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ABSTRACT

Economic Interdependence of Korea, China and Japan and
Value-Added-Export Insurance Ratios Revealed in Trade

SHIN, Dong Cheon * LEE, Hyeok - KIM, Yong Kyun

This paper consists of two parts using a multi-regional input-output model
with the World Input-Output Database(WIOD). The first part is concerned with
the economic interdependence of three countries-Korea, China and
Japan-revealed in international trade. The spatial forward and backward
linkage effects are computed to measure the interdependence between three
countries. The result shows that Korea is disadvantageously related with the
other two countries. The second part tells us about the change in
value-added-export insurance ratios embodied in Korea's exports to Japan and
China during the period of 2006~2011. It finds a peculiar behavior of value
added-export insurance ratios in Korea's exports to Japan.

Keywords: Economic Interdependence, Input-Output Model, Value-Added,
Export Insurance.
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ABSTRACT

An Analysis on Impacts of Trade Insurance Support to
Export Expansion in Korea

Kim, Jungryol

This paper investigates the impacts of Trade Insurance support to Export
expansion in Korea. | have used the variables which could affect exports for
the analysis, such as Trade Insurance, World Industrial Production, Exchange
Rate Volatility, the Export Price to the Consumer Price and focused on exploring
relationship between Exports and Trade Insurance empirically. | have employed
the Ordinary Least Square(OLS) method and Vector Error Correction
Model(VECM) for the analysis.

Empirical results of OLS show that Trade Insurance and World Industrial
Production are positively and significantly related to Export. And According to
results of VECM(Vector Error Correction Model), impulse response function,
and variance decomposition of forecast error, Trade Insurance contributes to
increase Export. And World Industrial Production and the Export Price to the
Consumer Price are positively related with Export while Exchange Rate
Volatility is negatively related with Export.

The results implies that the policy for increasing Trade Insurance Supply and
decreasing the Exchange Rate Volatility will increase Export and could be a
major policy tool to increase exports of small and medium enterprises and help
stabilize our economy.

Keywords : Trade Insurance Support, Export Expansion, VECM, Impulse
Response, Variance Decomposition of Forecast Error
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ABSTRACT

A Study on the Introduction of Trade Insurance for
Export Market in Myanmar Focusing on Trade Insurance
of Korea Trade Insurance Corporation(KSURE)

Thunt Htut Oo - Jung, Sung—Hoon

The purpose of this paper is to explore risks in Myanmar Export Market and
recommend the Trade Insurance of KSURE for Myanmar where the expand of
export market into international is very important to foster its economy growth.
Rice, beans and pulse and Jade Industry were mainly examined and the results
are as follows: First most risks in Export Market do not derive from external
but internal due to the lack of production facilities, technology, and government
supports. In order to promote them with Trade Insurance, pre-shipment Export
Credit Guarantee (Raw Materials), post-shipment export credit guarantee,
Export Credit Insurance (Equipment), Agro-fisheries Export Insurance, Market
Survey Insurance( Overseas Marketing Insurance), and Foreign Exchange Risk
Insurance are recommended.

Keywords : Trade Insurance, Export Credit Insurance, Risks in Export Market,
Myanmar Trade Insurance
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ABSTRACT

A Study on Cost to Prevent a Covered Loss and Notice of

Immunity in Overland Transport Insurance
-Focused on Comparative Study with German Discussions-

Choi, Byeong—Gyu

In modern economic society, distribution is very important. The consumer
wants quick transportation and delivery. For the fulfillment of this needs
transport should perform its role. But in the process of transportation there are
several risks. To cover these risks we need insurance. Transport insurance is
non-life insurance that covers the loss arising from transportation. In Korean
commercial code there are only 5 paragraphs for the transport insurance. In
comparison to Korean law German insurance contract law(VVG) has detailed
regulations for the transport insurance. § 680 Korean commercial code says that
the insurer should pay all the costs arising from the fulfillment of the duty of
damage prevention. But § 141 German insurance contract law allows that the
insurer can do notice of immunity after one week from the occurrence of accident.
Then the insurer can avoid the burden of additional costs of loss prevention. We
should accept such a regulation. This is also from § 663 Korean commercial code
not prohibited. § 663 allows exception for company-insurance contractors. \When
we think about the importance of the distribution, transport system and the
transport insurance are also of great essence. We should establish very rational
systems of physical distribution. For the risk cover, we should habe the detailed
regulations for the transport insurance. We can by the way consider foreign law
system. Especially the German insurance law that is recognized internationally
can give us great suggestions. The insurance contractors in transport insurance
are almost big companies. Therefore it is justified that the insurer can notice
immunity after one or two weeks from the accident occurrence. We should habe
such a regulation in Korean commercial code.

Keywords: transport insurance, duty of damage prevention, warehouse-to-
warehouse clause, insurable interest, immunity in case of intentional
act and gross negligence
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Discussion of Certification Marks to Relieve
Consumer Distrust for Parallel Imports

Kim, Jaisik* - Kim, Soyean*x*

I. Introduction

. Background of Parallel Importation and Certification Marks
IIl. Overview of Customs Certification Marks for Parallel Imports
IV. Discussion on Customs Certification Marks

V. Conclusion

ABSTRACT

This paper reviews the background of parallel importation and investigates
the system of Korean customs certification mark for parallel imports affecting
parallel marketing activities to provide a practical framework for marketing
managers. Further, it discusses the system's limitations and offers suggestions
for improvement.

In order to make consumers feel confident in purchasing parallel imported
goods, the Korean government implemented the custom certification mark
system to attach the QR code sticker to such goods. This QR code, as a
certification mark, proves that the goods were properly customs cleared.
However, the average inspection rate is not so high for imported goods
declared at Korean customs, making it difficult to detect all the counterfeits.
Thus, consumer should be aware of limits that the certification mark is not a
perfect guarantee of genuineness of parallel imported goods.

Keywords: Parallel import, Certification marks, Customs clearance, QR code,
Consumer distrust

* First Author: Professor, Department of International Trade, Seowon University. E-Mail: jaisik@seowon.ac.kr
** Corresponding Author: Assistant Professor, Department of International studies, Kyung Hee University,
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I. INTRODUCTION

In 1995, parallel importation was legalized in Korea to spur competition in the
imported goods market between parallel importers and official or exclusive importers.
In order to have Korean consumers enjoy wider product items with lower prices for
imported goods, the Korean government has encouraged parallel importation. Parallel
importation is allowed for 3,460 trademarks, representing about 90% of the 3,824
trademarks declared at customs pursuant to the intellectual property protection articles
in the Korean Customs Act. Based on data from the Korea Customs Service (KCS), the
total volume of parallel importation is estimated at about US$1.96 billion per year.

However, several obstacles remain to be addressed before the parallel import market
can become fully functional, the most serious of which is consumers’ uncertainty
regarding parallel imports. The prevalence of “counterfeits”) in the market makes
consumers anxious about purchasing low-quality counterfeit goods (so-called “fakes”) at
unreasonably high prices. Consumers’ anxieties about purchasing parallel imports have
led to distrust; most importantly, the lack of accurate information about the imports
makes it difficult to verify their authenticity. A significant information gap about the
authenticity of parallel imports currently separates consumers from sellers.

The risk of false marks and labeling in the parallel market increases consumers’ risk
of purchasing low quality products at high prices. This risk will shrink the market,
inflicting losses on both consumers and businesses. To prevent this, honest distributors
need to convince consumers that they deal in “normal” parallel imports and purchase
authentic goods from overseas. Until 2012, businesses lacked the means of delivering
this message.

The Korea Chamber of Commerce asked whether it was necessary to provide
certification of authenticity during the purchase of parallel goods, to which most
respondents (96.0%) replied positively.2) In 2012, the KCS introduced the Quick

1) ‘Counterfeits’ refer to goods identical or similar to the class of goods with registered trademarks
that carry forged, imitated, or falsified identical trademarks, without the permission of persons
who have the right to domestic or foreign trademark (See Article 1-2 of the Regulation on
Export-Import Administration for the Protection of Intellectual Property Rights announced by the
Korea Customs Service.).
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Response (QR) code as a “Custom Certification Mark for Parallel Imports” to indicate
that the goods were legally cleared from customs. This system aimed to create a sound
market environment for parallel imports through the exchange of information on customs
clearance between parallel importers and consumers.

The new system presents an important issue for marketing researchers because it
might deeply affect the way consumers purchase parallel imported goods. Much research
has examined the legal issues surrounding parallel imports, but studies from the
consumers’ perspective are few. This research examined the background of parallel
importation, reviewed the system of Korean customs certification mark for parallel
imports affecting parallel marketing activities to provide a practical framework for
marketing managers, and discussed the system’s limitations, and suggestions for
improvement. For this study, we analyzed secondary sources such as relevant literature
and regulations, observed stores dealing in parallel imports, and conducted informal

interviews with professionals.

II. BACKGROUND OF PARALLEL IMPORTATION
AND CERTIFICATION MARKS

1. Parallel Importation and the Parallel Market

Gray marketing involves the selling of trademarked goods through distribution
channels not authorized by the trademark holders.) For gray marketing across markets,

such as internationally, the term used most often is “parallel importing”.9) In parallel

2) Kim, D. Y., “Among consumers, 68% bought counterfeits with knowing the fact,” Money Today,
December 29, 2011.

3) Duhan, D. F. & Sheffert, M. J.,, “Gray markets and the legal status of parallel importing,”
Journal of Marketing, 52(3), 1988, pp.75-83.

4) Eagle, L., Kitchen, P. J., Rose, L, & Moyle, B., "Brand equity and brand vulnerability: the
impact of gray marketing/parallel importing on brand equity and values,” European Journal of
Marketing, 37(10), 2003, p.1332-1349.
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importing, a third party imports the “genuine goods™) via alternative distribution
channels without the consent of the exclusive importer who is importing the foreign
goods.® More broadly, parallel importation is the import of genuine goods through
different distribution channels, such as overseas markets or third countries, by importers
other than the domestic businesses who have the right to monopoly sale in order to sell
them at lower prices.”)

The terms “parallel market” and “grey market” are used for commodity sales through
distribution channels which, while legal, are unofficial, unauthorized, or unintended by
the original manufacturer to distinguish this market from markets for general
transactions.8) Thus, a parallel market, though legitimate, is any market where trades are
made without the right to distribute goods granted by the original manufacturer and
through unofficial distribution channels not intended to be used by the original
manufacturer.9)

Though parallel importation would seem to reduce the earnings of trademark rights
owners, it is not clear whether parallel imports are always detrimental to intellectual
property rights!®) owners. Some researchers!!D) argued that parallel importation can erode
brand image, cause channel conflicts and disrupt global marketing efforts. In addition,
parallel imports weaken profits of trademark right owners and affect brand equity and
values negatively.12) On the other hand, Anderson and Ginsburg!3) insisted that parallel

5) "Genuine goods” refer to goods with trademarks affixed and distributed by a person legally
authorized to use such labels ( See Article 2 (1) of the Regulation of the Types of Unfair
Trade Practices in Regards to Parallel Importation, No. 2012-17 (Revised August 20, 2012)
announced by Korea Fair Trade Commission.)

6) See Article 2 (3) of the Regulation of the Types of Unfair Trade Practices in Regards to Parallel
Importation, No. of the Types of Unfair Trade Practices in Regards to Parallel Importation, No.
2012-17(Revised August 20, 2012) announced by Korea Fair Trade Commission.

7) MOSF, "Improvement plans for the importing structure of monopolistic or oligopolistic consuming
goods - focus on parallel importation and foreign direct purchasing.” The Press Release by the
Ministry of Strategy and Finance, April 9, 2014.

8) Sandler, G. L. "Gray market goods: the controversy will continue,” Brook J. Int’l L, 13, 1987,
p-267.

9) Duhan, D. F. & Sheffert, M. J., op.cit, pp.75-83.

10) Lee, S. Y. & Lee, J. H, "A study on the export insurance application for intellectual property
rights damage under international trade,” Journal of International Tiade and Insurance, 11(1),
2010, pp.39-58.

11) Clarke III, I. & Owens, M., “Trademark rights in gray markets,” Infernational Marketing Review,
17(3), 2000, pp.272-286.

12) Eagle, L., Kitchen, P. J., Rose, L., & Moyle, B., op.cit, p.1332-1349.
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imports could increase the profits of exclusive authorized distributors. Therefore,

researchers’ opinions do not reach a consensus on the impact of parallel imports.

2. Regulations on Parallel Importation

The government of Korea included a trademark rights protection provision in article
235 of the Customs Act in 1994, after joining the Agreement on Trade-Related Aspects
of Intellectual Property Rights (TRIPs) in 1993. Based on this provision, the KCS
enacted the Official Announcements of the Export/Import Administration for the
Protection of Intellectual Property Rights in January 1994 aimed at restricting the
imports of those without trademark rights. Due to this regulation, Korean customs
suspended the clearance of imported Levis blue jeans in April 1995. In November 1995,
after heated discussions on this case of parallel importing permission, a provision
allowing parallel importation was prepared by revising the Official Announcements of
the KCS. Thus, permission for parallel importation was given not by legislation of the
National Congress but through the Announcement!¥) of the KCS, a kind of
administrative regulation.

Since 1998, the Korea Fair Trade Commission (KFTC) has considered the
undermining of parallel importing as an unfair trade practice deserving of punitive
measures. According to the KFTC Announcement,!5) any unreasonable obstruction of
parallel importation is a violation of fair trade. Therefore, parallel importers who sell
legitimate parallel imports in a local market and who do not violate trademark rights
should not be unduly disturbed by the exclusive importers of genuine goods or the
sellers thereof; those of the latter group who block parallel importing unfairly are subject

to regulations aimed at preventing unfair trade practices.16)

13) Anderson, S. P. & Ginsburgh, V. A., "International pricing with costly consumer arbitrage,”
Review of International Economics, 7(1), 1999, pp.126-139.

14) See "The Regulation on Export-Import Administration for the Protection of Intellectual Property
Rights” announced by the Korea Customs Service (No. 95-943, November 3, 1995)

15) See “The Regulation of the Types of Unfair Trade Practices in Regards to Parallel Importation”
(No. 98-18, December 31, 1998) announced by Korea Fair Trade Commission.

16) See Article 4 (2) of the Regulation of the Types of Unfair Trade Practices in Regards to
Parallel Importation (No. 2012-17, Revised August 20, 2012) announced by Korea Fair Trade
Commission.
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3. Korean Market Relevant to Parallel Importing

To spur competition in the imported goods market, the Korean government has been
lowering entry barriers to parallel importing. However, alternative importation methods
such as parallel importing or overseas direct purchasing account for only less than 5%
of the total value of imported consumer goods.

As most of Korea’s import goods market is run oligopolistically by official and
exclusive distributors, the ratio of major consumer goods’ import prices to their retail
prices could be easily widened by as much as two to five times. In addition, consumer
prices in Korea are usually 10 to 40% higher than those in other countries. For instance,
a foreign baby stroller brand sells in Korea at unusually higher prices than in other
countries due to the monopolistic nature of Korea’s distribution channels.!?) Data
released by the KCS indicate that baby strollers are sold for prices close to 3.6 times
higher than their import prices and that lipsticks are sold for prices 9.18 times higher,
on average, than their import prices, a situation produced by the limited competition in
Korea’s import market, which is caused in turn by the lack of diversification among

Korea’s import channels.!8)

<Table 1> Price Comparison between Exclusive Imports and Parallel Imports

Categories Exclusive Imports | Parallel Imports | Ratio
Clothes (P Company) Us$ 103 Us$79 33% 1
Shoes (N Company) Us$219 Us$129 41%

Cosmetics (S Company) US$155 UsS$132 16% |
Bags (L Company) US$2,110 US$2,000 5%

Resource: KCS (2012)

Parallel imports create competition between authorized and parallel distributors over the

same brand, thereby reducing prices. A KCS survey (see <table 1>) found parallel imports

17) MOSF 2014. “Improvement plans for the importing structure of monopolistic or oligopolistic
consuming goods focus on parallel importation and foreign direct purchasing,” The Press
Release by the Ministry of Strategy and Finance, April 9.

18) Yoon, J. Y. “Imported consumer goods to get cheaper,” 7he Korea Times, April 09, 2014.
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to be cheaper by 5% (L Company’s handbags) to 41% (N Company’s shoes) than genuine
branded imports offered by official and exclusive distributors. These price differences
have been attributed to differences among national economic capacities, places of origin,
supply and demand, and foreign exchange rates, even for the same product.!9) A Korea
Consumer Agency survey found that the official import prices of golf equipment had
fallen by an average of 31.7% since parallel importation was permitted.20)

4. Motives of Introducing the Certification Marks

Information plays a decisive role in consumers’ ability to make purchase decisions.
Consumers’ access to product information depends largely on the amount of information
made available by producers and sellers. Sellers usually have a great deal of information
about the quality of their products, about which consumers are often unsure.

The availability of product information plays a key role in consumers’ capacity to make
rational purchase decisions. While parallel importers possess sufficient information about
their products, consumers lack the information they need to verify whether the parallel
imports are genuine or counterfeit. An information asymmetry thus exists between the two
parties, which may be a major cause of consumers’ perception of risk.2D

Consumers’ perception of parallel imported product, perception of beneficial and
image properties, more so than perception of physical properties, influences purchase
intention.22) The consumers’ risk perception is the level of uncertainty felt about the
outcome of a purchase decision, especially for expensive goods such as automobiles or
high-tech products such as computers. Consumers try to reduce their anxieties by
collecting information on prospective purchases. Purchasing a new good or service
always requires confronting uncertainties about it. This phenomenon, generally known as

consumer-perceived risk, is classified into six types: functional risk, social risk, financial

19) KCS, "The implementation of the new system: customs certification marks for parallel imports,”
The Press Release of the KCS, May 20, 2012.

20) Won, H. I, "Market survey reports of the parallel imported cosmetics and consumer’s perception
for them,” Reports by Korea Consumer Institute, 2009, pp.121-121.

21) Kim, J. S., “Lessening programs for the information asymmetries and perceived risks of parallel
imports,” Journal of International Trade and Insurance, 13(2), 2012, pp.47-67.

22) Ang S. H.,, "The influence of physical, beneficial and image properties on responses to parallel
imports,” International Marketing Review, 17(6), 2000, pp.509-524.
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risk, physical risk, time risk, and psychological risk.

Since permitting parallel importation through the 1995 KCS Announcements, the
Korean government has promoted it in many ways. However, parallel importation has not
measurably grown due to the perceived risks of purchasing parallel-imported products.23)
Parallel imports have increased, but counterfeits have appeared within the same
distribution channels used by parallel imports, representing the greatest obstacle to the
expansion of the parallel imports market. The prevalence of counterfeit goods, especially
luxury goods, within the parallel imports market has made consumers skeptical about it.

Kim24) suggests that convincing consumers that parallel products are genuine is the key
to promoting parallel importation and that attaching customs certification marks on
parallel imports is a necessary way of guaranteeing authenticity and enabling consumers
to have confidence in distributors. The Korea Consumer Agency studied parallel-imported
cosmetics and proposed the introduction of customs certification marks for parallel

imports in order to fulfill the rights of consumers to know.25)

5. Certification as a Signaling Device

As consumers are often not convinced of the authenticity or quality of parallel-imported
goods even after purchasing and using them, parallel-imported products might be considered
a kind of credence goods.26) Building a well-functioning market for credence goods requires
that distributors have either a good reputation or some complementary means of boosting
consumer confidence. For instance, quality certification by third parties could serve as an
alternative to product information and may address consumers’ lack of confidence.

Lacking clear evidence, consumers tend to believe that parallel imports are either
inferior to the goods imported by authorized distributors or possibly counterfeit.
Accordingly, encouraging the parallel imports market requires that information asymmetry
be resolved by offering official third-party certification to authenticate that parallel

23) Kim, J. S., op.cit., pp.47-67.

24) Kim, J. Y., Regulations and current situation of parallel importation, Seoul: Trade Related IPR
Protection Association, 2011.

25) Won, H. L, op.cit., pp.121-121.

26) “Credence goods” refer to goods whose qualities are difficult to assess even after purchase and
use or consumption (See M R Darby & E Karni, “Free competition and the optimal amount of
fraud,” Journal of Law and Economics, 16(1), 1973, pp.67-88.).
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imports have at least been duly cleared through customs.2”) Certification can solve much
of the information asymmetry between consumers and distributors by attaching
certification marks on products.28) Certification refers to the assessment and approval
made by a certification institution in accordance with its own certification standards.
Employing a certification system for product quality can increase the absolute amount of
information available to consumers and thus reduce consumers’ searching costs.

The term certification is frequently used in connection with product quality. The most
common certification type is the certification mark used to indicate the quality of a
commodity.29) Quality certification marks are affixed on products to indicate a quality
guarantee; they are a very efficient information delivery medium and facilitate consumer
product choices.

The government introduced customs certification marks for parallel imports to
encourage parallel importing. This mark may serve as a useful signaling device for
consumers given the information asymmetry existing between them and the sellers.
Customs certification marks provide accurate customs clearance information on
parallel-imported goods and thus correct the distorted reality by which parallel imports

distributed legitimately are mistaken for counterfeits.

[II. OVERVIEW OF CERTIFICATION MARKS FOR
PARALLEL IMPORTS

1. Introducing Customs Certification Marks

Though the government allowed parallel importing in 1995, it still accounts for only
3.3% of Korea’s total imports of consumer goods30) due to consumers’ concerns over

counterfeits and difficulties in obtaining post-sales service.3D) If this consumer distrust

27) Kim, J. S., op.cit., pp.47-67.

28) Jang, H. M., "Measures to improve the effectiveness of certification marks for industrial products,”
Research Report No. 2-247(Korea Consumer Agency), 2006.

29) Kim, J. S., op.cit., pp.47-67.

30) Yoon, J. Y. “Imported consumer goods to get cheaper,” 7The Korea Times, April 09, 2014.
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persists, the parallel market cannot be expected to develop healthily.

The KCS implemented the customs certification mark system. Studies32) on certification
systems have suggested that governments should intervene to some extent during their
early phases. The government must establish clear standards and enforce punitive measures
against violators.33) The KCS therefore launched a pilot implementation of a customs
certification system for parallel imports in May 2012 in order to eliminate consumers’
doubts about the source and genuineness of parallel imports.3¥) The KCS officially
launched the system in August 2012.

The legal framework of the certification system for parallel imported goods is article
228 of the Customs Act, according to which the chief of a customs office can order
a customs mark to be attached to imported goods whenever deemed necessary to protect
custom duties; the article’s enforcement decree provides that a customs mark can be
attached to goods designated by the commissioner of the KCS to distinguish them from
illegally imported goods.

The customs certification mark is an official third-party confirmation that parallel
imports have passed through customs before reaching the market. Through the Customs
Certification Mark for Parallel Imports in the form of a Quick Response (QR) code (see
<figures 1>) on parallel imports that have passed through customs, the new system aims
to relieve consumer distrust about the genuineness of parallel imports. This system
allows consumer, by checking the QR code with their smart-phones, to identify the name
of importer, brands, date of import declaration, and customs name of clearance, thereby
confirming that the products have been imported through legitimate channels.

The KCS prepared official guidelines3> for applying customs certification marks to
parallel imports designed to assist all the parties interested in parallel importation, such
as supervisory authorities, execution institutions and organizations, parallel importers,

purchasers, and consumers.

31) Eagle, L., Kitchen, P. J., Rose, L., & Moyle, B., op.cit., p.1332-1349.

32) Caswell, J., "How labeling of safety and process attributes affects markets for food,” Agricultural
and Resource Econonics Review; 27(2), 1998, pp.151-158.

33) McCluskey, J., “A game theoretic approach to organic foods: An analysis of asymmetric information
and policy,” Agricultural and Resource Economics Review; 29(1), 2000, pp.1-9.

34) KCS, op.cit., 2012.

35) See "The Guideline on the Operation of Customs Certification Marks for Parallel Imports” (Department
of Specific Customs Clearance, document No. 1811, May 14, 2012 and Revision No. 1279, April 14,
2014).
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2. Product Selection Criteria for the Mark

According to the official guideline of the KCS, products on which a customs
certification mark can be attached include 1) trademarks that are reported to a customs
office for rights protection in accordance with ’The Regulation on Export/Import
Administration for the Protection of Intellectual Property Rights of the KCS’ or 2)
parallel imports that the KCS commissioner approved for possible parallel trade, that
were registered with the Korean Intellectual Property Office (KIPO), and on which
importers wish to attach the mark. Formerly, customs certification marks were granted

to trademarks declared to the customs office by the trademark owner for the protection
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of trademark rights after the KSC had verified whether the trademark could be imported
through parallel importation. However, this system was improved in March 2013; now,
any product with a trademark registered with the KIPO, even if not reported to a
customs office for rights protection, may be granted the customs certification mark after

it has been confirmed that the item can be imported through parallel importation.

3. Company Selection Criteria for the Mark

Initially, customs certification marks were granted only to parallel importers. From
March 2013, however, distributors of parallel imports have also been considered eligible
for customs certification marks. Companies can attach the customs certification mark on
their parallel imports if they are either parallel importers or distributors of parallel
imports. Thus, both distributors of parallel imports and the importers themselves can
apply to the KCS commissioner for designation as a company eligible to attach customs
clearance certification marks to their goods. To be considered eligible for a customs
certification mark, a candidate 1) shall not have violated the Customs Act and
Trademark Act in connection with exports and imports over the last two years, 2) shall
have at least one recorded custom clearance for a parallel import every six months for
the past year, and 3) shall have no record of duty arrears.

Parallel importers wishing to be designated as customs certification mark-carrying
businesses must submit an Application for Designation as a Customs Certification Mark
Attachment Company and a Letter of Commitment to the KCS commissioner. However,
parallel importers who resell to distributors and wish to become a customs certification
mark-carrying business but fail to meet the second requirement can be exempted from
it by submitting 1) documents relating to overseas suppliers (sellers) and domestic sales
records, 2) their supply contract with distributors, and 3) an insurance policy (over US$
20,000) guaranteeing that they will not sell counterfeits. The KCS commissioner notifies
the applicants of the designation results and issues a Confirmation of Customs
Certification Marks Attachment Companies. The designation is valid for two years and
is automatically renewed unless there are reasons to withdraw it.

Meanwhile, distributors wishing to attach the customs certification mark to parallel

imports they receive from importers on their behalf must submit the required documents
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to the KCS commissioner. As the range of customs -certification mark-carrying
businesses now includes distributors, large retailers such as home shopping companies
and online shopping malls can now attach the certification mark to parallel imports.
Consequently, small and medium-sized companies previously ineligible for customs
certification through lack of managerial capacity can now attach the customs certification

mark via their distributors.

4. Procedures for Attaching the Mark

Customs certification mark-carrying companies must apply to the mark-issuing
institution for production and delivery of the customs mark for parallel imports no later
than 30 days from the goods’ import declaration date.

The mark-issuing institution compares the Parallel Imports Customs Certification
Mark-carrying Company Confirmation to the Customs Import Permit to verify
consistency in company name, trademark, items, and place of attachment between the
two documents. Then, the issuing institution makes the customs certification marks and
delivers them within seven business days from the date of receipt of the Application for
Parallel Imports Customs Mark Production and Delivery. The authority to issue customs
certification marks resides with the KCS commissioner; however, a separate
mark-issuing institution may be delegated for efficiency’s sake. In fact, the Trade-related
IPR Protection Association (TIPA) is currently issuing customs certification marks on
behalf of the commissioner.

Customs certification mark-carrying companies must attach the certification marks on
the main body of the goods or on the cover of warranties locations conspicuous to
consumers. Mark-carrying companies must attach the marks at a place requested at the
time of application prior to sale and after the acceptance of the import declaration.
However, customs certification marks can be attached to bonded areas before the
acceptance of the import declaration, depending on the characteristics of the goods, at
the request of the companies or if the KCS commissioner decides. Mark-carrying
companies should report the results to the mark-issuing institution after the marks have
been attached.
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5. Records on the Mark

In response to parallel import businesses’ request that more companies, items, and
trademarks be eligible for the customs mark, the KCS began to expand customs
certification mark eligibility for parallel imports in March 2013. Despite this effort, from
August 2012 to March 2013, only 510,000 QR stickers, representing 236 trademarks,
used the customs certification marks, half of what had been expected.3®) Hence, in April
2014, the government revised the guidelines for customs certification marks for parallel

imports to help reduce the prices of consumer goods.

<Table 2> Records on the Customs Certification Marks

. . [ssuing Numbers
Categories | Companies | Trademarks [tems of Marks
Record 298 275 35 1,177,281

Resource: KCS (2014)

As a result, as shown in <table 2>, 1.18 million customs clearance certification marks
(representing 275 trademarks) for parallel-imports goods were issued during the two
years from the inception of the system until the end of June 2014, most notably on items
such as clothes and handbags.3?) Consumer-perceived risk relating to parallel imports
was found to be higher for online shopping than for well-known offline distribution
channels. To solve this problem, Shinsegae (SSG.com), a leading online shopping mall
company, introduced the QR code. Sales of products with a QR code grew from
November 2013 to May 2014 by 524% over the same period the previous year, while
cancellations and returns were reduced by 20%.38)

Even after the certification mark implemented, some dishonest companies have

distributed fake goods to some online shopping channels, pretending that they are

36) MOSF, "Improvement plans for the importing structure of monopolistic or oligopolistic consuming
goods focus on parallel importation and foreign direct purchasing,” The Press Release by the
Ministry of Strategy and Finance, April 9, 2014.

37) KCS, "The expansion of item list eligible for attaching customs certification marks for parallel
imports,” The Press Release of the KCS, July 07, 2014.

38) Lee, H. Y., “Shinsaegae department store starts to attach the QR code on all of their parallel
imported goods, ‘freeze!’ counterfeits,” E£Z Economy, June 30, 2014.
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legitimately parallel imports. In order to lessen consumers distrust in the online shopping
market driven by the counterfeits, Wemakeprice, a well-known social commerce
company in Korea, completely stopped transactions for 1,100 foreign brand deals, and
obliged the customs certification mark of parallel imports in April 2014. Wemakeprice
only allows companies with the mark to be listed in their system for high risk product
categories such as fashion products and accessories, in order to secure consumer
confidence. Since they adopted the custom certification mark as a mandatory requirement
to all business partners, forty-four companies are participating in the social commerce
system by July 2014.39 In addition, any complaint or inquiry from consumers was not

occurred regarding counterfeit goods so far.

IV. DISCUSSION ON CUSTOMS CERTIFICATION
MARKS

1. Limitations of the Mark

Introducing the certification system for parallel imports purposed to accelerate parallel
importation, price stabilization, and ultimately, reasonable consumption by offering a
wide variety and selection of parallel imports to consumers.40) The customs certification
system is not only to relieve consumer distrust relating to parallel imports, but also to
strengthen the protection of IP rights. As infringing goods such as smuggled and
counterfeit goods do not carry QR codes, they are easily distinguished from the
legitimately imported parallel goods and thereafter removed from the market. However,
a manager at an official import company contradicted that the official importers will be

under intense pressure to lower their prices by saying as follow;

39) Business Korea, “Verification System: Fake Controversy of Parallel Imports Quashed with Single
Punch,” September 03, 2014. See more at: http://www.businesskorea.co.kr/article/6198.

40) Moon, J. Y. & Kim, N. Y., “Implementation of clearance certification system for parallel-imported
goods,” Werild Tiademark Review (Kim & Chang), June 08, 2012.
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As parallel importers are not able fo offer the variety of the goods, we official
Importers do not care nuch about the certification mark To counter the new system,
we are going to offer differentiated services including better warranty service.#)

In addition, some argue that the new system for parallel imports is creating a heaven
for fakes. A business person said the following about the shortcomings of the customs

certification mark system:

The customs certification nmark is not certifying the ‘genuineness’ of parallel goods.
It only confirms that the goods were imported through a legitimate customs procediire.
None can hold the KCS accountable for legal responsibility as to the verification of
genuine goods. As a consequence, distributors should prepare measures to identity fake
goods, and consumers need to examine the goods carefilly, without filly relying on the
QR code.4?

The purpose of certification is to subject goods to an inspection by an external and
independent organization to test if they meet the established standards. However, the
current inspection rate for imports at Korean customs is only 3 to 4%. Thus, customs
for parallel imports is not a verification of whether the goods are genuine but merely
provides customs clearance information on parallel imports. A parallel imports business

person said the following about this limitation of customs inspections:

More often than not, imports of fakes or imitations are custons cleared without any
problem. The present custons certification mark is not doing anything to detect these
fakes. The problem should be addressed immediately, and related businesses as well
should reinforce their capability to sort out fake goods.#3

The certification mark is a service whereby the KCS attaches a QR code as a customs
certification mark on parallel imports that have passed through customs, but the mark
does not guarantee that the imports as 100% genuine. Nevertheless, the distributors of
parallel imports remain silent about this reality, allowing consumers to believe that the

QR code is the KCS certification of genuineness. While this problem is not being

41) Choi, J., "Easing parallel import, more options for customers,” Korea Bizwire, April 11, 2014.

42) Lee, S. A. & Lee, D. R, “Is purchasing through foreign websites, so-called overseas direct
purchase, for consumers to be a frugal shopping?” E-Today, May 28, 2014.

43) Choi, J., op.cit.
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addressed, the government is expanding the list of parallel imports eligible for
certification, which could create further problems.

Currently, QR code stickers are issued as customs clearance certification marks
exclusively by the Trade-related IPR Protection Association (TIPA) under the KCS. It
is worth noting that having customs certification stickers issued by a third party can
increase transaction costs: the QR code sticker fee payable by parallel importers was
US$0.165 per sticker when the system began but had risen to US$0.275 by 2014. While
businesses complain about the sticker price, the TIPA argues that price increases are
inevitable because the cost of sticker issuance is higher than expected. As a result,
E-land Group, which runs parallel import luxury brand stores hosted by Korea’s NC
Department Stores, recently decided to rescind its decision, made only six months ago,

to attach QR codes on its parallel imports.

2. Suggestions for Improvement

Though the focus has been on the introduction and expansion of customs certification
marks, several points must be considered if the system is to succeed.

First, the KCS needs to be careful in selecting the companies eligible for customs
certification marks and expanding the list of eligible items. Since the introduction of the
system, the KCS has relaxed the requirements for receiving customs certification in order
to encourage more parallel importers to participate in the market. Moreover, the list of
customs certification-eligible items has been expanded several times; the KCS expanded
this list from 275 to 595 in July 2014.44) This expansion could create a market in which
parallel importers compete with each other freely, thus reducing the consumer-perceived
value of the certification mark. Maintaining the value and reliability of the customs
certification mark requires the application of stricter standards for the selection of
companies and items eligible for the mark.

Second, the KCS should reinforce the follow-up management of the system. The
success of this system requires that consumers’ confidence in the QR code be maintained.
While the QR code may give consumers the impression that the item is likely to be

genuine, it is not a guarantee. Reducing the consumer distrust in purchasing parallel

44) KCS, opcit., 2014.
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imports requires that the credibility of the QR code be enhanced. To ensure the credibility
of the certification mark, the KCS must examine the companies requesting certification
eligibility closely and inspect their items periodically; the KCS should also immediately
cancel the designation whenever counterfeits are found. The KCS should notify the sticker
attachment company of the cancelled designation of any firm guilty of a violation such
as presenting false data, violating the Customs or Trademark Act, or attaching stickers
on ineligible objects and immediately collect the stickers already delivered.

Third, the government should support the training of private sector specialists to allow
the parallel importers to voluntarily inspect their imports for authenticity. The
government should share the KCS’ knowhow regarding the identification of fakes to
help the parallel import industry prepare its own inspection standards. In addition, for
the long term, parallel importers should issue their certification marks by themselves
instead of the issuance provided by the KSC.

Finally, as the successes of the certification mark system and parallel importation are
closely related, problems such as the inconvenience of obtaining post-sales service for
parallel imports should be addressed. The major reason that consumers are reluctant to
purchase parallel imports was post-sale service.4>) Consumers’ anxieties about post-sales
service for parallel imports would be reduced if the government helped the distributors

of parallel-imported goods establish a post-sales service network.

3. Implications for Practice

Owing to consumer’s trust has not been so high for parallel imported goods, although
parallel importing was legally allowed, official or exclusive importers could keep higher
selling prices for their products than those of parallel importers. However, as the
certification mark is expected to increase consumers’ trust for parallel imports,
competition might become more intense between official or exclusive importers and
parallel importers. Thus, in order to keep for the competitiveness of exclusive importers,
they are required to implement differentiated marketing strategy such as providing newly
arrived goods for product diversification, and adjusting the selling price.

Meanwhile, consumers’ doubts had been widely spread for even authentic goods

45) Choi, J., op.cit.



Discussion of Certification Marks to Relieve Consumer Distrust for Parallel Imports 103

imported by honest parallel importers, but, since 2012 when the certification mark was
introduced, it has been known to a lot of consumers and distributors and work as a
means to lower consumers distrust. Therefore, it is recommendable for parallel importers
to utilize the mark actively as an effective medium to deliver customs clearance
information of goods to consumers. In addition, as it is the fundamental purpose of the
mark to secure consumers’ trust for parallel imports, parallel importers are needed to

keep monitoring the market autonomously to combat false using the certification marks.

V. CONCLUSION

Since parallel importation was legalized in 1995, the Korean government has been
encouraging parallel importation as a measure to reduce the price bubble of imported
goods and lead to reasonable consumption.

Under parallel importation, third parties, not an official or exclusive distributor, enable
to import products which are legally distributed with legitimate trademarks in foreign
markets. Due to the prevalence of fake goods in the market, consumers tend to distrust
even legitimately imported parallel goods. Such distrust causes consumer-perceived risks
of purchasing parallel imported goods, and the risk has hampered the development of
the parallel import market. In order to make consumers feel confident in purchasing
parallel imported goods, the Korean government implemented the custom certification
mark system to attach the QR code sticker to such goods. This QR code, as a
certification mark, proves that the goods were properly custom cleared.

Three years after the system began, the QR mark as a sign of customs clearance
certification is now established among offline and online distributors. As consumers can
check customs clearance information immediately on their smart-phones while at the
store, consumers have welcomed the certification marks. However, the average
inspection rate is not so high for imported goods declared at Korean customs, making
it difficult to catch all the counterfeits. Thus, consumer should be aware of limits that
the certification mark is not a perfect guarantee of genuineness of parallel imported

goods even though it is a useful means to check the customs clearance information.
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Abstract

This paper investigates the effects of services offshoring on wages in Korean
manufacturing industries from 1998 to 2010 using panel generalized method
of moments. The main results of this econometric analysis show that the lagged
services offshoring has both negative and significant effect on wages, while
the current services offshoring have small negative but insignificant effect on
wages in GMM-SYS estimation. This finding implies that services offshoring
lowers wages in Korean manufacturing industries during the sample period.
We also produce other supplementary results pertaining to the impacts of
materials offshoring, labor productivity, output-level, and trade specialization
on wages. In particular, the results indicate that labor productivity and trade
specialization have both negative and significant effect on wages in Korean
manufacturing over the full sample period.

Keywords: Services offshoring, \Wages, Labor productivity, Trade specialization,
Manufacturing, Korea
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[ . Introduction

In recent decades, trade is characterized by the international fragmentation of
production, that is, offshoring.) Traditionally offshoring used to be an issue only for
manufacturing activities, for which such shifts abroad have long occurred on a regular
basis. But in recent years, the threat of offshoring has also come to be felt in service
activities as their output has become increasingly tradable (Michel and Rycx, 2012).
Service offshoring has become more and more common, and has rapidly approached the
scale of production offshoring in recent years. One can now find offshoring in customer
services-related tasks, and since the early 1990s it has been relevant to variety of
activities, such as accounting, engineering, software development, and other tasks
requiring highly skilled human capital (Kang, Kim, Lee and Lee, 2010). As speculated
by Blinder (2006), services offshoring may represent the next Industrial Revolution. In
particular, the recent emergence of both materials and services offshoring has reignited
the debate on the impact of international trade on wages (Ahsan, 2013).

This paper empirically investigates the impacts of services offshoring on wages using
the system generalized method of moments (GMM-SYS) econometric technique. In
particular, services offshoring has been fostered recently by the increased competitive
pressure in the global economy as well as the increased tradability of services (Hertveldt
and Michel, 2013; Yoon, 2010). In fact, the ratio of imported intermediate services to
all services inputs in Korean manufacturing increased rapidly from 0.036 in 1998 to
0.098 in 2010.2) Regarding this issue, empirical literatures include the work of Bigsten,
Durevall and Munshi (2012), Crino (2010), Geishecker and Gorg (2013) and Munch and
Skarsent (2009). Bigsten, Durevall and Munshi (2012) investigate the effects of
offshoring on relative occupational wages in 13 countries for 1990-2003. Their findings
show that offshoring competitiveness is associated with higher relative wages in

offshorable occupations, and that export growth of IT-related services leads to higher

1) Offshoring refers to the purchase from companies in locations outside the country of goods and
services previously produced inside the purchasing company. Thus it includes not only
international outsourcing, but also international insourcing, with the foreign affiliates of domestic
parent companies exporting to their parents (Molnar, Pain, and Taglioni, 2007).

2) See Table A3 in Appendix.
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relative wages in offshorable occupations, whereas import growth of such services
reduces them. Crino (2010) shows that the effects of offshoring on post-displacement
wages are negative, although not economically large, using a large and nationally
representative sample of US workers displaced from a manufacturing industry during the
1990s. Geishecker and Gorg (2013) find that services offshoring affects the real wage
of low- and medium-skilled individuals negatively, using individual level data combined
with industry information on offshoring for the United Kingdom. Munch and Skarsent
(2009) demonstrate that if outsourcing is associated with specialization gains arising
from an increase in the division of labor, domestic outsourcing tends to increase wages
for both unskilled and skilled labor, using a panel data set of workers in Danish
manufacturing industries.

The Korean manufacturing industries are taken from 1998 to 2010 as the case study.
The data are provided on an annual basis by the bank of Korea. The main problem with
a measure based on imported intermediate inputs in current prices is that it tends to
understate the magnitude of offshoring due to an endogenous price effect. Since
activities are offshored because imported intermediate inputs are cheaper than
domestically produced intermediate inputs, the offshoring intensity in value terms will
be biased downwards. Since offshoring is measured by using the input-output table data,
unfortunately we cannot analyze the effects of offshoring according to the country of
origin. The relationship between offshoring and its impact on wages has been subject
of much attention over recent decades.

The estimating results show that the lagged services offshoring has a significant
negative effect on wages, while the current services offshoring has small negative but
insignificant effect on wages. This finding implies that the lagged services offshoring
lowers wages in Korean manufacturing industries during the sample period. We also
produce other supplementary results pertaining to the impacts of materials offshoring,
labor productivity, output-level, and trade specialization on wages. In particular, the
result shows that the labor productivity has a negative and significant effect on wages
in Korean manufacturing during the sample period. The negative impact of labor
productivity on wages is in contrast to that of other related evidence (Crino, 2010). In
addition, a negative links is observed between export specialization and wages. This
finding suggests that export-specialized industries are more likely to reduce wages in

Korean manufacturing during the same period. The main contribution of this paper is
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to find out a negative link between service offshoring and wage in Korean
manufacturing industries. The empirical results indicate that each unit of service
offshoring decreases wages by around 1% over the sample period. In particular, the
results of this study demonstrate that wages in the Korean manufacturing industries
would be worsened directly by increased service offshoring.

The rest of the paper is organized as follows. In section 2, we discuss the model and
estimating framework. Section 3 describes the data and measurements. Section 4 presents

the empirical results. The concluding remarks are given in Section 5.

II. The Empirical Model

To investigate the impacts of offshoring on wage for Korean manufacturing during
1998 and 2010, the following model is estimated. We specify a log-linear wage equation.
This proves convenient for estimation since the parameters can be interpreted as

elasticity. The equation takes the following form

InW, = By + BiInMat, + B, InSer, + BsInLprod;, + B, InY, + 6,0, + 6,0, + &, (1)

W, the wage rate, Malis offshoring intensity, S¢% serviceoffshoring intensity,
Lprod,, is labor productivity?), Yi the level of output, D time-fixed effects, O:

industry-fixed effects, and subscripts,  and ¢ are industry and year.
Next, we introduce an autoregressive element to take wage dynamics into account. Let

wage in year t depend on wage in previous year t-1 by including the lagged dependent

variable, /i1, among the explanatory variables. A dynamic panel-data model has the

form as follows:

InW, = g, + AInW,_, + B, InMat, + g, \nSer, + p, InLprod, + B, InY,

3) Lprod, that is value added per worker is calculated by ((Y —M —S)/L), where M is
materials inputs, S services inputs, and L labors.
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(+B7S1) +v, + &, )

where 7S/, are trade specialization intensity,9 Vi are the panel-level effects and €ir
are i.i.d. over the whole sample with variance 5, . We use a GMM (General Method

of Moments) estimator to estimate /4, By, - Bs. According to theoretical analysis, an
increase in the offshoring intensity as an inverse proxy of the price of imported
intermediate inputs would be expected to have a negative effect on wage rate. In other

words, a fall in the price of imported materials and services would lead to a fall of wage
rate (i.e. the price of labor) if labor and intermediate inputs are substitute. Thus, B and

B> are expected to be positive. In addition, we expect that labor productivity would

have a negative effect on wage rate. However, the level of output and trade specification
intensity would be expected to have a positive effect on wage rate. Thus, 5 is expected

to be negative, but A, and PBs are expected to be positive.

[lI. Data and Measurements

Data sources

Data on intermediate inputs, exports and imports are obtained directly from the
input-output tables of Korea for 1998, 2000, 2003, 2005, 2006, 2007, 2008, 2009, and
2010. However, the share for 1999, 2001, 2002, 2004 are derived by linear interpolation
using the shares from available years. Data on the employments and wages of workers
are retrieved from Economic Statistics System of the Bank of Korea. The industry-level
data we use is for the South Korea from 1998 to 2010. It includes 20 manufacturing
industries. The main limitation of these data is that the origin of offshoring isn’t taken

into account. Summery statistics of the variables are presented in Appendix.

4) TS/;that is trade specialization intensity is represented by the index of material offshoring, Mat;,

and service offshoring, S .
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Measurements of ofiShoring and TSI

A number of recent studies have tried to analyze trends in offshoring by using a
variety of data source. One of the empirical issues in these studies has been how to
measure the importance of offshoring. Following Amiti and Wei (2005) and Yoon (2013,

2014), the degree of offshoring is measured using information on imported inputs from
the input-output tables. The index of material offshoring, Mat, , and service offshoring,

Ser; | follow the ‘wide’ definition of international outsourcing.® Specifically, the

offshore intermediate inputs of materials in industry i are calculated as follows:

Vat. — z Importedintermediate input of materials by industry i
" Totalintermediate inputs of materials used by industry i

m

Similarly, the offshore intermediate inputs of services in industry i are obtained as

follows:

Ser _Z Imported intermediate input of services by industry i
" Totalintermediate inputs of services used by industry i

S

The trade specialization index (TSI) is an index used in international trade for

calculating the relative advantage or disadvantage of a certain country in a certain class

of goods or services as evidenced by trade flows. TSI, are obtained as follows:

TSI, =[X, - M, J/[X, +M,] . —1<TSI, <1

where X denotes the export and A the import of industry i respectively. If TSI, -1,

the country completely specializes on exports in industry i.

5) Feenstra and Hanson (1996, 1999) measure the index of outsourcing by combining production data
with the annual input-output table to proxy the imported intermediate inputs. However, we can employ
the idea of a wide measure of offshoring directly from data sets (Transactions tables at producer’s
prices and Transactions tables of imported goods and services in 7878 sector input-output tables).
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IV. Empirical Results

Our panel is short in terms of observations (20 industries and 13 years) and it also has
an important dynamic component. The existence of a lagged dependent variable among
repressors generates problems within standard OLS and FE estimations. Thus we consider
a dynamic specification in equation (2) and use the system dynamic panel-data econometric
technique to validate the results for the static equations and to find the most appreciate one
for analyzing the offshoring-wage relationship.®) This estimation technique combines a first
difference of the strictly exogenous variable as standard instruments to remove the
panel-level effects, and further lags of the level or the difference of the dependent variable
as GMM:-type instruments to instrument the lagged dependent variables. The validity for
this estimation technique is tested through the use of the Sagan test for the validity of the
over-identifying restrictions of the GMM and the Arellano and Bond (1991) first and
second order autocorrelation tests (ml and m2) for the first differenced residuals.

We estimate equation (2) at the industry level for the period 1998 to 2010 in an attempt
to assess the effects of offshoring on wages in the manufacturing industries. In Table 1,
we present the results from the GMM-SYS estimation. As hypothesized, we find that the
current materials and services offshoring have negative effects on wages, but these are not
statistically insignificant. We also observe that the lagged materials offshoring has a
negative but insignificant effect on wages. However, the estimating results show that the
lagged services offshoring has a significant effect on wages in Korean manufacturing
during the sample period in Columns (3) and (4). The coefficients of the lagged services
offshoring turn out to be both negative and statistically significant at the 10% level in all
specifications. For our coefficient, one percent point increase in the lagged services
offshoring reduces wage by around 1% in Korean manufacturing during 1998 and 2010.
These findings imply that services offshoring lowers wages significantly, while materials
offshoring does not lower wages significantly in Korean manufacturing industries during
the sample period. The reason seems to be that services offshoring has a significant
positive effect on labor productivity, while materials offshoring has non-significant effect
on labor productivity in Korean manufacturing over the same period (Yoon, 2014).

6) The GMM-SYS technique is preferable (Blundell and Bond, 1998).
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We also control for labor productivity and output-level. Labor productivity (Lrrod;)
is used to control for productivity shocks. Output-level (¥:) is used to account for
differences in industry size. We observe that labor productivity has a negative and
significant effect on wages in Korean manufacturing during the sample period. The
estimated labor productivity coefficients are negative and statistically significant at the
5% level in all specifications, except in column (1) which is significant at the 1% level.
For our coefficient, one percent point increase in labor productivity reduces wage by
around 3-4% in Korean manufacturing during 1998 and 2010.

Table 1: Offshoring and Wages in Manufacturing Industries

Dependent variable: log W,
GMM-SYS
() (2) (3) (4)
log¥, 0.934*** 0.926*** 0.940™** 0.927***
09 (.0141) (.0152) (.0117) (.0157)
Mat -0.033 -0.032 -0.013 ~0.008
log M4t (.0223) (.0230) (.0393) (.0450)
-0.022 -0.039
log Mat, (.0297) (.0414)
log Ser: -0.009 -0.012 -0.002 -0.002
09~ (.0075) (.0085) (.0096) (.0085)
-0.010* -0.010*
log S¢7i- (.0059) (.0088)
-0.045*** -0.033** -0.036** -0.034**
log Lprod, (.0147) (.0146) (.0173) (.0162)
Y 0.030* 0.028** 0.013 0.026
log i (.0168) (.0130) (.0146) (.0198)
-0.053** -0.052**
TS| (.0236) (.0259)
. . 0.988*** 0.990***
Constant 0.821*** (.1641) | 0.917*** (.1420) (2040) (2090)
Sargan 1.000 1.000 1.000 1.000
m1 -2.9967"** -2.9118"** -3.0903"** -3.0177***
m2 1.49548 1.4457 1.6576* 1.5793
Observations 240 240 240 240
Wald z° 100074.37*** 103391.68*** 180741.93*** 138428.28***
Instruments for
differenced eq.: L2logW L2logW L2logW L2logW
GMM-type
DlogMat DlogMat
DlogMat Djoghat LDlogMat LDlogMat
JG?;rriwfgésefor. DlogSer Dlo f rod DlogSer DlogSer
Standardq' ’ DloglLprod D?ODY LDlogSer LDlogSer
DlogY DTgI DloglLprod DloglLprod
DlogY DlogYDTSI
instruments for tevel LDlogW LDlogW LDlogW LDlogW

Note: 1) Standard errors in parentheses. 2) *, ** *** denote significance at the 10, 5, 1% level,
respectively.
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We also find that output-level has a positive and significant effect on wages only in
columns (1) and (2), while output-level has a positive but insignificant effect on wages
in columns (3) and (4). The estimated output-level coefficients are positive and
statistically significant at the 10% level in column (1) and, at the 5% level in column
(2). For our coefficient, one percent point increase in output-level rises wage by around
3% in Korean manufacturing during 1998 and 2010. This finding suggests that the link
between output-level and wages is not statistically significant in Korean manufacturing
industries during the sample period.

In addition, we pay special attention to the wage impact of trade specialization by
using TSI as a proxy of trade specialization intensities. When TSI is considered in a
dynamic labor demand function, we find that the coefficients of TSI are negative and
statistically significant in all regression specifications in column (2) and (4). This
suggests that there was a negative impact of export specialization on wage in Korean
manufacturing during 1998-2010. The estimated coefficients of TSI turn out to be both
negative and statistically significant at the 5% level in all specifications. For the
estimated coefficients, each unit of TSI decreases wage by around 5% in Korean
manufacturing during the sample period.

For the system dynamic panel-data estimation, the autocorrelation tests reject the null of
no first order autocorrelation and do not reject the null of no second order autocorrelation.
This result presents evidence that the model is correctly specified. However, the validity
of the over-identifying restrictions is not rejected by the Sagan test - such that instruments

are valid, when computing two-step estimators that we have reported here.

V. Concluding Remarks

As the tradability of services rapidly increased in recent years, offshoring of services
has become increasingly common in both the developed and developing economies. In
fact, services offshoring in Korean manufacturing has rapidly increased during the
sample period. This paper empirically investigates the impacts of services offshoring on
wages in Korean manufacturing from 1998 to 2010. We use the GMM-SYS econometric
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technique which is preferable in this short panel analysis. The empirical analysis is
constrained by the low data availability and its conclusions should be taken with care.

The empirical results show that the lagged services offshoring has a significant
negative effect on wages, while the current services offshoring have small negative but
insignificant effect on wages in GMM-SYS estimation. This finding implies that services
offshoring lowers wages in Korean manufacturing industries during the sample period.
We also produce other supplementary results pertaining to the wage impacts of materials
offshoring, labor productivity, output-level, and trade specialization on wages. As
expected, we find that the current and lagged materials offshoring have negative effects
on wages, but these are not statistically insignificant. In particular, the negative impact
of labor productivity on wages is in contrast to that of other related evidence (Crino,
2010). In addition, a negative links is observed between export specialization and wages,
a result that does not fit well in the theoretical framework. This suggests that
export-specialized industries are more likely to reduce wages in Korean manufacturing

during the same period.
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[Appendix]
Table A1: Summery statistics (1998-2010)
Variable Obs. Mean Std. Dev. Min Max
Log W 260 14.3124 0.2961 13.6124 15.1276
Log Mat 260 3.2974 0.5252 1.8999 4.4380
Log Ser 260 1.56707 0.6578 0.1869 3.2431
Log Lprod 260 4.5876 0.933b6 3.1722 8.6b82
Log Y 260 17.0977 1.0085 14.8940 19.3413
TSI 260 0.0132 0.4367 -0.9377 0.7987

Table A2: The description of industry classification

Korean Input-Output | Korean Input-Output
INDUSTRY 77*77 Sector Tables | 78*78 Sector Tables
(2000) (2005)
Manufacturing
1) Food & Beverages Products 09-17 09-14
2) Tobacco Products 18 15
3) Textiles, Except Apparel 19+20 16
4] Wearing apparel, Clothing Accessories 21-23 17+18
and Fur Articles
5) Wood Products of Wood and Cork ;
. 24 19
Except Furniture
6) Pulp, Paper and Paper Products 25 20
7) Printing and Reproduction of Recorded
. 26 21
Media
8) Chemicals, ghem|ca| products, and 29-35 24-29
pharmaceuticals
9) Rubber and Plastic Products 36+37 30-31
10) Other Non-metallic Mineral Products 38-41 32-35
11) Basic Metal Products 42-44 36-38
12) Fabricated Metal Products, Except 45 39
Machinery and Furniture
13) Other Machinery and Equipment 46+47 40-41
14) Electrical equipment 48+49+52 42+43+46
15) Rad!o, Television and Communication 50 44
Equipment
16) Electronic Components, Computer 51 45
17) Medical, Precision and Optical 53 47
Instruments
18) l\/Iotqr \(ehmles, Trailers and 54 48
Semitrailers
19) Other Transport Equipment bb+56 49+50
20) Furniture & Other manufacturing 57+58 51+52
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Table A3: Offshoring intensity in Korean manufacturing (1998-2010)

Export specialized
manufacturing

Import specialized
manufacturing

Manufacturing

industries industries Industries
materials | services | materials | services | materials | services
offshoring | offshoring | offshoring | offshoring | offshoring | offshoring
intensity | intensity | intensity | intensity | intensity | intensity
1998 0.3680 0.0353 0.2743 0.0368 0.3241 0.0360
2000 0.3336 0.0620 0.2503 0.0490 0.2970 0.0564
2003 0.3156 0.0841 0.2555 0.0478 0.2908 0.0683
2005 0.2977 0.0696 0.2411 0.0455 0.2750 0.0594
2007 0.2979 0.0684 0.2534 0.0403 0.2800 0.0562
2010 0.2997 0.0907 0.2494 0.0451 0.2801 0.0984
Growth rate
e | “170% | 818% | -0.79% | 1.71% | -1.21% | 8.74%
1998~2010

Here offshoring intensity is represented by offshoring index such as Mat and Ser.
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ABSTRACT

Customized information is fundamental to online repurchasing behavior in
many service categories yet rarely examined in online consumer research. The
present research utilizes data from both UK and South Korean samples to
investigate the effects of customized information in predicting consumer
repurchase intentions. Although the effect of customized information on
consumer attitudes and repurchase intent has been previously explored,
results from this study indicate that the relationship between customized
information and attitude is not supported by the Korean and the UK data.
Similarly, the link between satisfaction and attitudes toward website is only
supported in the Korean data.

Keywords: Customized information, web interactivity, purchase intention,
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cross-cultural study

[. INTRODUCTION

Prior research shows that when web interactivity offers customized information that is
viewed as relevant and valuable to individual needs, customers are more likely to remain
loyal to a website (Simonson, 2005; Chen & Dubinsky, 2003). Since web users can
typically discriminate between various levels of customized information (Kalyanaraman &
Sunder, 2006), there may be a need for additional research to understand whether and
how managing customized information in a particular repurchasing context provides a
sustainable competitive advantage. Prior research studies have addressed the role of
information in a consumer browsing context or in a first-time purchasing context (e.g.,
Haubl & Trifts, 2000; Johnson, Moe, Fader, Bellman & Lohse, 2004; Kim & Kim, 2004;
Park & Fader, 2004; Shamsuzzoha & Helo, 2012; Shim, Eastlick, Lots & Warrington,
2001; Weathers, Sharma & Wood, 2007). In addition, research has also focused on
identifying and addressing the effects of customized information in an initial purchasing
context (e.g., Pine, Peppers, & Rogers, 1995; Srinivasan, Anderson, & Ponnavolu, 2002).

However, with the recent growth of online marketing, practitioners may increasingly
wish to understand key outcomes of customized browsing or non-purchasing as
compared to those pertaining to re-purchasers at the website. Hence, this study
establishes an integrated framework explaining the direct versus indirect antecedents of
repurchasing intentions in the online shopping context. Our investigation is important
because it can guide online practitioners who make decisions on how to design
customized information and facilitate website interactivity between initial and
repurchasing stages. As online repeat purchasers generate three times more higher
revenue per visit (RPV) than online first-time purchasers (Adobe Digital Index Report,
2013), and online customer perceptions about a particular website differ in subsequent
purchasing stages (Posselt & Gerstner, 2005), such an investigation may imply that
repurchasing activity has a stronger influence than first-time purchasing activity on the
overall assessment of website loyalty intentions from a long-term perspective.

We extend the previous research in several ways. First, to our knowledge, this is the

first empirical research that considers the combined effects of customized information



A Comparative Study of Customized Information in the UK and South Korea 125

and web interactivity, on the satisfaction with website, attitude toward website, and
repurchase intent. From a theoretical perspective, both customized information and web
interactivity seem to have powerful positive psychological effects (Kalyanaraman &
Sundar, 2006); however, little research has been conducted to verify such theoretical
assumption in the online shopping context. From a practical perspective, however, both
constructs also support customer relationship management (CRM) activities (Albert et al.,
2004) because their design and maintenance need to follow the vastly different
approaches when websites apply a specific strategy.

Second, this study compares the intentions, attitudes, and satisfaction of consumers in
two different countries. Because cultural differences undoubtedly influence an
organization’s ability to manage the customized variety of strategies (Zahay & Griffin,
2004), a complete understanding of how each construct impacts the online repurchasing
behavior could help marketers in their attempts to target different markets around the
world. Thus, further consideration would be an investigation of the extent to which the
empirical results are robust and generalizable across cultural differences. A cross-cultural
analysis of consumer behavior suggests that satisfaction processing is based on the high
versus low content (Hall, 1976). Therefore, we expect that there may be significant
similarities and differences between South Korean and UK consumers. In line with these
observations, it is further necessary to substantiate the idea as to why the phenomenon
should differ in South Korea and UK. Hence, this study conducts a direct comparison
of two structural models, which differ only in two different-context cultures.

Finally, these findings have managerial implications for Asian and European-centric
marketers. Via understanding the effects of customized information on customer
outcomes, such marketers may be able to enhance their efforts and compete more

effectively in an online setting.

II. THEORETICAL APPROCH OF THE RESEARCH

As we show in Figure 1, our conceptual model consists of a bundle of theoretical

frameworks that can describe the proposed relationships among constructs. First, the
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conceptual foundation can be traced to the Cycle of Satisfaction (Oliver, 1997). The
theoretical framework further suggests that the resulting level of satisfaction is a major
influence on the consumer’s updated attitude toward the website, which affects the
repurchase intents in the online repurchasing context. Another key linkage, web
interactivity — customized information — attitude toward website, is drawn from the
Uses and Gratification Theory (Katz et al., 1973). The framework points out that an
individual’s needs, desires, and motives may determine, in part, his/her patterns of media
usage and attitude. If so, customized information depends on the level of web interactivity
because he/she is able to receive hisfher own unique combination of online messages and
experiences via this interactivity. The final path, customized information — satisfaction
with website — attitude toward website, is supported by the acceptance-yielding-impact
model of attitude formation (Fishbein & Ajzen, 1981), which addresses the effects of
customized information, either directly or indirectly. In addition, the link between
repurchase intention and other variables partly follows the attitude theory; yet, this
approach is acceptable. This is because changes in attitude constructs (i.e., satisfaction and
attitude) that affect customers’ behavioral intentions may provide a richer portrayal of the
dynamics surrounding online repurchase intentions (Hsu & Chiu, 2004).

<Figure 1.> Conceptual model

Satisfaction with
website {SW)

Web interactivity Customized Repurchase intent
(AT information (C1) (R)

Attitude toward
website (AW}

| || 1|
| ] 1 |
Web activities Motivation factor to further activities Key mediators to repurchase

1. The role of customized information in online repurchasing behavior

The Internet’s vast global network affords buyers and sellers unprecedented reach and

access to people, products, services, and information. The information-rich nature of the
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online environment can easily become a trap for information overload to occur, as more
and more consumers become part of the Internet population and numerous websites
emerge as key carriers of information for business transactions and marketing
communication (Miceli et al., 2007, Moe, 2003). The general orientation of extant
research is on pre-purchase information search activities. These activities used by
consumers to reduce pre-purchase uncertainty are essential. This is because pre-purchase
information search activities can have a major impact on consumer purchasing choices
(Bettman et al., 1998). The current research attempts to build on this foundation and
looks at website evaluation in a repurchasing context.

The rationale for specifically focusing on the repurchasing context is that the online
first-time purchase is likely to be influenced primarily by the customer’s response to the
website (Ranaweera et al., 2008). On the other hand, repurchasing behavior is influence
by the actual delivery and consumption of product (or service) relating to the initial
purchase. As subsequent purchasing activities are mainly influenced by website
evaluation after first-time purchasing behavior, developing models that explain the
repurchasing behavior is crucial for a better understanding of subsequent purchasing
activity from a long-term perspective.

In the context of online purchasing behavior, Ha (2002) defines customized
information as “optimal self-relevance information for each segmented customer based
on experiences of existing or membership customers.” Based on literature on customized
information in online marketing (e.g., Ansari & Mela, 2003; Deighton, 1997; Ha, 2002;
Simonson, 2005; Srinivasan et al., 2002), this study defines customized information as
“personalized data that have been organized or given structure to make subsequent
purchases.” For example, most well-established e-tailors have developed a client-side
user relevance feedback system. Consumer response is then analyzed to formulate a
modified query which represents the consumer’s interests in a more focused way (Singh
& Dey, 2005).

Repurchasing behavior is particularly important for improving a website’s profitability
and creating loyal customers. For example, the website can analyze sales data and
customer preference by data mining or other techniques to create customized information
(Liang & Lai, 2002). Providing customized information helps customers find products
or services they would like to purchase (Min & Han, 2005). In the repurchasing context,

researchers (Franke et al., 2009) point out that customers are more likely to seek
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products provided by customized information than by product experience when they
have better perception and understanding into their own preferences.

Meanwhile, customized information may be served as a vehicle for repurchasing
motivation (Simonson, 2005). A history that has been accumulated from web
interactivities is useful for providing a valuable customized information. As a
consequence, such effect may strongly motivate a consumer to revisit a particular
website and to prefer the website (Murray, 1991). Furthermore, it can also be a motive
to revise a customer’s satisfaction because high levels of information on the Internet
have the potential to result in more knowledgeable consumers, who will then experience
greater satisfaction with any repurchases (Cook & Coupey, 1998). Thus, performance on
a certain attribute of customized information may become crucial for motivating

repurchase intentions through satisfaction.

2. Web interactivity and customized information

Interactivity is closely associated with consumer experience in the online context
(Rodgers et al., 2005). Hoffman & Novak (1996) indicate that web interactivity is the
interaction between the site and a user of that site and goes to the core of a
computer-mediated communication environment. Researchers argue that web interactivity
offers benefits such as facilitated communication, customization of presented information,
image manipulation, and entertainment for the customer (Flore, Kim, & Lee, 2005). A
key feature of web interactivity pertains to the series of repeated exchanges between
parties that are familiar with each other: they evolve in response to these interactions
and to fluctuations in the contextual environment. In this study we conceptualize web
interactivity as the availability and effectiveness of customer support tools on a website,
and the degree to which two-way communication with customers is facilitated
(Srinivasan et al., 2002).

At a glance, both the overall description and conceptualization in this study imply that
web interactivity mainly focuses on communication. According to the interactivity
theory, however, the quality of the communication is the most important determinant of
interactivity (Song & Zinkhan, 2008). For example, if a website has more options (e.g.,

search options, instant chat rooms, email links, toll-free telephone numbers and other
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interactivity features), the website may be judged to have a high degree of web
interactivity. If so, quick responsiveness is important when users evaluate a particular
website (e.g., how quickly users can send instant messages and then how quickly they
receive a response). Perceived communication is the extent to which users believe that
the site facilitates a two-way communication (Grunig & Grunig, 1988; Rafaeli, 1988).
Furthermore, the control is a key that can correspond to the idea of system efficacy (Wu,
2005a). In line with these observations, measuring web interactivity includes three
dimensions: (1) communication, (2) responsiveness, and (3) control (Liu, 2003;
McMillan & Hwang, 2002; Song & Zinkhan, 2008) (see our operational measures).

Berthon, Pitt, & Watson (1996) indicate that the interactivity level of a website could
be critical in converting visitors from interested contacts into interactive consumers. Web
interactivity allows the consumer to select and organize information in a manner that
facilitates this process (Sicilia, Ruiz, & Munuera, 2005). Each individual user is able to
receive hisfher own unique combination of online messages and experiences via this
interactivity. Online interactivity is becoming a valuable way of improving the
communication quality of service provider websites (Chen & Yen, 2004). The concept
of interactivity is helpful in explaining why individuals return to an online service
provider for repurchases (Rafaeli & Sudweeks, 1997). This concept further suggests that
if a web visitor experience a high level of web interactivity, the visitor is likely to enjoy
shopping at the website (Constantinides, 2004). The reason for such effect is because
the significant role of web interactivity is considered as an antecedent for the online
relationship-building process (Yoon et al., 2008).

It can be argued that web interactivity leads to customized information because in
order for online consumers to perceive any degree of customized information, the system
must be interactive in nature. That is, they must be able to enter an information request
and receive a customized response, forming a process of two-way dialogue. The
marketing communication literature also supports our idea that customized information
is the result of the development of interactivity, which leads to added value through the
interactive relationship between customers and websites (Vlasic & Kesic, 2007). Thus,

the following hypothesis is:

Hla: Web interactivity (WI) favorably impacts customized information (CI).
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Satisfaction plays a particularly important role in competitive environments such as
e-commerce because of its impact on customer loyalty (Auh & Johnson, 1998; Janda,
Trocchia, & Gwinner, 2002; Séderlund, 1998; Zeithaml, Berry, & Parasuraman, 1996).
Extant research conceptualizes customer satisfaction as a cumulative construct that is
affected both by service expectations and performance perceptions in the current time
period, as well as in prior time periods (Johnson, Anderson, & Fornell, 1995). In this
study, e-satisfaction is defined as the perceived degree of contentment with regard to a
customer’s prior purchase experience with a given electronic commerce firm (Anderson
& Srinivasan, 2003).

The business view of website interactivity is a more transactional conceptualization,
emphasizing the behavioral nature of interaction between consumer and web system
(Sundar & Kim, 2005). Under this view, website interactivity is realized when customized
information has a significant impact on perceptions. The transactional approach stresses
the role of website interactivity as one of predicting online shopping behavior.

Fiore, Jin, & Kim (2005) show that adding a web interactivity feature to an appealing
website enhances approach responses toward an online store. For example, if a customer
chooses a service after going through an intermediary such as a travel website, he/she
is likely to have different expectations about that service than if he/she chooses without
that intermediary for that online service encounter (Shankar, Smith & Rangaswamy,
2003). This example is useful for a better understanding of the effects of website
interactivity at the initial purchasing stage, while the different expectations may likely
lead to a different judgment of satisfaction when he/she revisits to shop. If so, website
interactivity may play a key role in increasing satisfaction at the subsequent purchasing
stage. This logic is supported by previous studies (Rafaeli & Sudweeks, 1997; Sundar
& Marathe, 2010) that identify satisfaction as one of the most obvious outcomes of
increased interactivity. In line with this observation, the following hypothesis is

proposed:
H1b: Website interactivity (WI) favorably impacts satisfaction with website (SW).
Attitude is most often defined as a psychological tendency that reflects a certain

degree of favor or disfavor related to evaluating a particular entity (Eagly & Chaiken,
1993, p.1). An attitude is considered as a summary construct representing overall
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feelings toward, or evaluative judgments about, a person, object or issue (Zajonc &
Markus, 1982). This study conceptualizes attitude as an overall favorable or unfavorable
feeling toward a particular website.

The degree to which interactivity is fulfilling depends largely on the perceiver
(Williams, Rice, & Rogers, 1988). Consumer perceptions of web interactivity has been
found to be critical in terms of their decision process (Wu, 2005). Lim & Dubinsky
(2004) reveal that attitudes toward online shopping are a function of the consumer’s
beliefs about web interactivity. Similarly, Fiore, Jin, & Kim (2005) show that adding
an interactivity feature to an apparel website enhances approach responses toward a
particular website. Further evidence also suggests that the extent of web interactivity
may influence a web user’s attitude toward the website (Teo et al., 2003).

Attitudes are typically formed as a result of personal experience, reasoning, or the
communicated experience of others (Lutz, 1991). Prior research has suggested that the
interactivity level based on users’ experience would be critical in converting site visitors
from interested contacts into interactive customers (Berthon et al., 1996; Teo et al.,
2003). Research also suggests that interactivity level may influence a user’s evaluation
of a website as well as his/her attitude toward the site (Teo et al., 2003). We thus
propose the following hypothesis:

Hlc: Website interactivity (WI) favorably impacts attitude toward website (AW).

3. Direct outcomes of customized information

The marketing literature emphasizes the importance of the link between web
customization and customer satisfaction (e.g., Srinivasan et al. 2002). Intuitively,
customized information should be directly linked to a consumer’s existing knowledge,
and be related to his/her informational satisfaction. Prior research has found for instance
that if the usefulness of customized information is positively judged by online users, that
information is likely to affect online satisfaction (Rai, Lang, & Welker, 2002).

Rodgers et al. (2005) empirically show that perceived value of information is
positively related to online satisfaction. Information that is customized to an individual’s
preference may prove superior if, based on their prior experiences customers can

recognize the information as a better fit with their preferences (Simonson, 2005). For
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instance, Ha (2002) found that at the initial purchasing stage, customized experience
plays a significant role in improving informational satisfaction, and that consumers may
critically evaluate the adequacy of services through customized information when they
revisit the web in a repurchase situation. We thus expect that if consumers recognize
a superior fit with their own specifications and desires and the adequacy of their
expected value in a repurchasing context, customized information is positively related to

satisfaction. This allows us to arrive at the following hypothesis:

H2a: Customized information (CI) favorably impacts satisfaction with website (SW).

With the rapid growth of online purchasing of goods and services, there is increasing
interest among online marketers in moving from a focus on market segments to a focus
on individualized or customized offers (Simonson, 2005). Whether customized
information is effective can often be related to a particular consumer’s overall belief
about the particular website. For example, in some cases a consumer may be aware that
customized information was derived from his/her profile found on the web, while in
other situations, consumers may find out that their private information not meant for
public use has been utilized.

Krishnamurthy (2001) reports that consumers are far more interested in messages that
relate to them than standard online newsletters. For example, customized information
offered to each customer might be related to attitudes toward the website because if the
information appears negative the customer will lose interest in the information or the
firm, resulting in negative attitudes toward the website. If not, such information can
facilitate consumer attitudes toward the website (e.g., Al-Gahtani & King, 1999). In a
decision making situation, a consumer’s attitudes toward a particular website may be
influenced by levels of perceived value of customized information. In a repurchasing
context, it is also arguable that favorable attitudes towards a particular website would
be reinforced by personalized informational offerings that take into account the

customer’s specifications and desires. Thus, the following hypothesis is formally stated:

H2b: Customized information (CI) favorably impacts attitude toward website (AW).
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4. Indirect outcomes of customized information

Dick & Basu (1994) introduce the notion of relative attitude as a way to provide
better theoretical context to the behavioral construct. They argue that satisfaction is
viewed as an antecedent of relative attitude because without a basic level of satisfaction,
a customer will not hold a favorable attitude toward a brand (or website). Their
argument is consistent with both Oliver (1980) and Sivadas & Baker-Prewitt (2000).
Sivadas & Baker-Prewitt (2000) point out, for instance, that customer satisfaction plays
a significant role in fostering a favorable attitude. In particular, a customer’s attitude
about an online service depends on his/her prior experience, mediated by his/her
satisfaction with the current service (Bolton & Drew, 1991).

Further evidence of the above relationship has been reported by Yoh, Damhorst, Sapp,
& Laczniak (2003) who found that customers possessing positive beliefs about their
satisfied experience had more positive attitudes toward Internet apparel shopping
compared to those who did not possess positive beliefs. Further, satisfied customers who
have positive attitudes toward Internet shopping will likely possess greater intentions to
repurchase apparel on the Internet. Since an attitude is an enduring set of beliefs about
an object that predisposes individuals to behave in a certain way toward the object
(Eagly & Chaiken, 1993), we can posit that satisfied online buyers will be more likely
to engage in further activities. The psychology literature would suggest that strongly held
judgments are more likely to translate into subsequent behavior (Gross, Holz, & Miller,
1995). Some empirical evidence for this notion is provided by Kim, Ma, & Kim (2006)
who found that judgments formed about product quality and the resultant Website
satisfaction have a significant positive influence on the shopper’s intention to make

future purchases at that site. We thus propose the following hypothesis:

H3: Satisfaction with website (SW) favorably impacts attitude toward website (AW).
H4: Satisfaction with website (SW) favorably impacts repurchase intent (RI).

Psychology theory indicates that a positive link between attitude and intention to
engage in a behavior (Ajzen & Fishbein, 1980; Yoh et al., 2003). Thus attitudes affect
behavior in two ways: 1) by influencing intention to perform the behavior; and 2) by
having a direct impact on the behavior (Eagly & Chaiken, 1993).
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Several prior research studies have focused on the relationship between attitudes
towards Internet shopping and purchase intentions. It has been found, for instance, that
consumer attitudes play a critical role in motivating browsers or non-repurchase users
(Yoh et al., 2003). From a theoretical perspective, people tend to reconstruct their past
behavior as relatively consistent with their current attitudes (Eagly & Chaiken, 1993).
It can be argued that if existing customers have favorable attitudes toward the website
based on prior experiences, then their attitudes are likely to be consistent with their
behavioral intentions. Based on this reasoning, we expect that consumers who have
positive attitudes toward online travel websites, for example, will have greater intention

to repurchase travel services. This allows us to arrive at the following hypothesis:

HS5. Attitude toward website (AW) impacts repurchase intent (RI).

. METHODOLOGY

1. Potential cultural differences between South Korea and the UK

Prior literature indicates that culture affects a consumer’s decision making process
since culture affects information processing, satisfaction, attitudes, intention, and
behavior, particularly in the context of online purchasing situations (Fong & Burton,
2008). In terms of customized information and web interactivity, Cho & Cheon (2005)
showed that UK websites tend to emphasize the importance of web interactivity with
their consumers, whereas South Korea websites highlight information about consumer
perceptions of message provided by a particular website. This result indicates that there
may be similarities and differences between the two countries. If so, the following
assumption is raised: Are both customized information and web interactivity simply
something that are differentiated by marketers and website designers, but cross-culturally
of little consequence? Our approach is acceptable because little research has been
performed to verify the assumption in the cross-cultural online shopping context.

As compared to individualist societies, collectivist societies like Korea have been



A Comparative Study of Customized Information in the UK and South Korea 135

shown to display different patterns of information seeking behavior. For example,
compared to Western Europeans, Korean online consumers were more likely to seek out
cues related to information quality (Park & Kim, 2003) in an online book shopping
context. Similarly, UK consumers participated in lesser directed search, while depending
more on their internal knowledge and personal experience with products or services
(Cohen, 2000; Doran, 2002) in an online shopping context. According to these studies,
both French and UK online consumers are reluctant to use their credit card or debt card,
but nowadays, online security issues are crucially critical for enhancing the relationship
between shoppers and firms in the world. Meanwhile, the general trends of the
multi-cultural studies in the marketing literature have focused on online satisfaction,
trust, attitudes toward the website, and loyalty, indicating that the current study is closely
related to the hot issues in the topic area (Cho & Cheon , 2005; Doran, 2002; Jin et
al., 2008). In line with this observation, we expect that there may be significant
differences between South Korean and UK consumers, and thus it may be useful to

compare data across these two countries.

2. Data collection

In order to guard against possible sample selection bias, cross-cultural research usually
requires comparable samples which involve drawing matched samples from identifiable
subgroups of the population (Madden, Hewett, & Roth, 2000). Based on this reasoning,
we used student samples from Korea and the UK of actual users of online travel
services.

As generally prescribed, we employed the back-translation procedure to ensure
conceptual equivalency in the questionnaire (c.f., Douglas & Craig, 1983). Participants
were recruited via verbal invitation which was monitored by researchers at two large
universities. Respondents were asked to think about the website from which they
purchased their most recent travel item (e.g., flight, hotel, rent car, etc.). In the Korean
sample, 162 respondents had made just one purchase at the particular e-commerce
website, as compared to 98 respondents from the UK sample. Similarly, 122 respondents
in the Korean sample had made multiple purchases from the e-commerce website

compared to 66 respondents from the UK sample.
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Our questionnaire was distributed to 568 subjects by three researchers in Korea
(n=348) and the UK (n=220). We obtained responses from 539 respondents (334 in
Korea and 205 in the UK). Due to missing information and careless response patterns,
a total of 448 questionnaires were used for analysis purposes (284 in the Korean sample
and 164 in the UK sample). The groups had similar profiles except for one difference:
the Korean group has almost 3 more years of higher education relative to the UK group.
Even though students in the higher level may have a better financial status and more
traveling experience than those in the lower level, the homogeneity between two samples
may be similar. This, probably, results from the difference in the school system between
two countries, but we expect that there is no significance in the homogeneity because

respondents of those two samples have similar profiles (see Table 1).

<Table 1> Demographic Breakdown of Two Samples (Korea = 284; UK = 164)

Frequency Percentage(%)

Korea UK Korea UK
Male 152 86 53.5 52.4

Gender

Female 132 78 46.5 47.6

19-20 - - - -
21-22 206 113 72.5 68.9

Age

23-24 59 36 20.7 21.9

25-above 19 15 6.8 9.2

First-year - - - -
Grade of Second-year - 26 - 15.9
University Thrid-year 237 138 83.4 84.1

Fourth-year 47 - 16.6 -
Income Less than 200 USD 45 22 15.8 13.4
Level 201-300 USD 127 77 447 46.9
(monthly) 301-above USD 112 65 39.5 39.7

As outlined by Wang & Waller (2006), the decision to use university students as a subject
population was motivated by considerations of ease of recruitment and administration, as
well as the desire to maximize the equivalence of the sample across the two cultures.
Although there may be different social cultures, students are relatively homogeneous in

terms of such socioeconomic and demographic characteristics as age, income, education, and
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social status (Peterson, 2001; Wang & Waller, 2006). Given that the main objective of the
study was to examine the nature of different online consumer repurchase behaviors within
a theoretical framework, homogeneous samples were desirable. Finally, because most
students are familiar with the online travel service, their use would not appear to
compromise the validity of the study (Alford & Sherrell, 1996; Ueltschy et al., 2004).

4. Measures

We assessed all constructs as multi-item measures. The five constructs were measured
by nineteen questions using a five-point Likert scale (1= strongly agree and 5=strongly
disagree) adapted from published scales (see Table 2). We measured customized
information using three items adapted from Srinivasan et al. (2002). The customized
information measures include customer needs and tailor-made information. This study
measured web interactivity with four items adapted from Wu (2005a). The web
interactivity measures include further questions regarding the company or its products,
the ability to respond to specific question quickly, control of navigation, and an engaging
website. We measured satisfaction with four items adapted from Anderson & Srinivasan
(2003). The satisfaction measures include whether a customer is satisfied with the
website, whether the offering exceeds initial expectations, and whether the website
provides a good feeling for the customer. We measured attitudes with five items adapted
from Simon & Peppas (2005). Finally, repurchase intentions were measured using two
items (e.g., repurchasing other services and buying new services from the website)
adapted from Ha (2012). In particular, we used three items to measure customized
information, even though the original measurement had five items. This is because the
two items from the original five items were deleted due to the results of exploratory
factor analysis prior to testing the hypothesized model.

In terms of repurchase intentions, consumers’ self-reported intentions have been used
widely in academic and commercial research because they represent easy-to-collect proxies
of behavior (Chandon et al., 2005). For instance, most academic studies of satisfaction
utilize consumers’ intentions to repurchase as the criterion variable, and most companies
depend on consumers’ purchase intentions in order to forecast the repeat purchase of the
existing one (Jamieson & Bass, 1989). However, it is important to note that consumers’

self-reported purchase intentions do not perfectly predict their future purchase behavior. In
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order to improve the ability to forecast behavior from intentions, we used changes in true
intentions between the time of the behavior and the time of the survey, as proposed by
Mittal and Kamakura (2001) (see section 3.4).

<Table 2> Operational Measures

Korea UK
M SD M SD

245 | 75 | 239 | .92

Constructs ltems

The website makes purchase
recommendations that match my needs.

Customized | The website enables me to order products
Information | or services that are tailor-made for me.

| believe that this website is customized to
my needs.

| could communicate with the company
directly for further questions about the 273 91 | 251 | .98
company or its products.

The site had the ability to respond to my

249 | 87 | 261 | %A

269 | .83 | 250 | .98

Web | specific questions quickly and 282 | 86 | 259 | 81
Interactivity .
efficiently.
| was in cqntrol of my navigation through 271 | &8 | 230 81
this website.
| feel that this is a very engaging website. | 2.77 | .78 | 2.49 | .76
| am satisfied with this website. 257 87 | 216 | .74

This website offers what | expect from a
good website.

Satisfaction | This website gives me a feeling of
satisfaction.

| think that | made the correct decision to
use this website.

This website makes it easy for me to build
a relationship with this company.

| would like to visit this website again in
the future.

Attitudes | feel comfortable in surfing this website. | 2.81 | .85 | 2.22 | .86
| feel surfing thlslwebsne is a good way 268 | 8 | 279 | 95
for me to spend time.

Compared with other websites, | would
rate this one as one of the best.

| will repurchase other services at this
Repurchase | website.

Intentions | | would like to buy new service products
at the site.

268 | .80 | 228 | .80

269 | .82 | 251 .87

262 | .90 | 221 | .81

266 | .81 | 246 | .86

259 | .82 | 217 | .83

266 | .80 | 256 | .81

256 | .86 | 204 | .76

264 | 84 | 232 | .81
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4. Criteria for defining the sample

We selected the travel industry for our study, since travel-related services have emerged
as a leading product category to be promoted and distributed through the Internet (Wang
et al., 2007). It might be expected that student buying behavior would vary by country,
but a previous research studying Australian, English, and American students concludes
that “only a relatively small number of attitudes and opinions regarding e-commerce result
in differences between purchasers and non-purchasers (Teach & Schwartz, 2003, p. 134).”
Based on this evidence, the main criteria for selecting participants for the sample in this
study was that they should have had a minimum of six months experiences shopping on
the Internet with at least one travel-related purchase within that period. To avoid
confusions, respondents were asked to carefully consider a particular website where they

had made a recent travel-related purchase.

5. Non-response bias

We examined non-response bias between the two periods (early response vs. late
response) using the method proposed by Armstrong and Overton (1977). As such, we split
the sample into early (n= 212 for the Korean sample and n= 89 for the UK sample) and
late respondents (n=72 for the Korean sample and n= 75 for the UK sample). No
significant differences between the two samples were found on any of the study variables,

thus indicating that non-response bias was potentially not a problem in this study.

IV. RESULTS

1. Multi-group analysis

The invariance of the measurement models in South Korea and the UK was used to

examine the multi-group analysis. In so doing, the factor structure can be considered
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invariant across the two countries because of supporting for the scale’s stability, further
establishing its dimensionality (Netemeyer et al., 1991). The results showed that there
was a significant increase in chi-square between the configural invariance model and the
full metric invariance model (A x* (2) = 7.815, p < 0.05). The final test was to compare
the configural invariance model and the partial invariance model. The chi-square
difference test was not significant (A x> (6) = 11.570, p > 0.05) and the other fit indices
were either close or slightly better. This result indicates that a reliable and validity
measurement scale developed in the Western culture may be reliable and validity for two

different cultural groups.

<Table 3> Summary of Multi-group Analysis between Korea and UK

Configural Full Metric Partial
Model : . .
Specification Invariance Invariance Invariance
Model (M1) Model (M2) Model (M3)
x2(df) 369.704(250) 377.519(252) 381.274(256)
Model compared N/A M2 vs. M1 M3 vs. M1
NG N/A 7.815" 11.570(ns)
RMSEA 0.036 0.037 0.036
TLI 0.937 0.938 0.935
CFl 0.937 0.946 0.944
X/ df 1.478 1.498 1.489

Notes: * is significant at p < 0.05.

2. Measurement model testing and results

The two step procedure proposed by Anderson & Gerbing (1998) was employed.
First, confirmatory factor analysis (CFA) was used to evaluate construct validity, and
subsequently the proposed hypotheses were tested using structural equation modeling. All
models used the covariance matrix as input to AMOS 6.

As shown in Table 4, the CFA model provided good fit to the data. While the
chi-square statistics were significant (p<.01), it is known to be highly sensitive to sample
size (Joreskog, 1993). Sharma et al. (2005) recommend that TLI should be used to
evaluate model fit because TLI performs the best as long as the size of factor loadings

is .5 or greater. In a cross-cultural study, the use of fit indexes such as CFI (comparative
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fit index), TLI, and RMSEA is further recommended (Jong, Steenkamp, & Fox, 2007).
The CFI and TLI estimates were .964 and .955 for the Korean sample and .946 and
934 for the UK sample. The RESEA estimates were .037 and 0.034, respectively.

Composite reliability was calculated using the procedures outlined by Fornell &
Larcker (1981). The parameter estimates and the average variance extracted for each
construct were carried out (Anderson & Gerbing, 1988). The composite reliabilities for
the five constructs ranged from .82 to .91 in the Korean sample and from .83 to .92
in the UK sample. The factor loadings ranged from .63 to .85 (Korean sample, p<.01)
and .52 to .85 (UK sample, p<.01). The average variance extracted (AVE) ranged from
.57 to .82 in the Korean sample and .56 to 82 in the UK sample.

On the basis of the validation sample, we assessed discriminant validity with Fornell
& Larcker’s (1981) criterion. Table 5 shows that the smallest AVE exceeds the squared
correlation between each pair of the relationship value dimensions. This indicates a

satisfactory level of discriminant validity.

<Table 4> Convergent Validity

Factor ltems Korea\ UK Korea\ UK Korea\ UK [ Korea | UK
Loadings CR AVE Alpha

, 1 77 .52
Customized 5129715371 875 | 830 | 701 | 625 | 78 | .72

Information

3 .68 .76

1 .68 .53

Web 2 .63 .57
Interactivity 3 .65 .73 826 | 864 | 57.7 1 86.3 | .74 80

4 .67 .82

1 77 .79

. . 2 .82 .84
Satisfaction 3 78 78 910 | .920 | 71.8 | 74.3 .87 .88

4 .78 .81

1 .6b .67

2 .75 .8b
Attitudes 3 .66 .76 | .875 | .873 | 58.3 | 58.1 .82 .81

4 71 .bb

5 .68 .69

Repurchase 1 .85 .78
Intentions 2 76 84 904 | 906 | 82.6 | 82.8 | .79 .79
Korea x*=210.848; df=125; CFI=.964; TLI=.955; RMSEA=.037
UK x*=1568.910; df=125; CFI=.946; TLI=.934; RMSEA=.034
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<Table 5> Discriminant Validity

1 2 3 4 5

Cl .70
Wi .40 .b8

Korea SA .50 41 .72
AT A1 .34 42 .b8
RI .58 .48 .59 .48 .83
Cl .63
Wi .35 .66

UK SA .46 A2 74

AT .36 .33 43 .b8
RI b2 A7 .62 .48 .83

Note: Bold numbers on the diagonal show the AVE; CI = Customized information; WI = Web
interactivity; SA = Satisfaction; AT = Attitudes; RI = Repurchase Intentions

3. Structural equation model results

For the Korean data, the structural model revealed a X* of 229.034 (df 127; p < 0.01),
CFI of 0.952, TLI of 0.943, and RMSEA of 0.048. All relationships proposed by the
model were significant, except for the path from information to attitudes. Overall fit was
excellent. The squared multiple correlations for the structural equations were as follows:
customized information, 0.357; satisfaction, 0.663; attitudes, 0.739; and repurchase
intentions, 0. 555. Thus, a substantial proportion of variance in each of these constructs
is explained.

For the UK data, the structural model revealed a X* of 169.450 (df 127; p < 0.01),
CFI of 0.948, TLI of 0.938, and RMSEA of 0.055. Most relationships proposed by the
model were significant, except for two paths from information to attitudes and from
satisfaction to purchase intentions. Overall fit was also excellent. The squared multiple
correlations for the structural equations were as follows: customized information, 0.244;
satisfaction, 0.464; attitudes, 0.525; and repurchase intentions, 0. 596, indicating that
online repurchasing behavior was also explained by the model. In line with this
observation, squared multiple correlations for the Korean sample indicate that the overall
stability of constructs in the research model is stronger than the UK sample. Figure 2
presents the model and structural path coefficients for each relationship.



A Comparative Study of Customized Information in the UK and South Korea 143

Fig 2.
A: Test results of the hypothesized model: Korean Consumers

Note: * <.05; ** <.01; *** <.001.

B: Test results of the hypothesized model: UK Consumers

Note: * <.05; ** <.01; *** <.001.

Hypothesis 1a, predicting a positive relationship between web interactivity and
customized information was supported in both sub-samples. Results revealed that the
path between these two constructs was indeed positive (8 = .598, Korea; 3 = .494, UK)
and significant at p < .05. Hypothesis 1b, predicting a positive relationship between
website interactivity and satisfaction, was significantly supported in both country samples
(B = .468, Korea; 3 = .385, UK). The proposed relationship (Hlc) between website
interactivity and attitude was also significant in both data. Hypothesis 2a, predicting a
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positive relationship between customized information and satisfaction, was similarly
supported in both data sets. Interestingly, the proposed relationship (H2b) between
customized information and attitudes was not significant in either of the two country
samples.

The proposed relationship (H3) between satisfaction and attitude toward Internet travel
website was only supported in the Korean data (3 = .474, p < .001). Hypothesis 4,
predicting a positive relationship between satisfaction and repurchase intent was
supported in both data. Hypothesis 5, predicting a positive relationship between attitude
toward website and repurchase intent was significant in both data (3 = .443, Korea; [3
= 479, UK) at p < .0l

In terms of indirect outcomes of customized information, there are different findings
between two countries. As the direct effect of customized information on attitude toward
Internet travel website is insignificant for both countries, the mediation effect of
satisfaction between customized information and attitude is important for a better
understanding of emotional evaluation on repurchase intention. This is because the
customized information — attitude — repurchase intention linkage is significant for both
countries. Interestingly, the mediation effect of satisfaction between the two constructs
is supported by the Korean data, but the same effect is not supported by the UK data
(see Figures 2a and 2b).

V. DISCUSSION AND MANAGERIAL IMPLICATIONS

This research makes several substantive contributions to the online marketing
literature. It contributes to a theoretical framework by identifying relationships between
customized information and repeat purchase behavior in two different cultures. Since
web interactivity was found to have a strong positive effect on customized information
in both cultural contexts, and customized information in turn affects the key outcome
variables of satisfaction and repeat purchase intentions, a major implication of this study
pertains to the significance of interactivity in an online setting. This idea is previously
highlighted by Fortin and Dholakia (2005) who maintain that interactivity is one of the
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key characteristics of the new media that is expected to not only transform the way
advertising is designed and implemented but also the manner in which it affects
consumers’ opinions and attitudes. This study provides empirical evidence to support
their contention in a robust sense by showing these effects in two different cultural
contexts. More specifically, this study reveals that enhanced web interactivity positively
affects the perception of customized information. These effects further influence web
shoppers’ evaluative judgments (satisfaction with website) and ultimately behavioral
intentions (intention to perform repeat purchase behaviors at the website) in the
repurchasing context. This is because repeat purchasing experiences with high levels of
interactivity (or well-organized customized information) have stronger influence than
first-time purchasing or browsing experiences without a purchasing history from a
particular website.

Another major contribution of this study lies in the empirical demonstration of the
relationship between customized information and attitude toward the website. Anderson’s
(1981) information integration theory suggests that attitudes are formed and evolved as
consumers receive and interpret new information. Our findings in general support this
contention since web interactivity was found to be positively related to attitudes toward
the website in both the UK and Korean contexts. However, interestingly, customized
information did not have a direct effect on attitude toward the website (consistent in both
UK and South Korea samples). In exploring the theoretical linkage, a recent study
demonstrated that the relationship between the two constructs is indirectly significant via
other mediating variables (Kalyanaraman & Sunder, 2006). This could be because of the
fact that the proposed relationship is associated with an increase in the level of perceived
mediating variables (Sundar & Marathe, 2010).

Recently, researchers point out that confirmation of the importance of e-satisfaction
and its outcome drivers (e.g., trust, value, loyalty and intention) is critical for the success
of e-commerce (Evanschitzky et al., 2004; Jin et al., 2008; Posselt & Gerstner, 2005;
Srinivasan et al., 2002), but it is not clear how well satisfaction and attitude toward the
website translate to other national and cultural contexts. Our study delves into this notion
by evaluating the link between satisfaction and attitude toward the website in the UK
and South Korean contexts. Interestingly, we found this link to be significant in the
South Korean sample, but non-significant in the UK sample, thus implying the
possibility of varying cultural effects. In order to explain the difference between two
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countries, one possible way in which cultural differences might influence satisfaction
processing is based on high versus low context (Hall, 1976). Since satisfaction is an
affective construct, the link between satisfaction and attitude toward the website could
be stronger in a high-context culture like South Korea than in a low-context culture like
the UK. We suggest that in a low-context culture, cognitive values such as well-designed
customized information are more dominant, while in a high-context culture, affective
values such as a thank-you message after purchasing activity are important. The results
continue the process of assessing the cultural applicability of online repurchase behavior.
Since we tested the relationship between satisfaction and attitude that was different in
two countries, these results should give managers some levels of confidence that the
strategy of attitude formation based on emotional evaluation is appropriate in both
countries.

Furthermore, both satisfaction and attitude here play an important role in facilitating
repurchasing intention. That is, both constructs have been shown to correlate with
repurchasing activity. These findings are consistent with previous studies that address
their impact in a different cultural context (Jin et al., 2008; Singh et al., 2006). In line
with this observation, it is important to note that websites should tailor their marketing
strategies to fit each cultural marketplace because repurchasing activity is considered as
a function of both satisfaction and attitude.

A major managerial implication of this study is that marketers may wish to go out
of the way to enhance the interactivity of their online storefronts. Various methods can
be employed in order to accomplish this. For example, products and information featured
on the online storefront can be presented such that the customer is easily able to click
and request specific features pertaining to the product andfor service as well as request
comparisons with competing brands of the product/service. Many automotive companies
such as Audi, BMW, and Toyota allow such interactivity on their web sites. Other ways
of making websites interactive include providing the option for customers to efficiently
request further information via chat sessions with company representatives as well as
with previous customers. As an example, Bank of America provides customers such
interactivity by having customer service representatives available to communicate with
potential customers via online chat rooms. The above mentioned strategies will likely
provide benefits via affecting customer satisfaction directly as well as by influencing

customer perceptions of the fact that the website facilitates customization of information



A Comparative Study of Customized Information in the UK and South Korea 147

which in turn enhances satisfaction as well. These effects further contribute toward

future purchase intentions at the website, a very positive outcome for all marketers.

Limitations and further research

Although this study provides useful insights for e-marketing theory and practice, it
does have some limitations. First, although we look at two distinct cultural contexts by
collecting data from the UK and South Korea, our focus is on just one type of service
(travel). To further generalize the results obtained in this study, other product/service
contexts should be used for data collection. Second, our findings could be expanded by
providing a further explanation of cultural differences using Hofstede’s dimension (1980,
2003). We suggest that further research needs to explain how exactly different cultures

influence the research model.
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