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Editors’ Note
This edition of the TMC Journal is primarily dedicated to younger researchers who are at
the beginning of their careers. The papers have been selected to be of interest to a
broad readership and deal with a range of topical international issues.
The first two papers deal with financial topics and shed light on how markets are
developing in Asia. In “Is guarantee better?” the authors give an interesting insight into
how investors balance perceptions of risk against potential returns, and show that
Thailand may have some unique characteristics that mark it out from international – that
is mostly western – norms. The next paper dealing with Initial Public Offerings in India
also identifies some deviation from expected patterns and seeks to show how four key
parameters affect pricing.
The third paper in this edition looks at strategy in the luxury car market, examining BMW
a company that has grown from assembling British kit cars in the 1920s to be one of the
big three premium car makers. In a very penetrating and entertainingly written paper the
author surveys the strategic landscape for BMW and makes some cogent and insightful
recommendations on how the company may preserve its strong position in an extremely
competitive market.
The final two papers focus on tourism, a topic that is of particular interest at this time
because it is already an engine of global economic growth increasing at 5% per year
(World Trade Organisation, 2004). Growth in Asia is even high and when the ASEAN
Economic Community starts at the end of 2015 tourism is projected to be one of the
areas that will surge, with an additional 4 million jobs being created across the region by
2025 (World Travel and Tourism Council, 2015). The first paper of the pair examines
how an American hotel chain has expanded and adapted its operations to grow in China.
The second paper investigates the effectiveness of marketing strategies for a tourist
destination in a mature market.
We are grateful to the authors of these papers and to the organizations, communities,
industries, and institutions that have supported them in their work.
We are also very thankful for the assistance and efforts of the academics who have
served on the Advisory Board, and generously given of their time and expertise as
reviewers for TMC Journal.
Lastly, our heartfelt appreciation goes to the management team at TMC for their
continuing strong support for the TMC Journal and to our enthusiastic readership who
eagerly awaits each issue. We look forward to receiving constructive feedback from our
readers and also to receiving many more manuscripts for publication.
Dr. Huong Ha and Dr. C M Hew D Gill (Co-Editors in Chief)
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Abstract
This paper analyzes characteristics, performance and the influence of the stock
market risk and interest rate changes on the returns of the Thai Property Funds,
especially the guarantee Funds. The research samples are categorized into two
groups of the guarantee and non – guarantee Funds. The guarantee Funds
comprise mainly of residential, apartment and hospitality properties with riskier
exposure from the shorter lease period compared to commercial and industrial
properties. Both quantitative and qualitative approaches are applied in this
research. The guarantee Funds have exhibited lower return and risk than the non
– guaranteed Funds due to less return volatility from the guarantee terms, to the
economic and property market situations, and actual performance of the
underlying property, especially during a guarantee period. The guarantee Funds
have also showed lower correlations with both of the stock market return and
interest rate proxies, along with a lesser degree of the market efficiency similar to
the mortgage REITs in the U.S. Similar to most international equity REITs, the
guarantee Funds have exhibited a significantly positive relationship to the stock
market but at a lower degree compared to the non – guarantee Funds. However,
the guarantee Funds have not showed a significantly negative relationship to the
long – term interest rate proxy, unlike other international equity REITs and non –
guarantee Funds. Behaving more like the U.S. mortgage REITs than the
international equity REITs, the guarantee Funds tend to show lower equity
characteristics, is exposed to a specific default risk from the guarantor and is
more independent to stock market and interest rate changes than the non –
guarantee Funds.
The guarantee Funds have generally lower risk and return than the non –
guarantee Funds because of the guaranteed income like the fixed – interest rates
of the mortgage REITs and lesser sensitive to the market change. They also
differ from the non – guarantee Funds in their degrees of correlation with both the
stock market and interest rate proxies. The guarantee Funds might suit the
investor with lower risk acceptance from lower upside and downside return
compared to the non – guarantee Funds. The guarantee Funds are not very
substitutable with the non – guarantee Fund in these respects, and they may not
be considered to be a purely single asset class. Therefore, it might be worth
considering the guarantee Funds as the other sub – category of the Property
Fund for the benefit of diversification in an investment portfolio, at least during
the guarantee period.

Keywords: Thai Property Fund Performance, Stock Market Effect, Interest Rate Effect,
Guarantee Property Fund, International Equity and Mortgage REITs
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INTRODUCTION
Approved by U.S. Congress since 1960s, REIT (Real Estate Investment Trust) as a form
of indirect real estate investment has offered opportunities for the retail investor to invest
in real estate with small amounts of capital, and for the high – net – worth and
institutional investors to diversify their investment portfolios. Compared to other asset
classes, REITs have many interesting attributes, such as tax pass – through status,
diversification characteristics in the investment portfolio, inflation hedge and high
dividend yield as a regulatory structure of minimum 90% dividend payout in most
countries (Atchison, & Yueng, 2014; NAREIT, 2013). In addition, liquidity, and skills and
management experience are found to be the other influencing factors for the
performance of the indirect real estate vehicle, which lead to the uniqueness of this
alternative investment class in terms of risk and return (Jiamchoatpatanakul and
Tangchitnob, 2014a/2014b). The REIT vehicle has been internationally recognized since
REIT and REIT – like regulations were employed in 37 countries worldwide (NAREIT,
2013). Such real estate equities have increasingly become part of the global market like
other listed assets (KPMG, 2008, p. 4). Besides developed REIT markets like U.S.,
Europe and Australia, there are 138 Asian REITs with approximately USD 118 billion
total market capitalization, which account for about 12% of the global REIT market in
August 2012 (APREA, 2012).
In terms of the Thai real estate vehicles, the so – called Property Fund for Public
Offering (hereafter “the Property Fund”) is the most similar vehicle to the international
REIT. Since October 2003, the first Property Fund named UOB Apartment Property
Fund I (UOBAPF) has been listed for trading in the Stock Exchange of Thailand. Over
the past decade, there have been 50 listed Property Funds with market capitalization of
over THB 250 billion or USD 7.7 billion. These offered various attributes of investment
assets in terms of location, property type, ownership interest and etc. The Property Fund
market increased in value from 0.8% of Thailand’s GDP in 2011 to 2.1% in 2014 (Office
of National Economic and Social Development Board, 2015).
Figure 1: Market capitalization and number of the listed Thai Property Funds,
2003 – 2013

Source: Stock Exchange of Thailand (2014)
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In the original market, NAREIT (2013) classifies U.S. REITs into three types, namely
equity REIT, mortgage REIT and hybrid REIT. Equity and mortgage REITs invest over
75% of their total assets, though the former for acquiring real estate to gain rental
income while the latter for purchasing mortgage – backed securities to gain interest
income. In comparison, mortgage REIT does not own or operate the underlying
properties like equity REIT but lends money through purchasing real estate loans or
mortgage backed securities. The hybrid type shares some characteristics of both types.
In 2013, over 90% of U.S. REIT market capitalization value comes from the equity type,
while all Thai Property Funds are considered as the equity type. However, there are
some equity Property Funds with specific structures regarding guarantee terms and
conditions. Discussed by Pennacchi (1999, p. 227), the guarantee on investment return
is the minimum fixed rate of return the investor would gain from the guarantor. Before
making IPO and trading in the stock market, these Property Funds deal with the property
sponsors to acquire investment real estate under specific terms and conditions, such as
minimum income guarantee, sale – and – leaseback with guarantee income and/or fixed
rental over a specific period. Stated in another way, the investor of these Funds would
gain stable dividends, at least amounting to the minimum profit agreed on, from the
guarantee terms and conditions over the period of guarantee.
Categorized by the guarantee clauses, the Property Funds, with guarantee agreement
and with sale – and – leaseback which includes guarantee income term or fixed rental
over specific periods, are considered as the guarantee Fund. Amongst all 50 listed
Property Funds, over half of them are classified to be Property Funds with guarantee
(hereafter “guarantee Fund”) and the remaining are referred to as non – guarantee
Funds (hereafter “non – guarantee Fund”). Classified by property type, the Property
Fund with underlying retail properties are purely non – guarantee Funds but the Property
Fund with underlying residential properties are all developed as guarantee Funds.
Figure 2: Types of Thai Property Funds by Guarantee Term

Source: Stock Exchange of Thailand (2014)
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Figure 3: Types of Thai Property Funds by Guarantee Term

Note:

A = Apartment/Service Apartment
I = Industrial/Warehouse
O = Office
Res = Residential

Ai = Airport
H = Hotel
R = Retail

Source: Stock Exchange of Thailand (2014)

PROBLEM STATEMENT AND SIGNIFICANCE
Since over half of the Property Funds (26 of all 50 funds) offer guaranteed returns to the
investor, it is questionable how the guarantee Funds do perform. There are many
underperforming guarantee Funds with significant decreases in market price. Unlike
other factors, there are limited studies about the guarantee aspect of the Thai Property
Fund; this extends to even REITs in the international market. Owing to very limited
research in this regard so far, this paper compares the characteristics of both the
guarantee and non – guarantee Fund with the internationally – categorized types of
equity and mortgage REITs. Comprehending differences of risk and return profiles
between the guarantee and non – guarantee Fund is important for the financial advisor
to develop indirect real estate with suitable terms and conditions, for the institutional
investor to manage portfolio, and for the retail investor to understand the risk and return
of such guarantee Funds. Understanding the investment performance in capital market
is important for further development (Buranasiri, 2012; Cheong et al., 2009, p. 260; Yong
et al., 2009).
Figure 4: Market Price, and discount to NAV and IPO Price of the Property Funds
with Guarantee, 2013

Source: Stock Exchange of Thailand (2014)
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The growth and development of REIT and Property Fund as an investment vehicle
benefits the investor, especially during the upcoming period of an aging society. Similar
to the global trend, the Thai society will become an Aging Society after 2020s (National
Statistical Office of Thailand, 2013). Many Asian pension funds reassess their
investment portfolios by increasing their portion of real estate assets so as to match
such portfolios with their future liabilities and to increase diversification benefits (Newell,
2010). For instance, the Japanese Government Pension Investment Fund (GPIF) with
over USD 1.2 trillion Asset under Management (AUM) announced to review its portfolio
to increase more allocation in J-REIT and equity, which increases exposure to inflation
risk so as to increase expected returns in 2014. Hinz et al. (2009) comment that the
financial status of the pension fund might be affected greater by increase of the retiree
members than the financial crisis in long term. The growth and development of such real
estate vehicles also indirectly benefit the country’ economy. NAREIT (2013) mentions
that the REIT has been playing an important role as one of the major U.S. economic
drivers and creating job opportunities. For the real estate development sector, the
property developers can dispose real estate assets to REIT so as to gain capital to
reinvest in the other development projects, which helps to increase economic activities.
Development of investment asset and capital market is found to have a positive
relationship with the growth of national economy (Barna & Mura, 2010, p. 31). The
indirect real estate vehicle tends to become more important in the future.
LITERATURE REVIEW
The REIT vehicle is recognized to contain characteristics of both stock and bond assets
(Atchison, & Yueng, 2014; Lee & Stevenson, 2005, p. 55; Chan et al., 2003). Since the
listed REITs are traded in the stock market, their returns might be affected by market
volatility. On the other hand, REITs provide dividend yields derived mainly from rental
incomes, with comparably stable and consistent cash flow similar to the interest rates of
bonds and other fixed income assets. Also, their underlying properties are generally
appraised by applying the risk free rate and discount rate for an income approach.
Atchison and Yueng (2014), however, suggest that by displaying more equity – like
characteristics, REITs generally trade at a higher yield than government bonds.
Typically, REITs offer superior dividend income than other fixed income assets along
with potential capital gain (Kerrigan, 2012). Nevertheless, the REIT vehicle tends to
behave like income stock rather than growth stock because of a regulatory requirement
of 90% minimum dividend payout and consequently low retained earnings to have
enough capital for acquiring new properties to grow without capital increase (Chan et al.,
2003; Liang, 2000). In this regard, some people support that REITs share characteristics
with income stocks, namely that returns of equity REITs are found to be predictable,
based on their historical performance (Cooper et al., 2000, p. 242; Nelling & Gyourko,
1998, p. 251). On the contrary, others argue that equity REITs are less predictable,
based on their changes in risk premium and in the investors’ expected return (Karolyi &
Sanders, 1998, p. 245; Li & Wang, 1995, p. 481). Conclusions about REITs
characteristics are thus mixed. To this end, the following issues are detailed to explain
more about the characteristics of and influence from the stock and bond markets.
Stock Characteristics
Many research studies argue that REITs are found to behave like stocks. REITs share
basic factors and pricing structure with stocks, especially like small stocks (Glascock et
al., 2000, p. 192). Although REITs invest in real estate assets, their returns are found to
TMC Academic Journal, 2015, 10(1): 1 - 19
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represent characteristics of security and differ from those of their underlying property at
least in a short term (Anderson et al., 2006, p. 267; Chan et al. 2003). Despite REIT
stocks being not fully integrated into the stock market, equity REIT returns seem to be
affected by both the real estate and stock markets (Clayton & MacKinnon, 2002, p. 58).
The capital market is more highly integrated with U.S. REITs than with non – exchange
traded real property (Li, 2012; Ling & Naranjo, 1997, p. 305). Much research provides
interesting results of significant co-movement between REIT and stock markets in the
U.S. (Clayton & MacKinnon, 2001, p. 43; Gyourko & Keim, 1992, p. 457; Hoesli &
Serrano, 2007, p. 59; Quan & Titman, 1999, p. 206). There is an increase of correlation
between common stocks and REITs during 1992 – 2012, which decreases diversification
benefits in the investment portfolio (Kerrigan, 2014). Unlike pre- and during the Great
Financial Crisis (GFC), Thai Property Funds, however, help decrease risk and increase
return of overall portfolio after the GFC (Pham, 2011, p. 197). Singapore REITs could be
considered as a separate investment asset class in terms of portfolio allocation and
strategic diversification (Wong et al., 2012, p. 14). Kapopoulos and Siokis (2005)
propose a wealth effect as one of the mechanisms which explain the relationship
between the real estate and the stock market. The investor making capital gains in share
prices will invest in real estate, thus the stock market will lead such behavior in the real
estate market. Regarding return and risk, REIT does not completely perform like real
estate because it partly shares some characteristics of stock (Akhigbe et al., 2003, p.
536; Peyton et al., 2007). REIT returns do not reflect real estate market and the
fundamentals of their underlying real estate (Goetzman & Ibbotson, 2006; Myer & Webb,
1994, p. 81). Even if the correlation between U.S. REIT and stock market returns has
varied over time, REITs are good diversifiers in the S&P 500 for the investment portfolio
(Fei et al., 2008).
On the other hand, there are some counterarguments that REITs might perform less like
stocks.REITs are gradually behaving more like their underlying assets and are becoming
more independent to market stock indices (Clayton & Mackinnon, 2001/2003). Other
research which analyze the sensitivity of REIT returns with respect to the stock market
conclude that REITs are less likely to behave like stocks over time during the 1990s
(Ghosh, et al., 1996, p. 52). In addition, there are some suggestions that the returns of
REITs are lower in volatility than those of stocks’ (Chen & Peiser, 1999, p. 8; Clayton &
MacKinnon, 2001, p. 43; Ghosh et al., 1996, p. 52; Han & Liang, 1995; Mueller et al.,
1994, p. 8). Chang (2006) mentions that REITs might be more insensitive and might
respond to market information slower than general stocks, which explains why REITs
may help the investor evade market fluctuation in short-term investment. REIT returns
have predictable income streams from rent payments of long term real estate leases,
which causes the returns of REITs to be less volatile than those of stocks (Hartzell et al.,
1999, p. 57; Mueller et al., 1994, p. 8). Hardly are REIT returns concluded to be similar
to only stock or real estate returns completely. Therefore, the impact of the stock market
on REIT returns cannot be clearly summarized.
Bond Characteristics
There is a significant effect of interest rates on the performance of real estate investment
in a capital market (Bredin & Stevenson, 2007, p. 329; Brooks & Tsolacos, 1999, p. 150;
Buranasiri & Nittayagasetwat, 2012, p. 134; He et al., 2003, p. 1; Sanders, 1997, p. 277).
REIT returns display a significantly inverse relationship with long – term interest rates
but show an insignificantly positive correlation with short – term interest rates (Allen et
al., 2000, p. 150; Ratcliffe & Dimowski, 2007, p. 280). In addition, U.S. REIT returns
6
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have been significantly related to long term interest rates during 1973 – 1979 and have
been related to both short – and long – term interest rates during 1980 – 1985 (Chen &
Tzang, 1998, p. 21). Monthly return of Equity REIT is found to be positively correlated to
returns from high grade corporate bond but not to any interest rate proxies (Sanders,
1996/1998). Sanders (1996) also mentions that Equity REIT and high grade corporate
bond might be affected by the same fundamentals and furthermore supports the bond
characteristics of Equity REIT. However, REIT returns have strongly diversified into both
corporate and government bonds over time (Lee, 2010). Applying a discounted cash
flow method for an income property valuation requires a discount rate for discounting a
future cash flow into present value. The discount rate can be considered by adding
premium real estate investment risk to risk free rate (Sharpe, 1964, p. 425). It implies
that changes in risk free rate or market interest rate would affect valuation discount rate
and investors’ required return on investment asset. Existence of systematic real estate
risk premium should be taken into account in REIT pricing in addition to the factors of the
stock and bond market flactuations (Mei & Lee, 1994, p. 113). Additionally, discount
rates developed from the market risk free rate and risk premium for the property
appraisal also reflect from the property sector and asset quality of the underlying
properties (De Francesco & Bonnello, 2008).
Equity and Mortgage REITs
Since previous studies about the guarantee term are not available, such guarantee and
non – guarantee Funds are compared to the internationally – categorized types of equity
and mortgage REITs. Equity REITs in the U.S. have shown increasing stock market
efficiency but mortgage and hybrid REITs have exhibited less efficiency (Jirasakuldech &
Knight, 2005, p. 131; Allen et al., 2000, p. 150). Equity REIT performances are found to
interact similarly to the stock market and to changes in economic activities, whilst
mortgage REIT performance might only be influenced by the former factor (Laopodis,
2009, p. 577). Prices of equity REITs might also respond more to changes in some
fundamental factors, such as real estate returns, than those of mortgage REITs (Ling,
1998, p. 327). Risk premiums of equity REITs relate to stock market sensitivity, whilst
those of mortgage REITs relate to both stock market sensitivity and market interest rate
(Peterson and Hsieh, 1997, p. 321).
International REIT Comparison
Since REIT and REIT – like vehicles have been internationally recognized in 37
countries worldwide, there are many international studies about the influence of stock
market volatility and interest rate change on the performance of the indirect real estate
vehicle (NAREIT, 2013). Regarding the stock market factor, REITs in most countries are
found to exhibit a moderately positive relationship with the stock market. For instance,
Malaysia REITs (Lee & Hwa, 2008), Hong Kong REITs (Newell et al., 2010, p. 190),
Singapore REITs (Wong, et al., 2012, p. 14), Taiwan REITs (Shiu, 2011) and Japan
REITs (Newell and Peng, 2012, p. 21) have shown such a relationship, with the
exception of South Korea REITS which display a weak negative relationship (Nawawi et
al., 2010). Similar findings are also found in developed countries’ REITS like U.S. REITs
(Buranasiri, 2012; Hoesli & Serrano, 2007, p. 59) and Australia REITs (Yong et al.,
2009). With regards to the interest rate factor, Hong Kong REITs exhibit a mild negative
relationship with the bond market (Newell et al., 2010, p. 190). Similarly, Australia REITs
show an insignificantly weak inverse relationship with short – term interest rates, and a
TMC Academic Journal, 2015, 10(1): 1 - 19
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significantly inverse relationship with long – term interest rates (Crossland, 2007). He
suggests that such vehicles are a combination of property, stock and bond factors. U.S.
REIT returns are significantly and inversely correlated with long – term interest rates but
are insignificantly and positively correlated with short – term interest rates (Allen et al.,
2000, p. 150; Ratcliffe & Dimowski, 2007, p. 280). In addition, U.S. REIT returns have
been significantly related to long term interest rates during 1973 – 1979, and related to
both short – and long – term interest rates during 1980 – 1985 (Chen & Tzang, 1998, p.
21).
Substitutability
Both equity and mortgage REITs respond to economic and financial factors, and these
real estate securities have shown substitutability between each other in an investment
portfolio (Lee & Kevin, 2004, p. 110; Ling, 1998, p. 327). Lee and Kevin (2004, p. 110)
comment that the investor who can forecast common risk factors would find no
differences between investment in equity and mortgage REITs. Return and risk
characteristics of mortgage REITs have differed from the underlying mortgage – backed
securities market for the reason that they have been mainly driven by the factors of the
systematic stock market instead of those of the underlying mortgage – backed
securities market (Xu, 2010, p. 60). Peterson and Hsieh (1997, p. 321) also suggest
mortgage REITs have underperformed by an overall average return of 6.8% per annum.
Mortgage REITs have provided lower average returns than the equity REITs in the form
of low – risk adjusted returns from 1972 – 2013 (Hizmo & Niewerburgh, 2013). Although
equity and mortgage REITs share some common risk factors, other factors might
differently affect them and result in dissimilar performance and lack of substitutability.
Guarantee Issue
For REITs, the underlying properties require an appraisal for determining selling prices
with an income approach. An anticipated income stream of the property is calculated by
estimating future income and considering expense from historical data (Banfield, 2014,
pp. 21). The past performance does not guarantee the future performance and may not
be repeated, but may help the investor evaluate volatility of the investment (U.S. SEC,
2007). Since the guarantee clauses are dealt with the property sponsor, the expected
future income might be deviated from their actual performance of the underlying
properties. With regards to risk exposure, investment in the Property Fund with
agreements for minimum guarantee might take lower income volatility or implied lower
risk compared to others without such guarantee terms and conditions. Comparably
similar, the investment asset with guarantee terms and conditions might take similar
factors of default risk as Mortgage REITs. Mortgage REITs returns are also influenced
by the notion that there are changes in the default risk and repayment risk of the
underlying residential mortgage (Chiu, et al., 2010, p. 1630).
RESEARCH METHODOLOGY and DATA
Research Methodology
This research paper concentrates on finding whether returns of the guarantee Fund
differ from those of the non-guarantee Fund and the effect of the volatility of the stock
market and interest rate proxies on their performance for the benefit of portfolio
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allocation, as well as for further development of new indirect real estate vehicles. In this
research, both quantitative and qualitative approaches are applied. For the quantitative
approach, the relationships between stock market return and market interest rate proxies
with guarantee and non – guarantee Funds are studied via an Ordinary Least Square
(OLS) regression. Four proxies of interest rates including RP Rate, 1, 5 and 10 years
government bond yields are used in order that the relationship between the interest rate
proxies with dissimilar maturities of both short and long terms of the Property Fund
return can be assessed. For the qualitative approach, 41 experts in the Property Fund or
REIT industry are interviewed to obtain their viewpoints about performance of the
guarantee Fund.
Research Data
Quantitative Approach
The research data is a monthly dataset of returns of the Property Fund, Thai stock
market returns and interest rate proxies for 10 years from the Bloomberg database.
Market weight returns of the Property Fund are classified into return of the non–
guarantee Fund (Panel A) and return of the guarantee Fund (Panel B). Categorized by
the guarantee terms, half of them or 25 Property Funds are considered as samples in
Panel A and the remaining 25 Property Funds are concluded as samples in Panel B.
Returns of the first non – guarantee Fund have been available since November 2003,
whilst those of the first guarantee Fund have existed since September 2005. Period of
the study covers to 2013.
Table 1: Descriptive Statistics of Data
Variable
Average
Panel A (n = 122)
Return of the Property Fund
0.71
without Guarantee
Return of Stock Market
1.12
RP Rate
2.72
1 Year-Government Bond Yield
2.80
5 Years-Government Bond Yield
3.69
10 Years-Government Bond Yield
4.23

SD

Min

Max

Median

3.21

-18.34

7.58

1.01

6.44
1.12
1.07
0.80
0.76

-30.07
1.25
1.07
2.17
2.66

19.58
5.00
5.24
5.93
6.51

1.98
2.75
2.77
3.52
4.06

Panel B (n = 100)
Return of Property Fund with
0.30
1.60
-6.06
4.96
Guarantee
Return of Stock Market
1.17
6.59
-30.07 15.57
RP Rate
2.93
1.10
1.25
5.00
1 Year-Government Bond Yield
3.01
1.05
1.07
5.24
5 Years-Government Bond Yield
3.74
0.84
2.17
5.93
10 Years-Government Bond Yield
4.14
0.80
2.66
6.51
Note: Panel A is a monthly dataset from Nov 2003 – Dec 2013
Panel B is a dataset from Sep 2005 – Dec 2013

0.31
2.35
3.00
3.05
3.50
3.89

Qualitative Approach
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Owing to limited number of studies about the guarantee factor, 41 experts in the
Property Fund or REIT industry are interviewed for their expert opinions on the
performance of guarantee funds. Groups of the interviewees include Property Fund
managers, security analysts, institutional and sophisticated retail investors, and real
estate and financial professional consultants. The data triangulation technique is applied
on different sources of information from various groups of the interviewees to enhance
scientific credibility and validity of this study (Hussein, 2009, p. 6; Guion et al. 2002). For
this study, a semi – structured interview is conducted.
Figure 5: Group of interviewees by role

RESEARCH ANALYSIS
Quantitative Approach
Coefficient correlations of the guarantee and non – guarantee Funds’ returns to factor
variables share a similar trend. However, the guarantee Fund have exhibited lower
positive correlation to the stock market return and lower negative correlation to interest
rate proxies than the non – guarantee Fund. In addition, the correlation between the
returns of the non – guarantee Fund and of the guarantee Fund has a moderate
coefficient of .44.
Table 2: Summary Statistics of Thai Guarantee and Non – Guarantee Property
Funds’ Monthly Returns and Factor Variables in 2003 – 2013

Return of Non
– Guarantee
Fund
Return of
Guarantee
Fund
SET return
RP Rate
1yr-Gov bond
5yrs-Gov bond
10yrs-Gov
bond

10

Return of
Non –
Guarantee
Fund
1.00

Return of
1yr- 5yrs- 10yrsSET
RP
Guarantee
Gov Gov
Gov
Return Rate
Fund
bond bond bond
-

-

-

-

-

-

0.44

1.00

-

-

-

-

-

0.65
-0.16
-0.17
-0.23
-0.29

0.34
-0.01
0.00
-0.02
-0.05

1.00
-0.19
-0.20
-0.22
-0.20

1.00
0.97
0.73
0.42

1.00
0.80
0.48

1.00
0.85

1.00
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In Panel A, return of the non – guarantee Fund has shown a significantly positive
relationship with the stock market return and a significantly negative relationship with the
long – term interest rate proxy of 10 – years government bond. However, it does not
significantly relate to other interest rate proxies. Although return of the guarantee Fund in
Panel B significantly relates to the stock market return, the degree of significance is
lower than that of the non – guarantee Fund. Also, return of the guarantee Fund does
not significantly relate to any interest rate proxies.
Table 3: Results of Regression Analysis
Full Sample

Panel A
(Non – Guarantee
Property Fund)
Number of Sample
122
122
R Square
0.4638
0.4630
Adjusted R Square
0.4407
0.4399
Stock Market Return
0.2817
0.3154
8.99*
8.90*
RP Rate
0.6137
0.5070
0.82
0.60
1yr-Gov bond
-1.0948
-1.0686
-1.16
-1.00
5yrs-Gov bond
1.6111
1.7145
1.76
1.65
10yrs-Gov bond
-1.6323
-1.8106
-2.53*
-2.48*
Note: * denotes significance at the 1% level

Panel B
(Guarantee
Property Fund)
100
0.1444
0.0989
0.0920
3.77*
-0.5049
-0.79
0.5826
0.69
0.8103
0.77
-0.8329
-0.98

Qualitative Approach
After obtaining interview results, a method of summative content analysis is used for
analyzing data to understand how the guarantee Fund performs. The interview method
helps to clarify the answers to the complex issues based on the opinions of the
interviewees (Ebrahim, 1995, p. 97). The topics of discussion regarding performance of
the guarantee Fund are summarized as follows:
Since the study about the guarantee term is limited, a qualitative research approach is
conducted by interviewing 41 experts in the Property Fund/REIT industry to obtain their
viewpoints about how the property fund with guaranteed returns does perform.
The topics about performance of the Property Fund with guaranteed returns are
discussed by 41 interviewees as follow:
Topic of Discussion

No of
Discussion
- Return of the guarantee Property Fund is less volatile than that of the
20
non - guaranteed Property Fund because of guarantee rental yield
- Return of the guarantee Property Fund is less volatile from economic
9
and property market situations, and actual performance of the
underlying property than that of the non - guaranteed Property Fund,
especially during a guarantee period
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Topic of Discussion

-

No of
Discussion
Market price of the Property Fund might change when guarantee
6
return outperform or underperform non – guarantee return after
expiration of guarantee period
Market price of the Property Fund with guarantee return might
4
change to reflect market yield and subject risk of the underlying
property after expiration of guarantee period
Return of the guaranteed Property Fund has lower upside and
3
downside because of less risk limitation in terms of guarantee yield
The Property Fund with guarantee return is less sensitive to stock
2
market volatility thanks to more stable rental yield during guarantee
period
Return of the Property Fund with guarantee term also depends on
2
credit of the guarantor because of possibly default risk.
Total
46

There are 46 discussions to explain differences between the guarantee Fund and the
non-guarantee Fund. Both return and market price of the guarantee Fund are suggested
to be less volatile when subjected to factors such as economic and property market
situations, actual performance of the underlying property and stock market volatility than
the non – guaranteed Property Fund during the guarantee period. However, the
guarantee Fund is additionally subjected to the default risk - credit of the guarantor. Also,
market price of the guarantee Fund might change to reflect a market yield and is
subjected to the risk arising from their underlying properties after expiration of the
guarantee period.
Research Result
In comparison with the return of the non – guarantee Fund, the guarantee Fund has a
lower monthly average return and risk. Since the guarantee Fund has provided the
stable income stream with less volatility to factors such as economic and property
market situations, actual performance of the underlying property and stock market over
the guarantee period, the shareholder might gain stable dividend with upside and
downside limitation of risk and return like U.S. Mortgage REITs with fixed interest rate
income. In these regards, the guarantee Fund might perform more like Mortgage REITs
because of low – risk adjusted returns compared to Equity REITs (Hizmo &
Nievwerburgh, 2013; Peterson & Hsieh, 1997, p. 321). By comparison to Mortgage
REITs with their exposure to the default risk of residential mortgage (Chiu, et al., 2010,
p. 1630), the guarantee Fund might take on a similar risk in the form of the income
guarantee from the property sponsor. Because of different risk and return profiles, and a
moderate coefficient correlation between guarantee and non – guarantee Fund, they are
less substitutable for each other. This finding is contradicting the studies that claim that
there is substitutability between equity and mortgage REITs (Lee & Kevin, 2004, p.110;
Ling, 1998, p. 327).
Both return of the guarantee and non – guarantee Fund show a significantly positive
relationship with the stock market return. These findings are consistent with those of
equity and mortgage REITs in most countries. The wealth effect supports a mechanism
that the investor makes capital gains in the share price of REITs the same fashion as
12
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other stocks in the stock market (Kapopoulos & Siokis, 2005, p. 125). REITs in most
countries are found to exhibit a moderately positive relationship with the stock market.
For instance, Malaysia REITs (Lee & Hwa, 2008), Hong Kong REITs (Newell et al.,
2010, p. 190), Singapore REITs (Wong, et al., 2012, p. 14), Taiwan REITs (Shiu, 2011),
Japan REITs (Newell & Peng, 2012, p. 21), U.S. REITs (Buranasiri, 2012; Hoesli &
Serrano, 2007, p. 59; Peyton et al., 2007) and Australia REITs (Yong et al., 2009) fall
under this category, except for South Korea REITs which display a weak negative
relationship with the stock market (Nawawi et al., 2010). Having said these, the lower
degree of relationship and smaller coefficient correlation of the guarantee Fund with the
stock market return might explain why it is more dissimilar to the equity REIT than the
non-guarantee Fund.
The return of the non – guarantee Fund shows a significantly negative relationship with
long – term bonds. On the other hand, the return of the guarantee Fund exhibits a
lesser degree of negative correlation. The former finding is consistent with those of
international REITs since other studies suggest a significant effect of interest rates on
the performance of real estate investment in the capital market (Bredin & Stevenson,
2007, p. 329; Brooks & Tsolacos, 1999, p. 150; Buranasiri & Nittayagasetwat, 2012, p.
134; Sanders, 1997, p. 277). Hong Kong REITs exhibit a mild negative relationship with
long – term interest rates (Newell et al., 2010, p. 190), while Australia and U.S. REITs
show a significantly inverse relationship with long – term interest rates but an
insignificantly weak inverse relationship with short – term interest rates (Allen et al.,
2000, p. 150; Crossland, 2007; Ratcliffe & Dimowski, 2007, p. 280). In addition, U.S.
REIT returns had been significantly related to long term interest rates during 1973 –
1979, and were related to both short – and long – term interest rates during 1980 – 1985
(Chen & Tzang, 1998, p. 21).
Mei and Lee (1994, p. 113) mention that the risk factor of bond markets should be taken
into account in REIT pricing. Similar to the non – guarantee Fund, REIT returns have a
significantly inverse relationship with long term interest rates but have an insignificant
positive correlation with short term interest rates (Allen et al., 2000, p. 150; Ratcliffe &
Dimowski, 2007, p. 280; Chen & Tzang, 1998, p. 21). Risk premiums of mortgage REITs
are found to relate to market interest rate (Peterson & Hsieh, 1997, p. 321). The
guarantee Fund, however, does not show a significant relationship with long term
interest rates and has a lower coefficient in its correlation with other interest proxies than
the non – guarantee Fund. The guarantee Fund is more characteristic of the mortgage
REIT since they are exposed to similar default risks and gain more secure income cash
flow especially during the guarantee term of the former. In addition, the guaranteed Fund
has exhibited a lesser degree of market efficiency (Jirasakuldech & Knight, 2005, p. 131;
Allen et al., 2000, p. 150) as well as changes in economic activities (Laopodis, 2009, p.
577), much like the mortgage REIT. This also implies that the Guarantee Fund is more
independent of the changes in economic and property market situations, as well as stock
market and interest rate fluctuations than the Non-Guarantee Fund, which helps explain
the Guarantee Fund’s lower degree of relationship with the stock market and an
insignificant relationship with the long – term bond. Nevertheless, the return of the
guarantee Fund is anticipated to reflect market yield and is subjected to the risk of the
underlying property after the expiration of the guarantee period.
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CONCLUSION
The research results are found to be consistent with most previous studies of
international REITs. Similar to other equity REITs, the non – guarantee Fund shows a
significant relationship with both the stock market return and long – term interest rates.
However, this study also reveals new information on the risk and return characteristics of
the guarantee Fund. These characteristics are significantly related to the stock market
return but at a lower degree than the non – guarantee Fund. Moreover, the guarantee
Fund is insignificantly related to the long – term interest rate because of the fund’s
higher independence with regards to market changes. Since the guarantee Fund is
exposed to the default risk, exhibits a historically lower average risk and return, and is
less related to the stock market than the non – guarantee Fund, the guarantee Fund
might be considered to behave less like an equity REIT and more like a mortgage REIT
than the non – guarantee Fund. The guarantee Fund shows some dissimilar
characteristics and only a moderate correlational coefficient with the non – guarantee
Fund, thus there is low substitutability between these two funds and they should not be
considered as a purely single asset in the investment portfolio, at least during the
guarantee period.
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Abstract
Indian capital market has evolved much in the last two decades. In this
research paper it is explored, whether certain financial parameters and IPO
Grade affect the extent of under-pricing in the Initial Public Offers (IPOs).
The Analysis showed, that four parameters namely, Current Ratio, Debt to
Equity Ratio, Return on Assets and Return on Equity of the IPO bound
companies affect under-pricing level in the IPOs. This study is done on IPOs
in the context of Indian capital market, in the time period of 2007 to 2013.

Key Words: Current Ratio, Debt to Equity Ratio, Return on Assets, Return on Equity

Introduction to Indian Capital Market
Capital market is an important tool to build nations, and also through capital market,
savings in the economy can be moved to productive sectors of an economy, thus
enhancing productivity of the economy.
“Among the emerging market economies, equity market in India has a unique place,
as the performance of the equity market is often taken as the proxy for the
performance of the overall economy. Initial Public Offering (IPO) by companies and
their performance post listing takes considerable media space in India” (Banerjee et
al, 2013,Anvesha -The Journal of Management, Vol.6,No.3, pp.1–6).
When India got independence in 1947, the country probably had the best formal
financial markets in the developing world (Allen et al, 2007).
The forces of liberalization, privatization and globalisation, have transformed the
Indian economy, in the last two and half decades. Indian capital market has also
followed suit, in that direction. Indian capital market has come a long way from the
days of Controller of Capital Issues (CCI) to setting up of the SEBI (Securities
Exchange Board of India) in 1988, and the subsequent abolition of CCI in the
aftermath of reforms being initiated in the early years of 1990s.
In the reforms initiated under SEBI, centralized power to determine pricing of equity
issues gave way to information dissemination in the public domain. These led to
stricter information disclosure norms, Book Building (BB) of Issues, IPO Grading,
Applications Supported by Blocked Amount (ASBA), so forth. Book Building process
was introduced in in India, in 1999, as an alternative to fixed pricing of IPOs.
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Gulati (2009), studied Indian IPO market, between the year 2005 and 2009, and
found that, book building process of IPOs, emanates enough information, which can
explain level of under-pricing post listing. She further stated that, issuer used prices
of different bids, to set the final offer price. Also price band, and revision in the price
showed, uncertainty related to valuation, and underwriter’s confidence regarding
valuation by the investors.
If the data of the last 25 years are analysed, then it will be apparent that, number of
IPOs as well as the total amount of money raised through the IPOs fluctuated a lot
over this period.

Financial Year Wise Total Money Raised Through IPOs( Issue Amount in Rs. Million)
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Figure1: Amount of Money Mopped Up through IPO Process in India between
Financial Year 1989-90 and 2013-14 (Source: Prime Database)
The figure above shows, the amount of money mopped up in the Indian capital
market, through the IPO process, between the financial years 1989-90 to 2013-14.
The trend clearly shows, that amount of money raised fluctuated to a great extent,
over this period. The highest amount of money being raised is in the financial year
2007-08, followed by the financial year 2010-11.Very less amount of was raised in
the financial year 2013-14, perhaps, mirroring the gloomy economic outlook in India,
at that point of time.
Another indicator of growth, i.e. the market capitalisation of the Indian equity markets,
have grown steadily over the years, for example, market capitalisation of all listed
companies in Bombay Stock Exchange(BSE) has grown from Rs. 30,86,075 crore at
the end of financial year 2008-09 to Rs. 74,15,296 crore at the end of financial year
2013-14.
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Figure 2: The Calendar Year wise Return of Bombay Stock Exchange’s (BSE)
Benchmark Sensex, Over Period of 1994 to 2013
The figure above depicts the calendar year wise, return of BSE Sensex, between
1994 and 2013. The returns are quite volatile, with wide fluctuations. The year 2009,
had shown the highest gain of 81% that came on the back of -52.4% return of BSE
Sensex in 2008, which is the biggest fall in this period.2003 to 2007, showed
continuous upward trend in this period, culminating in the biggest fall in 2008, on the
backdrop of world financial crisis.
This kind of wild gyrations in the equity market is often seen in the emerging market
economies. This indicates high volatility in the market.
Even during a calendar year, equity market return fluctuates, as can be seen in the
following table. This is shown, as an example for one particular year, i.e. calendar
year 2012.
Year 2012
Month
January
February
March
April
May
June
July
August
September
October
November
December

BSE Sensex Return (in term of %)
11.2
3.3
-2.0
-0.5
-6.4
7.5
-1.1
1.1
7.6
-1.4
4.5
0.4

Table 1: Month wise return of BSE Sensex for the calendar year 2012
As shown in the table above, the month of January posted the highest return,
whereas, the month of May posted biggest fall, incurring a loss of -6.4%.
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IPO Grading:
IPO Grading is an interesting concept, which was introduced in India. It was
introduced to disseminate additional quality information regarding the IPO bound
company.
Indian capital market regulator Securities Exchange Board of India (SEBI) introduced
IPO Grading in 2006. SEBI registered Credit Rating Agencies (CRA) like CRISIL,
CARE, ICRA, India Ratings & Research (earlier Fitch India) as well as Brickwork
Rating is entrusted with the job of Grading the IPOs. The IPOs are graded on a scale
of 1 to 5, with 1 being the worst, and 5 being the best. Securities Exchange Board of
India (SEBI) had made IPO Grading mandatory to safeguard the interest of all
investors in general and retail investors in particular.
SEBI introduced IPO Grading on voluntary basis in April, 2006. It was optional till
30th.April, 2007. SEBI made Initial Public Offer Grading mandatory with effect from
May 1, 2007. Again in December, 2013, IPO Grading was again made optional.
In this context it is pertinent to throw some light on ‘Market for “Lemons” theory’;
Legendary economist Akerlof (1970), coined this theory. He used the example of
Lemons (slang of used cars) in the context of US market. This particular research
showed that trust is important for a market to function properly, particularly where
information asymmetry exists, and as a result seller knows more than the buyer. Lack
of trust in this kind of market causes problem for the consumer. In the IPO market
issuer always has more information, than investors especially retail investors. In this
context IPO Grading can bridge this gap of information asymmetry.
According to SEBI Issue of Capital and Disclosure Requirements (ICDR, 2009)
guidelines of IPO, Qualified Institutional Bidders (QIB) should have at least 50% of
the issue allocated to them and 35% allocated to retail investors as based on the
book building process. FIIs participate in IPOs as part of QIB. Earlier, the FIIs need
to register with SEBI but today it has delegated the registration process to the
designated depositary participants.
In this research paper, it will be analysed, whether certain pre-issue financial
parameters, and IPO Grade determine the subscription levels of under-pricing in the
IPOs, in the context of Indian capital market.
Literature Review
Melnik and Thomas (2004), analysed the IPOs that were listed on NASDAQ, in the
calendar year 2000, they came to the conclusion that, both financial and nonfinancial information about an IPO bound firm is of importance. Kimbro (2005), in his
research in the context of capital market of China, found that IPO bound firms used
conservative accounting practices, that resulted in conservative valuation during the
IPO process and post-listing under-pricing. He studied Chinese IPOs in the time
period of 1995-2002. On the other hand Leal (2008) analysed the role of accounting
information in the investment decisions in the IPOs. This study was done in the
context of Brazilian IPO market. According to this study the return on assets, and
long term debt to equity could provide explanation to the initial returns given by the
IPOs.
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Hasan et al (2013) studied the IPO market in Indonesia. They came to the conclusion
that when companies with higher past profitability, float their IPO, post listing they
saw less volatility and under-pricing. The same study found that firms with higher
current ratio (showing higher default risk) show higher under-pricing post listing.
Lin and Tian (2012) conducted a study in the context of the equity market of China.
This study found that, conservative accounting practices bridges information
asymmetry among the various stakeholders resulting in lower under-pricing post
listing. Kothari (2001) has already established relevance of prior financial
performance of firms, in its equity market performance. Prior research also showed
that, information contained in the prospectus of the IPO bound companies reflected
in the price of the securities post listing (Murugesu and Santhapparaj, 2010).
IPO Grading and its impact on investor demand, also has a plethora of literature,
among them Deb and Marisetty (2010) is of the view that retail investors showed
greater appetite for IPOs with higher Grade, they arrived at this conclusion with a
relatively small sample of 48 companies. Khurshed et al (2011), on the other hand
argued that the Grading positively influences the subscription pattern of the
institutional investors; retail investors take cue from this subscription pattern of
institutional investors, and tries to replicate it. Banerjee et al (2013), concluded, on
the basis of a sample size of 162 companies, that the differences in retail investor’s
subscription level of IPOs of different Grades is not statistically significant.
Anand and Mahajan (2009) analysed the various aspects of IPO Grading, using
qualitative and quantitative perspectives. They came to the conclusion, that IPO
Grading is good and pioneering effort to safeguard the interest of retail investors.
However, they also added, that IPO Grading has some limitations. Rathod (2006), in
his study, analysed the IPO Grading system, rationale behind equity Grading, that the
offer price is not being considered, while assigning IPO Grade, etc. He concluded,
that, IPO Grading process has many unanswered question. Haldea (2007), explained
the negative aspects, of mandatory IPO Grading, and went on to say, that, there are
chances that, a low graded IPO may do good post listing, in that case, it will be a lost
opportunity for prospective investors, as low IPO Grade may have dissuaded them,
in the first place from investing. He also said, that IPO Grading as a concept is not
sound. Bhanumurthy and Singh (2013), in their study, explored whether IPO Grading
is of any help to investors. On the basis of a sample size of 89 companies, they came
to the conclusion that, IPO Grading is not of any use either to the investor
community, or to the company which went through the IPO process. They found that
IPO Grade does not have any relationship with the post listing gain, financial position
of the IPO bound company (as disclosed by Earning Per Share or EPS, as
mentioned in the red herring prospectus), as well as subscription figures.
According to Bakke et al(2011), under-pricing of an IPO is positively correlated to
prior market return, in that time frame.
Objective and Motivation of the Research
IPO Grading was introduced in India to primarily assist the investors. In this research
endeavor, it is explored whether certain financial parameters and IPO Grade affect
under-pricing of Graded IPOs. Six parameters are considered in total to test whether
they affect the extent of under-pricing. Five of them are financial parameters namely
i) Current Ratio, ii) Debt to Equity Ratio, iii) Debt to Total Assets Ratio, iv) Return on
Assets, v) Return on Equity, of the IPO bound companies. The sixth parameter
considered is IPO Grade. These parameters are selected in accordance to the prior
research as done by Rani and Kaushik (2015).
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All the companies which raised money through IPO process, in the time frame when
IPO Grading was mandatory in the Indian capital market (i.e. May, 2007 to
December, 2013) are taken into account for this research paper. As a result it is an
interesting and exhaustive study on Under-pricing in a time frame, when a unique
experiment called IPO Grading took place in the context of Indian capital market.
Hypothèses of the Research
Null Hypotheses:
H01- Under-pricing level does not depend on Current Ratio of the IPO bound
company
H02- Under-pricing level does not depend on the Debt to Equity Ratio of the IPO
bound company.
H03 - Under-pricing level does not depend on the Debt to Total Assets Ratio of the
IPO bound company.
H04 - Under-pricing level does not depend on the Return on Assets of the IPO bound
company.
H05 - Under-pricing level does not depend on the Return on Equity of the IPO bound
company.
H06 - Under-pricing level does not depend on the Grade obtained by an IPO bound
company.
Research Methodology
For this specific paper, we looked into the under-pricing vis. vis. pre-issue financial
parameters of the companies, as well as IPO Grade obtained. In this paper 171
companies which issued IPO between 2007 and 2013 are analyzed. We have taken
all the Initial Public Offer (IPO) between 2007 and 2013. The source of the data is
Capital Market, RBI and SEBI Data Bases. All the companies which went raised
money through IPO, when IPO Grading was mandatory in India are considered for
the study.
We have used multiple regressions as the tool for analysis. Under-pricing is
calculated as the difference between the offer price of an issue and its closing price
after getting listed in the stock markets, adjusted for the difference in the benchmark
index (BSE Sensex, in this paper) between this two dates (i.e. the date on which the
issue closes and the listing date). This methodology of calculating under-pricing is in
accordance to Khurshed et al. (2011). Under-pricing is taken as the dependent
variable. The independent variables are Current Ratio, Debt to Equity Ratio, Debt to
Total Assets Ratio, Return on Assets, Return on Equity, and IPO Grade of the IPO
bound company. Arithmetic Mean of all these parameters (except IPO Grade) is
taken for last two completed financial years, prior to the start of the IPO process. So,
if an IPO was open for subscription in August, 2012, the financial parameters for the
financial year ending on 31st.March, 2012 and 31st.March, 2011 were taken into
account. The financial parameters are taken into account as per the method adopted
by Rani and Kaushik (2015).
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Empirical Results and Analysis
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Figure 1: Grade Wise Distribution of Companies

Output of multiple regressions from SPSS is depicted as follows:
Model Summary

Model R
1

Adjuste Std. Error
R
dR
of the
Square Square Estimate

Change Statistics
R Square
Change

F
Change df1

12.018268
.090
4.023
4
6
a. Predictors: (Constant), Current Ratio, Debt to Equity Ratio,
Debt to Total Assets Ratio, Return on Assets, Return on Equity,
IPO Grade
.301a .090

.068

df2

Sig. F
Change

162

.004

Table 2: Model Summary
ANOVAb
Model
1

Sum of Squares df

Mean Square

F

Sig.

Regression

2324.388

4

581.097

4.023

.004a

Residual

23399.082

162

144.439

Total
25723.471
166
a. Predictors: (Constant), Current Ratio, Debt to Equity Ratio, Debt to Total
Assets Ratio, Return on Assets, Return on Equity, IPO Grade
b. Dependent Variable:
Under-pricing
Table 3: ANOVA Test result
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Model

(Constant)
Current Ratio
Debt_Equity_Ratio
Debt_TotalAssets
Ret_Assets
Ret_Equity
IPO_Grade
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Unstandardized
Coefficients
B
Std. Error
-.166
3.436
.780
.239
-4.908
1.551
.637
.317
.454

.306

2.549
.995

.432
.76

Standardized
Coefficients
Beta
.208
.194
.108
.201
.576
.55

t
-.050
2.681
2.559
1.365
2.008

Sig.
.910
.008
.011
.174
.04

2.423
1.123

.028
.254

a. Dependent Variable: Under-pricing
Table 4: Regression Equation
The results above show, that the regression equation is statistically significant, even
at 1% level. Among the independent variables, Current Ratio, Debt to Equity Ratio is
significant at 1% level of significance. Whereas two other variables Return on Assets
and Return on Equity are significant at 5% level. Only Debt to Total Assets Ratio is
not statistically significant.
The fitted regression model for Under-pricing is
Y = -0.166 + 0.780 [Current Ratio] - 4.908 [Debt to Equity Ratio] + 0.637 [Debt to
Total
Assets] +0.454 [Return on Assets] + 2.549 [Return on Equity] + 0.995 [IPO
Grade]
From the standardized beta, we conclude that in predicting Under-pricing Level,
Return on Equity [β=.576] has the biggest positive influence, followed by Current
Ratio [β=.208], Return on Assets [β=.201], Debt to Equity Ratio [β=.194].
So null hypotheses 1, 2, 3, and 4 are rejected.

Conclusions
From the analyses it is apparent that, the level of under-pricing is dependent on
Current Ratio, Debt to Equity Ratio, Return on Assets and Return on Equity. Current
Ratio has positive impact on the under-pricing level, as higher Current Ratio
indicates, higher capability of the company to meet its current liability, so investors
pose more confidence in these IPOs. Higher Debt to Equity Ratio, results in likely
higher return for equity holders due to leverage, however higher ratio also increases
the risk of default for the company, and so it’s natural that investors would dislike that.
Companies with higher Return on Assets and higher Return on Equity attracts higher
appetite from the investors, as higher the number of these parameters, more will be
the potential gain for the equity holders of these companies in future, so underpricing is more in these cases. These conclusions are reached on a fairly large
sample size of 171 companies. This is an addition to the existing literature on IPO
under-pricing, especially in the context of Indian capital market.
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Abstract
Despite the continuous period of strong growth and positive global sales gains in
the auto industry, automakers are still faced with high uncertainties of how the
future may influence the industry trends. Automakers now, have to think outside
of the box to attract and retain customers, build market share and increase profit
margins. This article will show you how one of the world’s best-selling luxury
automakers, BMW runs their business operations across regions worldwide.
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INTRODUCTION
BMW is one of the “German Big 3” luxury automakers (Ciferri, 2013), along with Audi
and Mercedes-Benz, which are the 3 bestselling luxury automakers in the world. It
produces MINI and Rolls-Royce Motor Cars, and is well-known for offering wide
arrays of automobiles of premium standards and outstanding quality worldwide.
Mission statement refers to the organization’s ultimate purpose and keeping
managers focused on what is central to their strategy (Johnson, Scholes, Johnson,
and Whittington, 2011).
The mission statement up to the year 2020 clearly defined: “BMW group is the
world’s leading provider of premium products and premium services for individual
mobility” (BMW UK Limited, 2013). BMW’s mission aims to communicate to
customers that BMW’s reputation and quality will become even stronger and continue
to provide top-notch products and services for customers. It reveals BMW’s desire to
become the most successful premium automotive firm in the industry.
Vision is the desired future state of an organization, with the aspiration to motivate
the organization members’ energy and passion (Weber, 2004).
BMW’s vision is “efficient dynamics vehicle that preview tomorrow’s driving pleasure
using today’s technology” (BMW, 2013). Its vision is simple and realistic. BMW offers
unique and premium products which cater to the needs and requirements of its niche
segment. This shows that BMW is willing to take the risk and engage in discovering
hidden opportunities in the business environment along with challenging technology
to create new and innovative products. Its vision will be relevant for a long time as
the choice of words: tomorrow’s driving pleasure and today’s technology depicts
BMW’s determination to be always in the move of new innovations.
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Both BMW’s mission and vision are appropriate, for its survival in the premium
automotive industry, to a relatively large extent. To keep up in the fierce competition
in this industry and grow its market share, BMW will have to constantly come up with
new and innovative products to become world’s number one in terms of reach,
acceptance and revenue.
According to BMW annual report (2012), BMW set its objectives to sell more than 2
million automobiles annually by 2016 and target an increase of 8 to 10% in earnings
before interest and tax margin in automotive segment. These objectives are
expressed in financial terms. The target is very specific as it states the desired sales
levels by a certain time period, to be achieved. It is measureable by the sales figures,
closely relevant to its mission and most importantly, honestly achievable.
Cardy and Leonard (2011) share a list of goals designed by BMW:
 Manufacture environmental friendly cars
 Stay ahead in the competition
 Help the society by being responsible
 Increase the sales all across the world
 Group-wide environmental protection
These strategic goals of BMW are proven important and will affect the company in
the long run. It takes into concern of various aspects like the environment, society,
business and product, portraying BMW as a corporate social responsible
organization. However, the statements are vague such as it did not specify the time
period of the attainment of goals and are too broad to identify its focus areas such as
group-wide environmental protection.
STAKEHOLDERS
Stakeholders refers to individuals or groups who depend on an organisation to fulfil
their own goals and on whom, in turn, the organisation depends on (Cwmifg, 2012).
A stakeholder universe (Appendix A) shows all the stakeholders of BMW. They can
be categories into internal and external stakeholders (Bmw.co.uk, 2013).

The stakeholder mapping uses power and interest matrix, which helps identify
stakeholder expectations and power and understanding political priorities. This is
essential as it greatly affects the company’s final decision.
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Adapted: Mendelow (1991) cited in Johnson, Scholes & Whittington, 2009, page 156.
Key stakeholders of BMW: Competitors, customers, key shareholders, partners and
executives.
Customers are the users of the automobiles. Their power to influence the decision of
the company is high as the spending power lies with them. BMW has to constantly
engage with the customers and keep them updated on the latest trend.
Both BMW’s mission and vision are customer-oriented, emphasizing on the
consumers of their automobile. They aim to incorporate modern technology with
high-class automobile to create a convenient and pleasant driving experience. They
attempt to portray themselves as a lifestyle icon, but at the same time creating
uniqueness through diversity (Bart, 2010) via constant “upgrades” and changes to try
and satisfy customer’s needs alongside with technology advancement.
With BMW as the global luxury leader, Audi and Mercedes have step up various
strategies and efforts to topple BMW. To defend its premium leadership, BMW needs
to monitor its competitors very closely for any new product launch or strategy in order
to respond swiftly. Any new strategy launch by competitors will threaten BMW’s
market share, acting as external pressure on BMW to carry out counteract measures.
Key shareholders are investors of BMW, the source of its working capital. Appendix
B depicts the BMW shareholder structure, with the Quandt family identified as the
key investors (Grin, 2012). They hold significant amount of shares, giving them great
power to influence the company’s situation with their decisions. BMW have to keep
them satisfied and well-informed via the company’s annual financial and investor
relations reports.
BMW’s financial objectives exist to satisfy these shareholders. With higher sales
targets and sustainable profit margins in the long run, this increases shareholders’
value and BMW’s credit rating.
To maintain trust and good relationships with business partners, BMW have to share
information to keep them updated. Partners’ coordination and support are key factors
TMC Academic Journal, 2015, 10(1): 29 - 46
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to BMW’s success. Executives are the management of BMW who hold authority to
make daily operations decisions, initiate strategies for new business development
and manage the entire company. They have to know all details, trends and on-going
environmental changes which will affect BMW’s business performance.
BMW goals attempt to satisfy a bigger group of stakeholders: interest groups and
employees. Being responsible for the environment, society and product, BMW is able
to establish good relations and reputation globally with entities such as the Green
Peace, Road Traffic Safety (Anton, 2008). BMW design their automobiles to reduce
emissions and attain acceptable environmental standards in order to gain support
from various entities, which indirectly boost sales figure. Sustainable management of
the company serves as great confidence for employees, in turn boosting work
attitude and productive efficiency.
BMW tries to strike a balance in satisfying all stakeholders’ interest but was
unsuccessful. Hence, it has to consider the ones with greatest impact on the
company’s future performance. BMW must make decisions, at the cost of other
stakeholders’ interest, to achieve sustainable growth.
PESTEL Anaylsis
PESTEL stands for political, economic, social, technological, environmental and legal
which describes a framework of macro-environmental factors used to analysis the
impact (Johnson, 2010) on BMW.
Political environment
Europe introduces end-of-life directives whereby car manufacturers have to recycle
vehicle parts like tires and airbags, posing additional recyclability and scraping costs
on BMW. BMW reacted by producing automobiles of at least 85% recyclable and up
to 95% recoverable (Bridwell, 2009). However, the stringent directives still remain as
a threat to BMW’s sustainability.
The taxes and government policies are crucial to BMW’s success of automobile
demand in the global market. The Singapore government imposes high taxes on
imported vehicles. A BMW 335i convertible costs 5 times more than the same car, in
US, after tax (Aquino, 2011). The implementation of the tax policy has resulted in a
decrease in demand of the niche segment.
Economic environment
As BMW has production facilities located globally, it can spend its revenue in the
same currency. However, with different manufacturing models assigned to each
factory, BMW will not able to match up its revenue with cost. Currently, BMW is
exposed to high currency risk from US dollar, British Pound and Chinese Renminbi.
These account for 65% of BMW’s total currency exposure (Automotive-Management,
2011). When BMW settles a deal in foreign currency, an exchange rate hedge is
concluded to eliminate the risk.
The cost of crude oil has a great influence on the price of manufacturing and demand
of automobile; hence a rise in its cost will impact BMW in two negative ways. It is
expected to rise due to increased demand from emerging markets and in response;
BMW develops “greener” automobiles like hybrid cars.
Since the 2008 financial crisis, economic and business focus have shifted to
developing economies in the Asia region. With rising global market position, these
countries have capital flow surplus and its people now have higher buying power.
32
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Increased wealth lead to rising consciousness of social status and this can benefit
BMW in terms of higher demand. BMW can seize the opportunity to set up more
plants within the Southeast Asia region to enjoy low cost and high demand.
Technological environment
BMW uses technology to gain competitive advantage in the production of engines,
hence winning many glorious engineering awards in the industry.
With rising awareness of global environmental phenomenon, it creates the
opportunities for BMW to explore a new production direction by incorporating “green”
technology into its business strategy. Having done in-depth research in hybrid
electric cars and hydrogen cars, BMW aims to manufacture the most innovative
product. In the near future, BMW will continue its emphasis on developing new clean
technologies for constant innovation and enhancement of its products.
Environmental
With increasing awareness of global phenomenon, there is a shift in consumers’
preferences towards eco-friendly vehicles: hybrid and fuel cell cars. This affects the
change in demand for a different product line and new product directions.
In BMW’s existing markets, environmental concern plays an important role of living
up to emission standards and environmental directives. BMW observed the changing
trend of customers’ preferences and support for “green” products, and therefore
responded by increasing its focus on manufacturing more fuel-efficient automobiles.
Through this, BMW achieved its lead on the Dow Jones sustainability index (Walsh,
2012) and is working hard to stay ahead of sustainability in creating innovative
solutions.
The PESTEL analysis suggests continuous improvement for BMW. The introduction
of new regulations and tax policies are crucial political factors. Economic factors are
identified as having the most direct effect on BMW profitability. Despite increasing
GDP, the various cost price increase and risk factors still pose as a threat to BMW.
New technologies will contribute to sustainable solutions for “greener” products.
These factors have both positive and negative outlook on BMW, and therefore BMW
should react on making the possible negative outlooks favourable.
Porter’s 5 forces framework helps to identify an industry’s attractiveness in terms of 5
competitive forces: threat of new entrants, threat of substitutes, power of buyers,
power of suppliers and competitive rivalry. Dorian (2013) states they constitute the
industry profitability by evaluating the relative power each force holds, providing a
comprehensive analysis for effective strategic decision making.
Threat of new entrants: LOW / MODERATE
Distinct brand image
BMW brand is defined by high marketing budgets and high quality inputs, thus is
considered more luxurious and of better quality than other brands like Toyota and
Mazda. With a consistent well-distinct and established brand image since 1975,
customers desire to make a statement with their purchase of a BMW automobile, just
like what BMW marketing ensure: sheer driving pleasure and the ultimate driving
machine. This result in new entrants having to set aside high budget to brand their
products so it is as good as or even better than BMW, to attract customers.
High initial R&D investments
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To succeed in the premium automotive industry, the main focus is the continuous
development of automobiles in terms of design, production, quality-management and
technology. New entrants need to set up production factories, offices, showrooms,
which amount to high fixed costs. Substantial capital for R&D investments is required
to achieve an edge in innovations and BMW has already achieved its competitive
edge.
Distribution Network
BMW has a large extensive distribution network spread over more than 150 countries
worldwide (Schmid and Grosche, 2013), distributes via showrooms, independent
dealers, subsidiaries or importers. Over time, BMW gained access and connections
with fixed specialized suppliers to secure their quality requirements. New entrants
must build this network which is very expensive, time-consuming and difficult.
Threat of substitutes: LOW
Other transportation modes
This threat arises from other products which can also perform the basic task of
automobiles: transporting from one point to another. These could include other
modes like the plane, bus, train, bicycle and walking.
Other car manufacturers
Brands like Suzuki and Hyundai, not currently present in the premium segment might
venture into the premium segment to try increase profit margins. These car
manufacturers operate the automobile segment at low prices, competing on the best
prices and their margins are considerably lower than BMW.
New Technologies
The automotive industry is constantly producing increasingly sustainable products,
such as the production of hydrogen powered cars. BMW developed its very own
EfficientDynamics technology (BMW, 2013) to reduce consumption and emissions
while still ensuring sustainable mobility. BMW invested heavily in R&D for new
intelligent innovations for enhance performance and experience. Despite the
presence of Audi and Mercedes, BMW has already achieved an upper hand in this
field.
Bargaining Power of Buyers: MODERATE
Moderate switching cost
BMW’s customer base comprises high-income buyers, who are relatively priceinsensitive but expect highest quality deliverance. They purchase BMW automobile
for its quality perceived value, and have very high expectations of its after sales
support service. Although BMW’s brand is reputable, there is a possibility of
customers approaching other competitors for similar models if unsatisfied as it does
not involve much cost. Hence, BMW developed a customer relationship management
program to provide extra services to build customer brand loyalty relationship to
minimize customer switching. BMW offer series i3 owners the privilege of borrowing
fuel-powered car from their dealer for longer range vacation travel (BMW Blog, 2013).
Customer Loyalty
According to Abubakrag (2012), BMW achieve the highest rates of customer loyalty
with 65%. With established stable and recognized identities, BMW is able to build a
substantial group of loyal customers who are satisfied with their product and service
within a short span of time. BMW has close customer relations such as long-term
service contracts and excellent loyalty program (Schmidt, 2010). Strong customer
34
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loyalty and relations will help keep this group of major customers to continue
supporting BMW in the long run, indirectly increasing their switching cost.
Bargaining Power of Suppliers: HIGH
Quality Parts
BMW production of automobiles requires high quality inputs which only few suppliers
can meet its requirements. Hence, BMW is highly dependent on these few suppliers
for consistent supply of quality resources and so suppliers now have more power
over BMW as they can decide whether or not to supply BMW the parts.
High Switching Costs to Alternative Suppliers
Upon entering into a supply relation with a supplier, BMW has to thoroughly
investigate its company profile’s financial status, reliability and quality of parts. It will
be highly disruptive for BMW’s production process to change a different supplier as
BMW will have to re-conduct supplier background investigation and re-build relations.
High level of trust with suppliers result in strong relationships that could lower the
bargaining power of supplier as both BMW and suppliers depend on each other for
business.
Just-in-Time (JIT) Production
BMW uses JIT inventory management, which exposes BMW to risks of disrupted
production due to input shortages. To meet demand and leverage risk associated
with supply dependencies, BMW enter into strategic alliances with industry suppliers
to increase supply chain efficiency. This shows greater dependence of BMW on its
partner suppliers.
Competitive Rivalry: VERY HIGH
Competitor Balance
BMW, Audi and Mercedes-Benz engage in intense cut-throat competition to become
the world’s luxury car leader (Automotive-news, 2013). All 3 have the same target
market and similar positioning. Since 1990s, the title of world luxury car leader has
changed hands from one company to another. BMW just regained the title from Audi,
and has been constantly running its operations at full capacity to keep ahead of the
rest (Marketinomics, 2012).
High Exit Barriers
It is very difficult for a company to exit the premium automobile industry as each
company holds strong long-term commitments to their customers due to the product
life of their automobiles. Customers expect long-term customer service and it is
highly unlikely for a company to simply exit the industry for making small losses each
year and forgone the initial high investments.
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In conclusion, the luxury automotive industry is assessed to become more
competitive in the future. This puts pressure on BMW to continually improve in order
to stay ahead of the competition.
In view of possible future changes, the threat of new entrants and substitutes may
both reach a moderate level as they may be new entrants and innovations in the
industry. If the new entrant can successfully establish its name in the industry, it will
become BMW’s worthy competitor. In order to maintain or improve current market
share and brand image, incumbents must constantly develop new innovations and
technologies. The success of the other competitors’ strategies will prove as a threat
of substitute to BMW.
The overall influence of forces predicts a challenging situation for BMW. The most
significant forces are the increasing intensity of competition between rival companies
and uprising potential threat of substitutes which both constantly threatens BMW’s
position and market share. BMW strong brand identity and R&D experience are the
key factors to help BMW remain competitive in the future.
Resouced-Based View Strategy
The resource-based view identifies the distinctiveness of BMW’s superior
performance and competitive advantage to generate unique creations of product and
service at lower cost which enables it to earn higher profits (Cardy and Leonard,
2009).

Adapted: Johnson, et al (2011), page 87
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Strategic capabilities
Strategic capabilities mean an organization having the sufficiency and
appropriateness of expertise and resources to its long-term survival and growth
(Kourdi, 2010).
Engineering Excellence
BMW focus on engineering excellence allied to leading-edge design to drive
successful, profitable expansion. Being the expertise in the field of light-weight
construction, comprehensive energy and heat management inside the vehicle, BMW
introduces new IT options: MP3 connectivity and RSS feeds. With pronounced
performance design, hybrid engine options and high level innovation, BMW restates
its aspiration as a leading premium brand.
Value-added Workforce
The Economic Times (2011) showed BMW asserting its position as the most
attractive German employer. Norbert Reithofer, Chairman of BMW Group
emphasized that employees are their most important success factor. BMW believe
that motivated, dedicated employees and young talents contribute to its success.
Kolfer (2011) reported the increase in number of apprentices in Germany by 10% in
2011, reaching 4,266 apprentices by end of 2012. They invested more than €280
million in professional training to provide their employees with the required
qualifications. A well-coordinated system of talented employees is adopted to ensure
BMW’s competitiveness.
Brand Management
The BMW brand represents sporty, performance oriented automobiles of high level
craftsmanship and ingenuity. Under the slogan: “The ultimate driving machine”, BMW
has consistently delivered the same message and brand promise for the last 40
years and has thus, established a strong brand identity. BMW’s brand name proves
to be a tangible resource while its reputation is intangible. The key to BMW’s success
is consistency and authenticity of their marketing strategies and policies. BMW
automobile owners are very particular about the image of the brands they use.
Core competencies
Hoskisson, Irelland and Hitt (2004) refer core competencies as “crown jewels of a
company”, and activities an organization performs especially well compared with
competitors and through which, the company adds unique value to its product and
services over a long period of time.
Customer-focus
BMW seek new avenues of value-added processes to meet customers’ requirement
and keeps itself updated of new trending customers’ preferences. It allow customers
to order cars exactly the way they want and promises delivery between 2 to 6 weeks,
even providing customers a video of their car being “born”. Custom-building of cars
allows BMW to take slack out of the production process, reduce inventory costs for
dealers and avoid hefty rebates on cars that are not selling. This improves customer
loyalty as customers are now more satisfied with their purchase. Custom-made cars
are often loaded up with more options, meaning higher profit margins. This gives
BMW a competitive advantage over Audi and Mercedes, as they believe more than
40% of their buyers will do so by 2015 (Megan, 2013).
Innovation
R&D technological expenditure for 2012 rose by 17.2% to 3,952 million, aim to propel
BMW innovation leadership (Cioban, 2013). Technology is central to BMW’s strategic
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decisions for sustainability and profitability. With technology, BMW’s strategy
initiatives include: reduced emissions, lightweight construction, engine efficiency,
driver’s online assistance and in-car entertainment features. BMW’s leadership and
capability in technology and innovation took off since 1917, developing its engine to
become one of the core competences. Since 1990, BMW has reduced the average
fuel consumption and emissions of automobiles sold by nearly 30% (Goschel, 2005).
In all, it help creates BMW’s competitive advantage in terms of high product quality
and performance, and providing luxurious driving experience for customers.
Supply Chain Management
BMW’s global supplier network has more than 12,000 suppliers in 70 countries. To
establish sustainability with all the suppliers throughout the supplier network, BMW
refined over three-step risk management process in 2012 (Appendix C). It constantly
implements supporting measures for employees and suppliers to guarantee
continuous improvement and sustainability throughout the entire global network. In
addition to BMW own measures and process, it collaborate with suppliers to
introduce new measures and structures to consistently push for more sustainability in
the supply chain. Such measures include the annual supplier innovation award to
complement a competition on ideas for BMW’s products and processes to enhance
resource and cost efficiency (BMW, 2013).
One of BMW’s biggest and longest competitors is General Motors Company (GM).
GM is the world’s largest auto manufacturer and has been the annual global industry
sales leader for 77 years (Wojdyla, 2009). GM has a strong brand portfolio and the
power to set the industry standards. It has a global market coverage and share of
11.4% in 2013. With operations in more than 50 countries, it owns a wide diversity of
reputable brands ranging from Chevrolet to GMC to Cadillac.
Technology and innovation
Driven by the vision of future transportation, GM uses technology to create products
to change the lives of their customers. Introducing semi-autonomous driving vehicles
(GM, 2013) incorporated with active safety technologies with the aim to reduce
accidents and increase independence, GM believes this capability will make
customers’ driving experience easier and more enjoyable.
Environmentally-friendly design strategy
GM focuses on producing vehicles with emission-free driving: full electric vehicles
and hydrogen fuel cell. It has several technological alliances with companies like
Toyota and Honda. GM and Honda will co-develop the “next generation” fuel cell
system and hydrogen storage technologies. This will aid GM to accelerate the market
penetration of this new clean mobility technology.
Customer-focus orientation
The new CEO, Dan Akerson initiates a new direction: GM is free to design cars that
appeal directly to customers (Gregburns, 2011). GM aims to introduce new models
faster, to build cars which people will want to buy and not cars that the company
needs to sell.
It is very clear-cut that technologies for new innovations are these companies’
essential core competencies. Both companies placed heavy emphasis and
investments in the R&D segment to seek new breakthroughs and out-beat one
another. They align strategies with customers’ requirements to boost sales and
image. With increasing global awareness of environment protection, both companies
react by incorporating the environmental-friendly concept into their process and
products. This move will portray their image as a social responsible organization, an
38
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encouraging factor for customers to continue supporting them. These have become
the core focus for improvements and larger market share in the luxury automotive
industry.
VRIN Framework
The VRIN framework is an internal analysis procedure which specializes in
evaluating the future outcome on competitive advantage of a firm’s current resources
and capabilities (Klein, 2012).

The VRIN framework identifies and evaluates BMW’s resources, and the above table
shows that BMW has attained sustainable competitive advantage in the premium
automotive industry in terms of its reputable brand portfolio, innovative technological
and design capabilities and patent license of its outstanding engine design. BMW’s
brand portfolio is highly recognized and unique. It is very difficult for others to
duplicate and substitute this valuable and rare resource even with large capital and
different resources and capabilities. BMW’s technological capabilities help develop
highly-efficient engines which increase vehicle performance but reduce fuel
consumption and emission. By producing “value-added” automobiles, BMW
successfully delivers to customers’ requirements. They own these new technologies,
developed by their very own R&D expertise. Applying for a patent for such
TMC Academic Journal, 2015, 10(1): 29 - 46
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technology helps BMW to eliminate the risk of substitution and imitability, allowing
these essential core competences to create long-term competitive advantage for
BMW’s business performance.
The value chain concept developed by Michael E Porter (Appendix D) provides a
systematic means of categorizing activities and functions of an organization,
illustrating the creation of value for customers. It helps the company to determine
which activities create value and which do not. When the value chain is capable of
creating additional value at no additional cost, a competitive advantage is realized
(Maguire, 2011).

Adapted: Johnson, et al (2011), page 98.
BMW using their capabilities and competences effectively
In BMW, they see employees as a very important factor to the company’s overall
success. To encourage a sharing and learning working environment, BMW organize
various activities and trainings. Consumer concerns about quality are significant;
hence BMW takes several efforts and measure to boost the employees’ confidence
as their working attitude strongly affects their work capacity and production efficiency
and quality.
R&D allows BMW to produce vehicles of higher quality and affluence with unique
customization and consistently delivers the latest technological features. Sarieddine
(2013) mention BMW carry low inventory and design 300 work-time models and
flexible facilities, successfully delivering on its 10-day order-to-delivery goal. BMW’s
collaboration with Sprint helps connect and coordinate all operation units smoothly
and quickly. This greatly reduces operational costs and provides BMW the flexibility
to move production to take advantage of economies of scale.
Procurement helps BMW to effectively manage its plans for innovative products and
design. BMW developed a Management of Partner Networks (IMA, 2006), focused
on innovation. By establishing partnerships with successful companies such as Apple
40
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and Sirius, it provides BMW the differentiating factor from the rest. It can incorporate
other companies’ well-received products into its new automobile series. This allows
BMW to offer full customization for customers, which fits its niche market target.
Cost drivers help BMW stay profitable while serving the niche target market. BMW’s
ability to produce multiple vehicles in one facility, shares assets across geographical
locations reduces costs of production. R&D and production improvements are
implemented across region by region to cover the costs of these investments slowly.
This shows BMW’s capability to stay ahead of its competitors in terms of strategic
flexible planning and outstanding technological edge.
How can BMW’s position improve?
Brand Identity
BMW needs to continue focusing on its differentiation focus strategy in the premium
segment to maintain its prestige brand identity and momentum through engaging and
communicating with consumers. BMW can invest in market research and
understanding consumer preference and behaviors, which will factor into new types
of models, products and service offered. Educating consumers on the benefits of
sustainable vehicles can help improve BMW’s brand value.
Structure
BMW should continue to develop its business model through new types of
partnerships and collaborations. This include industry collaboration on electricity
network, cyber security and communications which share technology and innovations
for producing small engines based on low emission technologies. Increasing
interaction with government and regulators on high capital investment projects will
help BMW receive governments’ subsidies and incentives.
Talent Management
BMW’s employees are the most valuable asset for the company and social workforce
diversity is a key factor for future success to ensure future competitiveness. This can
be accomplished with investment in training targeting right skills and mindsets of key
managers and future leaders in order to effectively manage the change toward a
sustainable automotive industry. Another strategy is to attract new highly-qualified
talents to the company, to help transfer knowledge and continue innovating vehicles
and new production methods.
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Abstract
Many American brands have established their hotels in China. For example,
Hilton worldwide has opened many hotels. That may cause some issues of the
society, economy of China and the policy.
In the report, three issues are found in the case. The issues are cultural clashes,
enlargement of foreign labour force and issue related to free market policy in
China. The issue will be introduced in the report. Moreover, the solutions of the
issues will be provided in the report.

Keywords: Cultural Clashes, Foreign Labour, China’s Free Market Policy, Hospitality
& Tourism Industry, Hotels, Issues in China
INTRODUCTION
The report is about Hilton Worldwide establishing their 50th Property, Hilton
Changzhou in Greater China. Hilton Worldwide is not only an international flagship
brand in hospitality but also the first global brand invested money to operate hotels in
China. They will open their first Hilton Hotels & Resorts in Changzhou. Hilton
Changzhou is their fifty hotels in China. The development of hospitality is still growing
in China so Hilton hospitality will put more resources in this important market. Hilton
Worldwide will continue to deepen their presence in Greater China and strengthen
their brand portfolio of world class. They look forward to open more new property in
China in future. Hilton focuses to provide exceptional guest experiences to their
customers. The location of Hilton Changzhou is great. They will provide excellent
guest experience to their customers.
Many American brands create their hotels and spread their Asian business in China.
It may affect the people in China. Also, it may influence the culture, economy and
environment. There are some issues caused by many U.S. brands open their hotels
in China, such as cultural clashes, enlargement of labor force as well as issue
related to free market policy in China.
Issue 1: Cultural clashes
Cultural clashes exist when two or more parties from different cultural background
make misunderstandings and disagreements between various cultures. There are
cultural clashes in China because the U.S hotel brands import many foreign workers
in the industry. Many foreign workers work in China. They may bring their western
culture to China.
The traditional Chinese culture and western culture exist in China in the same time.
Many Chinese did not receive higher education or they did not go travel before. They
may not know western culture before. If they receive western culture suddenly, they
may not accept it. Also, the foreign workers normally speak English in the workplace.
Nevertheless, the local workers will speak mandarin or the other lingo of China. The
TMC Academic Journal, 2015, 10(1): 47 – 53
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local staffs may not communicate well with the foreign employees in the workplace
so there will be some misunderstandings.
The foreign workers and the local workers may argue with each other. They may not
cooperate harmoniously with the others. Therefore, the team spirit of the workers
may reduce in the industry due to the cultural clashes. Besides, the social networking
sites and some websites are not allowed in China since the Chinese government do
not want the citizens interact with the foreigners too much. Chinese are not free to
surf on the internet in China (Jackson and Wang, 2013). The foreigners such as
American, they are concerned about the freedom and human right. They cannot
understand the china government controls people’s right of surfing on the internet.
Possible Solution
As a manager of the hotel, you can organize some events for the staff. It can help
solve the problems of cultural clashes. Many Americans come to china to take jobs.
Americans and Chinese work together in the workplace make cross-cultural
partnerships.
You can organize some events for staff. For example, you can establish a sport team
in the industry such as the soccer team, basketball team and dragon boat team. The
staff can join the sport teams and they can know the other workers form different
countries. They can make more new friends from the workplace and they also can
build their cooperation skills through the participating the sport events. They can
share their own culture to other staffs.
Implementation of solution provided
The organization of the hotels can plan to hold events such as sport events. They
can set sports team for the staff. The staff can join the sport team by themselves.
The hotel can hold the event after work. For example, they can arrange the timetable
for the staff whose join the sport team. The hotel should book a venue for the events
such as sport centre.
Advantages of the solution
Firstly, the team spirit of the staff will become better because of the events. If the
staff can improve their cooperation skills, the managers can use the difference
between the local workers and foreign employees in the workplace. The difference is
the function of supply and demand. The companies can use the foreigners’
specialized knowledge from the west and the Chinese workers have a deeper
understanding of the influences such as Confucianism and communism that play part
in their countries’ culture and economy (Seligson, 2009).
Now, the second point is the employees can relieve their pressure when joining the
sport events. The workers play an essential role in the workplace. In the hotel
industry, they need to serve the customers politely and patiently. They work under
stress every day. The stress of the employees also may be caused by the cultural
clashes. The employees may not cooperate with the other workers from other
countries harmoniously so they may be stressed in the workplace. They cannot
spend time to release pressure because they are busy. As a result, if the managers
can organize some entertainments for the employees, it can help solve the obstacles
between the local staffs and overseas employees.
Disadvantages of the solution
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First, the time cost of the hotels may increase since they need time to organize the
event. The hotel have to spend time on the events. The staff are busy. They need to
work. If the hotel organizes the events, some staffs cannot join because they need to
work. So the managers have to manage the timetable of the staffs. They have to
open the events separately. The foreign workers and the local workers may not gain
the goals in the events. They cannot get close with other staffs.
Besides, it is not convenient to organize an event. The managers have to find a
place to organize the events and also they need to plan the event. It may disturb
their work.
Minimize the disadvantages of solution
The first disadvantage can minimize in this way. The managers can hold the sport
events after work. If the employees who join the events, they can arrange the
morning shift for them so they can participate in the events after the shift. The
second disadvantage can minimize in this way. The managers can make the sport
events be simple. They only need to make the gatherings be relaxing.
Issue 2: Enlargement of foreign labour force
Nowadays, many American brands open their hotels in China. Although it will
provide more jobs to the locals, they also import many foreign workers from the
western countries. Especially, most of the managers in the hotels of U.S. brands are
foreigners. They hire many foreign workers to work in the industry in China. They
would like to employ foreign workers for management work in the hotels because the
foreign workers may attain higher education level and they are high-trained than the
local workers.
Many foreign employees are from the developed countries such as U.S.A. and
England. Otherwise, Chinese may not receive higher education. Some Chinese only
studied the primary schools. Then they quit the school because they cannot afford
their school fee. So they can only find a lower income jobs.
Also, the unemployment rate will increase due to the enlargement of foreign labor
force. The jobs are occupied by the foreign workers. The domestic workers cannot
find a better job so they will become jobless. Besides, the unemployment rate
remains high in western countries. They cannot find a job in western countries. They
figure out that there are lots of job opportunities in China because many American
brands open the hotels in China. They come to china and find a job. They can speak
English fluently but many Chinese cannot speak well.
Moreover, The US brands do not want to hire Chinese to do management work in the
hotels because of racial discrimination. American think they are better than Chinese
since they are white people. In addition, the foreign brands will earn profit and bring
the money back to their countries. The foreign employees will also earn money and
spend the money in their own countries. The job level of foreign staffs and local staffs
is different. The foreigners can get higher salary. It will be a competition between the
domestic people and foreign employees because of rapid expansion of human
resources.
Therefore, there will be some problems which is caused by the enlargement of
labour force.
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Possible Solution
As a manager of the hotel, I should provide more training to the new local workers
and local employees because the training can help the local staffs to raise their
competitivity in the workplace. The training can improve the staff’s practical working
skills and update their skills. It also can create opportunities for career development.
They can get more job opportunities in the future. Employee training is essential for
an organization’s success because it can improve the work efficiency of the workers
and it can proceed easily. The local employees can increase their knowledge and
working skills in the employee training. Besides, the training course can enhance
their productivity and profitability. After the training, the employee can improve their
skills in workplace and get higher position afterward.
Implementation of the solution provided
The organization of the hotel should provide more training to the local employee. The
managers should be the one who in charge the training. They can renew the local
workers’ knowledge and skills in the training. Also, the managers can provide some
lessons to the local workers. For example, they can provide English courses. The
local employees may not speak English fluently. If they can improve their English, it
can compare with the other foreign employees. The managers should set the date
for the training every week such as once a week or twice a week after work. The
hotels can proceed the training in the hotel.
Advantages of the solution
If the hotels provide training to the local employees, the efficiency of the local
employees will increase. Their working skills have been improved so they can work
more efficiently. They can handle more work in the hotel. The productivity of the hotel
will also be higher since the local workers receive the training.
Furthermore, the employment rate will be increase because more local workers can
get a job. Before the poor-educated local workers will be replace by the high-trained
foreign workers but now the local workers get higher skills. They can compare with
the foreign workers. The unemployment rate of the domestic labours will be lower.
Disadvantages of the solution
The training need time to proceed so the time cost may be higher. It may waste the
time. The managers need to arrange a time for the employees for training. It may
disturb the operation of the hotel.
Moreover, the hotels may need to put more resources on human resources because
they need to provide training to the local staffs. They cannot put more resources on
the other development of the hotel.
Minimize the disadvantages
The first disadvantage can be minimized to arrange the training after work or day off.
They can make the training become faster and shorter the time of training. The
second disadvantages can be reduced to limit the expense on the training. The
management can limit the resources of training.
Issue 3: Issues related to free market policy in China
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Many American brands open their companies in China such as Hilton Worldwide.
They can establish their brands and extend their industries in China due to the free
market policy in China. The Chinese government has established the free market
policy after the Chinese economic reform. The government want more foreign
companies invest money in China. China had one of the world’s largest and
advanced economies. The market is opening up of the country to foreign investment.
The free market policy attracts many foreigners to operate a company in China.
Many hotel chains extend their business in China. The local residents cannot open
their own firm. The cost of opening the firm will be higher. The competivity will be
higher because many foreign brands in China. There will be more competition in free
market. The prices of supply can easily make by the operators.
Possible solution
Chinese government plays an important role in Chinese economies. As a
government, they can set the limitation of free market policy. The foreign investors
have to find at least one local partner to operate the company with them. It can
protect the domestic economies. Also, it can prevent the money lost in the local
market. The foreigners gain the profit and bring the money back to their own country.
In addition, it can make sure the locals have equal opportunity to open a firm. The
foreigners will not occupy the market.
Implementation of solution provided
The Chinese government can establish a law to prohibit the foreign investors
occupies the market. The local business cam compare with the international brands
in China. The government can inform the local businessmen and domestic
companies. They can make a group to discuss this issue. They can set the limit to
enforce the law. For example, they can try to implement the law one year. If the law
can protect the local companies, they can enforce it permanently.
Advantages of solution
At the beginning, the legislation can ensure the foreigners cannot occupy the
economy in China. Lots of American brands open their open their companies in
China. If the government of china set up this law, the local businesses can survive in
the competitive market.
The law can also lower the competivity in the industry. The overseas investors need
to find domestic citizens to be their business partners. Some of the foreign may give
up expand their business in China. The numbers of US brands in China will reduce.
If the foreign competitors stop to spread their business in China, the local brands can
earn more profit in the industry.
Disadvantages of solution
Firstly, the government of china needs time to set up the legislation because they
need to discuss about the achievement of the law. They need to discuss every
details of the legislation. Therefore, the government needs time to discuss about it.
They cannot establish the law immediately. The legislation cannot prevent the
foreign companies’ monopolization in economy of china.
Furthermore, the legislation may not be efficient since the foreign investors can
pay money to the locals and ask them to be their business partners. So the
foreigners can still invest money in Chinese economy. They can still open a
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company in china. The problem will still be there. The legislation may not help the
local companies.
Minimize the disadvantages of the solution
The first disadvantage can minimize in this way. The Chinese government can
shorten the discussion because they need to solve the issue as soon as possible.
The second disadvantage can relieve in this way. The government should monitor
the brands in the market since some overseas investors may cheat the government
illegally. The government can check the foreign brands before they open companies
in China.
Conclusion
To sum up, although many American brands expand their business in China can
bring some benefits for the Chinese economy, it also will bring some disadvantages
to the society and the economy. The issues currently exist in the China. If the
managers and the government follow the solutions above, it may help them to solve
the problem of the issues. They have to relieve the problems before the issues
become worst. They should protect the local workers in the industry.
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Abstract
According to the Guinness Book of World Records, Singapore’s SEA Aquarium is
the largest aquarium in the world. However, now the title is overtaken by ChimeLong Ocean Kingdom in Hengqin, China. Located at the Marine Life Park at Resorts
World Sentosa, Singapore, it contains a total about 45,000,000 liters of water and is
home to more than 100,000 marine animals of over 800 species.
SEA Aquarium Sentosa compromises ten different zones with 49 habitats, from
Southeast Asia to the Arabian Gulf and the Open Ocean. SEA Aquarium Senior
Curator Grant Willis stated in a news release that SEA Aquarium not only offers a
stunning display of habitats, but also education and conservation programs in which
families and guests can participate. (RWS Sentosa Press Release 2012)
The Marine Life Park is one of the two mega-attractions in Resort World Sentosa
(RWS) Singapore, which compromises the S.E.A Aquarium and the Adventure Cove
Waterpark. RWS is located on Sentosa Island, off the southern coast of Singapore. It
is only 10 minutes away from Singapore’s Central Business District, and is easily
accessible via busses, MRT rail system, taxis and cars.
RWS is wholly owned by Singapore Genting Group. It was named as the Best
Integrated Resort in 2011, 2012 and 2013 at the TTG Travel Awards, which
recognizes Asia-Pacific’s best travel industry.

Keywords: Hospitality, Tourism Marketing, Singapore, Sentosa, RWS, Market
Positioning, Promotion
INTRODUCTION
According to the Guinness Book of World Records, Singapore’s SEA Aquarium is the
largest aquarium in the world. However, now the title is overtaken by Chime-Long Ocean
Kingdom in Hengqin, China. Located at the Marine Life Park at Resorts World Sentosa,
Singapore, it contains a total about 45,000,000 liters of water and is home to more than
100,000 marine animals of over 800 species.
SEA Aquarium Sentosa compromises ten different zones with 49 habitats, from
Southeast Asia to the Arabian Gulf and the Open Ocean. SEA Aquarium Senior Curator
Grant Willis stated in a news release that SEA Aquarium not only offers a stunning
display of habitats, but also education and conservation programs in which families and
guests can participate. (RWS Sentosa Press Release 2012)
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The Marine Life Park is one of the two mega-attractions in Resort World Sentosa (RWS)
Singapore, which compromises the S.E.A Aquarium and the Adventure Cove Waterpark.
RWS is located on Sentosa Island, off the southern coast of Singapore. It is only 10
minutes away from Singapore’s Central Business District, and is easily accessible via
busses, MRT rail system, taxis and cars.
RWS is wholly owned by Singapore Genting Group. It was named as the Best Integrated
Resort in 2011, 2012 and 2013 at the TTG Travel Awards, which recognizes AsiaPacific’s best travel industry.
Mission Statement
The SEA Aquarium Sentosa combines education, entertainment and action inspiring
customers to do their part and protect the natural treasures of the blue planet. The SEA
Aquarium’s mission is primarily focused on the environment, promoting the importance
of protecting the blue planet through its initiative exhibits and educational programs. Its
purpose is to put Singapore on the global map for Marine Education, Conservation and
Research.
Vision Statement
The vision of the Sea Aquarium is to be responsible leaders in the care and exhibition of
animals by educating, inspiring and empowering people to become catalysts of positive
change for marine and nature conservation.
MARKETING STRATEGIES
Marketing is about understanding human social needs and wants. However, marketing
also build relationship between a product and end use. (Kotler 2006, 44) Marketing
strategies generally include market positioning and targeting, promotions and
distribution, production differentiation and pricing strategy for market share growth. The
strategies mainly focus on competitive advantage, consumer needs and wants, creativity
and flexibility. It is grouped as customer oriented marketing strategy and competitors
oriented marketing strategy. (Selvarasu A. and Sankaran A., 2011)
MARKET POSITIONING AND TARGETING
Positioning
Positioning is an important strategy that an organization might utilize to create and
sustain competitive advantage. (Palmer 2001:177) Once a business has identified its
target market, its next step is to position its business in the market. The main purpose of
positioning is to identify the basis on which the company wants to challenge and point of
view its services.
SEA Aquarium’s competitive edge is its positioning as a recreational place for families.
There are many positioning criteria which products or services can be positioned. SEA
Aquarium itself adopts positioning strategy by specific product or service attributes and
needs. Adding to its advantage on location, which is in the heart of the city and near the
prime business district, SEA Aquarium benefits from its product or service attributes,
which are specified of marine life. This adopted strategy offers the company product
characteristics and uniqueness and more importantly it differs them from other attraction
TMC Academic Journal, 2015, 10(1): 54 - 60
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or recreational places. Moreover, it’s the only recreational aquarium in Singapore, which
gives the company more chance to focus on other areas that will help them to sustain
their business in the market. Facilities and programs offered by SEA Aquarium are also
appropriate to entertain any age groups, from children to adults.
Targeting
Targeting is very important for business in marketing sector. The principles of target
marketing are to identify the major market segments, target one or more of these
segments, and tailor the marketing effort towards each particular segment (Wright &
Esslemont, 1994)
It is more efficient to target a specific target market rather than to offer a standard
marketing strategy to everyone. For a huge and known attraction company such as SEA
Aquarium, market segmentation is essential due to the possibility of large scale of
guests. Segmentation can be done by segmenting market in terms of demographic.
Deciding factors when selecting the right demographic can be age, gender and income.
SEA Aquarium target markets are possibly locals and foreign visitors. As a part of RWS,
which is known as a family resort destination, families are therefore its possible targets.
However, there’s a distinguished different between target audience and target market.
Most of SEA Aquarium’s attraction and programs, such as Ocean Dreams, Junior
Marine Explorer, Colors of the SEAA Tour and Aquarist for A Day, require and consider
4 to 12 years old as children and 13 years and above as adult. Therefore, we consider 412 years old children can be part of the target audience and 13 years and above as the
target market, which the company should deliver the marketing strategy.
Emerging overseas tourists, particularly from the neighbor countries such as Indonesia &
Malaysia, it therefore leaves a large target market that will lead the company to increase
in visitors.
Moreover, in a release, RWS launched a loyalty program to drive repeat visitors among
local residents, called RWS INVITES. Therefore, we can conclude that the main target
markets of SEA Aquarium are 13 years and above locals or foreign tourists who possibly
have children and the chosen markets are tourist families from Indonesia and Malaysia.
MARKET PROMOTION AND DISTRIBUTION
Promotion
Promotion is consider one of the most powerful elements in the marketing mix. Sales
promotion activities consist of publicity, public relations, exhibition and demonstrations
etc. (Culliton, 1948). The main activities promotion intended to attract more visitors.
Advertising and publicity are powerful elements of promotion strategy. Both are used to
create and deliver essential messages to its target market. Other marketing promotion
and communication strategy are personal selling, sales promotion, direct marketing and
with the help of emerging social medias.
Promotions usually will inspire an interest in purchasing a product or service by
customers, meanwhile the company uses promotion to persuade people. (Ogeniy 2009,
368) SEA Aquarium adopts several promotion strategies as an approach to reach
international and local visitors. There are five major components of promotion used by
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SEA Aquarium: advertising, sale promotion, publicity, public relation and personal
selling.
SEA Aquarium used advertising strategy, which is non-personal communication that can
be done through television, radio, newspaper, magazines or social media platforms.
Advertising is basically passing information to future customers for recognition. Beside
that RWS own website is also one of essential tool for advertising.
Sales promotions are also being used to promote their recent attraction or programs.
The most common form of sales promotion is promotion prices and packages. One of
the most recent sales promotions is the RWS INVITES. It allows local residents to pay
once a year in advance for a membership to enter some of the selected RWS attraction,
including SEA Aquarium itself.
Public relation is another effective method used by SEA Aquarium. The information
spread through media generates news coverage. For instance, they distribute
newsletters, annual reports or recent activities updates. One of the most successful tool
is through their website and RWS blogs, which allow visitors to write their experience in
SEA Aquarium and RWS. This promotion strategy is regarded as social interaction
between individuals related to the company. This interaction may impact customer
service given by SEA Aquarium. For instance, a visitor who wrote in the blog can
suggest or recommend ideas for SEA Aquarium to improve their service.
Distribution Channel
Distribution Channel or known as product placement strategy shows how the products or
services getting to final customers. Distribution has a huge effect on the profitability
therefore a firm should have excellent supply chain and logistics management plan for
distribution. (Singh, 2012)
SEA Aquarium adopts two different distribution channels: direct distribution and website.
Direct distribution occurs at the venue’s tickets booth and RWS website where
customers can make requests or book the tickets online. Distribution strategy also very
important in marketing, besides online booking SEA Aquarium also work together with
third party for instant, we can buy entrance ticket at Agency. However, despite of these
many benefits and the area of sales promotion still need an improvement. SEA
Aquarium should enlarge their promotion and product strategy. Promoting in many other
countries and adding more programs into SEA Aquarium may help them to gain more
customers. They can take advantage of advertising platforms such as newspaper, recent
and trendiest social media and if possible they may gain attention by advertising on local
television or radio stations.
MARKET PACKAGING AND PRICING STRATEGY
Packaging
Product strategy is often connected to pricing strategy. It represents how a company can
decide what product or service lines they should offer in the market. As for SEA
Aquarium, they offer products or services for entertainment and education purposes.
Marine animals are their main valuable assets, while educational programs and other
services offered, which are related to these animals are their products.
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SEA Aquarium does not offer any accurate product to its visitors. SEA Aquarium
combines education, entertainment and action to inspire their guests. Most of the
programs offered are often related to marine education, information of each animal
species they have or educational programs.
A brand name is very important to protection a product; it build up the product or
services to be accepted in the market with the brand name. Likewise the brand name is
symbolized by sign, symbol or design. (Williams, 2010) Brand name is important for
product or service recognition of a company. SEA Aquarium’s symbol is fish, which
represents their main attraction.
Pricing
Price is among the four P`s of marketing mix that have to be considered before making
the decision of purchasing the product or services in the market. (John 2007, 35) Pricing
strategies consider the customers’ interest or changes in the market demand. Daily
admissions to SEA Aquarium are priced at $38 for adults (13 years old and above), $28
for children (4-12 years old) and senior (60 years old & above). The ticket price to enter
SEA Aquarium is considered expensive compared to the first time they open at 2012;
there was a rise by $9.
There are many different pricing strategies that can be adopted by firms. SEA Aquarium
adopts the traditional pricing strategy, which they define the sales price based on the
production costs. As they do not offer any concrete products or services and the high
cost of maintenance for the aquarium, including water, more than 100,000 marine
animals and other additional services required and essential for the aquarium running.
However, SEA Aquarium also offers educational programs, such as Ocean Dreams
($158+), Junior Marine Explorer ($140+) and VIP Guided Tour ($88+). They adopt
seasonal pricing strategy for these programs, which is regarded as price that can
change depending on the period or situation. The depending factors can be special
events or festivals and celebration. Currently, they are also having sales promotion,
which combines SEA Aquarium and Adventure Cover Waterpark at $25 (U.P. $38/ $36).
RECOMMENDATION AND SUGGESTION
As part of one of two integrated in Singapore, Resort World Sentosa, SEA Aquarium has
so many competitive edges. It’s located in the heart of the city Singapore and just 10minutes away from the city’s business district. In addition, SEA Aquarium is positioned
and surrounded by other popular attractions such as Universal Studio, Trick Museum
and 5-star hotels. And its popularity as the only aquarium entitled as one of the largest
aquarium in the world makes it easier for the company to attract visitors, either local or
international.
I also recommend SEA Aquarium to add more educational programs and organize them
in more exciting way. Teens are the largest possible target market for the company and
thus the marketing team should find thrilling ideas that match with newest trend and
arrange events or programs to attract them. They should notify general public about any
events that will be occurred in SEA Aquarium.
SEA Aquarium should also add more fascinating, unique and attractive animals. If
possible, they should find a way to attract world television station attention such BBC,
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National Geographic, Animal Planet and many others. This may lead them to attract
more visitors from other countries. As for the pricing strategy, SEA Aquarium should
reduce the price for the programs. Other alternative is they may need to work hard to
make the programs as exciting and memorable for the visitors so they can be satisfied
and thus spread positive comments about the program. This also may help the company
to attract more visitors. Even with expensive prices, if the programs are really good, not
boring and memorable, many visitors may be attracted to join the program. While the
daily admission ticket price depends on the production cost, SEA Aquarium should find a
way to reduce the maintenance cost.
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