participation of women in the decision-making process in
private corporate sectors.
. Crime is effectively * An indicator of SDG16: Challenges remain, score stagnating. (Sachs et al. 2025)
Crime No
controlled
p * An indicator of SDG16: Score declining (Sachs ef al. 2025: Original data from
ress freedom No -
Freedom Reporters sans frontiéres)
Human rights / Violent conflicts: Not available
Individual Yes * Subjective well-being: SDG achieved
happiness = (The scope is too wide to discuss)
Satis- Suicide rate No + The rate has been rising since 2017 and accelerated during the COVID-19
faction pandemic (NESDC’s Social Outlook, Q1 and Q2 2021).
Public service No + Financial unsustainability, economic losses due to regulations, government
satisfaction restrains development and are unresponsive to public demands (NESDC 2021)

(Note) The Author has interpreted and omitted expressions as appropriate. For the “Assessment on the current
situation in Thailand” column, SolAbility has not disclosed the names of statistics and surveys used as
individual indicators or their figures, so the Author has selected and used data that are readily referrable.

(Source) By the Author. The list of indicators is from SolAbility (2024). Assessments are from the documents
indicated in this table.

In rural communities and low-income groups in particular, there seems to be enough mutual help
to send children to compulsory education, but it has been pointed out that the quality of education
and the access to support schemes for children’s schooling are low. Also, for higher education,
there is a mismatch between the majors that students choose and the talents that companies are
looking for. ADB (2018, p.281) points out that Thai university students chose social sciences,
business and law (38.9%), humanities (9.7%), and education (9.3%), while the proportion of
faculties in natural science (9.6%) and engineering and architecture (8.5%) was low.

(i) Improvement of income equality but low economic productivity: Income inequality needs
to be discussed in two aspects: level and trend. In terms of level, Thailand’s income inequality
measured by the Gini coefficient is 0.417 on an income basis and 0.335 on an expenditure basis as
of 2023. It is relatively low among upper-middle income countries. Looking at the trend, the Gini
coefficient showed a downward trend since 2000 (Gini coefficient was 0.428), falling to 0.348 in
2019, and 0.335 in 2023 (expenditure based).

On the other hand, the issue of fixation of social stratification over generations, a phenomenon that
the income stratum of households does not change across generations, deserves attention as a
possible factor associated with economic inefficiency. NESDC (2023) states that, citing
Chongcharoentanawat (2019) who found that 53% of Thai people who were in the lowest income
quintile in 2005 had not yet got out of this quintile as of 2011, it is difficult for the poor to move up
to a higher income stratum in Thailand. In such a situation, even if the Gini coefficient improves,
people born into poor households would give up enjoying the fruit of economic development and
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abandon participation in economic and social activities (they become an idle production resource
in the country’s economy).

(i) More equal treatment for female worker but low economic efficiency: There is no
significant difference between men and women in terms of years of basic education or labour
supply and demand. In addition, regarding the general concern that women’s employment is likely
to become unstable, such as by becoming informal sector workers as a means of adjusting the
economy, the ratio of women to men in the informal sector has been almost the same in Thailand
for some time. Besides, Egawa (2023) shows that in recent years, the transition of female informal
workers to formal sector workers has been progressing at a faster pace than male.

On the other hand, a difference in employment status after completing higher education may matter.
OECD (2023) points out that the ratio of women in senior and middle management positions in
Thailand’s private sector is low (32% of all managers as of 2021), although it has been improving.
Guaranteeing a social situation where women can fully participate in the decision-making process
of companies and organizations can mobilize diverse personalities into economic activities and
lead to increased creativity in the economy.

4. Analysis on regional contributions to social capital accumulation in Thailand

As the SCI only provides figures at the national level, it cannot be used to analyze which regions
of Thailand social capital has been accumulated most notably. Therefore, another index that can
work as a proxy variable which measures social capital accumulation at regional levels is needed
in order to conduct the analysis. Here, an original index is derived from the Human Achievement
Index (HAI) developed by NESDC for regional-level analysis.

Idea to derive an index on regional social capital accumulation from the HAI

The original idea of the HAI was based on the Human Development Index (HDI) developed by the
United Nations Development Programme (UNDP). Its measurement was therefore originally
implemented by the UNDP Thailand office in cooperation with the NESDC as an ad-hoc study.
Then, the NESDC has taken over this initiative and changed the indicators used in 2015 and has
been calculating the index value annually.

The HDI consists of only four statistics for three aspects (GDP per capita, average years of
schooling, expected years of schooling, and average life expectancy at birth) to measure people’s
ability to participate in economic and social activities. On the other hand, Thailand’s HAI is a
composite index consisting of a total of eight dimensions and thirty-two indicators are chosen to
measure the progress of people’s well-being, rather than human development. That is, the HAI
contains both the aspects of human development and social capital in its indicators, together with
other aspects of human well-being. Therefore, it is not a good idea to treat the HAI’s regional index
score itself as a proxy value for the state of social capital accumulation in the region. Nevertheless,
if an original index that approximates the accumulation of social capital can be obtained from each
component indicator or dimension of the HAI, this original index value can be used to discuss
differences in the accumulation of social capital by region.
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Now, consider how to utilize the eight dimensions and thirty-two consisting indicators of the HAI
to construct an original proxy index measuring social capital accumulation. The construction of the
proxy index is in line with the approach that measures the elements that increase social capital,
considering the characteristics of the HAI. Then, there are two possible methods to do this: directly
select individual indicators related to social capital from the thirty-two indicators that make up the
HAL, or select related dimensions from the eight dimensions of the HAL.

Table 3: Components of the HAI that are considered to be related to social capital

. . . - Candidates? . . . - Candidates?
Dimensions Indicators/ Statistics used Tndicator | Dimension Dimensions Indicators / Statistics used Tndicat Dimemsion
. ~ - Households owning homes that are built with |, _
Low-weight newborns 2015-22 durable building materials 2015-23
igiulanon of the hospitalized 201522 - 5 Housing and fliic;ncmﬂrgirofrr?f“nbls electricity in total 2015-22
PHealth [ e v Living = [oolCCUCIEVUR v
Oopu:ation Ol persons w 2015-23 Environment  |Complains about pellution problems 2015-23
disahilities
Number of suicides 2015-22 Population affected by disasters 2015-23| =
Average vears of education for| ., - - Children and adolescents admitted to juvenile |, .. 5
- 2015-23 | + . . 2015-13
people aged 15 and over obsarvation and protection centers
High school enrollment and |, .. 55 . S o bt e A1
. vocational education 2015-23 6 Family and Percentage of single-person households 2015-23
2 Education Developmentally appropriate v Commumity Life v
children aged 05 2015-23 N Percentage of elderly people livingalone 2015-23| =
Scores of O-NET test at high- |, .. . Number of reported crimes related to life, .
2015-23 2015-23 -
school level bodv, sex. and property
Unemployment rate 201523 | - \_ﬂlagss with main roads that can be used all 2015-23
vear round
Number of the underemployed [2015-23 7 Transportation [Number of road fatalities 2015-23
3 Work and Life Workers receiving sodial v and tele-
N ﬂr: fecetving soca 2015-23 communication (Number of people with mobile phones 2015-13
security benefits
Proportion of work-related - - . <
2015-2 Numbe: eople ess : Infemet | 2015-2
azards or illnesses 2015-23 Number of people with accessto the Infemet 015-23
GDP per capita 2015-22| + (Number of people who voted for elections 2021-23 | +
Rate of unemplovment 201523 - Number of community organizations 2015-23| +
4 E conony v 8 Participation o " v
Households with debt 201523 Houscholds that are members of local 201523 | +
ups/organizations
ol N . Households that participate in public activities |, - .|
Inequality of expenditures 2015-23 ’iﬂms sillage 2015-23

(Note) Indicators with grey shading are either those which are not considered as components of social capital or
those whose data are available for not all years from 2015 to 2023.
(Source) By the Author.

Table 3 shows the Author’s judgements on whether each indicator and dimension of the HAI
can be a component of social capital. Indicators related to social capital were marked in the
“Indicator” column of Table 3 with a “+” (the indicator value contributes positively), “-”
(negatively), or “+-” (debate is needed as to whether the indicator value should be considered
positive or negative) signs. There are 14 indicators marked, and a check to see to what extent
these indicators cover the indicators suggested in Grootaert et al. (2004) and the components
defined by Putnam (1993, 2001) is necessary. The conclusion is that the set of selected
indicators do not cover their suggestions sufficiently. Therefore, this approach should be
rejected.

Then, what about dimension-based extraction? For this approach, a strong assumption is
applied: the score for each dimension is taking into account the movements which are not
directly measured by the component indicators. Since both the HDI and the HAI are
calculated based on this assumption, dimension-based extraction can be considered as valid.
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Then, examination is conducted as to whether each dimension of HAI is considered to be
components of social capital implied by Putnam and the Grootaert ef a/. Based on the
discussion so far, “transportation and telecommunications” and the human development-
related dimensions (i.e., “health”, “education” and “economy.” Note that “work and life” is
also excluded because this can be considered as measuring individuals’ income) should be
excluded from the components of the original index. Then, there can be two possible
candidates: “HAI3” which consists of three dimensions (“housing and living environment”,
“family and community life”, and “participation”); and “participation” dimension of the HAI
only. Note that the HAI3 is calculated as a simple average of the scores of each dimension
that constitutes it, because there is no source or clue to know the weight for each dimension in
the HAI or actual social capital accumulation. From the viewpoint of consistency of this study
as a whole, it is important that the country’s index scores for social capital accumulation
derived from the HAI should be correlated with the SCI. In calculating the correlation
coefficient, data from one year later was used for the SCI, considering the duration until the
states of the components of social capital affect the economy and society through their
accumulation. The calculation results are shown in Table 4, indicating that HAI3 may be
more correlated with the move of SolAbility’s SCI, although the number of available data is
too small and a manner of mere comparison of correlation coefficient may still be casual.

Table 4: Calculation results of correlation between HAI3 or Participation and SCI

Index value R?

2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 R2 Adjusted

SCI (1 year later) | 345 | 345 | 385 | 44.9 | 456 | 49.4 | 49.2 | 44.7

HAI3 total 0.6076|0.5944 | 0.6041 | 0.6179| 0.6149 | 0.6182| 0.6132 | 0.6022] 0.5446 | 0.4686
Participation total | 0.5436|0.5359 | 0.5565 | 0.5615 | 0.5620 | 0.5555| 0.5456 | 0.5371| 0.1725 | 0.0345
(Source) Estimation by the Author.

Analysis of HAI3 scores by region

Figure 4 shows an overview of the trends in HAI3 by region. To mitigate non-systemic annual
fluctuations, the data are divided into four periods: the average for 2015-17, 2018-19, 2020-
21, and 2022-23. The region of three deep-south provinces is for reference only, because the
impact of the movement of a specific province on the index value is large.

The social capital accumulation is highest in the northern and northeastern regions, followed
by the southern, eastern, and central regions, and extremely low in Bangkok. Looking at the
changes over time, social capital was accumulated before COVID-19 in all regions, but only in
the northeastern region, it decreased. Also, during the COVID-19 period (2020-21), social capital
accumulation remained flat in most regions but decreased in the northeastern and southern
regions. After pandemic (2022-23), all regions showed a decline in social capital accumulation.
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Figure 4: Regional HAI3 score by region, 2015-2023.
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(Source) By the Author, calculated with the data from NESDC (2024).

Figure 5 shows the difference in the level from the national average for each region at each
point in time for each of the three dimensions of HAI3. The scores of all three dimensions
tended to be higher in regions with low income levels. Looking at the time trends (see “HAI3
Total” of Figure 5), narrowing regional disparities in social capital accumulation can be
observed.

Further observations can be made for each dimension. Regarding “housing and living
environment”, regional gap narrowed before COVID-19, but widened again in Bangkok,
central and northeastern regions during the COVID-19 pandemic, with the deterioration being
particularly notable in Bangkok. After the pandemic, regional disparity tended to be widened
(except the central region). For the whole periods, regional gap had widened due to the
widening of the gap between Bangkok and the northeastern (and southern) region.

Regarding “family and community life”, the trend toward narrowing regional disparities
continued throughout the periods. Among the regions, only the northeastern region had a
notably high score but it had decreased over time. In the post-COVID period, the figures for
Bangkok and the northern region worsened, and in the northern region in particular, the figure
was already below the national average before COVID-19. Regarding “participation”, only the
northern region had a notably high score, and it was not high in the northeastern region. The
regions with the scores lower than the national average (Bangkok, central, eastern) showed the
increase in the score over time, which can be considered to contribute to social capital
accumulation, while the pace of improvement stagnated during the COVID-19 pandemic
(2020-21).



Page |84 Development Economic Review

Figure 5: Scores of sectoral indices of HAI by region (difference from the national
average).
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(Note) As the HAI sectoral indices are calculated using the geometric mean of the scores for each indicator, the
total of the histograms will not be zero.

(Data source) NESDC (2024).

Focusing on regional differences, the following can be found. First, in the regions where HAI3
increased significantly (i.e. Bangkok, central, eastern and southern regions. Figure 4), while
the scores for “housing and living environment” did not change significantly, the scores for the
other two dimensions (“family and community life” and “participation”) improved. The
opposite is true for the northern and northeastern regions. However, in the northeastern region
in particular, the relative decline in the index score was greater for “family and community
life”, which was a major driver of social capital accumulation alongside “housing and living
environment”. During the COVID-19 pandemic, the scores stagnated in all regions, but the
regions having a decline in the score of “housing and living circumstances” saw an increase in
“family and community life”, and vice versa (except the northern region). After the pandemic,
all regions saw a decline in HAI3 score, but the decline in HAI3 score was greater in the
northern and the northeastern regions.

Interestingly, the factors that contribute to the HAI3 the most were different between the
northern and northeastern regions (the regions with HAI3 scores higher than the national
average). In the northeastern region, “family and community life” contributed most, although
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it continued to decline while “housing and living environment” increased slightly. This may
reflect the fact that the main path of social capital accumulation is shifting from active
involvement in the community to an interest in the surrounding environment through
improving the comfort of one’s own life. In the northern region, the figures for “housing and
living environment” and “participation” were high and stable over time, whereas the score for
“family and community life” declined. On the other hand, an analysis of the extent of change
by region shows that, in both the north and northeast regions, the scope of interest of individual
members of society has not directed to local communities as before, and that this trend had not
changed even during the COVID-19 pandemic. Looking at the characteristics of social capital
in those regions, namely the places where social networks, norms of reciprocity and
trustworthiness are manifested, it is possible that trustworthiness within communities and
connections within people’s families are weakening and, instead, people in those regions
become more aware of “housing and living environment”, or mutual aid in smaller group units.

In the eastern and southern regions, the score for “housing and living environment” was almost
unchanged, while the scores for “family and community life”” and “participation” increased. In
these regions, in a social environment where social participation became more difficult during
the COVID-19 pandemic, residents’ attention was directed more toward familiar groups, and
it may be possible to say that they spent more time at home and in their surroundings more
meaningfully (compared to other regions). This can also be discussed in relation to the factor
mentioned in the previous section, that although social capital increased during the pandemic,
this was not translated into economic activity. After the pandemic, “participation” regained in
these regions, while the increase in the score of “family and community life”” was maintained.
These are considered to contribute to smaller decrease in HAI3 score than the national average.

5. Discussion for policy recommendations and limitations of the analysis
Discussion for policy recommendations that can be made from the analysis

From the analysis so far, the following “hampering factors” that prevent the accumulation of
social capital from effectively translating into the efficiency of economic activity were
identified; (i) poor quality education and vocational training and a mismatch between labour
supply and demand; (ii) low-income earners’ reluctance against social participation due to the
fixation of social stratification; and (iii) problems with the personnel system that prevents
women from fully demonstrating their abilities. In addition, regional characteristics and
problems in the accumulation of social capital include the following; (iv) the northern and
northeastern regions’ contribution to social capital accumulation has become smaller, and (v)
individual members of the societies in those regions are likely to become less interested in their
families and local communities. Below, the discussion is focused on policies that address these
issues and link social capital to the efficiency of economic activity, as well as measures to
continue to promote the accumulation of social capital, particularly in the northern and
northeastern regions.
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Policies for improving social capital accumulation

(1) Regarding quality education, NESDC (2023, p.44) pointed out that the government
should 1) eliminate the digital divide in education, 2) improve access to education with a
focus on low-income households, and 3) develop policies to prevent regional disparities in
education from widening again. Regarding 2) and 3), NESDC recommends policy measures
that more directly support children from low-income households are important, such as for
providing scholarships and improving the quality of education through instructor training. For
higher education, the problem is that there is a mismatch between the faculties that students
choose and the human resources required by the industry. However, the Thai government has
not taken effective steps to alleviate the problem of mismatch. Even though social capital
accumulation leads to greater number of university graduate, they will not be sufficiently
active in the economy and society. The same can be said for vocational training.

(11) Measures to address the fixation of social stratification at poorest income strata are
similar to those in (i) above. The government introduced the State Welfare Card project in
2017 to provide supports for low-income earners’ purchasing daily necessities. The fact that it
targets 14.3 million people, accounting for 26% of the population aged 18 and over, implies
that this project would not contribute to effectively eliminating the problem of the fixation of
social stratification. The number of people in poverty was 3.43 million and the number of
those who were at a risk of falling into poverty was 4.30 million (as of 2023). Taking this fact
into consideration, the policy design with too many recipients results in too small amount of
benefit per person. Same amount of benefit to 26% of population with low-income will
maintain those in the lowest income group to be in the same (lowest) income decile group,
failing in moving them to a higher income decile group. Besides, this program does not
improve the employability of the target citizens. In the past, this project incorporated a
temporary measure that increased the monthly support amount if a target person took
vocational training. Such a “welfare to work™ scheme should be implemented as a permanent
measure. In addition, the income redistribution system is still insufficient in Thailand. The
Standardized World Income Inequality Database provides Gini coefficients before and after
income redistribution for 199 countries (Solt 2020; regarding the difference of two figures as
the effect of the income redistribution policy), and the effect of redistribution policy for
Thailand was -0.022 in 2021, smaller than Japan (-0.158) and China (-0.074). Furthermore,
according to the World Bank (2021), 26% of low-income households were unable to access
government consumption support-related programs conducted as a countermeasures against
the influence of COVID-19, whereas the support measures have reached the middle-income
earners well. As a result, the income gap between low- and middle-income earners has
worsened, while the gap between the middle- and high-income earners has improved.

(i11) Regarding women’s participation in the decision-making process, the problem with
the gender gap in promotion to management positions is unchanged. In a situation where
women cannot participate in the decision-making process, their abilities and talents are
increasingly dormant in companies and industries, which will stifle the productivity growth of
the Thai economy. Although it may be impossible for the government to directly intervene in
individual private companies’ personnel decision, the UN Women Regional Office for Asia
and the Pacific (2022) proposed indirect promotion measures to improve gender equality in
the private sector. The measure includes corporate accountability and disclosure regarding
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gender equality in financial markets, and promoting female entrepreneurship in small and
medium-sized enterprises and government procurement from companies that hire female
talent. These approaches are close to ESG (Environment, Society and Governance)
investment, and its recent rise may play a role in solving this problem as long as investors see
much about the gender equality in the personnel promotion in the companies concerned.

(iv) Regarding policy measures to address problems in terms of social capital
accumulation in northern and northeastern regions, it is necessary to guarantee that each
region can develop various economic and social circumstances based on the regions’ own
discretion. To realize this, further decentralization is necessary, particularly in terms of fiscal
autonomy. A quick look at the factors that are reducing social capital in Table 2 reveals that
the accumulation of social capital itself is being hindered by a lack of economic structural
reforms and administrative system reforms. Once the autonomy of local government is
improved, the policy measures should be taken to improve “participation” and “families and
local communities” in provinces in the northeastern regions by their own discretion. In order
to improve the score of “participation”, local organizations that work for communities should
be strengthened financially and in terms of personnel retention. Local governments’ assistance
by giving subsidies to the activities and tax waiver for the households participating in
activities for local communities are options on this matter. The issues on “families and local
communities” is discussed below.

(v) Regarding the phenomenon that individual members of society are less interested in their
families and local communities, this is a natural occurrence as the industrial core shifts from
agriculture to other industries. On the other hand, the decline in this figure can be mitigated if
each economic entity engages in higher-level industries without being overly isolated from
their families and local communities (through the decreases in “percentage of single-person
households” and “percentage of elderly people living alone”, both of which are its component
indicators). To this end, it is necessary to modernize and increase the added value of the
agricultural sector, and promote industrial agglomeration in areas where people can commute
from home. Modernization and high value-added agriculture policy are closely linked with
the policy to improve access to education and vocational training opportunities and that to
promote the provision of entrepreneurial and working capital to those with such skills.
Promotion of industrial agglomeration in rural areas results in the creation of many regional
cities. By implementing these policy measures in the northeastern region, where an
improvement in “housing and living environment” has been seen, workers in the region
become less necessary to go to metropolitan for the work in non-agricultural industries, and
people’s engagement with their families and local life will be able to increase once again.
Such projects should be done in conjunction with efforts to improve access to education and
vocational training opportunities in the northern region, where there has been an increase in
“participation”. In this regard, it is important to learn from the past failure of the special
economic zones in border provinces (Border SEZs) construction projects that the Thai
government envisioned in the mid-2010s. The failure was mainly due to insufficient fiscal
decentralization and the lack of investment funds from the central government for
infrastructure development.
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Limitation of the study

Even though this study can contribute to policy discussions as above, it should be noted that
there are limitations in analysis tools and methods, which may mitigate the persuasiveness of
the recommendation. In particular, (1) discussions can be done regarding the appropriateness
of employing the dimensions of the HAI to derive an index to measure regional accumulation
of social capital (discussion on other possible data sources). Also, the appropriateness of
choosing the three dimensions extracted from HAI and the weight of each of three dimensions
in generating a composite index (HAI3), can still be argued.

There are some limitations in the estimates. (2) The identification of the models was done
through the overview of the scatter plot, taking a possible relationship between the variables
into consideration. However, if strong policy recommendations are to be made, testing of
robustness may become of greater importance. Besides, (3) I used the published data of
SolAbility and the component indicators of the HAI only, in the light of data availability from
a single source and annual publication. Depends on the research interest, it may become
important to follow Grootaert ef al. (2004) in selecting and finding the data, or creating new
indicators in some cases, even if the study is a national or regional level analysis. (4) As for
the interpretation of the estimates, available data are not enough and their fluctuations are too
large to make solid comparison of the periods before and after COVID-19 if annual data is
used, as explained before (although this problem will be smaller as time passes).

The results and policy recommendations of this study are made with these limitations, and
there are some points that need to be improved in terms of their reliability. Nevertheless, this
study will serve as an opportunity to throw a new stone into future social capital research.

6. Conclusion

This study attempted to first understand the state of Thailand’s social capital accumulation in
contrast to its economic development stage. The analysis showed that Thailand’s social capital
accumulation is not beyond the average but can be accelerated, which has the potential to
positively contribute to Thailand’s economic efficiency. In practice, however, Thailand’s GDP
growth rates have been low for a decade. There may be obstacles that prevent good social
capital accumulation from translating into economic development. The obstacles are the lack
of access to quality education and vocational training, fixation of social stratification over
generation, and low proportion of women in managerial positions. In order to eliminate these
obstacles, this study discussed the importance of improving the quality and accessibility of
education and vocational training, provision of support measures that are more focused on the
poor and low-income earners for easing the problem of fixation of social stratification, and
taking measures to increase the proportion of women in senior and middle management
positions through the promotion of ESG investment and the like.

In addition, the analysis on the recent situation regarding the accumulation of social capital by
region shows that northern and northeastern regions contributed to social capital accumulation
and the accumulation in Bangkok was low. However, the gap of the accumulation between
regions had narrowed over time until 2022-23. The pace of the accumulation in northern and
northeastern regions has slowed due to the decline of the score for “family and community
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life”. Possible causes of this decline include outdated industrial structure in the regions that
urge former agricultural workers in the regions to move to metropolitan areas for work. To
curb this decline and promote further accumulation of social capital, this study emphasized
the importance of promoting fiscal decentralization, develop many regional cities, and
upgrade industries in the region including the modernization and high value-added agriculture.
On the other hand, the current cash benefits and support measures to reduce the burden of
living expenses for low-income earners have not been effective so far in helping the poor
escape from the fixation of social stratification. Improving employability through vocational
training and other measures is also important in the regions.

From the findings coming from SCI and HAI3, the government measures to further increase
social capital and eliminate obstacles ultimately come down to (administrative and) fiscal
reforms and economic policies including economic structural reforms. That is, the necessary
policy measures to take for smooth translation of social capital accumulation into economic
efficiency are compatible with the necessary policy responses for the country to go beyond
the so-called middle-income trap. There may be a general criticism that economic structural
reforms destroy communities and societies, but this study discussed that, even if
trustworthiness and solidarity within communities are fostered and people networks are
formed, this does not lead to a better society unless economic structural reforms. Further
reform efforts will be expected to be made so that the impediments identified through the
analysis can be eliminated and a virtuous cycle of human relationships and economic and
social development can be fully realized in Thailand.

Even though there are limitations in this study mentioned above, I expect this study to
contribute to expanding the literature on social capital and economic development of middle-
income countries in academic discussions. | also expect it to broaden policy discussions on
social capital and economic and administrative reforms in the policymaking at both national
and provincial levels. The study identifies necessary policy responses of the central and local
governments to structural weaknesses that hinder the transformation of social capital into
economic efficiency, together with the urgence of regionally differentiated and decentralized
policy design for local communities of each region.
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Abstract

The objective of this research is to examine the stock price response to the announcement and issuance of
Environmental, Social, and Governance Bond (ESG Bonds) by companies listed on the Stock Exchange of
Thailand (SET) during the period from Q1/2018 to Q2/2024. The study utilizes a sample of 34 cases and
applies the Event Study methodology to analyze cumulative average abnormal returns (CAAR) around the
announcement and issuance dates. Additionally, the research investigates the impact of fundamental bond
characteristics and company structural factors on the stock price response to ESG Bond announcements and
issuances, using multiple regression analysis. The findings indicate that stock prices exhibit a significantly
positive reaction, particularly within the [0, +7] day window following the ESG Bond announcement, with a
CAAR of 1.33%. However, specific bond features such as type, value, maturity, and interest rate, do not have
a statistically significant effect on the stock price response. In contrast, company structural factors play a more
prominent role: leverage ratio and interest coverage ratio (IC) have significant positive effects, while non-debt
tax shields (NDTS) and firm size exert significant negative effects on the stock price response. The findings
indicate that in an emerging market's early ESG bond phase, positive stock market reactions to ESG bond

announcements are driven more by issuer financial fundamentals than by ESG bond characteristics.
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AaMINAROUNBAATY VIR CAAR 1877 ttest mrprundgiunanitlifidannanauunuiin
Und@lutiangnisal wie

Hy: CAAR, = 0
H,: CAAR, > 0
AERAIINNIANBIGIIT Event Study i Junaudaunfanisafuiunarasdan

Na@]allLLY]%Lﬁ%l]ﬂa’i]’mL%Ggﬂ’]'ﬁfﬁﬂ’]‘iﬂﬂﬂ/ﬂ’]iﬂizﬂ?ﬂ ESG Bond @18UUUINAY §UNITNANDL
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wmm%m”’;LLﬂiSa‘szﬁVt@T{umiﬁmsmﬁﬁLﬂ%ﬁﬁ]ﬁ?’ﬂﬁawﬁwa@ia CAR luns@nwdailszansn

817 T 9A% % FINITDLLIaaNLTY 2 mj&mé’n 1aUA ANH SV DIATIRITAILAZRNHIRSUD I

USHN QI LLum‘haaaéhvs%“uma?a%mmwuadémea@]ammmﬁuﬂﬂﬁmﬂmqmifﬁ A9

+ + + -

CAR;; = Bg + B1Green; + 3,Social; + B;Sustain; + 3,bond_size;
+ - -

+

+Bsmaturity; + Bgcoupon; + B, firm_size; + Bgleverage;
+ + -

+

+BgMTBl + BlOROAi + BllNDTSi + BlZICi + &

Tauft CAR;,

Green;

Social;

Sustain;

bond_size;
maturity;
coupon;
firm_size;
leverage;
MTB;

ROA;
NDTS;
IC;

o))}
©

2 ®O) Dp Dp IHDp O
© © © o O

no}
©

oaTHAna UL WABINAFzaNY0IvL | T 1A t
SNBILMIoINATENTWIYILSEN D93aan

Green; = 1 \iia US¥naan Green Bond

Green, = 0 1§i8 US¥naananaslisannilssanan 9
SNBILMIoINATIENTWIYILSEN D93aan

Social, = 1 1ia U3¥noan Social Bond

Social, = 0 1l US¥nasnanaslinnnidssanau 9
SNBILMIoINATIENTWIYILSEN D93aan

Sustain; = 1 LiJa US¥Nasn Sustainability Bond

Sustain; = 0 18 US¥naananaslinnnidssanau 9
Qaﬁinauamﬂm’mmﬁ fwimanln(amount issued)
mqmwmwﬁ @)

sanaaniunting (%)

PAVIVIEN Auwankan In(total assets)

o . Fa o (current liabilities+long term debt)
AAINRIVAUTU ATUITUIN

total assets
DANEmUNAANAGANAAIMNTYT AuItkN

(book value of total assets—book value of equity)+market value of equity

o))}
©

jno))}

book value of total assets

o a v & o netincome
AAIMNIADULNUINMNRUNINY TWRITWINTN ————

total assets
& ady 9 Fa o depreciation
natvelaminenen luldnian duiman —e—a o
o total assets
aaIEIWIN lsnMId L iwwsdaaanidsinuvaslasuiznaw
PINIUN Lﬁ(ﬂm@mitﬁ

naudsziwlugngnIal 10, +10]
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3 [ '
v v A o e A

duldsszlagnudadunguansuzsasanamiiiineidasnudsiaduanubiin (ESG) 7

NWIBRGBINIATIRBUFNUAZIUAAN UaznguauidasziinedainuansmzadnsanIni

o o

(Corporate Bond Characteristics) LLazij@T’J WS8R NNEITaINUAN B VBILI BN (Firm

Characteristics) MFidudusniugu laslineazidua dd

(2 '
v A ¥ o A

daudsBasznguuanlaun SN UDIA TN TRANLA LTI UG T AeIUAN ST % §131TD
a%mﬂVL@Tmumsﬁmu@éﬁLLﬂsﬁuL'ﬁ'aa:ﬁauﬂs:mmaamwmsﬁﬁaamﬁaﬂlﬂumﬁ:mnu
lanedauds Green, Social #az Sustain pnrinuallddu 1 Lﬁau'%ﬁmaﬂ@mmwf:ﬁﬁ‘f@aglislu
WHAnNeINaN uaziiu 0 lunsdidn wialdaaseunanesnisidanasanieuanug v
ADAUANHIRLYBINANIUATWOANTINYBIHRANATINT AT Green 1°ﬁszq'jm%‘1§'ﬂaan Green
Bond vﬁam%aaﬁa%ﬁﬁQaaffvagu‘[mamiﬁmﬁ'aLL’;@]&T@w e fiaaudly Socia/lfszqﬂ’liaaﬂ
Social Bond %dLﬁumiaﬁfuaguimamséf’mé’aﬂm B ey s A suS T
WIONIIN@UITNTU §I1uA2ULT Sustain lFUNUN1308n Sustainability Bond Fongunsdia
SIUIARDNLALRIANLTT I msﬁmum‘ﬁLLﬂsﬁulué'nwmzﬁﬁqUlﬁﬂﬁﬁl,ﬂﬂ:ﬁl,%aﬂs:ﬁ'ﬂﬁ
FANTALNLEZHANTENLYBIA AN THLdazUsziAn IdatneTatan waztlseidwinmadanldan

sIntkduanudiduiianuduiusnudununiiniadu lassafeanss wiswgdnssuvesy

20NATRIIALNI bW TIRAE

> A

819890 NN O BYNIIFIFY Y (Signaling Theory) N1INUIBMNaaN ESG Bond uenzlszinniu

dWuwnrdsdyaimniisaieiuisnianuinaiuazniauiviaTeudataynwun1an1adu
¥ o o 1 nl v o < 1 a [ & ' ] [
Fwidldanudagdafiniasey 8900 uazANIH%aE1993999 TIgINadanINanwalua
a A ) £ 2K A v Ao v v U
pifuazanuTaiuanamy Jduwildufidnaimuazldanuaula uazazdoulddinig

QI g v v
\WNTUTaIMARUlE (Glavas, 2018; Orémusz, 2024)

YRANAUAIUATIEN TN (Bond Size) LL&@\‘Jﬁ\‘iHﬂﬁ’l@li’]ﬁ’]iﬁﬁﬁu%ﬁ/ﬂaE]ﬂ #INUSHNaan ESG
1 ﬂq: 1 Aa v A a A’l’a ai 3 & o 1 t:i a C=
Bond yaf1gd HunanoanuiIEnddiinumiaungin Gmawmvl,ﬂgmﬂmamlumm@u@
Frznild senaldinasnuiianundeduiasas o1 ldnaiiuanasld (Glavas, 2018;
Somkerd, 2022; Orémusz, 2024) 818ATIA1TWH (Maturity) (JudyYIMAINIAVIENTUNUNTT
{ v é o v a
amuluimamﬁ:mmaﬁmmmmwwamauLmﬂmmm FINIATNITA LR WA L TILIN
Qo { Qo 1 v v QI J
ﬁnnuﬂamuﬁm@mmamauLmu‘l,mw:ma aawa‘l,mﬂmn‘mwmu (Glavas, 2018; Somkerd,
2022) aavaanidaninaa (Coupon Rate) ﬁfﬂamuwadiﬂé'mmamﬁugaawdwalﬁu‘%ﬁ’wﬁaa
o Ja A & =& A A ° o A a o A a
LUNTUANTEARAUNNINT Y Fea1atNuautFudlwaniaa vinlwidauS¥naan ESG Bond N

é’@ﬁ@aﬂLﬁ'ﬂgoﬁ]zﬁaﬁwammulumaaudasﬂmﬁu (Glavas, 2018; Orémusz, 2024)
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ngududsdasziinertasnuansuzvasuIEnalfidudindsniuqu anungejanuaianis
(Prospect Theory) ANHMLYBILTHNNULANGINUHBUFINAABNITIUZUAZANANANIIVRINN
Aa ' @ o A a o . . 'Y A
sanunddenadsznaunisluemaauandinuean’y aaft vnavasuIEn (Firm Size) Wnasnud
vasmlamanissanuiididuwinanfenishnuwnalng thesnnddsziGnanauununduaiuaz
nIdufiniufiudiunis n1sean ESG Bond 1nuisnumalngduwildufiazdsgainasnu
' a o & ' [y [ A X ,
YINNIUIBNVBIALRN ?iamamwa‘lmwmﬁmwmu (Glavas, 2018; Somkerd, 2022; Orémusz,
2024) 8@ NFIBRATW (Leverage) Lhasnnmidniinuinildusendeandynunnszn1ans
a A a X ' o A v A , o o Y A o
WuNanainanluamiaa winldzinnsadisznitlania ldarunsarindlslaanunaiands win
a Q 1 a v { QI g v g =)
uIsnUzmasan ESG Bond winasnuatanasiuiEnienuisaduiuannslsniinniiwly
A ' [ [ ,
3 mﬁ]awaiﬂi’]m‘@ua@aa (Glavas, 2018; Lebelle et al., 2020; Orémusz, 2024; Somkerd,
2022) 8AMFIUTIANARAABYFA1AWTYT (Market-to-book ratio: MTB) Uaad0194n15L 521 AeN
PasuEhanamafisuivyadimetyd lesdunsssiaufiimadulaniednonimlunsaing
1 A w a W { 4 v AI J § L=
YaFNU8IUIEN WINUIWNAL MTB g9 Laean ESG Bond MANHMARNFITH L8 INUNAINY
\ a o & A a AAa A A A ! ! v A
vasiiEnmanuiinisdulandniadyadriginiiyadin19dwyd (Lebelle et al., 2020;
Somkerd, 2022)

DATINANBLWNWINNFUNTWE (Return on asset: ROA) Laadfdanug v bwn1svind lsved
Y o Aa o o Ao Aa o o A AL
uIdnInnIwenInilag Taun ldugrminuSenndainusiuisnlunisvinin lsn3aiidn ROA 84
1iaiszn1@aan ESG Bond ﬁfﬂammu%aﬁ'ﬂuﬁﬁwmmﬁfu Lﬁaamnmmmﬁ%ﬁugsﬁﬂﬁ
1 =) a Q" =) é 1 v v QI é’
atafilszinininuazlnuduainiinisiiu Geenadsnal¥ e iuiindn (Glavas, 2018;
Lebelle et al., 2020; Somkerd, 2022) Havszloain19n189 13151 &% (Non Debt Tax Shield:
NDTS) @Wu‘ﬂqwﬁlmmﬂﬁﬂu (Trade-off Theory) 183 DeAngelo & Masulis (1976) LLaz DeAngelo
(2022) MyaaanlavasusEnlunsiianlonidn msinddususaldnadszlosinmenele dn
A = o A o A A, @ A o A oA
WRauaAdwlatentiuaaylanannBuacann1Izn = Ewne winuSenladdzansiailn
é’@dauﬁqaaguﬁa manuranaz lavinld lasuna s lomin1an1 SR UNINGD INTIZUSEN D
va & , oA Y - Xa ad o o &N o
Tarudszlomiannagaua lun1taani#us nsnunhaulwnstiiararinlwiszlominlaan
% dy = di a o 1o v L3 JA nl di =) &/ di
nIvnaantiun1Banay thadanusentisndudaltuiiuNutNaaan 101N wLia
WSHUNEUNUUSENNUANLRANIIANHEE @91 USENNNA1LRONIIANYEY Aanial8n1308n
ESG Bond 2z lasutszlaminnin#lau1nnin thasansivisnvnanltansaaniionas lasu
{ QI A/ Qs a
NaU e lorinan BN ANIw (dnen dazlanm, 2557)

o o v

wanant gﬁ‘i}ﬂ{ld (ﬂﬂ’)llﬂ&lﬂ’J’]&lﬁ’]&l’]Sﬂl%ﬂ’]ﬁ"iﬁﬂ@]ﬂﬂLﬁﬁﬂladﬁ"ﬂﬂ’]‘iﬁ’)Elﬂv@l‘i’]d’luﬁﬂvlﬁ’ﬂ’mﬂﬂ‘i

7
=) '

aLiuinusianantiadny (Interest Coverage: IC) 5ﬁd§dmwﬂqwﬁuamﬂ§ﬂu (Trade-off Theory)
Tag 1C tTwn13700MNRINITD L WNITTITE W BV AIUSTHN AN NNIALHWITH WINUTENT AT IC 61
azﬁauﬂm‘%ﬂ'ﬂﬁmmLﬁmlum‘s'ﬁﬁmﬁgaLLazﬁIamaﬁlzéTwa:awﬁqa TN 9@ TINUTNURINLS HN

Jen IC GR mnUm'mdm'%fmﬁmmmm‘mlumsﬁﬁmﬁgdLLazﬁmmﬁ‘ummamsﬁu WauSen
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Ao A Yo 6 ' & 1 v v P a X
2an ESG Bond umﬂmﬂmuﬂiﬂmumﬂmsﬂa%umnmmunuawa:mwmﬁ]m@mumﬂm‘s
Q‘ g 5 4 Q/I 1 a @ Q L 3 v 1 a a A 1 v
LN LLazuﬂamuL%awmmmﬂmmsmamsﬂumswﬁ"l@amaﬁﬂi:aﬂﬁmw sﬁaawaawah

S’lﬂ’]ﬁ‘%LWN"U% (ANan ﬂiﬂﬁﬂm, 2557)

=
4. HAaNIIANB

41 anwmen30an ESG Bond 2adusEnnaanzawlnaaanannsngusilszmnalng

Tugrslasanad 11 w.a. 2561 folasunai 2 9 w.e. 2567 uSenfisanziiouluasiananning
urivdszinelne dnnsaan ESG Bond $113% 18 UTHN é'fiad’mlmuj@‘hLﬁuqiﬁﬁﬂummwéﬁmu
LLE\]Z&’]ﬁ’]iQ}ﬂIJ’]ﬂ 55.56% sadaams‘hLﬁuqiﬁaiu%ua@muﬁaLLaf:Ia%a@ﬂé LAZANIQ NI W)
aRINIZUNING 11.11% N9l mnRaTananwmen1sasn ESG Bond lugsaanaandnn wuin
U3min1iaan ESG Bond I1%% 96 %@ lasanlnaiiulszinn Green Bond 58.33% 3898941
Wudlszinn Sustainability-linked Bond 20.83% "fi\‘m’liaaﬂ ESG Bond @”ﬂﬂ&hﬂ@smﬁiyﬁmq 6.43
T UAAIMTLEHETNBLARY 1,981 FULIN UAZEATINANDLUNWARE 3.26%

U

A1519N 1: mrmqsﬁml,azﬂsunﬂn'ﬁaan ESG Bond

18013 1IN Souas

nNIA5IND (N=18)

wasuuazansIullng 10 55.56%
YUFILALRIFANST 2 11.10%
WAWIBFIATUNTNG 2 11.10%
DPNIUAZLATDINN 1 5.56%
Tlasaluaziadnmat 1 5.56%
NBATLNZOATIANTINDINNT 1 5.56%
22 LT FIBAILALITATUH 1 5.56%

1J3z1An ESG Bond (N=96)

Green Bond 56 58.33%
Social Bond 3 3.13%
Sustainability Bond 17 17.71%
Sustainability-linked Bond 20 20.83%

LARINNN: ﬁmamim;ﬁa”ﬂ
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A139N 2: anwawen1saan ESG Bond

5’]&]631,52]@] 5']%’)% gdﬂ;ﬂ Gi’]?!ﬂ Lﬂaﬂ
g (1) 96 15.00 1.67 6.43
Ha@hmimuamﬂ (R11LIN) 96 5,000 300 1,981
SATINAABLUNWLARE (%) 96 4.70 1.32 3.26%

WARINNN ﬁwmmimﬁ‘%{i’ﬂ

4.2 msmauauaawmsﬂmﬁudamsﬂizmﬁua:aan ESG Bond

INNANINN 3 u,amﬁaNamiﬁﬂmﬁm%‘um@mmii’uﬁu‘%ﬁﬂﬂizmﬂaaﬂ ESG Bond §ian1y
@auauao@iaﬁmﬁu WU3 sl,umwsamﬁmﬁuﬁmmauauaa@iam@lmstﬁfuﬁﬂizmﬂ ESG
Bond lastannzlugig 7 Junasvlsena [o, +7]° J8ananauunwindnfzzaniads (CAAR)

all [ % o %3 aa s €nql,a? v & = % =1 a 3
1.33% NITAURYRIAYNIIROA 10% Naawmﬂ%mumuﬂamuwmmamuaamamnma

L%@lﬂﬁifﬁﬂﬁﬁﬂixﬂ’]ﬂa an ESG Bond

A19719% 3: wamsmauauaowaasnmﬁu@iamqmswﬁmsﬂszmﬁaan ESG Bond

Event CAAR t-stat N
[-7,0] -0.58% -0.71 34
[0,+7] 1.33% 1.65% 34
[-7,+7] 0.50% 0.45 34
[-10,+10] 0.21% 0.16 34

WUNLLAG:* SZAUUNEIRNIRDE 10%, * AURDMAUNIFAE 5%, ** szauduimanneaia 1%

o

WARINAN: fuwatwlas :’35]8

? winuidpilasimuansaun1siazinaug9m (event windows) ludnuaaun1sasnuuumsdn®sn uanaawsniEualy

a7 3 faiutaanm 27 Tuwseumgmant Wesnnidutiefimusnsevaul jisowesemalansluszozauuaznisdsuaad
A X , . : _ o v ay

2713LNAVUDENINNDY (delayed market reaction) "Lﬂamamamﬂ@umnmw (MacKinlay, 1997) Taorialy 94 event study anld

, o 4 v e o ¥ ' = av o 3 v =

T80 +1, £3 W38 5 U GeFaansoInUFlain1Tes adrslsiausuisednenaliiiuit luuensd Tagawnz

e A o v o % & A Moea & o a (Ao ' &
waminififsatasnudayaduanudiiunia ESG ninauauasvasaaiaai lildiinduriud widansucdondudanly

(gradual adjustment) 8uLi8INNINANNTUTOUVBITOYIUALTEAUNNTTUVBIUNAINY
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ATNN 2: CAAR waamjm?hazi'm‘lmham@;minin'ﬁﬂszn'\ﬂuazaaﬂ ESG Bond

1.00%
0.50%

0.00%
10

CAAR
S
%
&
A
N
P
N
I
o
©

-0.50%
-1.00%

-1.50%
Event day

ANNOUNCE DATE ISSUE DATE

o o

WASINNT: AwInslasnIae

U

INNANDN 2 auﬁudﬁwmﬁuﬁmmauauaalumamﬂmwéﬁmqmsfﬁmsﬂszmﬂ ESG Bond

At lIAaN 1wﬁ"sd@Tumaam@;ﬂ’mﬁﬁmﬁuﬂ'ﬁ"bjﬁamﬁmmauauaa@iam@;mifﬁmﬂﬁfﬂ Tag
QI g 1 1 4 1 Qs $ ] 1 Q ™

CAAR I IAuAnatNIdaLita Il @A luunn audalusig 3-8 TUWAINGNTOL CAAR Un13

A ' Ao o o
SIS IER RH KUY LYY

4.3 mmqmmmsmaua%aas'lmﬁw;iamqmﬁﬁm‘sﬂs:mmmxaan ESG Bond

A

Wlasnanwitnitltdauanfond 39ldinnesauainuiBaiy (Reliability test) agn9lsnay

U q U

398919800 NIRNNZANDBILLUIIREIHIBANTNATD U Multicollinearity Las

U

Heteroskedasticity LNaE181ANNUNLTDH 828 INANITILATIZH NANIIATIARAL Multicollinearity

¥ a & a % . - ' ' v % ' o a
lagldaaniszanTanaunus (Correlation Coefficient) WL ANANNENNUTTZRINIALUTERTE

k3
o R A A

& \ [ LA AaA . o a &% a A & =2
ﬂmmagiuszmumnaﬂﬂuﬂma I@ﬂmgl@ﬂuﬂmuﬂnmmnu 0.80 TILTULAUMNUITD

' °

%1 multicollinearity agnafiindany azviauiwuudinadliddymianudunuiiiadugs

6

senivdiudsdase thesanndrdaudsz@nTandunuinnaidindn o.so laiwudgynd

multicollinearity
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o ]

d' . o 5 '
13N 4: GI’]?’]GE{EII Correlation nana &1 3] (Lﬂquﬂ'\'ﬁ\?)

@:é'f‘ul,ﬂi Correlation LAl
B_SIZE — MATURITY 0.503 unans
B_SIZE — F_SIZE 0.426 thunand
SOCIAL — F_SIZE -0.396 Uunansg
GREEN — SUSTAIN -0.494 Uunansg
LEVER — GREEN -0.405 unans

ludgruvasnInasauynn Heteroskedasticity 991NN13Na&al White test WU 61 Prob. 1189

' Qs & 1 L5 Q o Qs ' > o -5 1
Obs*R-squared LYiNAU 0.6638 T9u1NNINTzALKEEIAL 0.01 LAz 0.05 ag19dnodan 34la
susnl fLasaun@gnuing (Homoskedasticity) 16 uaasinlinuywianuudsdswlidasnly

LUUINRD

]
=

A13197 5 uEAIAINITETUNNATISATINaRUUNWLARD NG T [0, +7] mﬂm@minﬁuw
132n1@ ESG Bond @28UUUINADY JUNINANDINNAT WUIT UIzinNa8y ESG Bond laid
nansznula o @iammauauaaswmﬁﬂumdum@”\mma agalsfiony § 4 daudsBaszid
WURIAYNIRAA Usznaueay SaEIunitan (Leverage) samaininlsannniseiiniiwde

9 g a

aaniisdng (IC) NzaunadmANNINaa 1% Wadszlasinienin lalowiidn (Non-debt tax

@ o a

shield: NDTS) 13z AURBEIANIEDG 5% UazIUIAVAIUIEN (Firm size) NIzAURBRIATYNI

&DA 10%

Fanaantasnanawiduinluinusenazean ESG Bond 1szinnla (Green Bond, Social Bond,
Sustainability Bond %38 Sustainability-linked Bond) T1u8saansniansmela nanduazlald
aauauadntnitalanluszozau adnslsfinnw inaanuldlianuiamnulesiaiiomaniaduy
wazananwlumSmmitaiuraswSinuinndt Siseandasiunguuaniufou (Trade-off

Theory) UWATHANTANENVEY ANAN Hzlanth (2557)
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A a % a a 6
137910 5: m‘saﬁmﬂwammamwamauLmumuﬂnmmnm@;m‘smm‘sﬂ‘szmﬁ ESG Bond

Dependent variable

Variables CAR [0, +7]

Coefficient Std. Error t-stat
C 0.5118 0.3206 1.5962
GREEN 0.0351 0.0225 1.5598
SOCIAL 0.0200 0.0395 0.5059
SUSTAIN 0.0278 0.0267 1.0423
BOND_SIZE -0.0029 0.0100 -0.2947
MATURITY 0.0059 0.0053 1.1033
COUPON 0.7271 1.0985 0.6619
FIRM_SIZE -0.0255 0.0126 -2.0297*
LEVERAGE 0.2695 0.0903 2.9840***
MTB -0.0221 0.0154 -1.4315
ROA -0.1083 0.3180 -0.3405
NDTS -2.0576 0.8048 -2.5565**
IC 0.0147 0.0038 3.9093***
Num. Of Observation 34
R2 0.5204
R2 Ad;. 0.2463
F 1.8989

VANEIAG  * ALUEENANIEN A 10%, " aLiuiAMeeh6 5%, * RAULENLNEaa 1%

YWIAVBILTEN (Firm size) ﬁwamz‘nmiammauauaoﬁmﬁuﬂé’omsﬂizmﬂaan ESG Bond

a { @ o o e Aaa = ' [ . A { & (2 &
1%“(]?1“/]']\‘1&1] ﬁiz@ﬂ%ﬂa’]ﬂ@ﬂ’]dﬁﬂ@] 10% val,uaaﬂﬂaaaﬂuaumgmﬁm% 'ﬁ'lL%(?l%%\‘]E]’]’i]L‘f]%

wnzinaauNasiiuiEnemalngflamadulednalafisunuuisnawaidn niansean

anasnilnizasuisnawalng ldldssiinnuuandrniaanuihaullndldnvinamuann

L%

wn

0ANEIUWHEY (Leverage) INANITNUNNIABUAKEITIARUKAINTUIZNARAN ESG Bond Tu

A { v o o Aa = ' ) o Aa {&e & & o v &
NEANINUIN ﬁiz(ﬂuu&lﬁ’]my‘ﬂﬂdﬁﬂ@l 1% ‘]j\‘]vL&laa@ﬂaa\‘lﬂuawwﬁlg"luﬁ@lﬂ’l 7]\11-1 a’]%az‘ﬂauﬂ,%l’%u

TUSENT AT UG B ULNBNITIANITLATIRINININTLIWNG L ba UG V‘iﬂﬁﬁfﬂamuuauﬁuﬁa

anumwlnnItaulanazaNIRAINIINITT WY BILTEN



Page |114 Development Economic Review

nadszlominianSnlalownitdu (Non-debt tax shield: NDTS) finansznun1snauauaITaIu
#aIN13UszNAaan ESG Bond luilaniay NzauisdaynIaia 5% saansaiaiannsi
wantlAuu (Trade-off Theory) LazNanN1SANENVE Anan Avzlann (2557) lapasriauldiAnin
A o Aa 6 A 1 A 1 [ Qs A
uiEnndunadszlominnBanndiiennageagud wldiunansznuidiauainniiean ESG

Bond Lﬁaamﬂﬁfﬂamuuaadwu‘%ﬁ'm:"lﬁ%’uﬂsﬂMﬁmamﬁmﬂﬂﬁﬁua@aa

sandmilsnnmiduiinnudenantaing (IC) ﬁwamz‘nummauauaai’m’lﬁumﬁﬂ’]iﬂs:mﬂ
aan ESG Bond lufianauan Aszdusiudannaadia 1% Ssmeaadasnunguuanifou
(Trade-off Theory) uazHan1IAN®IVaY dnan Avzlanm (2557) lasaziaulfiAuin sinaanud
m’mL%aﬁ"u@iau’%ﬁ'wﬁﬁmmmmmluﬂﬁﬁﬁmﬁgaLLazﬁﬂawwﬁuﬂomamilﬁumﬂﬂ'jw lag

a e 1 Qq/l s 1 ¥ 1 v v { a &/ AI X
UIen L‘V\E\]'W%%ﬁltvlﬂiﬂﬂiZIEJ?i‘liﬂﬁﬂﬂ’ﬁﬂ a%ﬁmﬂmmunuam:m ANNANATWINNNIILNNAT
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Introduction: The Great Disconnect

As development economists, we are trained to trust data. We look to the NESDC for GDP
growth, the Bank of Thailand for inflation targets, and the National Statistical Office for labor
figures. However, a recurring theme in recent policy discussions at NIDA and beyond is the
failure of official and positive data to translate into political stability or social satisfaction.

Kyla Scanlon, a financial content creator turned author, addresses this gap head-on in In This
Economy? Scanlon is widely credited with popularizing the term "Vibecession", a situation
where the economy is technically growing, but the "vibes" (public sentiment) feel like a
recession. For a developing economy like Thailand, where the informal sector is vast, and
sentiment often drives consumption more than interest rates do, Scanlon’s exploration of the
"emotional economy" is surprisingly relevant.

This book serves as an urgent reminder that economics is not a hard science of movement and
forces, but a social science of people and choices. Scanlon argues that the "economy" is not a
distinct entity from us; it is us.

Deconstructing the "Vibecession"

The book's core contribution to public discourse, through casual Gen-Z vernacular, is
essentially behavioral. Scanlon posits that our economic reality is mediated through a
"negativity bias" amplified by algorithmic social media feeds.

In traditional development economics, we assume agents act rationally based on available
information. Scanlon challenges this, suggesting that the availability heuristic is broken.
When TikTok or X (formerly Twitter) bombards users with 15-second clips of grocery price
hikes, the aggregate psychological effect outweighs the statistical reality of wage growth.

For policymakers, this is a critical insight. We cannot simply publish a white paper stating
that inflation has cooled to 0.5%. If "lived inflation"—a concept Scanlon explores in depth—
remains high due to sticky prices in housing and food (the non-discretionary basket), the
"vibe" will remain negative. The book effectively argues that sentiment is a leading indicator,
not just lagging noise.

Structural Shifts: Labor and the K-Shaped Reality

Scanlon dedicates significant space to the labor market, describing the post-COVID shifts as
a reimagining of the "social contract" between employer and employee. She discusses the
"Great Resignation" and "Quiet Quitting" not as fads, but as rational responses to an economy
where asset inflation (housing, stocks) has outpaced wage inflation.

From a development perspective, this resonates with the "Middle-Income Trap" discussions
we frequently face in the Thai economy. Scanlon describes a K-shaped recovery in which
asset owners thrive while wage earners struggle. In the Thai context, where household debt is
sustainably high (exceeding 90% of GDP), Scanlon’s analysis of the housing market is
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particularly poignant. She illustrates how high interest rates, intended to curb inflation,
paradoxically lock up the housing market, preventing new supplies and hurting the very
demographic (young workers) the policy tries to protect.

She simplifies complex supply chain theory (the "Bullwhip Effect") to explain why goods are
suddenly expensive or unavailable. While her explanation is elementary, it highlights a
fragility in global value chains that developing nations know all too well.

The Role of Communication in Monetary Policy

Perhaps the strongest takeaway is the chapter regarding the Federal Reserve and the
"expectations channel." Scanlon argues that the primary tool of the modern central banker is
not the interest rate, but the narrative.

If the central bank cannot communicate effectively to a populace that consumes information
in short-form video, its forward guidance becomes less effective. Scanlon acts as a translator.
She demystifies the "Fed" and "The Treasury," explaining their interplay in a way that
suggests financial literacy is a prerequisite for a functioning democracy.

This leads to a broader critique of our own academic insularity. We often produce excellent
research that remains trapped in PDFs. Scanlon demonstrates that to influence the "vibes,"
one must meet the public where they are.

Critical Assessment
While the book is insightful, it is not without limitations for the academic reader:

1. Lack of Empirical Rigor: Scanlon relies heavily on narrative and anecdote. A
development economist would prefer to see more regression analyses or longer-term time-
series data to support the "vibecession" hypothesis. Is the sentiment purely media-driven, or
are the CPI baskets fundamentally not representing modern costs of living? The book leans
toward the former without fully proving it.

2. US-Centricity: The analysis is heavily weighted toward the US Federal Reserve and
the American housing market (30-year fixed mortgages). While the principles of inflation and
sentiment are universal, the structural mechanisms differ in emerging markets, where informal
labor and floating interest rates are more common.

3. Oversimplification: In her quest for accessibility, nuance is occasionally sacrificed.
The relationship between fiscal stimulus and inflation is treated somewhat lightly, which is a
contentious topic in development economics.

Conclusion and Implications for Policy

In This Economy? It is a triumph of economic communication. It successfully bridges the gap
between the "Ivory Tower" and "Main Street."
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For the students and faculty, this book offers a lesson in Behavioral Public Policy. It suggests
that managing an economy requires managing its psychology.

Recommendation:

I recommend this book not as a primary textbook for macroeconomics, but as essential
supplementary reading for courses in Behavioral Economics, Public Policy, and Development
Communication. It challenges us to ask: If we fix the numbers but lose the people, have we
succeeded?

In the end, Scanlon reminds us that the economy is a collection of human stories. As we draft
Thailand’s next National Economic and Social Development Plan, we would do well to
remember that "vibes"—or public trust and sentiment—are a form of capital we cannot afford
to deplete.
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