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FROM THE EDITOR’S DESK
Europe’s biggest economy heads for recession. If this continues the bargaining power of
UK will change definitely. As per forecasts, the locomotive economy of Germany was last
to go down in terms of economy health in Europe. The first being Britain post Brexit,
then France, Spain and the last being Germany. However, the German economy is on
radar for next quarter as the current results are not favourable indicators for the economy.
A look at various indicators give a broad overview of possibly the factors going wrong
for Germany ranging from workers productivity to technology shift in auto industry to
new emission norms.
As per German economy ministry, the following factors have contributed to sluggishness
in economy growth:
• Consumer goods output declined 4.1 per cent, while energy was down 3.1 per cent.
• the calendar effects as workers took extra time off around public holidays close to the
weekend.
• The automakers struggled to adjust to new emissions-test procedures.
Industrial output across Europe’s largest economy unexpectedly fell in November 2018,
for the third consecutive month. Data from the Federal Statistics Office show that industrial
output at German factories shrank by 1.9 per cent month-on-month in November 2018.
On an annual basis, industrial output slumped by an alarming 4.7 per cent in November
2018 and GDP shrank by 0.2 per cent in July-September 2018. The trade tensions and
weakness in the global economy hurt demand for German-made goods.
Another factor that will hurt Germany is that as per World Bank 2019-21 forecasts, the
global economy along with major advanced economies is also slowing. This will make
export growth difficult for most economies including Germany. US trade war with China
is not over. Interestingly Germany’s current account surplus still remains the world’s largest
for the third year running in 2018 at $299 billion followed by Japan. Germany banks on its
current account surplus, but in near future may be next in line for trade war (US President
Mr Trump has already criticized Germany’s export strength). The future picture for
Germany is not very bright. The German recession fears have gripped the market.
However, the markets worldwide along with wall street thinktanks have shown optimism
that US-China will soon close the trade war and strike a deal favourable to both. On
closing note if Germany enters recession, global economic perspective will shift focus to
economies like India. Major economies in world are all in for slow growth but the financial
markets are riding on optimism created by emerging economies like India which have
huge scope for growth.
(Dr. Sheeba Kapil)
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Perspectives on Currency Crises and their
Theoretical Underpinnings: A Literature Review
Balaga Mohana Rao and Puja Padhi*
This paper presents the currency crises and their nature of occurrences, and discusses various
crises after the collapse of Bretton Woods system. This paper shows how different countries were
forced to abandon fixed exchange rate system. This paper also presents three generations of
currency crises models and their evolution. The first generation model revolves around the fears
of debt monetization in the first wave of Latin American currency crises. The second generation
model emphasizes the role of self-fulfilling expectations in the case of breakdown of European
Exchange Rate Mechanism (ERM). The third generation model focuses on moral hazard problem
as the triggering point in the case of East Asian currency crises. However, the subsequent literature
is mostly empirical in nature, and they focus on developing an early warning system and finding
the determinants of crises.
Keywords:Currency Crises;Speculative Attacks; Debt Monetization; Self-fulfilling Expectations;
Moral Hazard; Credit Crunch
JEL Classifications: E32; F00; F31; G01

I. Introduction

A

UTARKY is not possible in
the present day globalized
world; this is evident from
emerging economies to global
economic powerhouses. In other
words, everyone is better off with
(international) trade and the same
has been theorized and proved by
both the traditional and modern
trade theories (e.g., new trade
theory). The exchange rates play
a crucial role in any country’s
trade pattern, and any instability
in the exchange rate of an
* Ph.D. Candidate in Economics,

Department of Humanities and
Social Sciences, Indian Institute
of Technology Bombay, Mumbai.

** Associate
Professor
in
Economics, Department of
Humanities and Social Sciences,
Indian Institute of Technology
Bombay, Mumbai.

economy leads to dramatic
changes in its economic structure,
i.e., changing the trade balance,
inflation and profitability of the
firms, etc. Here, exchange rate can
be defined as the price of a
currency in terms of other
currency (exchange rate is one of
the special prices, others being
interest rate and wage rate).
The
currency
stability
decides/indicates the economic
performance of an economy. But,
it may not be possible to have a
stable currency in every economy
at every point in time. The reasons
for instability of a country’s
currency could vary from political
to its economic fundamentals. If a
currency depreciates unabatedly, it
may lead to a currency crisis.
Currency crises have been a
recurrent feature of the world
economy since the invention of the
paper currency. These crises may
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be regional, of course they are not
confined to any region or economy
(they can take place anywhere),
but they are contagious in nature,
so they spread to other economies
by causing a downturn/
instability/recession in world
economy as a whole. Those
countries who had experienced
the currency crises, faced huge
and disruptive economic losses.
A currency crisis is a situation
where currency/exchange rate
depreciates substantially within a
short span of time (Burnside et al.,
2008). It can also be defined as that
“a currency crisis is an episode
where an economy experiences a
sharp depreciation in its currency
or huge decline in its foreign
reserves due to a speculative attack
on it, or a combination of both”. In
this situation, monetary authorities
either sell the foreign exchange
reserves or increase the interest

3
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rates to defend the currency from
the rapid decline (Glick and
Hutchison, 2011). To put it in
other words, “a nominal
depreciation of 25 per cent in a
currency which is at least 10 per
cent larger than the preceding
year’s rate of deprecia-tion”
(Frankel and Rose 1996).
A currency crisis might occur
if investors fear that government
would finance through seignorage
revenue1 or devaluate the currency,
due to which exports become
cheaper and imports become
expensive. However, a devaluation
associated with speculative attack
on its currency may lead to decline
in output, a rise in inflation and a
disruption in both domestic and
foreign financial markets. Currency
crises were not explained by
standard macroeconomic models –
Fleming (1962) and Mundel (1963).
In this model, with perfect capital
mobility a fixed exchange rate
system leads to capital outflow
when central banks reduce interest
rates and results in capital inflow
when interest rates are hiked. In a
flexible exchange rate regime,
usually central banks do not
intervene in foreign exchange rate
market, and private capital
outflows and inflows would
finance all the balance of payments
(BoP) surpluses and deficits,
respectively (Chiodo and Owyang
2002; Burnside et al., 2008).
Currency crises have always
been a feature of international
monetary system both during the
Bretton Woods system, which was
an accord where US dollar ($35 an
ounce of gold) became reserve
currency of the world unofficially,
and after its breakdown in 1971.
There have been many currency

4

crises especially after 1970s.
Dramatic episodes of currency
crises include Bretton Woods
collapse, British Pound Crisis in
1976, Latin American Crises in
1980s, European Exchange Rate
Mechanism Crises in 1992,
Zimbabwe Currency Crisis from
late 1990s, East Asian Crises in
1997, Russian Currency Crisis in
1997, Argentina Crisis in 2001 and
Turkey’s Currency Crisis in 2002
(Glick and Hutchison, 2011;
Burnside et al., 2008). Putting it
simply, currency crisis is a
symptom of an ailing economy.
With this background, this paper is
an attempt to summarize the evolution of currency crises and their
theoretical underpinnings. This
paper also presents the empirical
literature on various occurrences of
currency crises across the globe at
different points of time.
This paper is organized by
presenting the three generations
of models in section 2. Section 3
discusses the empirical literature
with regard to different countries
and different methods. Whereas
section 4 summarizes and
concludes the paper.

II. Three Generations of
Currency Crises Models
The aforementioned currency
crises are different from each other
in their nature of occurrence.
Currency crises can be classified
into three generations of models
based on the primary reason
behind the crises and the time of
their development, i.e., occurrence
of the crises at different points of
time. The first generation models,
which revolve around the
monetization of debt fears, were
introduced to explain the first wave

currency crises in Latin America
in 1970s and 1980s. The second
generation models were brought out
in the aftermath of European
Exchange Rate Mechanism (ERM)
crisis in 1992 to emphasize the role
of self-fulfilling expectations in this
crisis. Whereas the third generation
models evolved as the first two
generations of models failed to
prevent and explain the case of East
Asian currency crisis in 1997, which
occurred as a result of moral hazard
problems. These three generations of
models are explained below in detail.
2.1 First Generation Models
The first-generation models of
currency crises were largely
motivated by the sharp decline in the
price of gold, which was the
principal back-up for currency
before floating exchange rate came
into existence. This led to devaluations in Latin American countries
and other developing economies.
The government’s inability to control
budget is said to be the main reason
for currency crisis (Cleassens and
Kose, 2013). Currency crises happen
when government deficit is financed
through seigniorage, and investors
anticipate a financial collapse, i.e.,
fear of debt monetization. The
following two seminal works laid
foundations for the first generation
models:
Krugman (1979) in his seminal
work analyzes the situation that
lead to balance of payments (BoP)
crisis, an episode where an
economy loses its foreign reserves
while trying to defend its currency
from a rapid depreciation where
the (currency) speculators attack
the currency in pegged exchange
rate system, in an economy. He
says that BoP crisis (which is
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interchangeably used for currency
crisis) was a result of maximizing
behaviour by investors. A speculative attack can be viewed as a
change in the composition of portfolios of the speculators which
results in decline of the domestic
currency and increase in foreign
currency and eventually leading to
currency depreciation as the country
defends its currency using reserves,
and if there is an ambiguity about the
government’s willingness to defend
the exchange rate, there can be a
series of crises wherein capital
outflows and returns before the
problem is fully resolved.
Krugman (1979) believes that
once speculative attack takes place,
crisis is inevitable even if there is
some reprieve due to government’s
instant policies. Speculators always
have “one-way option”, that they
have nothing to lose from
speculating. In the absence of
pegged system, exchange rate can
change for the following reasons: a
change in money supply, a change
in foreign holdings by private
agents and a change in expected
inflation. However, this analysis
has had its own limitations in
explaining BoP crisis, and they
were mainly classified into two.
First, it used very simplistic
macroeconomic model where it
had two characters – (1) Demand
for domestic currency depends on
exchange rate; and (2) The
exchange rate that clears the
domestic money market changes
over time. Second limitation was
that there were only two assets –
domestic and foreign money.
Flood and Garber (1984) study
the timing of the collapse of
exchange rate regimes using two
examples – continuous time model

with perfect foresight model and
discrete time model with
uncertainty. In perfect-foresight
model, exchange rate regime
collapses without producing
forward discount rate, whereas in
stochastic
model,
agents’
behaviour produces forward
discount rate with random collapse
timing. The exchange rate system
can collapse either due to weak
fundamentals or partly due to
arbitrary speculative attacks. They
say that fixed exchange rate system
is also subject to arbitrary
speculative attacks same as floating
exchange rate system (traditional
argument), i.e., fixed exchange rate
system is also vulnerable to
dynamic instability problem same
as floating exchange rate system.
2.2 Second Generation Models
The second generation models
were motivated by Exchange Rate
Mechanism (ERM) crisis in 1992,
where countries such as UK were
under pressure to devaluate their
currency and of course ended up
doing it even though the
macroeconomic fundamentals
were not too bad to have a
currency crisis. This is a classic
example of self-fulfilling prophecy2.
According to this argument,
currency crisis occurs as one
section of investors/speculators
expect this to happen so as to
capitalize the crisis, i.e., George
Soros in ERM crisis. One-way
option in currency speculation
seems to be the reason for betting
against one currency. The
currency crisis will be aggravated
by contagion and herd behaviour
if the economies are competitors
in international markets (through
competitive currency devaluation,
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i.e., currency war) or if the countries
share common macroeconomic
policies (Asian Crises 1997) or interdependent on each other or share
common culture (Tequila Crisis).
Obstfeld (1994) rules out the
possibility of currency crisis in
Krugman’s (1979) view that
government debt and reserves’
exhaustion cause currency crisis.
He argues that self-fulfilling
expectations are likely to cause the
currency crisis as the European
countries’ problem is not reserves’
exhaustion per se. The main
argument of this work is that
there is no trade-off between
‘fundamentals’ and ‘self-fulfilling
expectations’, i.e., there is no such
dichotomy. The fundaments such
as unemployment, interest rate and
inflation, etc. effect market
expectations vice versa, i.e., the
problem is endogenous. The
inability of government to address
these problems lead to multiple
equilibria due to speculative attack
on currency anticipating reserves’
exhaustion, which eventually leads
to abandonment of existing exchange
rate system (possibly fixed exchange
rate system). Putting it in another way,
in a fixed exchange rate system, a
speculative attack on currency leads
to multiple equilibria, and this
speculative attack happens when
government fails to address the
problems in “fundamentals” which,
in turn, effects market expectations,
and these expectations transform
into self-fulfilling expectations
anticipating a complete reserve
exhaustion.
Once crisis hits an economy
and it spreads to other countries
which have trade links with the
crisis hit economy and with
similar macroeconomic policies, i.e.,
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currency crises is contagious in
nature. Whereas Obstfeld (1996)
analyzes that the currency crisis in
the event of Exchange Rate
Mechanism (ERM) crisis as a selffulfilling phenomenon. He says that
intermediate
fundamentals
(government reserves) make the
currency crisis a possibility, if the
speculators sell in concert, otherwise the pre-existing exchange rate
system withstands the speculative
attacks. Because in high reserve
regimes, it does not collapse as a
result of speculative attacks; and
in low reserve situations, it is
inevitable that exchange rate
depreciates and eventually leads
to existing regime collapse. He also
shows that high unemployment
rates can cause currency crises
with self-fulfilling features but this
is not an economic necessity.
Eichengreen et al. (1996)
surveyed the contagious nature of
the currency crises in the
aftermath of Mexican crisis. They
used a panel consisting of 20
industrialized countries over 30
years (1959-93) to test the
contagious nature of currency
crises. Their empirical evidences
suggest that a crisis in one country
increases the probability of
speculative attacks on another
currency after controlling for
political and economic variables
in the country concerned, i.e.,
contagion effect, but it was not
definitive. Economic and political
similarities of an economy apart
from trade linkages with other
countries play a very important
role in spreading the currency
crisis contagiously among the
countries through speculative
attacks. They estimated that
probability of currency crisis
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increases by 8 per cent in foreign
countries as a result of crisis in an
economy. However, the authors
said that contagion effect through
trade channel is stronger than
macroeconomic policy channel.
2.3 Third Generation Models
The third generation models
were brought out in the event of East
Asian Crisis 1997. Krugman (1998)
and others explained this
phenomenon and investigated the
effects of monetary policy during the
currency crisis as the first two
generations of models failed to
explain the crisis and give any policy
recommendations for the central
banks at the time of crisis. They
showed that how a rapid
deterioration of balance sheets along
with the volatility in asset prices
including exchange rates could cause
a currency crisis and eventually lead
to abandoning fixed/ pegged
exchange rate system. The following
papers are said to be major works in
formulating the third generation
models.
Krugman (1998) says that
Asian currency crisis case departs
from conventional currency crisis
theory. The first and second
generation currency crisis models
together are considered to be
conventional theory. In first
generation models, unsustainable
fiscal deficits which are assumed to
be financed through seigniorage
would make investors anticipate a
financial collapse. In this scenario,
with fixed exchange rate system,
there will be speculative attack on
domestic currency when the
reserves fall to its minimum levels.
In second generation models, a
speculative attack can arise in fixed

exchange rate system either through
anticipation of deterioration of
fundamentals in future or through
self-fulfilling expectations. But,
none of these models could explain
the Asian crisis completely as the
fundamentals were not unsound
and there was no anticipation that
there would be a deterioration of
fundamentals in future. Asian
crisis occurred due to moral hazard3
problem through financial
intermediaries and asset bubble
which was created by financial
excess. This was aggravated by
self-fulfilling pessimism and herd
behaviour, and spread through
contagion to other countries
irrespective of their trade links and
macroeconomic similarities.
Broadly speaking, crisis occurred
due to poor banking and lack of
regulation of financial institutions.
Chang and Velasco (1998)
argue that international illiquidity4 in
domestic financial markets is the
problem which causes financial
crisis in emerging markets. Because
in emerging markets, financial
markets are less developed relative
to developed economies and these
countries are much dependent on
banking system for credit, and their
access to international capital is
also limited. This illiquidity
situation can arise as a result of
following reasons: sudden capital
outflows, financial liberalization,
small external shocks can
destabilize domestic situation,
burst of asset bubble and moral
hazard problems (unsound policy
practices). The exchange rate peg
is incompatible in the wake of
banking crisis and this would
eventually lead to abandonment of
fixed exchange rate system for flexible
exchange rate system as agents buy
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reserves with the additional funds in
the market due to central bank’s
lender-of-last-resort policies. The
authors describe it as a twin crises –
banking and balance of payments
crises. They suggested solutions to
above mentioned issues as follows:
Foreign Direct Investment (FDI) to
contain the fragility in capital flows,
financial liberalization should be
done with a closer watch, if the
problem is related to moral hazard
issue, the financial institutions /
banks should be closed or forced to
recapitalize, and if that is of
illiquidity, more liquid should be
injected. The authors are in favour of
an international lender-of-last-resort
irrespective of the moral hazard
issues.
Krugman (1999) argues that
East Asian currency crisis deviates
from both first and second
generation models as this crisis has
had little to do with government
debts and/or self-fulfilling
expectations / pessimism, and
fundamentals were also not too
weak. He further says that there is
something beyond “moral hazard
problem
(through
crony
capitalism)” and “bank run”
arguments and says that they do
not capture the entire picture. His
main argument goes as follows: a
loss of confidence leads to financial
fragility which validates investor
pessimism, and this loss of
confidence makes the transfer
problem inevitable (opposite of
capital flows). Thus the country
undergoes a huge real exchange
rate depreciation. This depreciation
adversely affects the balance sheets
of the firms, validating the investor
pessimism/loss of confidence, and
this, in turn, reduces the ability of
firms to borrow and by further

reducing capital inflows and
resulting in a decline of output.
There will be a spiraling effect once
crisis erupts. His suggestion to
prevent currency crisis is to
discourage firms from borrowing
in foreign denominations. The
availability of emergency credit
would be a possibility to deal with
the crisis. As the firms will be
bankrupt after the outburst of
crisis, so there should be a two-way
solution to come out of the crisis –
rescuing the bankrupt entrepreneurs and encouraging new
entrepreneurs (possibly Foreign
Direct Investment [FDI]).
Corsetti et al. (1999) interpret
that the East Asian currency crisis
(1997-98) occurred as result of
moral hazard problem through overinvestment, excessive external
borrowing and current account
deficits (as a result of former
activities) due to poor supervision
and regulation of financial sector.
Financial institutions and firms
borrowed heavily in foreign
currency to re-finance their losses,
and for unviable and unprofitable
new projects, in the presumption
that the exchange rates would be
stable and government would step
in if things went wrong. Of course,
when things went wrong it was
inevitable for the government to
intervene to fix the troubled
economy through seigniorage
revenue, but this intervention
increased expectations of the
burden of future current account
deficits. Prior to crisis, neither East
Asian economies were in huge
budget deficits (contrast to first
generation) nor their fundamentals
were weak for self-fulfilling
expectations such as the growth
rates were high, and inflation and
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unemployment
considerably low.

rates

were

Aghion et al. (2000) explain the
optimal monetary policy in
currency crisis situation under
flexible exchange rate system. They
say while citing the case of Asian
and Latin American cases that
when firms are debt constrained in
domestic and foreign currencies,
this situation may lead to currency
crises. When there is a negative
productivity shock in an economy,
there will be a “multiple
equilibrium situation”, i.e., there
will be a currency depreciation. In
this scenario, the monetary policy
depends on the size of foreign debt
and credit sensitivity interest rates
(Money Supply – M s ), and on
the financial/credit market
development of the country. Tight
monetary policy is viable and/or
advisable to eliminate currency
crisis only when the foreign debt is
too large and credit sensitivity to
interest rate is very little. But, in a
contrasting situation, accommodative monetary policy or
increasing Ms would be helpful as
this action increases credit
availability to credit constrained
firms and financial institutions. In
an economy with developed
financial system and less credit
sensitive to interest rates during the
currency crisis, tight monetary
policy can be helpful and same is
the case with no credit markets, but
with intermediate level of credit
markets, increase in interest rates will
have counter-productive effects.
Aghion et al. (2001) have come
up with new insights/explanations
for currency crisis in the wake of
East Asian currency crisis as part
of the Third Generation Models
since both first and second
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generations of models fail to explain
the problems, i.e., afflicted Asian
economies were having government
surpluses and increasing foreign
reserves (contrast to first generation),
and low unemployment and
booming exports (unlike second
generation). They argue that since the
problem is with financial sector and
private firms, which are likely to
borrow from foreign countries in
foreign currency, currency crisis can
happen in both fixed and flexible
exchange rate systems. In Asian case
prior to crisis, there was a lack of
super-vision and regulation in
financial sector and firms (moral
hazard problem). And when large
part of debt is in foreign currency,
the economy is likely to face
currency crisis as a result of any
instability or negative shock either
within the country or in rest of the
world. In a currency crisis situation
with sticky prices, tight monetary
policy will be effective only if
foreign debt is relatively small and
credit supply/availability is stable
(does not react to changes in
nominal interest rates). However,
the subsequent literature did not
focus on developing a new theoretical
model but concentrated on combing
the previously existing crises models
in finding the common determinates
of turbulence. However, there was an
attempt to develop fourth generation
models on the lines of third
generation models but that never
came into existence (see, Krugman,
2001).

III. Studies on Early Warning
System & Determinants
of Currency Crises
There have been many studies
on currency crises. They have
focused on situations leading to
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currency crises, determinants of
them and economic impacts of the
crises; some of them suggested
remedies to come out of the crises,
while others came up with
suggestions to prevent them.
However, given the recurrent nature
of the crises and episodic differences
rise the need for further empirical
research in this area. We present
empirical works on both crosscountry and country-level empirical
studies in chronological order.
Ozkan and Sutherland (1995)
worked on policy measures used to
avoid currency crises and preserve
fixed exchange rate system. In this
paper, they emphasized the role of
various factors that led to the
collapse of Exchange Rate
Mechanism (ERM) and they
constructed a model to explain this.
The model has three features: One,
some governments leave the ERM
consciously not because they have
no reserves. Two, there seemed to be
interaction between credibility,
interest rates and incentives to leave
ERM. Three, German higher interest
rates played a major role in
triggering the crisis and by causing
recession in other ERM economies.
The difference between the previous
models and the present model is the
role of government policy. They said
that it is the policy-maker who
makes the decision when to switch
from fixed rate system to floating rate
system. Therefore, it is the policymaker’s incentives, rather than loss
of reserves, that makes the policymaker to switch from fixed
exchange rate system to other
mechanisms.
The
authors
suggested some measures to
preserve the fixed exchange rate
system for a long time and those are
as follows: capital controls; raising

the cost of switching regime; raising
the maturity of debt contracts; and
altering the discount rate of the
policy-maker.
Frankel and Rose (1995)
empirically analyzed the currency
crashes in emerging markets. They
have used a panel of over 100
countries from 1971 to 1992 to
examine the currency crashes. The
authors defined the currency crash
as a huge change in nominal
exchange rate which is also a
significant increase in the rate of
change of nominal depreciation.
They found in their empirical results
that currency crashes/crises are
likely to happen when the Foreign
Direct Investment (FDI) or capital
inflows dry up, when foreign
exchange reserves are low, when
domestic credit growth is high,
when northern interest rates
(foreign interest rates) escalate, and
when the real exchange rates are
overvalued. They said that currency
crashes are associated with severe
downturns, though the linkages are
not clear. They also said that neither
current account deficits nor
government deficits play any role
in a currency crash.
Krugman (1996) examined
whether currency crises are selffulfilling. He said that in classical
models, it is the weak economic
fundamentals that eventually make
the currency crises inevitable,
whereas recent models focus on
currency crises as self-fulfilling. In
other words, speculative attacks on
fixed exchange rate are not due to
underlying weakness of currency
regime, rather they are selffulfilling. However, he was
sceptical
of
self-fulfilling
speculative attacks on a currency.
The author opined that self-
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fulfilling models should not be taken
seriously for the time being. He also
said that markets were not
concerned about the early warnings
given by the analysts and he
attributed the rise of self-fulfilling
crises models to the lack of early
warning system.
Jeanne (1997) studied the role
of economic fundamentals and selffulfilling speculative attacks in
currency crises. According to one
argument the currency crises that
occurred in European Monetary
System (EMS) and Mexico were
associated with weak fundamentals
while the other argument says that
speculation arose abruptly and
unpredictably, and eventually led
to currency crises, of course,
economic conditions worsened
gradually prior to crises.
Speculative attacks were attributed
to “rational self-fulfilling animal
spirits5”. When speculative attacks
are there due to market spirits on a
currency, Tobin Tax 6 was
recommended as a remedy in order
to bring back normalcy. Whereas, if
speculative attacks are there due to
fundamentals, a coordinative fiscal
and monetary policy would be
helpful in preventing the crises. In
this paper, the author tried to show
that fundamentals and animal
spirits could be considered as
complements in process of
speculation.
Thus,
both
fundamentals and animal spirits
will have a role to play in
speculative attacks – weakening of
fundamentals pave the way for
speculation and the timing of crises
would be determined by animal
spirits. The author cited Krugman
(1996) as saying that political
variables have had an important
role in explaining excessive

volatility of devaluation expectations. He said that political
variables should be integrated in
the analysis of currency crises
though capturing the data of those
variables would be cumbersome.
Kaminsky et al. (1998) developed
an Early Warning System (EWS) in
their paper to forecast the currency
crises using signals approach for the
period 1970-95 from a sample of 20
countries. This method what
popularly later came be to known as
KLR methodology. The proposed
signal approach issues a warning if
the variable crosses a given threshold
level and probabilities of a crisis
would be estimated within the crisis
horizon of 24 months conditional on
signals issued by indicators at that
moment. In this paper, the authors
primarily made an attempt to
capture the signals issued by the
macroeconomic indicators prior to
the crisis. This paper also focused on
nature and the sign of the variables
while identifying the early warnings
issued by them, i.e., bottom tails and
the top tails of the variables. They
found the following indicators as
useful in predicting the crisis:
reserves, real exchange rate,
domestic credit, inflation, credit to
the public sector, fiscal deficit, real
GDP growth, trade balance and
export performance. They left the
composite index construction and
evaluation for future research.
Milesi-Ferretti and Razin (1998)
examined the sharp declines of
current account deficits and
currency crises in low and middle
income countries. Reversals in
current account imbalances are said
to take place in those economies that
have persistent deficits, low
reserves and imbalance in terms of
trade, whereas they are less likely
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to take place in countries those who
receive official transfers and
concessional debts. They said that
currency crises tend to happen
when reserves are low, real
exchange rate is appreciated along
with high interest rates and low
growth rate in industrial
economies, and growth would
decline during the crisis period and
recover after this period. However,
there was no evidence of correlation
between reversal in current account
imbalance and low growth rate.
Glick and Rose (1999) studied
why the currency crises are
regional and contagious. They have
taken five currency crises – 1971
(Bretton
Woods),
1973
(Smithsonian Collapse), 1992
(Finland), 1994 (Mexico), and 1997
(Thailand). In this study they found
that the currency crises affect in
clusters due to the close proximity
of the economies, i.e., neighbouring
countries tend to be trading
partners. However, they said that
macroeconomic fundamentals
differ in explaining the speculative
attacks in cross-country incidents.
The authors found in their study
that currency crises spread because
of trade linkages and speculative
attacks might happen because of the
actions/inactions
of
their
neighbouring economies.
Berg and Pattillo (1999a)
examined Kaminsky-LizondoReinhart (KLR) 7 model in
anticipating 1997 East Asian
currency crises. They have
compared these results with Probit
based model (BP Model). The
authors found in their results that
with the same data set and crisis
definition, BP model gave better
results than standard KLR models
in prediction of crises. However, it

9

ARTICLES
was found that both the models
gave similar conclusions, for
instance, the probability of crisis
increases when bilateral exchange
rate is overvalued relative to trend,
reserve trend and low export growth
and the growth of M2/reserves is
high. They also found that large
current account deficit and high
ratio of M2 to reserves are main risk
factors. Both the models performed
well in predicting the crisis despite
the omission of crucial variable
such as poor banking supervision
and weak corporate governance.
They said that limitations of this
study were that nonlinearities were
not considered in prediction and
data was available with long lags.
Fiscal policy, short term external
debt, political variables and
openness of the capital account
were not considered in estimation
and were left to future research.
Berg and Partillo (1999b)
evaluated the methods available to
predict currency crises in the wake
of 1997 East Asian crisis. Sachs,
Tornell and Velasco (STV)8 (1996)
and Frankel and Rose (FR)9 (1996)
forecasts were mere guess works
than prediction models of currency
crises. Kaminsky, Lizando and
Reinhart (KLR) (1998) achieved
some success in predicting the
currency crisis but not fully, because
even KLR models also give wrong
alarms than actual warnings, while
it misses out most of the crises. All
these approaches demonstrated
that “the probability of currency
crisis increases when domestic
credit growth is high, the real
exchange rate is overvalued relative
to trend, and the ratio of M2 to
reserves is high”. Both KLR and FR
models also suggested same as first
generation models that large current
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account deficit is the main factor for
currency crises whereas M2 seem
to play major role in second
generation models as they have
multiple equilibria.
Kaminsky and Reinhart (1999)
evaluated the subject of twin crises
– currency / balance of payments
crisis and banking crisis, in twenty
countries for the period 1970–mid1995 as an in-sample study and
studied three Asian countries in
1997 as an out of sample study
using KLR early warning system
(EWS) method. They found that
there was no link between these two
crises in 1970s but post
liberalization of financial markets
in 1980s, they were closely
associated. The banking crisis
precedes the currency crisis and the
currency collapse, in turn, deepens
the already ailing banking system.
Both these crises occur as a result of
weak economic fundamentals and
speculative attacks can only
precipitate them but they rarely can
cause a crisis. The joint occurrence
of these crises will have far more
severe effects than their happening
in isolation. Since banking crisis
was strongly linked to financial
liberalization, as they showed,
strong banking regulation and
supervision make the liberalization
process smooth and successful.
This empirical research was one of
the stepping stones for developing
an early warning system in
identifying the currency and
banking crises and it helped
immensely in the subsequent
literature of early warnings system.
Focusing on East Asain
currency crisis of 1997, Mishkin
(1999) found that the crisis was not
only disastrous for the economies
in the region but also for the world

economy. He found that the
economies which were growing at
5 per cent turned negative as a result
of the crisis. He analyzed the crisis
with the framework of asymmetric
analysis. His study found several
reasons for the asymmetric
information in the East Asian crisis,
they are: (i) There was a strong
feeling that international lender of
the last resort would come for the
rescue if the economies fail, (ii)
Moral hazard created as a result of
the first reason led to financial
instability, (iii) Capital flows
significantly contributed to the
ongoing crisis though they were not
causes for the crisis but a symptom
of it and they said that exchange rate
controls could have been a better
strategy to avoid the crisis, and (iv)
They said that when a speculative
attack occurs under the pegged
exchange rate system, a successful
defence would lead to more rapid,
much
larger
and
more
unanticipated declines in the value
of the currency compared to floating
exchange rate system. So, they
concluded that it would be more
dangerous to use pegged exchange
rate system in emerging market
economies.
Dooley (2000) investigated a
model of speculative attack/
currency crises on/in emerging
markets. He has chosen an
alternative first generation
insurance model to explain the
currency crises (after 1989) since
the second generation models are
driven by expectations of investors,
so it may not be possible to test
them. He said that this model
provided the explanation for the
size and timing of capital inflows
to emerging markets, the duration
of inflows and the apparent
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contagion of crises, the composition
of capital inflows, the relationship
between banking and currency
crises, and the role of fixed
exchange rates in crises. The author
said that credit constrained
economies accumulate liquid assets
to self-insure against the national
consumption shocks and to insure
the poorly regulated domestic
financial markets. He expected
international lending agencies to
relax some regulations in case of
crises hit economies. This is needed
because first generation models
explanation for crises are fiscal and
trade deficits. Usually, lending
agencies ask for reductions in fiscal
deficits for exchange rate adjustments. But these conditions may
not be helpful. Credit boom fed by
capital inflows and rapid growth in
any type domestic credit can be
considered as early warnings.
Burnside et al. (2001) argued
that large prospective deficits along
with bailout guarantees to the
failing banking system are main
reasons for 1997 Asian crisis. They
said that the expectations (by
speculators) of large debts would
be financed by seignorage
revenue/inflation tax led to
collapse of fixed exchange rate
system in Asia. Main argument in
this paper was that the taxes were
not raised and spending was also
not cut down. Instead governments
had to increase seigniorage revenue
or to bailout the failing banking
system, and outstanding nominal
debt was deflated. So, this situation
resulted in currency crisis. They
found in their analysis that agents
had information that banking
system was in trouble and amount
needed for bailout would be large.
Main shortcomings in their analysis

were: One, banking system revealed
that banks were in trouble. Usually,
it takes time and resources to get
such information. Two, they used a
model where speculative attack can
be predicted and exchange rate is
always in equilibrium but both of
them are counterfactual. However,
their main argument was the Asian
crisis caused by huge deficits. Three,
they modelled the timing of
abandoning fixed exchange rate
system though it depends on
political will. Four, the study was
focused on deficits leaving
monetary policy aside. Five, they did
not look into how the collapse of
financial system would affect the
output and taxes.
Cerra and Saxena (2002)
examined the 1991 currency crisis
in India using Error Correction
Model (ECM) for the period 19791997 (quarterly data). In the long
run, nominal exchange rate is
dependent on terms of trade,
capital
flows
(relaxation/
restriction) and technological
progress, whereas the real
exchange rate is dependent on
government spending on tradable
goods, openness of the economy
and investment flows. Current
account balance plays a significant
role in determining the movements
in exchange rate in the short run.
However, they found that there
was no monetization of debt in
India before or during the currency
crisis. So, they said that MundellFleming Model explained this
phenomenon better than any other
model as the economy was
relatively closed. They found that
current account deficits played a
significant role in this crisis and
exogenous shocks led to loss of
investor confidence.
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Edison (2003) examined the
currency crisis for 30 countries
during 1970–98. He replicated the
study of KLR (1998) for 20
countries during 1978–1995 and
obtained similar results as KLR
with minor differences in datasets.
He extended the study by
including 8 more countries by
making it 28 country sample size
for the period of 1978–1999 and the
findings followed the same pattern
as KLR study did. He applied the
same method to study the Mexican
currency crisis and found that EWS
was helpful to assess Mexico’s
vulnerability to crisis. Despite
impressive performance of EWS
(KLR), it had flaws too, such as
issuing wrong signals and not
being able to identify the exact
timing of crisis occurrence. He
found that occurrence of currency
crisis is very uncertain making it
difficult to predict them. However,
this emphasized the need for
developing an early warning
system irrespective of its performance in predicting the crisis as it
can be used as a diagnostic tool.
Alvarez-Plata and Schrooten
(2004) studied the case of
Argentina’s currency crisis of 2002
using the KLR method for the
period January 1992 – December
2001. They found that Indicators
Approach did not issue warnings
prior enough to take any policy
action to prevent the currency crisis
and the issued signals were not
much of a help as they were issued
too late, and in addition to this, they
issued many wrong signals during
the sample period. They have
attributed this method’s failure to
issue signals well in advance to
expectations, political turbulence
and corruption in the country and
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they said that KLR approach do not
fully capture these macroeconomic
changes. They advocated further
research in this direction as the
early warning system based on
KLR methodology as the standard
macroeconomic indicators failed to
capture the impending currency
crisis in Argentina.
To explain the currency crisis,
Tudela (2004) used duration
analysis approach for 20 OECD
countries for the period 1970 to
1997. The main objective of this
study was to examine the time
dependence, i.e., probability of an
economy entering into crisis state
from a tranquil period. This study
also focused on finding the
determinants of currency crises in
these 20 OECD countries. They said
that it was an innovative strategy
to evaluate that probability that
an economy exits the pegged
exchange rate system. Their results
indicated that increases in export
growth, bank deposits growth, and
openness to trade reduces the
possibility that a country faces a
currency crisis. On the other hand,
surge in import growth, claims on
government and foreign portfolio
investment, and appreciation in
REER were likely to increase the
likelihood of currency crisis.
Berg et al. (2005) studied the
early warning system (EWS)
models of currency crises. They
have monitored two long horizon
in-house models - KaminskyLizondo-Reinhart (KLR) and
Developing Country Studies
Division (DCSD)10, and two short
horizon private sector models –
Goldman Sachs (GS)11 and Credit
Suisse First Boston (CSFB)12. They
found that KLR models were
economically and statistically
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significant during the crises
periods whereas DCSD models
performed better in sample relative
to out of sample. The authors
examined that short horizon
private sector models performed
poorly out of sample though they
performed well in sample. They
found that KLR and DCSD models’
forecasts were statistically
significant in predicting the crises.
They compared their results with
bond spreads, agency ratings and
overall currency scores published
by analysts. However, all these
models performed very badly than
KLR and DCSD EWS models in
predicting the Asian crisis. The
authors found that EWS models
were accurate enough to use them
as sole predicting models.
Berg et al. (2005) also said that
the best EWS models performed
well during the Asian crisis than
non-model based predictors such
as spreads, agency ratings,
assessments by analysts. They have
observed that sovereign and
domestic debt played very
important role in currency crises. In
the aftermath of currency crises,
large number of emerging
economies shifted to floating
exchange rate system. A sharp
decline of currency can take place
even in floating exchange rate
system as much as any other
exchange rate regime. Although the
floating system avoid the extreme
valuations of currency but they are
still vulnerable to market
sentiments, unsustainable debt and
financial sector weakness, among
other factors. The authors stated
that according to IMF (International
Monetary Fund) classification, there
was no evidence that floating
exchange rate systems are resistant

to currency crises than other
exchange rate systems.
Boinet et al. (2005) studied the
second generation nature of
Argentina’s currency crisis of 2002
by using Markov Switching Model
for the period 1992 Q1 – 2001 Q4.
The peso was pegged to US Dollar
to bring price stability in 1991 and
it brought price stability till
the economic fundamentals
deteriorated. The deteriorated
economic situation turned out to be
a severe recession due to drastic
increase in domestic interest rates
(above US interest rates) by the end
of nineties. They argued that
economic agents’ expectations
about the devaluation and
economy’s unsuitability (of pegged
exchange rate system) precipitated
the currency crisis in already ailing
Argentina and this has led to
devaluation of its currency and
collapse of fixed exchange rate
system. Nonetheless, they attributed
Argentina’s crisis to weak economic
fundaments, which further deteriorated during the crisis, and selffulfilling expectations.
Bussiere and Fratzscher (2006)
developed a new EWS in this paper
using multinomial logit model for
the period 1993–2001 (monthly
data) with a sample of 20 emerging
market economies. They have used
multinomial logit model instead of
binomial model to overcome the post
crisis bias, i.e., the period was
divided into three categories –
tranquil periods, pre-crisis regime
and post crisis/recovery period
instead of crisis and non-crisis
periods, and they have shown that
multinomial logit performs better
than binomial logit model. They
have checked the crisis occurrence
with the predicted probability. In
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this ex-post study, they were
successful in predicting the crises
as follows: Asian currency crises of
1997-98, Russian currency crisis in
1998, Brazilian currency crisis in
1998, Argentina currency crisis in
2001 and the Turkish currency
crisis in 2001. However, the
multinomial logit model failed to
predict the imminent crisis in
Singapore in 1997. Nonetheless,
they fared significantly better than
binomial in sending the false
alarms. This study can be
considered a step towards the
development of an EWS model for
financial crises.
Peng and Bajona (2008)
conducted an ex-post study on
China and its vulnerability to
currency crisis for the period 19912004. They identified two crisis
periods using KLR method and
they are as follow: (I) July 1992 –
July 1993, and (II) August 1998–
May 1999. Their study shows that
first period was followed by a
currency devaluation whereas the
second period was not. They have
attributed China not going for
devaluation to capital controls and
non-convertibility of renminbi.
They found that China’s
macroeconomic fundamentals
were enough to experience a
currency crisis. Policy recommendations were made to make the
economy resistant to crisis and they
are: modern banking system with
supervision and regulation since
insolvency being prevalent in
Chinese banking, reforms were
needed in state-owned enterprises as
they have accumulated huge nonperforming loans and before further
reforms in capital market and
exchange rate system, the financial
sector should be revamped.

In an attempt to find the
common determinants of the
currency crisis, Licchetta (2011)
examined the role of external
balance sheet variables in causing
a currency crisis. He used monthly
data for the period 1980 to 2004 for
a panel of 40 emerging market
economies. They found that
external liabilities’ composition
had more impact than the size of
the external balance sheet in terms
of country’s vulnerability to crisis.
They also found that emerging
market economies are more
sensitive to external balance sheet
variables compared to advanced
economies and so were the
economies with fixed or quasi-fixed
exchange rate systems. They said
that international capital flows
played a major role in the emerging
markets experiencing the currency
crises. The variables such as
Deviation of REER from its trend,
an increase in the growth rate of
broad money relative to international reserves, a dip in growth
rate, contagion and current account
deficit were found to be good
leading indicators of currency crisis
in this study. They also found that
macroeconomic fundamentals were
more important in explaining the
currency crises in 1980s than in
1990s.
Ali Ari (2012) analyzed the
history of currency crises in Turkey
using Logit model for the period
1990–2008 (monthly data). The
crisis index identified four episodes
of currency crises and they are as
follow: Apr. 1994, Feb. 2001, May
2006 and Oct. 2008. However, the
model forecasts only first three
episodes of crises. These crises
occurred as a result of the
combination of macroeconomic
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imbalances, banking sector
weaknesses and external shocks.
The economy was stable post
reforms of May 2001 but 2006 and
2008 crises showed that Turkish
economy was very much
vulnerable to external shocks.
Reason for this, they say, was
excessive dependence on export
earnings and capital inflows. The
policy recommendation made to
overcome this problem as well as
to maintain sustainable economic
growth was to increase the private
and public savings. Whereas in a
subsequent paper, Ari and
Cergibozan (2016) studied twin
crisis and its determinants in
Turkey for the period 1990–2013
(monthly data). They developed an
Early Warning System (EWS) using
logit model and forecasted them
successfully. Their results show
that currency crisis was due to
large budget deficits, excess money
supply, overvaluation of lira, rise
in short-term external deficits,
external shocks and banking sector
weakness and banking crisis was
due to excess money supply and
bank short positions. They also
found that banking crisis leads to
currency crisis and vice versa.
By looking into role of
financial openness in a currency
crisis in order to develop an early
warning system, Frost and Saiki
(2014) studied 46 advanced and
emerging market economies for
the period 1975 Q1 to 2011 Q4.
They found in their study that
capital account openness lowers
the probability that a country
faces a currency crisis but this
might not be true in the case of
emerging market economies. They
also found that increase in gross
capital flows increases the
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possibility of currency crises. In
addition, they said that early
warning systems were useful in
finding the vulnerability of an
economy to the currency crisis.
However, they admitted that open
and advanced economies were
more exposed to external shocks
but they might lead to crises when
the countries have robust macroeconomic economic policy
framework along with more
advanced and globalized financial
markets. They found that
excessive real exchange rate
appreciation,
low
foreign
exchange reserves adequacy and
rapid credit growth could be
additional risk factors if not acted
timely. They said that the early
warning system with some
improvements could have been
used to prevent the euro zone
crisis though it is not a currency
crisis per se.
In an effort to study the policy
options while defending the currency
to prevent the impending currency
crisis, Erler et al. (2014 & 2015)
employed 32 countries for the period
1960 to 2011. They employed panel
autoregressive model, panel fixed
effects and panel logit models for the
empirical analysis purpose. They
said that defending the currency in
an event of speculative attack would
lead to three scenarios: (i) An
immediate depreciation of currency
if central bank abstains from
intervention, (ii) Successful defence
of the currency if central bank actively
intervenes in the case of a speculative
attack, and (iii) An unsuccessful
attempt if the central bank fails in the
process. In first case, the economy
may face short-term costs but
recovers in the medium term and in
the second case, the economy can be
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stabilized without much costs by
shelling out the foreign exchange
reserves. The last case is more
problematic as it drains the reserves
in the first place and later lands the
economy in a serious currency crises
causing
serious
harm
to
macroeconomic fundamentals. On
the whole, the economy experiences
a contraction of 5 per cent of its GDP
in the event of a currency crisis i.e.,
unsuccessful defence. The authors
said that the central bank has only
two options: either to defend
(successful defence) or abstaining for
the intervention (immediate
depreciation). The intervention by
central bank is evidently risky despite
occasional success. Abstaining from
the intervention is suggestive for a
central bank wishing a stable
economy.
Megersa and Cassimon (2015)
studied the case of the Ethiopian
currency crisis for the years covering
from January 1970 to December 2008
using the KLR approach. They have
identified the following months as
crisis driven: Oct. 1992 - Sept. 1993;
Mar. – Jul. 1999 and Oct. – Dec. 2008.
The first period of crisis was
attributed to domestic factors and the
second one was due to domestic
economic and political issues in
addition to border conflicts with its
borders. The 2008 currency crisis in
Ethiopia was mostly ascribed to
global economic crisis, due to which
the Ethiopian economy was severely
effected as the global crisis hit its
investment, trade, aid and
remittances. Among the 13
macroeconomic indicators, M2
multiplier, bank deposits, exports,
terms of trade, deviation of RER from
its trend and lending-deposit ratio
gave early warnings prior to the
crisis and significant based on noise-

to-signal ratio. They said that signals
approach would continue to be used
if methodological problems are
resolved and right variables are
taken into consideration while
developing an early warning system.
Nakatani (2016) studied the
role of monetary policy in twin
crisis – banking and currency
crises, which occur due to shift in
investors’ expectations and
negative productivity shocks. It has
been established that the currency
crises are closely associated with
the banking crises. This study is an
extension of third generation
models. There are three monetary
policy instruments – policy interest
rate, reserve requirement ratio and
interest rate on reserves – available
when the banks are facing an
exchange rate risk, i.e., when they
borrow in foreign currency. In this
study, the author has shown that
monetary authority should use the
reserve requirement policy as tool
for financial stability and interest
rate policy should be used as tool
for economic stability. In the twin
crisis scenario, contrary to
conventional monetary policy, it is
advisable to decrease policy interest
rate, reserve requirement ratio and
increase the interest rate on reserves
since the conventional monetary
policy measures negatively affect
the output.
As contribution to the growing
literature of early warning system, Joy
et al. (2017) studied both banking and
currency crises for 36 advanced
economies using quarterly data for
the period 1970 through 2010. They
found that, for banking crises, both
short-term domestic economic factors
– low banking sector net interest rate
spreads and a shallow yield curve –
and longer-term structural
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characteristics – financial development and trade openness – are
important indicators of a crisis. On
the other hand, they found that, for
currency crises, high term interest
rates and overvalued currency were
the most important indicators in
identifying an impending currency
crisis. They suggested some policy
implications of their study and they
are as follows: (i) Not all early
warning systems were dependable
for all countries all the time and the
thresholds could be conditional
(ii) Thresholds were subject to
uncertainty although they provided
for most of the indicators, and
(iii) Domestic credit should be used
with caution as it was not the core
indicator of either crisis.

IV. Summary and
Conclusion
This paper is an attempt to look
at evolution of currency crises and
the theoretical underpinnings of
them. A currency crisis is a situation
where a country experiences huge
depletion of reserves or depreciation
of its currency on a large or a sharp
decrease in the market interest rates
or combination of all of them
(Edison, 2003). After the collapse of
Bretton Woods in 1970s, the
economies have moved slowly
from pegged or fixed exchange rate
system to floating exchange rate
regimes. We can argue that
currency crises were the driving
forces in adopting the floating /
flexible exchange rate system.
However, many countries were
forced to adopt floating / flexible
exchange rate system (market
driven) as a result of repeated
occurrences of currency crises. We
presented three generations of
models to explain how these

models have evolved over period
of time to explain the occurrences
of currency crises across the
countries, economic blocs and
regions at different points of time.
The first generation model explains
the case of first wave of Latin
American currency crises in 1970s
and the reasons behind these crises
were fears of monetization of debt
along with the mismatch between
exchange rate policy and
macroeconomic fundamentals. The
second generation models focus on
ERM crisis in 1992 and the primary
cause for this crisis was self-fulfilling
expectations. The third generation
models explain the case of East
Asian currency crises of 1997 and
the reasons range from moral
hazard, asset bubbles, contagion
and international illiquidity to
credit crunch among others.
However, the subsequent literature
focuses on empirical examines of
various
crises
happened
afterwards. Most of the studies
focus on developing the early
warning system and some studies
focus solely on finding determinates of the crises. Some studies
introduced new methods to
analyze the crises better than
existing techniques. However, this
study can be extended by focusing
only on country specific or region
specific or method specific.

3

“Moral hazard problem may arise
when individuals engage in risk
sharing under conditions such that
their privately taken actions affect the
probability distribution of the
outcome” (Hölmstrom, 1979).

4

A situation in which the financial
system’s potential short term
obligations exceed the liquidation of
its assets (Chang and Velasco, 1998).

5

The term ‘animal spirits’ was used by
John Maynard Keynes (1936) in his
‘General Theory’ to describe the
intrinsic nature of human behaviour
(can be irrational), which determines
the investor/consumer confidence
not the mathematical expectations.

6

Was proposed by James Tobin in
1972 to reduce the volatility in
exchange rates. It’s a uniform
international tax on all spot
transactions of conversion of one
country’s currency into another, in
both domestic security and foreign
exchange markets. In principal,
Tobin Tax discourages speculation in
currency market, making it costly.
This would decrease short term
capital flows, resulting in greater
exchange rate stability (Spahn 1996).

7

According KLR model, currency
crisis takes place when a weighted
average of monthly percentage
depreciations in the exchange rate
and monthly percentage declines in
reserves exceed their mean by more
than three standard deviations. The
chosen 15 indicator variables, based
on theory and availability of monthly
data, might tend to show a usual
behaviour during the 24 month
window before a crisis. An indicator
warns whenever it goes out of the
threshold level (Berg and Pattillo
1999).

8

STV model came to light by
analysing the Mexican crisis effect
on other emerging economies. This
model did not talk about the timing
of the crisis, instead it tried to
examine which countries were more
prone to currency crisis in the
changed global environment. This
model attracted attention for various
reasons – prediction is difficult across

ENDNOTES
1

In monetary economics, revenue
earned by creation of money
(Neumann 1992).

2

It refers to a situation where currency
crisis is not caused by weak economic
fundamentals
or
improper
government policies; instead, they
are the consequence of pessimistic
expectations of investors about the
economy.
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the countries as the fundamentals
and determinants of the countries
vary from one to another. Countries
with weak banking system and
overvalued exchange rates are more
vulnerable to speculative attacks,
only if they have low foreign reserves
and weak fundamentals (Berg and
Pattillo 1999).
FR model defined a crisis as a
nominal depreciation of 25% in a
currency which is at least 10% larger
than the preceding year’s rate of
depreciation. This currency crisis
model is said to exclude speculative
attacks, which are avoided by using
foreign reserves or increasing interest
rates. FR model argued that
identification of defensive methods
was difficult as intervention in
foreign exchange market was a noisy
measurement and interest rates were
controlled for long periods (Frankel
and Rose 1996; Berg and Pattillo
1999).

9

10

Used the same crisis definition and
prediction horizon (2 years) as KLR
model, but multivariate Probit model
was incorporated for crisis
prediction. DCSD model’s key
assumption is that the probability
of crisis goes up linearly with
changes in predictive variables –
over-valuation, current account, low
reserves, export growth and level of
M2 / reserves (Berg et al., 2005).

GS model defined currency crisis as
‘‘weighted average of three-month
changes in exchange rate reserves
above country specific threshold’’. It
tried to forecast speculative attacks
by calculating an “exchange market
pressure index”, which combines
exchange rate and reserve changes,
and prediction variables were
overvaluation and export growth
(Berg et al., 2005).

11

Defined crises as huge fluctuations
in exchange rates within a short span
of time. Currency depreciates more
than 5 per cent and should be double
the preceding month’s depreciation.
Main objective of private agencies
would be to predict sudden changes
in exchange rates (Berg et al., 2005).
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Issues Related to International Work Assignments
and Expatriation: A Thematic Analysis
Tripti Singh* and Chhaya Mani Tripathi**
The purpose of this paper is to provide a literature surrounding the international work
assignments and expatriation. It seeks to investigate the factors that inhibit expatriates from
adjusting to the foreign culture resulting in the failure of assignment. The study uses a
systematic review approach following the stages suggested by Tranfield et al. (2003). Based
on the findings of 60 studies, a thematic review has been developed with broad themes
highlighting the prominent issues and challenges that accompany the international work
assignments and expatriation.
The broad themes concluded in the study include cross-cultural issues, personality
characteristics & ethical challenges, work-life balance & stress management, role of family,
female expatriation, retention & repatriation & HR aspects that include selection, training &
career management issues. Based on the review of themes, gaps in the current research
could be identified and clear directions for future research were formulated with a strong
need to understand and devise ways to abbreviate the difficulties faced by expatriates.
Keywords: Adjustment, Cross-cultural issues, Expatriation, International Assignment.

Introduction

I

NTERNATIONAL assignments
never fail to fascinate the
employees with the exotic locations
where expatriates are often
assigned and the generous
compensation packages that tend
to accompany such assignments
(Hemmasi and Downes, 2013). The
advent of globalization, continuous
shifts
in
communication
mechanism and the breakdown of
trade barriers have opened the
doors for many to move to these
exotic locations and become a part
* Associate Professor, School of
Management Studies, Motilal
Nehru National Institute of
Technology, Allahabad.
** Research Scholar (JRF), School of
Management Studies, Motilal
Nehru National Institute of
Technology, Allahabad.
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of this glamour. People can now
work outside the boundaries of
their home country as expatriates
(Richardson and McKenna, 2000),
which Black, Mendenhall and
Oddou (1991) define as “the noncitizens who live or work in a
country and possess skills critical
to the success of the performance
of foreign subsidiaries.” The
employees chosen to expatriate are
said to be exceptionally good in
their fields of work. If they exhibit
flexibility and adapt successfully to
the foreign culture, it helps them
perform well on such assignments.
But the dark side of these
assignments comes into picture
when the employees selected to go
abroad fail in their role of an
expatriate. This results into a big
financial drain for the company
considering the high costs involved
in
expatriate
assignments

(Wederspahn, 1992), and it affects
the expatriates’ careers also (Gupta,
Banerjee and Gaur, 2012).
Expatriate failure can be
attributed to a number of factors –
inability of the expatriate to adjust
in foreign culture (Hemmasi and
Downes, 2013), family related
issues (Hutchings and McNulty,
2018), work-life balance issues
(Fischlmayr and Kollinger, 2010),
the career of spouse (Hutchings
and McNulty, 2018), dominant
stressors that accompany these
assignments (Lirio, 2014), etc.
Research has shown that expatriate
assignments can be very
challenging, especially in countries
that are culturally distinct from the
expatriates’ home country (Black,
Mendenhall, and Oddou, 1991;
Tung, 1981). Various individual
variables, like personality traits,
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ability, skill, gender, marital status,
prior international experience, local
language fluency, etc. are also
important predictors of expatriate
effectiveness in their international
assignment (Kim and Slocum,
2008). The literature on expatriate
management has long acknowledged that the success of an
international assignment depends a
lot on the role played by the spouse
of the expatriating employee. With
increasing numbers of dual-career
couples, career issues are becoming
a critical factor in decisions to accept
an international assignment
(Harvey, 1997).
The study uses Systematic
Literature Review as proposed by
Tranfield, Denyer and Smart (2003)
to discuss in length the
aforementioned issues and
challenges that prevent the

expatriates from successfully
adjusting in the foreign culture
leading to stress and other
difficulties that hinder the
successful completion of work
assignment. The paper identifies
the gaps in the existing literature
and suggests the directions for
future research.

Literature Review Process
The study uses Systematic
Literature Review (SLR) approach
as it adopts a replicable and
transparent process of review and
minimizes the bias through
exhaustive literature searches of
published and unpublished studies
(Tranfield et al., 2003). The basic
premise of the review process was
to develop a framework on issues
and challenges related to
international work assignments,

identify the gaps in the existing
literature and propose the
directions for future research.
Reviewing the existing
literature provided a starting point
in defining International Work
Assignments and Expatriation.
Additionally, it helped in
highlighting the driving and main
challenges associated with the
process of expatriation. Some of the
key issues observed here were
related to cultural distance and
expatriate adjustment, personality
characteristics of the expatriating
manager, role of family, female
expatriation,
retention
&
repatriation and HR related issues.
Table 1: Systematic Literature
Review Process, gives a detailed
description of the steps employed
in the literature review for the
study.

TABLE 1
SYSTEMATIC LITERATURE REVIEW PROCESS
1

Need for study

To identify and develop a framework on issues related to International
work assignments and challenges associated with it.

Area of study

Issues related to International Work Assignments
Conducting the Review

2

3

Keywords used

Indian Expatriates, Cross-Cultural Issues, Global Mobility, International
Assignments, Repatriation, Global Staffing, Cultural Distance,
International HRM, International Careers, Female Expatriates, Trailing
Spouses

Study selected and quality
assessment

• Total of 14 journals & 60 Research Papers
• SCI & Scopus Indexed Journals were taken

Categorization & theme recognition Table 2: Objectives & Findings of selected articles
from the literature
Themes Recognized (Table 3):
• Cross-Cultural Issues
• Personality Characteristics & Ethical challenges
• Work-life Balance and Stress Management
• Role of Family
• Female Expatriation
• Retention & Repatriation
• HR Aspects: Selection, Training & Career Management Issues

Source: Researchers Compilation.
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In the initial stage of this paper,
a study is conducted to understand
the size and relevance of available
literature. An unbiased comprehensive search was done for the
identification of keywords and
various search terms. The
identified keywords from this
process were Indian Expatriates,
Cross-cultural issues, Global
Mobility, International Assignments, Repatriation, Global
Staffing, Cultural Distance,
International HRM, Migration,

Immigration,
International
Careers, Female Expatriates &
Trailing Spouses. The study
included a review of articles
published in reputed journals (SCI
& Scopus indexed) like Journal of
Global Mobility, International Journal
of Human Resource Management,
International Journal of Intercultural
Relations, Thunderbird International
Business Review, International
Archives of Occupational and
Environmental Health, Cross Cultural
Management: An International

Journal,
Human
Resource
Development International, Journal of
Applied Psychology, Journal of World
Business, Leisure Studies, etc.
The reviewed papers are duly
presented to reflect the major
aspects of ongoing research since
last two decades in the identified
SCI and Scopus indexed journals.
The objectives and findings of a few
selected papers have been
presented in a tabulated form in
Table 2.

TABLE 2
OBJECTIVE & FINDINGS
Objective

Conclusion

Authors

To examine the social role played by
expatriate spouses during international
assignments.

Three categories of roles by spouse are
identified:
1. Supporting partner of the expatriate,
2. Representation of home country, and
3. Resource manager.

Davoine, Ravasi, Salamin &
Cudré-Mauroux (2013).

To examine the relationship between
cultural distance and cross-cultural
adjustment.

Greater differences in individualism
between home and host cultures facilitate
work adjustment. And travel from
individualistic societies to more collectivist
ones results in greater adjustment.

Hemmasi & Downes (2013).

To explore the perception of the workfamily interface in an expatriation
context.

Four antecedents of work-family interaction
identified: social support at work;
development opportunities at work; family
social support; and family adjustment.

Schütter & Boerner (2013).

To highlight the issues & challenges for
HR professionals when managing
expatriates.

Low consideration for an employee’s
spouse and family, inadequate predeparture training & language training.

Chew (2004).

To understand Split family expatriation

Entering into a split family arrangement
requires considerable planning and a
deep level of shared commitment to the
arrangement by both spouses.

Hutchings & McNulty
(2018).

To examine the issues international HR
executives face when expatriating
female managers.

Frequently given explanations for not
expatriating qualified female managers:
foreigners’ lack of respect for women;
inadequate numbers of qualified women;
women’s lack of desire to take international
assignments; and dual-career marriages.

Harvey & Wiese (1998).

To identify how dual career expatriates
view their spouses’ roles during
international assignments.

Expatriates report their spouses as having
supporting, flexible, determining,
instrumental, restricting and equal partner
spousal roles.

Mäkelä, Känsälä, &
Suutari (2011).

Career coordination strategies among
dual career expatriate couples.

Hierarchical, egalitarian and loose – three
career coordination strategies found.

Känsälä, Mäkelä & Suutari
(2015).

20

FOCUSWTO/IB • October-December 2018 (Vol. 20 No. 4)

ARTICLES
Objective

Conclusion

Authors

Study of organizational support for the
trailing spouse.

Spouses complained of having an indirect
or ‘shadowed’ relationship with their
partners ‘organization. Lack of respect and
professionalism shown by HR staff towards
trailing spouses.

McNulty (2012).

To examine the potential problems
associated with a dual-career
international relocation.

Trailing spouses exhibited major concerns
about the impending relocation overseas
when compared to the expatriate managers
themselves.

Harvey (1998).

Dominant stressors on expatriate
couples during international
assignments.

Stressors- ‘Not spending enough time with
partner’, ‘Coping with too many demands/
expectations, Reduced Self, Local
Pressures and Isolation, Relationship
Strains.

Brown (2008).

To understand the behaviours described
by expatriates when they are pressed
for adjustment and, at the same time,
they feel ethically challenged.

The feeling of moral discomfort that causes Guimarães-Costa,
the perception of an ethical challenge is
Pina e Cunha & Rego
triggered by an event that contrasts with the (2014).
expatriates’ notion of morals. After feeling
ethically challenged, expatriates engage
in a sensemaking process that is hinged
in an “intended future identity”.

To investigate the phenomenon of
women, who of their own volition, are
choosing to live and work in another
country, as self-initiated expatriates
(SIEs).

The SIE women’s motivations for mobility
and their career types and patterns are
complex and varied.

Muir, Wallace & McMurray
(2014).

To gain insight into international career
motives, repatriation and career
success of Indian women in Science
and Technology.

Motives: exposure to foreign cultures,
international collaboration in science
and personal and professional
development.

Valk, Van der Velde,
Van Engen & Godbole
(2014).

Reasons for repatriation: Family formation
and reunion and career prospects
Career success: recognition from peers in
science, career growth, satisfaction and
contribution to science and Indian society.
To explore gender differences in career
prospects and changes in attitudes to
international assignments.

While gender equality seems to be
increasing between spouses, it seems to
be decreasing in who is being offered
international assignments.

Gripenberg, Niemistö &
Alapeteri (2013).

To explore the consequences of
expatriates’ attitudes and actions
towards host country language
learning.

Depending on expatriates’ willingness to
Zhang & Harzing (2016).
learn the local language and their actual
local language proficiency, the relationship
between expatriates and HCEs ranged from
harmonious through distant to segregate.

To study the selection criteria of
expatriates in private, public & nongovernment sectors.

Selection in private and public sectors:
reliance on technical competence. Lack
of consideration given to partners and
children.

Anderson (2005).

Non-government sector: Technical competence & interpersonal skills. Partners and
children were also included in the selection
process (inclusive approach).
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Objective

Conclusion

Authors

To answer if and how women
themselves contribute to their underrepresentation in international
management.

Stereotypical beliefs and conservative
attitudes seem to be the main reasons
why companies do not send women
abroad. Women themselves can be
partly blamed for their under-representation in international management.

Fischlmayr (2002).

To investigate the relationship
Extroversion, agreeableness, openness
between personality traits of expatriates to experience and prior international
and their adjustment to international
experience are all positively correlated
assignments.
with adjustment, while neither neuroticism
nor conscientiousness is significantly
correlated with any of the adjustment
dimensions.

Huang, Chi, & Lawler
(2005).

To examine moderators of the
relationship between cultural distance
and the two critical indicators of
expatriate failure – maladjustment
and premature return rates.

Cultural distance was positively related
to premature return and maladjustment
rates. The use of three specific expatriate
management practices – selection,
performance management, and
expatriate–HCN interactions – was
negatively related to premature return and
maladjustment rates.

Wang & Varma (2017).

To explore the role of the spouse
in expatriate failure.

The spouses’ perceived gender role
ideology was found to play a critical part in
their adjustment process.

Gupta, Banerjee &
Gaur (2012).

To identify the stress factors affecting
foreign-born workers via a systematic
review.

Six components of foreign-born
workers’ stress were extracted:
communication, cultural differences, daily
life, relationships with family and
colleagues, financial problems and social
inequality. Foreign-born workers are
suffering from acculturation and
occupational stress.

Doki, Sasahara &
Matsuzaki (2018).

To clarify what constitutes spouse
adjustment.

Relationships with families and others
(including host-country nationals) were
essential to spouse adjustment. For
spouses on international assignments,
social bases of identity carried the greatest
weight.

Shaffer & Harrison (2001).

To study female expatriate manager
experience in coping with gender
and culture.

The women concerned had a very positive
view of their experience. In terms of crosscultural relations, most women were
comfortable with their work relations and
did not find cultural differences a significant
barrier to effectiveness.

Westwood & Leung (1994).

To describe through a model the way in
which female expatriates develop
relationships and utilize those
relationships to become cross-culturally
adjusted.

Social support and social interaction are
clear ways to intervene to ensure that
female expatriates are cross-culturally
adjusted. Attention to female expatriates’
social networks will facilitate their
emotional wellbeing and cross-cultural
adjustment, and, in turn, their performance
on the job.

Caligiuri & Lazarova (2002).
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Objective

Conclusion

Authors

To show an overview of factors that are
considered to influencethe work-life
balance of female expatriates.

Factors/stressors that have an impact on
WLB: not being accompanied by their
partners, commuting, and isolation and
missing social contacts. The condition is
reported to be even harder with children.

Fischlmayr & Kollinger
(2010).

To study the usefulness of considering
basic personal characteristics in
searching for expatriate candidates for
foreign assignments.

Age was positively associated both with
their sociocultural and psychological
adjustment. The gender of the
expatriates was not related with any
dimension of international adjustment.
Surprisingly, expatriates’ marital status was
only associated with their work adjustment.

Selmer (2001).

To examine relationship between
motives for expatriation and crosscultural adjustment in Indian expatriates
working in the US information
technology (IT) industry.

Those with stronger financial (mercenary)
motives for expatriation reported less
positive cultural adjustment, while those
with stronger exploratory motives for
expatriation reported more positive
cultural adjustment.

Vijayakumar & Cunningham
(2016).

Source: Researchers Compilation.

Thematic Development of the
Literature
Researchers’ perspective
prevailed to identify the exemplary
papers from amongst the reputed
journals identified. The key words
identified were further grouped
into various themes, thus closely
related words and the associated
issues were categorized into
following seven themes. The broad
themes identified are related to
Cross-Cultural issues, Personality
characteristics & Ethical Challenges,
Work-life balance & Stress
Management, Role of family, Female
Expatriation,
Retention
&
Repatriation and HR Aspects that
include Selection, Training & Career
Management issues. The relevant
themes as identified are further
discussed in Table 3.
Each theme has been discussed
in detail in the subsequent section
to identify the research questions
and thus provide a future scope for
study.

Theme 1 - Cross-Cultural Issues
Globalization has led to an
increase in the number of people
crossing boundaries in search of
better opportunities and growth
prospects. But, moving to another
country has its own consequences
which an expatriate is bound to
face. Expatriates, in general, are
exposed to significant cultural
adjustment challenges linked to
new roles, challenges, opportunities, greater responsibilities and
pressure to perform (Lirio, 2010).
Black (1988) defines cross-cultural
adjustments as “the degree of
psychological comfort and
familiarity with the new foreign
culture.” Previous researches put
forward that the greater the
cultural distance between the home
country of expatriate and his/her
host country, the greater the
difficulty the expatriate will experience (Wang and Varma, 2017).
Exposed to a foreign environment, people tend to make a lot of
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comparisons about the things that
they feel are normal and familiar,
and when they find a difference in
the patterns of the home and host
countries, expatriates are taken out
of their comfort zones (Hemmasi
and Downes, 2013). This difference
in patterns makes the countries
culturally distant and prevents the
expatriates in adjusting to the new
culture. Shenkar (2001) defines
cultural distance as “the extent to
which one culture is different to
another culture” and it has been
pointed out that cultural distance
negatively affects the adjustment of
the expatriate in the host country
(Selmer, 2002).
In a study by Froese and
Peltokorpi (2011), cultural distance
is also found to have a significant
and negative impact on the job
satisfaction of the expatriates.
Thus, in these environments
where the novelty of host culture
prevents the expatriate in adjusting
to the new setting, we might expect
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the expatriate to have more
difficulty in the international
assignment (Hemmasi and
Downes, 2013).
The research question that
emerges here is “how does
cultural proximity affect the
performance of expatriate and
what role does geographical
proximity have on expatriate

adjustment?” which needs to be
explored further.
Theme 2 - Personality
Characteristics and Ethical
Challenges
Employees that are assigned
foreign assignments by the
organization are anticipated to be
successful in their position and

adjust well to the host country. The
adjustment to the international
assignments
and
cultural
differences is found to be heavily
influenced by the personality type
of the expatriating manager
(Huang, Chi, and Lawler, 2005).
Several pieces of research have
been done to investigate the
relationship
between
the

TABLE 3
LIST OF THEMES
THEMES

THRUST AREAS

Cross-Cultural Issues

Culture (Sociology), National Cultures, Global Mobility, Cultural Distance,
Expatriation, Adjustment, Cross-Cultural Adjustment, Indian Expatriates, Reason
for Expatriation, Cultural Intelligence, Expatriate Training, Self-Monitoring, Cultural
Similarity, Job Performance, Met Expectations, Academic Expatriates, Self-Initiated
Expatriates, Expatriate Maladjustment, Expatriate Premature Return.

Personality Characteristics
& Ethical Challenges

Expatriate, Host Country Language,Adjustment, Personality Trait; Big Five Model,
Sensemaking, Identity, Ethical Decision Making, Expatriates’ Adjustment.

Work-Life Balance and
Stress Management

Work-Family Interface, Stressors, Resources, Expert Interviews, Employment, Family
Life,Travel, Global Careers, Generation X, Flexpatriate, Global Virtual Work, Leisure Travelling; Highly Skilled Migration, Globalization, Symbolic Consumption;
Expatriate Couples, Expatriate Stress, International Assignment, Burnout, Grounded
Theory Method, International Assignments, Work-Life Balance, Acculturation,
Business Travelers, Expatriates, Immigrants.

Role of Family

Split Family Expatriation, Dual-Career Couples, Expatriate Spouse, Social Roles,
Male Spouse, Gender Analysis, Spouse Adjustment, Culture Shock, Expatriate
Failure, Gender Ideology; Grounded Theory, Career Spouses.

Female Expatriation

International Assignments, Gender, Women, Correspondence Analysis, Female
Expatriates, Gender Equality, International Immobility, Career Success, Repatriation,
Indian Women, International Careers, Gender-Based Stereotypes, Selection Criteria,
Women in International Management, Self-Perception, Social Support, Social
Interaction, Cross-Cultural Adjustment.

Retention & Repatriation

Expatriate, Multinational Companies, Strategy, Globalization, Line Managers,
Company-Assigned Repatriates, HR Professionals, International Human Resources
Management, Organizational Support, Perceived Organizational Support,
Repatriation Policies and Practices, Social Media, Agency, Stakeholders, Turnover,
Power, Empowerment, Repatriate, Powerlessness, SIE.

HR Aspects

Expatriate Selection, Technical Competence, Private, Public and Non-government
Sectors, Personal Characteristics, Training, Selection, Expatriate, Adjustment,
Migration, Immigration, Human Capital, Branding, Global Mobility, Place Branding,
Highly Skilled Workers, Nation Branding, Relocation, Talent Mobility, Compensation,
Host-Based Compensation, Balance-Sheet, Local-Plus, Localization, Permanent
Transfers, Career Transitions, Career Success, Repatriation, Indian Women,
International Careers, Career Coordination Strategy, Dual Career Couple, Expatriate,
Gender, International Work, Partner, Global Assignment, Male Trailing Spouse.

Source: Researchers Compilation.
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personality traits of expatriates and
their adjustment to international
assignments, keeping in view the
Big Five Personality model
(Digman, 1990). In a study by
Huang, Chi and Lawler (2005), it
was found that extroversion,
agreeableness, openness to
experience and prior international
experience all are positively
correlated with adjustment to host
culture environment, while neither
neuroticism nor conscientiousness
is significantly correlated with any
of the adjustment dimensions.

they do”) in a context of adjustment
when they face what they consider
to be an ethically challenging
situation (Guimarães-Costa, Pina e
Cunha and Rego, 2014). The
authors found that the feeling of
moral discomfort that causes the
perception of an ethical challenge
is triggered by an event that
contrasts with the expatriates’
notion of morals. After feeling
ethically challenged, expatriates
engage in a sensemaking process
that is hinged in an “intended
future identity”.

Getting to know the
personality of an individual can
also help the human resource
executives in selecting the right
candidate for the international
assignment. Huang, Chi, and
Lawler (2005) states that “if we can
find clear relationships between
specific personality traits and
expatriate adjustment, then an
effective selection criterion could
be set and a better expatriate
assignment could be achieved.” In
a study by Black et al. (1992), it was
found that “managers who were
less judgemental, less likely to
evaluate others’ behaviour in the
new culture, and more willing to
try new things more readily
adjusted to expatriate assignments.
In another study by Marquardt and
Engel (1993), it was reported that
“expatriates with patience and a
sense of humour demonstrated
better job performance.”

Thus, it is important here to
understand the personality traits
that have an impact on expatriates’
adjustment in a foreign culture and
what are the ethical challenges that
an expatriate is exposed to in a
foreign country and what coping
strategies are available?

The subjects of ethics and
ethical decision making in an
international context have also
been discussed in the literature.
Researchers are found to be
interested in exploring the
behaviours
described
by
expatriates (“what expatriates say

Theme 3 - Work-Life Balance
and Stress
Research highlights that worklife balance issues deserve more
attention when discussed in the
context of global careers. The
phrase can have different meanings
across the world and it varies
deepening upon the local cultural
setting within which work is
performed (Lirio et al., 2007). The
continuous advances in the field of
Information Technology are
putting more emphasis on
flexibility and the need for constant
availability has led to greater work
pressure on the employees
(Dastmalchian and Blyton, 2001).
Long working hours and
increasing job demands have put a
question mark about how the
employees are able to manage their
family and maintain a reasonable
social
relationship
while
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successfully fulfilling their work
demands (Tatman 2001).
Work-life balance issues and
stress are inseparable. When asked
about considering an International
Assignment, many candidates lack
enough information about what is
involved when considering their
decision. Most know that an
assignment will involve cultural
and personal adjustment, but they
may not be aware of the prevalence
of expatriate stress (Brown, 2008).
Brown (2008) further stated that
“while the relationship between
stress and expatriate adjustment is
evidently complex, it is important
for human resource managers to
understand this stress since they
risk losing them if they fail to
adjust, or if their level of stress
becomes intolerable.”
Expatriates are exposed to a
number of stressors when they
come to a culturally distant country
for a work assignment. These
stressors, which are prevalent in
the form of cultural shock,
language barriers, and separation
from family, etc. often have a
negative
impact
on
the
performance and productivity of
the expatriate (Koteswari and
Bhatta-charya, 2007). Scholars also
posit the increasing role of
international travels that are an
intrinsic part of these international
assignments (Tarique and Schuler,
2008). Further, DeFrank et al. (2000)
state that with this kind of travel
comes a varying degree of stress for
the traveler.
Thus, we have enough
arguments about how international
assignments are not devoid of
work-life balance issues and the
potential stressors. International
human resource executives should
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come up with strategies to help
employees maintain a balance
between their home and work front
and deal with the hardships of life
as an expatriate.
This is thus important to
identify various stress management interventions that an
organization offers to its members
in maintaining a work-life balance.
Theme 4 - Role of Family
International assignments in
their varied forms are becoming an
increasingly common part of a
professional business career.
Several studies have shown the
importance of spouse and family
support in successful expatriation
(Andreason, 2008). The literature
somehow lacks the unique
definition of a successful
expatriation (Kraimer and Wayne,
2004), therefore we’ll go by what
Aycan and Kanungo (1997)
consider as a successful
expatriation. The definition says
that “expatriation is considered
successful if expatriates remain in
the assignment until the end of the
term; adjust to living conditions in
the host country and perform well
professionally.”
In this context research also
shows that a family member’s
inability to adapt to foreign
environments has been noted as
one of the most critical causes of
expatriate failure (Fukuda and
Chu, 1994; Haslberger and
Brewster, 2008).
There is a plethora of research
on the difficulties experienced by
expatriates during the foreign
assignments and how they are
equally challenging for the families
of expatriating employee (Shaffer
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and Harrison, 2001). Some of the
dominant issues pertinent here are:
expatriate’s adjustment to a new
job together with a move abroad, a
partner giving up a job, children
attending a new school, long
periods of separation from their
loved ones, occupying a new residence, changing family routines, a
change in financial status, cultural
differences, role conflict, etc.
(Hechanova et al., 2003; Haslberger
and Brewster, 2008; Bahn, 2015).
The research also highlights
the role of the spouse and family
in determining a positive or
negative work-life balance
(Lauring and Selmer, 2010). Many
a time, the expatriates consider
family situations and adaptability
to the new culture more important
than technical competence for the
successful completion for foreign
assignments (Arthur and Bennett
1995). The importance of expatriate
spouses before and during the
international assignment has been
well documented. The inability of
the spouse to adjust has been cited
in theories and anecdotal studies
as a direct and indirect cause of
expatriate turnover (Black, 1988).
From that perspective, it is not
surprising that spouse and family
concerns are among the key
challenges during international
assignments (Mäkelä, Känsälä and
Suutari, 2011).
Thus, it is important to identify
what are the different family
situations when a partner
expatriates and how does it affects
the performance of expatriate?
Theme 5 - Female Expatriation
Research in the field of female
expatriation emphasizes the less
attention given to the women when

it comes to expatriation. When we
talk about the family setting, we
usually consider two schools of
thoughts: the traditional family and
the modern family (Bielby and
Bielby, 1992).
The traditional family setting
considers men to be the primary
financial provider and the wife is
expected to be a homemaker and
take care of family’s well being.
Here, men’s careers are viewed as
primary and essential, whereas
women’s careers are viewed as
optional because the woman can
psychologically and financially
afford not to work. And, if both
spouses do work, the husband’s job
is more important, causing the wife
to allocate less time to work and be
more flexible regarding family
issues (Hertz, 1986; Bielby and
Bielby, 1992; Harvey and Wiese
1998). Thus, women in traditional
families are willing to relocate
wherever their husband’s careers
take them. The wife, even if she is
employed, refuses a promotional
transfer in order to maintain family
well-being (Bielby and Bielby, 1992;
Harvey and Wiese 1998).
In a non-traditional or modern
family, there is a significant
difference in the attitudes
concerning family and work roles
comparing those in the traditional
families. Here, the husband
believes it is natural for his wife to
work and reach her potential, and
he is ready to assume more family
and house responsibilities. In
modern families, since the family
is not completely dependent on
husband’s income and the wife also
economically supports the family,
the husband is more supportive
and sensitive towards her careers
and aspirations (Vannoy and
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Philliber, 1992; Harvey and Wiese
1998).
This has positively contributed
to an increase of women in the
workforce worldwide and they are
equally competent to take foreign
assignments and move abroad.
This increased global mobility of
women has led to more research on
the international careers of females.
Studies have shown that selfinitiation of international work
assignments is an increasing
phenomenon among women
(Tharenou, 2013; Valk, Van der
Velde, Van Engen and Godbole,
2014).
But, in spite of this increased
attention to female expatriation in
the research literature, there is a
concern that the number of female
global
assignees
is
still
proportionally low in relation to
the overall size of the qualified
female labour pool (Caligiuri and
Lazarova, 2002). It is a matter of
fact that women are underrepresented in international
management. In most of the articles
on female expatriates, the
companies’ reluctance to send
women abroad is usually named as
first justification why female
managers are rare in the international arena (Fischlmayr, 2002).
The thought of navigating dayto-day life in a very different
culture,
getting
children
transferred to a new school or
maintaining social relationships in
a foreign setting often prevents the
females from taking these
assignments
(The
Permits
Foundation, 2009).
The research question that
develops is “What are the different
factors that inhibit a female from

taking an assignment abroad and
how this perception has changed
over a period of time?”
Theme 6 - Retention and
Repatriation
Company-assigned expatriates
are expected to return to their home
location after the completion of the
assigned international task. This
process of returning home is called
“repatriation” (Howe-Walsh and
Torka, 2017). Research suggests
that repatriation adjustment may
be even more difficult than the
adjustment to foreign cultures
(Lazarova and Cerdin, 2007). This
may happen because of a number
of factors such as reverse culture
shock (socio-cultural factors),
unanticipated change in home
country work conditions (work
environment factors), and the
unanticipated change in the
expatriate and family members
(family factors) (Cox, 2004; Chi and
Chen, 2007).
Studies have shown that the
turnover among repatriates from
conventional
international
assignments has been observed
to be problematically high
(Brookfield, 2013). Such turnovers
may prove to be disruptive both for
the employee as well as for the
organization (O’Sullivan, 2002).
Studies show that in particular
human resource management
(HRM) plays a critical role in
effective repatriation (Caligiuri and
Lazarova, 2001). They hold the
responsibility for providing
organizational support in the
repatriation process so that the
repatriating employee can adjust
back in the home country
environment. But, unfortunately,
while many organizations have
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accepted the need to address the
issues of expatriation by selecting
and training the right person for
these international assignments
and providing the possible
organizational support in helping
the expatriating employee and his/
her family in adjusting to the
foreign culture, there are
indications that repatriation is still
a frequently overlooked aspect of
international human resource
management, even in the most
profit-oriented organizations
(Ratnam and Sansom 1995).
Therefore, it is important to
understand the role of stakeholders
(Line Managers, HR professionals,
family, and society) in facilitating
successful repatriation and
investigating the reason for
inadequate HR support for
repatriation.
Theme 7 - HR Aspects
The
management
of
expatriation has grown in
importance as the number of
multinational companies has
grown significantly since the 1970s.
As mentioned earlier, expatriates’
assignments are very costly for the
company and therefore, it becomes
imperative for the expatriates to
perform well on these assignments.
Human resource executives also
have a major role to play here. The
human resource system of the
organization should be capable of
selecting and training globally
competent employees to go on
these assignments. Besides
assuring the selection and training
of suitable employees, the
organizations should also foster an
environment that encourages
employees to transfer the learned
materials to their new work

27

ARTICLES
environment (Baldwin and Ford,
1988). The benefits provided by
successful expatriates to the
organization are manifold. The
benefits range from the successful
transfer of managerial knowledge
and technical know-how to better
control of foreign subsidiaries. In
order to bring about the
aforementioned
benefits,
multinational corporations must
obtain well-suited candidates
(Rozkwitalska, 2012). If employee
selection is not made carefully,
there is an increased risk of a failed
assignment leading to employee
returns
(Solomon,
1996),
repatriation (Kim and Slocum,
2008), low performance (Harvey
and Wiese, 1998), and high
turnover and transfer rates
(Naumann, 1993). These failures
come at a high cost to the parent
company. Despite the critical role
that human resource executives
have to play, past researches have
shown the limited role of HR
managers in the selection process
of expatriates (Anderson, 2005).
HR needs to play a critical role in
terms of choosing the suitable
candidate to expatriate and
training them so that they can fit
globally.
Besides selection and training,
there is another critical aspect that
HR managers need to take care of.
And that critical area is Career
Management in case of dual career
couples. One of the significant
consequences of the globalization
of business life is the increased
international mobility of the
workforce. This increased
international mobility has a great
impact on the modern working life
of individuals. As a result, highly
competent workers who are
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internationally mobile and able to
perform effectively in their
challenging jobs are highly sought
after by organizations operating in
a
globalized
environment
(Collings, Scullion, and Dowling,
2009; Salt and Wood, 2012). At the
same time, the number of dual
career couples (DCCs) – “couples
in which both partners are
committed to working life” – has
been increasing in international
career settings (Harvey, Novicevic
and Breland, 2009; Lauring and
Selmer, 2010). Therefore, selecting
and/or maintaining an international career is an issue typically
affecting not only a particular
employee but also another person
or group of people. This is because
the expatriate often has a partner,
and sometimes children, whose
career and lives, in general, will
also be affected by relocating to a
foreign nation. (Känsälä, Mäkelä,
and Suutari, 2015).
This combination of two trends
prevalent in modern working life
– international work and a dual
career situation – is challenging for
both genders. In order to cope with
the situation, international dual
career couples have to be able to
coordinate their careers (Känsälä,
Mäkelä, and Suutari, 2015).
Thus the research question that
transpires is, “what should be the
criteria of selection of employees
for international assignments and
what interventions should be used
by organizations to train them for
effective knowledge management
at foreign locations?. Career
management further emerges as an
important area for HR managers to
contemplate upon, with increasing
international in the context of new
work assignments.

The keynote here is that the HR
managers need to manage the
career needs of not only the
expatriating employee but also
his/her spouse. They need to come
up with strategies to facilitate the
needs of dual career couples
relocating abroad for a foreign
assignment.

Research Gaps
The exhaustive review of the
literature has helped in identifying
the following research gaps:
• The role of cultural distance
has been studied to define its
effects on the adjustment of an
expatriate in a foreign nation.
There is a need for future
research on how cultural proximity affects the performance of
expatriates and what role does
geographical proximity has on
expatriate adjustment?
• It is further important to
understand the personality
traits that have an impact on
expatriates’ adjustment in a
foreign culture and there is a
need to understand the ethical
challenges that an expatriate is
exposed to in a foreign country.
The personality of an individual
plays a big role in determining
his/her behaviour in different
situations.
• The literature on expatriate
management contemplates on
the negative impacts of stressors
and work-life balance issues on
the performance of an
expatriate. The issue should be
explored further to understand
the role played by organizations
in ameliorating the situations of
expatriates on international
assignments.
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• International assignments are
equally challenging for the
families of expatriating
manager. Ample research scope
lies in analyzing different family
situations when a partner expatriates. The situations could be:
- To examine the challenges and
opportunities for families in
which an expatriate works/
lives in one country and their
spouse (and sometimes also
children) live and work in
another country.
- Challenges for a trailing
spouse.
- Family situations including
non-working spouses and
children remaining in the
home country.
• There is a plethora of literature
that contemplates on the
challenges faced by a female
expatriating manager. The
issues should be explored
further and examine the
motivations to accept/reject an
international assignment.
• Repatriation has come out to be
an issue in international career
management. Further research
should seek to investigate the
cause behind inadequate HR
support for repatriation and the
role of stakeholders in facilitating successful repatriation.
• Existing research indicates that
international assignments are
very challenging experiences for
the expatriates. Role of HR should
be critically analyzed here in terms
of selecting the right person for the
assignment and providing
requisite language and culture
training to help the moving
employee adjust and perform well

in the foreign culture. Career
management issues of dual career
couples also need to be dealt with.

Directions for Future
Research
• The role of different cultural
patterns should be explored
further to understand how they
affect expatriate adjustment.
• Different personality types
should be analyzed to measure
their effectiveness in adjusting to
the foreign culture.
• Future studies in the area of
expatriate management should
aim at identifying the stress
management interventions and
work-life balance initiatives
undertaken by the organizations
in enhancing the performance of
expatriates on international
work assignments.
• Different family situations
should be analyzed to
understand the underlying
challenges faced by the families
and the expatriating manager.
• The issues related to female
expatriation should be explored
further to determine what
inhibits them from taking up
international assignments.
• Research should seek to
investigate the cause behind
inadequate HR support for
repatriation and the role of
stakeholders in facilitating
successful repatriation.
• Further studies should be done
to analyze the role of HR in
facilitating successful expatriation. Career management
interventions for dual career
couples also need to be
investigated.
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Conclusion
Overall, the contribution of this
review article is to highlight the
emerging issues in the area of
international work assignments
and expatriation. The results of the
present study can be greatly
helpful in understanding the issues
and challenges associated with
international work assignments
and expatriation. In a globalized
world, with the increasing number
of workers crossing the borders in
search
of
better
career
opportunities, it is important to
understand the key issues that
prevent the expatriates in
successfully completing the work
assignment and adjusting in the
foreign culture. This inability to
adjust may result in stress leading
to the premature return of
expatriates. The premature return
not only hampers the career of the
employee but also causes a huge
financial loss for the organization.
In the present study, seven broad
themes have been developed that
highlight the issues linked to these
assignments. The themes are CrossCultural issues, Personality characteristics & Ethical Challenges,
Work-life balance and Stress
Management, Role of family,
Female Expatriation, Retention &
Repatriation, and HR Aspects
which includes Selection,
Training & Career Management
issues. The issues related to every
theme have been discussed in
length in the paper with research
questions emerging out from each
theme. The research questions
form the basis for future research
which may help in addressing the
difficulties that come in the way
of successful international work
assignments.
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There are some limitations in
the present study that needs to be
acknowledged. First, the analysis is
limited to the publications in the
English language only and
therefore, it may exclude important
contributions in other languages.
Second, despite the best efforts, the
search for articles may not have
been exhaustive which may have
subsequently excluded other
articles from the analysis. Thus, the
limitation of the present study lies
not only in the limited number of
papers identified but also in terms
of the level of other qualitative
methods that can be further used
for analysis.
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Diffusion of Innovation
A Literature Review
Gaurav Bhatt*

The article tries to discuss how innovations diffuse across platforms.
With technology being an integral part of our day to day lives, it is very
important for businesses across the globe to understand how
innovations spread across geographical boundaries and industries. In
addition to discussing the possible factors responsible for the diffusion
of innovations, an attempt has also been made to mention different
models which attempt to explain the process of diffusion.

“Innovate or Perish is the marketer’s cry of the 1960s. And Perish as You Innovate could well
be the marketing slogan of the 1970s.”
– Thomas S. Robertson

Introduction
Innovation has not kept itself
confined to any specific domain; in
fact the process of innovation itself
is a intriguing one. Globalization is
one of the many reasons for which
we may find that new ideas take
shape and materialize. Technology
has integrated itself in various
facets of our lives, with creativity
taking shape in the form of
innovations and making an impact.
Businesses across continents have
developed competencies from a
range of technological platforms.
These again provide the businesses
an edge over their counterparts and
help them in sustaining

* Assistant Professor, IFHE, IBS
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themselves. Innovation never
ceases to happen, just like evolution
it chugs along at its pace and roll
out new ideas. Innovations spread
across geographical boundaries
and industries via diffusion.
Innovations have been known to be
the result of the interaction of
diverse factors. The process of
diffusion of innovations has been
a subject of great interest. A
number of researchers have
proposed models in order to
explain this dynamic process along
with the factors which play an
important role in the diffusion
process.
The primary aim of this article
is to carry out a literature review
on the process of innovation and on
the various models proposed to
understand the impact of various
factors in the process.

“Innovation takes place via a
process whereby a new thought,
behaviour, or thing, which is
qualitatively different from
existing forms, is conceived of and
brought into reality” (Robertson
1967). Innovation is defined as “an
idea perceived as new by the
individual” (Everett M. Rogers
1962). Innovation may be classified
as symbolic and technological or
continuous
dynamically
continuous and discontinuous
(Robertson 1967), Amplified and
Simplified (Hardie, Robertson &
Ross 1996).
Different models have
specified
various
factors
responsible for the diffusion
process. Schools of thought trace
the origin of research from the
British and the German-Austrian
schools which are rooted in
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anthropology and are of the view
“that most changes in a society
resulted from the introduction of
innovations from other societies”.
Any paradigm that aims at
reconceptualizing or leads to a
significant change over the
established norms catches the eye
of the intelligentsia. “Theories of
innovation diffusion commonly try
to break down the adoption
process with respect to time”
(Rogers 1962). Frank Bass has
proposed one of the most widely
accepted models that tries to
explain the diffusion of innovation
from the marketing perspective
which takes into consideration
various marketing activities.
The need of the hour for every
organization is to keep abreast of
the changes in the environment, to
be competitive and this is not a
simple process. Prediction of the
needs of the customer does not
assure economic success. The
product lifecycle is ever decreasing;
there are rapid changes going on
in the environment and once in a
while, new technologies emerge
which completely disrupt the
existing ones.

Diffusion Models
Diffusion models help to
determine the extent of the spread
of innovations. This may be in the
context of the given set of
individuals expressed as a
mathematical function of time. This
would be considered with respect
to the amount of time elapsed since
the introduction of that innovation.
Models also help to predict the
progress or the development of an
innovation which may already be
in operation. When we talk about

product innovation, the concerned
models trace the spread of that
specific product from the
production all the way to its
adopters. In order to understand
the impact of the factors, it is
important to go through the
various proposed models of
diffusion. Each of these models has
made assumptions on the basis of
which they predict the diffusion
process. “The marketing tradition
of diffusion research has come on
strong since the early 1960s”
(Rogers 1976).
Edwin Mansfield in his study
of innovations (1961) studied the
factors which determine the spread
of innovations taking into
consideration different industries.
The model he proposed is built
largely around one hypothesis,
which is that “the probability that
a firm will introduce a new
technique is an increasing function
of the proportion of firms already
using it and the profitability of
doing so, but a decreasing function
of the size of the investment
required”. The results of this model
were in accordance with Rogers
(1962). The limitations of this
model were that only large firms
were considered and most of the
data which was used for the study
was rough estimates obtained from
interviews. The innovations
considered in the study were
limited in number and belonged to
four industries only. Everett M.
Rogers in his work The Diffusion of
Innovation (1962) proposed another
model. The basic assumption of
this model is that the innovation
was completely adopted, i.e., it got
completely diffused throughout.
The adopters were divided on the
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basis of the relative time of their
adoption of the innovation. As per
this model, time is the factor which
influences the rate of diffusion and
the diffusion curve is a normal
curve of distribution. This model
was in close acceptance with
differences among innovations in
the rate of imitation study
(Mansfield 1961). The Bass Model
proposed by Frank Bass (1969) was
a seminal work in the field of
diffusion of innovation. This model
was based on the development of
a theory of timing of the initial
purchase of new consumer
products. It took forward the
Rogers model by incorporating the
element of the timing of the
adoption. The model assumed that
after a specific period of time the
purchasing of a product includes a
significant amount of replacement
purchases and it differentiated
between the innovators and the
imitators as the former were not
influenced in the timing of their
initial purchase. It makes assertions
about how likely an individual is
to adopt given the number who
have already adopted. It touches
upon the two routes to adoption.
Either an individual realizes on his
own whether a particular
innovation is relevant to him or the
innovation is adopted under the
influence of previous adopters. A
key aspect of the Bass model is that
it addresses the market in the
“aggregate.” The model takes into
consideration the entire market
rather than an individual. Again
the decision to adopt the
innovation is individual-specific,
hence it cannot be generalized and
said that all potential adopters have
the same probability of adopting
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the product in a given time period.
The key here is the potential
adopter’s uncertain perceptions
about the innovation. Over a
period of time as the adopter learns
more about the innovation from
varied sources like advertising on
media or word of mouth. Thus
through this learning, over a period
of time it helps him to gauge his
utility for the innovation. As this
magnifies and becomes greater
than the status quo (he is better off
with the innovation), he adopts the
innovation.
Sinha
and
Chandrashekaran (1992) added
another dimension when they
incorporated the probability of
eventual adoption to be less than
one which was in stark contrast to
what Rogers (1962) proposed.
Considering both the probability as
well as the timing, this model also
incorporates the impact of the
characteristics of the individual as
well as that of the market on the
two. As a manager, the goal of the
marketing strategy is the key which
helps to relate to the variables
which have an impact on the
diffusion process. Dekimpe, Parker
and Sarvary (2000) investigated the
global diffusion of innovations
keeping in consideration those
which were technological ones.
Specifically, the study was
undertaken to comprehend the
process of global diffusion of
technological innovations keeping
in mind the impact of external
elements in the network and also
investigating the role of the existing
technologies in assisting the new
innovation getting acceptance. This
has been done keeping in mind
relative measures of innovativeness across nations.
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Factors Influencing
Diffusion
Various models have focused
on the process of innovation while
accounting for the factors which
influence the diffusion process.
Robertson (1967) touched upon the
diffusion process wherein he
considered the diffusion curve
proposed by Rogers (1962). This
diffusion curve in turn validated
the “bandwagon effect” proposed
by Mansfield (1961). These models
tend to discuss the innovation
process on the individual level
even though Mansfield (1961) has
considered innovation in different
industries. Robertson discusses
about the “two-step flow of
communication model”. This
model relates to the process of
communication between the
opinion leaders and the masses.
The former are influenced by the
mass media communications
which in turn has an impact on the
ability of the leaders to influence
the masses. Discussion on the
diffusion across the boundaries of
an industry has been limited.
Robertson and Gatignon (1986)
developed a paradigm which links
the diffusion to the competitive
environment of the suppliers as
well as to the competitive
environment of the adopters.
Diffusion may occur at various
levels, an industry has several firms
operating and hence these firms
have a big hand in determining the
receptivity to innovations. The
extent to which the features of an
innovation are in tune with the
traits of the firm goes a long way
in influencing the acceptance of the
innovation. Robertson and
Gatignon (1986) also linked the

“supply
side
competitive
environment” and the “adopter
industry competitive environment”. Tzokas and Saren (1992)
further worked upon the supply
side factors and concluded that the
rate of diffusion should also
actively include marketing and
product development variables.
With regard to the innovation
being a continuous process.
Robertson and Gatignon (1989)
further worked upon their concepts
and extended their study on the
industry specific variables and
concluded that organizations,
which were receptive to new
technology, were specifically
concentrated in those industries
where the price intensity was
limited. It also reported that the
innovators were distinguished
from the non-adopters on the basis
as to how they processed the
available information. Robertson
and Gatignon (1993) studied the
impact of risk as well as the
competition on the diffusion of
innovation. The study focused on
the managerial aspect of the
innovation process. It was
specifically
aimed
at
understanding the decision
making, considering the risk taking
behaviour with regard to the
adoption of innovation. It also
touches upon a new aspect with
respect to innovations, i.e., product
and
process
innovations;
Robertson, Hardie and Ross (1996)
focused specifically on the
characteristics of the innovations,
this concept was proposed by
Robertson (1967). The changes
were classified as amplifying and
simplifying. This was done with
respect to the extent of change in
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the behaviour of who adopts the
innovation. It depends on whether
the innovation makes it easier or if
it imbibes more functions into the
product. This was also dependent
of the features of the adopter and
was influenced by the level of skill
as well as the intent on the part of
the adopter to purchase.
Robertson and Gatignon (1986)
proposed a paradigm which
explains the diffusion of
innovation. It focuses on the varied
factors that impact diffusion of
innovations in the context of
business organizations. The
business environment discussed by
the model includes the supply side
as well as the adopter industry.
Factors belonging to both of these
environments form the basis on
which future studies have tried to
explain the diffusion of innovations
in the context of business
organizations.
Technology Standardization According to Robertson and
Gatignon (1986), technology
standardization accelerates the
diffusion process, the earlier a
specific
feature
becomes
standardized, and the prospects of
it getting diffused rapidly brighten.
Therefore, standardization is more
relevant to early and late majority
adopters and laggards who adopt
only after a certain degree of
diffusion, i.e., standardization of
the technology has been achieved
in the industry (Tzokas and Saren
1992). Impact of risk as well as the
competition is also reduced as the
technology becomes standardized,
thus resistance on the part of the
customer to adopt that technology
is reduced (Robertson and
Gatignon 1993).

R&D Allocation - Robertson
and Gatignon (1986) maintain that
greater expenditures on R&D by
supplier firms will not only result
in more advanced technologies but
will also ensure that more and
more technological alternatives are
churned out. This will in turn
increase the attractiveness and
applicability of the innovation to
the potential buyers and, therefore,
more rapid and widespread
diffusion will be achieved.
Resource allocation also helps in
providing a wider range of
products which in turn helps to
provide a wide variety.
Nature of Competition - In
consumer markets, Gatignon and
Robertson (1985) suggested that
when there is differentiation
among brands, greater competition
has a positive effect on primary
demand. Markets with few
competitors encourage risk-taking
behaviour regarding the adoption
of innovations but, on the other
hand, managers are more sensitive
to changes in the perceived value
of the innovation in highly
competitive
environments.
Competitiveness to a great extent
fuels a greater degree of attention
to price sensitivity. Process
innovations may also provide a
significant source of competitive
advantage
(Gatignon
and
Robertson 1993).
Marketing
Support
–
Robertson and Gatignon (1986)
state that the support to marketing
activities by allocating resources
and following it up with support
activities is an integral part of the
“positioning” strategy of an
organization. The support activities
help to hasten the process of
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diffusion as the various levels of
support received. The costs
incurred in providing marketing
support accelerate diffusion and
also assist the organization in
setting up barriers and restrict the
entry of new entrants alongside
others. Firms may also allocate
resources keeping in mind the
inputs received from customers to
generate new offerings for their
customers. Even though an
organization has an innovation in
its hand, it may choose to harness
the innovation depending upon its
strategic choice of action. The
organization can ensure the rapid
diffusion of the technology by
having an appropriate mix of
variables and actions.
Demand Uncertainty – When
the demand cannot be forecasted
for any specific organization in an
industry, it leave uncertainty in
terms of predicting the amount of
activities required. Thus this drives
up the effort by individual
organizations to ensure strategies
to preempt competition. The
element of variability is explored
by the existing organizations.
Barring regulated industries, the
higher the degree of uncertainty in
predicting demand, the more
intense competition will be among
existing competitors and the more
likely firms will be to adopt
innovations (Robertson and
Gatignon 1986).
Category - Product and
process innovations have a
different strategic role. In
particular, when the differentiation
aspect of a process compared to
that of a product is rooted in the
strategy of the organization. In
order to be competitive,
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organizations stress upon product
or process innovations. Technology
oriented process innovations are
considered as having a lesser
element of risk compared to that of
product innovations (Robertson
and Gatignon 1993). A lower risk
of appropriation of a process
innovation by competitors reduces
the uncertainty of the innovation’s
value.
Type of Innovation Technological innovations may be
classified in terms of the degree
of behaviour change of the user
who adopts the innovation
(Robertson and Gatignon 1993).
The magnitude of consumer
behaviour change is important
but there is a considerable
difference in how consumer
behaviour
changes
when
confronted with an innovation.
Distinguishing between these two
kinds of changes in consumer
behaviour patterns, simplifying
and amplifying, “may have a
considerable effect on our
understanding of the nature of an
innovation and whether the
innovation will be successful”
(Hardie, Robertson and Ross
1996).
Cosmopolitanism – The
diffusion of innovation is also
influenced by the cosmopolitanism
in an industry. When we talk about
cosmopolitanism, this is in the
context of the extent to which
“external integration” is in tune
with the element of innovativeness.
Just as for the individual
organization, industry cosmo-
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politanism increases access to new
information and encourages a more
rapid diffusion process (Robertson
and Gatignon 1986). The most
important source of technology in
a number of mature industries was
outside rather than within the
industry. An industry’s integration
into
external
information
environments may be an important
source of new ideas and
complementary technologies
(Mansfield 1968).
Most marketing research on
diffusion theory considers the
adoption of a single innovation by
multiple adopters. The supplyside propositions require multiple
innovations, although some
propositions could be studied if
multiple firms with various levels
of reputation, or various levels of
marketing support, for example,
offered a similar innovation. On
the other hand, the demand-side
propositions all require the
analysis of adoption by multiple
industries.

Conclusion
Diffusion is the process by
which a new innovation is
communicated through mass
media as well as word of mouth in
a specific market. It must also be
understood that more complex
causes are more difficult for the
mass of people to understand well
enough to adopt, and that a
complex cause is likely to have a
low coefficient of diffusion, no
matter its intrinsic merits. Thus
there are different approaches

which explain the phenomenon.
Various models give us an insight
into this regard. From all the
research articles discussed in this
review, we get different views
regarding the relevance of factors
behind innovative success. While
some studies claim a certain group
of factors being crucial, other
studies ignore the very same
factors and claim very different
factors to be decisive. Even though
there is a good consensus about the
most important factors. It is
commonly
argued
that
technological change and in
particular innovation, is a major
engine of long-run economic
growth. Innovations may not
necessarily be accepted or evenly
distributed throughout. An
industry’s product policy and
distribution strategies, for example,
should be affected by the
relationships suggested as to how
diffusion varies according to
vertical
coordination
and
technology
standardization
strategies, as well as how diffusion
is affected by marketing resource
commitments. The constantly
changing business environment,
decreasing product lifecycle,
globalization of world economies,
and fast technological development determine the need to find
exclusiveness that would ensure
competitive advantage, linked with
innovation. Under such conditions
of transformation, the role of
acknowledging and successful
managing of the processes of
creation, diffusion and adoption of
innovation increases.
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Motives of the Consumers to Adopt
Online Grocery Shopping
Anusha Sreeram*
Online grocery shopping is the
capability of consumers to
order groceries electro-nically
and the delivery of that
ordered groceries to home.
This study answered two
research questions: what are
the motives of consumers to
adopt online grocery shopping, and which motivating
factors provide satisfaction
to the consumers. These
questions are answered by
using a sample of 132
respondents in India. Exploratory factor analysis is used to
find out the motives of
consumers to adopt online
grocery shopping and linear
regression technique is used
to find out what are the
motivating factors which
provide satisfaction to the
consumers. The results
suggest that physical effort,
time pressure and the
perceived relative advantage
positively influence the
behavioral intention to adopt
online grocery shopping.
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Introduction

O

NLINE grocery shopping has been in receipt of much attention of
academicians and practitioners since 1990s because of the upcoming
of internet (Alba et al., 1997; Burke 1997; Peterson et al., 1998). Online
grocery shopping is the capability of consumers to order groceries
electronically and the delivery of that ordered groceries to home (Peterson
et al., 1998). Online grocery shopping was introduced in 1989 by Peapod
in USA, followed by streamline in 1992, Webvan in 1999 and then adopted
by European countries with Tesco (Kari Tanskanen et al.; 2002) and
Australia.
Darian (1987), Burke (1997), and heikkila jukka et al., (1998) have
mentioned about certain advantages of online grocery shopping like the
level of convenience, less transportation time, less waiting time, placing
orders independently of time of the day, less planning time, etc. Online
grocery shopping is also beneficial to retailers as it decreases the fixed
costs (Morganosky and Cude, 2000). Though online grocery shopping
has many advantages to both consumers as well as to retailers but many
countries do not adopt online grocery shopping.
Alba et al. (1997) considered online grocery shopping as service
innovation and Robertson (1967) classified online grocery shopping
as discontinuous innovation because of the sensory attributes of the
grocery products. This discontinuous innovation causes buyers to
significantly alter their behaviour patterns which may be one of the
reasons for the slow adoption of online grocery shopping (Robertson
1967). Moreover, the rate of adoption of an innovation depends upon
the consumers perception about the characteristics of the innovation
(Mahajan et al., 1995). So, this paper aim at answering the first research
question “what are the motives of consumers to adopt online grocery
shopping?”
The research on online grocery shopping is very limited and the
research that is done so far is focused on the countries that adopted online
grocery shopping. Only few researchers focused on identifying the
motives. Westbrook and Black (1985) mentioned “the analysis of
shopping motivation requires assessment of the satisfaction which
shopping activities provide, in addition to the utility and satisfaction to
be obtained from the merchandise purchased”. So, this research aimed
at not only identifying the motives but also to answer the second research
question: which motivating factors provide satisfaction to the
consumers?”
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The aim is achieved with the
survey method. The variables are
identified from the literature as
well as from the interview themes
conducted with few consumers.
The findings suggest that physical
effort, time pressure, perceived
relative advantage and payment
security has significant positive
impact on consumer’s behavioral
intention to adopt. The next section
is followed by literature review,
Research design is explained in the
third section, and Findings are
discussed and concluded with
future research implications.

1991). So, they expect the network
to be flexible to place the orders
independent of time of the day.
Home delivery would be useful for
them to save the time (Burke, 1997)
also emphasized that busy
consumers will save time with
online grocery shopping as it
provides the facility to order the
groceries from home and that will
get delivered at home. Thus, the
hypothesis is:

Literature Review and
Hypothesis

2. Physical Effort

The Indian retailers have not
yet adopted online grocery
shopping. This adoption is quite
slow when compared to the
counterparts like USA, UK and
Australia. It is mentioned by
(Mahajan et al., 1995) that the rate
of adoption of an innovation
depends upon the consumers
perception about the characteristics
of the innovation. In this line the
research is carried out by certain
researchers. heikkila jukka et al.
(1998) have grouped the potential
consumers for electronic shopping
and mentioned the benefits of
online grocery shopping to each
group.

H1: There is a positive
relationship between time
pressure and behavioral intention
to adopt online grocery shopping.

Physical effort required for online
grocery shopping is lower than that
compared to traditional grocery
shopping (DArian, 1987). The scale
items are adopted from (Verhoef et
al., 2001). heikkila jukka et al. (1998)
mentioned that sub urban family
commuters around large cities,
who are mostly working groups,

H2: There is a positive relationship between physical effort and
behavioral intention to adopt
online grocery shopping.
3. Shopping Enjoyment
The consumers who love to
enjoy meeting other people in the
supermarket, who like to visit
different supermarkets, will show
less intention to adopt online
grocery shopping. The scale items
are adopted from (Dawson et al.,
1990). The definition of shopping
enjoyment given by Alba et al.
(1997) is “for many consumers,
shopping is an experience that
transcends product purchase. By
visiting retail stores the consumers

FIGURE 1
EXPECTED CONSUMER GROUPS AND POTENTIAL BENEFITS OF ONLINE
GROCERY SHOPPING

Potential Customer Groups

Expected Benefits

1. Sub-urban family commuters
around large cities

• reduced time
• reduced effort
• placing orders independently of time
of the day

2. Bargain seekers in large cities

• lower prices
• price comparability

3. Wealthy adults seeking for
high quality services

• value added sevices
• broad selection of special and high
quality products

4. Rural area dwellers

• accessibility of shopping services
• broader selection of products

5. Elderly, or disabled people
relying on social services

• accessibility of shopping services
• broader selection of basic products
• indirect cost savings to the public
sector

1. Time Pressure
In this research as well like in
the current paper sub urban family
commuters around large cities
mentioned that the working
families have severe time
constraints and they are busy. Time
pressure is “the degree to which
consumers perceive themselves
busy” (Srinivasan and Ratchford,

will value the services of electronic
commerce which will reduce their
effort in daily shopping. So,
consumers
who
perceive
traditional grocery shopping as
tiring will prefer online grocery
shopping to traditional grocery
shopping. So, the hypothesis is:

Source: heikkila jukka et al., 1998.
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who enjoy traditional grocery
shopping derive social and
personal values (Tauber, 1972). So,
the hypothesis is:
H3: There is a negative
relationship between shopping
enjoyment and behavioral
intention to adopt online grocery
shopping.
4. Perceived Relative Advantage
Rogers
(1983)
defined
perceived relative advantage as the
degree to which consumers
perceive electronic grocery
shopping to be superior to in-store
shopping. Hansen (2005) has
shown that online grocery
shoppers have shown high relative
advantage. Verhoef and Langerak
(2001) has proved that intention to
adopt online grocery shopping is
positively influenced by perceived
relative advantage. So, we
hypothesize:
H4: There is a positive
relationship between perceived
relative
advantage
and
behavioural intention to adopt
online grocery shopping.
5. Perceived Complexity
Rogers
(1983)
defined
perceived
complexity
as
“Perceived complexity refers to the
degree to which consumers find
electronic grocery shopping
difficult to understand”. Groceries
involve perishables and nonperishables. The sensory attributes
of groceries like feel and touch of
the product is very important for
the adoption of online grocery
shopping. Research has shown that
perceived complexity of online
grocery shopping has shown a
negative influence on online
grocery intention to adopt (Roger
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1983, Hansen 2005). So, we
hypothesize:
H5: There is a negative
relationship between perceived
complexity and behavioral
intention to adopt online grocery
shopping.
6. Perceived Risk
Perceived risk involves with
the payment security aspects of
online grocery shopping (Kharnia
& Jhonston, 1999). The perceived
privacy of information when using
online grocery shopping (Ostlund
1974), the quality of the products
delivered through online grocery
shopping. The research has shown
that perceived risk is a common
obstacle for the adoption of online
grocery shopping. If the consumers
perceive more risk then the
intention to adopt online grocery
shopping is less. So,the hypothesis
is:
H6: There is a negative
relationship between perceived
risk and behavioral intention to
adopt online grocery shopping.

Research Method
Sample and Data Collection
A
questionnaire
was
developed on the basis of the
literature review and initial
interview. In the initial interview
the consumers were asked
questions regarding what will
motivate them to adopt online
grocery shopping. The respondents
mostly emphasized on time
pressure and physical effort. Based
on the clue from the respondents
on the adoption of online grocery
shopping, literature was done to
include the possible motivating

factors. Then the final questionnaire was developed with 25 items,
indicating the motives to adopt
online grocery shopping. The
questionnaire was pretested with
10 respondents. Some changes
were made to the adopted scales.
The respondents were asked to
mark their responses on a 7-point
Likert scale (1 = Strongly Agree,
7 = Strongly Disagree). It was sent
to 254 respondents through e-mail
and direct contact. Finally, 131
responses were received which is
good for the study as it indicates
more than 5 times the response
rate.
The method of Principal
Components Analysis (PCA) with
varimax rotation of factor
analysis was carried out to extract
and interpret the factors. The
multiple regression analysis was
carried out to identify the
predictors of behavioral intention
to adopt online grocery shopping
by using the factor scores
computed.
Measures
The respondents were asked
to mark their responses on a 7point Likert scale (1 = Strongly
Agree, 7 = Strongly Disagree). To
measure the time pressure, the
items are adopted from
Srinivasan and Ratchford (1991)
study. To measure physical effort,
the scale items are adopted from
verhoef et al. (2001). The scale
items of shopping enjoyment are
adopted from Dawson et al.
(1990). To measure consumers
perceived relative advantage and
perceived complexity, electronic
grocery shopping items are
adopted from Frambach’s et al.
(1998) study.
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TABLE 1
MOTIVES BEHIND THE USE OF ONLINE GROCERY SHOPPING – AN EMPIRICAL STUDY
S.
No.

Name of the Factor

Variables in the Factor

1.

Perceived relative
advantage

1. Using online shopping for groceries saves much time
2. Using online shopping for groceries I will have more
free time

Variance Cronbachs
Explained
Alpha

14.272

0.855

12.116

0.811

10.747

0.802

10.481

0.814

10.455

0.730

9.820

0.737

8.270

0.835

3. Using Online Grocery Shopping in purchasing groceries
is a good idea.
4. Using Online Grocery Shopping in purchasing groceries
is/might be pleasant.
5. Using Online Grocery Shopping is/might be beneficial
to me.
2.

Perceived risk

1. I am concerned with the payment security aspects of
Online Grocery Shopping.
2. I am concerned with the privacy of my information
provided when using Online Grocery Shopping.
3. I am concerned with the punctuality of the delivery time
of Online Grocery Shopping.
4. I am concerned with the quality of the products delivered
when ordering from Online Grocery Shopping.

3.

Time pressure

1. I usually find myself pressed for time
2. I am often in a hurry
3. Usually there is so much to do that I wish I had more time

4.

Physical effort

1. I think the transportation of my bought grocery products
(OFFLINE) is hard
2. The transportation of my bought groceries (OFFLINE)
is tiring
3. I consider shopping (OFFLINE) a big hassle

5.

Perceived complexity

1. Electronic shopping is complex, because I cannot feel
and see the products
2. With electronic shopping it is hard to find the needed
products
3. With electronic shopping it is difficult to order products
4. With electronic shopping it is problematic to compare
products

6.

Shopping enjoyment

1. I like to shop in shops that I do not know
2. I really like to visit different supermarkets
3. I like to meet other people in the supermarket

7.

Behavioral intention
to use online grocery
shopping

1. I intend to use Online Grocery Shopping when the service
becomes widely available.
2. Whenever possible, I intend to use Online Grocery
Shopping to purchase groceries.
3. I intend to use Online Grocery Shopping when there is
free home delivery.
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TABLE 2
FACTOR LOADINGS

Component
1

2

3

4

5

6

I really like to visit different supermarkets

.855

I like to shop in shops that I do not know

.718

I like to meet other people in the supermarket

.732

I consider shopping a big hassle

.605

I think carrying my bought OFF LINE grocery products is tough

.914

The transportation of my bought OFF LINE groceries is very tiring

.928

I usually find myself pressed for time

.812

I am often in a hurry

.778

Usually there is so much to do that l wish I had more time

.774

Electronic shopping is complex because I cannot feel and see the
products

.704

With electronic shopping it is hard to find the needed products

.744

With electronic shopping it is difficult to order products

.810

With electronic shopping it is problematic to compare products

.633

I am concerned with the payments security aspects of Online
Grocery Shopping

.761

I am concerned with the privacy of my information provided when
using Online Grocery Shopping

.869

I am concerned with the punctuality of the delivery time of Online
Grocery Shopping

.707

I am concerned with the quality of the products delivered when
using Online Grocery Shopping

.783

Using online grocery shopping in purchasing groceries saves
much time

.799

Using online grocery shopping in purchasing groceries is a good idea .773
By shopping for groceries online I will have more free time

.779

Using online grocery shopping in purchasing groceries is/might be
pleasant

.691

Using online grocery shopping is/might be beneficial to me

.717

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.

44

FOCUSWTO/IB • October-December 2018 (Vol. 20 No. 4)

ARTICLES
TABLE 3
FACTORS AFFECTING THE BEHAVIORAL INTENTION TO ADOPT ONLINE GROCERY SHOPPING
Dependent Variable
Behavioral intention to adopt

R Square

Significant Variables other than Constant

0.243

online grocery shopping

Results and Discussion
The items are purified based on
the inter item and item to total
scorrelations. In case of low
cronbach’s alpha the lowest item
was removed. Exploratory factor
analysis was performed with the
cut-off point as eigen value 1.0. This
entire procedure resulted in 23
items. The Kaiser-Meyer-Olkin
(KMO) measure of the sampling
adequacy was 0.696 and the
Barlett’s Test of sphericity was
significant justifying the use of
Principal component analysis. The
factor analysis of the motive
statements yielded seven factors:
Time pressure, physical effort,
shopping enjoyment, perceived
relative advantage, perceived risk,
perceived complexity. The analysis
accounted for 67.89 per cent of the
variance. The first factor accounts
for 14.272 per cent of variance,
followed by the second factor
accounting for 12.116 per cent of
variance. The third factor explained
10.747 per cent of variance.The
variables in each factor have an
internal consistency > = 0.7, as
shown in Table 1.
The factor loadings of the
respective factors are shown in
Table 2. The factor scores were
computed and the factor
behavioral intention to use online
grocery shopping is used as
dependent variable and all the

1. Perceived relative advantage

0.344 (p<0.05)

2. Time pressure

0.250 (p<0.05)

3. Physical effort

0.181 (p<0.05)

other factors are used as
independent variables. Multiple
regression analysis is carried out to
depict the predictors of behavioral
intention to use online grocery
shopping. The results have shown
that shopping enjoyment and
perceived
complexity
are
insignificant. This may be because
of the fact that the consumers
online buyers in India significantly
increased by 33 per cent in 2010 (as
per India online landscape 2010
report). So, the buyers are not
finding the online shopping as
complex. So, we are not supporting
Hypothesis 5.
The shopping enjoyment also
found insignificant may be because
the buyers also enjoy web browsing
and to have social and personal
interactions other than choosing
traditional shopping there are
plenty of options available for
consumers. Because of the presence
of social networking sites internet
also provides buyers to interact
with other consumers (Peterson et
al., 1997). So, we are not supporting
Hypothesis 3.
The perceived risk also has not
shown significant results. This
finding is in line with the previous
research (Ostlund 1974; Kurnia and
Johnston 1999) may be because that
the consumers in India are not yet
exposed to the online grocery
shopping. So, they do not know the
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risk involved in online grocery
shopping. So, we are not supporting Hypothesis 2 as well. The
significant results are presented in
Table 3.
Significant results are found
with three factors, i.e, physical
effort, time pressure and relative
advantage. So, consumers perceive
that online grocery shopping will
reduce the physical effort as the
groceries can be ordered from
home and can be received to home.
This finding is in line with the
findings of the previous research
(Verhoef et.al,). We are supporting
hypothesis 1 that there is a positive
relation between physical effort
and behavioral intention to adopt
online grocery shopping.
The consumers who percieve
themselves as busy are more likely
to adopt online grocery shopping.
The result found significant and
hence we are supporting
Hypothesis 2 that there is a positive
relation between physical effort
and behavioral intention to adopt
online grocery shopping.
Hypothesis 4 is also supported
that buyers perceive relative
advantage with online grocery
shopping as the physical effort and
time consumption is reduced with
the usage of online grocery
shopping they perceive that online
grocery shopping is advantageous.
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Conclusion
Retailers like Subiksha
(Business India Report, 2007) wants
to enter into electronic grocery
shopping in India. This is the first
study on understanding the
motives behind the adoption of
online grocery shopping is India.
The findings that physical effort,
time pressure and perceived
relative advantage has positive
influence on behavioral intention to
adopt online grocery shopping has
strong implications for online
retailers. The study has certain
limitations like the sample is based
only on Indian consumers.
Future research directions
include:
• The study from the perspective
of retailer.
• The physical distribution of
online grocery shopping.
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Psychometric Index Development of Online Review
Helpfulness in E-commerce Websites:
An Emerging Market Perspective
Rachita Kashyap*

O

NLINE customer written
product reviews are a type of
electronic word of mouth (eWOM),
that have become an integral part
of customers’ decision making
process. These reviews provide the
information seeking consumers
with rich product related
information from the customer’s
point of view on the one hand, but
on the other hand their presence on
the online platform may cause the
problem of information overload. In
order to circumvent the problem of
information overload, e-tailer
websites (like Amazon, Flipkart,
Snapdeal, etc.) started displaying
the reviews according to their
helpfulness, which was evaluated
with the help of number of
helpfulness votes received by a
review (up votes and down votes).
In the extant literature review
helpfulness has been described as
the extent to which a review assists
the consumers making a judgment
or a purchase decision (Li et al.,
2013). Contemporarily, there are
various ways in which the e-tailer
websites are displaying the online
customer reviews: number or
helpfulness votes (up votes),
proportion of helpfulness votes
(ratio of upvotes to total number of
votes), review recency (posting
date), valence (positive or negative
* Assistant Professor, ICFAI Business
School (IBS), Hyderabad.

Keywords: Online review, review helpfulness, review length,
review valence, feature-wise information, comparison, caption,
grammar, timeliness, product attitude, purchase intention, and
formative index.
reviews), etc. but the most used
method is according to the number
of helpfulness votes received by a
review.
In a study conducted by Wan
(2015), it was found that the
helpfulness voting feature suffer
from psychological biases like
Matthew effect and Ratchet effect.
According to the Matthew effect,
“Rich gets richer and poor gets
poorer”. In the context of online
reviews it can be explained as, if a
review has received a certain
number of helpfulness votes over
time, then it will continue to remain
at the top most position even if more
helpful reviews were written
afterwards. The Matthew effect
works in synchronization with the
Ratchet effect, according to which
if something or someone reaches to
a certain extent of eminence, they
generally stay at that level or at most
do not fall much below that level. In
the context of online reviews, due
to the Ratchet effect, the review will
not be falling from its already
attained prominence level.
Li et al. (2013), have also
pointed out that the current popular
review helpfulness operationalizations based on voting feature are
tainted with the biases like the
winner’s circle bias and early bird
bias. According to winner circle
bias, the reviews which have
received more number of votes as
compared to other reviews for the
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same product are more likely to get
more attention from the review
readers as compared to the reviews
with no or very less number of votes.
According to early bird bias, the
reviews which are posted at the
earliest have more probability of
accumulating more number of votes
than the reviews which have been
posted after it (although the latter
reviews might be more helpful than
the earlier posted reviews).
are:

The gaps identified in the study

(1) Helpfulness voting feature
suffers from generic biases like
Matthew effect and Ratchet
effect.
(2) Proportion of helpfulness (ratio
of Yes votes to total number of
votes) method is also infected
with the problem of erroneous
calculation of helpfulness. For
example, if a review has only
one Yes vote, then the helpfulness proportion obtained
will be a perfect one. On the
other hand, a review which
may have a large number of up
votes but also few down votes,
will be deemed as less helpful
than the former review as its
ratio is less than one. Though
in reality second review might
have more consensus than first
review (since more people up
voted the second review than
the first review).
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(3) Helpfulness voting feature
might be an incorrect measure
of review helpfulness.
According to Kuan et al.
(2015), review helpfulness
and review voting are
different pheno-menon in
reality as the charac-teristics
of a review which makes it
helpful are different than the
characteri-stics which makes
it receive votes.
(4) Algorithmically
derived
measures of review helpfulness
do not incorporate psychometric assessments from real
customers.
Keeping in view the gaps
identified, objective of the present
study is to build psychometrically
validated formative index on
perceived online review helpfulness which is not prone to biases
like that of the previous measures.
In order to develop an index,
guidelines
suggested
by
Diamantopoulos and Winklhofer
(2001) were followed. Five major
steps related to the index construction are as follows: (1) Content
Specification; (2) Indicator specification; (3) Indicator collinearity;
(4) External Validity and
(5) Nomological validity. Target
population were the people who
read online customer reviews before
making a purchase. Data was
collected from a large south Asian
university using a survey
questionnaire. Multiple regression
in SPSS and structural equation
modelling (SEM) was done for
index development.
In the first step, seven objective
review characteristics that may
have an impact on review
helpfulness were identified from
the extant literature. Seven review
characteristics are as follows:
(1) review valence; (2) review length;
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(3) feature-wise in-formation; (4)
comparison with other products; (5)
caption; (6) grammar; and (7)
timeliness. In the second step, in
order to capture the seven indicators
identified in the previous step, single
item measures were developed. In
the third step, collinearity between
the indicators was checked. All the
VIF values obtained were found to
be less than two, which is below 5.
Thus no multicollinearity was
detected. Unlike reflective measures,
collinearity between the items is
discouraged in the formative
measures as it leads to difficulty in
differentiating the individual effect
of indicators.
In the fourth step, external
validity of the index is checked with
the help of global item measure and
multiple indicator and multiple
causes (MIMIC) model measure.
“The very nature of formative
measurement renders an internal
consistency perspective inappropriate
for assessing the suitability of
indicators” (Diamantopoulos and
Winklhofer 2001, p. 272). A global
item is a variable which captures the
essence of our latent variable, review
helpfulness. Global item selected for
the study is, ‘To what extent does this
review assist you in making a purchase
decision’. All the seven indicators
were regressed on the global
variable, out of which five were
found to be significant. The
insignificant indicators (caption and
length) were dropped. In the next
step, the five indicators retained
from the previous step are further
validated using MIMIC model. In
this step, two reflective measures
were devised in a manner that they
represented the effects of the latent
variable. Two reflective questions
tapping review helpfulness were
framed based upon a review of the
literature, which are as follows:
(1) ‘To what extent does the review
give you information beyond the

manufacturer’s product description?’;
and (2) ‘To what extent does this
review reduce uncertainty in making a
purchase decision?’. The overall fit of
the model was found to be good but
the path coefficient of one of the
indicators (length) was found to
be insignificant, which was later
dropped from the index.
In the last step, nomological
validity is checked, where the index
is linked with the other external
construct(s) which can either be the
antecedents or the consequences. In
the present study, two consequences of review helpfulness
were taken from the previous
literature: (1) product attitude; and
(2) purchase intention. The path
coefficients between the formative
index construct and the consequences construct (product attitude
and purchase intention) were
found to be significant. This
provided support of nomological
validation of the formative index.
The validated index was
developed with four indicators,
namely: feature-wise information,
comparison, grammar, and
timeliness.
The research contributes both
academically and managerially.
The index developed can be used
by the academicians for measuring
review helpfulness accurately as it
does not suffer from generic biases
and is customer validated. Study
offers insights into what
characteristics of a review makes it
helpful in the eyes of the customers.
It can be used by the reviewers
while writing the reviews as well
as the websites in sorting the
reviews according to their
helpfulness. The index be further
used to develop alternate measures
of review helpfulness via machine
learning/algorithmic route.
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