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ABSTRACT

Sujarwo, Anton (2007) “The influences of customer satisfaction on word of
mouth communication: a study of the roles of individual locus of control on the
purchasing of the shopping product in kodya Jogjakarta” Yogyakarta:
Management Department, International  Program Faculty of FEconomics,
Universitas Islam Indonesia.

Satisfaction is the consumer’s response to the evaluation of the perceived
discrepancy between prior expectations (or some norm of performance) and the
actual performance of the product as perceived after its consumption. Satisfaction
is indeed an important driver of customer retention, becomes the fundamental
determinant of long term customer behavior that will actually lead to positive
word of mouth communication. Word of mouth (WOM) is communication about
products and services between people who are perceived to be independent of the
company providing the product or service, in a medium perceived to be
independent of the company. The assumption is that consumer who satisfied with
the product or service will not directly involve in the word of mouth
communication with other people, but depend on the individual locus of control
those people hold.

This Study investigates the role of individual locus of control as mediation
in the influence of the customer satisfaction on the word of mouth communication
in the purchasing of the shopping product. In the data analysis process, the
researcher uses 125 respondents’ samples and use One Factor Congenery of
Structural Equation Modeling (SEM) from the LISREL 8.30.

Based on the research findings, the researcher concluded that the higher
the customer satisfaction regarding shopping product, the higher the possibility
the individuals who score high on their internal locus of control to communicate
their experiences to other people. While on the other hand, individuals with high
external locus of control were more likely to engage in word of mouth
communication with their in-group.

Keyword: customer satisfaction, word of mouth communication, Locus of
control, shopping product.
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ABSTRAK

Sujarwo, Anton (2007) “The influences of customer satisfaction on word ¢

mouth communication: a study of the roles of individual locus of control on the
purchasing of the shopping product in kodya Jogjakarta” Yogyakarta:
Management Department, International Program Faculty of Economics,
Universitas Islam Indonesia.

Kepuasan adalah konsumen rensponse terhadap evaluasi dari kesenjangan
antara ekspektasi sebelum dan sesudah menkonsumsi produk dalam kaitannya
dengan penapmilan produk secara aktual. Kepuasan seseungguhnya adalah bagian
penting dari customer retention, menjadi penentu dari perilaku konsumen jangka
panjang yang pada akhirnya akan menciptakan komunikasi dari mulut ke mulut
yang positif. Komunikasi dari mulut ke mulut (word of mouth communication)
adalah komunikasi tentang produk dan service yang terjadi antara orang-orang
yang mana orang tersebut dianggap independen (tidak ada kaitannya) dengan
perusahaan tertentu. Asumsinya adalah konsumen yang merasa puas dengan
suatu produk atau service, tidak secara langsung akan terlibat dalam komunikasi
dari mulut ke mulut dengan orang lain, tetapi tergantung dari peran mediasi yang
di anut oleh orang tersebut.

Penelitian ini meneliti peran mediasi kepribadian individu sebagai
perantara dalam pengaruh kepuasan pelanggan terhadap komunikasi dari mulut ke
mulut dalam hal pembelian produk shopping. Dalam proses olah data, peneliti
menggunakan 125 responden sebagai sample dan menggunakan One factor
congenery structural equation modeling (SEM) dari software LISREL 8.30.

Berdasarkan hasil dari penelitian ini, peneliti menyimpulkan bahwa
semakin tinggi kepuasan pelanggan terhadap produk shopping, semakin tinggi
kemungkinan bahwa individu yang mempunyai skor internal locus of control
tinggi akan mengkomunikasikan pengalamannya ke pada orang lain. Kesimpulan
yang lainnya adalah individu yang memiliki external locus of control tinggi akan
lebih mungkin untuk terlibat dalam komunikasi dari mulut ke mulut dengan orang
terdekatnya (in-group).

Kata kunci: Kepuasan pelnggan, komunikasi dari mulut ke mulut, mediasi

kepribadian individu, produk shopping.
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CHAPTER]

INTRODUCTION

1.1. Background of the study

There has been considerable big amount of research conducted related with
word of mouth communication. Word of mouth is very important because it
can influences variety of conditions in the information search phase of
consumer decision making processes such as “awareness, expectations,
perceptions, attitudes, behavioral intentions and behavior” (Buttle., 1998a:
241). The power of word of mouth is shown to be “more influential on
behavior than other marketer-controlled sources” such as advertising, sales
promotion, personal selling and other form of commercial communication
(Buttle., 1998: 241).

Silverman (2001a: 49) explain that many studies have shown the evidence
that a customer who satisfied with a product or service will communicate to
three people, while a customer who feel dissatisfied with a certain product or
service will speak to eleven people. Furthermore, Silverman (2001:49)
explain that this kind of behavior happened because human tend to forget
soon the positive experience from using or consuming certain product or
service but will expressing their anger and frustrating when experiencing the
negative one. This word of mouth communication will influence their
purchasing habit regarding a},product or service.

“Word of mouth is the most powerful way to make the decision easier”

because its effectiveness can saves time and minimize the budget needed by



the people in the information searching process (Silverman, 2001:47). Even
though most-of the-marketer believes-that-werd-of-mouth-is-the-most-powerful —
method of non commercial communication tool in the market, the marketer
still not utilize the full potential power of word of mouth. It happens because
the fact that most of the “marketer believe explicitly or implicitly that word of
mouth is out of their control”, but still the marketer can harness the full
potential power of word of mouth (Silverman, 2001:48).

Arndt (1967) found that both positive and negative word of mouth
communication will have a significant influence on the consumer behavior
and performance of the business. Word of mouth is significant because it has
persuasive roles in influencing consumer’s attitudes and purchase decision
(Bone, 1995). The studies conducted by several researchers found that
positive word of mouth communication is likely will increase consumer
purchase intentions for the product that has an innovative characteristic by
reducing the risk (Ditcher, 1966), help the company and the brand to create
and maintain a favorable image (Arndt, 1967), and finally will reduce the
overall promotional expenditure of the firm. Conversely, the negative word of
mouth communication will destroy the company’s reputation and financial
position (Holmes and Lett, 1977).

Consumer engages in the word of mouth communication because of several
reasons. Different reasons geem to occur in the consumer’s engagement for
the positive and the negative word of mouth communication. A study on the

motivational analysis of word of mouth communication found that consumer



will involve in the positive word of mouth communication because of

altruism_regarding the receiver, product involvement, and self enhancement

reasons (Sundram, Mitra, Webster, 1998:530). While for the motives or
reasons behind the negative word of mouth communications are motives of
vengeance, anxiety reduction, solicitation of advice and altruism (Sundram et.
al, 1998:531).

Beside that, several lextrapersonal variables also influence the consumer in
the process of word of mouth communication such as culture, social
networks, social incentives, business climates and individual personality. And
one of the most important factors in influencing the occurrence of word of
mouth communication is individual personality (Buttle, 1998:249).

In the personality research, locus of control becomes an important area of
study (Lefcourt 1982; Strickland 1989). Howard and Sheth (1969) suggested
that locus of control as one of the most studied personality variables influence
the consumer decision making process, where pre-purchase external search
for information is an important component. In general terms, locus of control
refers to believe that a person hold about the degree in which that person have
on the control over events or things that happen in the daily lives. According
to Paul E. Spector (1988) locus of control is general expectancies that
rewards, reinforcements, or outcomes in life are controlled either by one’s
own action (internality) o; by other forces (externality). Generally, people

differ in term of the amount of control they believe they have over their own

! Contextual conditions which influence the seeking of input of word of mouth or the production
of word of mouth output.




behavior and environment (Lefcourt, 1966; Rotter, 1966; Levenson, 1974).

_The people with high internal locus of control believe they have considerable

influences over the outcomes in their lives, while the people with high
external locus of control believe they are dominated by outside or external
forces such as fate, luck or powerful others, the factors that are out of their
control (Lam and Mizerski., 2005:218-219).

Lam and Mizerski (2005) conduct a research regarding the influences of both
high internal locus of control and high external locus of control on group
word of mouth communication. From the social network perspectives,
consumer in general interact with people from different degree of tie strength,
ranging from strong tie relationship such as family and close friends or can be
categorized as in-groups to weak tie relationship such as acquaintances or can
be categorized as out-groups (Lam and Mizerski, 2005:217-218). Previous
research conducted by Brown and Reingen (1987) found that strong ties are
more likely to be activated for the flow of information than weak ties. This
finding is closely related with the findings of Bone (1992) that the amount of
word of mouth communication generated is generally higher within groups
which consists of many strong tie relationships than inside the groups with
many weak tie relationships. Even though not all the Lam and Mizerski
research hypotheses proven to be true, their research found that there was
significant differences of i’ntemal and external locus of coentrol on the in-

groups and out-groups word of mouth communication.
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Based on the previous explanation, satisfaction is indeed an important driver

of custorier retention, becomes the fundamentat-determinant-of-longterm—

customer behavior that will actually lead to positive word of mouth
communication (Ranaweera and Prabhu, 2003: 88) and one of the factors that
stimulate word of mouth communication. Bone (1992) have found that high
satisfaction from the past experience of consuming product or service will
lead to more positive word of mouth, but still the word of mouth
communication is depend on the individual locus of control. Today, there is
no research that trying to reveal the roles of individual locus of control on the
influences of the customer satisfaction toward word of mouth
communication.

This research hopefully will try to fill the gaps from several previous
researches on the word of mouth communication by investigating the
influences of customer satisfaction on the word of mouth communication
through the roles of individual locus of control in the context of the
purchasing behavior of shopping product. The basic assumption from this
research is that the consumer who satisfied with the product or service will
not directly involve in the word of mouth communication with other people,
but depend on the individual locus of control those people holds.

Problem Identification

The focus of this proposed,research is to investigate whether the individual
locus of control has a mediation role on the influence of customer satisfaction

on the word of mouth communication. In this proposed research, the




researcher will specifically investigate the role of individual who has high

internal locus of control and the individual who has high external locus of

control on the influence of customer satisfaction on the in-group and out-
group word of mouth communication.

1.3. Problem Formulation
From the previous explanation on the problems identification, the researcher
will try to formulate the problems in to the form of question; these questions
will be used as a basis for formulating the hypotheses in order to answer the
proposed questions. From the previous general question on the problem
identification, several specific problems that will be investigated in this
proposed research are:

1. Does the customer satisfaction influencing the individual locus of
control and word of mouth communication on the purchasing of
shopping product?

2. Does the individual locus of control influencing word of mouth
communication on the purchasing of shopping product?

1.4. Problem Limitation
In this proposed research, the researcher will explain the limitation of the
problems that will be investigated. This research will focus on the
investigation of the causality influences of customer satisfaction, individual
locus of control and word 9f mouth communication. For the individual locus
of control, the focus is on the internal and external locus of control. While for

the word of mouth communication, the focus is on the in-group and out-group



word of mouth communication. This research will only focus on the product,

especially shopping product in which characterized by the moderate

involvement of the consumer, not for the service. This research will be
conducted in Kodya Jogjakarta. The respondent that will be involved in this
research only the respondent who has a past experience in consuming or
buying a shopping product.
1.5. Research Objectives
The purpose of this research is to investigate the causality influences between
customer satisfaction, individual locus of control and word of mouth
communication. The result of this study hopefully can reveal the existence of
the role of individual locus of control in mediating the influences between
customer satisfaction and word of mouth communication. The findings from
this research will bring benefit for the marketer practitioner in formulating the
marketing strategy to stimulate the word of mouth communication.
1.6. Research Contributions
This research will not only bring theoretical contribution, but also give the
practical contribution for the marketer practitioner. At least there will be two
things that become theoretical contributions from this research, which are:
1. This research will give empirical evidence about the mediating role
of individual locus of control on the influences of customer
satisfaction on the ,yvord of mouth communication. This phenomenon

still being ignored by the marketing researcher in the current day.
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2. This research will show the new empirical evidence about word of

~mouth communication in the context of Indonesia.

For the marketer practitioner, this research will give a clear picture about the
importance of customer satisfaction in stimulating the word of mouth
communication. As already been explained before, word of mouth
communication is a powerful tools in influencing the consumer behavior and
becomes a non-commercial promotional tools. Furthermore, the findings
from this research will help the marketer practitioner in identifying
community, market or society that will be easy in receiving word of mouth
communication. This understanding will help the marketer practitioner in
formulating the marketing strategy.
Definition of Terms
Tse and Wilton (1988:204) define the satisfaction as:
The consumer’s response to the evaluation of the perceived discrepancy
between prior expectations (or some norm of performance) and the
actual performance of the product as perceived afier its consumption.
From the above definition about satisfaction, Giese and Cote (2000) based on
the research that involves a review of the satisfaction literature together with
group and personal interview describe the customer satisfaction as:
A summary affective response of varying intensity, with a time —specific
point of determinatio:} and limited duration, directed toward focal
aspects of product acquisition and consumption.

Silverman (2001:48) define word of mouth (WOM) as:



Communication about products and services between people who are

- perceived-to- be independent of the campany providing the product_or
service, in a medium perceived to be independent of the company.

While Westbrook (1987: 261) define word of mouth communication as:
Informal communications directed at other consumers about the
ownership, usage, or characteristics of particular goods and services
and/or their sellers.

Word of mouth communication that will be investigated in this research is

in-group word of mouth communication and out-group word of mouth

communication. The definitions for both of them are as follows:
In-groups are group of individuals about whose welfare a person is
concerned, with whom that person is willing to cooperale without
demanding equitable returns, and separations from whom leads to
anxiety (Triandis, 1995).
In-groups are group of individuals with a stronger ties relationship such
as close friends and families (Lam and Mizerski, 2005a; 215
Out-groups are group of individuals with a weaker ties relationship
(Lam and Mizerski, 2005, 215).

Rotter (1966) define locus of control as:

The degree to which the individual perceives that the reward (obtained)

follow from or contingfi,nt upon his own behavior or attributes.




In this research, the locus of control is separated in to two part, high internal

locus of control and high external locus of control. The definitions for each

of them are as follows:

High external locus of control is individuals that see the outcomes of
events as being due to uncontrollable external variables such as luck,
fate and powerful others (Lam and Mizerski, 2005a;216).
High internal locus of control is individuals that believe they are in
control of their lives and events affecting their lives (Lam and Mizersky;
2005; 216).
The type of products based on its classifications that will be investigated in
this research is shopping product. The definition of shopping product is as
follows:
Shopping product is Consumer good that the customer, in the process of
selection and purchase, characteristically compares on such bases as

suitability, quality, price and style (Kotler, 2001; 295).

10



CHAPTER I

- REVIEW OF RELATED LITERATURE

2.1. Theoretical Review
2.1.1. Consumer Decision Making Process
2.1.1.1. The Nicosia Model
The consumers make a decision when they a buy a product or service. When
the consumers make a decision, they must follows several phase in the
consumer decision making process. One of the models of consumer behavior
that spelled out in considerable detail was the Nicosia model.
Paul (2001) in his review of the consumer decision-making process
summarized the consumer behavior model as follows:

1. Field one: encompasses the output of an advertising message or
information from a company and that the consumer has no prior
familiarity with the advertised product. This field consists of two
subfields which are the subfield one that consist of firms attributes
and the subfield two that consist of consumers attributes (especially
predisposition). In the subfield one the message reaches the
consumer. It is a function of the firm’s attributes and the means that
the firm has put into motion. What reaches subficld one is an input
into subfield two. In this subfield consist of consumers spaces
which are comp,psed of his psychological attributes. As this

message is received and acted upon, the output hopefully is

11



information of an attitude toward the product which then serves as

. an input to field two.

Field two: represent a search for and evaluation of the advertised

product. It is compared to other available alternatives as well. The

output from this field may or may not be a motivation to buy.

Field three: Motivation transformed into purchasing action.

Field four: is storage or use of the purchased item and the output is

the feedback of sales result to the business firm and retention of the

consequences of the purchase in the buyer memory.

Field one: from the sources of a message to the consumer’s attitude

Subfield

one.

attributes

Message
— exposure —»

1
]
1]
]
]
]
]
L]
1
M 3y
, Firm’s
]
1
)
]
'
]
]
]

Subfield two.
Consumer’s
attributes
(especailly
predisposition)

Experience

Consumption
storage

behavior

Search
evaluation

l

Motivation

l

Decision
(action)

Purchasing /

Field
two

Field
three

Figure 1: Summary flow chart of the Nicosia Model of Buyer behavior (Paul,

2001; 09).
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From the field one (central control unit) of the Nicosia model above, lead to

the development of the second model of consumer motivation and behavior to
clarify the nature of significant intervening variables

2.1.1.2. Model of Consumer Motivation and Behavior

The central control unit or psychological command centre includes both
memory and the basic facilities for thinking and behaving. Stored in the
memory are:

o Personality characteristics: Each individual has certain ways of
behaving and responding which characterize him in a unique way.
Certain patterns of behavior are perceived as successful in
satisfying needs and are learned and stored in memory. These are
designated in Figure 2 as Motives. Everyone also develops ways of
reacting and behaving: one person may be quite persistent in all that
he does; another may give up more easily. These ways of behaving
are called "response traits".

e Past information and experience: Nearly all that we do is somehow
retained in the central control unit as either conscious or
unconscious memory. As a result we learn to respond to stimuli of
all types in consistent and predictable ways. These are the stimulus
influences.

e Values and attitydes: Each of the characteristics discussed thus far
is a general pervasive predisposition of the individual. These

predispositions stored in memory interact with stored past
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experience and information to form values and attitudes (an

organization of concepts, beliefs, habits and motives associated

with a particular object).

Everyone receives stimuli of all types from his or her external environment.
These stimuli may be either physical or social: physical sensation, array of
available products and services, demands of family members, social norms,
etc. The system must be "turned on" before behavior can occur (arousal). This
can occur through need activation: the individual becomes vigilant because of
a feeling of discomfort triggered by his sensory receptors. Arousal also can
occur through awareness of an external stimulus.

After the system is turning on thorough stimuli, the comparison process
occurs. In the comparison process, two things happen which is perception ad
the outcome. Perception is selective in two ways: attention and distortion.
Selective attention refers to the fact that the system usually attends to those
stimuli which are seen to be relevant. On the other side, components of
memory can function to screen out or distort inconsistent stimuli while at the
same time enhancing the probability of action on those which are relevant.
Human beings seem to resist a challenge to their values and attitudes. While
action result or outcomes, if it is perceived that some change is necessary to
improve the present state of the system and to restore the balance which was

/
disturbed by arousal. No doubt there is a critical level of perceived difference

between the results of action and action which must be surpassed before the

"flow" proceeds.
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After the comparison process, next is search” or looking for information that

will introduce new inputs in the system. Whatsoever the individual does

when he elaborates his decision, each action is stored in memory. Th‘c
decision making process from the figure 2 can be summarized as follows:

e Search for alternatives: Somebody may make a decision to
consider the purchase of a refrigerator and have little or no
awareness of available brands. Therefore his search for information
is by looking at advertisements and asking friends and relatives.

e Evaluation of alternatives: Search for information will continue as
long as the prospective buyer is not willing to make a decision on
the basis of the information collected so far. Search for information
is most likely to occur in non-routine decisions. Even in these
circumstances, however, evaluation may be bypassed because of an
awareness that the time and energy required for search outweigh
any expected gains.

e Purchase: Finally, the preceding steps can lead to a decision to buy.
Also, action can be terminated at this stage. Circumstances may
change or other variables become introduced which were not ap-
parent earlier.

e Outcomes of the purchase: Two additional things can happen; (D)
perceived doubt a})out the wisdom of the action can trigger a search
for information to justify the decision, and (2) the outcomes may

change circumstances sufficiently to serve as a stimulus for further
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behavior; eg, search to make a decision on the best type of

financing. Matters may also essentially terminate at this point with

outcomes being stored in memory
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Figure 2 : (Model of Consumer Motivation and Behavior)
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The influence of word of mouth communication and personal situation or

characteristic happened in the search for evaluation phase of consumer

decision making process while the influence of past experience from
consuming a product which can produce customer satisfaction and
dissatisfaction happened from the feedback phase (Paul, 2001; 10 - 11).

The Hierarchy-of-effects theory proposes that cognitive activity (non-
evaluative thinking) causes affective activity (evaluative mental activity)
which causes conative activity (plans for actions and also the actions
themselves). In terms of the hierarchy of effects, awareness represents
cognition; attitude represents affect, intention and purchase, while uses
represent the conative stage (O’Brien, T.V, 1971). Consumer purchase
behavior may be viewed from three perspectives, the decision making, the
experiential, and the behavioral influence. The decision-making perspective
holds that buying behavior results from consumers engaging in a problem-
solving task in which they move through a series of stages (Mowen, J. 1988).
According to Hoyer (1984), when a product is purchased repeatedly and is
relatively not important, the decision making process of consumers is
characterized by low cognitive effort and use of very simple choice tactics.
These tactics reflect the fact that consumers have acquired experience with
similar product purchases in the past. Therefore, the decision process does not
unfold at the moment of choice, but rather evolves over time on the basis of

/
perceived satisfaction with purchased brands. In Hoyer's (1984) view,
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purchase frequency and product importance are basic dimensions, as far as

consumer decision making is concerned.

When a product purchase is made on an infrequent basis, brand satisfaction
may be more difficult to evaluate since consumers may not be able to
remember precisely how the brand performed. The more important a product
is to the consumer, the more complex the decision making process. Products
with higher social, personal or financial risks are likely to motivate consumers
to engage in external information search and more deliberative decision
processes (Alain, D. Idriss, B. & Jean, G, 1989).
2.1.2. Involvement and Types of Decision Making
The concept of involvement has been a major center of interest in consumer
research literature for the past 20 years. Involvement is thought to be related
to product use by various researchers. This relationship was thought to occar
because part of involvement is defined as being personal relevance as related
to needs of the individual (Engel and Blackwell 1982).
Involvement is a key motivational construct used to explain individual
differences in cognitive processes such as persuasion and decision making
(Johnson and Eagly, 1990). In relation with consumer decision making
process, the involvement falls in to two types of concept, which is product
involvement and purchase involvement.
Purchase involvement is the personal relevance of a purchase decision which
P

is viewed as the outcome of the interaction between an individual values,

goals, needs, or self concepts and the stimuli provided by the purchase
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decision situations (Mittal and Lee, 1989). Purchase involvements have a

different level from one consumer to other consumers even though they

purchase the same product, one might have low level of involvement and the
other experiencing high level of involvement, it depend on the type of the
product.

Product involvement is an internal state variable that indicates the amount of
arousal, interest or drive evoked by a product class (Mittal et al. 1989).
Houston and Rothschild (1978) classify product involvement from the
psychological perspective into two types, Enduring involvement and
Situational involvement. Enduring involvement is an ongoing concern for a
product class that is independent of specific purchase situations and
essentially arises as a result of ongoing interest with the product class, and its
association with the individual's self-concept, values and ego. Such enduring
involvement results from the product's ability to satisfy consumers' enduring
and self-identity-related needs, rather than from specific purchase or usage
goals. On the other hand, situational involvement is fundamentally different
in origin, and refers to the raised level of interest arising from a specific
situation, typically a purchase occasion.

Bloch and Richins (1983) define situational involvement as "a temporary
perception of product importance based on the consumer's desire to obtain
particular extrinsic goals that may derive from the purchase and/or usage of

P

the product”. Situational involvement may result in the detailed evaluation of

objective stimuli such as cost or performance features of the product, and/or
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the social and psychological environment surrounding its purchase and
consumption.
The consumer decision making process based on the level of involvement can
be categorized in to three different types, which is low, medium and high
level involvement decision making. In relation with decision making process
for shopping product such as shoes, clothes and bags, medium or limited
decision making process occurs. In general, limited decision making involves
recognizing a problem for which there are several possible solutions. There is
internal and limited amount of external search. A few alternatives are
evaluated on a few dimensions using simple selection rules. The purchase and
use of the product are given very little evaluation afterward unless there is a
service problem or product failure (Hawkins, D.I, Best, R.J., and Coney,
K.A., 1998). Limited decision making process applied to the situation where a
buyer is being confronted with a new, unfamiliar brand and has a need for an
item in that familiar product class (Paul, 2001).
2.1..3. Shopping Product
The classification of product into convenience, shopping and specialty goods
was first offered by Melvin Copeland (1923) in his writings at the Harvard
Business Review. He made reference’s to Parlin’s earlier work and suggested
the improvement. According to Copeland, Shopping goods are those for
which the consumer desires‘_to comprises prices, quality and styles at the time
/

of purchase. Usually the consumer whishes to make these comparison in

several stores. The exact nature of the goods or product may not be clearly
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defined in advanced in the mind of the shopper. The pruchase of shopping
goods usually can be delayed for a time after the existence of the need has
been recognized. The immediate satisfaction of the want is not so essentials in
this type of goods.

In 1962, Bucklin proposed his own modified of the Copeland original three
categories of the goods. According to him, as a first point of differentiation, a
distinction should be made between shopping goods and non-shopping goods.
According to Bucklin, Shopping goods are those for which the consumer
regularly formulates a new solution to his need each time it is aroused, and
the suitability of these goods is determined through search before the
consumer commits himself to each purchase.

As a new concept and theories evolved in marketing, the marketing scholars
continued to reanalyzed and challenges this classification systems. Kaish
(1967) attempted to apply Festinger’s theory of cognitive dissonance from
psychology. According to him, Shopping goods are goods that arouse high
levels of prepurchase anxiety about the possible inappropriateness of the
purchase. This anxiety can be allayed by the consumer through information
gathering and subsequent decision making. These goods are high in economic
and psychological importance, contain significant performance differences
and have physical qualities that are readily related to the performances
characteristics. ’

In 1986, Murphy and Enis’using the dimension of effort and risk related to

price, they defines shopping product as the product whre buyers willing to
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spend significant amount of time and money in searching for and and

evaluating these products.

2.1.4. Word of Mouth Communication

Word of mouth communication has reccived considerable attention in the
marketing literature. However, the studicd appear to be limited in scope as
they have examined the consequences. the antecedents, the flow and the
social or situational factor of word of mouth (WOM) communication in the
service context, especially the negative information of word of mouth
communication (Wilson and Peterson, 1989; Man gold et. al. 1999). This
research will both focused on the positive and the negative word of mouth
communication about product.

The reason why this research focus on the product, especially shopping
product because based on the previous research conducted by Katz and
Lazarsfeld (1955) found that word of mouth communication become the most
important source of influence in the purchase of household goods and food
product.

The previous research of word of mouth communication in the service market
place conducted by Mangold, Miller and Brockway (1999) was found that the
factors that are likely to stimulate WOM include a strongly felt need on the
part of the receiver, coincid’ental communication relating to a broader subject,
or a high level of satisfaction and dissatisfaction on the part of the

communicator. They also suggest that WOM may be stimulated when two or




more people are collectively trying to select a service. This means that the

word of mouth communication is.a group phenomenon.

While Bansal and Voyer (2000) on their research of WOM processes within a
service purchase decision context found that regarding the interpersonal
variables, when WOM information is actively sought it will have a greater
influence on the receiver’s purchase decision and when the tie between the
sender and the receiver is strong, the WOM information will have»a
significant influence on the receiver’s purchase decision. While regarding the
noninterpersonal variables, an indication exist that there is a very strong
positive relationship between receiver’s expertise and the degree of search for
WOM. Other research in the service area conducted by Money, Gilly and
Graham (1998) found that Native culture has a clear main effect on the tie
strength. This finding gives a clear fact to the marketer practitioner and
business firm about the influence of culture and tie strength might have in the
word of mouth communication.

Further research on the WOM in the service context of the financial service
provider found that the market environment (competitiveness) has no impact
on assessment of the importance and effectiveness of WOM while the
marketing strategy have some impact on the importance of WOM (Enncw,
Banerjee and Li, 2000).

In the context of the product, there were very limited studies conducted by the
researcher. Bone (1992) on his study of the determinants of word of mouth

communication during product consumption found that the social
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environment and the individual perceptions of the consumption experience

play a role .in determining the amount of product _discussion during
consumption and there was an inverse relationship between social ties and
WOM where the individuals who have weak social ties spend more time
talking about each other’s past experiences and interests in an effort to find
common interests and to learn more about each other while those with strong
ties may spend more time talking about the present since they already know
so much about one another.

Another study of WOM in the context of product was conducted by Herr,
Kardes and Kim (1991) found that word of mouth communication often have
a strong impact on product judgments because information received in a face
- to- face manner is more accessible than information presented in a less vivid
manner. O’Brien (1971) also found that information in the form of
advertising has no direct influence on the ultimate purchase for product. Such
influence begins solely with personal sources (word-of-mouth). Thus,
advertising that stimulates or initiates word of mouth is likely to be more
successful than simply informative communications (O’Brien, T.V, 1971).
The research regarding positive and negative word of mouth in the context of
both product and sérvice was found that receptivity to positive or negative
word of mouth information was influenced by evaluative feelings toward the
product or service (Wilsorll and Peterson, 1989). This research suggest that in

predicting word of mouth influence on acceptance of new product or services
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may be greatly improved by understanding the evaluative predisposition of

potential buyer as well as the valence of the word of mouth information.

Generally, word of mouth communication can be defined as an oral, person-
to-person communication between a receiver and a communicator whom the
receiver perceives as non-commercial regarding a brand, product or service
(Arndt, 1967). Product and services such as foods, sporting goods, musical
concerts and video tapes movies all have one thing in common; they are often
consumed in groups, and there is a possibility that word of mouth
communication may occur. This form of communication is a group
phenomenon, an exchange of comments, thoughts, or ideas among two or
more individuals in which none of the individuals represent a marketing
source (Bone, 1992).

Reingen (1987) found that word of mouth activity influencing variety of
buyer condition such as awareness, expectations, perceptions, attitudes and
purchase intentions and decision. Regarding the influences of word of mouth
on the purchase decision, Reingen (1987) findings was supported by Bansal
et al. (2000) research which found that WOM information when actively
sought will have greater influences on the receiver’s purchase decisions.
Word of mouth communications help to reduce the amount of information
that must be processed in order to make a decision because consumer cannot
process all of the information that is available to them for purchase decision;

/
they often engage in simple guides for simplifying their information seeking

and decision making process (Duhan, Johnson, Wilcox, and Herrel, 1997).
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Considering that WOM communication as a group phenomenon, this research

separates the WOM communication in to two (2) group communications

which is in-group and out-group. In-group WOM communication is the
communication between people who have close and strong relationship such
as friends and family, conversely out-group communication is the
communication between people who have no close relationship like people
except close friends and family (Matsumoto, 2000). This rescarch hopes that
there exist the differences in influences of customer  satisfaction and
individual personality to the both in-group and out-group WOM
communication.

2.1.5. Locus of Control

The influence of personality has been studied widely on the on the consumer
behavior. And one of the most intensively and consistently studied individual
personality construct is the concept of locus of control (Hoffiman et. al. 2003).
The intensity and frequency of WOM communication were influenced by
several external factors such as situations, the market and product types,
social networks, individual personality, and culture. The influences of
individual personality becomes one of the most frequently studied of external
factor and becomes the important factor in stimulating the occurrences of
word of mouth communication (Buttle, 1998).

Previous research on the ’(;ffect of locus of control on information search
behavior found that internals are engage in a greater degree of information

search compared to external (Srinivasan and Tikoo, 1992).
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Still in the area of personality, other research on the locus of control, web use

and consumer attitudes toward internet regulation found that the more

consumers believe they control their own destinies, the more they use the web
instrumentally, as a supplement to other activities. Conversely, the more
people believe that external factors control events, the more they use the web
ritualistically, to substitute for other activities such as spending time with
friends and family (Hoffman, Novak and Schlosser, 2003).

In line with the research conducted by Hoffman et al. (2003), the research of
Brockhaus (1975) found internals to be more oriented towards activities and
more likely to possess entrepreneurial qualities such as risk taking. Internal
tend to initiate new activities and undertake efforts or action in order to
manage events around them actively.

The concept of locus of control (LOC) becomes one of the most widely and
consistently studied construct in measuring the individual personality (Bone,
1992; Hoffman, Novak, and Schlosser, 2003). Rotter (1966) defines LOC as
follows:

The degree to which the individual perceives that the reward (obtained)
follows from or is contingent upon his owns behavior or attributes.

Rotter (1966) developed the LOC scale with two dimension namely, internal
LOC and external LOC. This measurement scale has undergone several
changes. Levenson (1974)? critized the inconsistency of the LOC research
result that not only caused by the treatment of LOC as a unidimensional

construct, but also the existence of two types of external LOC. Because of



that, Levenson (1974) developed the 1.OC measurement scale into three

dimensiaons which are internal, powerful of others, and chances.

Generally, people differ in term of the amount of control they believe they
have over their own behavior and environment (Lefcourt, 1966; Rotter, 1960;
Levenson, 1974). The individual who have high internal locus of control
(LOC) believe that they have control over their own behavior and
environment. These individuals believe that what happen in their life is as
consequences of their own behavior. Conversely, individuals who have high
external locus of control (LOC) believe that their life is controlled by the
external factors such as luck, fate, and powerful others (LLam and Mizerski,
2005).

Furthermore, Hoffman et al. (2003) found that the people who have high
internal locus of control (LOC) are more action oriented that the people who
have high external locus of control (LOC). The people who have high internal
locus of control (LOC) are more risk taking and actively engage in
information searching for decision making, compared with the people who
have high external locus of control (LOC) (Srinivasan and Tikoom, 1992).
The characteristics of the people who have high internal locus of control
(LOC) such as risk taking, and action oriented influence how they
communicate with other people. We can assume that they will involve in
word of mouth communication (WOM) with the people around them whether
they have close relationship (in-group) or having no close relationship (out-

group). They involve in this activity in order to control the final result of their



decision making. Based on the nature and information needed by them, we
----- can predict that the people who have high-internal locus-of control {LOC) wall

engage in word of mouth communication (WOM) with their out-groups
compared with the people who have high external locus of control (LOC).
Based on this assumption, the researcher formulated the following
hypotheses:

H;: The people who score high on their internal locus of control are more
likely to engage in word of mouth communication with their out-groups
compared to individuals who score low on their internal locus of control.

H,: Individuals who score high on their internal locus of control are less
likely to engage in word of mouth communication with their in-groups
compared to individuals who score low on their internal locus of control.
Furthermore, if the people who have high internal locus of control (LOC) are
risk taking, the people with high external locus of control (LOC) often engage
in avoidance behavior (Janssen and Carton, 1999). They often feel lack of
personal control and believe their actions do not necessarily lead to the
desired result. Because of that, they are likely to rely on the situation and fate;
however they still need advice for affiliating with other people. Even though
the purpose merely for friendship and entertainment (Lam and Mizerski,
2005). Based on that phenomenon, the following hypotheses were

formulated:

-
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H;: Individuals who score high on their external locus of control are more

likely to engage in WOM communication with their in group compare 1o

individual who score low on their external locus ot control

H,: Individuals who score high on their external locus of control are less
likely to engage in WOM communication with their out group compared to
individual who score low on their external locus ot control

2.1.6. Customer Satisfaction

Practitioner and marketer practitioner agreed that customer satisfaction was |
becoming the main point in the long term of the consumcr behavior. And that
the customer satisfaction can be interpreted in varictics of ways starting from
the difference in respond form (cognitive or aftective); the time of cvaluation
(directly after or far atter the consumption). the object of cvaluation
(transaction, company or product attributes): until the psychological process
for responding such as disconfirmation of expectation. aitribution. equity
perceptions (Johnson, Garbarino, and Stvadas. 2006).

in thc cognitive evaluation proccss the customers compare their prior
expectations of product or services outcomes (performances and other
important attributcs) to thosc actually obtained trom the product or SCIVICTS
customer satisfaction results when actual performances meet or excecds the
consumer’s cxpectation (Zeithumal, By, and Parasuraman, 1993). Likcwise
if expectation exceeds thc’;_ actual performance. dissatistaction will appear.
According  to  the conlinnaion/discontirmation  paradigm,  customer

satisfaction can bc described as the outcome of COMIPArisOn process betweei




perceived product performances and previously held expectations. When

performances exceed expectations, positive disconfirmation occurs, and leads

to satisfaction, while when performances below expectations will results in
negative disconfirmation and dissatisfaction (Oliver. 1997).

The level of expectation held is heavily influenced by recent experiences with
the product or service provider (LaTour and Peat, 1980). The temporarily
increased in situational involvement shortly after the purchase decision
strengthens the motivation to feel satisfied (Richins and Bloch, 1991).

The difference in customer satisfaction according to dissonance theory
suggest that after making a buying decision. consumers experience post-
purchase dissonance, which express their concerns of having made the wrong
choice (Festinger, 1957). The occurrence of dissonance in buying decision 1s
more likely when consumers perecive the purchase in the product category as
being risky (Oliver, 1997).

Previous research on the mediating rolc of customer satistaction on the cftect
of scrvice quality found that customcr satistaction pertorm a medhating roic mn
the link between scrvice quality and scrvice loyalty (Caruana, 2002). Scrviee
quatuy has been found to be an nuportant aput (o customner satistaction.
Whilc other rescarch on the retative importince ob custamer satisfiction as
determinants of positive word ol mouih (ound  that satistaction hase a
significant positive cticct 01} the word of mouth (Ranawceera et al, 2003).
Satistied customers found 1o be cnpapge in pesiitve word ol mouth (WOM) in

the way that they will tell other who were external to the transaction of their



pleasure with the institution or organization that provide the service regarding

certain product or brand (Prince & file, 1992). Positiy_cjm WOM “ has -

traditionally been seen as a side benefit of satisfaction and been viewed as
either a boost to overall marketplace image or as a low budget promotional

alternatives.

In this research, the focus is on the cumulative assessment of customer
satisfaction on the shopping product that already been consumed by the
consumer. Bolton (1998) argued that cumulative satisfaction serve as a basis
that always develop with new information from the service experience.
Because of that, satisfaction must be measured and monitored in a continuous
way in order to be able to assess the recent performance from product or
company in the customer point of view.

Sundaram et al. (1998) found that the consumer conduct word of mouth
communication because of several reasons such as helping other people. sclf
enhancement and product involvement. Other consumers conduct positive
WOM because they want to show their expertise on certain product. The
similar research also conducted by Mangold et al. (1998). They show the
condition that can push the occurrence of word of mouth communication such
as a strongly felt need on the part of the receiver. coincidental communication
relating to a broader subject, or a high level of satisfaction and dissatisfaction

on the part of the communicator.
!

33



Based on the above elaboration and on the assumption that each individual

who has high score on their external and internal locus of control. the

following hypotheses were formulated:

Hs: The higher the customer’s satisfaction. the higher the possibility to
conduct word of mouth communication with their in groups.

Hg: The higher the customer’s satisfaction. the higher the possibility to
conduct word of mouth communication with their out groups.

Hs: The higher the customer satisfaction. the higher the possibility the
individuals who score high on their internal locus of control to communicate
their experiences to other people.

Hs: The higher the customer satisfaction, the higher the possibility the
individuals who score high on their external locus of control to communicate

their experiences to other people.

Theoretical Framework

Customer
Satisfaction

; External
LOC
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CHAPTER 111

RESEARCH METHOD

3.1. Research Method
This section will explain the research methodology of this rescarch,
cspecially related with the research design and the process of data collection.
This process is conducted to make sure that this research is suitable with the
research requirements and that the accuracy of the data and the research
findings can be guaranteed.

3.1.1. Type of study
The type of this research is basic applied research. This research generates a
body of knowledge by trying to comprchend how certain problem can be
solved. The primary objective of engaging in basic research is to equip
oneself with additional knowledge of certain phenomena and problems based
on the previous theories or research in the same or related topic (Sekaran,
2000; 08). In this case, this research will replicate previous study of word of
mouth communication and customer satisfaction by combining them in order
to investigate the mediating role of individual personality on the influence of
customer satisfaction on the in group and out group word of mouth
communication in the context of the purchase of shopping product.

3.2. Research Subject
The subject of this researc/h is the group of individual who ever consuming
the shopping product. Three (3) kind of shopping product will be employed

as the object of research; those products are shoes, cloths and bag.




3.2.1. Population

The population of this fesearch is attthe consumer ot the shopping-produet-ta——— ——

Kodya Jogjakarta. The populations are customers or consumers who have

experience or ever consuming the shopping product such as shoes, cloths and

bag.

3.2.2. Sampling Method

This research will be planned to involve 160 respondents (see Appendix 2).
The decision regarding the number of the respondents is merely to guarantee
the standard from the causality analysis that conducted in simultaneous way.
But from those 160 respondents, there is a possibility that not all the sample
will be used in the further analysis, since there is a procedure in the research
to eliminate the possible outlier from the data, the method that will be used in
removing the outlier is by bootstrapping method. While the respondents
selections will be done by using convenience sampling. Convenience
sampling is a nonprobability sampling design in which information or data
for the research are gathered from members of the population who are
conveniently accessible to the researcher (Sckaran. 2000: 277). The reason
why this type of sampling design was chosen because convenience sampling
is most often used during the exploratory phase of a rescarch project and is
perhaps the best way of getting some basic information quickly and

efficiently.
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3.3. Research Setting

The setting of this research will take place on the Kodya Jogjakarta. To

guaranteed that this research fulfilling the generalizability and representative
ness principle of scientific rescarch. the researcher will randomly select
several place that located within Kodya Jogjakarta, especially the place
where the Jogja people usually spend their leisure time.
3.4. Unit of analysis

The consumer decision making process based on the level of involvement
can be classified into different groups, which are low involvement decision
making process, moderate involvement and high involvement decision
making process. Low involvement decision making process happened when
the consumers buy the convenience product or daily consumed product such
as toothpaste, soap and instant noodle. Moderate or medium involvement
happens when the consumers buy a shopping product such as cloths, shoes
and bag. While high involvement happens when the consumers buy a
specialty product such as car, house and motorcycle. This research will be
planned to analyze the role of individual locus of control on the influences of
customer satisfaction on the word of mouth communication regarding the
purchase of shopping product. So in this rescarch, the unit of analysis 1s
group of people who frequently purchase the shopping product such as

cloths, shoes and bag.



3.5. Research Variables and Measurement

There are five (5) construct that will be investigated in this rescarch by using

six (6) Likert scale. Those six (6) likert scale mcasurement are as follows:

1 = Strongly disagree 4 = Somchow Agree
2 = Disagree 5 = Agrec
3 = Somehow disagree 6 = Strongly agrec

Those five (5) construct were adapted from several relevant literatures. Those

5 construct or variables are as tfollows (Sce Appendix 1)

3.5.1. Customer Satisfaction

The customer satisfaction variable will be measured by using three (3) items

of questions which is adapted from the research instrument of Johnson et al.

(2006). Those three (3) items of questions are as follows:

1. The performance of the product that | bought exceeds my expectation.

2. Inoverall, I feel satisfied with the product I bought.

3. The product that I bought was the best product compare with other same
product.

4. 3.5.2. Internal Locus of Control

The internal locus of control construct was adapted from the research

instrument of Lam and Mizerski (2005). This internal locus of control will be

measured by using three (3) items of questions, which are:

1. My life is determined b/y my own actions

2. When I get what I want it is usually because I worked hard for it

3. I can pretty much determine what will happen in my hfe
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3.5.3. External Locus of Control

The external locus of control construct was adapted from the research

instrument of Lam and Mizerski (2005). This external locus of control will
be measured by using three (6) items of questions. which are:

1. To a great extent my life is controlled by accidental happenings

2. When I get what [ want it is usually because [ am lucky

. It is not always wise for me to plan too far ahead because many things turn

|8 )

out to be a matter of good or bad luck
4. 1 feel like what happens in my life is mostly determined by powerful
people
5. My life is chiefly controlled by powerful others
6. People like me have little chance of protecting our personal interests when
they conflict with those of strong pressure groups

3.5.4. In-Group Word of Mouth Communication
The In-Group word of mouth communication construct was adapted from the
research instrument of Lam and Mizerski (2005). This In-Group word of
mouth communication will be measured by using four (4) items of questions,
which are:
1. I like introducing new brands and products only to my close friends or
family
2. I only provide informa/tjon about new brands and products to my close

friends or family




3. I like to seek advice or information only from my close friends or family

when making a purchase decision.

4. 1 only gather information about a product before | buy from my close
friends or family

3.5.5. Out-Group Word of Mouth Communication
The Out-Group word of mouth communication construct was adapted from
the research instrument of Lam and Mizerski (2005). This Out-Group word
of mouth communication will be measured by using four (4) items of
questions, which are:
1. T like to provide people other than my close friends or family with
information about new brands or products
2. I share information about new brands and products with people other than
my close friends or family
3. I seek out the advice of people other than my close friends or family
regarding which brand to buy
4. I like to seek information and advice of people other than my close friends
or family before making a purchase decision
3.5.6. Demographics variables
Beside those 5 main construct, there will be also a demographics or
descriptive variables. These demographics variables are including 3
questions regarding age, ,gender, income, education and occupation of the

respondents. This demographics data will help the researcher in knowing the
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background of the respondents and will be used as a description of the
sample of this research.
3.6. Research Procedures
The research procedure in collecting the data will be done by spreading the
questionnaire. To become the respondent of this research, the respondents
wall be asking to answer whether they ever consuming the product that will
be investigated, in this case the shopping product. If their answer is no, those
respondents will be not involved in this research, but if their answer is yes,
they will be involved in filling the questionnaire.
3.7. Technique of Data Analysis
In answering the research and hypotheses questions, this research will use
Structural Equation Modeling by using LISREIL 8.30 program. LISREL is a
procedure for the analysis of Linear Structural Relations among one or more
sets of variables (Gefen, Straub and Boudreau: 2000). It examines the
covariance structures of the variables included in the model under
consideration. LISREL permits both confirmatory factor analysis and the
analysis of path models with multiple sets of data in a simultancous analysis.
Confirmatory factor analysis is a variant of factor analysis where the goal is to
test specific theoretical expectations about the structure of a set of measures
(Gefen et al. 2000). But before go through to the main analysis using
LISREL, there will be 2 prefiminary steps which are exploratory data analvsis
and data screening by using SPSS version 135 software. Exploratory data

analysis deals with the demographics variables such as income, age, gender
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and so on. The property of EDA is the frequency and percentages of the

distribution of the respondent’s age; incomes;-education; occupations and.so ...

on. While Data screening deals with the issues that are resolved after data are
collected but before the main data analysis is run. It is time-consuming and
sometimes tedious, but consideration and resolution of these issues before the
main analysis are fundamental to an honest analysis ot data. The bootstrapping
method is applied in the data screening process to remove the possible
outliers.

Structure equation modeling (SEM) is the multivariate technique combining
aspects of multiple regression (examining dependence relationship) and factor
analysis (representing unmeasured concepts with multiple variables) to
estimate a series of interrelated dependence relationship simultaneously
(Gefen et al. 2000). This analytical tool will help the researcher to test the
causality relationship from all the variables that will be investigates in
simultaneous ways.

There are five steps that commonly used in the application of structural
equation modeling (Bollen & Long; 1993). The steps are as follows:

1. Model Specification

2. Identification

3. Estimation

4. Testing fit, and

5. Re-specification

3.7.1. Model Specification




Model specification usually begins with the implementation or creation of a

path diagram to label and give the name to the variables both observed and

latent (unobserved), error terms and residuals and to describe the relationships

amongst these components (Smith, P.I1.; 2001). In specifying the model by

using Lisrel application, the path diagrams usually labeled by using notation,
and then specify the matrix mode and type. Model specification in Lisrel can
be done in four ways:

e Original LISREL syntax (text) input

e SIMPLIS syntax (text) input

e Graphics (path diagram) input, or

e Interactive, windows-based input.

In this research, the researcher use the original Lisrel syntax input method in

specifying the model. The reason is because it is the quickest method for

specifying and modifying complex models once the user is familiar with the

syntax, even though it is the most complex way to learn (Smith, P.H.; 2001).

The measurement part of the model shown in the figure 3.1 below includes:

e Independent observed variables (or indicators) labeled as CS1 CS2 and
CS3, with error represented by 81, 82 and 83. with independent latent
(unobserved variables) or exogeneous varaibles labelled as CS (E1).

¢ Dependent observed variables (or indicators) labeled as OUTWOM]
OUTWOM2 OUTWQM3 OUTWOM4 INWOMI INWOM2 INWOM3
INWOM4 ILC1 ILC2 ILC3 ELC1 ELC2 ELC3 ELC4 ELCS5 ELC6, with

error represented by €1 €2 £3 £4 €5 £6 £7 8 €9 €10 £11 £12 13 €14 £15
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€16 £17. With dependent latent or unobserved or endogenous variables

-~ Tabeled as OUTWOM (1) INWOM- A2 HC A BEC G ———

e Factor loading for exogenous variables (§1) labelled as Ax11, Ax21, Ax31
in the regression of CS1 CS2 CS3 on CS (&1).

e Factor loading for the endogeneus variables (01, 12, 13, {4) labelled as
Ayl1, Ay21, Ay31, Ay4l, LyS2, Ay62, Ay72, hy82, Ay93, hyl103, Ayl13,
Ay124, Ayl34, Lyldd, Ayl54, Ayle4, iyl74 in the regression of
OUTWOMI1 OUTWOM2 OUTWOM3 OUTWOM4 on OUTWOM (1)
INWOM1 INWOM2 INWOM3 INWOM4 on INWOM (92) ILC1 ILC2
ILC3 on ILC (43) ELC1 ELC2 ELC3 ELC4 ELC5 ELC6 on ELC (74).

e Varainces of, and covarainces amongst, the measurement error (by 81, 82
and §3) for the independent observed varaibles labelled as 0 “11, as 0
(6)22, and as ® ®33. and variances of, and covarainces amongst, the
measurements error (by €1 £2 £3 &4 €5 €6 £7 £8 €9 £10 €11 €12 £13 €14
£15 €16 £17) for the dependent observed variables labelled 0 11, 9 22,
6 33, 0 P44, 8 55, 0 D66, 0 77, 0 788, 0 99, 0 1010, 6 V1111, 0
®1212, 0 ©1313, 0 ®1414, 0 ©1515,0 ©1616,0 71717,

The structural part of the model in figure 3.1 below:

e The regression of &l on 1, §2, 93, @4 represented by the regression
coefficients y11,y21, y31, y41.

e Relationship between r']/l, %2, %3, 114 represented by regression coefficient

B 13, B 23, P 14, B 24.
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Residual terms (being the differences between the actual values of the
enrdogené)usr variables and the valucs prtdlCtLd byrthe model) represented
by the terms £ 1,{2,(3,( 4.

Variances of the residual terms (being the variances in the endogenous
variables unaccounted for by the models) and covariaces between them

labelled W 11, ¥ 22, ¥ 33, V¥ 44, 'V 21, V¥ 43.
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* Instrumental Variables (IV) and Two-Stage Least Squares (TSLS)

e Generalized Least Squares (GLS)

* Generally Weighted Least Square (WLS) or Asymptotically Distribution

Free estimation (ADF)

In this research, the researcher uses the WI.S method of estimation.
3.7.4. Testing Fit
After the model has been specified, identified and the paramters have been
estimated, the next step is to check wheter or not the model fit the data. If the
specified model is a reasonable representation of the data, the parameters that are
estimated wild yield small values for the discrepancy function.
When the model is correct in the population, will imply that (N-1) times the
minimum values of the fit function has a % distribution (with degree of freedoms
(df) equal to the number of non-redundant elements in the empirical samples
variances and covariances (S) minus the number of parameters being estimated.
The current study uses the following three types of fits statistics that derived from
the minimized discrepancy function. These include:
3.7.4.1. Absolute fit indices
Absolute fit indices is the measure of absolute discrepancy between the matrix of
implied variances and covariances to the matrix of sample variances and
covarainces. These fits indices includes:

¢ Chi square (X?) meagures to which all residuals in ¥ - %(0) are zero,

while probability value associated with X? represents the likelihood of

obtaining X? that exceeds the X* value when Hpy is true. Thus the higher
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the probability associated with X? . the closer the fit between the
hypothesized model and the perfect fit.

e Root Mean Sqﬁare Error of Approximation (RMSEA) takes into account
the error of approximation in the population and asks question "How well
would the model, with the unknown but optimally chosen parameter
model, fit the population covariance matrix if it were available.

RMSEA <.05 indicates good fit
.05 < RMSEA < .08 indicates reasonable error
.08 <RMSEA < .10 indicates mediocre fit
RMSEA > .10 indicates poor fit

* Root Mean Square Residual (RMS) represents the average residual value
derived from the shifting of var.-cov. matrix for the hypothesized model
to the var.-cov. matrix in the sample data. However, because these
residuals are relative to the size of the observed var and cov, they are
difficult to interpret. Thus they are best interpreted in the metric of the
correlation matrix. The standardized RMR therefore represents the
average value across all standardized residuals, and ranges from 0 to
Standardized RMR < .5 indicates a well fitting model.

e The Goodness-of-Fit Index (GFI) and Adjusted Goodness of Fit Index
(AGFTI) can be classified as absolute indices of fit because they basically
compare the hypothesized model with no model at all. Values GFl &
AGFI close to 1 indicate good fit.

3.7.4.2. Incremental or Comparative fit indices
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Incremental fit indices measure how much better the fitted model is compared to

some baseline model. It is often that baseline model used for comparison is the

null model (independence model) in which there is no relationship amongst the

varaibles are proposed. In this case, the incremental fit index is a measure of how

much better the model that assumes atleast some relationship is compared to a

model with no relationship. These indices lies between zero (0) and one (1) where

zero indicates that the specified model is no better than the independence model

and a value of one indicates that the specified model is a perfect fit. These indices

includes:

Parsimony Goodness of Fit Index