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DISTRIBUTED LEADERSHIP AND EMPLOYEE PARTICIPATION IN
THE BANKING INDUSTRY: A CASE STUDY
Evangelia Fragouli (University of Dundee)
Kiriaki Xristofilaki (MBA)

Abstract
In the 21st century the most successful leaders have to focus on sustaining superior performance by
aligning people around mission and values and empowering them at all levels The challenges businesses
face these days are too complex to be solved by individuals. Collaboration within organizations is
required in order lasting solutions to be achieved Leadership has been considered as an influence
relationship influencing the practices of others in ways that bring about a 'major change in form, nature,
and function. Distributed leadership is constituted through the interaction of leaders with others and
situations. This research examines the issue of employee participation in the workplace, their awareness
about the form of distributed leadership and finally if the latter is applied in the banking sector. The
research methodology is based on an empirical study in the Greek banking sector through the distribution
of a questionnaire to employees of three different banks operating in Greece. The main conclusion is that
people do participate to some extent but distributed leadership is not applied in this industry.
Key words: Distributed Leadership (DL), Participation, Banking Industry

1. INTRODUCTION
As we live in an era of globalization, changes and complexity in business environment, leadership is
becoming increasingly crucial. It is time to detach from the thought of heroic leaders and realize that no
man can possess all the skills and abilities needed in order to be an exemplary leader in every situation.
Sometimes co-operation of people can lead to better results through the exploitation of different people
and different ideas. Participation of people when decisions take place can give them motivation to
perform better in their work environment and constitute a competitive advantage for a firm. Although
Distributed Leadership is still in its infancy, as a new form of leadership, has many advantages and could
be proved beneficial for companies and employees when applied.

1
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Despite its growth in recent years, Distributed Leadership is not a very familiar concept besides the areas
of healthcare and education. The most important explanation for this is people’s adherence to the idea of a
heroic leader and the fear of trusting something new.
The purpose of this study is to assess awareness of employees about Distributed Leadership in the Greek
banking industry and explore whether employees participate in the decision making process in this
industry..
The methodology followed for the completion of this study is based on qualitative data collection. The
data collection effort is performed by a questionnaire which was formed and answered by 89 employees
of three banks in Greece.
Although ample literature on DL is available both in the form of books and articles, unfortunately it is
only general and of international nature. More specifically, the majority of the literature available on the
topic refers to and analyses DL either abroad (outside of Greece) or in sectors that are out of scope of this
study.

1.1 Leadership
One of the most essential definitions of leadership is given by D.Bourantas (2001) “Leadership is the
process of influencing attitudes and behavior of a small or large, formal or informal group of people from
one person (the leader) in such a way that, voluntarily, willingly, and with the appropriate cooperation,
they will try to implement objectives arising from the mission of the group, with the most
efficiency.”(p.310). It is the art of motivating a group of people to act towards achieving a common goal.
Porter and McLaughlin (2006) insist operating in the 21st Century requires a strong focus on the dynamic
relationships within organizational context. Unlike Kotter (2001), Porter and McLaughlin (2006) state not
only that organizations provide the context for leadership, but also that leadership impacts that
organizational context.
Avery (2004) mentions that understanding leadership requires more than reading a few articles or
fantasizing about what great leaders should be. It is a field where theories and research are far from
2
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complete1. Moreover, the idea of leadership has changed over the years. In the past, leadership was
always connected to a “Great Man” usually thought of as a hero. Today it seems that the idea of
leadership has expanded and has to do more with the leaders and the followers, rather than just one
person- the leader (Grint, 2005)2. Nowadays, the field of leadership does not contain only the leader, but
it also focuses on followers, peers, supervisors, work setting/context and culture. It is conceived as
interplay between two or more actors within a particular framework (Pierce and Newstrom, 2000)3. It
depends on different factors that represent the diversity of the era we live in. It is no longer a pathetic
situation but a continual evolving. Leadership has a more holistic view, meaning that all people
participating in the leading process are taken into account. The expansion of leadership gives importance
to its psychology, how the leader processes information, how the follower processes information and how
each of them affects each other and the group (Avolio et.al, 2009)4. However, leaders may not always be
capable of leading effectively and this might be due to the preferred style of leading others, such as,
encouraging or discouraging others’ participation in the decision making process. Booth, Segon, and
O’Shannassy (2010) propose that people’s performance is differentiated by their motivations. People
involvement and participation can act as motivational factor.

1.2 Employee participation
Since we live in a world of globalization, the needs in the field of leadership have changed. The
changes and complexity in today’s business environment makes leadership increasingly exigent

1

Gayle C. Avery, (2004), Understanding Leadership, 2nd edition, Sage Publications, London.

2

Keith Grint, (2005), Leadership: Limits and Possibilities, Management, Work and Organizations, Palgrave

Macmillan.
3

Jon L. Pierce, John W.Newstrom, (2000), Leaders and the Leadership Process, 2nd edition, McGrawn-Hill

Higher Education, United States of America.
4

Bruce Avolio, Fred Walumbwa, Todd J. Weber, (2009), “Leadership: Current Theories, Research and Future

Directions”, Annual Review of Psychology, 60, pp. 421-449.
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(Yulk, 2006)1. People actually participate in the leading process and thus their performance
improves. Employee participation is a process where everyone is equally influenced despite their
hierarchical differences (Locke and Schweiger, 1979; Wagner, 1994)2. When people participate
in the decision making process their job performance and motivation increases and by doing so
they satisfy their self-actualization needs (Likert, 1961)3 . Studies have shown that employee
participation is positively related to productivity, satisfaction and performance of an employee.
Pfeffer (1994) states that workforce of a firm should be seen as a critical factor in developing and
maintaining a competitive advantage 4 . He emphasizes on his conclusion that despite the
importance of a committed and motivated workforce, there is a trend in many firms to use part
time and contract employees. Wagner (1994) mentions that participatory management practices
balance the involvement of managers and their subordinates in decision making and problem
solving in a firm5.

He states that many managers believe that these practices have positive

effects on performance and satisfaction at work.

1.3 Leadership in the Greek banking
banking sector
As we live in an era where every bank offers similar products, it is important for them to understand the
power of their people and utilize them in order to achieve a competitive advantage. “Over the last several
years, studies (Booz & Co 2008 and Harvard Business Review 2006) indicate that 40 per cent of

1

Yukl, G. A., (2006), Leadership in organizations, Upper Saddle River, NJ: Pearson/Prentice Hall, 6th edition,

New York.
2

Locke, E. A., Schweiger, D. M., (1979), “Participation in decision making: One more look. In B. M. Staw (Ed.)”,

Research in organizational behavior, CT: JAI Press, Greenwich, Volume 1, pp. 265-339.
Wagner, A.J., (1994), “Participation’s effects on performance and satisfaction: A reconsideration of research
evidence”, Academy of Management Review, Volume 19, pp. 312–30.
3

Rensis Likert, (1961), New Patterns of Management, McGRawn Hill Edition, New York.

4

Jeffrey Pfeffer, (1994), Competitive advantage through people: Unleashing the power of the work force, 1st

edition, Harvard Business School, United States of America.
5

John A.Wagner III, (1994), “Participation’s effects on performance and satisfaction: A reconsideration of

research evidence, Academy of Management Review, Volume 19, pp. 312–30.
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management don’t trust their senior leadership, don’t believe leadership has a credible plan and don’t
have the confidence in leadership’s ability to carry out a plan”1. Thus, it is important for bank employers
to believe in their leaders and to understand that they are significant too. Looking at the goals of Greek
commercial banks, it seems that they have understood the importance of the contribution of their
employees. They appreciate their staff and comprise them in the leading process. Since our survey is
based on three Greek banks, Bank of Cyprus, Eurobank and Royal Bank of Scotland (Greek subsidiary),
we tried to acquire a first aspect about what they believe of their human recourses. “Our goal is to create
perspective to our human resources inspiring them to participate in the accomplishment of the goals of
our organization” (Bank of Cyprus, 2011)2 . They continue defining that their accomplishments are the
results of the devotion, eagerness and commitment of the human resources to the organization. They
believe in an open and supportive workplace, where the staff cooperates for the accomplishment of a
common goal. They appreciate the ideas of their people, respect different opinions and give equal
opportunities to them, applying fair and impartial confrontation against all. Finally, they state that they
aim to reinforce the effective leadership of their managers. Eurobank aims in making its people act
subversively in the organization. Their human resources are continuously supported and their continual
effort, efficiency, consequence and abilities compose the basic warranty of the ascending route of the
bank and they contribute to the maintenance of the powerful position of the bank3.

They attribute

particular attention and importance to their human resources trying to build a climate of trust between the
employees and mutual participation in the leading process. They take care of their people and recognise
the good work rewarding individual achievements. In Royal Bank of Scotland, they offer support,
development, flexibility and opportunity to help take careers further. They believe that the only way to
reach their goals is through their people. The bank rewards individual achievement and they all work
together4.

1

http://thecitizen.co.tz/magazines/31-business-week/1900-leadership-in-the-banking-industry.html.

2

http://www.bankofcyprus.gr.

3

http://www.eurobank.gr/online/home.

4

http://www.rbs.co.uk/.
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2. Distributed Leadership
Leadership defines the success and failure of an enterprise. The speed of change and complicated
business environment makes leadership extremely demanding placing unrealistic expectations on heroic
leaders (Yulk, 2006)1. Thus, it seems impossible for someone to possess all the skills and abilities that are
needed to confront with every situation and be a charismatic leader (O’Toole, Galbraith, & Lawler, 2002)2.
As the existing leadership styles were not suitable for every situation, something new was needed.
Scholars found this in distributed leadership.

Named as shared, distributed, dispersed, devolved,

democratic, distributive, collaborative, collective, co-operative, concurrent, co-ordinated, post-heroic or
team leadership, researchers usually refer to the same thing as these terms are often used interchangeably
(Avolio et al., 2009)3. Distributed leadership is famous among practitioners, researchers, policy makers
and educational reformers (Harris 2005; Silins and Mulford 2002b)4. Its genesis can be found in the field
of organisational theory in 1968 (Barnard, 1968)5. Cecil Gibb is thought to be the progenitor of the idea.
He claimed that leadership tended to pass from one individual to another and that the most active
followers can become talented leaders6. He also believed that the relationship between the leader and the
1

Yukl, G. A., (2006), Leadership in organizations, Upper Saddle River, NJ: Pearson/Prentice Hall, 6th edition,

New York.
2

O’Toole, J., Galbraith, J., Lawler, E. E., (2002), When two (or more) heads are better than one: The promise

and pitfalls of shared leadership,
3

Center for Effective Organisations, University of Southern California.

Bruce Avolio, Fred Walumbwa, Todd J. Weber, (2009), “Leadership: Current Theories, Research and Future

Directions”, Annual Review of Psychology, 60, pp. 421-449.
4

Harris, A., (2005), Crossing boundaries and breaking barriers- Distributing leadership in schools, Specialist

Schools Trust, London.
http://www.sst-inet.netISBN, 1–28.
Silins, H., Mulford, B., (2002), “Schools as learning organizations: The case for system, teacher and student
learning”, Journal of Educational Administration, Volume 40, No 5, pp. 425-446.
5

Barnard I. C., (1968), The functions of the executive, Harvard University Press, Cambridge.

6

Gibb, C.A., (1954), “Leadership”, Handbook of Social Psychology, Vol. 2, Addison-Wesley, Reading, pp.

877-917.
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follower can be so strong that we cannot always understand who influences who and at what extend
(1968a, p.271)1.
Distributed leadership is a field where studies are scarce and far from complete. It is more developed in
the fields of education and healthcare. It is an unexplored concept which has both academic and practical
potential.
Peter Gronn (2000) defined distributed leadership as a potential solution to the thought of dividing
leadership into two opposite fields: the one defining leadership as an individual action and the other as a
system of roles and structures2. Spillane et al. (2001) claimed that distributed leadership is ‘‘a practice
distributed over leaders, followers and their situation and incorporates the activities of multiple groups of
individuals’’ (p. 20)3 . This definition includes a social aspect of distributed leadership where there are
multiple leaders who interact and the tasks are divided. Yulk (2002) states that distributed leadership is a
process in order to increase the individual and collaborative talent of people so as to be more productive.
Tasks are divided among individuals and teamwork is very important, as no heroic leaders exist4. Conger
and Pearce (2003): define distributed leadership as “a dynamic, interactive influence process among
individuals in groups for which the objective is to lead one another to the achievement of group or
organizational goals or both”5.
It is a function enacted by all people at all levels and it is not related to people at the top of a firm and

1

Gibb, C.A., (1968), “Leadership”, The Handbook of Social Psychology, 2nd ed., Vol. 4, Addison-Wesley,

Reading, pp. 205-83.
2

Gronn, P., (2000), “Distributed properties: a new architecture for leadership”, Educational Management

Administration & Leadership, 28, pp. 317–338.
3

Spillane, J., Halverson, R., & Diamond, J., (2004), “Towards a theory of leadership practice: A distributed

perspective”, Journal of Curriculum Studies, Volume 36, No. 1, pp. 3-34.
4

Yukl, G., (2002), Leadership in organisations, 6th edition, United States of America.

5

Conger, J. A., Pearce, C. L., (2003), Shared Leadership, 1st edition, Sage Publications, United States of

America.
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their personality (Fletcher and Kaufer 2003, p. 22)1. One of its basic characteristics is teamwork. Spillane
(2006) stated that this form of leadership includes everyone beyond role or position while people interact
with each other2. It is an activity divided among members which depends on the needs of the organisation
and the capacities of people. People share responsibility, rely on each other for support and benefit from
assistance provided by the other members when difficulties occur.

They participate in the

decision-making process, influence and guide each member of the organisation but also feel responsible
for the consequences of their actions. They feel free to express their opinion. They feel empowered,
engaged and delegated to the organisation. Distributed leadership is the response to most Western writers
who believed that leadership is related to a single individual usually at the top of an organization (Harris
2009)3. Distributed Leadership is connected to people’s collective endeavour among them in order to
achieve a common goal. It evokes interdependence among people and a need for conjoint action. It
reflects the division of labour and minimizes the chance of error arising from decisions based on the
knowledge of a single person. The organisation benefits from the capabilities of all of its members, people
increase their personal strengths and realise that one’s behaviour affects the organisation as a hole. They
are more committed to organisational goals, they increase their self-experience at work, increase
on-the-job experiences and better solutions arise. People feel more committed to the organisation and its
goals4. Capacities of people are spread out in the organisation and the existing capabilities are better
used5.
Harris (2009) also believes that distributed leadership has to do with the co-performance and the nature of
interactions that lead to co-performance. Distributed leadership, he claims, involves formal and informal
forms of leadership, vertical and lateral dimensions. According to Harris, distributed leadership is related

1

As above.

2

Spillane, J. P., (2006), Distributed leadership, Jossey-Bass, San Francisco.

3

Harris, A., (2009), “Distributed leadership: what we know”, Studies in Educational Leadership, 7, pp. 11–21.

4

Leithwood K., Mascall B., Strauss T., (2009), Distributed Leadership according to the evidence, 1st edition,

Routledge, New York.
5

Harris. A., (2009), Distributed Leadership Different Perspectives, Volume 7, Springer, Canada.
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to organisational change and it is believed to have a positive influence on it.
The difficult part in order to adopt distributed leadership is for people to leave behind and manage their
egos1. The success of distributed leadership depends on how effectively the individuals communicate,
handle crises, allocate joint tasks and decision making, and develop common positions on issues that
matter to the organisation.
Gronn (2002) divides distributed leadership in two different kinds. The first is a numeric view where
distributed leadership is approached as the sum of its parts. Every member can exercise leadership. The
second defines distributed leadership as concertive action, where leadership is accomplished through joint
action2. He illustrates his point of view with three alternative forms of engagement (‘spontaneous
collaboration’, ‘intuitive working relationships’ and ‘institutionalized practices’) each of which could be
considered as a form of conjoint agency.
distributed

information

systems,

Some current examples of distributed phenomena are:

distributed

knowledge,

distributed

cognition,

distributed

decision-making, distributed work, distributed learning systems, distributed denial of service3.

3. METHODOLOGY
For the successful completion of this research project, the research methodology chosen is a
case study based on an empirical research. The scope of the present research project is to shed
light to the awareness level and presence of distributed leadership in the banking industry and
the participation of employees in the decision making process, and particularly to examine the
case of the Greek banking industry.

1

http://ceo.usc.edu/pdf/G028417.pdf.

2

Gronn, P., (2002), “Distributed leadership as a unit of analysis”, Leadership Quarterly, 13, pp. 423–451.

3

Gronn, P., (2008), “The future of distributed leadership”, Journal of Educational Administration, Volume 46, No.

2, pp. 141-158.
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3.1 Research design
In order to conduct our research, a questionnaire was created and distributed to employees of
Greek banks. The purpose of the questionnaire is to answer to the questions: “Does distributed
leadership exist in the Greek banking sector” and “Are employees of the Greek commercial
banks part of the decision making process as employee participation is considered on this
basis?”

3.1.1

Description of the sample

The questionnaire was distributed to employees of three Greek banks in every level or positions. Our
sample is composed by 89 bank employees, 45 employees of Bank of Cyprus, 35 of Eurobank and 9 of
the Greek subsidiary of Royal Bank of Scotland (RBS), since our survey is related to the Greek banking
sector. This analogy is illustrated in Figure 1 below.

Banks participated in the research

10%
Bank of Cyprus
Eurobank
51%

39%

Royal Bank of Scotland

Figure 1: Banks participated in the research
As for the gender of the participants, 51 of them were men (57%) and 38 women (43%). As for the
sample’s education, 4% are high school graduates, 5% have a diploma, 40% are graduates and 51% of
them Post-Graduates. Most participants are college graduates or post-graduates. Regarding the
professional experience of participants, most participants work from 4 to 15 years. The employers who
participated in the survey hold different job positions, from clerical to managerial positions, and their
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answers are classified by job position, as it is important to compare the answers based on position.

3.1.2

Scale design

The developed questionnaire consists of 19 multiple choice, closed questions about the existence of
distributed leadership in the banking sector and the participation of employees in the decision making
process and one open question to allow the participants express their own opinion.

3.2 Research findings
In the first open-ended question “Do you interact with your supervisor?” a 34,83% of the total
participants interacts very much with his supervisor, a 48,31% quite enough, 12,36% of participants
interact enough, 3,37% of them interact only a little and 1,12% does not interact at all (see Figure 2).

Total interaction of participants with their supervisor
50,00%
40,00%
30,00%
20,00%
10,00%
0,00%
Very much

Quite enough

Enough

A little

Not at all

Figure 2: Total interaction of participants with their supervisor
In the same question for each bank see Tables 1,2, 3 below:
Interaction with the supervisor
Bank of Cyprus
Clerk

Senior Clerk

Supervisor

Manager

3

18,75%

7

41,18%

2

28,57%

2

40,00%

11

68,75%

9

52,94%

2

28,57%

3

60,00%

Enough

2

12,50%

0

0,00%

2

28,57%

0

0,00%

A little

0

0,00%

1

5,88%

1

14,29%

0

0,00%

Not at all

0

0,00%

0

0,00%

0

0,00%

0

0,00%

Very much
Quite enough
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Total

16 100,00%

17 100,00%

7 100,00%

5

100,00%

Table 1: Interaction with the supervisor in Bank of Cyprus
Interaction with the supervisor
Eurobank
Clerk

Senior Clerk

Supervisor

Manager

Very much

4

21,05%

4

50,00%

3

50,00%

2

100,00%

Quite enough

9

47,37%

3

37,50%

2

33,33%

0

0,00%

Enough

5

26,32%

1

12,50%

0

0,00%

0

0,00%

A little

1

5,26%

0

0,00%

0

0,00%

0

0,00%

Not at all

0

0,00%

0

0,00%

1

16,67%

0

0,00%

8 100,00%

6

100,00%

2

100,00%

Total

19 100,00%

Table 2: Interaction with the supervisor in Eurobank
Interaction with the supervisor
Royal Bank of Scotland
Clerk

Senior Clerk

Supervisor

Manager

Very much

3

50,00%

0

0,00%

0

0,00%

1

50,00%

Quite enough

2

33,33%

1 100,00%

0

0,00%

1

50,00%

Enough

1

16,67%

0

0,00%

0

0,00%

0

0,00%

A little

0

0,00%

0

0,00%

0

0,00%

0

0,00%

Not at all

0

0,00%

0

0,00%

0

0,00%

0

0,00%

Total

6 100,00%

1 100,00%

0

0,00%

2

100,00%

Table 3: Interaction with the supervisor in RBS
In the second question, “Do you feel free to express your opinion in your workplace”, 22 of total
participants feel totally free to express their opinion ( 24,72%), 35 of them feel free quite enough
(39,33%), 24 of them feel free enough ( 26,97%), 7 feel free only a little (7,87%) and 1 of them ( 1,12%)
does not feel free at all to express his opinion ( see Table

4 and Figure 3 below ).

Free expression of employee opinion
Bank of Cyprus

Eurobank

RBS

Total

Totally

15

33,33%

5

14,29%

2

22,22%

22

24,72%

Quite enough

23

51,11%

8

22,86%

4

44,44%

35

39,33%

Enough

4

8,89%

17

48,57%

3

33,33%

24

26,97%

A little

3

6,67%

4

11,43%

0

0,00%

7

7,87%

Not at all

0

0,00%

1

2,86%

0

0,00%

1

1,12%

45

100,00%

9 100,00%

89

100,00%

Total

35 100,00%

Table 4: Feeling of freedom in expressing opinion
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Feeling of freedom in expressing opinion in the workplace
60,00%
50,00%
40,00%
Bank of Cyprus

30,00%
20,00%
10,00%
0,00%

Eurobank
Royal Bank of Scotland
Totally

Quite Enough A little
enough

Not at
all

Figure 3: Feeling of freedom in expressing opinion
In the third question people were asked: “Do you feel your opinion when expressed is taken into account?”
7 of the participants answered that they feel their opinion is always taken into account (7, 87%), 33 of
them feel their opinion is taken into account quite often (37, 08%), 18 believe their opinion is taken into
account often (20, 22%), 26 answered sometimes (29, 21%) and 5 of total participants (5, 62%) feel their
opinion is never taken into account (see Figure 4, Table 5).

Feeling of opinion appreciation
60,00%
50,00%
40,00%

Bank of Cyprus

30,00%

Eurobank

20,00%

RBS

10,00%
0,00%
Always Quite often

Often

Sometimes

Never

Figure 4: Total feeling of opinion appreciation

Feeling of opinion appreciation
Bank of Cyprus

Eurobank

RBS

3

6,67%

4

11,43%

0

0,00%

Quite often

22

48,89%

6

17,14%

5

55,56%

Often

10

22,22%

5

14,29%

3

33,33%

Always
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Sometimes

9

20,00%

16

45,71%

1

11,11%

Never

1

2,22%

4

11,43%

0

0,00%

Total

45

100,00%

35

100,00%

9

100,00%

Table 5: Feeling of opinion appreciation
The fourth open-ended question of the survey asks the participants: “To what extent are you engaged in
matters in your workplace”. 18 participants answered that they feel very much engaged (20, 22%), 48 feel
quite enough engaged (53, 93%), 20 enough (22, 47%), 2 a little (2, 25%) and 1 (1, 12%) does not feel
engaged at all in workplace matters (see Figure 5, Table 6).

Engagement of employees in matters in workplace
Bank of Cyprus

Eurobank

RBS

Very much

11

24,44%

6

17,14%

1

11,11%

Quite enough

24

53,33%

19

54,29%

5

55,56%

Enough

8

17,78%

10

28,57%

2

22,22%

A little

2

4,44%

0

0,00%

0

0,00%

Not at all

0

0,00%

0

0,00%

1

11,11%

45

100,00%

35 100,00%

9

100,00%

Total

Table 6: Engagement of employees in matters in workplace

Engagement of employees in matters in workplace
60,00%
50,00%
40,00%
Bank of Cyprus

30,00%
20,00%

Eurobank
RBS

10,00%
0,00%
Very much Quite
enough

Enough

A little

Not at all

Figure 5: Engagement of employees in matters in workplace
In the fifth question of the survey, “To what extent do you have empowerment to participate in workplace
matters?”, 16 of total participants answered very much (17, 98%), 31 quite enough (34,83%), 19 enough
(21,35%), 21 a little (23, 60%) and 2 (2,25%) not at all (see Figure 6, Table 7) .
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Empowerment of employees to participate in workplace matters
Bank of Cyprus

Eurobank

RBS

9

20,00%

5

14,29%

2

22,22%

23

51,11%

6

17,14%

2

22,22%

Enough

9

20,00%

6

17,14%

4

44,44%

A little

4

8,89%

16

45,71%

1

11,11%

Not at all

0

0,00%

2

5,71%

0

0,00%

35 100,00%

9

100,00%

Very much
Quite enough

45 100,00%

Total

Table 7: Empowerment of employees to participate in workplace matters

Empowerment of employess to participate in workplace
matters
60,00%
50,00%
40,00%
30,00%
20,00%
10,00%
0,00%

Bank of Cyprus
Eurobank
Royal Bank o Scotland
Very Quite Enough A little Not at
much enough
all

Figure 6: Empowerment to participate in workplace matters

In the sixth question of the survey, “To what extent are you delegated in your workplace?”, 19 of total
participants answered that they are very much delegated (21,35%), 42 quite enough (47,19%), 20 enough
(22,47%), 7 a little ( 7,87%) and 1 ( 1,12%) is not delegated at all(see Table 8, Figure 7).
Delegation in workplace
Bank of Cyprus

Eurobank

RBS

8

17,78%

9

25,71%

2

22,22%

24

53,33%

16

45,71%

2

22,22%

Enough

9

20,00%

6

17,14%

5

55,56%

A little

4

8,89%

3

8,57%

0

0,00%

Not at all

0

0,00%

1

2,86%

0

0,00%

45

100,00%

35

100,00%

9

100,00%

Very much
Quite enough

Total

Table 8: Delegation in workplace
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Delegation in workplace

60,00%
50,00%
40,00%
30,00%
20,00%
10,00%
0,00%

Bank of Cyprus
Eurobank
Royal Bank of Scotland
Very Quite Enough A little
much enough

Not at
all

Figure 7: Delegation in workplace
In the seventh question of the survey the participants are asked: “Do you feel that you are part of the
decision making process?”

35 of total participants think that they participate in the decision making

process (39, 00%) and 54 of them (61, 00%) think the opposite (see Figure 8, Table 9).
Participation in the decision making process
Bank of Cyprus

Eurobank

Royal Bank of Scotland

Yes

24

53,33%

9

25,71%

2

22,22%

No

21

46,67%

26

74,29%

7

77,78%

Total

45 100,00%

35 100,00%

9

100,00%

Table 9: Participation in the decision making process

Participation in the decision making process
80,00%
60,00%
Bank of Cyprus
Eurobank

40,00%

Royal Bank of Scotland

20,00%
0,00%
Yes

No

Figure 8: Participation in the decision making process
The next question is also related to decision making process: “If your answer to the above question is
positive, please indicate how”. It is the only open question of the survey. Most people did not answer this
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question, even if their previous answer was positive.

In question 9 of the survey, “Do you believe that people in your workplace feel committed to the
company and its goals?”, 6 of the total participants answered that they believe people are always
committed (7, 00%), 59 often (66, 00%), and 24 (27, 00%) sometimes (see Figure 9, Table 10) .
Total commitment to the company and its goals
Bank of Cyprus

Eurobank

Royal Bank of Scotland

4

8,89%

2

5,71%

0

0,00%

Often

29

64,44%

28

80,00%

2

22,22%

Sometimes

12

26,67%

5

14,29%

7

77,78%

0

0,00%

0

0,00%

0

0,00%

45

100,00%

35 100,00%

9

100,00%

Always

Never
Total

Table 10: Commitment to the company and its goals
Commitment to the company and its goals
80,00%
60,00%
Bank of Cyprus
Eurobank
Royal Bank of Scotland

40,00%
20,00%
0,00%
Always

Often

Sometimes

Never

Figure 9: Commitment to the company ant its goals
In question ten of the survey, the participants were asked: “How important is teamwork to you?” The
majority of the interviewees (77, 00%) answered that teamwork is very important. 22, 00% of them think
that teamwork is important enough and only 1, 00% believes teamwork is important to a small extent (see
Figure 10, Table 11)) .
Rate of importance of teamwork
Bank of Cyprus

Eurobank

Royal Bank of Scotland

37

82,22%

25

71,43%

6

66,67%

Important enough

7

15,56%

10

28,57%

3

33,33%

Important to a small extend

1

2,22%

0

0,00%

0

0,00%

Very important
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Not important at all

0,00%

0

0

45 100,00%

Total

0,00%

0

0,00%

35 100,00%

9

100,00%

Table 11: Rate of importance of teamwork

Rate of importance of teamwork
100,00%
80,00%
60,00%
Bank of Cyprus
Eurobank

40,00%
20,00%
0,00%

Royal Bank of Scotland
Very Important Important Not
important enough to a small important
extend
at all

Figure 10: Rate of importance of teamwork
The eleventh question of the survey asks: “Do you feel team work exists in your work environment?”
13 of total participants answered that teamwork always exists (15, 00%), 46 very often (52, 00%), 19
often (21, 00%), 10 quite often (11, 00%) and 1 participant (1, 00%) never (see Figure 11, Table 12).
Existence of teamwork
Bank of Cyprus

Eurobank

Royal Bank of Scotland

7

15,56%

6

17,14%

0

0,00%

Very often

22

48,89%

20

57,14%

4

44,44%

Often

10

22,22%

7

20,00%

2

22,22%

Quite often

5

11,11%

2

5,71%

3

33,33%

Never

1

2,22%

0

0,00%

0

0,00%

Total

45

100,00%

35

100,00%

9

100,00%

Always

Table 12: Existence of teamwork
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Rate of teamwork existence
60,00%
50,00%
40,00%
30,00%
20,00%
10,00%
0,00%

Bank of Cyprus
Eurobank
Royal Bank of Scotland
Always

Very
often

Often

Quite
often

Never

Figure 11: Rate of team work
In twelfth question of the survey, “Do you feel there is collaboration and communication among group
members?” 7 of total participants answered these two elements always exist (8, 00%), 41 very often (46,
00%), 33 often (37, 00%), 7 quite often (8, 00%) and 1 (1, 00%) never (see Figure 12, Table 13).
Existence of collaboration and communication among group members
Bank of Cyprus

Eurobank

Royal Bank of Scotland

3

6,67%

4

11,43%

0

0,00%

Very often

21

46,67%

17

48,57%

3

33,33%

Often

16

35,56%

13

37,14%

4

44,44%

Quite often

5

11,11%

0

0,00%

2

22,22%

Never

0

0,00%

1

2,86%

0

0,00%

Total

45

100,00%

35

100,00%

9

100,00%

Always

Table 13: Existence of collaboration and communication

Existence of collaboration and communication

50,00%
40,00%
30,00%

Bank of Cyprus

20,00%
10,00%

Eurobank
Royal Bank of Scotland

0,00%
Always Very
often

Often

Quite Never
often

Figure 12: Existence of collaboration and communication among group members
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In question 13 of the survey, people are asked: “Do you believe there is conjoint action among
members in your workplace rather than role or position?” 5 of total participants think this always
happens (6, 00%), 27 very often (30, 00%), 35 usually (40, 00%), 20 sometimes (22, 00%) and 2 (2,
00%) never (see Figure 13, Table 14).
Existence of conjoint action among members
Royal Bank of
Bank of Cyprus

Eurobank

Scotland

2

4,44%

3

8,57%

0

0,00%

Very often

16

35,56%

9

25,71%

2

22,22%

Usually

14

31,11%

17

48,57%

4

44,44%

Sometimes

12

26,67%

6

17,14%

2

22,22%

Never

1

2,22%

0

0,00%

1

11,11%

Total

45

100,00%

35

100,00%

9

100,00%

Always

Table 14: Existence of conjoint action among members rather that role or position
Existence of conjoint action among members rather than role or
position
50,00%
40,00%
Bank of Cyprus

30,00%

Eurobank
Royal Bank of Scotland

20,00%
10,00%
0,00%
Always

Very often

Usually

Sometimes

Never

Figure 13: Existence of conjoint action among members rather than role or position

In the fourteenth question of the survey, “How often do you feel the need to participate in order to achieve
a common goal for the company?”, 22 of total participants answered that they always feel this need (25,
00%), 42 very often (47, 00%), 21 often (24, 00%) and 4 (4, 49%) quite often (see Figure 14, Table 15).
Need to achieve a common goal for the company
Bank of Cyprus

Eurobank

Royal Bank of Scotland

Always

13

28,89%

6

17,14%

3

33,33%

Very often

22

48,89%

17

48,57%

3

33,33%
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Often

8

17,78%

12

34,29%

1

11,11%

Quite often

2

4,44%

0

0,00%

2

22,22%

Never

0

0,00%

0

0,00%

0

0,00%

Total

45

100,00%

35

100,00%

9

100,00%

Table 15: Need to achieve a common goal for the company

Need to achieve a common goal for the company
50,00%
40,00%
30,00%
20,00%

Bank of Cyprus
Eurobank

10,00%

Royal Bank of Scotland

0,00%
Always Very
often

Often

Quite
often

Never

Figure 14: Need to achieve a common goal for the company
In question 15 the participants are asked: “Does collective endeavor exist among people in your
workplace?” 4 of total participants answered always (4, 00%), 33 very often (37, 00%), 38 often (43,
00%) and 14 (16, 00%) quite often (see Figure 15, Table 16).
Existence of collective endeavor in workplace
Royal Bank of
Bank of Cyprus
Always

1

Eurobank

2,22%

Scotland

3

8,57% 0

0,00%

Very often

19

42,22% 11

31,43% 3

33,33%

Often

19

42,22% 17

48,57% 2

22,22%

Quite often

6

13,33%

4

11,43% 4

44,44%

Never

0

0,00%

0

0,00% 0

0,00%

Total

45

100,00% 35

100,00% 9

100,00%

Table 16: Existence of collective endeavor in workplace
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Existence of collective endeavor in workplace
50,00%
40,00%
30,00%

Bank of Cyprus
Eurobank
Royal Bank of Scotland

20,00%
10,00%
0,00%
Always

Very often

Often

Quite often

Never

Figure 15: Existence of collective endeavor in workplace
Question 16 asks the participants: “Do you feel people in your workplace share the same vision and
ideas for the firm?” 4 of total participants answered people in the firm always share the same visions
and ideas (4, 00%), 32 very often (36, 00%), 36 often (41, 00%) 14 quite often (16, 00%) and 3 (3,
00%) never (see Figure 16, Table 17)).
Feeling of people in the workplace sharing the same vision and ideas
Bank of Cyprus
2

Always

Eurobank

4,44%

Royal Bank of Scotland

2

5,71%

0

0,00%

Very often

18

40,00% 14

40,00%

0

0,00%

Often

16

35,56% 16

45,71%

4

44,44%

Quite often

7

15,56%

3

8,57%

4

44,44%

Never

2

4,44%

0

0,00%

1

11,11%

Total

45

100,00% 35

100,00%

9

100,00%

Table 17: Feeling of people in the workplace sharing the same visions and ideas
Feeling of people in the workplace sharing the same visions
and ideas
50,00%
40,00%
30,00%

Bank of Cyprus
Eurobank

20,00%
10,00%

Royal Bank of Scotland

0,00%
Always Very often Often

Quite
often

Never

Figure 16: Feeling of people in the workplace sharing the same visions and ideas
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In Question 17, “Who gets responsibility for leadership work in your workplace?”, most participants
answered that only the manager and the supervisor are responsible (48 people- 53, 00%). 13
participants (15, 00%) believe that only the manager is responsible for leadership, 23 answered (26,
00%) that apart from the manager and the supervisor a few others take responsibility and only 5 (6,
00%) believe that everyone is responsible for leadership (see Figure 17, Table 18).
People responsible for leadership in workplace
Bank of Cyprus

Eurobank

RBS

The manager only

10

22,22%

2

5,71%

1

11,11%

The manager and the supervisor only

23

51,11%

19

54,29%

6

66,67%

others

8

17,78%

14

40,00%

1

11,11%

Everyone

4

8,89%

0

0,00%

1

11,11%

45

100,00%

35

100,00%

9

100,00%

The manager, the supervisor and a few

Total

Table 18: People responsible for leadership in workplace

Who gets responsibility for leadership in your workplace?
70,00%
60,00%
50,00%
40,00%
30,00%
20,00%
10,00%
0,00%
The manager
only

The manager and The manager, the
the supervisor supervisor and a
only
few others

Everyone

Bank of Cyprus
Eurobank
RBS

Figure 17: People responsible for leadership in workplace
In question 18, the participants were given five terms in order to put them in the right order according to
their importance. The given terms were: Total agreement to the leader, Interdependence, Fulfillment of
personal needs, Partnership, Contribution to a common goal. 49 participants believe that the most
important is partnership (55, 00%). 22 putted first the contribution to a common goal (25, 00%). 9 people
believe the most important is interdependence (10, 00%), 6 the fulfillment of personal needs (7, 00%) and
3 people (3, 00%) believe that the most important is total agreement to the leader (see Figure 18).
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Important elements in workplace
Total agreement to the leader

3,37%
10,11%

Interdependence
Fulfillment of personal needs

Σειρά1

6,74%

Partnership

55,06%

Contribution to a common goal

24,72%

0,00%

10,00%

20,00%

30,00%

40,00%

50,00%

60,00%

Figure 18: Important elements in workplace

Question 19 of the survey asks the participants: “In your opinion, which is the most common leadership
style applied in the bank?” 13 of total participants answered that the leadership style applied in their
workplace is the autocratic leadership style (15, 00%), 72 the democratic (81, 00%) and 4 (4, 00%) the
laissez faire (see Figure 19, Table 19).
In your opinion, which is the most common leadership style applied in the
bank?
Bank of Cyprus

Eurobank

RBS

The autocratic

7

15,56%

3

8,57%

3

33,33%

The democratic

36

80,00%

31

88,57%

5

55,56%

The laissez faire

2

4,44%

1

2,86%

1

11,11%

45

100,00%

35

100,00%

9

100,00%

Total

Table 19: Leadership styles in banks
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Leadership styles in banks
100,00%
80,00%
60,00%

Bank of Cyprus

40,00%

Eurobank
RBS

20,00%
0,00%
The autocratic

The democratic

The laissez faire

Figure 19: Leadership styles in banks
The final question of our survey asks about distributed leadership: “Are you familiar with the term
distributed leadership?” 45 of total participants answered that they are familiar with it (51, 00%), 18 of
the employees do not know what distributed leadership is (20, 00%) and 26 (29, 00%) are not sure about
its meaning (see Figure 20, 21, Table

20).

Are you familiar with the term distributed leadership?
Bank of Cyprus

Eurobank

RBS

Yes

30

66,67%

11

31,43%

4

44,44%

No

10

22,22%

7

20,00%

1

11,11%

5

11,11%

17

48,57%

4

44,44%

45

100,00%

35

100,00%

9

100,00%

I'm not sure
Total

Table 20: Familiarity with Distributed Leadership

Familiarity with Distributed Leadership in Bank of Cyprus

11%
22%

Yes
No
I'm not sure
67%

Figure 73: Familiarity with Distributed Leadership in Bank of Cyprus
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Familiarity with Distributed Leadership in Eurobank

31%
Yes

49%

No
I'm not sure
20%

Figure 20: Familiarity with Distributed Leadership in Eurobank

Familiarity with Distributed Leadership in Royal Bank of
Scotland

44%

45%

Yes
No
I'm not sure

11%

Figure 21: Familiarity with Distributed Leadership in RBS

4. DISCUSSION
Through the questions we investigate the existence of Distributed Leadership and employee participation
when decisions are taken. In all three banks that participate in our research, interaction between
employees and supervisors exist (48, 31% of participants answered this exists quite often). Distributed
leadership from a social perspective implies that tasks are accomplished through the interaction of
multiple leaders1. It develops a fuller appreciation of interdependence among its members and how each

1

Harris, A., (2009), Distributed Leadership Different Perspectives, Volume 7, Springer, Canada.
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behavior affects the organization as a whole1.

Wheatley notes that nothing exists independent of its

relationships, either looking at subatomic particles or human relationships. This means that the
maximization of interaction and interconnection among members of an organization is very possible to
result in positive growth and development2. Most of our participants feel free to express their opinion in
their workplace (39, 33%) and they also feel that when they do so, their opinion is appreciated (37, 08%
answered this happens quite often). Though, in Eurobank people are not free enough to express their
opinion and when this happens they believe it is not appreciated. One of the most difficult parts of
distributed leadership is that in order to succeed, people have to manage their egos. They need to
communicate effectively, be able to share their views, handle crisis and develop common views on key
issues3 As far as engagement to the company, empowerment and delegation are concerned, all of them
exist quite often in the case of our participants. Bank employees of RBS, though, do not experience these
elements often. Seibert, Silver, and Randolph (2004) argued that psychological empowerment influences
an individual’s subjective experiences of empowerment on work and thus creates an empowering climate
which is able to support the objective sense of employee empowerment4. In, 2008, McBeth tried to create
a toolbox with some skills concerning distributed leadership in order to be seen as a form of
empowerment, participation or engagement. This was made so as to convince people to take more
responsibility for the organisation5. Through our survey we conclude that teamwork is considered to be
1

Leithwood K., Mascall B., Strauss T., (2009), Distributed Leadership according to the evidence, 1st edition,

Routledge, New York.
2

Margaret J. Wheatley, (2009), Leadership and the New Science: Discovering Order in a Chaotic World, Third

Edition, Berrett-Koehler Publishers, United States of America.
3

James O’Toole, Jay Galbraith, Edwart E. Lawler, III, (2002), Whe two (or more) heads are better

than one: the promise and pitfalls of Shared Leadership,

Center of Effective Organizations- Marshall

School of Business, California.
4

Seibert, S. E., Silver, S. R., & Randolph, W. A., (2004), Taking empowerment to the next level: A multiple-level

model of empowerment, performance, and satisfaction. Academy of Management Journal, No 47, pp 332-349.
5

Marc E. McBeth, (2008), The Distributed Leadership Toolbox: Essential Practices for Successful Schools.
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very important to the participants (76, 40%) and as for its existence in their workplace, 51, 69% answered
that it exists very often. Teamwork is one of the core values of distributed leadership. When teamwork
exists in a workplace, a more horizontal team structure exists where people act as a team having no fear
for their supervisors and being able to express their opinion in corporate matters serving the company’s
interests1. Furthermore, the existence of teamwork reduces the chances of error arising based on the
limited information available to a single person. Collaboration and communication exist very often
among bank employees of our survey. These two elements are also connected with distributed leadership.
As for conjoint action and collective endeavour, based on the participants they do not exist very often.
Most of them answered that conjoint action exists usually and collective endeavour often (39, 33% and 42,
70% respectively). This is a negative sign for the existence of distributed leadership as DL is different
configurations that emerge from influence which produces interdependent and conjoint action2. Gronn
(2002) refers to the importance of conjoint action among people rather than position in order to be able to
participate in leadership when certain situations occur3.

People answered that bank employees do not

share the same visions and ideas for the company and its goals very often (40, 45% answered often), but
on the other hand a 66, 29% answered that people are committed to the company and its goals. The fact
that contribution to a common goal is not very strong does not mean lack of distributed leadership.
According to Spilane, when people co-perform, they may have different or even contradictory goals. He
supports that in distributed leadership, we recognize the possibility of people working having in mind
different goals. They can interact even in case they seek different or conflicting outcomes4. People though,
think that they are not part of the decision making process (61, 00%), they feel that responsible for
Thousand Oaks, 1st edition, Corwin Press, United States of America.
1

George Cheney, (1999), Values at work, Employee Participation Meets Market Pressure at Mondragon, Cornell

Paperbacks, United States of America.
2

Richard Thorpe, Jeff Gold, John Lawler, (2011), Locating Distributed Leadership, International Journal of

Management Reviews, Vol. 13, pp. 239–250.
3

Gronn, P., (2002), “Distributed leadership as a unit of analysis”, Leadership Quarterly, 13, pp. 423–451.

4

Spillane, J.P. , (2006), Distributed Leadership, Jossey-Bass, San Francisco.
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leadership are the manager and the supervisor only (53, 93%). Most of them think their bank uses the
democratic leadership style and 50, 56% are familiar with distributed leadership.

5. CONCLUSION
The most important conclusion of our survey is that although elements that witness the existence of
Distributed Leadership and employee participation, such as interaction between the employee and the
supervisor, free expression of opinion, engagement in workplace matters, empowerment, delegation in
workplace, commitment to the company, teamwork, collaboration and communication, achievement of a
common goal, exist, when people were asked about their feeling of participation in the decision making
process, most of them answered that they do not participate. Thus, according to the theoretical approach
of distributed leadership the aforementioned elements witness its existence, but, from the research
findings, it is shown that that these elements may not be enough for the existence of DL. People may not
be ready for this type of leadership or they may need more to know about it in order to accept DL.

Most

participants believe that those who are responsible for leadership are only the top-ranked employees,
managers and supervisors. Although most participants answered that the bank, where they work, applies
the democratic leadership style, this leadership style however, does not indicate necessarily the existence
of DL. Especially in Eurobank, we see that low job rated employees do not really feel free to express their
opinion and even when it is expressed, they feel that it is not taken into consideration by their supervisors.
Two important elements of DL, conjoint action and collective endeavour do not exist very often in the
banking industry. Thus, although some elements, which are connected to Distributed Leadership and
participation of employees, seem to exist, some other do not. This form of leadership might be difficult to
be applied, as people must manage their egos and banish the idea of perfect leader1. Another important
1

James O’Toole, Jay Galbraith, Edwart E. Lawler, III, (2002), Whe two (or more) heads are better

than one: the promise and pitfalls of Shared Leadership,

Center of Effective Organizations- Marshall

School of Business, California.
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conclusion of our research is that although there might be some elements of DL through people’s
participation to decision making to some extent, however, managers may not have the skills required to
inspire people to participate to a greater extent. When people participate in the leading process
satisfaction and performance are increased. They also feel motivated and they satisfy their
self-actualization skills1.

5.1 Limitations
The study presented certain limitations. The most important of the limitations was the limited literature on
the field of distributed leadership and the lack of literature concerning DL in the banking sector. Most of
the available literature of DL concerned the field of education. Also, there were no publications available
specifically on DL for Greece. In addition, no case study on DL in any Greek bank could be retrieved.
Furthermore, due to time constrains and the unavailability of bank employees, a small sample of
participants took place (only 89 bank employees participated in our research from three Greek banks) .

5.2 Recommendations
Distributed Leadership is still in its infancy. People in the Greek banking industry seem to be not ready
yet for something so innovating. Steps towards DL and employee participation in the banking industry
appear, but it is probably wiser to take one step at a time. Firstly, mutual trust among leaders and
employees must be cultivated, as it is something that especially in our era with economic crisis has faded.
After achieving that, people in the banking industry must improve leadership and create a suitable
environment ready to yield new people and ideas in order to achieve better results. They must overpass
their egos and be moderate during their cooperation with other people. Employees in the Greek banking
industry are suspicious with their colleagues. In order for DL to succeed, this suspicion must be left
behind and people have to think firstly of the team rather than themselves. DL has a long way in order to
be accepted in our country, people must be trained proportionally and a lot of attention must be paid on
1

Rensis Likert, (1961), New Patterns of Management, McGRawn Hill Edition, New York
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their psychological teaching. DL can be a competitive advantage in the banking industry and since it
seems as an idea whose time has come, we must put a lot of effort in order to adopt it1. DL will give the
opportunity for organizational transformation, thus we must get under the skin of leadership and look at it
from a different perspective illuminating its new possibilities2. The more interdependent people are with
each other, the more they will have the need to coordinate between themselves3.
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Abstract
Accumulation of human capital in the recent growing literature has gained a central role, because
functioning of a nation and economic prosperity depend on stock of nation’s physical and human capital.
In the development process human capital has become important and most-prized assets, because for
wealth creation other factors of production such as physical and financial capital unskilled labor and land
need skilled human resources (Human capital). ‘Human Capital’ with increasing globalization and the
saturation of the job market is gaining wider attention particularly because of the recent set backs
economies of different countries of the world. Now all the countries emphasize on a more development of
human capital by devoting necessary efforts and time to accelerate the economic growth. Thus to enter
the international arena one of the fundamental solutions is development of human capital. Human capitals
refer to processes relating to education, training, and other professional initiatives for increasing the levels
of knowledge, skills, abilities, values, and social assets embodied in individuals, leading to satisfaction
and performance of the employees (individuals). According to human capital theory capitals have
different kinds including: schooling, training course, medical care, virtues of honesty and punctuality,
because, they improve health, increase productivity and raise earnings and facilitate the creation of
personal, social and economic well-being. Sustainable development realizing countries of the world have
heavily invested in human beings, because without skilled human resources a country despite of having
abundance of natural resources, cannot achieve its full potentials. Due to this importance of the human
capital state (government) should invest in human capital. But if state has less resources to spend on
development of human capital then what would be the solution. Islamic Waqf (plural Awqaf) is a system,
which may help the state to make up this deficiency. This study is dedicated to discuss human capital and
the role waqf played in development of human capital in Islamic society in the past.

Human Capital - Origin of Concept
Germon et al (2011) mentioned that Theodore Schultz first developed the concept of human
capital (Schultz, 1961) and Garry Becker gave fame to this theory.
Malloch (2003) also expressed it in detail stating that “human capital” term appeared first in a
1961 in an article of American Economic Review, titled “Investment in Human Capital”, by Nobel
laureate economist, Theodore W. Shultz. Most economists are agreed that human capital comprises
knowledge, skills, and experience while some add appearance personality credentials and reputation to
the mix and still some others suggest human capital consists of “educated and skilled people”. Newer
conceptions are of ‘total human capital’ and view the value as an investment. According to a researcher
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Thomas O. Davenport (1999) looked at how a worker performance depends on ability and behavior.
Olaniyan & Okemakinde (2008) concluded referring many studies that the functioning of a nation
and economic prosperity depend on stock of nation’s physical and human capital. Whereas economic
prosperity has been traditionally the focus of economic research, talent and human skills enhancement
affecting factors are increasingly entering in the research of social and behavioral sciences.

Human Capital - Definitions
Marimuthu et al (2009) and Rizvi (2011) both quoted Schultz (1993), who defined the term
“human capital” as: “A key element in improving a firm assets and employees in order to increase
productivity as well as to sustain competitive advantage”.
Marimuthu et al (2009) and Rizvi (2011) asserted that to sustain competitiveness human capital in
the organization becomes an instrument used to enhance productivity. Human capitals refer to processes
relating to education, training, and other professional initiatives for increasing skills, knowledge, values,
abilities’ levels and social assets of employees, leading to satisfaction and performance of the employees,
and eventually enhancing performance of the firm. Human capital is an important input for organizations
particularly for continuous improvement of employees mainly skills, knowledge, and abilities. Marimuthu
et al (2009) and Rizvi (2011) also quoted definition of human capital by OECD (Organization for
Economic Co-Operation and Development, 2001) given as:
“The knowledge, skills, competencies, and attributes embodied in individuals that facilitate the creation of
personal, social and economic well-being”.

Human Capital – Concept
Ballot et al (2001) commented that in capital most frequently cited items are marketing capital and
research and development (R&D) capital, but human capital of workers is also important.
According to Bassanini & Scarpetta (2002) accumulation of human capital in the recent growing
literature has gained a central role. Marimuthu et al (2009) expressed that ‘Human Capital’ with
increasing globalization and the saturation of the job market is gaining wider attention particularly
because of the recent downturn in the various world economies. All the countries emphasize on a more
development of human capital by devoting necessary efforts and time to accelerate the economic growth.
Thus to enter the international arena one of the fundamental solutions is development of human capital.
Marimuthu et al (2009) revealed that human capitals refer to processes relating to education, training, and
other professional initiatives for increasing the levels of knowledge, skills, abilities, values, and social
assets of employees, leading to satisfaction and performance of the employees, and eventually increasing
performance of the firms. Marimuthu et al (2009) further asserted with citations that human capital theory
is rooted from the field of macroeconomic development theory. Capitals have different kinds including:
schooling, computer training course, and medical care expenditures, and in fact, lectures on the virtues of
honesty and punctuality are also capital, because, they improve health, raise earnings, and add to a
person’s appreciation of literature over a lifetime. Most firms in response to the changes have embraced
the notion of human capital that has a good competitive advantage and will increase the performance.
Human capital development has becomes a part of an overall effort for achieving cost-effective
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performance of the firm.
Alani, & Isola (2009) are of the view that in the development process human capital has become
important because for a nation human beings are the most-prized assets. Because for wealth creation other
factors of production such as physical and financial capital unskilled labor and land need skilled human
resources (Human capital). Sustainable development realizing countries of the world have heavily
invested in human beings, because without skilled human resources a country despite of having
abundance of natural resources, cannot achieve its full potentials. Technical innovations occurring in the
developed countries and some developing countries are an outcome of development of human capital.
The ability of the participation of the people in the development process is enhanced with the
development of their creative potentials. The focus of human capital development is on all activities
directed toward producing population with appropriate knowledge, skills, motivation, attitudes and
job-related experience, required for development of nation. Human development also happens with
realization of national development goals, because human beings are expected objects of development.
Therefore in the development process the significance of human resources has compelled its
development.
Germon et al (2011) mentioned with references that human capital is the aggregation of
individuals incorporated intangibles assets such as skills, knowledge, experience, etc. Human capital can
be identified materialized and valorized exchangeable and exploitable, quite as the other corporate assets.
Human capital is highly volatile and a set protean and with the departure of those who hold this capital is
likely to disappear.
Rizvi (2011) stated that human capital is a stock of knowledge and skills resulting in the ability to
perform labor to produce economic value. It is the knowledge and skills with different areas in that field
that workers gain through education and experience.
Stiles & Kulvisaechana (n.d) expressed that ‘the human capital concept and perspective stem from
the fact that there is no substitute for learning and knowledge, capabilities and competencies, innovation
and creativity.
Alani, & Isola (2009) in their study on Nigeria stated that human capital refers to human beings
possessing knowledge, skills and attitudes, utilized in the process of production. Human capital is
generally believed to be the most important factor of production, because it coordinates other factors of
production in the production of goods and services for human consumption. It is also the most active
catalyst of development and economic growth.
Stiles & Kulvisaechana (n.d) are of the view that it is generally understood that ‘human capital
comprises the knowledge, skills experience, and capabilities, of the managers and individual employees
of the company relevant to the task at hand, and also the capacity to add to this reservoir of skills,
knowledge, and experience through individual learning’. It becomes clear that human capital in scope is
broader than human resources. The human capital literature has moved to embrace the idea of sharing
knowledge between groups and institutionalized within organizational routines and processes.
Jeong (2002) also included health along with skills in human capital. So the opinion of Jeong
(2002) human capital input is conceptually, the labor input in the production adjusted for quality in terms
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of skills and health.
Marimuthu et al (2009) asserted with citations that from Classical Economic Theory’s perspective,
human capital considers labor as a tradable commodity, in terms of sale and purchase. This classical
theory is focused on the labor exploitation by capital. However, contrary to traditional of labor, human
capital refers to the knowledge, skill and expertise one accumulates through training and education. With
emphasis on economic and social importance of human capital theory, the investment in human being is
the most valuable of all capital.
This fact has emerged from the above lines that human capitals refer to processes relating to
education, training, medical care and other professional initiatives for increasing the levels of knowledge,
skills, abilities, values, and social assets of employees, and improving health, leading to satisfaction and
performance of the employees. Human Capital development have different kinds including: schooling,
training course, and medical care expenditures, lectures on the virtues of honesty and punctuality, to
enhance productivity improve health, raise earnings, and add to a person’s happiness. But what is the
answer of how human capital formation could be increased? The answer is that Human Capital van be
formed through ‘Education Training and Skill building’ and ‘Health care’. The Islamic Waqf is the
institution, which has played a vital role in the formation of human capital through education and health
care by providing resources funds and properties. Following paragraphs are dedicated to reveal role of
education, (knowledge, training, skill building) and health care (medical treatment, hospital establishing)
in development of human capital and then role of Islamic waqf (plural awqaf)

Human Capital Development
Rizvi (2011) mentioned with references of some studies that Adam Smith defined four types of
fixed capital characterized as that affording a profit or revenue without circulating or changing masters,
which (four types) were: (1) useful trade instruments, machines; (2) buildings as the means of revenue
procurement; (3) land improvements (4) human capital. ‘Human capital represents the skills, knowledge,
and abilities that make it possible for people to do their jobs.
So “Human Capital Development is about recruiting, supporting and investing in people
through education, training, coaching, mentoring, internships, organizational development and
human resource management”.

1- Human Capital Development through Education and Training
Asteriou, & Agiomirgianakis (2001) asserted that educational variables generally act as proxy for
investment in human capital. It is widely acknowledged that the formal educational system is the
principal institutional mechanism for developing human knowledge and skills. Most developing countries
are now believing, that the rapid expansion of educational opportunities is the key to their national and
economic development.
McDonald & Roberts (2002) concluded that as a factor in the determination of growth, for human
capital education capital alone is a potentially inadequate proxy. While the importance of time-specific
fixed effects challenge the assumptions of constant rates of technical progress and common initial states
of technology.
Olaniyan & Okemakinde (2008) commented that the assumption that education is a growth engine
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in any country is based on the quality and quantity of education. Empirical evidences of human capital
model revealed that investment in education is positively correlated with development and economic
growth.
Olaniyan & Okemakinde (2008) also expressed that being not easily obtainable education is an
economic good and needs to be apportioned. Economists regard education as both capital good and
consumer good due to having utility for consumers and also serving as an input in production of other
goods and services. Education can be used as a capital good for development of human resources required
for social and economic transformation. As a capital good the focus on education is relating to the concept
of human capital, which emphasizes that the skills development is an important factor in production
activities. Education produces improved citizens and also helps in upgrading the general living standard
in a society. Therefore, production of qualitative citizenry is associated with the cause of positive social
change. This is an increasing faith that in many developing countries education is an agent of change. In
many developing countries the pressure for higher education has been helped by public perception of
financial reward from pursuing such education. Generally, it is believed that expenditure on education
promotes economic growth.
Olaniyan & Okemakinde (2008) expressed that it is the assumption of human capital theory that
formal education is highly instrumental and necessary for improvement the production capacity of a
population. Human capital theory emphasizes how education increases the workers’ efficiency and
productivity by increasing the cognitive stock level of economically productive human capability.
Cognitive stock level is a product of investment in human (in the form of education) beings and innate
abilities. In other words according to this theory a population, which educated is a productive population.
Proponents of the theory see formal education provision as a productive investment in human capital and
consider it more worthwhile than physical capital. Following three arguments are the base of rationality
behind investment in human capital:
(i) - The new generations must be imparted the knowledge already accumulated by their previous
generations;
(ii) - The people are to be encouraged to generate through creative approaches entirely new ideas, new
processes, new products, and new methods.
(iii) – It is necessary to teach the new generation that how existing knowledge is to be used for
development of new products, for introduction of new processes and production methods and social
services; and
Olaniyan & Okemakinde (2008) further commented that human capital theory provides both in
developed and developing nations justification for large public expenditure on education, which is based
on the presumed economic return of investment both at the macro and micro levels in education. For
Society rapid economic growth for society is the result of efforts to promote investment in human capital
and, for individuals, such investment provide returns in the form of individual achievement and economic
success.
Alani, & Isola (2009) expressed that human capital means human beings who have achieved
needed knowledge, skills, and attitudes, necessary for national development. These human resources are
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either self-employed or employed in work organizations. The knowledge, skills, and attitudes acquired
through human capital formation are result of investments in human beings.
Alani, & Isola (2009) are of the view that in the development process human capital has become
important because for a nation human beings are the most-prized assets. Because for wealth creation other
factors of production such as physical and financial capital unskilled labor and land need skilled human
resources (Human capital). Sustainable development realizing countries of the world have heavily
invested in human beings, because without skilled human resources a country despite of having
abundance of natural resources, cannot achieve its full potentials. Technical innovations occurring in the
developed countries and some developing countries are an outcome of development of human capital.
The ability of the participation of the people in the development process is enhanced with the
development of their creative potentials. The focus of human capital development is on all activities
directed toward producing population with appropriate knowledge, skills, motivation, attitudes and
job-related experience, required for development of nation. Human development also happens with
realization of national development goals, because human beings are expected objects of development.
Therefore in the development process the significance of human resources has compelled its
development.
Rizvi (2011) expressed with citations that greater attention is paid to training related aspects
because of rapid development of the human development theory. Investment in human capital is any
activity, leading to the improvement in the worker’ quality (productivity) therefore training is an
important part of investment in human capital. It refers to the knowledge and training persons require and
undergo for increasing their capabilities for performing activities, have economic values. Studies have
shown the importance of training for workforce hence investments in training are very desirable, from
both a personal as well as a social perspective, while the lack of training of workforce is related to low
competitiveness. Human capital is creating expenditure in research and development (R&D), a motivating
source to workers, and boosting up their commitment and eventually paving way in general to generate
new knowledge for the economy and society so, greater productivity and higher salaries are related with
greater stock of human capital. Human capital is also a precious asset for small businesses, and related
positively with performance of business.

Islamic Waqf Role in Education (Knowledge, training and Skill Building)
Imparting education is intellectual development and Abattouy & Al-Hassani (n.d) revealed that in
Islamic history Awqaf played a most important role in intellectual development of people by
dissemination of knowledge.
Mannan (2005) revealed that awqaf also helped for the cause of Islamic education and research by
establishing Madrasahs, schools, and public libraries. Waqf resources were used to construct libraries,
reading rooms, for other research activities such as copying services by professional copies, centre for
decorative arts and also for residential quarters of the scholars etc. To encourage research, revenue of the
Waqf properties was used to supported translation programs so with the support of the Waqf funds
Muslim scholars and scientists either wrote or translated a large number of book. Researches using
scientific and empirical methods were encouraged and supported.
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Hasan (2006) mentioning experiences from different communities expressed that in many
countries, waqf funds, have been used for three main social and human development related purposes, i.e.,
education, urban services, and health and hygiene. Hasan (2006) asserted that Islam emphasizes education
and Al Azhar University of Egypt is one of the oldest and a major awqaf supported seat of Islamic
teaching and research and higher education. Some madrashas or orphanages have been successful in
receiving waqf funds in Muslim communities, for generations. A wqaf provide support for education in
different parts of South Asia therefore in south Asia like many other Muslim countries, almost all the
functioning madrashas, are established, financed, and managed through many awqaf funding. In Malaysia,
awqaf funds establish and operate Islamic educational institutions, especially the pondoks (boarding
schools).
Zuki (2012) mentioning some studies (Cajee 2007) asserted that Islamic waqf was a “powerful
community supporting institution, through educational programs, provision of infrastructure and health.”
Abattouy & Al-Hassani (n.d) mentioned that there are three basic principles of Islamic law of
Waqf defining the charitable trust: it must be 1- irrevocable, 2- perpetual, and 3- inalienable and in
addition, to qualify as charitable the ultimate purpose of the Waqf must be of pious. The fact that property
was classified as Waqf for the advancement of education was proof enough that its purpose was
charitable. Hence according to Abattouy & Al-Hassani (n.d) education (after mosques) is the second
social institution attracting support and investments of Awqaf. Though Waqf usually covered, religious
education in the mosques, the second largest beneficiary of Waqf revenues ‘has been education proper’.
Education has been financed by voluntary contributions since the beginning of Islam. Even governments
have been financing education by constructing schools and assigning certain property as Waqf of the
schools. According to historical sources, good examples are the Awqaf of the Ayyubids and the Mamluks
in Egypt, Syria, and Palestine so at the beginning of the 12th century Jerusalem had sixty-four Waqf
properties supported schools from Palestine, Syria and Turkey, and forty of these schools were made from
Awqaf by Ayyubid and Mamluk rulers and their governors. Al-Azhar University the best-known madrasa
in the Muslim world, throughout the ages founded in 972 in Caro (Egypt) is another example which was
founded, like every madrasa with the endowment of a charitable trust and financed by its Waqf revenues
until 1812 when government of Muhammad Ali in Egypt took control over the Awqaf. Education
financing of Waqf has freedom of education approach which means it was not restricted to religious
studies and usually covered books, libraries, stipends to students and salaries of teachers and other staff so
this financing helped to create a learned class separate from the ruling and rich classes. Therefore
majority of Muslim scholars were from poor segments of society causing in the Islamic societies an
extremely important and unprecedented process of dynamic social change. In the field of education some
other most significant endowments were:
1. Regular ‘Nizāmiyya School’ was established in Baghdad in 459 H, in which a library was established
and a keeper and supervisors were appointed from the resources of endowments. Nizām al-Mulk, founder
of school endowed much money, for the teaching of students, and for the purchase of valuable books.
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2. Abbasid Caliph Al-Muntazir Billah allocating great endowments established in 623 H in Baghdad and
by this waqf the Mustansiriya School was established in 631 H and no school in the world was built like
it.
3. Wife of the Abbasid Caliph Al-Al-Musta’sim Billah, endowing books and money Al-Bashiriya school
and library established in 1255 A.D. Baghdad. As had been done in other school libraries to maintain and
ensure the return of books, the books were loaned outside the campus with a deposit.
4. Al-zahir Baybars established in Damascus in 1279, Al-zahiriyya School equipped with endowments
and allocated funds with a huge Zahiriyya library containing books of all sciences and this library is now
part of the Syrian National Library.
5. In Makka Sultan Qaitbay School was opened in 884 H endowed with many endowments
Muslim women also offered contributions to education in the field of Waqfs reflecting in development of
Islamic civilization their effective charitable role.
6. Shams al-Dhuha, the granddaughter of Salah al-Din al-Ayubi, founded famous al-Mu’tasimiyya school
in Baghdad besides establishing many other schools.
7. Ismat al-Dīn Sitt al-Shām bint Ayyūb ibn Shadi (died in1220) who rose to fame chiefly as a result of
her building activities, founded a Waqf for establishing two schools in Damascus. She built, Al-Shāmīya
al-Barrānīya madrasa, a complex of madrasa and turba (tomb) and had her residence rebuilt to become
madrasa Al-Shāmīya al-Juwwānīya.
8. Two schools one Al-Shamsiyya school in Taez, Yemen and another school bearing the same name in
Zubayd were established by Al-Dār al-Shamsī, the daughter of Sultan Mansur ibn Rasul to which she
allocated a good Waqf.
9. In Yemen Mariam (1313 A.D.), wife of Sultan al-Muzaffar, allocating a good Waqf built the
prestigious Al-Sabiqiyya school and allocated a sufficient Waqf to this.
10.

In modern times in the Arabian Peninsula and particularly in Najed, among the books dedicating

women was Fatima Bint Hamad al-Fadhili, better known as Al-Sheikha al-Fadhiliya (died in 1847-48A.D.
in Makka). Having an interest she collected books on different subjects and dedicated all collected books
to the Hanbali students.
Ahmed (2007) is of the opinion that various kinds of awqaf including those for, education and
research, health care and public utilities, were established. Awqaf for education also covered scientific
research and there were Awqaf specifically for research in astronomy, science, mathematics,
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pharmacology, physiology, etc.
Frenkel (2009) expressed that religious endowments financed a large number of educational
institutions such as Madrasah; Maktab; Dār al-qurān; Dār al-adīth proliferated throughout Bilād al-Shām.
Awqāf deeds also stipulated the curricula for these institutions.
Babacan (2011) expressed (referring many studies) that foundation of schools was an important
social service that awqaf provided. In the Ottoman period, the number of the schools for higher education
built by the awqaf totaled more than 500 after conquering Constantinople (Istanbul) until the 19th
century.
Awqaf for Medical Education
Abattouy & Al-Hassani (n.d) and Mannan (2005) revealed that the Waqf funded the medical
schools, and also covered various expenses such as the payment of teachers and students and their
maintenance out of their revenues. The Waqf supported funds to encourage the medical science
development provided facilities for education and better public health through establishment of medical
schools, hospitals, and by encouraging development of local medicine and chemistry. Medical education
was included in endowed schools, such as in the medicine teaching specialized school
1- Al-Mansuriyya (medical school) established by Al-Mansur ibn Qalawun in 683 H in Egypt (endowed
along with the Mansuriyya Dome, an astronomical observatory, both benefiting from a wide range of
shops and arable land)
2- Al-Dnaysariya (medical school) established for medical education and graduation of doctors in 686 H
by endowment of ‘Imad al-Din Muhammad Al-Dnaysari.
By attending these hospitals students learned medicines and their applications. Medical education
was also offered in mosques and universities such as Al-azhar in Cairo, Egypt besides to medical schools
and hospitals only but.

Human Capital Development through Health Care Facilities
‘Health and strength, physical mental and moral, are the basis of industrial wealth; while conversely the
chief importance of material wealth lies in the fact that when wisely used, it increases the health and
strength, physical and mental, and moral, of human race.
Alfred Marshall (1890) quoted in World Bank Report (1991)

Bad-Health Effects on Human Capital
World Bank (1991) in its report concluded that better health and nutrition raise workers’
productivity decrease the number of days they are ill, and prolong their potential working lives. In Sierra
Leone, a 10 percent increase in calories in-take of farm workers consuming 1500 calories a day, raised
their output by 5 percent. Similar results have been found among Kenyan road construction workers. By
reducing morbidity and debility, the malaria eradication program in Sri Lanka in the 1940s led to a ten
percent rise in incomes. A study of Basta et al. (1979) on the rubber plantation workers in Indonesia
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revealed that treatment of anaemic workers with iron tablets for a period of 60 days resulted in an
increase in productivity by 15 to 20 percent and the per capita cost of these tablets was $ 0.08. Levin
(1986) found that out put increases by about 10 to 20 percent for every 10 percent rise in hemoglobin
level.
World Bank (1991) concluded after analysis of household survey data from nine countries
suggesting that economic effects of illness may be substantial. An average adult worker in Peru might
expect to be ill 4.5 days a month and misses about one day of work as a result; in Ghana, the
corresponding figures were 3.6 and 1.3 days. In the United States, workers aged between 18 and 44 miss,
on an average, one quarter of a day’s work in a month.
Rao (1995) is of the view that productivity is determined by the number of hours of work and its
intensity. And undernourished or sick person cannot work long or properly. Absence of medical facilities
further reduces productivity. Increased expenditure on food, to the extent it raises productivity, can be
termed as investment. Better diet, housing and control of communicable diseases have raised the quality
of life everywhere.
Alani, & Isola (2009) mentioned that investments in health facilities and services, formal
education, adult education, on-the-job training, and migration are promoting human capital development
therefore improve the capabilities of human beings. For improvement of the abilities of human beings
perhaps the formal education given in primary, secondary and tertiary educational institutions is most
important avenue. Production of skilled human resources for the various sectors of the economy is one of
the major purposes of education in economic development and growth. Formal educational institutions
also impart appropriate knowledge, skills and attitudes in their clients, which is the qualitative function of
education. Education increases the labor mobility, promotes technological development through education
of science and technology and also raises the workers’ productivity through the acquisition of skills and
knowledge. Health facilities and services provision to people is also a way of human capital development
because, health care services enhance life expectancy and ensure that workers for a long time until they
reach the retirement age can contribute to national development and also ensure that as a result of
premature death invested resources in them are not wasted. Health services also guarantee by improving
the vigor and strength of people that they would remain healthy for productive work. Employers’
organized Programs of on-the-job training of labor also remain a vital way of human capital development,
which will still fill some gaps in human capital development of knowledge, skills and attitudes, left from
inculcation in people through formal education.

Islamic WAQF Role in Health Care (Medicine and Hospitals)
Hasan (2006) asserted that throughout the history, proceeds from Awqaf have been dedicated to
health and hygiene, soup kitchens, learning, places of worship, urban services etc.

Development of Human Medicine (Through Awqaf Funds)
Abattouy & Al-Hassani (n.d) and Mannan (2005) expressed that revenues from awqaf were used
for health care and human medicine development.
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Establishment of Hospitals and Medical Care (Through Awqaf Funds)
Mannan (2005) and Ahmed (2007 reported that hospitals and medicines are one of the most
famous sub-sectors of awqaf, so Muslims continued to establish awqaf health care centers and hospitals
until the first part of the 20th century when in Istanbul the Waqf Children Hospital was founded for the
children treatment.
Abattouy & Al-Hassani (n.d) stated that in the Islamic world most hospitals were financed from
the revenues of Awqaf. Awqaf were used for structured actions of social nature, like health services,
covering the expenses on patients as well as the provision of physicians and training, besides construction
of hospitals. The services of the hospital were free, though individual physicians might charge fees.
Wealthy Muslims, especially rulers, endowed property, consisting of shops, mills, caravanserais, or even
entire villages whose revenue went toward building and maintaining the institution. In Islam caliph
al-Walid ibn Abd al-Malik in 88H was first who built a hospital (or bimaristan) and appointed paid
doctors to care the sick and for quarantine of the lepers. The revenue of endowment (waqf) would pay for
the maintenance and running costs of the hospital, and even upon discharge sometimes a small stipend to
the patient. Such hospital in the 3rd Islamic century were spread all over the Islamic world, and were a
source of happiness for the Muslim community because the patients received treatment, care, food, and
clothing. Additionally many of these hospitals performed the function of a medical education center along
with treating patients. The Hospitals established on Awqaf had a major impact on delivery of health care
to all sections of society especially providing medical aid to needy and poor patients, and offering a
valuable service in their treatment, feeding them and following the conditions of both; patients admitted
in the hospital or those needed treatment in their own homes. Due to Islamic Waqf law, the number of
hospitals highly increased throughout Islamic world. In the 11th century, every city in Islamic world had
many hospitals. The Waqf trust institutions funded the hospitals for various expenses, such as the wages
of doctors, surgeons, ophthalmologists, pharmacists, chemists, domestics and all other staff, the purchase
of medicines and foods; equipment for hospital such as beds, mattresses, bowls and perfumes; and
buildings repairing. In different parts of the Islamic world Waqf revenues benefited many famous
hospitals, including Al-Mustansiri in Makka, Argun al-Kamili in Aleppo, and the hospitals of Madina,
Tunis, Ray, Granada and Marrakech. Many other hospitals that have sprung up in different parts of the
Islamic world were also depending mostly on Awqaf for their financing. In womens’ Awqaf health
services received the lion's share as depicted by establishment of hospitals, offering free treatment to poor
patients, besides establishing Waqf on medical education.

With a full Waqf there were children

hospitals, for children to meet their needs, including nurses to attend them. For the children born outside
the marriage there were also nurseries to provide them necessary medical aid and providing women to
suckle them. Abattouy & Al-Hassani (n.d) further narrated with examples that in the Islamic world, in
every town of reputation there had been at least one waqf hospital. Some examples of establishments of
hospitals (bimaristan) through waqf are given below.
1. Ibn Tulun in 261 H, in Egypt built the first bimaristan and endowed it with several Waqfs to provide for
its expenses. To the hospital he also added bathrooms, one for men and another for women. When
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patients came to the hospital, their clothes, with all their money were deposited with the secretary of the
hospital; then they wore hospital clothes and were looked after until they recovered.
2. Salah al-Din al-Ayyubi in Egypt, founded a large hospital in Cairo comprising three separate wards, for
men, women and the insane.
3. Adhud al-Dawla (who died in 982 A.D.) built on the western side of the Baghdad ‘Adhudi hospital
with expenses of great deal of money for providing it with the best medical care available at the time.
Construction of this hospital was finished in 978 A. D.
4. One of the famous hospitals in the healthcare sector, built in Damascus in 1145 CE on Waqf land was
Al-Nuri Hospital, which remained in operation for seven hundred years and was one of the first hospitals
adopting medical records. This hospital had two doctors, a surgeon, an eye specialist, a pharmacist, ten
attendants for the patients, one cook and kitchen help, a janitor and doorkeepers. It was used as a medical
school as well from which including Ibn al-Nafis many eminent physicians graduated. In these hospitals
the Waqfs covered all expenses on food, lodging, medicine and treatment. The doctors were well
rewarded on salaries from the (waqf) endowments.
5. The Qalawun complex built by Sultan Al-Nasir Muhammad Ibn Qalawun in 1284-85 A.D. in the Bayn
al-Qasrayn quarter in the heart of Cairo was a massive structure which included a hospital, a madrasa, and
a mausoleum was once the most lavish and impressive hospital of its time and functioned throughout the
late Ottoman period, and demolished in 1910. In the school, the teachings included the Hadith and
medicine and four legal doctrines of law. Qalawun complex hospital offered many amenities to the sick
and poor, including food, drugs, clothing and shelter along with medical treatment. Within the hospital
pharmaceutical drugs were produced for medical treatment, as well as research and teaching.
6. The women of the Ottoman rulers were also keen for endowments for hospitals. For example the
Waqfs established by (i)- the mother of Sultan Abdul Majid, (i) the mother of Sultan Murad III, (iii) the
Sultana Hafiza and (iv) Sultana Turiana. The hospital of Sultana Turiana remained functional until 1927.
Hasan (2006) also expressed that an important beneficiary of Muslim awqaf has been the health
and hygiene sector. In the early days of Islam public bath became one of the major beneficiaries of awqaf
because cleanliness is a major part of the Islamic belief system. Hekimi dawakhana and charitable
dispensaries have been extending health service to thousands of poor people all over South Asia. In many
Muslim countries, including Pakistan, Bangladesh, Malaysia, Yemen, Jordan, and Egypt, public hospitals
and health centres are established and supported by large awqaf.

Hamdard Foundation, a major waqf,

since 1906 is producing and distributing herbal medicines and tonics in Pakistan.
Frenkel (2009) also expressed that awqāf designated as institutions were open to the general
public and those religious endowments were particularly instrumental which were providing relief
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services such as hospitals and other care for the needy. Many sultans and their viceroys financed through
Auqaf to build and maintain (bī-māristān; māristān) hospitals, in Syria and the hospital facilities provision
in peripheral sites was a new development in Syrian history.
Abattouy & Al-Hassani (n.d) and Mannan (2005) revealed that the Waqf funded the medical
schools, and also covered various expenses such as the payment of teachers and students and their
maintenance out of their revenues. The Waqf supported funds to encourage the medical science
development provided facilities for education and better public health through establishment of medical
schools, hospitals, and by encouraging development of local medicine and chemistry. By attending these
hospitals students learned medicines and their applications. Waqf revenues were used for health care and
for human medicine development. They also asserted that students by attending hospitals used to learn
medicines and their application. Medical education was also offered in mosques and universities such as
Al-azhar in Cairo, Egypt besides medical schools and hospitals. Mannan (2005) also narrated while
quoting examples that out of the Waqf fund hospital was built in Istanbul for the children treatment.
Hospital facilities in Spain were available alike for both Muslims and non-Muslims.

Conclusion
From the study of above literature it can be concluded that human capital is the most important
asset in the development process of a nation and its importance is increasing with globalization. Human
capital development refers to processes relating to education, training, and other professional initiatives
for increasing the levels of knowledge, skills, abilities, health, values, and social assets through education
(schooling), training, and medical care, causing enhancement of virtues of honesty punctuality, and
hardworking and improving health leading to increase of productivity, raising earnings and ultimately
facilitating to boast, personal, social and economic well-being.
Islamic waqf has been proved a very reliable institution, which has fulfilled the need of education
and medical care in the past and it can be relied on, for spreading education (to enhance the level of
knowledge, skill and abilities) and provision of medical facilities for health improvement. Both education
and health collectively develop human capital, which may increase productivity (of individual as well as
of nation) and raise earnings and facilitate the creation of personal and national wealth and consequently
resulting in, social and economic Well-being.
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-------------------------------------------------------------------------------------------------------------------------ABSTRACT
The aim of this paper is to study the relationship between research and development (R & D) and
economic

growth. We will try to enlighten, from a theoretical side, the importance of R&D as a critical

factor for recovery.
This empirical study is based on different estimation methods developed in the context of a static panel on
a

sample of 15 countries over the period 1980-2009. The methods used are the GMM (Generalized

Method of Moments), the OLS (Ordinary Least Squares) and causality tests, a unit root applied to panel
data. The overall findings identify a positive and significant relationship.

JEL Codes: C33, D83, F43.
Keywords: R & D, Economic Growth, Static Panel Model.

1. INTRODUCTION
To cope with the increased globalization, competition from emerging economies and ever-changingneeds
of consumers, the economies of industrialized countries are increasingly relying on the activities of
research anddevelopment, which are essential to provide the firms with the competitive advantages
necessary for their competitiveness.
According to the OECD (2004), expenditure on research and development (R & D) conducted
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inindustrialized countries (EU, U.S., Japan) increased from 396 billion euros in 1995 to more than680
billion in 2003. In the same way, some emerging economies seem to be determined also to increase their
technological capital. Let us takeChina as an example: by reference to OECD, its expenditure of R& D
expressed as a percentage of the GDP (gross domestic product) doubled during the period 1995 -2002.
Indeed, they went from 0.6% to 1.2%.
The key role of R & D in the competitiveness of firms led by industrialized countries to seekterritories
and more attractive partners to carry out their innovation strategies, including emergingmarkets, which
should increase their technological capital.

R&D often implies a set of cumulativeprocesses of

inventions and innovations, skills and know-how. Through its horizontal and verticaldiversification of
goods and services, it is considered as the generator of technical progress. R&D, innovation,
technological developments have been regarded since the second half of the eighteenth century as an
indisputable source of productivity growth. However, the non-rival and partially excludable product of
R&D recognizes

that certain agents or sectors have not fully developed the capabilities of their own

R&D, thus benefiting from other’s

R&D.

The major objective of this paper is to examine the impact of research and development (R&D) on
economic growth in

MENA countries as host countries. A developing country that suffers from

under-capacity in R&D efforts can benefit from international R&D. We have choosen a sample of these
countries ( we selected 15 countries: Algeria, Bahrain, Djibouti,

Egypt, Iran, Israel, Jordan, Kuwait,

Malta, Morocco, Palestine, Saudi Arabia, Syria, Tunisia, UAE) during the period 1980 - 2009 in which
information is available on R&D expenditure. (We chose this period starting from 1980 due to
unavailability of data for some countries before the year 1980 as Tunisia and Algeria). This paper is
structured as follows: The next section describes the literature on research and development (R&D)
where we particulary analyze the

importance of R&D in economic growth. Indeed, this paper is a

general summary of the reason for having a link between

R&D and economic growth.

As for the the third section, it presents our empirical validation test based on static panel

data. The

appropriation of R&D is the subject of section four.
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2. Literature review on research and development (R&D)
The recent economic studies whether on theories of endogenous growth or on international trade show
that thebenefits

of R&D do not stop at national borders. In this context, Eaton and Kortum (1996)

estimated that the foreign R&D accounted for 87% of productivity growth in France. While 60% gain
inproductivity in Japan is provided byU.S R&D, against 20% of U.Searnings due to Japanese R & D.
The importance of technological innovation and R&D expenditure in economic growth has drawnthe
attention of economists since the launch of the research on the origin of the concept of"residue" stated
by Solow (1957). It has

become much more explicit in the recent years due tothe theoretical

developments undertaken in the framework of the

theory of endogenous growth.

Moreover, the impact of R&D on productivity growth has been the subject of several studies:Griliches
(1979), Mairesse

and Cuneo (1985), Dosi (1988). The true modelling of R&Dstarted as from the years

1990s. Indeed, the activity of R&D

represents the important source ofdevelopment of new knowledge

and technological innovation (Crossman and

Helpman (1991)).

In the same way for Romer (1990), it leads to technological innovations. Contributions came then With
Aghion and Howitt (1998). In addition, it is a dominating source of economic growth. In fact, theactivity
of R& D took

a great importance in the recent models of the endogenous growth whosecreative

processes and diffusion of technology

constitute the important engines. Moreover, R&D isconsidered as

a product of technology. It is used to improve the living

standard, increase theproductivity of the factors

of production and stimulate economic growth.
In this context, we present the theoretical and empirical basis as well as the nature of research
anddevelopment (R&D).

In other words, we highlight the endogenous theory of growth where R&D

plays a fundamental role. Then, we will try to

identify the effect of R&D on the economic growthof the

MENA countries starting from a static panel model. Within this

context, it makes thetheoretical,

empirical, and the nature of research and development (R&D). It focuses on the

theory of endogenous

growth where R&D occupies a fundamental role.
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Thus, with the increased interdependence of economies, this process of dissemination of knowledge and
expertise is gaining importance internationally. In addition, international agreements between countries
require them to confront

international competition based on competitiveness and differentiation

capabilities. In addition, total factor productivity

(TFP) of a given country depends not only on its own

stock of R&D but also on that of its partners.
In this context, we present the theoretical and empirical basis as well as the nature of research and
development (R&D).

In other words, we highlight the endogenous theory of growth where theR& D

plays a fundamental role. Then, we will try

to identify the effect of R&D on the economic growth of the

MENA countries starting from a static model of panel. Thus,

with the increased interdependence of

economies, this process of dissemination of knowledge and expertise is gaining

importance

internationally. In addition, international agreements between countries require them to confront
international competition based on competitiveness and differentiation capabilities. In addition, total
factor productivity (TFP) of a

given country depends not only on its own stock of R&D but also that of

its partners.
Thanks to modernization and fast technological development, the research and development (R&D)
constitutes an

important factor of growth. Moreover, it is essential to follow the activities of R&Dto

work out adequate policies and

analyze them well. This idea is dictated by a certain number

oftheoretical and factual arguments.
Concerning the

theoretical arguments, we notice that the numberof new models of the endogenous

economic growth rises by giving a

particular importance to theactivity and expenditure in the research

and development. Indeed, R&D constitutes a

primary source for technological advance and economic

growth. Besides, the development andenrichment of the

research fields of the international

macro-economy, following the intensificationand the diversification of the sources of

interdependence

of the economies, represent important factors.
As for the factual arguments, we notice the attention given by certain countries, such asTunisia which has
highlighted

the activity of the research and development since theimplementation of a program of
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structural adjustment (PSA). This

program created, in 1991, a newpublic agency which takes care of the

promotion of innovation (the Secretariat of State

to the“Scientific research” and technology). Hence, the

very fast evolution of telecommunication and information

technologies in the world and their

implication on the total productivity of the factorsof the companies constitutes an

important factor. In

fact, several authors are interested in thisphenomenon by taking it as a fundamental subject of research.
Frascati (1993), for example, definedR&D as the whole set of work of creation undertaken in a systematic
way

to increase the stock ofknowledge and its importance for new applications. In his Handbook

entitled “Standard

Methodsuggested for the investigations into research and experimental development”,

OECD distinguishes three forms

of R&D:

Fundamental R&D: the expenditure is devoted to the analysis of the properties, the structures
andthe physical and

natural phenomena, in order to organize the facts in general laws by means

ofexplanatory diagrams and interpretative

theory.

Applied research: it allows the operational working of ideas. The knowledge orinformation drawn
from this research is

likely to be patented and can be kept secret. This typeisundertaken either to

distinguish the possible applications of the

results of a basic research or to findnew solutions.

Experimental R&D: it consists of a systematic work founded on the knowledge obtained by
theapplied research whose objective is to acquire new materials, devices, products, processes and
services.
The endogenous theory of growth devotes a great importance to the part played by research
anddevelopment in the productivity growth making it in the centre of several studies. R&D isregarded as
a primary source of technological advance, and especially represents one of the enginesof economic
growth for the countries which devote much effort to research and development inthe form of expenditure.
Since the activity of R&D is a form of knowledge, it represents the

mainway of developing new

knowledge and technological innovation for the developed countries (Crossman-Helpman (1991)). These
countries devote important financial resources to this activitywhich acts positively on growth in terms of
productivity. Therefore the real expenditure of R&D in these countries increases in a remarkable way. The
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case for the

developing countries is completelydifferent. These countries do not carry out research

activities by themselves.
However, they benefitmainly from the technical change which takes place in the developed countries
thanks to their opening on the outside world through the importation of new technologies incorporated in
capitalequipment.
The theory of growth shows the role of the technological advance in the invention of new machines and
new intermediate goods which give way to the possibility of investment.
The human capital andtechnology are two facets of the same

phenomenon, two factorsfor the

accumulation ofknowledge as the strategic role of knowledge explains the increase in

the immaterial

investment. Lucas (1988) considers that education is an investment in human capital ; in his model,
knowledge is considered under its individual aspect (education, formation) andhe seek to integrate more
significant dimensions as well as the objectives of knowledge.
As knowledge is the result of a collective activity and research takes the form oftechnology. The key idea
is that research is an investment. Actually, we notice that the 20 last years have been characterized by a
development inthe activities of R&D. Indeed, in all OECD countries, the firms have strongly raised
theirexpenditure on R&D. Investment in

R&D is today more than even before, a conditionof the growth

of nations. In fact, the activity of R&D necessarily goes

through the existence of certainqualifications

which can control the tools of research.
Innovation, technological advance and research and development (R&D) evolve by playing a very
important part in the

process of economic growth. These last years have been characterized by

theappearance of many research

orientations, thanks to the differences in terms of the growth rate of

thereal income per capita and also to other factors which propel the process of research. In this respect,
we can primarily distinguish three factors in favour of the evolution
of this process. But, what isinteresting is that there is always a persistence of differences in terms of
income by capita on the international level. These successive factors are:
An increase in the volume of work.
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An increase in the stock of capital.
An increase of the total productivity of the factors of production “PTF”.
The increase in productivity is directly connected with the evolution of labourqualifications, on the one
hand, and with

innovation and technological advanceon the other hand. It involves theexistence of more

powerful capital equipment (built-in technological advance) and results in a greateffectiveness of the two
joined factors of production.
Investments in R&D directly contribute tothe accumulation of knowledge by giving place to new
products and processes of production thuscontributing to the improvement of productivity.
The advantages which ensue from the investments in R&D are spread between the companies and the
organizations. Indeed, the productivitygrowth of a company depends not only on its activities in R&D,
but also on its efforts towardsthe R&D of the other generating sectors of knowledge.
Therefore, investment in R&D is regarded as a source of improvement of productivity. The technological
advance constitutes adetermining factor of growth rate through its impact on the productivity of the
factors of production.
It includes innovations of a technical and organisational nature. We distinguish two major types of
innovation:
• Innovations of the products which are used to introduce new products on the market (example:cds, cars)
or raw materials. Their objective is to offer the consumers a product which meets theirneeds
(Improvement of the well being).
This type of innovation depends directly on the activities ofthe R&D.
The innovation of a procedure based on the implementation of new methods of production.
To day, we clearly observe an expansion of the policies of innovation mainly in the developed
countrieswhich devote a

great investment to the R&D. This shows the existence of a suitable climate

forinnovation in these countries. It is remarkable that during these last years, companies of
hightechnology

or

state-of-the-art

technology

(data-processing,

pharmaceutical)

have

significantlyincreased their expenditure in research and development. The role of the government
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policiesregarding the R&D should not be neglected. Indeed, the policies of innovation define the
specificactions of the State, which must, on the one hand, encourage the accumulation of a qualified
labour and, on the other hand, help the companies prospect the markets. This justifies the need of
thepublic administrations to support the R&D.
What are then the reasons for the government aid and the alternative mechanisms available to thepublic
administrations to support the R&D? To answer this question, we will try to analyze thejustification of the
government aid in the R&D starting from the theories of economic growth.
In the neo-classical theory of growth, the technological advance is supposed to be exogenous (Solow
1956). With the

long run balance, the growth of the population and technological advancedetermine the

level of growth rate.
This implies, according to basic assumptions, that long-termgrowth rate is stable and given in an
exogenous way. Within this framework, the impact of anaction of the public authorities is practically
ignored.
The neo-classical theory of growth presumes that the economy starts from a weak relationship between
capital and labour. Similarly, the marginalreturns on capital are decreasing, which reduces the motivation
for investment in the new capital.
Therefore, each new unit of the capital produces a lower income and less large savings. In the longrun,
there will be an absence of incentives for investment. Consequently, the capital growth rate bycapita is
cancelled.
The neo-classical theory of growth presumes an efficient distribution of resources in the economy. The
assumptions which underlie this theory exclude the modification from this distribution.
Therefore, the intervention of the State in such an economy is not justified at least in the field ofefficiency.
Any policy affecting the resource allocation would decrease the total production anddelay the economic
growth. However, the intervention of the state could be founded on the criterionof equity. But, the
assumptions underlying the neo-classical theory are not realistic. Thetechnological change is not always
an exogenous factor outside the market, determined by anun known process. In the 20th century, a good
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number of discoveries and improvements were madein the commercial sector by companies with a
lucrative goal and not by public administrations oruniversities where researches are directed by non
commercial forces.
Markets are seldom in aperfect competition. Moreover, the private sector cannot produce all the desired
goods and services because some of them are public goods and others produce external effects.
The endogenous theory of growth recommends the relaxation of certain neo-classical assumptionsand
incorporates the failures of the market. However, the long-term economic growth is directed bythe
accumulation of the factors of production namelyfounded this time, on knowledge, humancapital, training,
R&D and innovation. The neo-classical theory of growth identifies only one sourceof growth - the
accumulation of the physical capital - which generates machines, structures and stocks and differs from
the “R&D capital”. The latter includes the highly specializedor very specialized labour. The neo-classical
theorists do not obviously neglect the other sources, but they explicitly do not integrate them in the
models by considering that technologicaladvance is an exogenous variable. On the other hand, the models
of endogenous growth arecharacterized by a great diversity of selected resources such as the investment
in physical, human and public capital, in the division of labour, practical training (Learning by doing),
research and technological innovation. The endogenous theory of growth recommends that
technologicaladvance ensues from the R&D carried out by profit-making companies. Thus, research and
development constitutes an important factor in the production process.
The models worked out in this theory try to explain the origin of the endogenous technologicaladvance
which is characterized by an increase in the variety of the goods produced or consumed, orby the
improvement of quality. We distinguish, in general, four ways of research:
The first one results from the work of Romer (1986) and seeks the engine of growth in
thephenomenon of practical training which takes place inside the companies .
The second, introduced by Lucas in 1988, favours the accumulation of the human capitalwithin
the educational system.
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The third insists on the driving role of infrastructure and public expenditure. This current is
initiated by the work of R. Barro (1990-1991).
The fourth, based on the work of Romer (1990), Aghion and Howitt (1998), highlights the role
of R&D or innovation.
We can distinguish three levels of innovationsystems:
A system of the innovating company;
A system of the immediate environment of the company;
A system of the overall environment concerning the general elements which support
innovation.
In this respect, innovation is first of all: A business of the companies, which, to innovate, areinteracting
with other companies, government organizations, universities, etc. Then, it is a system of innovation
which includes these whole factors and their interactions. In short, the assumption, according to which the
factors determining the long-term growth are endogenous with the decisionmakingprocess, constitutes
one of the main exemptions from the neo-classical theory of growth andinvolves important effects on the
policy.
Indeed, if the long-term growth is directed by the factors of production based on knowledge, which
belongs to the normal structure of the costs of the company, then the public administrations can influence
the long-term growth by changing the cost of thesefactors via the direct subsidies, taxincentives or
marketing policies. The endogenous theories ofgrowth provide a framework of analysis of growth and its
determinants which can also be used to study the impact of the public policies on the economic growth
and investment in

R&D.

3. METHODOLOGY
R&D is a cumulative process of acquisition of competences and know-how. The transfer oftacit
knowledge is delicate and represents a specific characteristic of the activity of R&D.Moreover, some
expenses necessary to R&D, such as the capital expenditures ofinfrastructures, are irrecoverable.
Therefore investment in R&D is an irreversible one and subjected to uncertainty. From the uncertainty of
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the cumulative process (R&D) emerges adynamic behaviour research, which provides information on the
intrinsic nature of the good. Themajor objective of this paper is to know the impact of research and
development (R&D) oneconomic growth in the MENA countries. (The countries taken in our sample are
about 15; these are: Algeria, Saudi Arabia, Bahrain, Djibouti, Egypt, UAE, Iran, Israel, Jordan, Kuwait,
Malta, Morocco, Palestine, Syria and Tunisia) during the period 1980 - 2009 where information
onexpenditure on the R&D is available.
We try to follow an approach in which we consider researchand development to be a fundamental factor
in the economic growth in these countries. This empirical study and the nature of research and
development (R&D). It focuses on the theory of endogenous growth where R&D occupies a fundamental
role. Thus, we try to identify the effect of R&D on economic growth in MENA countries from a static
panel model.
This empirical study is based on different estimation methods developed recently such as the GMM
(GeneralizedMethod of Moments) and the OLS (Ordinary Least Squares). Hence, we use the causality
tests andunit root while adopting the recent literature on the econometrics of panel data.
Finally, we estimatethis model by the method "Full Modified Ordinary Least Square” (FMOLS), and then
interpret the results.
3.1 Model Overview
Within the framework of this study, we consider a transformed linear log function Cobb – Douglas of the
following

production:

The examined basic model takes as a starting point the work of Sadraoui and Ben Zina (2007). We limit
ourselves to the study of the simple linear models of the panel data which are defined inopposition to the
dynamic models using delayed endogenous variables. We assume that the per capita GDP incurred by
governments is a function of the R & D, capital, and labour. The model is presented as a log-linear
relationship between variables.
Thus, we define:
61
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

Y: the real gross domestic product per capita for country (i) in year t;
K: the value of the real capital for country (i) in year t;
L: the labor for country (i) in year t;
RD: the ratio of the expenditure in research and development to the GDP for country (i) in year t;
: the term of error.
3.2 Results and interpretations
3.2.1

Graphical representation of the different variables

Figure 1 : Logarithm of Gross Domestic Product
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Figure2 : Logarithm of Labor
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Figure3 : Logarithm of Capital
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Figure4 : Logarithm of research and development (R&D)
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We note that the gross domestic product (GDP) in this country is changing significantly. Indeed,
theGDP has

been trending upward.

Moreover, the GDP trend is different according to countries of MENA. Still, on the other
variables, we distinguish a particular development whose series show a trend, which makes
non-stationary variables.

A study of the series in level shows that they are not stationary; the different analysis of each
series shows that they are differenced stationary.
3.2.2

Study of stationarity and cointegration of series

The unit root tests have become a common approach for the analysis of stationary time series.
However, the implementation of these tests on panel data is recent. If we refer to the article
"R&DCooperation and Economic Growth", we find that the tests most frequently used are those of
Levinand Lin (LL) and Im, Pesaran and Shin for (IPS). Indeed, these two tests are used to study the
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nonstationary series. To overcome the low power of tests "LL" and check the stationary state of
thegroup, we use the IPS method which suggested a unit root test in the context of a panel data model
using the average individual statistics regressions "ADF". The longitudinal cross-sectional datashould
ideally meet the assumptions necessary for the application of the alternative statistica t-bar totest the
null hypothesis of unit root for all i (

=0)

t

1
N

p

!"

t

p

Where: ti T (pi) : represents ADF tests estimated with delayed différences ;
N : is number of groups N= 1,2,……………….15.
T : The period of time T =1,2,………………..30
IPS suggests the use of fllowing of standardized studies:
Z
Where E (t

) and Var ( t
0.

ADF statistics, since

√N t

% E't

)var t

(

) are respectively the arithmetic means and variances of the individual
The IPS study

shows that the standardized statistics converges weakly to

the normal standard distribution, allowing to compare it to the critical values of

distribution. The

application of the unit root tests show that LL and IPS are all statistics assigned to a unit root.

Table 1: Unit root tests
Statistique

Y

L

K

RD

Levin- Lin rho-stat

-0.04484

0.86878

-0.16490

0.17205

Levin-Lint-rho-stat 0.79204

1.99911

0.71672

1.20149

Levin-Lin

1.84314

2.15673

0.81625

1.34737

1.13540

1.89654

-0.83109

0.59321

ADF-stat
IPS ADF- stat
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The checking of properties of non stationary state for all the variables of the panel leads us to study the
existence of a long-term relationship between these variables. In other words, the study of the existence of
a relationship of cointegration, by applying Pedroni’s tests of co-integration, is based on the unit root tests
of the estimated residuals.
The co-integration tests on panel data are to test the presence of the unit root in the estimated residuals.
However, the problem of deceitful regressions, well known in econometrics time series, also arises in the
case of the panel data.
Pedroni‘s tests are of null hypothesis of no co-integration based on the unit root tests of the estimated
residuals. Pedroni

has developed seven homogeneous and heterogeneous co-integration tests on the

panel data. These tests take into account the heterogeneity in the co-integration relationship, that is to say
that for every individual, one or more co-integration relations are not necessarily identical for each panel
individual. The implementation of Pedroni’s tests requires a first step in estimating the long-term
relationship for each individual described by:
y/

α

δt

β" x" /

⋯

β5 x5 /

ε/

such as : i =1…….N, t =1…….T et m =1………M
In Pedroni’s seven tests, four are based on the dimension "within" (intra) and three on the dimension
"between" (inter). These two categories are based on the null hypothesis of no co integration
(non-stationary state of the estimated residuals). The distinction between the two categories is made on
the level of the alternative hypothesis:
ρ
8

H"

ρ : 1∀i: within
ρ : ρ∀i: between

Pedroni has shown that under appropriate normalizations, based on functions of Brownian motion, each
of the seven statistics follows a normal rule, centred, and limited to N and T which are sufficiently
important:
z
The results are shown in the following table:

% μ√N

√v

→ N 0, 1

Table 2 : Pedroni’s cointegration tests
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Rho-stat

V-stat

PP-stat

Adf-stat

Rho_stat

Pp _stat 1

1

(y, L, k,

0 .31934

1.72137

-1.09983

-1.80154

1.76313

Adf_stat
1

-0.94537

-2.62449

RD)
Note : 1 : These are tests based on the dimension "BETWEEN"

From the results found in this table, we notice the existence of a long-term relationship between the
variables, that is to say, a co-integration. To carry out tests of Co-integration on panel data and to obtain
an estimate of the vectors of Co-integration, it is necessary to apply an effective method of estimation.
Within this framework, we can distinguish several techniques such as, the FMOLS method “least square
completely modified” used by Pedroni, the DOLS method (dynamic least square), the GMM method
“Method of Moments Generalized” and the ML “Maximum of Probability”. Philips and Moon (1999)
showed that within the framework of the panel data, the FMOLS and DOLS techniques lead to
asymptotically distributed estimators according to a reduced centred normal law. Similarly, Pedroni (1996)
affirms that MCO estimators “ordinary Least Square” are highly- convergent, whereas their asymptotic
distributions are distorted and depend on

the parameters of bad effects. According to Pedroni, these

problems can be more marked in the presence of heterogeneity. For this model, the estimation of these
co-integral vectors by the FMOLS method and for the whole of the panel, is given by (T - Student
between brackets):
G

H

I. K
% N. NL

%

I. L
.N

I. M
P
O.

Based on the estimator of Pedroni, the econometric specification of this model combines the use of the
instrumental variables and the FMOLS method. The use of the instrumental variables makes it possible to
obtain consistent estimations. Thus, the estimate by the GMM makes it possible to obtain a diagonal
matrix of correlations.
Table 3 : Correlation matrix

LPIB

LPIB

LL

LK

RD

1.000000

0.954639

0.981909

0.898691
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LL

0.954639

1.000000

0.976842

0.944499

LK

0.981909

0.976842

1.000000

0.911354

RD

0.898691

0.944499

0.911354

1.000000

Yet, we use the Haussman Test (1978) which can be applied to many problems of specification in
econometrics.
However, its most widespread use is that of the tests of specification of the individualeffects as a panel. It
is thus used to explain the fixed and random effects. Its general idea is at thesame time simple and
brilliant. Let us actually suppose

that we seek to test the possible presence ofa correlation or a defect of

specification. Let us admit that we have two

types of estimators for theparameters of the studied model:

the first estimator is supposed to be predetermined while the second is not. Consequently, all what we
have to do is to compare a distance balanced by a matrixof variance- covariance between the two
estimators to be able to determine whether thespecification is correct or not. In fact, the

technical use of

this principle in this model makes itpossible to obtain a matrix of variance -covariance having good
properties.
Table 4 : Variance- covariance Matrix
C

LL

LK

RD

C

5.812536

-0.615414

0.025530

0.033289

LL

-0.615530

0.065199

-0.002745

-0.003432

LK

0.025530

-0.002745

0.000157

438 E-05

RD

0.033289

-0.003432

438 E-05

0.000476

The econometrics of the panel makes it possible to control the heterogeneity of the observations intheir
individual

dimensions either by taking into account a presumably certainspecific effect, “Fixedeffects”,

or by considering a non

observable specific effect (Radom effects). In this work, we examine the link

between R& D and growth in various countries. On a sample of 15 countries during the period 1980 2009, the results of the obtained estimates using the

various methods instatic panel, show that the
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impact of R& D on growth varies according to the indicator of theinternal expenditure of research and
development “DIRD” of each country taken in the sample. Onthe basis of this last indicator, it arises from
the estimates that the increase in apoint of percentageof this indicator is brought to 0.427 point of
additional growth. The application of the tests of unitroot LL and IPS shows that the whole of the
statistical series is affected of a unit root. The checking of the properties of non stationary state for all
the variables of the panel leads us to Study the existence of a relation of long run between these variables.
In other words, we study theexistence of a relation

of co-integration by applying the co-integration tests

of Pedroni. Moreover, we use the technique of the tests of unit root in order to represent the estimated
“residues” of the various countries included in our sample model.

4. CONCLUSION
At the end of this research, the inventory of the main theoretical arguments and empirical results
obtained reveal and confirm the importance of the R&D in the stimulation of growth. The drawn
conclusions are also of a theoretical and empirical nature. On the theoretical level, we have showed
that

the

endogenous

theory

of

growth

recommends

the

loosening

of

certain

neo-classicalassumptions to highlight other underlying ones. Besides, the models worked out in this
theory arecharacterized by a diversity of resources; for instance, investment in physical and human
capitalwithin the educational system “Lucas (1988)”, practical training (Learning by doing) “Romer
(1990)”, the driving role of infrastructure and public expenditure “R.Barro (1991)”, research and
technological innovation “Aghion and Howitt (1998)”, etc.
Moreover, this theory provides a well defined framework of analysis for the research anddevelopment
as a fundamental factor in the economic growth. All in all, the empirical steps that wehad adopted in
this work, made it possible to meet our need to evaluate to what extent the MENAcountries have
profited from the R&D incorporated over the period 1980 -2009. The results areconvincing, indicating
that there is a positive relationship between research and development and growth. In fact, this
empirical study of the MENA countries has brought important results: The existence of a positive
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relationship between research and development and economic growth inthese countries. Indeed, the
volume of expenditure of R&D acts on the speed of convergencebetween the countries. So, the
research and development constitutes a crucial factor forrecovery. Therefore, stocks of R&D are
necessary to adapt the advantages of the

technological diffusion.

Moreover, on the level of the developed capital, a policy of research and development and adynamic
specialization constitute the principal determinants of recovery. Besides, the MENA countries must
profit from their closeness to

Europe to increase their exports and attract the FDE (Foreign Direct

Investment) inorder to increase their creative

capacities and improve their speed of convergence

compared to thedeveloped countries.
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Abstract
The purpose of this paper is to review and examine current literature on the management of crisis in organizations.
Additionally, it evaluates literature on l e a d i n g o r g a n i z a t i o n a l change and also expatiates on the explanations
from crisis management literature about leading change and how it is managed in organizations. Leading and
managing change centers on the ability of leaders to influence their followers to perform extraordinarily. It is also
hinged

on

the effectiveness of leadership in times of crisis with regards to the creation of opportunities that will

enable the organization’s employees transform challenges into accomplishments. Crisis management requires
strong leadership that can drive for business development, bring about change, thereby reshaping the organization
in terms of how business is done and how stakeholders perceive them in both the short term and long term. The paper
also sheds light on how globalization has brought about changes in the business environment and within
organizations. Additionally, it highlights the potential for crises to drive growth and development for organizations
Key words: Leadership, Crisis Management, Change, Change management, organizational change

Introduction
According to Ramo (2009) we are presently at the start of what may turn into the most intense change in
global order in over hundreds of years, what we are confronting is not a single movement as much as a
torrential slide of perpetual change, creating extraordinary disturbance and separation. Furthermore, Ayaz
(n.d.) stated that “organizations today face the challenges of globalization, knowledge based competition
and digital revolution which have changed the business environment”. The world is in a state of constant
change, and of utmost concern is the issue of sustainable development. Nations, organizations and people
are trying to keep up with the swift changes that occur, as well as the challenges that come with these
changes (Barbu and Nastase, 2010). They further highlighted that “the new business environment brought
about by change is characterized by anarchy, however it offers an enormous number of business
opportunities and also a crisis context”.
This crisis context is quite significant as crises can impede the operations, reputation and development
of an organization. According to Friedman (2008) “worldwide crises, from a global environmental crisis
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to a loss of national identity, are impacting organizations”. This
implies that no organization or business is shielded from crisis. As a result of this, crisis management
has become a crucial aspect of managing organizations - the task of leading an organization in times of
crisis is a huge test on the character of a leader.
Kumari (n.d.) stated that inasmuch as the anticipation of a crisis is tied to risk management and strategic
planning, there is a need for leaders to deal with each crisis that occurs adeptly. This is present in the
assertions of Rochet et al (2008) and Brockner and James (2008), that as long as the stakeholders are
equipped to adequately handle a crisis situation, there exists the possibility for organizations to move
beyond the present crisis into a future that is brighter and more rewarding, thus viewing crisis as an
opportunity rather than a threat. Kumari (n.d.) also highlighted that “leaders must consolidate the lessons
learnt from crises and communicate the same to the people as organizational learning, and also drive
sense for initiating change in the organization”.
From the above it can be deduced that change and crisis are related and leadership plays a key role in the
management of both crisis and change. Crisis can be viewed as an integral part of and pointer to
development in an organization, therefore leaders must know how to influence and push for change in
times of crisis, so as to reform and reshape their organization, adapt better to the crisis at hand and
ultimately, evolve into a more sustainable business.
Subsequent chapters will examine the relationship between crisis, change and leadership; crisis
management and the role of leadership with regards to crisis management; as well as the role of
leadership in change.

Organizational Crisis Management

According to Massey and Larsen (2006) “a crisis is a major, unpredictable event that threatens to harm the
organization and its stakeholders”. Coombs (1999) further stated that although the occurrence of a crisis is
unpredictable, it is however not unexpected. There has been an increase in crises experienced by
organizations in recent times, most of which are attributable to various factors like greater reliance on
technology, industrialization and increased media scrutiny of organizations’ action ns and activities
(Seeger, et al., 2012; Perrow, 1984; Ogrizek and Guillery, 1999). As a result of this, the concept of crisis
management has attracted significant attention since the late 1970s (Barton, 1993; Coombs, 1995).
2.1

Crisis Management Defined
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According to Pearson and Clair (1998) “crisis management is the systematic attempt to avoid
organizational crises or to manage those crisis events that do occur”. Additionally Perrow (1984)
highlighted that crisis also has administrative and technical aspects, as such crisis management entails
efforts to eradicate technological failure and also develop appropriate methods for communication to
manage or avoid crisis situations (Barton, 2001).
Since the early 1980s, two major dispositions have characterized the area of crisis management: “planning
in crisis management and the analysis of organizational contingencies during a crisis” (Lalonde, 2007).
The Analysing Organizational Contingencies literature (AOC) entails the multifaceted and often chaotic
relationship between actors themselves, as well as the character and conduct of people during crises.
This disposition highlights that the ‘large social context’ should be considered in crisis management,
including the character of the societal fabric (Dynes, 1970), past crisis occurrences (Pery & Nigg, 1985;
Dynes, 1970), the level of social life involvement of the populaces‘ (Echterling et al., 1988; Wolensky,
1983; Wenger, 1978 as cited in Quarantelli, 1978), the available local infrastructure and resources
(Stallings
& Schepart, 1987), the location whether urban semi-urban, rural and semi-rural (Lalonde, 2004; Dynes,
1975), the dynamic of social aid (Drabek & McEntire, 2003; Kaniasty & Norris, 1995; Wright et al.,
1990), the attack methods (Denis, 1993, 2002) and the existence of any opposition with regards to the
outside world (Quarantelli & Dynes, 1976).
On the other hand, the Crisis Management Planning (CMP) literature comprises a series of normative
assertions targeted at raising the efficiency of crisis interventions. Various CMP authors have highlighted
that emergency planning is necessary in crisis management (Counts
& Prowant, 1994; Lagadec, 1991; Denis, 2002; Sylves & Waugh, 1990), in addition to this actions
should be defined relative to the different phases of crisis evolution, beginning with the identification of
warning signs to activities after crisis (Drabek & Hoetmer, 1991 as cited in Simpson, 1993).
Furthermore, the authors stressed on the need to develop a philosophy of security internally (within the
organization) and amongst stakeholders (Denis, 2002; Lagadec, 1990, 1991; Tazieff, 1988), with great
emphasis placed upon the need to train and sensitize leaders with regards to the role of leadership in
crisis (Lagadec, 1991, 1996; Perry & Nigg, 1985; Kuban, 1995).
Conceptualizing Leadership

According to Darling et al., (2002) “to lead means to perceive, to influence, and to guide in direction,
course, action or opinion”. According to (Heller, 2012), “leaders are persons who do the right things, and
effective leaders communicate and coordinate among people in guiding the organization’s operations”. It
can therefore be said that leadership is crucial to effective crisis management.
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According to Graen and Uhl-Bien, (1995) there is no consensus as regards the concept of leadership
and how it can be achieved. As a matter of fact, there are many theories that address the different aspects
of leadership; however there is little cohesion amongst these theories – a result of inadequate examination
of leadership approaches. In an effort to address the vagueness surrounding the research on leadership,
Graen and Uhl-Bien, (1995) developed a Taxonomy to Leadership approach (See Figure 1).
The Taxonomy to Leadership approach by Graen and Uhl-Bien (1995) illustrates three leadership styles
that are based on the leader and follower relationship. This approach has however been queried on the
basis that it provides a partial understanding of the concept of leadership because it overlooks key
information that are fundamental to understanding the concept. This approach raises questions with
regards to the identification of specific leadership behaviours and how useful they are for accomplishing
specific results.
Figure 1: The Domains of leadership

Source: Graen and Uhl-Bien (1995)
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“Crisis Leadership Model” (Source: Adapted from Schoenberg, 2005)

The Follower based approach is concerned with the characteristics of followers and their specific
behaviours to attain intended results. This approach creates a relation between leadership styles and the
behaviours of followers. Additionally, the relationship-based approach lays focus on the ‘dyadic
relationship’ that exists between follower and leader with an aim of identifying relational features to
achieve required results (Graen & Uhl Bien, 1995).

Leadership & Crisis Management

In any organization, leaders are responsible for successful crisis management as well as how the affected
stakeholders are managed. Heller (2012) highlighted that organizational leaders are responsible for
devising contingency planning paradigms that benefit both stakeholders and the organization as a whole.
Bennis and Nanus (2003) stated that effective leaders must have an outlook that is vision- oriented. In
the words of Heller (2012), leaders need to exhibit a high understanding of possible contingencies and also
carry out their responsibilities in the best possible manner, especially in times of crisis. He also explained
that at such times, successful leaders must concern themselves with their organization’s excellence and
look beyond “the how, to the proverbial nuts and bolts of operational performance, but include the
parameters of planning and action, the doing the right things, particularly as those relate to the
meaningful involvement of all stakeholders within the organization in addressing a crisis situation” Heller
(2012).
In order to develop effective solutions to crisis situations, leaders also need to open up and engage all
stakeholders so as to hear their opinions. This idea lends itself to effective crisis management in an
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organizational setting - it is important that in times of organizational crisis, effective leaders provide a
platform for interaction with all persons affected (Heller, 2012). According to Wilkinson (2003), such
platform provides subordinates with a sense of worth as well as an increased level of commitment and
motivation to achieve set goals. It is also
important to note that a crisis situation requires leaders who do not rely on subordination and hierarchy
but are interested in implementing and developing leadership strategies that are meaningful and can
therefore actualize effective crisis management for organizations.

One of the major factors that distinguish those organizations that succeed after the occurrence of a crisis,
from those that do not, is the leadership demonstrated during the crisis and crisis management process
(James and Wooten, 2005). Often, it is the manner in which crises are handled, and not the occurrence of
the crisis itself that has the most significant consequences (positive and negative) for an organization.
The task of leading an organization in times of crisis whether you are the CEO of a major organization
or a manager spearheading an unplanned organizational initiative is a difficult one.
Furthermore, communication and PR activities are a necessary but insufficient approach to leading an
organization through crisis. Crisis leadership involves more than managing corporate communications
and public relations (PR). Rather, the best crisis leaders are those
who build a foundation of trust not only within their organization, but also across the entire
organization’s system. These leaders use this foundation to prepare their organizations for difficult times - to
contain crises when they occur and to leverage crisis situations as a means for creating change and
ultimately a better organization (James and Wooten, 2005).

Choosing Appropriate Leadership Style and Strategies

According to Moats et al (2008) two important strategies that need to be applied to deal with or avoid
crisis are scenario based training (SBT) and scenario planning. Scenario planning
deals with the creation of several stories of dissimilar outcomes, based on the present condition within
organizations, which enables employees to be well equipped for undetermined threats, whereas, SBT is an
activity that involves creating a situation on how to handle crises.
Moats et al (2008) stated that this sort of training offers partakers with insights into real crisis conditions;
a particular scenario is examined in the course of the training, the actions as well as the reactions of the
participants are observed and recorded by the coordinators, and adjustments are made to the scenario
based on these reactions, thereby enhancing the decision- making skills of those involved.
Additionally, it is vital for an organization to maintain a positive relationship with the press before the
occurrence of a crisis, as a crisis impacts on the organization’s reputation. Horsley and Barker (2002) supported
this with their argument that obtaining the media’s support is vital in assuring the public that the
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organization is capable of surviving the crisis and its aftermath. The media has the ability to provide
information on the actual crisis situation and this in turn provides the organization with an avenue to
regain the trust of the public. Furthermore, the determination of the leadership style to be applied in
times of crises is important. This can be seen in Schoenberg (2005) where he stated that there’s a close
relationship between leadership and crisis management. During times of uncertainty, it is vital for
organizations to have crisis leaders who possess a certain skill set to determine objectives which need
to be accomplished and also possess an understanding that every action taken impacts on the
organization. Additionally, Schoenberg (2005) explained that leaders need to be able evaluate their own
skills, even before the occurrence of a crisis. This simply implies that sound preparation is required. In
times of crisis, leaders need to obtain the trust of organizational stakeholders and in order to do this, they
need to utilize their attributes
or values and build on their authenticity. Schoenberg’s crisis leadership model is illustrated in Figure 1. Coombs
and Holladay (2002) suggested another strategy for managing crisis - the Situational Crisis
Communication Theory (SCCT). They suggested that an initial assessment with focus on two key factors
namely performance history and severity is important. The latter refers to the extent of damage (human,
environmental and financial damage) brought about by a crisis, while the former refers to the previous
activities of the organization and also the organization’s crisis history. They further stated that it is vital
for leaders to develop a crisis management strategy that is able to cater to all affected stakeholders. In
doing so, a picture is painted which shows that organizations know the right steps to take in times of
crisis and that they care for those affected by the crisis thereby providing a channel for the organization
to repair its reputation and regain the trust of the public. Several variables that SCCT requires to be
applied are shown in Figure 2.
Figure 2: Leadership Competencies for effective change management
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Source: Pagon, Banutai & Bizjak (2008)

Charismatic Leadership Style
Researchers such as Yukl (1999, cited in Halverson et al (2004) have supported the argument of
Schoenberg and have argued that charismatic leadership is a suitable leadership style in times of crisis
and needs to be deployed as it provides charismatic leaders with more avenues to
charismatic

behaviour.

Additionally,

situations

that

are

unstable

exhibit

their

aid

charismatic leaders to develop this attribute - the diverse issues which come about in times of
crisis enables these charismatic leaders to be innovative and find solutions to problems. Explanations given
by Conger and Kanungo (1992, cited in Halverson et al, 2004) state that charismatic leadership refers to
the leadership style exhibited persons who are able to “act as agents of radical change and make realistic
assessments of opportunities and constraints”. This statement infers that leaders who are charismatic will not
maintain the status quo, but
rather lead employees past the present crisis and bring about positive changes to the organization after
the crisis has passed.
There is however a negative side to charismatic leadership and this needs to be understood. Sankar
(2003) stated that there is a “dark side” to this leadership style and there is a possibility for charismatic
leaders to gratify their personal needs, which may include putting themselves in the spotlight and
disregarding the opinions of other members of the organization. This statement suggests that in times of
crisis, there is a need for organizations to select leaders with positive charismatic leadership qualities
and are also sympathetic to employees desires and hopes.
4.1.2.Transformational Leadership
There is often a link between charismatic leadership and transformational leadership. They are often used in
place of one another, in some instances even merged as transformational leadership, with charisma often
listed as a trait. According to Lussier and Achua (2004) the term charisma refers to “a personal trait which
means divinely inspired gift”. According to Burns (1978, as cited in Denhardt & Campbell, 2006)
transformational leadership is “a process in which leaders and followers raise one another to higher levels of
morality and motivation”. The above definition suggests that it is essential for there to be a mutual relationship
between employees and leaders. It is vital for organizational leaders to inspire employees to achieve their
organizations’ goals and also support the needs of employees.
In relation to incidences of crisis, Bass (1990, as cited in Hunter 2006) state

that transformational

leaders “can transform crisis situations into developmental challenges by presenting them in ways that can
encourage intellectual stimulation and promotion of subordinates’ thoughtful, creative, adaptive solutions to
stressful conditions”. In summary, there is a need for transformational leaders to urge employees to express
their ideas, which in turn creates channels for growth in times of crisis.
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Leadership and Decision Making in the Global Era
The Global Era refers to “Globalization”, which according to Reich (1998) “is a term in heavy current
usage but whose meaning remains obscure, often even among those who invoke it”. Scholte (1995, as
cited in Reich, 1998) also stated that “globalization stands out for quite a large public spread across the
world as one of the defining terms of late twentieth- century social consciousness”.
According to Cerny (1995) globalization refers to “a set of economic and political structures and processes
deriving from the changing character of the goods and assets that comprise the base of the international
political economy—in particular, the increasing structural differentiation of those goods and assets”.
Because globalization brings about interaction of goods, services and personnel from across the globe
and so it is imperative that transnational organisations understand the essence of international interaction
in order operate effectively in the present global business environment (Jokinen, 2005). According to
Gupta and Govindarajan (2002), there is a relation between the possession of competencies and level of
understanding within organizations. Morrison (2000), Brake (1997) and Suttari (2002) stated that the
need to develop leaders with the right competencies has become evident in recent years. Adler and
Bartholomew (1992) and Engle et al (2001) however highlighted the existence of a substantial gap
between global strategies of international human resources and their achievement.
Additionally, as

organizational

operations

become

more

international,

diversity

and

complexity starts to increase in the local operational environment (Jokinen, 2005).
Complexity, dynamics and diversity, which are elements of the global environment, also tend
to diffuse into the domestic environment and bring about an increase in the demand of leadership and
management competencies across all levels within an organization (Harvey and Buckley, 2002 and
Gergersen et al, 1998).
Globalization brings about changes and these changes bring about challenges and an understanding of
these changes better enables organizational leaders tackle the challenges (Jokinen, 2005).
Role of

Effective Leadership

and Decision Making in

Crisis Management in Global Era

According to Boin et al (2010) effective leadership in crisis “entails recognizing, emerging threats,
initiating efforts to mitigate them and deal with their consequences, and once an acute crisis period has
passed, re-establishing a sense of normality”. Additionally Klann (2003, as cited in Kamzičakova, 2012)
support this by suggesting that “a crisis affecting one organization can cause layoffs and closings
among the suppliers of that organization, its customers and partners as well as bring about a loss of
investor confidence that can cause a dip in the stock market and even bring about environmental damage
and psychological angst”.
Thus, effective crisis leadership entails leading the organization and its employees through situations
that are changing and unfavourable, which affect the mind-sets of employees and their productivity and
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also the overall performance of the organization. According to Kamzičakova (2012) “effective crisis
leadership comes down to the leader responding to the human needs, emotions, and behaviours caused by
the crisis”.
According to Heifetz et al. (2009), crisis leadership has two distinct phases. The first phase is
the emergency phase. In this phase, the leader is tasked with stabilizing the situation and buying time.
The second phase is the adaptive phase, where the leader has to tackle the
fundamental triggers of the crisis and construct the competence to succeed in a fresh reality. This second
phase is particularly tricky and enormous pressure is placed upon the leader by various stakeholders who
require responses to their concerns with firm assurance, even if it means overselling what you know
and discounting that which you don’t.
Leadership in times of crises includes the ability of leaders to make decisions rapidly and wisely.
According to James and Wooten (2005), the traditional approaches to decision- making involve
information gathering; generating alternatives; evaluating those alternatives and reaching a decision”.
The traditional approach is however not as relevant in times of crises as there is less time and
information available, as opposed to the traditional approach to decision-making where leaders have
access to information and unlimited time.
Additionally, “in times of crises there is a tendency for leaders to abdicate decision-making power to a
select group of others” James and Wooten (2005). Often leaders in times of crises, seek corporate legal
counsel. The inclination to rely upon the counsel of others to make decisions in times of crises is
referred to as “the power of the expert” (James and Wooten, 2005). Organizational leaders, in a quest to
reduce uncertainty in times of crises, often rely upon the opinions of others because they are able to
provide them with expert opinion on the crises based on their in-depth knowledge.
Additionally, in times of crises, effective leaders are able to understand that they are in the best position
to make decisions due to their comprehensive knowledge of their organizations; the limited focus
provided by the expert is vital, but only in addition to the leaders’ comprehensive knowledge of the
organization (James and Wooten, 2005).
Organizational Change Management
In most organizations, crises are ordinarily viewed as threats, however effective organizational leaders can
see crisis situations as opportunities to develop an organization and bring about organizational change
both within the organization and amongst its stakeholders. As explained by Barbu and Nastase (2010),
change creates a complex environment that demands on modern leaders to deal with numerous
opportunities and threats better and faster.
Change management is a widely discussed topic in literature relating to management and organizational
effectiveness. Barnard and Stoll (2011) highlighted that one of the crucial and most challenging
responsibilities faced by management is recognising the importance of organization-wide change, and
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also leading change within such organization. According to Burke and Trahant (2000) understanding the
importance of such organizational change has become very significant over the years as organizations
are now living through a time of tremendous changes as a result of globalization, in addition to the
disruptive influence of new technologies and the emergence of e-businesses. They also highlighted
deregulation, political instability, emerging new economies in the Pacific Rim, and an exploding number
of new scientific discoveries as factors that contribute to market turbulence and “disruptive phase shifts”
in business, which can lead to crisis within organizations that must be dealt with by the organizations’
leaders.
The main focus of literature on change management in recent times has been on the private sector and
more importantly, persons attempting to lead organization-wide change within organizations (Kickert
2010; Branch, 2002). The aim of organizational change is to create quick enhancements in economic
value, while concurrently forming an organization whose people, culture, structure, and processes are
designed in line with its current environment and mission, and are positioned to make the necessary
changes required (Beer and Nohria 2000). Beckhard and Harris (1987); Burke and Trahant (2000);
Bridges (1995) highlighted two stages of change: “(1) fundamental or transformational, which focus on
the “big picture” issues such as leadership, strategy, mission, culture, external environment); and (2)
transitional or transactional, which centres on the operational issues such as systems, management
practices, structure, needs, motivation, job fit and work unit climate”.
Greiner (1998), Goleman (2000), Christensen and Overdorf (2000), Adizes (1999), Enriquez and
Goldberg

(2000)

and

Lawler

et

al.

(2001)

addressed

four

key

features

of

change

management: theoretical frameworks and models that show and guide organizational employees and
scholars’ philosophy about organization change, elements significant to effective change management,
approaches and tools, and the outcomes and consequences of the change management process. A
fundamental point reflected throughout their literature is that leadership is vital in organizational change,
and management and leaders need to tailor their tools and skills to meet specific requirements in order
to bring about organizational change.
7.1 Role of Leadership in Organizational Change
According to Kotter (1995) “leaders are the drivers for change in organizations”. Paglis and Green (2002)
in a ‘change’ context defined leadership as “the process of diagnosing where the work group is now and
where it needs to be in the future, and formulating a strategy for getting there”.
In recent times, majority of organizations assert that one of the significant contributors to organizational
change and performance is effective leadership (Abbas and Asghar, 2010). Smart leaders are equipped
with knowledge and skills acquired through experience, which allows them deal with daily organizational
tasks effectively and efficiently (Abbas and Asghar, 2010). According to Deal and Kennedy (1999),
“effective leadership is always required to bring about effective changes”. Culture also plays a
81
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

fundamental role in the management of organizational change. Brookfield (1995) highlighted that the
silence culture, secrecy culture and the individualism culture in organizations can frustrate change
management efforts. In addition to culture, competence also plays a role in change management.
According to Gruban (2003) competence is “an ability to manage knowledge and other skills and
capabilities”. Pagon, Banutai and Bizjak (2008; See Figure 2) highlights the role leadership competencies
play in successful organizational change. It also illustrates the most significant competences and
capabilities, which are beneficial and suitable for organizational changes. Furthermore, various authors
have highlighted that there is a strong connection between
leadership competences and successful organizational change (Gruban 2003). Literature on change has
shown that there is a need for developed leadership skills to initiate and coordinate change.
Changes can be incremental or radical in nature (Abbas and Asghar, 2010). Changes that are
incremental in nature are introduced in small dosages and do not need to be launched formally. Also they
can be easily adopted and handled, and less prone to resistance by organizational employees as they are
more familiar with such changes and usually have a short time span (Abbas and Asghar, 2010).
However radical changes are more prone to resistance and are harder to adopt and they require other
things beyond leadership competencies. According to Reardon et al. (1998) “radical changes require
private acceptance and it is the role of senior leaders to alert people to realize the need of change and
therefore to create willingness to relinquish old style of working in favour of new ones”.
Additionally Abbas and Asghar (2010) state that, radical changes require a creative leadership style with
an outlook to take risks, unlike incremental changes. Furthermore, Reardon et al. (1998) highlighted that
there are various stages of radical change (See Figure 3). Figure 3 indicates that Logical and
Inspirational leaders have a broader vision and their focus is on innovations and radical changes. The
vision according to Abbas and Asghar (2010) is about actions, which empower leaders to implement
change.
Figure 3: Stages of Radical Change
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Source: Reardon, Reardon and Rowe (1998).
Furthermore, different levels of change require different kinds of leadership styles. The work of Rowe,
Reardon, and Bennis (1995) on Leadership Style Inventory (LSI) derived four kinds of leadership styles,
supportive leadership style, Logical leadership style, Commanding leadership style and inspirational
leadership style. According to (Bennis and Nanus, 2003) “all these leadership styles have strong relation
with the development of change” (See Figure 4). Effective leaders possess a clear vision of the future and
in order to have successful change a clear picture of the future is necessary - moreover the absence of
vision makes organizational change very challenging. According to Kotter (1995) “it is very important
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for the leaders to communicate the vision”. Figure 4 shows that the focus of logical leaders is innovation
and through explanations, they are able to communicate the vision.
Figure 4: Relationship between leadership styles and development of change

Source: Reardon, Reardon and Rowe (1998)

Furthermore, organizational culture plays a role in organizational change and leaders formulate new
strategies to develop and mange organizational culture and also to connect employees and
organizational processes (Appelbaum et al., 1998). Moreover an organization’s culture may include its
values and beliefs and can bring about innovation.
Additionally, an organization’s capability to inspire employees toward higher levels of performance is
related to its reward systems (Appelbaum et al., 1998). As such it is necessary for leaders to understand
that various training and reward programs are presented to facilitate
strategic organizational change. Various authors have opined that the best organizational climate offers
employees with a sense of responsibility and an opportunity for independence, and it is the responsibility
of leadership to provide such an environment (Abbas and Asghar, 2010).
Role of Effective leadership in Business Development
According to Abbas and Asghar (2010) “organizational leadership has a central role in evolution and cultivating an
organization”. Furthermore Dunphy and Stace (1994, as cited in Senior and Flemming, 2006) described
organizational leadership “as a person who can promote change in an organization by its vision and strategy”.
In this current global era, business trends are changing rapidly; the demands made by customers are on
the rise and now more than ever the role of leadership is very crucial to the development of organizations
(Abbas and Asghar, 2010). In order for organizations to develop and move forward, there is a need for
leaders who are highly skilled in predicting in advance changes that occur, derive commitment from
employees and also create an environment, which is conducive for employees to comprehend and adopt
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changes as they come (Abbas and Asghar, 2010).
Therefore it is crucial for organizations to have leaders who have foresight and are able to adjust to
changes within its business environment, so as to develop the business. Bass (1990) and Burke and
Cooper (2004) stated that this is fundamental for both the effectiveness and survival of the organization.
Conclusion
Crises management has become a crucial aspect of business development and success especially in the
world today, which has become very dynamic and more susceptible to crises as a result of globalization.
Leadership plays a key role in crisis management and change management. In times of crisis, there is a
need for organizational leaders to be visible within
and beyond their organization, as this offers some stability to the situation and the organization. Also,
in times of crisis it is essential for leaders to communicate with the organizations’ employees and
stakeholders about the situation. In addition, crises situations require leaders who do not follow the norm
and are able to formulate strategies to manage the crisis and take advantage of such crisis to bring about
change and grow the organization - successful organizational change requires a transformational
leadership style and effective engagement of stakeholders and employees participation.
It is important for leaders to have a clear vision about the change that is needed and share this vision with
employees because in order to bring about change leaders need to understand they must also manage
organizational culture.
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This Article provides about the concept of strategy, what is strategy and why the organization should have
a sound strategy. It also discuss about the core areas of strategy, i.e. strategic analysis, strategic
development and strategic implementation for the management of the strategy. Two approaches also
discussed namely prescriptive approach and emergent approach for selecting the best possible idea and
predictions about the future consequences respectively.
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INTRODUCTION TO STRATEGY:
The term strategy has been defined in a variety of ways, but mostly with a common theme. There are as
many definitions of strategy as there are writers (Mintzberg1987). One of the definition of strategy is ‘It
is the scope and direction of the organization over the long term which achieves advantage for the
organization through its configuration of resources with in a changing environment to meet the needs of
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markets and to fulfill stakeholder expectations’ (Johnson & Scholes, 2002).
This definition suggests that strategic decision is likely to be complex in nature and involve uncertainty.
These decisions might demand for an integrated approach of managing organization and relationships as
well as organizational change, which might be very difficult (Johnson & Scholes, 2002).
STRATEGY CONTEXT:
Context of an organization includes all relevant factors and influences outside the organization’s
boundaries. Strategically relevant influence coming from environment can have significant impact on
company’s direction and strategy. These factors may be of the macro as well as well micro competitive
environment. Macro environment consist the broader issues such as political, economic, social,
technological, environmental and legal (PESTEL). The micro or competitive environmental factors related
to the particular industry in which the firm operates. Micro factors include, the action of rival firms, buyer
behavior, and supplies related considerations and so on. Changes in the environment may occur rapidly or
slowly, with or without advance warning (Thompson et al, 2007).
STRATEGY DIMENSIONS:
There are three dimensions of strategy that can be recognized in every real life strategy problem situation,
namely, strategy process, strategy content and the strategy context. Strategy process is referred to as the
manner in which strategies come about. Strategy Content is the actual strategy i.e. the action to be done
and is a product of strategy process. Context is the environment with in which strategy operates and
develops. It is the set of circumstances in under which both strategy process and strategy content are
determined (De wit & Meyer, 2004).
CORE AREAS OF STRATEGY:
Three core areas of strategic management are strategic analysis strategic development and strategic
implementation. There are different views among researchers and strategists about the way these three core
areas of the strategic management are linked together. This disagreement gives rise to two different
prescriptive of strategic management namely; prescriptive approach and emergent approach (Lynch 2009).
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TWO APPROACHES OF STRATEGY:
The prescriptive approach (also termed as deliberate, rational and intended) means that the three core areas
of strategic management are linked in a sequential way. This means that you do analysis to develop
strategy which is then implemented. The strategy is prescribed in advance (Lynch 2009).
The emergent approach (also termed as non-rational and realized) states that the three core areas are
interrelated and the analysis is in advance of the other two. However strategy is developed by an
experimental process of trial and errors, it is not appropriate to make a clear distinction between the
development and implementation phase (lynch 2009).
PRESCRIPTIVE APPROACH TO STRATEGY:
According to Mints burg (1985) prescriptive strategy is intended course of action. Ansoff (1975) descried
this approach as a comprehensive step-by-step procedure. these steps typically include identification of
firm’s mission statement, the establishment of goals and objectives and the specification strategies(i.e.
resource allocation) after the firm has scanned its environment to determine those opportunities which best
match its capabilities (Fahey 1981). Deliberateness refers to the quality of acting intentionally when
people act intentionally, they ‘think’ before they ‘do’. They make a plane and then implement the plan. As
an intended course of action a plane is a mean towards an end (De wit & Meyer, 2004).
(Johnson & Scholes, 2002) termed this type of strategy formation as ‘design lens’. The design lens view
strategy formation as deliberate positioning of the organization through a rational, analytic, structured and
directive process. This view assumes that the complexity organizations faces can be understood in this
analytic way, logical conclusions will be reached by top a rational group of top managers and people in the
organization will accept the consequent logic (Johnson & Scholes, 2002).
This then applies that the change in the environment is predictable and organizations can forecast that
change and adjust its strategy in accordance to the change
The prescriptive approach of strategy formulation has been derived from economic view of ‘rational’
decision making. (Murray 1978). Prescriptive approach takes the view that options available to the
organization should be analyzed rationally and on the basis of fact and then the option which is best should
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be selected. The option selected on this criterion will deliver best results. There is a set of techniques to
determine the viability of the option ranging from the consistency of the option with mission and
objectives of the organization to the financial analysis and shareholders response (Lynch2009). In
prescriptive approach to strategy making the process is a separate element and when you have identified
the option you then implement it and control its execution, and make changes if required.
Significant work in the field of prescriptive strategic management comes from Igor Ansoff. Ansoff is
considered as father of strategic management (Easy strategy, 2009). Ansoff‘s view was that, in developing
strategy, it was essential to systematically anticipate future environmental challenges to an organization,
and draw up appropriate strategic plans for responding to these challenges (Easy strategy, 2009).later on
Michael Porter work is of very significance in this regard. According to Porter (1980) in rational strategy,
formal analysis such as environmental scanning, portfolio analysis and industry and portfolio analysis is
often used to add in competitive advantage. Porter supports the industry based theories of the strategy
(Lynch 2009).These theories suggest that the profit maximization of the organization depends upon its
choice of the industry to operate in and its ability to achieve competitive advantage in that industry. Porter
view of strategy economic point of view, as he is basically an economist.
The Virgin Group could be a good example in this regard as they choose the appropriate industry and
then resolve how to operate in that industry (lynch2009, 46).the virgin example is also consistent with the
generic industry environment concept.

The generic industry environment model is similar to industry

based view of the strategy, this approach suggest that the strategy of a firm can be selected on the basis of
firm’s ability to cope with a particular market or competitive environment. The resource based theories of
strategy suggest that the profitability and competitive position of an organization is subject to the resources
and capability of the organization (Juga, 1999). Barney (1991) states that the resources gives sustainable
competitive advantage to a firm if they difficult to transfer, Similar to Michel porter’s view. The game
based theory suggests that the organization should implement a strategy and then wait for response from
its competitors and adjust it accordingly. It attempts to predict the action of one player and hoe these
actions affect other players (Jenkins & Ambrosini, 2007).
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The essence of the prescriptive approach to strategy is that changes in the environment are predictable and
could be forecasted and the strategy could be adjusted according to the situation.
On contrary to the assumption made by prescriptive approach many researchers have argued that the
environment is unstable and unpredictable. As Fredrickson (1984) stated that an unstable environment
makes it difficult to achieve high level of certainty sought by the rational model.
This seems true through the case study of Singapore Airlines, which had prescriptive strategy and their
assumption about the growth in international travel was affected by some unplanned international events.
In result the company had to suffer from that situation (lynch 2009, 43).Hart (1992) stated that cognitive
limits and environment uncertainty limits top management’s ability to separate formulation of strategy
from its implementation. This is against the prescriptive model’s linearity approach. The prescriptive
approach also ignores the human element in the organization and is based on top down approach. The
behavioral literature challenges the cognitive and motivational assumptions inherent in the rational model
and suggests that organizational members play a significant role in the process of strategy making
(Mintzberg 1978). Fahey (1981) also supports this view and states that ‘Behavioral and political process
can critically impact on any stage of a decision making system or any phase of a specific decision phase’.
This is true from the case of Interflora, where the top management ignored the culture of the organization,
while planning to bring about change in the organization. The employees resisted the change, as they
supported the existing culture and stood up against the top management. A campaign against the top
management started and after consensus, CEO and chairman were forced to step down (Interflora video,
2009).
This means that environment is under the control of the organization. It is similar to Cybernetics, the
engineering idea of controlling human behavior. Cybernetic system depends upon the possibility of
prediction over a long enough time period at a fine enough level of detail, if they are to achieve control
that is their central concern (Stacy, 2000).
EMERGENT APPROACH TO STRATEGY:
Emergent strategic management is a strategy whose final objective is unclear and whose elements are
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developed during the course of its life, as the strategy proceeds.(Lynch 2009).the fundamental difference
between deliberate (prescriptive) and emergent strategy is that, deliberate focuses on directions and control
i.e. getting things done, while emergent opens up the notion of strategic learning (Mintzberg & water,
1985).Bovaird (2008) states that the emergent approach evolved from complexity theory. Complexity
theory questions the predictability of the future and planning in advance.
“A strategy is not a fixed plane, nor does it change systematically at pre-arranged time solely at the will
of management” (Mintzberg 1978).this is an opposite view to the prescriptive strategy approach.
Mintzberg (1978) stated that the word ‘formulation’ is misleading, since we commonly refer to as
‘strategies’ many patterns in organizations form without conscious or deliberate thought. These views
suggest that it is not possible to predict future and plane for it in advance. Strategy ultimately evolves and
at the same time implements. the example of Virgin Group which we used before could also serve a good
purpose here, the strategy of Virgin group is emergent, as they always look for opportunities to come their
way and does not plane in advance for it. As the CEO of Virgin said that “opportunities are like buses,
there is always another coming”. All the theories of emergent prescriptive advocate the uncertainty and
unpredictability of the environment. For example the uncertainty based theories suggest that it is
impossible to develop strategies in advance as the strategic process is unpredictable, unstable and liable to
chaotic outcome (Lynch 2009).these theories states that it is almost impossible to predict the future as
almost all strategy is composed of feedback mechanism and involve uncertainty. Jemison (1981) stated
that the environment is the main source of uncertainty. For example the change in the business
environment of the European Telecom companies due to technological advancement put the companies
under threat from mobile companies. The companies had to respond to this change and had to adapt to it in
order to be profitable (Lynch 2009).How did these companies adapt to this situation? It was through
learning. They learned how to adapt to new technologies. This is also in line with the survival based
theories of emergent strategic management which suggest that in order to survive in an unstable
environment, firms have to adapt to that environment (Stacy 2000). In the emergent approach to strategy
making the main focus is on learning. As we have seen in the case of Singapore Airline, they predicted the
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future and planned for it but, due to some uncertain events the world travel was affected and the company
made losses. Oliver (2008) states that strategy making is a process of emergent learning over time.
Strategy is crafted through contentious learning. Moreover not ignoring the importance of individual
learning, strategic management focuses mainly on group/team learning because this is the most relevant
aspect in the context of organizational development (Lynch 2009).the theory of organizational learning
was developed by Senge(1990).Senge believed that organization prospers when it is able to tap the
commitment and ability of its members to learn(Stacy 2000).Senge stated that teams are becoming the key
learning unit of organization (Thomas 1994).Oliver (2008) argued that the learning process provide the
potential to explore and solve complex organizational problems, such as the question of how to develop a
future business strategy. Stacy (2000) stated that the learning process is’ Double loop’ process. Double
loop learning involves changing a mental model, a mindset, a frame of reference.
An example might be that if a university teaches a syllabus that is too old or not in line with modern
techniques. The students although have learnt but not according to the demand of the current market or the
current state of knowledge. The graduates will not be effective in the market, unless the university adjusts
its syllabus according to modern techniques or knowledge. The first sate refers to the single loop learning
and the adjusting of the syllabus refers to the second loop of learning i.e. double loop learning.
Thus the essence of the emergent strategy is that the nature of the strategy development process is,
therefore, iterative and characterized by a largely informal process of trial and error where individuals
and/or groups within the organization learn more about the environment they are competing in and how
best to take advantage of it (Senge,1990)
The Honda entry to US market serves a good example here, when they first entered the market they were
not successful, but then they identified a niche market to serve. Honda developed its strategies on trial and
error basis and there was no single strategy to guide the company. It was due to this approach that Honda
came to dominate the US motorcycle market (Lynch, 2009).
There is also some criticism of the emergent approach to strategic management. (Lynch 2009) argue that
the survival based view of strategic management is a pessimistic view of the strategy development. It
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rejects the insights provided by prescriptive approach but provides very limited alternative solution to the
problem. The complexity theory also limits the choices that an organization could have. Both these theory
might limit the organizational capability of innovation, and just force the organization to focus on short
term prescriptive. The learning approach to strategy formulation may also have some problems. The main
focus of learning is group learning, which is not an easy task. There is a wide range of literature on
problems associated with group learning and the intra-group conflicts. Learning also focuses on the short
term prescriptive and over samples success rather than failure (Lynch 2009).there might also be some
situations where learning is not needed and might be a waste of time. For example the simple and urgent
decision could be taken by the mangers directly rather than consulting with others. especially when some
bold decision are needed as we saw in the case of Nokia ,the chief executive took the decision of keeping
employees and it proved worth it(Lynch 2009).
CONCLUSION:
After discussing the concepts of prescriptive strategy and the emergent strategy, we can conclude that
some researchers and strategists are consider the emergent approach to be the most effective , but other
still focus on the prescriptive approach to strategy. There are pros and cons related to both of the models.
Beside its criticism the prescriptive strategic model is the basis of the strategic management and its
importance could not be neglected. As stated by Grant (2003) empirical evidence points the existence of
both formal (prescriptive) and informal (emergent) strategic management process.

There is no pure

deliberate or emergent strategy. A deliberate strategy might have some aspects of emergent approach and
an emergent approach might have some deliberate aspects (Mintzberg & Water 1975). Strategic
management is not a static process it is a dynamic and changing process. The choice of a strategy depends
on the situation and nature of the decision required. There might be a blend of both deliberate and
emergent strategies present in a single organization.
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Abstract:
The aim of this paper is to study the relationship between economic growth, environment and human
development which are the fundamental pillars of sustainable development. In an empirical validation, we
attempt to test the relation between economic growth based on the main components of sustainable
development, taking the case of our country, Tunisia, during the period 1980-2012.
findings
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The overall
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1. Introduction

Since the 1970s, industrialized countries have recognized that growth was based on an intensive
use of natural resources omitting economic, social and environmental aspects. For some analysts, the
model of "industrial development” does not lead to a long-lasting development.
The reasons which are put forward are: the exhaustion of natural resources (raw materials, energy, fossils,
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etc); the destruction of ecosystems, the biodiversity loss that reduces the resilience of the planet and the
climatic change caused by greenhouse emissions of greenhouse gases.
However, the concern about the future is enhanced by the beginning of the growth slowdown, the oil
shocks of 1974 and 1981 as well as the serious accidents affecting the environment such as mercury
pollution in Minamata in Japan in 1955, oil spill, the Torry Canyon in the English Channel in 1967 and
the emergence of disaster industries such as Chernobyl, Seveso, Bhopal, Exxon Valdez, etc.
From now on, a development process that balances the environmental, economic and social sectors has to
be implemented. Indeed, various organizations, such as the World Wide Fund for Nature (WWF), literally,
the Worldwide Fund for Nature, Friends of the Earth and other stakeholders from different sectors, have
called for the adoption of a more responsible, more effective and more relevant method, called
"sustainable development."
It is in this context of research on mediation between economic growth and the main components of
sustainable development that this work fits. The question to which we seek to provide some response
refers to the characterization of the nature of the relationship between growth and the components of
sustainable development.
Our empirical investigation is based on the previous work of Valeria Costantini and Salvatore Monni
(2008) in order to test the relation between the economic growth and sustainable development for Tunisia
from 1980 to 2013.

2.
2.1

The conceptual framework of sustainable development
Definitions

Different definitions of sustainable development were cited in literature.
The concept of sustainable development was defined for the first time in 1987 by the World Commission
on Environment and Development (WCED) in the report Brundtland (the name of the president of the
commission, Gro Harlem Brundtland). In this report: "Sustainable development is development that meets
the needs of the present without compromising the ability of future generations to meet their own needs."
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Actually, this definition contains two concepts:
The concept of 'needs', particularly the essential needs of the needy who should be given the highest
priority, and
The idea of the limitations imposed by the state of technology and of our social structure on the
environment’s capacity to meet the current and future needs.

Three aspects essential to sustainable development result from the previous definition. These are:
-

The economic aspect is considered here through the concept of need. That is to say that sustainable
development must meet everyone’s basic needs (in an intergenerational as well as in an
intra-generational way (that is universal, by particularly reducing the differences between the south
and north);

-

The environmental aspect which means the preservation of the natural heritage for future generations ;

-

Taking this aspect into account requires the study of the biosphere, its regulatory mechanisms and its
ability to accept or reject our human activity ;

-

The societal aspect includes equity, intra-generational justice issues (access to health care and education,
equality between men and women ...) and intergenerational social responsibility of business and the
study of the relationship between people, the company and nature ;

In fact, sustainable development represents a balance between these three components,
sustainable development is the consensus between economic, environmental and social aspects. This
new vision integrates all components of our society and our environment. This vision can be
schematically displayed in the following figure:
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Figure 1: The main dimensions of sustainable development

Social

Economic

Environnemental

Source: OECD, (2004)

The above graph highlights the following ideas:
1. The effects of economic activity on the environment (for example the use of resources, the discharge of
waste).
2. The services provided by the environment to the economy (e.g. natural resources, "well" functions,
contributions to economic efficiency and employment).
3. The Services provided by the environment to the society (8) (e.g. access to resources, contributions to
health, to living conditions and to working conditions).
4. The effects of social variables on the environment (e.g. demographic changes, consumption patterns,
education and information in environmental, institutional and legal frameworks).
5. The effects of social variables on the economy (e.g. structure of the labor force, and households,
education and training, consumption levels, institutional and legal framework).
6. The effects of economic activity on the society (eg, income levels, equity, and employment).
Furthermore, sustainable development is not only an ecological or environmentalist concept, but rather a
strong concept that also includes the social economic sphere.
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In the same context, Ignacy Sachs, (1978), has considered sustainable development as a development
approach aiming at the harmonization of the social and economic objectives as well as the relevant resource
management on the ecological level.

In a spirit of solidarity with the future generations, he suggested an approach based on the principle of autonomy,
the satisfaction of the basic needs and on a new association between man and his earthly universe. Another
qualitative growth form that would be neither zero growth nor negative growth.

Similarly, Pearce (1989) has defined sustainable development as whole set of

policies for the next

generation to have as much wealth as the present generation.
In addition, Pearce and Walford (1993) have proven that sustainable development is a process in which
we do not allow the deterioration of natural resources. In fact, they stressed the popular role of
environmental quality in the process of increasing of real income and living standards.
Moreover, Dally (1996) suggested that the value of the concept of sustainable development comes from
the realization that the contemporary level of consumption per capita in U.S and Western Europe cannot
be generalized for future generations without destroying the ecological resources on which rests the
economy itself.
Yet, Pezzy and John (1989) identified more than 60 definitions for sustainable development. They defined
sustainability and development in the form of mathematical models. Hence, they indicated that
sustainable development requires a wellbeing superior to the minimum extent of environmentally
sustainable growth.
However, Redclift (1987) concluded that sustainable development is nothing but a mere compromise
between natural environment and continued economic growth; it is rather a development which
recognizes that the sustainability limits have a structural and natural origin.
According to this author, the different perceptions of the environment are socially constructed and carried
by groups with various degrees of power and conflicting economic interests.
It may also mention the definition of Rees, (1989), who showed that sustainable development should
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be considered through cumulative decisions. He added that this has been adopted by several authors,
providing the best policy framework for the allocation and management of environmental resources.
Finally, Barbier (1987) showed that the primary objective of sustainable development is to ensure a
healthy environment, a prosperous economy and a cohesive society by reducing the exhaustion of
natural resources, environmental degradation, cultural disruption and social instability.
2.2

The founding assumptions

In the late 1960s, the work of the «Club of Rome» is cited as a starting point of reference. Indeed,
the "Massachusetts Institute of Technology," in a Meadows report entitled "Limits to Growth",
challenged the danger of exponential demographic and economic growth in terms of exhaustion of
natural resources, over exploitation of ecosystems and pollution. So, the report suggests moving
towards a nil growth in countries and limiting the increase in population.
In 1972, the United Nations organized the first international conference in Stockholm on the
environment, leading to the creation of the United Nations Environment Programme (UNEP). On this
occasion appears the concept of "eco-development" which seeks to reconcile two apparently
conflicting approaches, that of development and that of the environment. Also, it helps to challenge
the patterns of development in the North and South.
Nevertheless, the concept of eco-development did not persist long as it was officially condemned by
"Henry Kissinger" and taken out of the institutional vocabulary at the international conference in
Cocoyoc in 1974. The concept of eco-development has been taken back by the Anglo - Saxons who
replaced it with the concept of "Sustainable Development".
The latter, translated from English first by "developpement soutenable” then today by "sustainable
development", appears for the first time in 1980 in the "World Conservation Strategy", a publication
of the International Union for the Conservation of Nature (IUCN).
A few years later, it spreads in the wake of the publication "World Commission on Environment
and Development"(WCED) entitled "Our Common Future" (also known as the Brundtland report).
The report recognized that it is: “development that meets the needs of the present without
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compromising the ability of future generations to meet their own needs.”
In 1992, the United Nations (UN), arranged the second conference in Rio on Environment and
Development, also known as the "Earth Summit". 173 country leaders agreed on four main points:
-

The Rio Declaration on Environment and Development;

-

The Convention on Climate Change;

-

The Convention on Biological Diversity;

-

The Declaration of Principles on Forests.

Thus, the leaders at Rio also signed a document of proposals called, "Agenda 21". The latter actually
determines the merit of the responsibilities incumbent upon each player in the civil society in the
implementation of the principles of sustainable development. This program is the result of four
separate areas: economic, social, environmental and ethical.
In 1997, the Convention on Climate Change signed in Rio was complemented by the «Kyoto
Protocol”, which requires industrialized countries to reduce, in 2012, their emissions of greenhouse
effects gas of at least 5% on average compared to the level 1990.
In fact, this broad concept of sustainable development is taken up again by the World Trade
Organization (WTO), the World Bank and the European Union. Thus what confirmed at the World
Summit in Johannesburg in 2002. It is preferred to consider this concept as a means of reconciling
growth, equity and environmental protection.
2.3

Economic growth and sustainable development: an empirical approach
The economic literature generally considers that economic growth is a quantitative and economic

concept. It is a phenomenon that can be measured in time and space. It is the increase of a country’s
wealth, measured by Gross Domestic Product(aggregate GDP), while qualitative factors such as
education, scientific knowledge, access to natural resources, environmental quality, distribution of wealth
or living conditions are all elements that characterize the development. These factors lead to potential
economic improvement.
2.3.1 An ambiguous relationship between the environment, economic growth and human
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development
Developed countries do not stop promoting increased production to counter scarcity, the thing which
contributes to improvement or at least maintaining their standard of living. However, developing
countries, often backed up by international institutions (the International Monetary Fund, the World
Bank), adopt the same attitude to fight mass poverty and emerge from underdevelopment. The growth
theory dominates the news. However, it is becoming increasingly clear that the continuation of this global
program is not indefinitely achievable, given the limitations imposed by ecosystems.)

2.3.1.1

The negative effects of high economic growth

High growth can lead to the depletion of natural resources: Energy, water, soil. Here, one must
distinguish between non renewable resources (petroleum) and renewable ones (air, water). The depletion
of non-renewable resources such as oil and coal raises issue of intergenerational equity: the present
generation "looting" the world without taking into account the needs of future generations (Hotelling
(1931). Renewable resources (for example fish stocks) may recover, but sometimes slowly, not to harm
many future generations.
We must be attentive to the ecological foot print (estimated surface of the earth needed to meet our needs
that is to say, the average area per capita necessary to produce the resources people consumes and to
treat their waste and pollution).
If Western lifestyles spread to the entire world population, this would require between 5 and 6 planets to
meet the needs of humanity, which reflects the unsustainable nature of the current growth (Hartwick
(1977)).
-

High growth generates multiple pollutants (asbestos, oil spills, acid rain, etc.). These pollutants are often
cumulative: beyond a threshold, they are not absorbed by the environment.

-

High growth may constitute a danger to biodiversity. The disappearance of plant and animal species
deprives future generations not only of a natural and symbolic heritage (eg; bears), but also of biological
resources that could be useful to them (species used as medicines eg.)
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-

Given the human and economic consequences of global warming and given the low reversibility of the
temperature rise, this is where the main threat to the sustainability of development lies.

Thus, if the means of production (and consumption) in developed countries are challenged today
by the scarcity of energy resources and the damage that they cause to the natural, environment and the
biosphere, one may wonder if a zero growth rate, could not be a solution to the environmental problem of
humanity.
2.3.1.2

Zero economic growth: a solution to the environmental problem of humanity?

Under the theories of growth, the stable condition of an economy is characterized by the fact that the
per capita variables are constant over time (characteristic of a steady country), and so are the variables in
level.
The stable condition is a special case of a steady state (long-term) of the economy where the growth rate
of the product, which is determined by the value of the growth rate of the population, is zero
(Arrous,1999 ).
Under these conditions, a steady state is accompanied by a null growth rate. In fact, it is zero growth. The
economic system is reproduced identically, without accumulation of capital per capita. This is what Marx
called simple reproduction. An economic stationary state is an unchangeable, stable or "static".
a) The origins of the stationary state

The first major economists were much concerned about the "stationary state", probably because,
since they lived in a society where economic growth was still (24) in its infancy, they feared a return to
the old order. They looked at growth fragility more than at its strength, while today the view is inverted:
that of a blind force, which weakens the company and its future.
Adam Smith (1776) and David Ricardo (1819) explained economic growth as a result of the accumulation
of capital available to workers. However, a conventional shared and a rather pessimistic view of the long
term growth is intended to gradually disappear, in a "stationary state ".
The reason for this lies in the evolution of the distribution of national income induced by the
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accumulation of factors. The dynamics of the system can be summarized as follows: capital accumulation
increases in demand for workforce. Thus, wages are higher until the adjustment occurs for demographics.
A larger number of workers induced a greater demand for grains, which justifies the cultivation of new
lands, less productive than the old ones: hence, an increase in the price of grain and therefore that of the
land rent as well as the salary corresponding to the minimum subsistence. As a result, wages and rents
increase at the expense of the profit which continues to drop to the point where investment stops.
Stopping the accumulation of capital means stopping population growth and, later on, the stabilization
of the entire economic system: this is the stationary condition. This hypothesis is dictated by several
classical economists, like, Malthus, who gives a further reason for a blockage towards the economic
system: the lack of consumer demand and investment because of the concentration of wealth and the lack
of opportunities.
Likewise, with Ricardo and Malthus, we feel regret of having made this observation. However, John
Stuart Mill (1848) says: "I sincerely hope that posterity will only concentrate on the stationary condition
for some time before it is forced by necessity."
Yet, Mill separated human progress from economic growth. He criticized the unlimited development of
agriculture and assigned a target to the industry to reduce working time.
So, political economy, from the outset, is crossed by the contradictions bought about the development of
capitalism.
Economists who dared to question the benefits of growth, as John Kenneth Galbraith (1975) did, and the
relevance of the GDP indicator, as Bertrand de Jouvenel (1968) did, were rare.
a) The idea of supporters of zero growth in

the 1970s

In the 1970s, a challenge to growth appeared for the first time with the concept of "zero growth" to
mean the need to consider the ecological limits of the earth. Zero growth is a theory that all economic
activities should aim at a state of equilibrium, a steady state.
A mention should be made to the Club of Rome report prepared by a team of Researchers from
Massachusetts Institute of Technology led by Dennis Meadows, (1972).Published in France under the title
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"Limits to Growth", the report asserted the physical limits of the planet and it came out in favor of a
comprehensive and stable equilibrium state after the richer countries have stopped their growth and the
poor countries have satisfied their basic needs.
Thus, world scenarios, made from a model that covers the economic, demographic and environmental
field, indicate that growth of industrial production will ultimately lead to a collapse of income per capita,
of food intake and consequently of the global population. This production actually uses more raw
materials and natural resources and is accompanied by a growing pollution. The only way to avoid a
catastrophic evolution would be to stabilize the population, the industrial output per capita and food share.
Since 1972, technological progress and environmental science have led to revise some of these
assumptions and the proposed strategies; the existence of natural limits to growth was confirmed by the
risk assessment related to climate change.

But the inconsistency of the steady state with the settlement

of environmental issues such as waste accumulation or samples of resources is presented in various
works.
Several reasons can be put forward. First, the problem of the steady state is the finiteness of the
environment not so much in terms of stock but from the point of view of the quality of resources for the
operation of the production process.
Second, a process in the steady state cannot do without a continuous flow of energy and material, the
stock of capital employed cannot remain constant indefinitely. In fact, the generalization of the law of
entropy to material makes it impossible for a system to produce mechanical work indefinitely at a
constant rate.
Finally, as nature is not able to reproduce itself identically, it is difficult to envisage that an economic
process open to nature can be maintained permanently in a stable condition. Therefore, the constant
stationary condition cannot be a solution to the entropic problem raised by economic activities. The
disappearance of the material in the economic process makes it impossible to maintain a constant capital
stock in time. It should be noted that this is about the denial of major assumptions approaches on which
sustainable development is based. It should be noted that this constitutes the denial of one the major
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hypothesis on which are based the approaches to sustainable development.
However, these observations do not challenge the development as a phenomenon

rooted in

non-stationary processes where qualitative changes take place, such as innovations, new productive
combinations, new energy sources. Considering the teachings of thermodynamics, development cannot be
considered in a context of decline. The steady state then gives way to a state of decline.
2.3.2

From the bio economy to the decrease

The "organic economy" is an economic theory developed mainly by Nicholas Georgescu Roegen
using in particular the principle of entropy to analyze economic processes. Nicholas Georgescu -Roegen
highlights the contradiction between the second law of thermodynamics and the law of entropy (that is to
say the degradation of energy and material resources useful to humanity and economic growth without
limits). He personally called for an economic decrease. He associates the economic process not with an
intangible value but matter and energy that degrades irreversibly from low entropy to high entropy at
different processing. Just like an ice cube having melt in a glass will never turn again into an ice cube, a
computer can never go back to the raw material that was used to create it besides, the energy used to build
it can no longer be used.
The concept of decay is used to challenge the idea that the economic growth initiated in the industrial
revolution could be sustainable partly because of the depletion of natural resources and the environmental,
climatic and ecological damage that it generates.
The origin of this concept and the accompanying theories are based on the observation that economic
indicators such as GDP do not measure the environmental cost of exploitation of natural resources and do
not take into account the finiteness of amounts of non-renewable resources (oil, minerals). This concept
has gained some notoriety in the oil crisis context, or in the global warming early 21st the century.
On the economic level, the decrease is very marginal in the current economic theories and is represented
and defended by only few economics researchers.
This idea of a radical questioning of the primacy of growth emerged in the early 1970. Decline also
designates anti-productivity movements (ecologists and altermondialists) that propose a political and
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social project which takes into account the energetic issue.
While the main event of economic growth, in its current form and in rich countries, is the increasing
accumulation of the consumer goods by households, the movements about decline, which are in line with
the critics of the consumer’s society, believe that the continual increase in consumption does not
necessarily improve the welfare and better living. They call for a radical change in the production systems
of the richest countries through a wise and controlled decrease in the consumption of natural resources
believing that it is the only solution to the environmental and social challenges facing humanity.
So, they wish to reduce the ecological footprint of these nations, but also intend to solve, through this
very “decline” of the rich countries, the North / South split divide, then reduce inequalities and help the
southern countries resolve the phenomena of extreme poverty.
Decrease is a priori neither a political dogma, nor an economic model. Thus, for Paul Aries (2007), "It
is neither an ideology nor an additional economic model, but rather a bombshell word which pulverizes
the dominant economic thinking.1"

. Similarly, Serge Latouche thinks that it is a "happy rhetoric

discovery" and prefers the term increase. The word “degrowth” is sometimes supplemented by adjectives:
"sustainable or "friendly ‘degrowth’ "2.
The degrowth concept has its theoretical basis in various writers and thinkers of the 20th century. It is

not considered the opposite of growth; it is the idea of producing only what is truly useful and finding
methods of production consistent with the needs.
Among the fathers of the degrowth, we can find Nicholas Georgescu-Roegen, Jean Baudrillard (1968),
Andre Groz (1975) and Ivan Illich (1971), who suggest quite similar ideas to those offered by
contemporary economists like Serge Latouche.
In addition, Georgescu-Roegen involves considering the qualitative changes localized in the production
process. The concept of irreversibility is fundamental in the analysis of any economic process as it
contains the qualitative change of the elements involved in the production, according to the law of
1

2

Politis on 15 March 2007
Serge Latouche 2006. "The challenge of decay"
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entropy.
2.3.2.1

The law of entropy and economy: the contribution of Georgescu-Roegen

The work of Nicholas Georgescu-Roegen is at the origin of the bio-economy, connecting economic
sciences and biological sciences. He put forward such laws of thermodynamics and their consequences on
the life and economic process. He criticized the excessively mechanistic classical economic approach.
He argued in particular that the thermodynamics and biology are essential torches to illuminate the
economic process. He criticized thermodynamics because it shows that natural resources are being
irrevocably exhausted, biology because it reveals the real nature of the economic process and he stated
that the economic process is but an extension of the biological evolution. Therefore, the most important
problems in the economy should be considered from this point of view.
He explained that the decline is a natural consequence of the limitations imposed by nature and
demonstrated that economic development cannot proceed without deep restructuring and reorientation of
economic thought. The latter must abandon its traditional mechanism to become trans-disciplinary and
integrate such thermo dynamic principles that establish a link between techno-economic development,
biological evolution, global ecology and cosmology. Indeed, the process of unidirectional industrial
economy fits poorly in the cyclic operation of the biosphere.
He particularly emphasized the role of natural resources (energy and material) in the biophysical process
of economic development. It must be shown that there can be no question in the world of "sustainable
growth" or even "zero growth" or steady state, but that the decline is now inevitable to ensure the
long-term survival of mankind in the biosphere of our planet. He criticized the capitalist market economy
which he said was unable to hold account of the needs of future generations, or even of poor
contemporary population to express a demand. Thus, he showed that no technology will succeed in
completely eliminating the entropic aspect.
Entropy can be seen as a measure of the energetic disorder in a system. At the entrance, energy is
of low entropy (free energy), these are valuable natural resources. At the exit, energy is of high entropy
(related energy-), these are worthless waste.
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In a closed or nearly- closed system like the earth, free energy falls irreversibility can be defined as any
change preventing the process of returing once for all to its starting point and related energy increases
irreversibly. So entropy increases continuously.
Free energy is scarce; its main external source is solar energy. Any recycling or reuse of material requires
material the use of additional free energy and is therefore not neutral. The main problem of man is that he
has access only to the earth free energy (closed system) and to the sun.
As a result, the entropy of a closed system increases continuously (and irrevocably) to a maximum; that
is to say that the usable energy is continuously converted into unusable energy until it disappears
completely. He argued that the solution cannot be reached without solar energy but he showed that this
must also go through a limitation of comfort.
2.3.2.2

The limits of the thesis of decline

If the word was applied indiscriminately and without limit to all types and to all populations in the
world, two essential elements were omitted: demographic trends and human needs. According to Naess,
(1973), reducing the world's population is imperative. But the question that arises: how far?
In this context,

Latouche. S, (2006), stated that the number of inhabitants was 3 billion in 1960, the

date when humanity would have exceeded an ecological footprint of 100%.
Proponents of decay also remain evasive about how far we should make production decrease. However,
Latouche. S, (2006), advances the idea of returning to a material production equivalent to that in the
60s-70s.
If this is the level reached at that date by the rich countries, this means that poor countries have the right
to join them at this level. However, this author refuses the principle of this imitation, which is according
to him synonymous with acculturation. Not to mention that it is the unbridled productivity engaged
during the Thirty Glorious for which we are paying the price to-day. In addition, if decline globally
intervened in rich countries, the deadlocked would be made on the labor instability which occurred during
the last thirty years and on the rise of mass poverty.
Finally, although GDP can be characterized as an indicator of well-being, it contains the non-market
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product (education, health, etc.), vector of a socialization of part of the wealth produced and redistribution,
even if it is modest about the value of income. In this framework, some economists consider
disconnecting the growth development. On the contrary, getting out of the monetary economy, as some
proponents of decline suggest, could only lead to a decline in collective solidarity and a refuge in the
assistance of the individual, family or community, while insurance companies would thrive amid a
socialization of wealth.1

3 The relation between economic growth and pillars of sustainable development: An empirical
investigation
3.1

Econometric methodology and results

3.1.1 Model overview
According to the Framework of this study, we consider a transformed linear log function
Cobb-Douglas of the following production :
Q
Based on the work of Valeria Costantini and Salvatore Monni (2008) to characterize the dynamics of
economic growth, we did a study on our country, Tunisia, with temporal data over the period 1980 to
2013.
Thus, we define :
R : is the growth rate of GDP / per capita of Tunisia,
S : is the matrix of explanatory variables which are: the opening Commercial (Trade), Foreign Direct
Investment, Human development index (HDI), Life expectancy, Literacy rate, the rate of population and
natural resources.
: Residual term.
In addition, we tend to test the relationship linking economic growth based on three essential pillar of

1

Article by Jean-Marie Harribey, theories of decline: challenges and limitations, French books "Development and
Environment" No. 337, March-April 2007, pp.20-26.
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sustainable development (economic, social and environmental).
In this research, we show that the economic pillar can be represented by two key variables including trade
openness (Trade) and foreign direct investment (FDI). For the environmental pillar, we presented the
variable of the natural resources. We have identified the variables of the Human Development Index
(HDI), life expectancy, literacy rates and population as key indicators of social pillar.
In this attempt of empirical study, we want to know if there is a correlation between the main pillars of
sustainable development (social, economic and environmental) and the rate of economic growth in
Tunisia.
3.2

Estimation results and interpretations:
We used the method of Ordinary Least Squares (OLS) to estimate the model. In order to examine the

relationship between economic growth (measured by GDP / per capita) and the indicators of sustainable
development ( we

used in this study (7 indicators)), we chose the correlation coefficient

"Bravais-Pearson" as shown in the table below:

Table 1: Test of correlation
Trade

FDI

LR

HDI

POP

LE

NR

GDP/Per 0.2159

0.2712

0.3472

0.3469

0.3454

0.285

%0.0665

Capia

(0.0600*)

(0.0557*)

(0.0559*)

(0.0570*)

(0.1199)

(0.7721)

(0.0435*)

Note: The value at the top indicates the correlation coefficient between GDP / per capita and the variable considered, and the
value in parentheses indicates the probability of critical test of significance of the correlation coefficient.

Through this table, we note the following conclusions:
The OLS results suggest that trade, FDI, LR, HDI and the POP that have significant positive
contributions to the rate of economic growth.
First, we note that the trade has a positive impact on the GDP. This implies that this factor induces a
positive effect on economic growth. This is explained by the increase in the effects of export with respect
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to import. Therefore, trade is beneficial in terms of employment for various sectors in Tunisia. This gain
is related to the gain of competitiveness provided by the implementation of the Structural Adjustment
Programme (SAP) and upgrading of Tunisian enterprises.
This shift towards employment can also be explained by the increased efforts made by the Tunisian
government to restructure and upgrade the industrial fabrics.
Second, improving the competitiveness of Tunisian companies and adopting the strategy of
promoting exports improved employment in several sectors. The net effect depends on the situation of
competitiveness of domestic producers and the country's ability to exploit new opportunities in foreign
markets through increased addressed demand and in the local market through changes in habits
consumption that can occur following the opening. In addition, we find that the investment has a positive
and significant effect reflecting the assumption that our country pays more emphasis on direct investment
abroad, since this is one of the main factors of economic growth.
Thus, the Tunisian economy has completely changed in recent years. It operates in an environment
where free trade, free movement of capital and goods become the key words and where FDI is more
qualified as a new way of financing economic growth. These results imply that the economic integration
influences economic growth through its effects on the volume of trade, the pace of economic growth and
the productive structure of the economy through adequate transmission channels. In this regard, we have
demonstrated the existence of a positive relationship between the growth rate and the economic pillar of
sustainable development.
While education, population and Human Development Index (HDI) act positively and significantly
on economic growth, this significance is in our opinion explained by the adequacy of the education
system to the labor market allowing the development of the human being psychologically and
intellectually. Indeed, education is seen as an engine of economic growth and not as a simple engine for
social mobility. Thus, a density of high population has a significant effect directly on the long-term
development.
This fact is associated with a greater population density at a level of higher human capital and
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greater adaptability and ingenuity. So we must implement an educational strategy that involve educators,
publishers, creators and media programs producers capable of responding to new needs and allowing
the emergence of new practices.
Similarly, the Human Development Index (HDI) influences economic growth positively and significantly.
This effect is mainly due to the promotion of access to education and the implementation of literacy
campaigns together with the conduct of progressive health policies. Moreover, this indicator can qualify
strictly economic progress approaches by reviving its social dimensions.
In this regard, the Tunisian government is obliged to strengthen efforts in social fallout of economic
dynamism and above all, the public State must seek to establish a sensitive and sustainable gender
equality.
However, the coefficient on life expectancy is positive but not significant. This is explained by
the expansion of the classes of pensioners which weakens productivity influenced by the decrease in the
number of active people following the program Planned Parenthood applied by Tunisia. Ultimately,
empirical results help validate the possibility of a positive relationship between human and social
development and economic growth.
As for the coefficient associated with the environmental pillar, represented here by the Natural
resources, is negative and insignificant. This insignificance is mainly due to the scarcity and fragility of
natural resources in Tunisia. Obviously, their use reduces the stock that will be available for future
generations. However, it is essential to take into account the critical importance of the resource, the
availability of techniques for minimizing fatigue and the possibility of finding alternatives.
Otherwise, one should monitor the rate of exploitation and exhaustion and introduce methods of
recycling and economizing so as to ensure that resources do not disappear before we have found suitable
substitutes. This would bring about optimistic projections for the future, macroeconomic policies that are
too lax, premature entry into new industries and greater tolerance of “rent-seeking”. It is in this
perspective that comes the "sustainable development», sounding the alarm about the depletion of
non-renewable resources which must not impair the future in any way.
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4. Conclusion
Tunisia has translated its good business performance not only in terms of economic growth but also in
terms of the well-being of its population. Thus, the positive change was referred to the indicator of
Human Development states: our country has recorded the strongest growth in achieving an ideal indicator
during the period 1980-2000.
Following the awareness of global environmental problems and the influence production methods
on our lives, the concept of sustainable development appeared in the late 1980s. An essential condition for
sustainable development is accounting between the economic growth and the environment.
In this regard, a sustainable development strategy opted by our country should be a winning
strategy from a triple point of view: economic, social and environmental. A policy referring to sustainable
development integrates "social" into the economic and the environment, not by addition but by
construction: less over exploitation of any natural resources and better use of human resources,
redistribution of activities to optimize the life cycle of products, the role of services related to the
environment to strengthen solidarity and social cohesion. In addition, it is a development respectful of
natural resources and ecosystems, a support of life on Earth, that ensures economic efficiency, but without
losing sight of the social purposes (human and societal) the fight against poverty, against inequality,
exclusion and search for equity.
Ultimately, empirical results in this research tend to validate the possibility of a positive relationship
between economic growth and the three main pillars of sustainable development (economic,
environmental and social). We note that the coefficient of determination is equal to 0.75 %. Therefore, we
can conclude that the variability of explanatory variables in our model explains 75 % of the variability in
economic growth.

Under these conditions, developed countries will be required to help developing

countries especially with regard to technology transfer, building governance and institutional capacity. It
is mainly for this reason that several international agreements on sustainable development include
important and appropriate measures for the transfer to developing countries.
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Introduction
Since the emergence of known civilization poverty is a major challenge and in present era, it is a
wide spread world problem specifically afflicting the developing countries and also is a breeding ground
for terrorism and conflicts between nations

(Shirazi & Khan, 2009), therefore, the poverty issue has

been at the forefront of national and international policy making forums, and warm debates among policy
makers and economists continue on who is poor, how to define poverty and where to draw the poverty
line (Khan 2007)! Poverty has been a most powerful motive for framing public policy (Lipton &
Ravallion 1993)
Lipton & Ravallion (1993) highlighted that the most important dimension of poverty and a key
determinant of welfare’s other aspects is the inadequate command over commodities, such as longevity,
health, and self-esm. 'Poverty' exists when people lag behind of an economic welfare level, and feel to
constitute a reasonable minimum, either by the standards of a specific society or in some absolute sense.
"Reasonable minimum", is defined by pre-determined" basic consumption needs", particularly nutrition.
Developing countries have often taken a fairly narrow definition of 'economic welfare' referring goods
and services consumption of a person.
OECD (2001) suggested that the concept of poverty should also include all the important areas of
deprivation of people of either gender and perceived as incapacitated in local contexts and in different
societies. OECD (2001) reported that governance, history, and geography all shape the patterns of
development whereas armed conflicts wars, and states’ collapses cause poverty and make it worse.
Rent-seeking elites, entrenched corruption, inefficient bureaucracies, lack of respect for human rights, and
low commitment to undertake institutional and policy reforms are all hostile to poverty reduction. Other
important reasons of poverty are rapid population growth, gender discrimination, and environmental
degradation. Now AIDS has also emerged as a critical poverty issue and requires wide-ranging action.
Mwangi & Markelova (2008) asserted that poverty reduction has become an urgent global
consensus in development. Now it is generally acknowledged that those are poor that have few assets
(both tangible and intangible), often are at a lower end of a power continuum, are more vulnerable to
different forms of risk, and have limited ability to influence policy and practice.
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Multidimensional Concept and Measurement of Poverty
Mwangi & Markelova (2008) are of the view that different definitions of poverty imply different
indicators,

differently quantifiable from each other others; thus, for fully capturing the

multidimensionality of this concept different methods must be used.
OECD (2001) acknowledged the multidimensionality of poverty and argued that poverty
encompasses a range of deprivations and denotes exclusion of people from socially adequate living
standards. Poverty dimensions cover many distinct aspects of human capabilities including human (health,
education), economic (livelihoods, income, decent work), socio-cultural (status, dignity) political (rights,
empowerment, voice), and protective (vulnerability, risk, insecurity).
Khan et al (2011) referring some studies (Bourguignon and Chakravarty, 2003; Bhatti et al., 1999)
expressed that the process of poverty approximation has propagated from mere income deprivation to a
broad multidimensional phenomenon, addressing the broad, complex nature issues; encompassing thereby
through the multiple domains of well-being because the dream of economic development in the presence
of poverty cannot be materialized in the true sense. Its conventional view solves the problem as an
income dilemma, whereas the term goes beyond mere monetric deprivation and international community
widely accepts it as a complex issue, which covers several socio-economic aspects of human wellbeing.
Income as a sole indicator (of poverty) is not a sufficient measure also showing the incomplete picture of
the human wellbeing and cannot describe the non-monetric attributes. To explain an adequate view of
poverty it is therefore necessary to supplement the other attributes with income.

Defining Poverty
According to OECD (2001) both Millennium Development Goals and the 1995 World Summit for
Social Development in Copenhagen assumed that poverty is multidimensional. Thus OECD widened the
concept of poverty, having multidimensionality, and wide acceptability, by including various dimensions
of deprivation. So it is generally, peoples’ inability to meet social, economic, and other standards of their
well-being. According to definition given by World Bank

“poverty is an unacceptable human

deprivation in terms of economic opportunity, health and nutrition and education, as well as lack of
security and empowerment. The United Nations Development Program (UNDP) introduced two concepts:
1- human development, which is defined as a process that enlarges people’s choices including freedom,
social status, self-respect, and dignity; 2- human poverty, which means a deprivation of essential
capabilities such as knowledge, community participation, economic resources and a long and healthy life.
OECD (2001) asserted that the objectives of social progress of human development demand for adequate
levels of education, health care, social protection, water and sanitation. For poverty reduction, social
development is critical and a right in itself which, improves directly the lives of poor men and women,
and contributes to overall development and growth. Education, particularly for girls, and education of
reproductive health services are crucial factors for poverty reduction and it’s some major aspects such as
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high growth of population, unsafe motherhood, and AIDS. Illiteracy and diseases are barriers to
productive employment and well-being. Education (Reading and writing) facilitates in communicating
others, which is necessary in political and social participation. Public spending if used efficiently on
social services is very important, and should be coupled with pro-poor financing methods, and incentives
including social insurance, ensuring affordability, access and quality of services rendered.
Mwangi & Markelova (2008) are also of the same view and stated that, poverty indeed has many
non-monetary dimensions. They quoted recommendations of Nobel Prize, winning economist Amartya
Sen (2001) who broadened the concept of poverty reaching beyond the shortage in income. Poverty is
also associated with insufficient outcomes with respect to nutrition, health, and literacy, and insecurity,
with deficient social relations, powerlessness and low self-esteem. These basic capabilities enhance
ability of people to challenge, question, propose, and ultimately usher in new ways of doing things, they
in turn enhance ability of people to be agents of change;
Khan (2007) stated that to have a precise definition of poverty is very difficult, because it is a
complex huge, and confusing term, and as yet there is no consensus on the concept and definition of
poverty. As no two social scientists agree on how to define poverty, what is the poverty line, and how to
measure it which has made the issue rather more complex? Some relate poverty to dearth of food, while
others relate it to a state of being underpaid for a given job.
Abdullah & Joseph (2011) disclosed that until 1995 there was no internationally agreed definition
of poverty when, in Copenhagen the World Summit for Social Development adopted the absolute poverty
definition as “a condition characterized by severe deprivation of basic human needs, including food,
health, shelter, safe drinking water, education, information and sanitation facilities. It depends not only on
income but also on access to services”. Poverty encompasses lack of income, lack of productive assets,
lack of education and lack of quality entertainment, along with ill health, unsafe living environment,
inadequate housing, and poor cultural and social life.
According to Khan (2007) the UNDP [in its Report (2000)] defined poverty as: “deprivation of
knowledge, a healthy and long life, a decent living standard and social exclusion”. And World Bank [in its
Report “Poverty and Vulnerability in South Asia” (2002)] defined poverty as: being associated with
“deprivation from food, health, education, knowledge, influence over one’s environment and other things
that make a difference between truly living and merely living”.
Khan (2007) also stated that it is to note that all these institutions have their own variants for
measuring and defining poverty. In our view poverty means shortage of food, hunger, lack of shelter, lack
of clothing and lack of opportunities to receive education.
OECD (2001) suggested that the concept of poverty should include all the important areas in
which people (of either gender) are deprived and perceived as incapacitated in different societies and
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local contexts. According to OECD some capabilities are necessary for poverty reduction such as
Economic capabilities, Human capabilities, Political capabilities Socio-cultural capabilities, and
Protective capabilities. These are explained below.
-Economic capabilities means the ability of people to earn an income, for spend and to have assets, which
are all key to food security, social status and material, well being. Poor people often raise these aspects
along with secure access to productive physical and financial resources such as land, forests, fishing
waters, implements and animals, and decent employment and credit.
Human capabilities are based on education, health, nutrition, shelter and clean water, which are core
elements of well being, along with crucial means to improve livelihoods. Illiteracy and diseases are
barriers for productive work, and to economic and other capabilities for reduction of poverty. Reading and
writing capabilities facilitate to communicate with others, which is a necessity in political and social
participation. Education is considered the single most effective means for reducing poverty and some of
major factors causing it, e.g. illness, particularly AIDS and excessive fertility.
-Political capabilities include a voice human rights, and some influence over political priorities and public
policies. Powerlessness also aggravates other poverty dimensions. Deprivation from basic human rights,
political freedoms is a major poverty aspect.
Socio-cultural capabilities are concerned with the ability of participation as a community valued member
and also refer to dignity, social status, and other cultural conditions for belonging to a highly valued
society.
-Protective capabilities are important for poverty prevention because they enable people to withstand economic and external
shocks. Vulnerability and insecurity are necessary dimensions of poverty having strong links with all other poverty dimensions.
Poor people indicate that food insecurity and hunger are main concerns besides other risks like crime, illness, destitution and
war. Poverty to a large extent is intermittently experienced in response to external shocks and seasonal variations– violent
conflicts, economic crises and natural disasters. People move in and out of poverty and poor of today are partly the same people
as of yesterday or of tomorrow.

OECD (2001) revealed that minority, indigenous, and socially excluded groups, displaced persons
or refugees, the physically or mentally disabled are social categories, which are victims of severe poverty
in several dimensions. Children and women are particularly vulnerable for poverty and are the poorest of
the poor in many societies, requiring special attention in policy action for poverty reduction.

What is Poverty?
Mwangi & Markelova (2008) revealed (with reference to Coudouel et al, 2002; Angelsen and
Wunder, 2003; Krishna, 2007, Deaton, 2001) that poverty refers to possessing of individuals or
households enough abilities and resources to meet their current needs. This also includes implicitly at
some point in the future the risk or probability of falling (deeper) into poverty, which is a vulnerability to
shocks of household or an individual. Vulnerability affects behavior of individuals, regarding production
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patterns, investment, and coping strategies, including their perceptions of their own situation. Usually
poverty is determined on the income or consumption thresholds, basis, which define ability of a
household or an individual to meet a basket of basic goods and services. Income and consumption poverty
identifies a monetary measure of a household welfare. Measuring income and consumption poverty is
useful to estimate the extent of poverty (i.e. how many people are below poverty line), depth of poverty
(i.e. how households are far off from poverty line), and severity of poverty (degree of inequality among
the poor) of poverty. To assess the characteristics of poor and policy preferences to facilitate policy
targeting, these indicators can also be used to categorize the poor into various categories (such as less
poor, moderately poor extremely poor, etc.). Consumption is thought to be a better measure of poverty
than income, because consumption reflects the portfolio of goods and services available to a household
subject to its income.

How can Poverty be Measured and Monitored?
Mellor (1999) expressed that in western countries the focus is on the inequality of wealth
distribution that is a relation between growth and the distribution of income, instead of the proportion of
the population falling under some absolute poverty line. In very poor countries it is the absolute poverty
that most matters, which has long been defined in terms of the income, required to provide a minimal
food intake for a healthy life and the associated consumption of the minimum food intake of the poor that
all they achieve.
According to Mwangi & Markelova (2008) different definitions of poverty imply different
indicators,

differently quantifiable from each other others; thus, for fully capturing the

multidimensionality of this concept different methods must be used.
OECD (2001) for international comparisons the most common poverty lines per day are: for
low-income countries US$1, for middle-income countries US$2, and for transition economies US$4.
Depending on different economic social, and climatic conditions many countries have their own poverty
lines for determining an acceptable minimum income.
Anwar (2005) asserted that in Pakistan much has been written1about poverty and over the last
four decades various authors and institutions have made a large number of attempts to estimate the
poverty in Pakistan, but remained limited to absolute concept of poverty, which emphasizes to estimate
the purchasing cost of a ‘basket’ of minimum goods required for human survival. In Pakistan, poverty
estimating, lines are consistent with intake of 2550 or 2350, calorie per day for an adult as minimum
requirement. The absolute definitions of poverty are tending to be minimalist and based on subsistence
and physical efficiency attainment. Subsistence is concerned with the minimum provision needed to
maintain health and working capacity.
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However, the absolute poverty concept has been criticized because it minimizes the range and depth of
human needs. Proponents of absolute concept of poverty, instead of social needs predominantly
interpreted physical needs as human needs. Where as people are considered relatively deprived if not able
to take part in the ordinary way of community life and cannot play their due roles being member of the
society. The difficulties in substantiating the absolute poverty approaches in robust empirical terms, led
the analysts to a social formulation of the poverty meaning i.e. relative deprivation or the concept of
relative poverty, which has gained more importance due to recent increasing trends of inequality in
developing countries and their linkages with poverty.
Khan (2007) mentioned the official definition of poverty of the government of Pakistan, given by
‘The Planning and Development Division of the government of Pakistan’ suggesting Rupees 748 per
person per month the threshold value for poverty line. This constitutes the official poverty line.
Kelles-Viitanen (2003) pointed out that economic growth when comes to poverty reduction is
necessary but not sufficient, and its role in creating necessary resources for social development cannot be
precluded, but complementary environmental and social policies at the same time are also required. When
poor people have no access to basic education, they cannot take advantage of economic growth created
opportunities of employment and income. In the atmosphere of social exclusion and discrimination, the
excluded and discriminated people cannot take advantage of the expanded economic activities and share
the economic growth benefits. Poverty emerges when there is gross inequality of assets because of
entrenched power structures and vested interests.
Kelles-Viitanen (2003) also highlighted (referring World Bank 2001) that often, poor people, have
no access to essential assets such as capital and good productive resources, have insecure employment
situation with meager and seasonal incomes, and also living in resource-poor, unhygienic and remote
areas, in distant villages and in appalling slums. Their poverty stems from lack of education, lack of
incomes, poor health, discrimination and lack of social safety nets. They also suffer from corruption and
poor government services because of poor governance, lack of political will, corruption, and
inappropriate public policies and programs. Assistance also may not reach them.

Education Effects on Poverty
Johnson (2006) asserted that social scientists have expressed that education can make longer
lasting and a significant difference on the lives of poverty experiencing children.
Palmer (2005) revealed that the schooling effects on poverty reduction through productivity and
incomes are much more visible in the presence of a dynamic and supportive environment surrounding
schools. Education and “training requires an enabling environment, training is not an effective means
alone to combat unemployment. Palmer (2005) expressed that formal post-basic education directly affects
levels of income and hence causes poverty reduction. The evidence latest research suggests that the on its
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own primary school has a limited effect of poverty reduction. Those having higher levels of education
compared to those with less education, receive higher incomes. Other main direct impacts of post-basic
education include are 1- more time spent in more productive and profitable ventures; 2- improved health
indicators; 3- the enhanced domestic and international remittances; and 4- a better ability to interpret and
utilize information technological advances.
Njong (2010) stated referring some studies that it is acknowledged that investment in human
capital formation and education are necessary for poverty reduction and economic growth. Education and
poverty are inter-related because 1- investment in education increases poor households’ skills and
productivity, which increases onward the level of wage as well as the overall welfare of the population. 2
- poverty per se is a major constraint for attainment of education. It is interpreted here from three
perspectives. (i)- from the resource-side where poverty may handicap the learning and other pedagogic
materials, (ii)- poverty mutilate the mindset of poor students by generating social pressures and, (iii) poverty deteriorates the teaching standards when it grabs an institution. Education and poverty are
inversely related, i.e. with higher level of education of the population the number of poor individuals will
be lesser because education affects knowledge and skills, which are supportive in earning higher wages.
Despite of establishment of the inverse relationship between poverty and education, it is still to decide
with relation to the levels of education, whether primary education is enough for poverty reduction or all
levels of education (primary, secondary, higher and tertiary) are to be considered, but World Bank
recommended, Poverty Reduction Strategy Papers (PRSP) and United Nations Millennium Development
Goals (MDGs) focus upon primary education particularly the education of the girl child as a gateway to
come out of poverty. Social returns of primary education in developing countries are much higher as
compared to that of tertiary education.
Awan et al (2011) reported extracting from some studies that in the mid 1990s the thought that
human capital and education are necessary for poverty reduction through economic growth gained much
importance due to economic progress of East Asian countries (Hong Kong, Singapore, Taiwan and The
Republic of Korea) in 1970s and 1980s, which was primarily because of their investment in human
capital formation and education. Poverty and education have inverse relation. Higher the population, have
level of education the lesser will be the number of poor persons because education imparts higher wages
supporting knowledge and skills. Education has important and direct effect on poverty reduction through
enhancing the earnings i.e. income and wages, and this increase of income, because of improvement of
education leads to fulfillment of basic necessities and raising the living standard, which surely means the
fall reduction of human poverty. The education also helps indirectly in the fulfillment of basic needs like
utilization of health facilities, water and sanitation and shelter, and it also affects the behavior of women
in family planning and fertility decisions.

Surely presence of such basic needs enhances the productivity

and wages and consequently ascending people above the poverty line. The Education linkages with
poverty broadly can be seen in two ways:
1 - investment in education increases poor households’ skills and productivity, which, increases the
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income level and overall living standard (human development).
2 – Poverty, which is also, a big impediment in attainment of education affects the educational
achievement in three dimensions, (i) from the resource-side (learning and financial resources), (ii) the
generation of social pressures mutilates the mindset of poor student and (iii) to grab educational
institutions and deteriorating the standards of teaching. Poor countries at macro level, have low education
levels and at micro level children of poor families do not attend schools. Pakistan is second among the
world countries with highest number of out-of-school children, which are 6.5 million and 80% of these
have never enrolled in the schools, and it is because of severe poverty of the nation where above 60
percent population lives on $2 a day. ‘Education poverty’ (lack of education) and ‘income poverty’ with
each other have a mutually reinforcing relationship, both at micro and macro levels. Lack of education is
a main cause of income poverty and because of lack of sufficient income/earnings it is not possible to
overcome the education poverty. The social returns of primary education in developing countries are
much higher. As compared to the primary education expanding tertiary education is twenty to fifty times
expensive.
As per conclusion of Awan et al (2011) attainment of education negatively affects the poverty. It is
also a notable thing that the consistent increase in the educational level increases the chances of a person
of escaping from the poverty, which means with the increase OF educational achievement a person’s
likelihood to be poor decreases. Therefore, for poverty reduction education is the most important factor.
Education attainment through increasing earning potential of individuals helps them to get rid of poverty.
Education and poverty are negatively linked and higher education levels are more effective in poverty
reduction. Similarly experience and poverty are negatively related because with the growth of a person’s
experience, the expertise in a particular field, are enhanced providing him opportunities to earn higher.
Appleton (2001) reported that in Uganda during 1992-2000 there was a marked reduction in the
measures of consumption-based poverty. This poverty reduction was due to economic growth, but the
income distribution was worsened. From this growth, educated households benefited more, which was
indeed one factor underlying the income inequality increase.
According to human capital theory, education increases incomes through increasing workers productivity.
These effects of productivity have conventionally been estimated by viewing wage differentials. Each
year of schooling in the year 1992, was associated with a 7-8 percent increase in wages, ceteris paribus;
while the corresponding figure for university education, was 18 percent and wage differentials by
education increased between the years1992 to 1999/2000. The impact was especially marked for primary
schooling and with an extra schooling year being associated with a 17 percent wage increase.

From

these assumptions, standard private education rates of return appear quite high: e.g. 15 percent for
primary education in 1992, doubling to 30 percent in 1999/2000.
Bloom (2006) in a research study about Africa asserted that it is widely accepted that education is
a leading factor for promoting economic growth. For Africa, education is particularly important, for
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growth, which is essential for the continent to climb out of poverty. Higher education may increase
savings and investment, brings greater tax revenue, and causes a more entrepreneurial and civic society. It
also improves health of nation, contributes to decrease growth of population, strengthens governance and
improves technology. Regarding the benefits of higher education for economy of a country, many
observers attribute leap of India onto the world economic stage because of her successful efforts of
decades, to provide technical oriented high-quality, tertiary education to a significant number of her
citizens.
Weber (2007) asserted that one possible strategy for reducing poverty and raising local well being,
in rural areas is improvement of education and encouraging students to stay in the schools. Education is
an important determinant of economic well being, because a better-educated workforce has higher
incomes. Levels of education and increases in attainment both explained spatial variation in poverty
reduction. Weber concluded that education has a direct effect on poverty reduction and more education is
a path for coming out of poverty, because more educated people are less likely to be poor, ceteris paribus.
Nishimuko (2007) is of the opinion that education through obtaining knowledge and technology
plays an important role in income and living standards improvement process. Education also contributes to
improve the health, democracy, social equality and participation in the economic sector. Economic growth
provides resources for improvement in human development, and improvements in human development
conversely contribute to economic development. It is found in a several of studies that additional years of
education have a link to increase in earnings. Education helps the people in becoming more productive and
earns more through strengthening their human capital, which is skills, techniques, and abilities. Households
having at least a primary education had a higher probability of getting rid of poverty, and a lower chances of
falling into, poverty. Quality of education and national economic productivity, have a positive link. . The
international community has placed education, particularly primary education, in international
development agenda at the top, and urged donor countries to extend external financial assistance and aid to
recipient countries encouraging more spending on education.
Nishimuko (2007) extracting from studies reported that the World Conference in 1990 on
‘Education For All’ (EFA) in Jomtien, the United Nations (UN) Millennium Summit in 2000 in New York
and the World Education Forum in 2000 in Dakar, were major conferences where the importance of
Universal Primary Education (UPE) was discussed and the international community agreed for achieving
the goal.
According to Zehlia (2013) one way of ensuring citizens to greater equity and enabling them to
act and transform their livelihood is education. Poverty which is lack of education, lack of basic health,
lack of shelter, lack of nutrition, lack of clean water, etc. famous Indian economist Amartya Sen
considered poverty as deprivation of capability in the sense that these indicators of poverty, deprive poor
people of achieving prosperity as well as deprive them making choices and being capable of leading a
good quality and dignity life. Capabilities and rights are discussed and seen often as multi-dimensional
and comprehensive models. Zehlia (2013 concluded that to the develop the capabilities (for poverty
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reduction) both for nation and individual (and for national development) education is absolutely essential.
Zehlia (2013) also quoted the UN General Assembly adopted ‘Universal Declaration on Human Rights’
of December 10, 1948 which acknowledged the right of everyone to education. However it says little
about the kind, nature and quality of education. Governments need to deploy the resources to offer quality
education. For encouraging the responsibility of government to insure the rights-based approach the UN
called for a mainstreaming of human rights. The Right-based approach imposes moral duty on the world
through the international consensus of human rights. The rights-based framework includes the principle
of entitlement of every human being of decent education by giving priority to the intrinsic importance of
education, which has the potential of empowerment if teaching and learning give self-respect and
nourishment that in turn bring confidence to learners as well as to teachers.
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Abstract
Purpose- The major concern in the modern business arena is how Corporate Social Responsibility (CSR)
should sustainably develop mainly for the benefit of communities and businesses. This research study has
looked into the issue of sustainable development of Corporate Social Responsibility in the oil and gas
industry, taking the case of Kazakhstan. This study has an explanatory purpose. The main questions
addressed refer to what sustainable development of CSR entails in Kazakstan, and how can be enhanced.
Design/methodology/approach- The present research is a case study based mainly on literature review
and on a brief presentation of an empirical study of a sample of 60 participants from 3 companies. An
analysis was made on the theoretical model linked to sustainable CSR which points out the significance
of social responsibility initiatives.

The analytical method was mainly a qualitative one. The empirical

data was analysed through basic descriptive statistical techniques. Frequencies were utilised in data
analysis and its presentation. The links between research variables were keyed out using frequencies.
Findings- The research results unveiled that sustainable development of social responsibility is attainable
through effective integration of factors such as good organisational leadership, organisation’s adaptability
to change, improved social responsibility program capacity. This combination basically forms a
sustainability formula. an equation which could act as a significant guide to business establishments,
especially those that wish to establish sustainable CSR programs.
Originality/value- it is an original work, provides contribution with both scholarly and practical
implications underlining the importance of an equation of factors for the increase of CSR program
capacity, highlighting that good leadership combined with organisational adaptability to internal and
external change leads sustainable development of CSR in organisations.
Keywords: Kazakhstan, Corporate Social Responsibility (CSR) , Oil & Gas
Paper type: Research paper

1. Introduction
Currently, with the drastic increase of lobby groups and other social organisations calling on business
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organizations to act responsibly , Corporate Social Responsibility (CSR) has certainly turned out as a
significant business asset (Baker, 2004; Adams & McNicholas, 2007). As CSR programs have gained
momentum, it has emerged that business organizations that perform their activities with a good
perspective, are most likely to operate successfully over a long period of time. This is because CSR, in
one way or another, guides business establishments’ mission, besides providing direction to what
organizations focus to achieve (Bacher, 2007). In the 21st century, the demands that companies operate in
socially as well as environmentally responsible ways have been rising at a high rate. These demands have
been even greater in the oil and gas sectors of various economies on the global arena. This is ostensibly
because the different activities in the oil and gas sector have high chances of directly or indirectly leading
to not only environmental degradation, but also socio-economic disadvantages (Baker, 2004).
Bantekas, Paterson & Suleimanov (2004) underline that the oil and gas sector in Kazakhstan
encompasses a lot of activities, such as exploration operations, along with their extraction likewise
refining and distribution, besides the marketing of such products. Similarly, in Kazakhstan like with other
oil and gas-producing economies, its oil and gas sector is made up of three major parts: the upstream
component as well as midstream and downstream components. Moreover, considering the high revenue
potential of Kazakhstan’s energy sector, its oil and gas are without doubt crucial to its economy and to the
world at large as they facilitate most industrial activities.
Therefore, the oil and gas industry being a sensitive sector is a major concern to business stakeholders
worldwide, particularly on sustainability of its CSR programs and the well-being of the society (Cramer
& Bergmans, 2003). This study study looked into sustainable development linked to CSR. A special focus
was on the Kazakhstan oil and gas industry, whereby a detailed analysis was made of what sustainable
development of CSR entails, and how to enhance it.

2. Literature Review
The business of exploring, extracting and producing oil and gas along with the other related
activities continually involves numerous environmental and socioeconomic challenges. The kind of
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challenges that are inescapable in the oil sector hence must be keenly addressed by well-grounded CSR
programs. Thus, in the oil and gas sector CSR activities represent an attempt to fill the void between
organisational profitability and society welfare (Zu, 2008).
Presently, most oil rich nations like Kazakhstan among many others have been poorly governed by
business organisations in the oil and gas sector, spilling over the negative effects to the society as well as
the environment. Furthermore, both local along with international oil companies extract valuable
resources, and pay little or no attention to the environmental and socioeconomic costs of their operations.
It is also true that oil companies in some occasions pay high reputational costs, for failure to adequately
safeguard the environment and societies they operate in (Adams & McNicholas, 2007).
Now, with the ongoing notion of creating sustainable businesses, it appears that most investors in
the oil and gas industry have demonstrated more interest towards sustainable development of social
responsibility programs. This is because now more than before most organisational leaders attest that their
long term business interests can best be served, by paying greater attention to the needs and wants of
external stakeholders, and to their environmental and social legacy in the places they do business
(Waddock & McIntosh, 2009). Apparently, in the past few years some of the organisations in the oil and
gas sector have made great strides towards doing business in a more rational and socially responsible way.
Nevertheless, the challenge for organisational leaders is on what sustainable development of CSR entails,
and how it can be cultivated in organisations (Sen, Bhattacharya & Korschun, 2006).

2.1. Approaches & Impact of Corporate Social Responsibility
CSR is a kind of unique way through which business establishments regulate their various operations,
by integrating their business models with the social responsibility activities (Barney, 1991). Therefore,
CSR programs to a large extent tend to act as built-in systems, by which organisations control themselves
in a business setting not to adversely affect major stakeholders. Whereby, an organization is able to
review as well as ensure that it complies with the set regulation standards, touching on multiple aspects of
business like the environment and society among others (Barth & Wolff, 2009). Further, research (Balmer
& Greyser, 2002) indicates that, through CSR business organizations strive to act responsibly through
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their various actions. This is besides encouraging a positive outlook on the external environment, which
includes the ecological environment, workforce and society as well as consumers and to other business
stakeholders.
In the business world there are different approaches to CSR, that business organisations adopt
inclusive of those in the oil and gas sector (Jackson, 2006). Some of the major approaches to social
responsibility as proposed by different schools of thought on CSR such as the Canadian and Anglo-Saxon
among many others are as follows: (Figure 1).
Figure 1: The different approaches to CSR.

As a form of
Philanthropy

Approaches to
Corporate
Social
Responsibility
As a form of
Risk
Management

As a form of
Value
Creation

Source: (Peterson & Jun, 2009).
The first approach is through corporate philanthropy, which involves companies offering monetary
contributions to communities mainly to support poverty-stricken areas, projects, programs and
community activities (Branco & Rodrigues, 2006).
The second approach, which organisations in the oil and gas industry adopt to carry out social
responsibility programs, is through initiating various risk management practices to control their
operations (Nash, 2006).
The third approach to CSR by businesses in the oil and gas industry is through engaging in value
creation initiatives, which support innovative along with sustainable business practices. (Cramer &
Bergmans, 2003).
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In reality, most business organisations in the oil and gas industry employ the benchmarking
strategy encompassing the all above mentioned approaches. This strategy enables them to contend with
other industries in line with the CSR policy, its execution alongside its effectiveness (Cramer & Bergmans,
2003). Benchmarking in social responsibility necessitates re-examination of a competitor’s social
responsibility series of actions. (Blowfield & Murray, 2008).

2.2. Corporate Social Responsibility in Oil and Gas Industry
Upon completion of World War II, most countries in the Middle East inclusive of Kazakhstan
took a major role in the production of oil and gas by undertaking aggressive activities like deepwater
drilling and many other applications of sophisticated technology (Dyllick & Hockerts, 2002). According
to Hillman and Keim (2001), currently, majority of the world’s natural resources particularly oil and gas
are managed by national oil companies, where most of them are owned by governments. In this case, the
major activities in the oil and gas industry involve; exploration operations accompanied with extraction,
refining, storage and transportation as well as marketing.
The major features of the oil and gas contracts encompass the following; one is the definition of
terms relating to the contract stipulations and other pertinent terminologies. Two is the notice provisions
on the execution of the contract activities, besides stating the rights likewise the responsibilities of the
parties to the contract (Nash, 2006). Three, the contracts contain provisions for alternative proposals
along with the terms relating to the modification as well as termination of the contract.

Four is the part

that requires the consent of the parties to the contract, and key areas of negotiation in terms of
commitment, interests and requirements.

Five, is the subject matter of the contract, most importantly the

nature of the contract whether it is for drilling, exploration, refining among many other activities
(Danaeva, 2004).
Generally, oil and gas make the largest quantity of products in the petroleum sector, and are
critical for most domestic likewise industrial activities. Hence, the significant role of oil and gas in the
modern society causes great concern for most business stakeholders, with regard to environmental
protection coupled with society welfare and resource use. Today, in most oil and gas producing countries
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there are strict rules, to control activities in that sector particularly to ensure environmental protection and
community welfare (Potluri, Batima, & Madiyar, 2010).
In line with the regulations, most business establishments in the oil and gas sector present
externally verified annual reports, which encompass CSR aspects and their involvement. This takes place
even though the format and reporting style varies from organisation to organisation. Again, in some
countries like the United Kingdom, it is a requirement that an integrated report is presented, that consists
of environmental, financial and economic along with social performance and is required to provide a
holistic view of an organisation’s operations (Lemon et al 2011).
There is no doubt that some of the approaches to CSR like philanthropy along with risk
management are most likely please and benefit communities and organisations alike. However, their
positive effects are short-lived as the greatest concern is on how CSR programs can be sustainably
developed, so as to guarantee long term benefits. Unfortunately, even with the strict regulations and with
the application of CSR initiatives in the oil and gas industry, still there are some major concerns that must
be tackled (Dyllick & Hockerts, 2002).
Some of those concerns are in air and water pollution, from pollutants that mainly come as a result
of refining activities, oil spills and harmful waste materials among many others. More importantly, as oil
and gas are non renewable forms of energy, the challenge is the unavoidable ultimate reduction of the oil
and gas reserve supplies, hence the sustainability issues (Potluri et al 2010). The matter of the fact is that,
the oil and gas sector has demonstrated possibility of advancing corporate social initiatives. The
opportunity for sustainable development is nonetheless greater than what has been done so far. Basically,
the oil and gas industry is hence urged to consider more sustainable development elements (Epstein,
2008).

2.2.1. Corporate Social Responsibility in Kazakhstan
So far, the oil and gas sector is the significant and most fast developing industry and its income
forms an important component of Kazakhstan’s Gross Domestic Product as well as its national budget
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and foreign trade. Competitors include other major oil producers in the Middle East such as Iran, the
former Soviet Union and Saudi Arabia among many others. With each competing for markets in the
developed countries, and this have compelled wars in areas oil pipelines pass like in Georgia, Kurdistan
among other areas (Danaeva, 2004).
Mostly the companies in that sector are involved in the exploration, production, distribution as
well as refining and retailing of oil and gas, where transmission of oil through pipeline like in the case of
the Atalaw pass that goes from Kazakhstan all the way to China. Its investment climate along with
production sharing accords with foreign companies is much more broadminded as compared to most of
the oil rich nations and lately Kazakhstan has made several economic reforms that have seen it record
consistent growth. These developments has seen a rise in not only commercial bonds but also security ties
between Kazakhstan and its trade partners like USA and China among many others (Bantekas et al.,
2004).
The CSR has not been legally defined in Kazakhstan yet. Even so, most organisations in
Kazakhstan realize that it is both the continuing commitment by companies to operate ethically in
accordance with its legal obligations, and invest into sustainable development of the community they
operate in. Also, CSR in Kazakhstan is considered as an obligation for the firm to use its resources to
benefit society, through committed participation as a member of society and improving welfare of society
at large independently of direct gains of the company (Danaeva, 2004).
Тrаditionаlly in the USA, CSR hаs bееn dеfinеd muсh more in tеrms of a сhаrity mоdеl:
соmpanies mаke trаnsparеnt prоfits, pаy tаxes, and then they dоnate a сеrtain shаre of the prоfits to
chаritable саuses (Kaiser & Pulsipher, 2007). UK govеrnment sees Corporate Social Responsibility as the
busineеss соntribution to the sustainаble develорment gоаls; how businеss takеs to ассоunt of its
есоnomic, sociаl and environmеntal imрасts in the way it ореrates-mахimizing the bеnеfits and
minimizing the negаtivе effесts in соntributing to sосiety, with concеrn for sоciety long run nееds and
wаnts. Within Kazakhstan’s strаtеgy to jоin the wоrld’s 50 most cоmpetitivе and dynаmiсally dеvеloping
cоuntries, the President N. Nazarnbayev has mаde аn еmphasis on the introduсtion of internationаl
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stаndards for sосial responsibility in businеss as one of the рrioritiеs of furthеr social mоdernization
(Kaiser & Pulsipher, 2007).

2.2.2

Criticism and Problems of CSR in Kazakhstan
The course to sustainable CSR in the oil and gas sector is not a single dimension by any means;

instead it involves various challenges. Undoubtedly, acknowledging the challenges involved in
implementing CSR programs opens way to effectively addressing such difficulties. Some of the
challenges linked to CSR in the oil and gas sector touch on the underlying aim of the social responsibility,
and the kind of business establishment. Also, it is on the various motives for carrying out CSR, inclusive
of interests about hypocrisy as well as insincerity among many other issues (Waddock & McIntosh,
2009).
One problem linked to CSR is the ongoing reluctance by the top management to support and
integrate social as well as environmental strategies with the overall corporate strategies. (Hancock, 2005).
An other problem is on the nature of business, which is basically the main intention of a business - to
maximize profit for its owners. In this case, it is argued that, it is only people who can hold social
responsibility and business organizations can only be made accountable to their owners instead of the
entire society (Hawkins, 2006).
Here, while business establishments in the oil and gas sector ought to abide by the laws of the
countries they carry their operations in; opponents of CSR state categorically that business organizations
have no other responsibility to the society. Further, opponents of CSR argue that social responsibility in
the oil and gas sector in a way restricts free trade, hence leaves organisational leaders with mixed feelings
(Orlitzky & Benjamin, 2001). On the contrary, proponents of CSR assert that business establishments in
the oil and gas sector just like other business organisations exist to assist society members, so they all
have a responsibility to society. Furthermore, CSR initiatives can lead to sustainable profitability since it
minimizes risks while broadening business benefits (Paine, 2003).
An other problem is based on the motives with which organisations in the oil and gas sector
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engage in CSR programs (Galan, 2006). Business establishments in the oil and gas sector seem more
focused on their objectives, that they do not find adequate time to address the needs of the society (Haugh
& Talwar, 2010). Some of the organizations in the oil and gas sector that engage in CSR equally indulge
in destructive activities like in the case of Royal Dutch Shell, which was engaged in fraudulent reporting
of its business activities (Freeman, Harrison & Wicks, 2007). Here, opponents of CSR in the oil and gas
sector argue that compliance to regulatory measures is worthwhile, especially at initiating social
responsibility in contrast to voluntary acts of CSR, that to a large extent are acts of hypocrisy (Epstein,
2008).
Problem also is the issue of ethical consumerism, where the rise in ethical campaigns lately can be
associated with forced increase in CSR(Dyllick & Hockerts, 2002) . Generally, as the world’s population
rises, there is increased pressure on the scarce resources to meet the rising demands of the society.
Industrialisation and technology have enabled consumers to access more information on environmental
issues leading business decision makers to make decisions that they perceive as ethical. However, this
practice has not been consistent or universal in a number of geographical regions (Kotler & Lee, 2004).
There are also globalisation issues together with market forces in the oil and gas sector (Adams &
McNicholas, 2007), where as business organisations in the oil and gas sector endeavour to stabilize their
operations, they have come across a set of challenges that restrict their development and profitability. For
example, regulatory measures like government laws, environmental restrictions and changing operating
standards among others are areas that can take a toll on an organisation’s operations leading to reduced
profits (Dunphy, 2002). Similarly, global competition in the oil and gas industry puts pressure on
corporations in the oil sector to evaluate their total supply chains, generally from the CSR viewpoint
(Dreikorn, 2003).
Equally, the challenge of striking a balance in addressing stakeholder priorities is unavoidable in
the oil and gas sector, particularly in pursuit to sustainable development of social responsibilities
(Gossling, 2012). According to Docherty, (2008) business establishments in the oil and gas sector are
engaging in social responsibility programs simply because their principal stakeholders require them to
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comprehend and tackle social along with community issues, which relate to their area of business.
Comprehending what motivates employees to work is of great significance to business establishments in
the oil and gas sector, considering the numerous interconnected business advantages that emerge from
heightened employee involvement such as more productivity and many others (Dickson & Gray, 2011).
Porter and Kramer (2006) describe the stakeholder views of CSR as the involvement of all interest
groups in decision making, which is linked to an organisation’s investments in socially responsible
programs. Ideally, this implies that social responsibility initiatives are embraced when they take into
account the interests of stakeholders, and could not have any effect if they are not directly linked to the
stakeholder interests (Gossling, 2012).
Similarly, social awareness problems along with education challenges which result from collective
efforts of corporate stakeholders in the oil and gas industry, to pressure organisations trading in the oil and
gas sector to embrace socially responsible practices. (Garvare, & Johansson, 2010; Cumming & Worley,
2008). Likewise, the challenges posed by strict laws together with regulations are inescapable in the oil
and gas sector. Apparently, even though independent mediators like the government will create laws and
regulations to administer CSR, the problems enveloped in those regulations are that they lead to a series
of issues such as inability to address every aspect of oil and gas sector operations (Margolis & Walsh,
2003). Consequently leading to complicated legal procedures, which are slowed down by different
versions of law as well as disputable grey areas. Also, such regulations can turn out financially expensive
for an economy, especially when it comes to their review and implementation (Crowther & Rayman,
2004). Finally are the problems of oil and gas crises, and their effects which seemingly at times bring
about attention to CSR. Also, currently there are assertions to encompass disability in the CSR programs
as a way of appreciating people’s diversity and non discrimination (Pulakos, 2009).

2.3. Sustainable Development of CSR
According to Azapagic (2003), sustainability is a vital aspect in the contemporary business
environment, and to the same degree for the endurance of CSR in the oil and gas sector. Here, voluntary
involvement in CSR initiatives depicts business organizations in the oil and gas sector as responsible
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corporate citizens and that contributes to good brand image. For the oil as well as gas sector, CSR is
undoubtedly critical to the attainment of organisational values. The business establishments in this sector
are hence supposed to carry out their various operations in not only a responsible manner but also
ethically. In the business scene, there are numerous regulatory agencies that require organizations in the
oil and gas sector to seriously consider sustainability as a constituent part of their operations.
Ordinarily, sustainable development of CSR is a challenging issue for organisations in the oil and
gas industry. This is given the fact that such companies are often involved in risky operations, which not
only negatively impact the environment but also the society at large (Peterson & Jun, 2009). Some of the
critical components of sustainable development with reference to social responsibility

include the

following elements. The first element is effective organisational leadership, an aspect which is critical for
effective coordination of CSR programs(Soyka, 2012).
A company’s leadership basically ought to come up with a clear vision as well as mission on the
CSR undertakings. Therefore, having good leadership is a prerequisite for the establishment of an
environment for sustainable development of CSR as there will be better comprehension of a company’s
potential to deal with and control crucial issues (Haugh & Talwar, 2010).
Additionally, an organisation’s leadership must be actively involved in CSR programs, hence
motivating the rest of the employees to become socially responsible in the ways they carry out company
activities (Sotorrio & Sanchez, 2008). Therefore good leadership is fundamental in carrying out strategic
branding of an organisation’s activities, and to ensure real social responsibility vision as well as goals
(Kurtz & Boone, 2008). Good leadership is enhanced through regular coaching accompanied with peer
exchange programs (Bagley, 2003).
The second aspect is through establishing credible relationships between business stakeholders,
relationships which involve transparency as well as consistent community support. Basically, creating a
good relationship with business stakeholders involves giving them a chance to experience the positive
impact of the company’s operations, through the quality of its operations and impact of its initiatives.
Long-term endurance of organisational programs inclusive of CSR necessitates successful
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implementation of dependable strategies that lead to sustainability (Docherty, 2008).
Regrettably, not all companies in the oil and gas sector have managed to identify what leads to
sustainable development of Corporate Social Responsibility. It is apparent that, sustainable CSR enables a
business establishment create a good future by carrying out things that do not deplete environmental
resources or impact society members, instead create a better competitive position (Sbarcea, 2007).
Three is through personnel sustainability, which entails making sure that an organisation’s
workforce can efficaciously as well as reliably execute their jobs. Employees need to fully comprehend
their jobs, be well motivated, undergo relevant training and be supervised well. Four, is through use of
good communication systems, the kind of systems which will lead to well executed social responsibility
programs and engagement of concerned parties (Donaldson, 2005). Also critical to sustainable social
responsibility is embracing organisational change or adaptability to change, which encompasses changing
in line with the changes in the business arena, by redirecting an organisation’s strategies to encompass
strategies that lead to prosperity. This equally involves connect closely with establishing sustainable
operation technologies along with products (Siegel & Vitaliano, 2007). Finally, program capacity must be
enhanced by companies dealing with the needs that are highly upheld by the community and other
stakeholders. Also program capacity is attainable through focus on quality service delivery, with the right
staff. Similarly capacity is enhanced by offering high quality products along with services and through
transparent as well as sustainable financial systems (Uwagwuna, 2011).
2.3.1 Three Pillar Basic Model of Sustainability
Sustainable development is described by a number of models such as the three pillar basic model. In
this research, the three pillar basic model was chosen for hypothetical description of sustainable
development. The three pillar model basically advocates for three major dimensions, upon which
sustainability is founded (Sen & Bhattacharya, 2001) (Figure 2).
Figure 2: Model of Sustainability
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Source: (Docherty, 2008).
According to the three pillar basic model, the first dimension that needs to be addressed in order to
have sustainable CSR is the progress of an economy. Where economic progress entails rise in production
levels, income and many other positive economic factors. The sector dimension is the environment, where
CSR is expected to strive to uphold environment protection measures (Orlitzky et al 2011). Finally is the
society welfare, where the needs as well as expectations of society members are taken into account such as
community programs that leads to social equity. The circles of in this model interlock as an indicator that,
for sustainable development in line with CSR to be accomplished the environment must be adequately
conserved, the economy should flourish and equity in the society attained (Porter & Kramer, 2006).

3. Research Methodology and Findings
The present research is a case study based mainly on literature review and to some brief
presentation of an empirical study. Main goal of this study was to examine sustainable development of
Corporate Social Responsibility, particularly in the oil as well as gas industry taking the case of
Kazakhstan. An analysis was made on the theoretical model linked to sustainable CSR through an
empirical study, which points out the significance of social responsibility initiatives. This research study
has an explanatory purpose. As pointed out by Sekaran and Bougie (2010), the aim of an explanatory
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research is to make clear likewise comprehensible the research problem and its subsequent response. The
analytical method was a qualitative one applying some descriptive statistics The collected data was
analysed using Microsoft excel and descriptive statistical techniques, as well as, frequencies were utilised
in data analysis and its presentation. The links between research variables were keyed out using
frequencies.
..

3.1 Research Instrument & Sample
The survey instruments in this study involved use of a research questionnaire and personal
interviews. The questionnaire contained yes-no questions, scale based questions and structured along with
unstructured questions on the research topic.
The research site for this study was three business organisations in Kazakhstan involved in the oil
and gas; that is KNOC, KazTransOil and Chevron. Two local national companies, which are KNOC and
KazTransOil were chosen to reflect on how local industries are committed to carry out sustainable
business practices in their country. Chevron being an international company, it was selected to give a
view of how international oil and gas organisations conduct their CSR in Kazakhstan and in the United
Kingdom.
All the three selected companies are large scale organisations extensively involved in the trade of
oil and gas in Kazakhstan’s oil and gas industry. Equally, the three companies have high profit returns,
and there was need to establish how sustainable development can be ascertained through social
responsibility programs in the oil and gas sector in Kazakhstan. The research questionnaires were
distributed to twenty (20) employees in each of the three oil &gas companies, making a total of sixty (60)
employees. The employees who participated in this study were from all the three management levels,
chosen based on their education, work experience and understanding of CSR.

3.2. Research Findings
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Demographic Data
The respondents who participated in this research study were between the ages of 20 and 55 years,
18% (11) had college diploma qualifications; 57% (34) had university first degree qualifications; 25%
(15), had post graduate qualifications. They were from the three levels of management of each of the
organisations involved. Of all the respondents, 10 % (6) were from the top management level of each of
the three organisations. 30% (18) were from the middle management level and 60% (36) from the bottom
management level . A rate of 90% of them indicated that they had worked with their respective
organisations for more than one year, hence had considerable work experience with their employers.

Corporate Social Responsibility:
A rate of 98% of the respondents acknowledged that their various organisations have one or more
CSR programs. Some of the identified activities of CSR programs include supporting community
programs, management of waste products and abiding by the set regulatory measures besides ensuring
that they deliver high value products as well as service. In response to the various approaches
organisations use in carrying out their social responsibility programs, 90% of the respondents noted that
their organisations used more than two major approaches.
In this case the identified approaches include philanthropy, which involves giving out of voluntary
contributions to various community activities. The other approach identified entails a comprehensive risk
management approach, which involves abiding by the set regulations that govern business conduct in
their area of business. Also, the value creation approach was noted which respondents described to
involve provision of high quality services as well as products which have minimal effects on the business
stakeholders.
A rate of 94% of Chevron employees indicated that their company is actively involved in
community programs and projects like water well, education programs, health programs. Also they
indicated that their company is committed to assist the poor by creating emergency homes and ensuring
the safety of society members. Likewise, Chevron involves social responsibility experts to carry out its
149
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

initiatives, who in turn involve stakeholders like the local communities by seeking their views on its
business operations. On the other hand, 85% of the respondents working with KazTransOil along with
KNOC pointed out that, their companies are actively involved in programs that seek to address the
welfare of the communities in Kazakhstan. The respondents indicated that, this they address it by offering
voluntary contributions and participating in environment protection activities and supporting community
programs.
In response to the level at which CSR was carried out in various organisations, 80% of the
respondents indicated that such programs involve company departments and all management levels. Also,
since the line of business is very sensitive, the communication relating to social responsibility of the
companies involved in this study ranges from somehow clear to very clear. In the case of Chevron, 87%
of the respondents pointed out that it uses media sources such as social networks as well as digital
strategies to pass information regarding its CSR undertakings. As for KazTransOil and KNOC, 88% of
respondents indicated that their participation in CSR program is mainly through involving business
stakeholders like communities and supplies among others.
A rate of 85% of the respondents pointed out that CSR in one way or another is beneficial to
business stakeholders such as shareholders, the community and customers among many others, while
15% did not respond. Those who pointed out that CSR is beneficial noted that this was simply because
CSR advocates for a safe environment, fair labour practices besides community support among many
others leads to advantageous situations for all business stakeholders. Some of the benefits they identified
stakeholders get to enjoy through CSR include the following. A company benefits having a good
corporate image, increased profitability and creates an enabling business environment. As for the other
stakeholders they are able to benefit from quality services as well as goods besides good business
relationships.
Some of the common challenges the respondents identified were that the three companies
encounter while carrying out social responsibility programs include the following: inadequate workforce
couples with continually changing business environment factors such as legal measures and the issue of
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ethical consumerism. The other challenges unique to each company are as follows; in the case of Chevron
while carrying out its oil and gas activities such as refining, manufacture and trade among others it has
been accused of going against human rights requirements especially in the manner in which it treats it
employees and addresses community issues like pollution. Also, Chevron has in some occasions engaged
in fraudulent activities such as offering kickbacks to influential political authorities in order to evade
certain legal requirements. On the side of KazTransOil and KNOC, their major challenges are in
addressing human rights issues which touch on employees’ labour issues and working conditions as well
as trade union formation and freedom of expression.

Sustainable development of Corporate Social Responsibility
A rate of 77% of the respondents indicated that, their organisations in one way or another have
carried out activities, which lead to healthy ecosystems such as waste management and control of
pollution levels besides offering support to community programs that are set to address economic
development. Also, 83% of the respondents pointed out that some of the best practices they have seen
their organisations carry out include setting of benchmarks in carrying out social responsibility programs,
involving stakeholders in social responsibility programs and committing resources towards CSR
programs. Similarly, 86% of the respondents indicated that better environment management systems have
been put in place, along with change of organisational leadership through leadership training,
communication and coaching programs and regular assessment of organisational operations through
social accounting.

Recommendations for better CSR in the oil and gas industry
Some of the suggestions 93% of the respondents offered include strive to improve on the
implementation as well as management of CSR programs to sustainable levels, particularly in the oil and
gas sector. First and foremost, business organisations in the oil and gas sector to come up with an
elaborate purpose as well as vision for their CSR undertakings. Second is through promotion for better
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leadership values among organisational leaders, who will in turn come up with effective programs, which
will take into account stakeholder needs as well as expectations.
Equally important, suggestions were made that, now more than ever there is need to stand up for
transparent as well as sustainable financial systems within organisations as a way of boosting social
responsibility program viability into the future. Also, 84% of respondents suggested that for sustainable
development of CSR programs to be ascertained, there is need to involve business stakeholders, who will
then facilitate their effective implementation.

4. Analysis and Discussion
Corporate Social Responsibility:
In Kazakhstan, CSR , just like in most developing economies, is one of the sensitive issues in oil
and gas industry. This according to Haugh & Talwar (2010) is because through CSR, oil and gas
organisations get a chance to express their good citizenship in tackling economic and environment along
with social issues. Where they do so, through their continued commitment to act ethically as well as
participate in the economic progress of Kazakhstan, at the same time reconstructe the quality of life of the
entire society. Some of the activities they usually carry out include as waste likewise pollution reduction,
contributions to various community development programs and by earning adequate returns on the
employed resources (Aguinis, 2012).
Generally, oil and gas operations in Kazakhstan are supposed to comply with the precepts of CSR,
besides acknowledging that organizations in the oil and gas sector hold responsibility towards
stakeholders. Ideally, oil and gas organizations in Kazakhstan exist to not only to promote their own
interests, but also to protect the environment and ensure prosperous oil and gas sector in Kazakhstan.
Hence, for sustainability Azapagic (2003) argues that organizations in the oil and gas sector in
Kazakhstan, should integrate social issues with development as well as environmental issues.
Also, Aguinis (2012) points out that as most Kazakhstanis know, the oil and gas sector has changed
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various spheres of their lives, either positively or negatively. Consequently, the call to embrace
sustainable socially responsible business practices for the oil and gas sector comes at the right time. This
is in taking into account the extensive socio-economic along with environmental challenges, which face
Kazakhstan today, emerging from its oil and gas sector, where some of the challenges include oil spills,
pricing issues, corruption, risky working conditions and displacement of citizens in the oil fields among
many others.

Sustainable development of Corporate Social Responsibility:
As pointed out by Siegel and Vitaliano (2007) in the utilization of natural resources like oil and gas,
sustainability is a major concern given the fact that such resources have a limited nature. Therefore it is
necessary for organizations in the oil and gas sector to take into account the major interests of
stakeholders. With reference to the UK oil and gas sector which has better CSR, organisations in the UK
oil and gas sector can effectively address most of the stakeholder needs only if they share
responsibility(Siegel & Vitaliano, 2007) . Having addressed such needs Haugh and Talwar (2010) point
out that, there is a possibility that organisations and communities alike will benefit immensely, for
instance by having a good corporate image besides many other sustainable benefits.
The most compelling evidence in CSR programs is that, sustainable development in a significant
manner supports the future development of an organization. In this case, sustainable development of CSR
entails distinct things to different business organizations, and the Kazakhstan oil and gas sector’s
interpretation of sustainable CSR focuses more on a need to strike a balance between economic growth
and environmental protection besides the overall welfare of the society.

Sustainable development,

particularly of CSR is a pattern of behaviors, which are carried out by organizations on a continuous basis
(Siegel & Vitaliano, 2007),.
More importantly, this study points out that sustainable development which is linked to CSR is
based on three vital aspects. One is the general environmentis the physical component, upon which all
living beings depend on for their survival

(Handy, 2003). Further sustainability comes about when the
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environment is well utilized to attain economic development, and to improve on overall social welfare of
the societies. For instance, in the oil and gas sector the various economic systems and forms of
technology employed should guarantee effective control on how such resources are used (Galbreath &
Shum, 2012). Responsible organizations discourage exploitive business practices in the use of natural
resources, and instead embrace acts like recycling and more adept waste management measures among
many others (Haugh & Talwar, 2010).
The second element is the social aspect, where sustainable development looks into addressing
social inequalities emerging from corporate social irresponsibility (Galbreath & Shum, 2012). In the oil
and gas sector, specifically in Kazakhstan, this is done by standing up for fair trade measures. This is
mainly as a way of promoting the well being of the living things within the environment, hence
discouraging any form of social injustices and other inequalities (Siegel & Vitaliano, 2007).
The third element regarding sustainable development of CSR is the economic aspect, which
touches on the effective production as well as management of resources. In doing so, organizations seek
to make sure that economic progress upholds a sizable balance with the environment. Therefore,
organizations are required to create value through various economic activities beneficial to business
organizations and society (Galbreath & Shum, 2012). Ideally, sustainable development of CSR is realized
when the components of the environment, social along with economic progress are taken into account
simultaneously. Basically the effective incorporation of environmental along with economic decisions, to
the extent that economic

decisions should substantially encompass environmental and social as well as

human health aspects. Equally, both environmental and health action plans should take into consideration
economic and social effects on human beings (Handy, 2003).
The above elements, according to Siegel and Vitaliano (2007), with regard to the oil and gas sector
in Kazakhstan form an ideal decision framework for sustainable development of CSR, that seeks to get the
most of the following. To begin with, is the satisfaction linked to desirable state of the Kazakhstan
community (Porter & Kramer, 2006). Two is carrying out responsible oil exploration and processing
among other pertinent activities with accuracy as well as completeness. Three, social responsibility has to
154
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

be done in order to accomplish the minimal input versus output ratio in the oil and gas activities,whereby,
economic progress depicts the utility that has to be accomplished while the environment stands for
efficiency and finally social component stands for the avenue of effectiveness (Handy, 2003).
Finally, as evidenced (Haugh & Talwar, 2010), through sustainable development oil and gas
organizations generally ought to comply with the set standards, and even go a notch higher to meet the
expectations of the stakeholders. For business organizations in Kazakhstan like KNOC, McWilliams and
Siegel (2001) points out that this should involve assimilation of social along with economic and
environmental aspects into that organization’s values as well as culture. Such values are then integrated
into the manner in which the organization carries out its operations, and are mirrored in the organization’s
administration and plans of action among its many other operations.
However, it is accepted that the major challenge for organizations in the oil and gas sector is in
identifying the sustainable ways of carrying out CSR programs (McWilliams & Siegel, 2001). Also,
international measures on CSR that oil and gas organizations can use to benchmark their operations are
still lacking. That said various regulatory authorities in governments like Kazakhstan have come up with
guidelines, which direct the business operations in the oil and gas sector. Besides, as indicated in Haugh
and Talwar (2010) sustainable development of CSR in the modern society as much as it is considered
realizable, it is viewed as an illusion and a contradictory act. This is in considering the fact that most oil
and gas organizations in Kazakhstan like in the global arena, despite their actions on CSR they still
indulge in the socially irresponsible conducts.

4.1. Limitations
The size of the research sample was small . There was a challenge of getting relevant primary data
on the research topic from the targeted respondents. This took place as most respondents tended to be
very careful on the kind of information they offered, even though they were initially assured that all the
information they could provide was entirely for research purposes. Identically, the data collection
techniques in a way tended to limit the kind of information collected on the research topic to particular
issues leaving out aspects attitudes.
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5. Conclusions and Recommendations
The major intention of this study study was to examine sustainable development particularly of
CSR in the oil and gas industry. The findings from the literature review and primary research indicate that
good leadership combined with organisational adaptability to internal and external change in carrying out
social responsibility programs and heightened program capacity leads sustainable development of CSR in
organisations.
In line with the sustainable development equation identified in this research, having good
leadership is a prerequisite for the establishment of an environment for sustainable development of CSR.
This is simply because, with good leadership there is expected to be better comprehension of a company’s
potential to deal with and control crucial issues for CSR. Moreover, with organisational adaptability, the
research findings indicated that, in the contemporary business landscape business stakeholders continually
demand for ethical practices by organisations from all sectors of the economy. This change has been
facilitated by the easy access to information from numerous information sources, and to progress
organisations must adapt to such changes.
In this case, organisational adaptability fundamentally touches on engrossing stakeholders and
joining forces with them to successfully carry off probable risks and establish trust and confidence in the
society. Additionally, the research findings indicated that, program capacity as part of sustainable
development of social responsibility aims to address stakeholder needs and effective allocation of
resources such as employees and finances while at the same time protecting the environment so that
stakeholder needs can be addressed not only now but also in the future.

5.1. Recommendations
Business establishments that strategically as well as holistically handle their CSR programs get to
enjoy the benefits inherent in such programs (Porter & Kramer, 2006). However, it happens that some
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organisations succeed in creating sustainable CSR programs, while other fall short of getting such success.
Regarding sustainable development of CSR, organisational leaders in order to attain organisational
objectives should consider the following:
Organisational leaders should be more active on carrying out regular research activities on
sustainable development, to acquire more information on how they can embrace sustainable development
practices like CSR (Schwartz, 2011).
By cultivating good leadership practices, sustainable practices such as application of fair human
resource management policies, abidance to set legal requires, stakeholder participation and effective and
proper use of resources among many others take place (Friedman, 1970).
CSR programs should be treated as a vital aspect of the business, which ought to have clear as
well as measurable goals (Scnietz & Epstein, 2005). Also, there is need to effectively communicate the
CSR goals to the business stakeholders, to ensure that they are on track and that they comprehend where
the organisation aims to go with its social responsibility programs (Handy, 2003).
Organisations need to adopt sustainable strategies relating to social responsibility as long term
undertakings. This is ostensibly because sustainable development takes time as it requires a change in
perspective as well as actions (Kotler & Lee, 2004). Also, organisations should integrate into their
business models sustainability models, which will ensure social responsibility and economic progress
besides environmental sustainability (McWilliams & Siegel, 2001).
More importantly, organisational leaders should engage CSR experts, especially for complex social
responsibility issues such as waste management like in the case of oil and gas industry. Also, it will be in a
better position to reduce wastage of organisational resources, which would otherwise be utilised for
beneficial sustainable business practices (Handy, 2003). Through effective strategic planning,
organisations in the oil and gas sector can be able to move towards sustainable development of CSR. This
is allegedly because such kind of planning enables organisations in the oil and gas sector set their
priorities right, hence effectively allocate their resources (Siegel & Vitaliano, 2007).
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ABSTRACT
Indian Commodity Futures Market witnessed a turnaround in the year 2003. The government allowed futures trade in a host of
commodities. Colossal national exchanges were set up that allow futures trade across multiple commodities simultaneously,
quite different from international experience. These bourses rapidly eclipsed the trend of futures trade in single commodities at
regional exchanges. Since then empirical studies have fiercely debated the utility of the futures contracts from the hedgers’
viewpoint. Detractors argue that futures trade mostly benefits the speculators. This contention has gained traction since the
sub-prime crisis in 2008. This paper investigates the hedging performance of agricultural futures in the Indian markets since
the onset of this recession through March 2014. The empirical findings obtained are consistent with the stylized traits of
financial time series, and are adequate in most statistical tests in the end. However, the estimates for the hedging performances
of most agricultural commodities futures are far from satisfactory. It is our understanding that poor outcomes arise from
structural anomalies that plaque the cash markets. This paper has policy implications too. The outcomes suggest that if
government interventions are few, as in the case of Guar Gum, then markets can effectively address the unfavorable cash price
changes. Furthermore, in the post World Trade Organization (WTO) era, the direct government interventions into the
microstructure of the physical agricultural markets are difficult to sustain and have to be dispensed with at some point.

Key words: Basis Risk, Commodity Futures, Futures Returns, Hedging Effectiveness, Optimal Hedge
Ratio, Ordinary Least Square Model, Price Risk, Spot Returns.
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1.

INTRODUCTION

Agricultural commodities are consumed directly or used as intermediate goods. Ever-changing
commodity prices significantly affect all and sundry: real income and budget of a household, a farmer’s
payoff, profitability of a business and the fiscal stability of a country. The storable or rather perishable
nature of commodities spikes the volatility of prices. In fact, failure to arrest price risks in agricultural
commodities can be detrimental not only to the rural economy but also to food security.
An economic agent is able to wrap itself from the commodity price risk if it can transfer the unfavorable
price movement along the value chain either to the supplier or to the consumer. Direct intervention by the
government, in India, in the form of Minimum Support Prices (MSP’s) is a case in point. It can also
collaborate with other units, with common goals, to cover its exposure to price risk. Syndicates,
consortiums and trade associations are the examples. Internal Risk Mitigation is an approach which
emphasizes flexible production and distribution decisions to optimize payoffs that can compensate for
hostile prices. These traditional methods are not feasible for households and not effective for farmers and
small outfits who are fragmented and do not have the bargaining power. Corporations too are dissatisfied
with these methods. In addition to these methods, price risks can be enveloped with commodity
derivatives such as commodity forwards, futures, options, swaps and other exotic contracts that are
cheaper market-based hedging instruments. To hedge is to insulate oneself from untoward fluctuations in
the value of an asset or a liability. Hedging is the most effective mechanism available to reduce (and not
eliminate) price risks for commodities. At a microeconomic level, some theories explain the motives and
merits to hedge. The most conservative of all, the price insurance theory postulates that hedging is the
principal shield against price fluctuations that ordinary insurance cannot cover (Keynes, 1930; and Hicks,
1939). This finds resonance in India, with large number of small participants who have little control over
prices. While price risk mitigation is central to hedging, it is not confined to it. The portfolio theory states
that hedging aims to maximize profits, in addition to chief aim of risk mitigation (Johnson, 1960; and
Stein, 1961). Working (1953) contended that risk mitigation is overemphasized as a motive for hedging.
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He argues, against convention, that risk reduction is just one of the several motives to hedge. The broad
motive behind other types of hedging such as carrying charge, operational, selective and anticipatory
types, that involve production and storage decisions, is profit maximization. There are several
macroeconomic arguments for hedging. To set the context, information communications technology
transmits price changes, in one part of the globalized world, as price signals to the rest. Besides, depleting
water-tables, climate change and ensuing outbreak of pests or disease will cause yield risk and price risk.
These will aggravate with trade-liberalization. Moreover, studies such as Ying and Ronald (1994) and
Lokare (2007) concluded that hedging is a superior approach than market intervention. In fact, in the
post-WTO regime, India will eventually have to open its agriculture to international trade and the rules
will forbid her from protectionist state intervention to shield domestic prices from international volatility.

A derivative derives its value from an underlying asset. A commodity futures (contract), is a short term
claim on a commodity (the underlying real asset), which usually has high seasonality in price level and
volatility. It is traded on an exchange which eliminates the counterparty risk and sets its standard
specifications. Futures prices are bets on spot prices expected in future. So although the theoretical
arguments for commodity futures are compelling, both at macroeconomic and microeconomic level, only
well-functioning futures markets can help the producers and consumers to alleviate their welfare losses.
Silber (1985) and Pennings and Meulenberg (1997) argued that hedging effectiveness of futures contracts
is a cornerstone of futures market. In an effective hedge, the price movement of futures contract (if long
position or buy) should roughly offset that in the underlying commodity (short position or sell).

India had an erratic past in commodity futures trade. Its first organized futures exchange was set up in
1875 (Pavaskar, 2004). From the year 1935 through 2002, futures trading was prohibited on concerns of
price volatility in primary commodities with high elastic demand; and potential for supply shocks. Since
2002, it has grown exponentially over a decade.

The two national level exchanges: the Multi

Commodity Exchange Ltd. (MCX) and National Commodities Derivatives Exchange Ltd. (NCDEX) lead
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in the world in the number of contracts traded and their total trade values. Much is heralded about the
efficacy of high value commodity futures on bullion, metals and energy. In reality, prices most of the
non-agricultural commodities are discovered in the west. However, in case of many agricultural
commodities futures, prices are discovered in India. Despite that, research on the hedge effectiveness of
such futures contracts is sparse.

This paper aims to measure the hedge effectiveness of agricultural commodities futures in India. The
remainder of the text is as follows. The literature relevant to the measurement of hedging, especially in
Indian commodities futures markets is reviewed in the Section II. Section III concerns the objectives.
Section IV provides a theoretical background to commodities futures and an approach to measure hedging.
The research methodology is set out in Section V. Section VI discusses the analysis and the major
research findings. The study concludes with Section VII.

2.

REVIEW OF LITERATURE

Prior research on the theoretical underpinnings of hedging has been mentioned in the previous section.
Before any measurement of hedging, the logical question to ask at first is how many contracts a hedger
should trade in the futures market for each unit of the underlying commodity that will reduce the price
risk to the optimum. The next question is how useful or ‘effective’ is that (optimal hedge) ratio. Almost
any research that has examined the hedging performance of the futures market has fundamentally
addressed these two issues. Studies that measure hedge can be classified into either performed from
microeconomics or accounting perspective. Empirical research of the former nature centers on three
specific strategies. The first strategy of classical one-on-one hedge proposes a ratio of ‘-1’. In other words,
to “long” (“short”) i.e., to buy (sell) futures contracts, with total units of the underlying commodity
exactly equal to those sold at (bought from) the physical market. However, rarely do the spot and futures
returns perfectly correlate with each other, to eliminate each other. The optimal hedge differs from ‘-1’.
Second, the beta hedge strategy basically applies the Classical Asset Pricing Model (CAPM). The optimal
hedge ratio is the beta coefficient of a portfolio that comprises futures contracts and commodities in the
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spot market. At last, the Minimum Variance Hedge Ratio (MVRH) is the special case of the hedge ratio
that minimizes the basis risk i.e., variance of basis (surplus of spot price over the futures price).
Johnson (1960) and Stein (1961, 1964) were the first to apply the Markowitz (1952) Portfolio Theory and
illustrate the less than perfect hedge relationship between futures and spot prices. Johnson (1960) defined
risk as the variance in basis, and derived the measures of MVRH and hedging effectiveness. Ederington
(1979) regressed the changes in spot prices applied the Classical Normal Linear Regression (CNLR)
model, in the Ordinary Least Square (OLS) framework to offer a convenient procedure to compute the
Johnson’s MVRH and hedging effectiveness.
Since then many studies, especially in the USA and Europe have examined the hedging performance of
the commodities futures markets. Carter and Lyons (1985) found that a hedger can hardly benefit in
feeder cattle with contracts on the Chicago futures market. However, Eaker and Grant (1985) observed
superior hedging performances for wheat futures with MVRH close to 1. Horsnell et al. (1995) used the
OLS framework on crude-oil futures to find poor hedging outcomes. There are numerous empirical
studies on similar lines.
In addition to the OLS method, most of these studies have employed competing techniques such as the
Vector Auto Regression (VAR) and the Vector Error Correction (VEC) models that assess the constant
MVRH. The time varying dynamic hedge ratios are estimated by the Autoregressive Conditional
Heteroskedasticity (ARCH) model, and the multivariate GARCH models. Scholars are not unanimous on
the choice of the best model. Some widely criticized the OLS methodology for its statistical infirmities
(Fama, 1965; Baillie and Meyers, 1991; Park and Switzer, 1995) while others such as Lien et al. (2002)
and Moosa (2003) observed that simple OLS model is better constant hedge ratio model. Prominent
scholars like Baille and Meyers (1991), Floros and Vougas (2004) heralded the bivariate GARCH model
to be the most effective to measure the (dynamic) MVRH and hedge effectiveness.
Empirical literature on hedging effectiveness of emerging commodities futures markets is sparse. Price
discovery and market efficiency are the thrust areas for most studies on emerging markets. A standout
study by Xu et al. (2010) measured the hedge effectiveness for Chinese gold futures. Much of the
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research in India took cue from pioneering seminal and empirical works (e.g., Garbade and Silber, 1983)
on the developed markets in the USA, UK and Japan. The studies concentrated on price discovery and the
market efficiency in agricultural futures. (See Thomas and Karande, 2001; Sahadevan, 2002, 2008;
Kumar and Sunil, 2004; Praveen and Sudhakar, 2004; Raizada and Sahi, 2006; Roy, 2008; Ghosh, 2008a;
Iyer and Pillai, 2010; Sen and Paul, 2010; Mukherjee, 2011; Sehgal et al., 2012; and Srinivasan, 2012 for
price discovery. Refer to Pavaskar, 1971; Lokare, 2007; Sahoo and Kumar, 2009; Ali and Gupta, 2011;
Inoue and Hamori, 2012; Sehgal et al., 2012; and Soni, 2013 for market efficiency). Studies that
examined both price discovery and market efficiency are Karande (2006), Bose (2008) and Dey and
Maitra (2011). However, these studies could not establish that futures markets were efficient (strong or
semi-strong form) and dominated the spot markets in price discovery. The studies of Raizada and Sahi
(2006), Sen and Paul (2010) and Mukhejee (2011) also investigated the effect of futures trading on the
volatility of commodity spot prices. So did studies such as Singh (2001), Sahi (2006), Sahadevan (2008),
Nath and Lingareddy (2008), Pavaskar and Ghosh (2008), Ghosh (2008b), Government of India (2008),
and Ghosh et al. (2009).

These works could not conclude that futures trade raised price levels or

volatility in physical markets.
The literature on hedging in India’s commodity futures markets is surprisingly low despite the grave
importance. Pavaskar (1969, 1976, and 2010) explored the foundations of hedging theory and practices.
Ramaswami and Bir (2007) observed that soya oil futures are effective hedges against price risk. Kumar
et al. (2008) employed competing constant and time-varying hedge-ratio models to investigate the hedge
effectiveness of gold and soybean futures contracts, in addition to that for the equity futures. They found
the gold and soybeans contracts to be hedge-effective. In recent past, Multi Commodity Exchange (2013)
assessed the hedge effectiveness of its generic futures contracts for Gold, Aluminum, Copper and Crude
Palm Oil. It demonstrated that the hedging effectiveness of these commodity futures is comparable to that
for the corresponding contracts at leading exchanges.
A review of extant literature reveals that hedging effectiveness for commodity futures has received scant
attention in the context of Indian markets. Present research tries to address this deficiency. Its major
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contributions to the previous research are threefold. First, this paper is perhaps the first to exclusively and
intensely measure the hedging effectiveness of the futures contracts on different kinds of agricultural
commodities in India. Second, this paper is rare among studies that assess the hedging performance in the
Indian futures markets in the aftermath of the global financial crisis in 2008. Third, our study unlike
previous research on hedging for commodity futures, in the Indian markets, does not rely heavily on
econometrics to focus primarily on the basis relationship. It incorporates of the underlying spot markets
and simple statistical tools to investigate the hedging performance. We believe that when tools are highly
complex, they are not understood by majority of market participants and hence not useful from practical
considerations.

3.

RESEARCH OBJECTIVES

First, this paper aims to measure the ex-post “optimal hedge ratio”, i.e., the fraction of an underlying trade
in the physical market that a hedger could best protect with commodity futures. Second, it attempts to
measure the “hedging effectiveness”, extent to which the optimal hedging strategy was able to reduce the
price risk.

4.

THEORETICAL CONSIDERATIONS

The following two subsections lay in brief, the fundamentals that are essential to understand how futures
markets function. The next subsection fosters that understanding with the Minimum Variance Hedge
Ratio (MVHR) framework. This section ends with a brief acquaintance of the elementary features of the
commodities in physical markets.
Commodities Futures Contracts and Market Mechanisms:
Futures contracts originated for agricultural commodities. A commodities futures has standardized
contract terms. It clearly specifies the quality and quantity of the underlying good, the delivery date, the
method for fulfill the futures contract, and the minimum (tick size) and maximum price fluctuations (daily
price limit) price movements. This uniformity is heralded to promote liquidity in the futures markets. For
most commodities, the months for delivery, referred to as “contract months” are chosen to fit the harvest

168
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

patterns. The months are greater (or few) for contracts that are actively traded (or inert). While most
contracts are physically settled, they can also be cash settled. Futures can be closed before delivery date,
and traders are required to realize any gain (or loss). This is referred to as daily settlement or
marking-to-market. The price, at which contracts are settled at the close of trading for a day, and not
always the last trade price, is called the settlement price. The parties to trade are categorized as
speculators (risk-loving), who seek profit and hedgers (risk-adverse). Most futures contracts are traded on
electronic platforms at exchanges, which primarily act as clearing houses, to enforce the contracts. The
act of buying (or selling) is known as going long (or short) and the buyer (or seller) is said to have a long
(or short) position. Usually, a hedger has a futures position that offsets the underlying exposure in the
physical markets.
The Relationship between Spot and Futures Prices:
The spot price for any good in the future is unknown today. The futures price will embed expectations
about the possible future spot price. In an efficient market, current futures price at time ‘t’, of a contract
that expires on date ‘T’ (Ft,T), equals the expected spot on the expiration date, E(ST). According to
Working (1948, 1949), Ft,T = St(1+C) – Y; where C and Y represent the carrying charge and convenience
yield. The carrying charges comprises of four elements: financing, insurance, storage and transportation
costs. The convenience yield is the benefit that accrues to an agent who holds the commodity in real rather
than the futures contracts. It is interesting to reason that in times of low inventory levels, the scarcity is
expected to be greater at present than the future. The solution would be to borrow stocks from the future.
However, since it is practically not possible, it is assumed that the prices in future will be lower than
current prices. Hence the convenience yield is adjusted to the carrying charge. The basis across a
particular commodity, on any date, is the departure of the spot price (St), from its contemporaneous
futures prices (Ft,T). The spot and futures prices may swing widely, but the basis tends to be relatively
steady. This lower volatility of basis is important for hedging. As the time progresses and the futures
contract matures, in a perfect market, the futures and spot prices must be the same i.e., basis must narrow
to zero. This behavior of basis is termed convergence. A positive basis implies that the futures prices lag
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behind or are backward to the spot prices, i.e., the futures market is in backwardation, while a negative
basis is termed as contango. However, in imperfect markets, the Ft,T ≠ E(ST). To be accurate, if Ft,T < (or
>) E(ST), then the long (or short) futures on an average earn a risk-premium. A wider cleavage benefits the
corresponding positions. Hence if the positive (or negative) basis is strengthening and expected to do so
in future, then the rational buyers (or sellers) of the futures should hold and reap benefits.
Time-Constant Risk Minimizing Hedging Model:
Johnson (1960) offered the seminal approach to measure the hedging effectiveness which grew popular
after Ederington (1979). Johnson’s method is summarized as follows: An economic agent has an
underlying exposure that is not hedged at first. The economic agent reconsiders and enters into
commodity futures. The agent is then potential hedger, who holds a 2-asset portfolio, P that comprises
money value of amounts Qs and Qf of spot and futures. Let ‘T’ be the proportion of the total holdings of
the spot commodity that is hedged, so that T = %

UV
UW

. The negative sign indicates that the hedger has to

take an opposite position. In other words, to hedge a long position, it is necessary to go short on the
futures. Then the returns from the unhedged and hedged portfolios at the contract expiry are: XY
and X^

[

ln [\
]

_

ln

[\
[]

Tln _\,\ respectively. When `[a and `_a are the respective variances of spot and
],\

futures prices, and `[_ the covariance between them, then the price risk, i.e., the variance of the
unhedged portfolio and the variance of the hedged portfolio are given by,
varY b
fghij k
fl

c[ `[a and vard b = c[ `[a
0, i.e. c[ 2T∗ `_a % 2`[_

Ta `_a % 2T`[_ . At the risk minimizing hedge ratio,

0and thus MVHR, T∗

the equation for the variance of hedged portfolio, vard b

nop

cr s

npq

. Substituting this expression in

q
noq tnop

npq

u. The MVHR assumes that

hedgers are infinitely risk-averse. While such an assumption is unrealistic, the MVRH provides an
unambiguous benchmark against which to assess hedging performance. MVRH is therefore optimum
especially for risk adverse traders. In addition, it is easy to understand and compute. Johnson (1960)
developed a measure of hedging effectiveness, of the hedged position, HE, as the proportionate reduction
in variance of the hedged position, vard b , compared to the variance of the unhedged position
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vwxy b . To express, HE

1%

ghiz k∗
ghi{ k

. On simplification, HE

q
nop

noq npq

= |a , where | is the simple

correlation coefficient between the spot and futures returns.
Spot Markets of the Sample Agricultural Commodities:
Potato, a highly perishable staple crop, is usually grown in the winter (Rabi) season. Farmers sow the
crop in October through November and reap it in the months of January to February. In Uttar Pradesh
(UP), India, farmers opt for two crops in quick succession. The first crop is sown in September and
harvested in November-December; the second one is raised from November to March. The government
offers Minimum Support Prices (MSP’s) to the farmers at its cold storages, so as to prevent distress sales
on the part of farmers. This acts as a de-facto put option to most potato farmers and distorts the price
discovery. The futures contract considered for the study is Potato-Agra variety. The delivery center is in
Agra.
The exotic variety of Cardamom (6mm-7mm long) is exported from India and usually traded on the
futures exchanges. Cardamom yield takes nearly two years to harvest. The plucking starts in July and
August and continues till December. It may occasionally carry till March. By the 1990s, Guatemala piped
India as the world’s largest producer of Cardamom. In fact, since quality of Cardamom in Guatemala is
inferior to that of Indian Cardamom, Guatemala is able to supply at competitive prices. Cardamom prices
in Guatemala influence prices in India. The government of India does not support prices in Cardamom.
Kerala, where plantation sizes are large, contributes about 70% of total production in India, and
Vandhanmehdu is the single delivery location. The long hedgers are primarily exporters. The single point
location is likely to benefit logistics planning. The domestic demand for Cardamom is primarily in the
northern parts, which peaks in November.
Chili, an indispensible spice is sown mainly from August till October, and produce is gathered primarily
between December and March. The inventory is abundant in the months of February through April. India
is a leading producer and consumer of Chili in the world.
Turmeric is also an indispensible spice grown in India. It is planted in September and October and
harvested 10 months later, in the months of June to August.
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Similar to Chili, India is also the largest producer, exporter and consumer of Mentha Oil. Mentha (Mint)
is a seasonal and a water-guzzling cash crop cultivated in UP. It is planted in February and picked in May.
Mentha oil is released from sun-dried Mentha leaves after steam-distillation. It is then easily storable in
metal barrels. Hence, unlike Potato, it confers a high convenience yield upon the producer. Most of the
Mentha farmers in UP have distilling equipments.
Guar (or cluster beans) is an annual legume plant, grown in rain-fed conditions, in arid or semi-arid
conditions. As the cultivation depends on the vagaries of monsoon, production, therefore, is erratic.
Rajasthan contributes almost 60% of total production followed by Haryana, Punjab and Gujarat. Guar
Gum is the hydrocolloid that is extracted from Guar seed. Demand for Guar Gum has grown radically
ever since it has found application as a lubricant in fracking wells of shale formation, in North America in
the year 2011.

5.

RESEARCH METHODOLOGY

Data:
A total of six commodities: one staple crop (Potato), three spices (Cardamom, Chilly, and Turmeric) and
two derived products with industrial applications (Mentha Oil and Guar Gum). Secondary data, here daily
spot and futures prices, pertaining to Potato, Cardamom and Mentha were obtained from the website of
Multi-Commodity Exchange (MCX) Ltd. and those for the remainder were collated from the website of
National Commodity and Derivatives Exchange (NCDEX) Ltd. The time period of the empirical study is
from April 2008 to March 2014.
Research Design:
Diverse methodologies are available to measure the efficacy of hedging. This is partly because risk
management is not the only motive for hedging. Hedging presumes that futures and spot prices move in
tandem both in direction as well in magnitude. The hedging effectiveness of commodity futures will
depend on the fundamental ability of the futures prices to accurately forecast the spot prices expected in
future (Multi Commodity Exchange, 2013). For the sake of simplicity, the present paper examines the
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hedging effectiveness of the futures contracts on this elementary ability of the futures prices. As discussed
earlier, Ederington (1979) offered the simplest and most popular technique with the classical normal
linear regression model (CNLRM) in the ordinary least square (OLS) framework. In this model, a time
series of spot prices returns as regressed on the time series of futures prices returns. The spot returns, X[}
ln

[]~•
[]

and the futures returns, X_}

ln

_]~•,\
_],\

; where n = 1, 2, … T-t. Accordingly, the regression

equation obtained is as follows: X[} = w + TX_} + et, where w and T are the parameters from the
OLS regression. The et is the error term and w is the intercept coefficient or constant term. The OLS
estimator of slope coefficient T represents the optimal hedge ratio (OHR), in this case the MVRH. The
coefficient of determination (R2) measures the hedging effectiveness.
This method makes a number of assumptions to meet the OLS conditions. The estimation of OHR
considers unconditional distribution of spot and futures returns. The framework also does not assume any
covariance between the errors of spot and futures returns. The CNLRM also assumes that et ~ NID (0, σ2),
i.e., normally and independently distributed. With the assumption of normality for et, one can establish
that the OLS estimator ĥ follows normal distribution and the use of inferential statistics is very
straightforward. The additional assumption of zero covariance between the error terms implies that these
are independently distributed.

Lastly, the model is based on the usual assumptions that makes the OLS

estimators, T€ and w•, the best linear unbiased estimates (BLUE).

Validating the OLS Model:
However, in reality, the preceding assumptions may not be realized. It is therefore necessary to validate
the OLS models and tweak the results for any deviations. Since the observations of spot and futures
returns are time series data, it is worthwhile to note that according to Gujarati and Porter (2009) most
empirical time series study assumes that the time series data involved is stationary. A time series is weakly
stationary if the mean and variance are constant over time and the correlation between two observations
depends on the time lags between them. As regards the undesirable features with non-stationarity, the
errors may be autocorrelated to one another. Moreover, the regression results can be spurious (Gujarati
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and Porter, 2009). Thus, prior to examining the hedging effectiveness, it is imperative to determine the
stationarity of the spot and futures returns. The Dickey-Fuller (DF) (1979) test is a widely popular test to
that end. When X[} is stochastic: X[} = |X[}t" + ut. The term ‘ut’ denotes white noise (purely random)
error term and -1< | <1. When | =1, i.e., in case of unit root the equations become random walks (non
stationary) models. However, OLS and t-test cannot employed to estimate that | be statistically equal to
1. Subtracting X[}t" from both sides of the stochastic model, ∆X[} = (| -1)X[}t" + ut = δX[}t"+ ut. The
null hypothesis is H0: δ = 0 (i.e. a unit root exists or the time series is non-stationary) while the alternative
hypothesis is H1: δ < 0 (i.e. the time series is stationary). The test statistic (τ) approximately follows
standard normal distribution. If the computed |τ| does not exceed the critical τ value, the H0 cannot be
rejected, in which case the time-series is non-stationary. However, if the computed |τ| value exceeds the
critical τ values, the null hypothesis is rejected, in which case the time series is stationary. This test
applies on the X_} series too.
The OLS estimators are BLUE regardless of whether et are normally distributed or not. These days the
financial time series data have fairly large number of observations and the normality assumption may not
be critical.
However, if the RFt values depend on the error terms, i.e., they are correlated, Cov (RFt, et) ≠ 0 and
E(et/RFt) ≠ 0. It implies that RFt and et are correlated. In situations like this, it is likely that the chosen
OLS model has a specification error that excludes a dependent variable. The error term incorporates that
excluded variable. This can inflate the R2 values.
It is usual for observations in financial time series data, such as stock and commodity prices to move up
or down for several days in succession, rather than a constant upward and downward movement. The
phenomenon is stronger in commodity prices. Obviously in situations like this, successive observations
exhibit heteroscedasticity i.e., variance (et) ≠ σ2 (constant) and positive autocorrelation, especially when
the time interval between successive observations is short, such as a day, week, or a month rather than a
year. Obviously, in these circumstances, the assumption of homoscedasticidity and no autocorrelation in
the ‚} , that underlies the CNLRM will not be tenable. Under such circumstances the true σ2 will be
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underestimated, which will inflate the R2. Besides, when the error terms are positively correlated, so are
the returns, then the computed var T€ underestimates the true var T€ under AR(1) scheme. Thus, OLS

estimator T€ shall no longer be efficient, i.e., minimum variance. As a consequence, hypothesis testing
cannot be legitimately applied.
Given these deviations, the detection of violations and remedial measures is called for. Most violations
hinge around that of heteroscedasticity and autocorrelation. The former can be determined with the
White’s (1980) General Heteroscedasticity Test while the latter can be established by the Durbin-Watson
(1950, 1951) d Test.

a
When the series êt2 is regressed on the time series for X_} and X_}
, the following auxiliary model is

obtained: êt2= a1+a2RFt + a3RFt2 + νt. The White’s (1980) general test assumes that in presence of
a
heteroscedasticity, the êt2, is functionally related to the X_} and X_}
. So, when the residuals are

homoscedastic a2 = a3 = 0 and êt2= a1. Once the R2 from this auxiliary equation is obtained, and under the
null hypothesis of homoscedasticity, it can be shown that the sample size (n) times this R2 is
a
a
a
asymptotically χ2 distributed i.e., nR2 asy
„ …a , and the computed value of …a † the critical …a value at a

chosen level of significance. Otherwise if the computed …aa value > the critical value of …aa , the
conclusion is that there is heteroscedasticity.
Durbin and Watson (1950, 1951) devised the most popular test to detect serial correlation, popularly
known as the Durbin-Watson d statistic, which is defined as d =
∑q• êq] Œ∑q• êq]‰Šta ∑•
q ê] ê]‰Š
q
∑•
Š ê]

and therefore d ≈ 2(1defined as |• =

∑ ê] ê]‰Š
∑ êq]

q
∑]‹•
]‹q ê] tê]‰Š
q
]‹•
∑]‹Š ê]

. Expanding, d =

. Since ∑•a êa} and ∑•a êa}t" differ in only one observation hence ∑•a êa} ≈∑•a êa}t",
∑ ê] ê]‰Š
∑ êq]

). The estimator for the correlation coefficient between the residuals can be

and thus Ž ≈ 2(1- |• ). Given that -1≤ | ≤ 1, it’s established that 0 ≤ d ≤ 4. It

implies that if there is no first-order autocorrelation, either positive or negative i.e., |• = 0, then d ≈ 2.
However, if perfect positive first-order autocorrelation exists i.e., |• = 1, d ≈ 0. On the contrary if there
exists perfect negative correlation i.e., |• = -1, d ≈ 4. Hence, the closer d is to 0 (or 4), the greater is the
statistically significant evidence of positive (or negative) serial correlation.
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If an OLS model suffers from both heteroskedasticity and autocorrelation, it is crucial to cull these
malaises, else various lacunae follow, among which the T€, especially, is no longer efficient. The course of

remedy depends on whether the | is known a-priori or has to be estimated. If | was known a-priori the

violations could have been corrected by of the transforming the OLS model into the Generalized Least
Squares (GLS) model. If the error term assumes the AR(1) scheme, then et = | et-1 + ut, and -1 < | < 1.
The OLS equation at time (t-1) is RSt-1 = a + hRFt-1 + et.

If this equation is multiplied with ρ and

deducted from the generic OLS model, the following generalized or difference expression is arrived at:
∗
∗
∗
∗
X[}
= a* + hX_}
+ ut, where a* = a (1%|), X[}
= X[} % |X[}t" , and X_}
= X_} % |X_}t" . Thus GLS is

OLS applied on a transformed CNLRM and the OLS estimators obey BLUE. R*St and R*Ft are the
difference forms of X[} and RFt.

In this difference procedure, the first observation which has no

antecedent is lost. In order to avoid the loss of one observation, the difference forms of the first
∗
observation in the spot and futures returns are recasted as: X[}

∗
X[} •1 % |a and X_}

X_} •1 % |a .

This conversion is referred to as the Prais-Winsten (1954) transformation. However, in practice | needs
to be estimated and then the OLS model can be reconstructed to mitigate these twin anomalies. The |

can be estimated from the d statistic or from regressing the residuals over (one period) lagged values.
However, these methods provide us with single estimates of |. Iterative methods provide multiple
estimates for the | by successive iterations. The Cochrane-Orcutt (1949) procedure is the most popular
among the iterative methods. The usual OLS procedure is applied to obtain the error terms and the
auxiliary regression êt = |• êt-1 + νt. (Which is the empirical counterpart of the AR(1) scheme). Once the ρ
is estimated, the GLS routine is run to estimate the generalized regression. Since it cannot be known a
priori whether the |• is the best estimate of true |, the new residuals is computed from êt* = X€ St - w•*- ĥ

X€ Ft. The new regression êt* = |•*êt-1* + wt provides the second-round estimate of |. Again, as it is known,
if this second round estimate is not the best estimate of true |, the third-round estimate is performed. The

iterations last until the successive estimates of | converge satisfactorily, with difference less than 0.01 or
0.005.
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6.

DATA ANALYSIS AND FINDINGS

Evaluation of Basis across Sample Commodities:
Potato, according to Figure 1, prices showed a mixed pattern, with greater incidence of contango over
backwardation (56.95%), with no significant difference between spot and futures prices on average. In
terms of price discovery, there was significant effect of futures prices on spot prices. But Potato spot
markets remain closed during the months of November through February. The basis lies closer to zero
during the months of July and August, the latter part of storage period. By then the inventory stocks is
likely to have receded and the next harvest was about to start. A higher convenience yield pushes the
potato futures market into backwardation.
Figure 2 shows that Cardamom is predominantly a contango market (72.23%). This implies that supply
was available for most parts of the year, although the basis during the months of June-August, in the years
2010 and 2012, displayed significant backwardation. Moreover, during 2013, Cardamom futures
exhibited chronic backwardation. These indicate scarce inventory levels.
Mentha Oil demonstrated chronic backwardation throughout the study period (Figure 3). The high
convenience yield in Mentha Oil was discussed earlier in the section V.
For the majority of the study period Guar Gum demonstrated a fairly low and stable basis. But ever since
the export demand caught traction, excessive speculation occurred, such that the basis limits breached the
circuit-breakers frequently. The Forward Markets Commission had to suspend futures trading in Guar
Gum and resume in 2013. In the initial months after resumption, futures and spot prices do not appear to
move in unison. But then, the appreciation in prices is likely to have lured many farmers to cultivate Guar
crop. This might have lead to over-supply as indicated by contango markets since August 2013 (Figure 4).
Like Potato, Turmeric too reveals a mixed pattern, but with a higher occurrence of backwardation (55%).
It appears that the width of the basis reduces to around zero, during the month of April. That apart much
useful information could not be gathered (Figure 5).
According to Figure 6, the spot markets for Chili contributed significantly to depress the hedging
opportunities that are provided by the Chili futures. Here too like in Turmeric futures the basis narrowed
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in the month of April.
FIGURE 1: Basis across Potato futures

FIGURE 2: Basis across Cardamom futures
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FIGURE 3: Basis across Mentha Oil futures

FIGURE 4: Basis across Guar Gum futures
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FIGURE 5: Basis across Turmeric futures

FIGURE 6: Basis across Chili futures
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Descriptive Statistics:
The summary statistics of the spot and futures returns across the sample commodities over a 7-day week
horizon are presented in Table 1. The table also provides the Dickey-Fuller (1979) test results.
Table 1: Descriptive Statistics of 1-Week Returns for Spot and Futures Prices
Commodity

Potato

Cardamom

Mentha Oil

Guar Gum

Turmeric

Chili
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1-Week spot price returns

Time Series
No. of Observations

1019

1834

1817

1180

1271

1534

Geometric Meana.1

0.2120

0.0011

0.1200

0.4750

0.1420

-0.0630

Maximuma.2

0.6341

0.2278

0.2601

0.3326

0.2465

0.2706

Minimuma.3

-0.8351

-0.2063

-0.2985

-0.1307

-0.2431

-0.1940

S.D.a.4

0.0808

0.0005

0.0470

0.1060

0.0530

0.0310

Skewnessb

-1.975

0.109

-0.039

-5.664

0.563

1.948

Kurtosisc

48.448

-0.428

2.721

59.403

-0.090

11.526

J-Bd

100322.629

17.572

560.945

179803.777

67.508

9460.324

DFe

-9.620

-5.565

-10.687

-10.777

-13.578

-10.354

1-Week futures price returns

Time Series
No. of Observations

1019

1834

1817

1180

1271

1534

Geometric Meana.1

0.5210

0.0011

0.0450

0.5730

0.0480

-0.0720

Maximuma.2

0.5293

0.3306

0.2494

0.3066

0.2621

0.3027

Minimuma.3

-0.9339

-0.3360

-0.2449

-0.1226

-0.4230

-0.2011

S.D.a.4

0.1000

0.0007

0.0610

0.1080

0.7770

0.5550

Skewnessb

-2.580

-0.139

-0.112

-5.471

-0.764

0.687

Kurtosisc

31.925

-0.909

2.137

53.313

1.076

0.655

J-Bd

44404.250

68.864

60.227

145630.242

185.050

148.072

DFe

-10.956

-12.913

-17.884

-9.366

-9.832

-12.958

Note: (a) The geometric means are computed for (1+RSt) and (1+RFt) series. The standard deviation metric for spot and time
series reflects the price (spot) risk, while that for the futures returns is a proxy for basis risk.

(b) The skewness statistic

measures the asymmetry where zero would indicate a symmetric distribution. (c) Figures here report the excess kurtosis which
179
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015
measures the ‘peakedness’, as compared to a normal distribution (zero kurtosis). (d) The Jarque-Bera (1980,1987) test
combines skewness and kurtosis to measure normality. For large samples (n>1000), the test statistic for J-B is distributed …22
(Bowman and Shenton, 1975). (e) The 5 percent critical Dickey-Fuller (DF) value is -3.43.

The DF tests exhibit that RSt~I(0) and RFt~I(0). The Geometric Mean (G.M.) for the spot returns is the
highest in Guar Gum. It is around 48%. This is a congenial environment for hedging. This is followed by
Commodities such as Potato, Turmeric, Cardamom, Mentha Oil and Chili that display lower spot and
futures returns (in absolute values) when compared to Guar Gum. In fact, Chili demonstrates frequent
small negative returns. Besides, the futures returns are lower than the spot returns across Mentha Oil and
Turmeric. This suggests that the futures contracts for these three commodities might not have acted as
effective hedges against market risks.
The standard deviation (S.D.) metric indicates that across all commodities the basis risk exceeds the price
risk. Thus the futures contracts for these commodities are not entirely hedge effective. Upon closer
examination, it appears that the S.D. figures in the spot price time series is highest, this time again, in case
of Guar Gum. Given that spot returns are greatest in Guar Gum; this engenders the greatest need for risk
mitigation. Also, the S.D. values for both the time series are in the closest consistency. This strongly
indicates that the Guar Gum futures is a highly effective hedging instrument. The S.D. figures for spot
and futures returns deviate discernibly from each other across Potato. This is likely to depress the efficacy
of the hedging offered by these futures. The lacuna appears to worsen in Mentha Oil and is chronic for
Turmeric and Chili.
The skewness and kurtosis outcomes for the spot and futures returns indicate that these time series across
the entire sample are not normally distributed. This is further corroborated by the J-B test statistic that
rejects the null hypothesis of normality. Thus the hedging effectiveness cannot be compared under the
Gaussian market conditions. In other words, the mean and standard deviation do not suffice to describe
the properties of spot and futures returns. An apparent exception to this phenomenon is Cardamom.
Although not normally distributed, the time-series for Cardamom approximately obeys normal
distribution.
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Returns across Guar Gum, and Potato exhibit negatively skewed distributions. The longer left tails imply
that market participants could earn small positive returns frequently, but extreme losses were highly
unlikely. These situations warranted hedging. This feature wanes in case of Mentha Oil. On the contrary,
the returns time series across Chili is positively skewed. The longer right tails indicate that participants
may have incurred frequent small losses but there were few extreme gains. This is likely to have
constrained the scope and effectiveness of hedging along these commodities. In case of Turmeric and
Cardamom, the futures returns series exhibit weak negative skeweness. Furthermore, the corresponding
spot series are positively skewed, although weak. Therefore, not as grave as in Chili, yet these symptoms
do not augur well for hedging. The excess kurtosis for either time series across most commodities is
positive. A careful perusal reveals that the Guar Gum has the highest extreme returns for both series. This
is desirable from a hedging perspective. In particular for the futures markets, when the prices vary
suddenly and sharply, it is likely that these movements accurately reflect the arrival of new information at
the market. However, this feature weakens in Potato consistent with previous metrics. The results
significantly decline across Mentha Oil, Turmeric and Cardamom. The platykurtic distribution of spot
price returns series across Cardamom and Turmeric indicate that the cash returns are fairly distributed
across the range and less clustered around the mean. The thinner tails imply that few extreme returns were
realized. This again narrows the scope for hedging. At last, Chili stands out because the kurtosis values
for spot and futures returns appear to be out of sync with each other. This further strengthens the
supposition that Chili futures contracts are not effective hedges enough.
The descriptive statistics suggests that on the one hand Guar Gum futures are the best hedging
instruments in the sample; followed by that for Potato, while on the other hand, Chili futures are the most
inferior instruments. Between these two ends lie Turmeric, Cardamom and Mentha Oil, not necessarily in
decreasing order of effectiveness.
However the above descriptive statistics can at best suggest the hedging performance of the commodity
futures and therefore the observations must be analyzed and interpreted in light of the OLS results.
Ordinary Least Square (OLS) Regression Results:
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The Table 2 illustrates the outcomes of the CNLRM procedure (discussed in preceding sections).
Table 2: Ordinary Least Square Regression Statistics over 1-Week Horizon
Commodity

Potato

Cardamom

Mentha Oil

Guar Gum

Turmeric

Chili

R2

0.5511

0.3385

0.5151

0.9174

0.4902

0.2173

p-value

0.000

0.000

0.000

0.000

0.000

0.000

standard error

0.0578

0.0570

0.0325

0.0303

0.0378

0.0282

h

0.6492

0.4091

0.5489

0.9378

0.4805

0.2677

t-statistic

35.321*

30.565*

43.912*

114.349**

34.917*

20.617*

standard error

0.0183

0.0133

0.0125

0.0082

0.0137

0.0129

12.039**

0.936

0.025

75.033**

2.008

71.503**

0.4400**

0.3891**

0.7294**

1.2170**

0.3570**

0.3489**

Observed

…2

Value
d Statistic

Note: R2 and h represent the hedging effectiveness and optimal hedge ratio. The observed value of …2 corresponds to nR2 of
the auxillary regression in the White’s (1980) General test, while the d is the test statistic in Durbin-Watson (1950, 1951) test. *
and ** denote significance at

5% and at

1% levels of significance.

The OLS estimates corroborate the intuition gathered with the summary statistics. Guar Gum
demonstrates highest hedge effectiveness among all the sample constituents. But then the results are not
impressive for Potato, Cardamom, and in fact, far from satisfactory in case of Chili. These results may
lead us to believe that the commodity futures offer significant hedging. But according to Granger and
Newbold (1974), the regression might be spurious as the R2 is greater than the d statistic. In addition,
across Potato, Guar Gum and Chili, the observed χ2 test statistic is greater than the critical value of χ2(0.01,1)
( = 6.635), which evidences heteroscedastcity. Moreover, the d statistic is considerably less than 2 and
close to zero. This strongly suggests the presence of positive autocorrelation among the residuals. This is
consistent with the fact that futures and spot prices, and thereby returns; move successively either upward
or downward over extended periods rather than a sinusoidal movement. Given these aberrations, the R2
182
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

and T€ values are misleading.
It is pertinent to mention that as the correlation is strong enough, it was possible to devise trading
strategies to profit from this inertia tendency. For instance, speculators could have earned profit in the
next price rise if they had bought futures immediately after a price rise. Accordingly, the Cochrane-Orcutt
(1949) procedure was applied on the both the spot and futures time-series, across the entire sample space.
Table 3 reports the OLS results corrected for the violations that deny the BLUE properties to the MVRH.
Table 3: OLS Regression Statistics over 1-Week Horizon after Cochrane-Orcutt Iterations
Commodity

Potato

Cardamom

Mentha Oil

Guar Gum

Turmeric

Chili

1019

1834

1817

1180

1271

1534

R2

0.4332

0.1298.

0.1160

0.9318

0.2821

0.0528

p-value

0.000

0.000

0.000

0.000

0.000

0.000

standard error

0.035801

0.022643

0.020450

0.027922

0.019867

0.014795

h

0.5136

0.1953

0.1535

0.9393

0.2795

0.1060

t-statistic

27.86*

16.50*

15.35*

88.14**

22.33*

9.25

standard error

0.018432

0.011831

0.000480

0.010656

0.012518

0.011466

0.4243

0.0000

1.4625

0.0000

0.0000

0.0000

2.0000

1.9995

1.9990

2.0001

1.9971

2.0029

No.

of

Observations

Observed

…2

Value
d Statistic

Note: R2 and h represent the hedging effectiveness and optimal hedge ratio. The observed value of …2 corresponds to nR2 of
the auxillary regression in the White’s (1980) General test, while the d is the test statistic in Durbin-Watson (1950, 1951) test. *
and ** denote significance at

5% and at

1% levels of significance.

Guar Gum still exhibits the highest hedge effectiveness (HE) and OHR, while Chili manifests the worse.
The HE and OHR values depress across the remainder sample space. The decline is steepest in case of
Mentha Oil and steep across Turmeric and Chili. Simply put, the results are far from satisfactory in case
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of Potato, Cardamom, and Turmeric and poor in case of Mentha Oil and Chili.

7.

CONCLUSION

The central question in agricultural futures markets is why hedging outcomes realized from futures trade
dissatisfactory despite the benefits heralded in theoretical literature. This paper employs time series
analysis to measure the hedging benefits of the commodity futures in the Indian markets. The empirical
findings obtained are consistent with the stylized traits of financial time series, and are adequate in most
statistical tests in the end. This study on the time series, for spot and futures returns, reveals that the basic
descriptive statistics, otherwise considered crude and unsophisticated, could fairly predict the hedging
ability of the sample commodity futures. These indications, however, have to be ascertained further with
superior econometric techniques. The results display that the OLS framework is not robust enough to
provide best estimates for the hedging process. The assumptions that underlie the CNLM, and render the
ĥ as BLUE, are violated. The R2 estimates also get inflated in most cases. The estimates for the hedging
performances of most agricultural commodities futures are far from satisfactory. Moreover, the estimates
vary considerably across the sample space.
There may be various deficiencies that suppress the potential hedging benefits of the agricultural futures.
A perusal of the Indian futures markets shall reveal that contracts specifications are highly rigid and do
not accommodate wide varieties of the same commodity. This leads to multiple contracts for different
grades of one commodity. Besides, transaction costs and lot sizes are high to discourage hedger
participation. These lacunae disintegrate the trade volumes; render contracts thin that ultimately sap the
liquidity from the futures trade. However, the issues in the ready markets may be substantive. Warehouse
receipts may not reliable. The grade of commodity in demand and supply need not be the same.
Furthermore, many decades of government intervention into the commodity spot and futures markets
distorts prices and significantly prohibits effective hedging. The government controls the physical storage
of commodities and supply in the cash markets. It can suspend futures trade in a commodity.
The plausible reform measures include standardization of futures contracts, lower transaction costs, and
aggregator models. The futures trade mechanism can emerge as a credible substitute to government
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intervention. To establish these hypotheses requires further studies. We leave that as a research program in
the future. At this point, we can only suggest that market participants rather give due consideration to the
forces that exist in the ready markets and are specific to a commodity and not rely solely on systemic
factors to judge the variation in the returns. For instance, Chili spot markets remain closed during the
summer season. On the one hand, the spot prices for Guar Gum, whose futures demonstrates excellent
hedging performance, has no MSP, at the least, whereas the same cannot be said for commodities like
Potato. It is also highly perishable. The above findings may be viewed with caution since results may vary
for different samples, time periods and estimation methods.
The study has two major limitations. First, the ĥ is a time-constant OHR rather than a time-varying hedge
ratio. Second, the paper assumes that the hedging decision would follow the production decision. In
reality, often the producer targets his profit from operations and thus benchmarks the amount that has to
be ring-fenced, before the production commences.
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Abstract
Spirituality is the process of individual life, meaning, the purpose, that affects individuals in a company.
Spirituality and play important roles in the decision-making behavior change, understand the relationship
between the personal, increase a person in a sense of responsibility of togetherness in the company.
Companies must be able to perform in positioning spiritual as an expression, manifested in various forms
and produce benefits like the performance of work, better,improving the quality products and services,
and the satisfaction of working. Away to the company must be capable of being and focused on the
implications of spirituality for conduct of employees and the company, give attention to the relationship
between spirituality and the personality of someone in a company.
Keywords: capital spirituality, spirituality, business organizations
Introduction
The development of spirituality important role of introduction to the behavior of human resources
(Choerudin, 2014a). Developed on spirituality at this time to improve the integrity of the company
employees and loyalty. Due to the development of the spirituality, the spiritual that improves many
employees at work as a way to increase morale and loyalty (Ashmos & Duchon, 2000). Spirituality is the
process of individual life, meaning , the purpose , that affects individuals in a company (King, 2007).
Spirituality important role in decision-making and changes of behavior, to understand the relationship
between the personal, to increase the togetherness in the responsibility of someone in a corporation
(Koenig, 2000; Choerudin, 2014a).
Iannaccone (1990) explained that someone

has to be knowledge able and spirituality a feeling they need

by others. Mitroff & Denton (1999) explained spirituality that a relationship is a feeling.

Stark & Finke

(2000) showed spirituality that provide the role of the social relationship between employees. Social
relations will provide an awareness to the work of identifying inner aspect internally and externally to
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achieve effective company (Podaskoff, MacKenzie, Paine & Bachrach, 2000; Choerudin, 2014b;
Choerudin, Haryono & Cholil, 2014).

The theory of spirituality capital
Spirituality in someone will involve process of constructing and maintaining relations with the gods
themselves, and as special forms of energy in the work to do the act (Dehler & Welsh, 1994). The state
of being so that makes spirituality as a fundamental feeling connected in ourselves, other people and the
entire universe (Mitroff & Denton, 1999). The concept of spirituality in the individual role in the context
of employment and social (Ashmos & Duchon, 2000; Choerudin, 2014b). The concept of the
distinguished between spirituality and religiousness is the role of spirituality as the role of private and
inclusive, while religiousness as the role of which are external and exclusive (Mohamed, Hassan &
Wisnieski, 2001).
Table 1: Definition of spirituality
Researchers

Definition

Maslow (1969)
Stallwood

&

Spirituality is transcedental including the extremes, like the happy.
Stoll Spirituality is recognition of the existence of self and strengthen the

(1975)

harmony and peace.

Watson (1985)

Spirituality is kind of energy producing transcendence of
individuals.

Trice (1990)

Spirituality is transcendence perception of self and the meaning of
life.

Skolimowski (1992)

Spirituality is a major essence of life and meaning.

Hawley (1993)

Spirituality is a transcendence of spirituality and faith and the
values of or relating to meaning.

Ross (1995)

Spirituality is concerned with anticipation, will and live; and it
involves the relationship between the heart, the universe, and
transcendence away.

Kellehear (2000)

Spirituality is a meaning and spirituality of the essence.

Smutny (2001)

Spirituality is a kind of self transcendence, that explain the
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relationship between yourself and the universe.
Pava (2003)

Spirituality is a feeling of looking for meaning and purpose of life.

Spirituality based on some of the definition of above can be taken a conclusion as transcendence yourself
as a person inner energy to strengthen and connecting beliefs and values of the meaning of life in
achieving the objective, harmony and expectations of life involving relations with the inner and the
universe including experience extreme, like the feeling excited someone.

Spirituality in business organizations
Spirituality is some way associated with the emotions or behavior and attitude of a specific individual
(Tischler, Biberman & McKeage, 2002). A spiritual meaning to be an open, giving of thanks. In born
human spirituality is the need to deal with something that is larger than a man. It is a process of
spirituality in the life of an individual, of meaning and objectives, it's an impact on other individuals and
environmental organization (King, 2007).
As an understanding of spirituality in the company employees about the meaning of life of deep to
understand the work more meaningful and adapt in the context of community work (Ashmos & Duchon,
2000). Someone who has high working in place of spirituality, it will be able to control emotional himself,
controlling the feeling that leads him not to do things that have a spirituality that someone capable of
carrying himself in the environment and his company.

In

addition, someone who have a spirituality

will can bring themselves in the company and what is done in accordance with work ethics.
Spirituality having 3 components: (1) the life of deep, (2) the inner life, meaningful jobs and (3) the
community as well as emphasized that spirituality in place of work is not about religion, although
employees sometimes express a religious belief in a workplace (Ashmos & Duchon, 2000).Tischler et al.
(2002) explaindes there were 4

competence obtained from spirituality that develops:
Table 2: Competence of spirituality

Competence

Definition

Personal awareness

that is how someone set himself, self-awareness, emotional
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self-awareness,

self

assessment

positive,

the

price

of

self,

independent, support themselves, the competence of the time and
actual self .
Personal skill

that is capable of being independent, flexible, adaptable and show the
performances of good work.

Social awareness

that is social demonstrate the attitude of a positive empathy and
altruism.

Social skill

that is having a good relationship with friend from work and a
superior, demonstrate the attitude of open to other people capable of
being worked same the introduction of the good against positive
value, either in response to criticisms.

A person with spirituality that develops will have 4 competence. For example on the side of awareness of
personal and social awareness someone who shows spiritual good attitude restraint, have a sense of social
a positive empathy, and showing great altruism as well as tending to feel they are more satisfied with his
work. On the side of personal and social skills someone will be more adapted to workplace, and
understand the importance of the the relationship between employees good colleague, subordinate and a
superior work.
Dyson (2007) explain 3 factors that deals with spirituality which are (1) yourself as the soul a person
power and soul it is of fundamental, spirituality exploration and as a person relationship with another,
related to the importance of with oneself, (2) the need to become a member of the community and
interconnected has long been recognized as part of basic human and experience and (3) the lord as an
understanding of the lord and human relations with the lord traditionally understood within the
framework of religious life. The lord is conceived of as the power uniting, the principle of life or the
nature of life.
Spirituality within the framework of the cultural values was a transcendent experience that encourage
employees in the process of working, facilitate the connected with others as well as provide a complete
and happy (Giacalone & Jurkiewicz, 2003). Neck & Milliman (1994) suggest that job was about
spirituality in the express desire of looking for purpose and meaning to life and it is a process of turning
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the unity of the values of a person who is held by one. Giacalone & Jurkiewicz (2003) stated that there
were

4

component of spirituality in a job as follows:
Table 3: Component of spirituality in the job
Component

First, covering the values of individual virtue, generativitas, humanity, integrity, justice,
mutuality, acceptanc, respect, the responsibility and trust.
Second, transcendent experience that is about how individuals feel make a difference
through the service for others, in doing so these individuals feel meaning and purpose in his
life.
Third, a sense of connected, covering a feeling of understood, valued obtained through
social interaction and through membership.
Fourth, a feeling and happy, individual feel that his work can make it feel connected to
something more large, something as important to his private life and brings joy for
themselves.

Spirituality will produce positive things for workers and companies. Spirituality in the work of a man
gonna make employee feel meaning to life (Litzsey, 2003). The employees will be complete as persons
and would give benefits, the performance of the company high morale and reducing the level of an
absentee. Spirituality gonna make employee more effectually at work, for employees who saw a job as a
tool for raising spirituality show business is better than the employees who see it as a means to gain
money. Usefulness spirituality influence thereby creating positive ethical effectiveness and efficiency of
the company in order to improve competitiveness company.

The role of spirituality
In the lives of one's spirituality has

2 important elements: (1) self transcendence as a manifestation of

destiny, and (2) the belief that human activities have meaning and value beyond the economic benefits on
someone's feelings (Fry, 2003). A feeling of transcendence from the higher absolute power means
fostering the development of a certain value, including vision (goals, ideals and reflection encourage the
hope), sincere (forgiveness, kindness, integrity, empathy, honesty, patience, courage, confidence, and
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humility), and faith (endurance, perseverance and triumph).
Spirituality is spiritual values, honesty, truth, trust, humility, forgiveness, compassion, gratitude, peace
and service, as well as the importance of reaching the goals to develop and grow in a modern company
(Kriger & Hanson, 1999). The embodiment of spirituality as an expression of a sense of self through
spiritual values (integrity, trust, influence, ethical communication, honesty and humility) and spiritual
behavior (respect, expressed concern, listening, appreciating the responsively contributions of others, and
engage in spiritual practice) (Reave, 2005).
Someone's beliefs is a spirituality that doesn't have to be limited by the doctrine of one particular faith or
religion (Yukl, 2010).

The value and capital spirituality in the company has increasingly considered

important by managers, executive and employees to interact in the company, between a superior
employees, customers and community (Dehler & Welsh, 1994; Ashmos & Duchon, 2000).
Capital spirituality this is a phenomenon company that influence the behavior of employees and the
organization behaves as well as can be roused changes in company or organizations. The role of between
spirituality, the performance of managerial,

and behavior of work, will be mutually related as well as

influential in the job performance and job satisfaction individual workspace in a company (Mohamed et
al., 2001; Choerudin et al., 2014). The company will get to be most successful if the needs of employees
have been met and of every employee able to express spirituality in his work on productivity work.
Behavior an employee in the company is based on spirituality, experience and human behavior as an
expression individual (Mitroff & Denton, 1999).

Conclusion
On the expression of spirituality paradigm embody the concept of individual high spirituality, responsible
for stakeholders and opened the way business to take a step change in the evolution of value-based
spiritually-based company to company. The companies must be able to perform in positioning spiritual as
an expression , manifested in various forms and produce benefits like the job performance, better,
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improving the quality products and services, and the satisfaction of working.
Away to the company must be capable of being and focused on the implications of

paradigm of

spirituality in the workplace is a fundamental concept in conceptual analysis, which requires
measurement and clarification of variable influence within the company.

Spirituality for conduct of

employees and the company as well as give attention to the relationship between spirituality and the
personality of someone in a company.
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Abstract
Mobile learning in Jordanian universities still in its infancy; adoption and implementation of M-learning are significant issues
for universities. Most of Jordanian universities already have a free wi-fi almost everywhere on campus as well, but still using
mobile phone among students for learning process low. Moreover, this study will focus on increase the number of students who
will use M-learning especially with higher education students by using TAM model.
Although the TAM is applicable to various technologies, constructs in the TAM must be extended by incorporating additional
factors. These additional factors depend on the target technology, users, and the context. In order on increase the number of
students who will use M-learning especially with higher education students. Moreover, the proposed research model will adopt
Technology Acceptance Model of Davis (1989); in addition to replacing the external variables by System Quality, Information
Quality based on the original Information System Success Model by McLean & DeLone .
Finally, the results will provide valuable implications for ways to increase college students’ acceptance of mobile learning
especially with higher education students based on TAM model.
Keywords — TAM Model, Mobile Readiness (MR), Quality Factors (QF)

INTRODUCTION
According to (J. Wang, 2009) ,With the development of digital technique, the upgrade of mobile devices rate, the drop in
the price of mobile devices , the improvement in the computing performance and storage capacity of the handheld mobile
devices (such as cell phones, PDA, etc.), and increase in the number of mobile devices led researchers to focus on using these
devices as a medium of learning (Koszalka & Ntloedibeâ€گKuswani, 2010).These mobile devices integrate a series of features
and capabilities such as making phone calls, recording audio/video, capturing pictures, storing data, the use of Short Message
Services (SMS), Wi-Fi, GPS, and accessing the Internet (Wolf, 2012). All of these functionalities can be used in various learning
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environments (MacCallum & Jeffrey, 2009).

While e-learning is mostly dependent upon desktop personal computing (PC) technology, m-learning is dependent upon
mobile device (Orr, 2010). According to (Vuksanovic, Zovko-Cihlar, & Boras, 2007) , M-learning has many Advantages in
comparison to e-Learning are : (1) Mobile devices can be used at any time (2) Mostly they are cheaper than desktop personal
computing (PC) (Mtega, Bernard, Msungu, & Sanare, 2012; Traxler, 2013) (3) Smaller and easier than desktop personal
computing (PC) (4) Using GPS technology m-Learning enables education regardless to location(5) e-learning took learning
away from the classroom, then m-learning is taking learning away from a fixed location (Cmuk, 2007). Moreover M-learning
is considered as the next form of e-learning using mobile technologies to enable teachers and learners to conduct their learning
process anywhere and anytime (Alzaza & Yaakub, 2011; Elmorshidy, 2013).
However, M-learning can significantly compliment e-learning by creating an additional channel of access for mobile users
with mobile devices such as hand phones, PDAs, and pocket PCs (Goh & Kinshuk, 2006). It should be emphasized that
m-learning is not just e-learning with mobile devise usage (Vuksanovic, et al., 2007). M-learning creates new learning model
environment in which students can access content whenever needed and wherever, where content they are accessing is dynamic
and flexible depending on location and time(S. Y. Park, M. W. Nam, & S. B. Cha, 2012). Mobile devices in educational context
allow students to have mobile access to academic email (Zhang, Xu, Hu, & Zhuang, 2012), library staff (Shadle, Perkins,
Lincoln, Humphrey, & Landrum, 2013), podcasts(Williams & Bearman, 2012), videos (Roschelle & Sharples, 2010),Internet
information resources (Liaw, Hatala, & Huang, 2010), course documents (Hewagamage, Wickramasinghe, & Jayatilaka, 2012),
and peer collaboration on projects(Cochrane & Bateman, 2010). Moreover mobile phones play an vital role in improving the
educational processes as well as the way of

teaching and learning processes (Mateo-Sanz, 2013; Paige, 2013; Traxler, 2013)

Despite these advantages there few limitations too which makes m-learning not suitable for learning process. However, The
first of them is concerning with the limitations that these devices have in features when compared with laptop and desktop
computers(Cheon, Lee, Crooks, & Song, 2012; Coursaris & Kim, 2011; Haag, 2011; Huang, Kuo, Lin, & Cheng, 2008; Y. Liu,
Li, & Carlsson, 2010; Lowenthal, 2010),naming the screen size, performance and memory space among others (Gil de la Iglesia,
2012).Supporting efficient data access in the mobile learning environment is becoming a hot research problem in recent years,
and the problem becomes tougher when the clients are using mobile devices (Elmorshidy, 2013). These challenges mean that
adapting existing E-learning services to M-learning is not an easy work, and that users may be inclined to not accept
m-learning (Y. گ. Wang, Wu, & Wang, 2009). In addition, adoption and implementation of M-learning are significant issues for
universities (Yadegaridehkordi & Iahad, 2012).Moreover, This study will focus on increase the number of students who will
use M-learning especially with higher education students by using “influences on m-learning” as a dependent variable and will
explore mobile readiness as independent variables based on TAM model. Finally, the outcomes of this study are likely to be
useful for the developers and designers of M-learning; to increase number of higher education students who will use mobile
device in learning.

Mobile device and internet in Jordan
According to Ministry of Communications and Information Technology in collaboration with the Department of
Statistics Survey reported that the use of information and communications technology in the home in 2013 for which rise in the
proportion of Households that have Internet available in homes where amounted to about 57% compared with 47% in 2012,
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which shows the evolution in the levels of competition taking place in the Internet market, which led to the increase Rates of
broadband internet penetration in all regions of the Kingdom. The results of the survey showed that Internet service via mobile
phone Presentation Ad-scale Mobile Broadband is the most commonly used method to connect to the Internet, reaching nearly
78%, followed by communication service Wap GPRS through and amounted to about 27%, followed by third place Wi max
10.4%(MCIT, 2014).According to IT department in Amman University College, there is free wi-fi almost everywhere on
campus as well, but it is usually very slow and frequently unreliable due to the amount of users.

Problem statement
The lack of a full understanding of students’ needs and attitudes towards M-learning especially the content of mobile device
was the main reason to fail the previous studies

; Personal attitudes are a major factor to affect

individual usage of

information technology (Liaw, Huang, & Chen, 2007). In other words, understanding students’ attitude toward m-learning
facilitates the creation of appropriate m-learning environments for teaching and learning (Sánchez-Franco, Martínez-López, &
Martín-Velicia, 2009).

According to (Ting, 2007) to make M-learning accepted by wide audiences must be robust and be of high quality ;
therefore, this study will focus on mobile readiness as a main factor because the quality of the m-learning is related to the
limitations of mobile devices (Cheon, et al., 2012; Coursaris & Kim, 2011; Haag, 2011; Huang, et al., 2008; Y. Liu, et al., 2010;
Lowenthal, 2010) .

According to (Ting, 2007) to make M-learning accepted by wide audiences must be robust and be of high quality ; therefore,
this study will focus on mobile readiness as a main factor because the quality of the m-learning is related to the limitations of
mobile devices (Cheon, et al., 2012; Coursaris & Kim, 2011; Haag, 2011; Huang, et al., 2008; Y. Liu, et al., 2010; Lowenthal,
2010) based on TAM model.

Literature review
1.

TECHNOLOGY ACCEPTANCE MODEL (TAM)

The first Technology Acceptance Model (TAM) was Updated by Davis based on the "Theory of Reasoned Action" and "Theory
of Planned Behavior" (Ajzen & Fishbein, 1975).based on Fig.1, the actual use is determined by a users’ behavioural intention
of use. The users’ behavioural intention of use is determined by attitude to use, and perceived usefulness. The users’ attitude is
determined by perceived usefulness and perceived ease of use. Finally, perceived ease of use affects perceived usefulness, which
also mediates the effect of perceived ease of use on attitude to use (Davis, Bagozzi, & Warshaw, 1989).Furthermore, TAM
assumed that some external variables affect perceived usefulness and perceived ease of use, which also mediate the effect of
external variables on attitude to use.
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Fig.1. Technology acceptance model by Davis based on the original model (Davis, et al., 1989)

2.

RELATED STUDIES (TAM MODEL AND M-LEARNING)

The Technology Acceptance Model focuses on the process of using technology (I.-F. Liu, Chen, Sun, Wible, & Kuo,
2010). The model has been employed in many information technology and information system areas such as e-learning (S.-H.
Liu, Liao, & Pratt, 2009) , World-Wide-Web (Moon & Kim, 2001; Pavon & Brown, 2010) , online auctions (Yousafzai &
Yani-de-Soriano, 2012), Radio Frequency Identification (RFID) (M¼أller-Seitz, Dautzenberg, Creusen, & Stromereder, 2009),
e-portfolio systems(Chen, Chang, Chen, Huang, & Chen, 2012; Shroff, Deneen, & Ng, 2011), wireless LAN (Anderson &
Schwager, 2004), E-government (Chooprayoon, 2012), E-commerce (Chooprayoon, 2012),internet banking (Yousafzai &
Yani-de-Soriano, 2012),and mobile learning(Lai, Chang, Wenâ€گShiane, Fan, & Wu, 2013; S. Y. Park, M. گ. Nam, & S. گ.
Cha, 2012; Yamakawa, Delgado, Dأaz, Garayar, & Laguna, 2013) . All previous research papers show that TAM model can
efficiently expect the adoption about information technology and systems. Moreover, the proposed research model will adopt
Technology Acceptance Model of Davis (1989) as a theoretical model.

According to (Ismail, Mohammed Idrus, & Mohd Johari, 2010)

the factors that influence the students’ adoption to use

m-Learning learning via Short Message Service (SMS-learning) in the distance learning in Malaysia (USM) are examined
by adding usability as external factor. The survey was constructed using a questionnaire for (105) students from management
and sciences disciplines. Results indicated that the usability of the system contributed to be effectiveness in assisting the students
with their study. Respondents agree that SMS-learning is easy, effective and useful to help them study

.
a survey was conducted by (Iqbal & Qureshi, 2012) In Pakistan to find out students’ perceptions about m-learning
adoption by using facilitating conditions, perceived playfulness, and Social influence as external variables on TAM model. A
survey was conducted among the students of 10 chartered universities operating in the twin cities of Rawalpindi and Islamabad
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in Pakistan. The results indicated that perceived usefulness, ease of use, and facilitating conditions significantly affect the
students’ intention to adopt m-learning, whereas perceived playfulness is found to have a less influence. Social influence is
found to have a negative impact on adoption of m-learning.

Based on (Chang, Yan, & Tseng, 2012) ,TAM model was extended with perceived convenience as an external variable to
examine the effect of perceived usefulness On students’ attitude to use mobile in English learning. A survey was conducted
among 158 college students from the middle part of Taiwan. The results revealed that: (a) Perceived convenience, perceived ease
of use and perceived usefulness were antecedent factors that affected acceptance of English mobile learning; b) perceived
convenience, perceived ease of use and perceived usefulness had a significantly positive effect on attitude toward using; and c)
perceived usefulness and attitude toward using had a significantly positive effect on continuance of intention to use.

In Jordan (Jaradat, 2011) Conducted a study on an extended technology acceptance model to explore the factors that affect
intention to mobile learning (M-learning). This study aims to explore the utilization of mobile phones in the educational
environment and investigate students' expectations and intentions towards M-learning in Jordan. The proposed model was
empirically tested using data collected from a survey containing 21 questions. The researcher used (380) questionnaires that
were distributed randomly. The researcher found that all variables significantly affected users' behavioural intention except trust.
Among them, the perceived ease of use had the most significant influence.

The adoption of mobile learning is not the same in all countries due to the level of awareness of the technology, availability
of infrastructure, the expertise in the new technology and the willingness of the users to implement and use the technology
(Osang, Tsuma, & Ngole, 2013). According to prior studies the researchers are agreed with (1) User's attitude is perceived to
be an important factor which influences the use of new technology (Davis, et al., 1989). (2) Perceived ease of use and
perceived usefulness are the important determinants for an individual’s acceptance and usage on mobile learning system (Davis,
et al., 1989). Moreover, based on TAM model I will explore Mobile Readiness and Quality Factor as external variables to find
the effect of external variables on students’ attitude to use M-learning for higher education students by using Perceived Ease of
Use, and Perceived Usefulness as internal beliefs in TAM model.

Theoretical framework
Davis (1989) has found

PU and PEOU positively influence an individual’s attitude towards using a new technology,

which in turn influences his or her behavioral intention to use it. Finally, intention is positively related to the actual use. TAM
also predicts that PEOU influences PU as well as PEOU and PU will be related with external variables. Moreover, the proposed
research model will adopt Technology Acceptance Model of Davis (1989); in addition to replacing the external variables by
System Quality, Information Quality based on the original Information System Success Model by McLean & DeLone .
Based on figure 2 the proposed research model will explore that the system quality, information quality of the Mobile
Learning technology will affect its students’ usefulness and ease of use. The proposed research model will investigate the
perceived usefulness and perceived ease of use will affect on the attitude to use m-learning. The proposed research model will
explore the attitude towards using mobile learning will affect the Intention to Use Mobile Learning.
Finally, the proposed research model will examine relationships between these determinants and their influence on mobile
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learning. The mobile learning at Jordanian Universities is still at an early stage and limited adoption it; in this proposed research
model, the influence on mobile learning will be examined by attitude to use rather than actual use. The most of these universities
started to follow mobile learning by allowing Students to access and navigate the university portal through using smart phone
that will provide them quick access and easy navigate anytime and anywhere. The proposed model is illustrated in Fig. 2.

H1

Quality factors
Information
Quality

H7

Perceived
Usefulness
H5

H3

Mobile
Readiness

System
Quality

Attitude
To Use M-learning

H2

Intention to Use
Mobile Learning

H4
H6

H8

Perceived
Ease of Use

H9

Fig.2. research model based on TAM model

MAIN RESEARCH HYPOTHESES:
Students are the centre of the educational process. So it is necessary to identify their attitudes towards using mobile phones
in education. Hence the problem of the study is to identify the attitudes of the higher education students at Jordanian universities
toward mobile phone usage in education and to identify the effect of the variables on their attitudes to adopt mobile device in
learning based on TAM model.
Although the TAM is applicable to various technologies, constructs in the TAM must be extended by incorporating
additional factors. These additional factors depend on the target technology, users, and the context. Therefore, this study will
extend TAM model with external variables (System Quality, Information Quality, and Mobile Readiness). Moreover, this
research will examine the following seven factors: perceived usefulness, perceived ease of use, Attitude to Use, System Quality,
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Information Quality, Mobile Readiness, and Intention to Use Mobile Learning.

THE RESEARCH QUESTIONS WILL BE AS FOLLOWING:
•

To what extend does the independent variables (perceived usefulness, perceived ease of use, Attitude to Use,
System Quality, Information Quality, Mobile Readiness, and Perceived Interaction) affect the dependent variable
(Intention to Use Mobile Learning)?

•

What are the factors that significantly influence students’ attitude of using the Mobile learning?

•

What are the relationships between these factors (examine all of the nine hypotheses)?

A. Perceived usefulness (PU)
Perceived Usefulness was defined as the extent to which a person believes that using a system would enhance his or her job
performance and effectiveness(Davis, et al., 1989). Moreover, in this study Perceived usefulness will be defined as "the degree
to which students believe that M-learning would enhance their learning performance". This study will investigate perceived
usefulness to determine the students’ attitude to use mobile device in learning.

B. Perceived ease of use (PEOU)
Perceived Ease of Use was defined as the extent to which a person believes that using a system would be free of mental
effort(Davis, et al., 1989). Moreover, in this study Perceived ease of use the degree to which a student believes that using
M-learning would be free from effort. This study will investigate perceived ease of use to determine the students’ attitude to use
mobile device in learning.

C. Attitude to Use (AU)
According to TAM paradigm attitude is defined as “an individual’s positive or negative feelings about performing the target
behavior”. Personal attitudes are a major factor to affect individual usage of information technology (Davis, et al., 1989). TAM
model is defined as a mediating affective response between usefulness and ease of use beliefs (Davis, et al., 1989). consequently,
the greater perceived ease of use and perceived usefulness of a particular system, the more likely an end-users will have a
positive attitude toward using it (Davis, et al., 1989).Moreover, users’ beliefs and attitudes play a crucial role in accepting or
rejecting information technology. In this study I will explore Attitude toward use to determine “Intention to Use Mobile
Learning”.

D. Mobile Readiness (MR)
The Users’ acceptance of new information technology such as m-learning can be affected by the features of the technology,
targeted users , and the environment (Moon & Kim, 2001). Moreover, the use of technology alone for learning is insufficient to
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ensure success in knowledge acquisition (Wagner, 2005); We also need to consider other important factors such as mobile’s
readiness. Technology readiness definition as the propensity to embrace and use new technologies for accomplishing goals in
home life and at work (Parasuraman, 2000). Depending on Technology readiness definition, mobile readiness in learning process
can be defined as propensity to embrace and use mobile device for accomplishing goals in learning. Earlier research on the use
of mobile phones in delivery of educational content was restricted to the features available on mobile phones (Nordin, Embi, &
Yusof). This study will examine whether the influence of m-learning will increase or not based on mobile readiness among
students in higher education students.

Moreover, in this research will investigate the effect of mobile’s readiness on

m-learning.

•

Information system success model (Quality Factors)

Identifying the factors to determine the success of information systems was very hard. DeLone and McLean after reviewed
the existing definitions of IS success and their related measures; they have published paper with title “Information Systems
Success: The quest for the dependent variable” and proposed the first Information System Success Model (ISSM) to
evaluate the success of information systems at an organizational level (DeLone & McLean, 1992). DeLone and McLean (1992)
identify six dimensions for the success of information systems in an organization: system quality, information quality, use, user
satisfaction, individual impact, and organizational impact

System

as below in figure 3.

Use

Quality

Information
Quality

Individual

Organizational

Impact

impact

User
satisfaction

Fig.3. DeLone and McLean IS success model (DeLone & McLean, 1992)

The model can be interpreted as follows: a system can be evaluated by information quality and system quality; these
characteristics affect the use and the user satisfaction. Use and user satisfaction affect individual impact and finally
organizational impact will be affected by organizational impact positively or negatively.

E. System Quality (SQ)
According to (DeLone & McLean, 1992), one of the most considered dimensions of IS success is system quality. System
quality refers to “the performance measures of the information processing system itself” (DeLone & McLean, 1992). System
quality has been measured in many different ways in the IS literature such as convenience of access, flexibility of system,
integration of system, response time (Bailey & Pearson, 1983); reliability, response time, ease of use, ease of learning (Belardo,
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Karwan, & Wallace, 1982).

F. Information Quality (IQ)
According to (DeLone & McLean, 1992), information quality refers to the quality of the information the system output.
Information quality has been measured in many different ways. According to (Bailey & Pearson, 1983) measured information
quality by asking if the output of the system is accurate, precise, current, timely, reliable, complete, concise, relevant, and in a
preferred format.

(Davis, et al., 1989) suggested that information quality affects usage as an external factor through the principle of perceived
Usefulness; also, system quality affects usage as an external factor through Ease of Use and Usefulness. Moreover, Information
Quality and System Quality can be used to evaluate Information System (IS) successful; Mobile learning can be considered a
type of information system. Consequently, System and information quality are very important elements of mobile learning
system. Besides, in this research will investigate the effect of Information Quality and System Quality on m-learning as external
variables on TAM model.

Methods
The study is considered to be an analytical descriptive study in order to examine the relationship between variables .A
questionnaire will be designed in order to explore the influence on m-learning adoption. Multiple regressions analysis will be
conducted to extract betas coefficients and to use them as raw data for path analysis to extract causal coefficients in order to test
the relationship. The population and sampling will be the Universities of Jordanian’s students in higher education.

Methods :
1. Correlation Analysis.
2. Multiple Regressions.
3. Factor Analysis.
4. Reliability analysis.
5. Stepwise analysis.

Conclusion
This study will propose a new model for m-learning in a university environment; to identify and investigate the factors that
affecting on students ‘attitude to use M-learning within the context of higher education to find the Intention to Use Mobile
Learning. Also investigate how these factors can shape students' attitude to use mobile learning .In order to find the factors that
influence on m-learning adoption, in this study will adopt TAM model as a theoretical framework and extending this model with
one external variable to propose new model. A questionnaire survey will be adopted based to collect required data. The results of
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data analysis will guide this study to find which of the following independent variables has a more significant effect on
dependent variable (Intention to Use Mobile Learning).Finally, the results will provide valuable implications for ways to
increase college students’ acceptance of mobile learning especially with higher education students based on TAM model.
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Abstract
This study develops a framework for determinant of level of risk (called risk mapping) for
manufacturing firms. The study also apply framework and analyse it specifically in manufacturing
process. Drawing on in-depth analysis of manufacturing process of product, risk level is determined in
small scale firm in Pakistan. Furthermore study also provide basis for determining the risk during every
activity in process. The level of risk is identifies with a combination of four dimensions: “probability”
“complexity” “events” and “outcomes”. By analysing the risk definitions, dimensions and scope, a
parsimonious and comprehensive definition of risk is developed which further evolve into framework of
risk. As a result, we can analyse risk in process, events and system. Finally, study highlighted the different
type of risk faced by workers.
Key Words: Risk, Risk management, Probability, Impact, Complexity, Event, Risk Assessment and Risk
Mapping Framework.
1. INTRODUCTION
Risk is everywhere; the omnipresent is mostly from unpredictable events. The techniques for
identifying and managing it becoming the core concern in management. No doubt that we don’t have
controlled over the events but we can minimize the negative impact. Firms all over the world
continuously developing and applying techniques and frameworks for determining the severity of risk and
the likelihood of risk. Organizations are keen to determine the level of risk associated with different
events and processes which leads firm to apply different controls i.e., detective (tolerate), corrective
(treat), directive(transfer) and preventive (terminate). Analysing the scope and breadth of risk controls and
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selecting the best fit in different situation is the core concern of management. Responding to risk offers
numerous advantages for employees and firms. The innumerable companies determine the level of risk
from low to high on the basis of two dimensions i.e. probability or likelihood of happing any event vs
impact or consequences. The complexity of an event and degree of stability of an event is completely
ignored in theory and practice. The study develops our understanding that aforementioned two
dimensions are also keys to induce the level of risk of any event.
No doubt risks are often because of uncertainty. Sometimes, risks crop up from personal actions
and decisions that we take. In any case, the response to risk is necessary. The responses to risks are
sometimes spontaneously by avoiding those risks. However some risks required intentionally responses
because of mandatory required by law and limited availability of resources to tolerate. Type of control
that firms apply will depends on the balance between the available resources and degree of risk. The
purpose of the study is to extend our understanding for determining the level of risk. By determining the
degree of risk, firms better able to control and manage those risks.
According to Wahlstrom (2006) (as cited by Hemrit and Arab, 2013), few managers preferred to
know about the antecedents of risk, in fact it is tough. It is important to understand the basic reasons of
operational risk events. After identification of reasons, firms can control it in future. Firms face severe
troubles in identification operational risk (Hussain, 2000). Complexity of risk cause problem in
identification of operational risk (Hemrit and Arab, 2013). According to Gzyl (2011) (as cited in Bolance
et al., 2013) it is hard to calculate operational risk because of dependence between events and frequency.
Operational risk arises from lack of awareness and deficiencies of skills in detecting threats (Hemrit and
Arab, 2013).
This study analysing production process, adheres to different activities which entail potential risk
of financial and no-financial (people’s health and safety) loss. A firm has to encounter and manage many
risks to become efficient. Risk enhances the likelihood of collapse. Companies desperately need to
manage risk (Smallman, 1996; Power, 2007). Risk may be observed positively. Most of the time is linked
less likely with prospects for benefit and more with chances of loss (Gephart et al., 2009). Literature on
risk is inadequate to develop consensus on what the risk is all about. Theory and practice on risk
management perceive it contradictory.
Most commonly it is the “likelihood of something undesirable happening in a given time” (Book).
It is clear and simple but the application is very challenging and tough. It doesn’t give any comprehensive
clues to any situation. Furthermore it is lacking perception about risk. Risk is typically defined as “the
potential for realization of unwanted, adverse consequences to human life, health, property, or the
environment” (Society for Risk Analysis [SRA], 2003). Central concept of risk is probability and
uncertainties (Milkau, 2013). It is problematic to figure out the cost and probability linked with choices
for decision making. The most frequently dimensions are considered and used by different researchers are
i.e., undesirable happing and its probability. Furthermore, details of more dimensions are explained in
Table: I.
Table: I Dimension of Risk
Sources

Dimension
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Bad Happening
Chance of happening

Many Researchers Perceive

Consequences
Effect Uncertainty
ISO Guide 73

Event

ISO 3100

Consequences
What can go wrong?
How Likely is it?

Kaplan and Gerrick, 1981

If it does, what are the consequences?
Event Probability
Institute of Risk Management (IRM)

Consequences
Unwanted consequences

Rowe, 1977

Event
Uncertainty
Impact

“Orange Book” from HM Treasury

Probability
Event
Uncertainty of Event
Consequences
Probability/likelihood

Institute of Internal Auditors

Severity
Adverse effect
Risk of chance
Rescher, 1983

Negative outcomes
Event

Hopkin Book/Authors

Impact
Probability
Severity of impact

Allen, 1995

Interdependence
Susceptibility

Aforementioned Table I show the main dimensions cover under different definitions. Many
researchers cover the dimension of probability, outcomes/impact and some further limited to negative
outcomes. We argue here that 1) probability of any event, 2) complexity among task and events, 3) level
of stability of abnormal events and 4) impact and outcome of that event will better explain the risk and
level of risk.
Risk is inherent in daily life and all the times. Whatever we do, chance of something bad happing
is there that we can say is the probability of risk is there. Risk is always leave bad consequences (impact).
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The impact of risk is either financial loss or injuries to human or may be both. Furthermore, the
complexity of factors or event or process better determine the risk. If product structure, process and
activities that are performed are complex, then the chance of risk is greater as compared to less
complexity. Finally, Abnormal Event within the environment that leave impact and these events either
occur stably or change overtime.
Therefore, we can say that; “risk is the combination and interplay of the probability of an
abnormal event within complex internal and external environment and its financial and non-financial
impact”.
2. LITERATURE REVIEW AND FRAMEWORK DEVELOPMENT
Internal and external environment brings many risks for an organization. The events and the
tendencies of events within environment better explain the level of risk. Events are either stable or
unstable. On the other hand tendencies of events are better explain as simple or complex. Complex and
change environmental conditions lead to greater risk. Greater the risk associated from events greater the
information required to deal and manage risk. To better figure out risk is by focusing on firm’s sectors,
processes and steps. Such that how company usually deal with various factors and how quickly these
factors change. To estimate risk, company’s risk can be scrutinized across scopes such as the level of
complexity and stability vs. instability.
2.1. Complexity
A simple and complex aspect concerns the level of complexity. The more factors or greater
number of other elements in which organization is running refers to greater complexity.

These large

numbers of elements also make up the domain of the organization. Complexity cause risks whenever
“elements” of process (such as transactions, products, structure) and the relationship between them is not
fully understood (McConnell, 2012).
Complexity is a reality of business world. We can manage complex up to certain extent but it is
impossible to eradicate it completely. It is difficult to prosper, survive and sustain in the changing,
turbulent, complex, heterogeneous markets and environment (Ussahawanitchakit, 2011). Complexity is a
vast phenomenon aligned with many risks. Greater the complexity greater the risk associated with. It
assigned to lot of things like games, information, philosophy, software and process. But narrow work has
been don on how to quantity complexity (Jenab & liu, 2010). Organizational complexity is the key
concern in academic and practice now days (Blau and McKinley, 1979; Bushman et al., 2004; Elliott,
2002; Fredrickson, 1986; Moldoveanu and Bauer, 2004).
Complexity exists in any organization when complex interconnections between multiple
manufacturers, distributors and retailers in company networks (Pathak et al., 2007). Companies facing
greater complexity experienced high cost of shifting knowledge and competencies. That’s why these
organizations preferred to groom internal workers for long runs (Naveen, L., 2006). Complexity enhances
the chance that firm fail to see (Anabtawi and Schwarz, 2011).
Table: II
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Simple: Characteristics

Complex: Characteristics

Few Factors or Elements

Large

amount

of

Factors

or

Elements
No need complex technologies

Complex Technologies

Less Govt. Regulations

Extensive Govt. Regulations

Little Social Change

Many Competitors

Little Cultural Change

Many Suppliers

HR not problem
Few competitors
Few Suppliers
Few customers
To better understand and cope with the environment, distinguish among internal and external
complexity is necessary. Furthermore, extent of complexity i.e., low or high also necessarily too.

Type

and level of complexity determine the competencies needed by management to manage. That’s why every
organization deploys their strengths effectively and efficiently for competitive advantages. These
organizations regularly promote R&D and continuously train work force (Lowendhal and Revang, 1998).
Firms in advance industrialization is characterised as highly complex. Complexity are of two
types i.e., internal complexity and external complexity. Internal complexity is related to the internal
aspects whereas the external is related to the external aspects of firms.

Internal complexity pertains to

the sophistication on processes within organization. On the other hand external complexity pertains to the
sophistication to the external competitive structure (geographic segments, work interaction, number of
business) (Markarian & Parbonetti, 2007). We can say that internal is more associated with rapid
technological change (Revang, 1998) whereas the external complexity is aligned to sophisticated market
and altering environment (Revang, 1998). Environmental complexity considers the diversity and
heterogeneity of environmental elements (Luo, 2001). Internal complexity directly moves around in
production of goods and services and during work processes (Moldoveanu and Bauer, 2004; Simon,
1996).
Organizations that know how to manage it are known as industry’s leaders. Managing complexity
requires fundamentally changing two things. First, the way firms cooperate crosswise the organization
and 2nd how information is used to make decisions. Large organizations are more probably complex
(Reinganum, 1985). It will lead complex decision making about resource allocation (Finkelstein and
Hambrick, 1989). Companies working in high complex environment prefer to shrink economy of scale
and choose product differentiation (Ussahawanitchakit, 2011). It requires a high level of internal
differentiation (Ussahawanitchakit, 2011). Organizations running in complex environment have to acquire,
scan and analyse information. Management play vital role in aiding in this matter (Markarian &
Parbonetti, 2007).
Researchers have recognized that sensible and effective decisions are quit tough in high complex
and uncertain environment (Rueda-Manzanares et al., 2008). Companies categorised by greater external
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complexity, have to survive in a competitive environments (Nolle, 1994; Nadler & Tushman, 1992;
Thompson & Strickland, 1990). So fasten with environment is vital for every organization for sustainable
advantage. For this purpose, every firm need refine information about the external environment to quickly
recognize and cope with it (Revang, 1998).
Pathak et al. (2007) pointed out risk and uncertainty is the major reasons for firm go out from
market. Amaral and Uzzi (2007) analyse complexity in supply chain and suggested decentralization in
decision making process.
2.2. Stable and Unstable Abnormal Events
Risk also appear when relationship between elements in complex system is uncertain or unknown
(McConnell and Blacker, 2013). It is because of elements or events are unstable and we don’t have
information about them.

Stable or unstable events refer to whether elements in the environment are

dynamic or static. Events are something that happens. Such that any outcome or result of anything or
incident. Event risk categories highlighted by Guillan et al., (2007) are internal fraud, external fraud,
employment practices and workplace safety and damage to assets etc. The organization domain is stable if
it remains the same over a period of months or years. Under unstable condition, environmental elements
shift abruptly. Environmental domains seem to be increasingly unstable for most organizations.
Operational risks experts are focusing on assess the values. Small losses are frequent but medium
to large losses result in greater expenses which lead to high impact to any organization in form of
solvency (Bolance et al., 2013).
2.3. Probability
The word Probability is normally used to describe the likelihood of a risk (Hopkin book). Probability
is helpful in risk assessment process and can affect the way in which significant risks are prioritized.
Sometimes probability is referred as likelihood which means “evaluation or judgement regarding the
chances of a risk materializing”. Probability is based on the occurrence of any event and thus must have
an effect on the outcomes of that event.
2.4. Impact
The risk event leaves considerable financial and non-financial impact within an organization.
Organizations are keen to assess the impact in order to implement the different level of controls. Only the
highest non-financial impact
2.5. Description of Risk Mapping Framework
Risk practices are not performed in isolation. It must be uphold with framework inside firm’s
processes. The frameworks portray and explain in multiple ways through standards.

Risk Mapping

Framework is like matrix chart which is concerned to graphically plotting the level of risk on the basis of
four dimensions of risk (probability, impact, complexity and event).
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Stable

Events

Unstable

Low

High Risk

Greater

High-Moderate Risk

Probability

Outcomes
Low-Moderate Risk

Low Risk

High

Lesser

Low

Complexity

High

Figure: 1

Risks are determined with the help of Table: 3.2 and plotted on the graph. It helps to estimate the
relative seriousness of risks. The chance of happening and potential consequences of risk is assesses by
low/medium/high. Total score of the four dimensions is derived through formula mentioned below.
2.6. Assessment of Risk
Risk: P × I (Financial + Non-financial) × C × E
P: Probability of occurrence
I: Impact in term of monetary loss and Human disturbance
C: Complexity in events or activities (High or low)
E: Stable or unstable external events
3. METHODOLOGY
3.1 Techniques for Data Gathering
Current study use mixed techniques for data gathering i.e., Delphi and Interview. A Delphi technique
is used to forecast events (Thani) by direct interviewing because the target population was illiterate.
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Delphi is an intuitive technique and is developed by RAND Corporation. Researcher asked group of
workers as well as their supervisors to forecast the chance of risk (Impact, complexity and event’s nature)
during the manufacturing process. Initially independent views are obtained followed by consensus to
make conformity. Consensus helps to eliminate any extreme values.
As Merna (2002) stated, current study obtained the individual opinion of all the participants
(workers and their supervisors) regarding the risk in each activity during process. All participants are
isolated from other colleagues to eliminate the chance of conflict. After computing the whole data,
summery of information is discussed with all the participants to ask them if they incorporate any changes
in response. This step is revised until the consensus is gained.
3.2. Measurement and Scales
3.2.1. Probability
The probability of risk occurrence is measured using self-developed item. A single item from the
probability dimension is “Please rate the extent to which the risk of occurrence is there.” The scale
consists of one item, which have a Three-point Likert scale ranging from 1 = Low to 3 high. This is
reverse coded item.
3.2.2. Impact
The impact of risk is measured using self-developed items. A sample item from the impact
dimension is “Please rate the extent to which the risk cause loss in term of money.” The scale consists of
two items, both of which have a Three-point Likert scale ranging from 1 = Low Impact to 3 high Impact.
3.2.3. Complexity
The complexity between events or products is measured using self-developed item. A single item
from the complexity dimension is “Please rate the extent to which the activity or product has complexity.”
The scale consists of one item, which have a Three-point Likert scale ranging from 1 = Low to 3 high.

3.2.3. Event
The event within environment is measured using self-developed item. A single item from the event
dimension is “Please rate the extent to which the event within environment is stable.” The scale consists
of one item, which have a Three-point Likert scale ranging from 1 = stable to 3 unstable.
It is vital, that we learn about the manufacturing process whereby production process related with
risks and measures are taken to manage them (Maguire and Hardy, 2013). Following section explain the
production (manufacturing) process of two items.
3.3. Application of Framework
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3.3.1. Manufacturing Process of Two Product (Sheet Metal)
Table: III Product Process
Items

Strips

Pieces

Cutting

Cutting

Yes

Yes

Yes

Yes

Sheet
Name

Hole

Stamping

Bay

Alkeys

Rounding

Shaping/Sizing

U-Shape

Plating

Q.C

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

No

No

No

No

No

Yes

Yes

Yes

Battery
Terminal
Thimble

3.3.2. Determining Level of Risk and Breakdown among Four Dimensions
Sheet metal manufacturing firms buy sheet for production of auto wiring parts. Sheets are made of
material, brass or copper or steel. Copper is very expensive followed by brass and least expensive is steel.
To buy raw material in shape of sheet, manufacturing firms have to face factors or events. These factors
determined the level of complexity in buying the raw material. The factors such as; size of material
(thickness), quality (1 best and expensive or 1.5 or 2 low quality and cheap), Price fluctuation (change on
daily), magnet or non-magnet, hardness (Bending or turning is depending on hardness), finishing quality
(polish or plating time) and manufacturer. These aforementioned factors shows that firm have to face
many factors. So for buying raw material, firm have to face greater complexity. These factors or events do
not remain the same all the time. They are frequently changed. Any negligence in purchasing, cause
considerable loss to firms.

It has low chance to happen that raw material is not up to the requirement.
Table: IV Calculation of Level of Risk
Battery Terminal

Probability

F. Impact

Non-F. Impact

Complexity

Event

Impact

Sheet

Yes

L1=3

M2

M1

M2

U-S 3

3×(2+1) ×2×3=54

Strips Cutting

Yes

L1=3

H3

M2

L1

S1

3×(3+2) ×1×1=15

Pieces Cutting

Yes

H3=1

H3

L1

H3

S1

1×(3+1) ×3×1=12

Hole

Yes

M2=2

M2

L1

M2

U-S 3

2×(2+1) ×2×3=36

Stamping

Yes

L1=3

L1

L1

L1

S1

3×(1+1) ×1×1=6

Bay

Yes

L1=3

L1

M2

L1

S1

3×(1+2) ×1×1=9

Alkeys

Yes

L1=3

L1

L1

M2

M2

3×(1+1) ×2×2=24

Rounding

Yes

L1=3

L1

L1

L1

S1

3×(1+1) ×1×1=6

Shaping/Sizing

Yes

M2=2

L1

M2

M2

S1

2×(1+2) ×2×1=12

Process/Steps

Total
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U-Shape

Yes

L1=3

L1

L1

L1

S1

3×(1+1) ×1×1=6

Plating

Yes

M2=2

M2

H3

H3

U-S 3

2×(2+3) ×3×3=90

Q. C

Yes

M2=2

L1

L1

H3

U-S 3

2×(1+1) ×3×3=36

CONCLUSION
The developed risk mapping framework aims at determining the level of risk during the
manufacturing process as well as between products. As table v shows that risk during the different
processes in manufacturing of batter terminals. As shown in table, risk is very high in plating process i.e.
90 followed by the sheet i.e. 54. With the help of calculated values we can plot on the risk mapping
framework. The developed framework can be benefited during the through put process or production. The
risk mapping graph incorporates four dimensions of risk for assessing the severity of risk. The framework
ranks the activity or product and its plotting in graph. The output of this framework in mapped graph
visibly guide for discovery of most and least risky activity or product. The different risks faced by
workers in sheet metal business are shown in Table below.
Table: V Common Risks
Tasks

Hazards

Risks: Injuries and potential
health consequences

Loading and unloading heavy load i.e., material and

Heavy Loads

equipment
Normal activities, Moving around working areas

Oily or Slipper surfaces

Grinding, Thin, Smaller

Sharp Tools or objects

Productions process, Work in Process

Long sitting or long standing

Back injuries, muscle injuries,
Blistered hand and feet
Broken bones, Fatal or
non-fatal injuries
Lacerations in hands
Blisters, Lacerations, back
and muscle injuries
Allergic reactions; Breathing
difficulties; Eyes irritation,

Plating, electroplate, layer, platinize

Toxic chemicals

Lever damage, Rashes and
other forms of dermatitis,
lung damage, asthma, bladder
cancer, anthrax poisoning.

Loud noise, Faulty power
Heavy motorized

and sharp tools

supply, lack of safety
features, fast moving blades

Metal Shapes, mollify, solidify

Stoves in poor maintenance

Noise-induced hearing loss,
eye injuries and blinding,
Amputation of fingers. Lost
fingers or palm
Burns
Vision loss, nail damage or

Functions, Part’s shaping

Harmful dyes, close work

other dermatitis, fingers
deformities and premature
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arthritis
Work in process

Repetitive movements
Isolation, separation from

All Tasks when working alone

family and peers

Musculoskeletal disorder
Disrupted psychological,
social and intellectual
development
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ABSTRACT
The study looks at workplace discrimination and its influence on employees’ performance in Ghana.
Questionnaires were collected from 159 employees drawn from 5 different organizations in 5 different
sectors on whether discrimination at the workplace has any influence on employees’ performance.

A chi

2

square test statistic (X ) 1.91 was calculated which the result was less than the critical value of 3.841.
This makes the study accept the null hypothesis and concluded that employees’ in Ghana does not see
workplace discrimination as strange actions by managers that will influence their performance negatively.
The research work therefore suggests that human resource practitioners, managers and other stakeholders
should not perceive discrimination at the workplace as evil since managers should be allowed to make
their own decisions that are geared towards wealth maximization since they are the ones to be held
accountable for non-performance by business owners.
Keywords: discrimination, workplace, performance, employees, Ghana

1.0

INTRODUCTION

Workplace discrimination is a phrase many Human Resource Practitioners condemn and do not want to
hear.

It refers to discrimination in hiring, promotion, job assignment, termination and compensation.

It

must be noted that many jurisdictions prohibit some types of workplace discrimination, often by
forbidding discrimination based on certain traits.
against certain groups.

In other cases, the law may require discrimination

In places where workplace discrimination is practiced, employees suffer

retaliation for opposing them or for reporting violations to the authorities.

Discrimination has been with

mankind since time immemorial as the Creator of the Universe in Matthew 3:17 hinted that this is my
beloved son, with whom I am pleased. From this time, people have experienced discrimination of one
form or the other.

Especially in our part of the world, that is Africa and Ghana for that matter, our
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cultures and some religious beliefs have allowed various forms of workplace discrimination.
According to the provisions of Article 17(3) of the Constitution of Ghana, to discriminate means ‘to give
different treatments to different persons attributable only or mainly to their respective descriptions by race,
place of origin, political affiliations, colour, occupation, religion/creed, whereby persons of one
description are subjected to disabilities or restrictions to which persons of another descriptions are not
made subjects or are granted privileges or advantages which are not granted to persons of another
description’.

Looking from this description as contained in the 1992 Constitution of Ghana, it actually

justifies that all persons must have the same privileges and be treated equally not only at the workplace
but anywhere group of people of the same class, status or description are found.
One of the most common forms of discrimination occurring at the workplace is age discrimination.

In

the Ghanaian society, there is a culture that an elderly person is always right, wiser and should be more
respected than the young and this has been transferred or manifested at the Ghanaian workplace.
Preliminary observation by the researchers in ten firms in Ghana, precisely in Ashanti Region indicates
that nine firms (90%) have a policy that breeds age discrimination.
certain positions that are not given to people below certain age.

Some of these policies involve

This means that employees needed to

attain the age required by the policy before they could be given the position. According to Becker (1971)
the market punishes companies that discriminate. The writer’s research showed that profitability of
companies that discriminated decreased as compared to companies that embraced equality at the
workplace.
The views of Becker (1971) was shared by Zabludovsky (2001) who also commented that if a company
discriminates, it typically losses profitability and market share to the companies that do not discriminate
unless the company that discriminates is enjoying monopoly. A poll conducted by Gallup (2005)
confirmed the views of the above two writers that job satisfaction tends to be lower in organizations when
employees experienced discrimination.
Trentham and Laurie (2007) sharing different view commented that discrimination can boost company
profits especially if the discrimination is meant to satisfy customers’ preference. Looking at the case in
Allen V Flood (1898) as well as the comment by Booysen (2000), discrimination at the workplace cannot
be treated as a crime.

In the above case, Lord Davey stated that an employer may refuse to employ a

workman in a most mistaken, capricious, malicious or morally reprehensible motives that can be
conceived but the workman has no right of action against the employer.

The judgment given in the case

presupposes that a man has no right to be employed by any person for any reason whatsoever.

It is the

employer who must choose who to employ and who he can work with.
Given the comments by Becker (1971), Gallup (2005) and Zabludovsky (2001) which is different from
that of Trentham and Laurie (2007), Booysen (2000) and the case in Allen V Flood (1898), one is tempted
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to examine the influence of workplace discrimination on employees’ performance. The areas in
organization which these types of workplace discrimination were examined included recruitment and
selection, promotion, transfer, career advancement (training), dismissal, redundancy and compensation.
These areas of discrimination were examined in relation to their influence on employees’ performance.
2.0

LITERATURE REVIEW

Most countries have got Employment Equity Acts which has been approved by cabinets and the purpose
of these Acts is to check discrimination especially at the workplace. According to Copeland (2001), the
aim of any Employment Equity Act is to achieve Equity in the workplace by promoting equal
opportunities and fair treatment in employment through the elimination of unfair discrimination and
implementing affirmative action measures to redress the disadvantages in employment experienced by
designated groups. This means that the Acts in most countries are there to ensure that there is fairness
when it comes to the employer dealing with employees.
In some countries such as South Africa, the Act does not apply to certain category of employers.
instance,

For

according to Grobler et al (2006) an employer who employs less than fifty (50) employees and

has a total turnover that tends to be very less are not governed by the South African Employment Act (No.
55 of 1998).

From the words of Glover and Branine (2001), the causes of discrimination at the

workplace conform exactly to what is pertaining in Ghana based on the observations of the researchers.
These include help the family philosophy where an employer may discriminate against a well qualified
person in the recruitment and selection process by offering the job to a family member who is less
qualified; protecting my job syndrome whereby a prospective employee is discriminated against in the
recruitment and selection process by not offering the job to the applicant who holds a qualification higher
than the prospective manager; I must benefit from the situation ideology where a qualified applicant who
has no money to pay as bribe for him to be recruited is discriminated against a less qualified employee
who has the power to pay money as bribe to officials filling the vacancy; behavioral problem where the
attitude, emotions and feelings of a manager filling a vacant position may compel him to discriminate on
gender grounds by offering a job to a female who he has an affair with rather than a male who tends to be
more qualified.
Discrimination whether in recruitment and selection, promotion or transfer can have serious effect on
performance of companies (Nelson 2002).

An organization that discriminates a lot among its workforce

tends to find majority of their employees not feeling happy at the workplace and with the least chance, the
employee quits and finds job elsewhere. This shows that whenever discrimination is encouraged at
workplace, employees are more likely to be looking for new jobs as they feel that they have been wronged.
Looking at a publication by the International Labour Organization (March, 2012), workplace
discrimination is not only a problem in Ghana but can be classified as a problem that the world needs to
come together to fight against. According to Daveh (2009), workplace discrimination affects companies a
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lot in terms of customer retention. When an employee is not happy in an organization because he has been
discriminated against other employees, it affects his dealings with customers in the company and for that
matter customer satisfaction. As the theory of moment of truth points out, a dissatisfied employee can
cause a great loss to a company by treating a major customer of the company badly in terms of the way he
communicates to the customer.
Pfeffer (1995) adding his voice to the bad side of discrimination at the workplace also pointed out that an
organization that tends to discriminate finds it difficult attracting good and qualified employees. This is
based on the fact that affected employees send negative signals to good and qualified people outside the
organization seeking for employment. From the words of Webster (1990) which was supported by
Sovereign (1994), discrimination in general can lead to poverty. There are many people in the world who
have been denied benefits, capital, land, social protection, training or credit not on fair means. In Ghana,
many people find themselves doing the wrong job because they were discriminated against and could not
get the job which they were over qualified to do.
Since many writers have given negative comments about discrimination at the workplace, it means that
wherever they are found they need to be tackled. Many writers such as Thomas (1996) and Day and Glick
(2000) have added their voice as to how discrimination can be tackled so as to ensure total fairness in the
workplace.

According to Thomas (1996) in support of Day and Glick (2000), there are Equality Courts

established in many countries to tackle the issue of discrimination at the workplace.

In Ghana, issues of

discrimination are handled by the law courts and sometimes the National Labour Commission.
Remedies offered by these bodies in Ghana include an order by a judge for the employer to undergo
sensitivity training or counseling on racial matters or offer unconditional apology and to refrain from such
practices.

Though discrimination at the workplace is not encouraged but as per Section 1 of the 1992

Constitution of Ghana, fair discrimination at the workplace is acceptable as such discrimination may have
positive impact on organizational performance.
discrimination in recruitment and selection.

Issues relating to height cannot be termed as

For instance the Ghanaian law allows for height

discrimination in the Ghana Police Service.

A male job seeker into the Ghana Police Service who is less

than 5.8 feet may be denied employment.

The same thing goes to a female job seeker who is less than

5.4 feet. Such discriminations are considered as having positive impact on the performance of
employees in the Ghana Police Service since height is considered as vital when it comes to crime combat.
Discrimination in gender is also sometimes considered as fair in the areas of recruitment, promotion or
transfer for purposes of privacy and dependency.

For instance a female employee may be promoted or

transfer at the expense of a male employee to become a headmistress of a girls secondary school because
female students may feel comfortable to communicate their problems and feelings to a female employee
(headmistress) than that of male (headmaster). Culture practices and Ethnicity as well as Health and
Safety Reasons may allow for fair discrimination that will have positive impact on organizational
performance (Graves, 1989).

Looking at Section 58 (3) of the Labour Act of Ghana, it supports the

claim made by Graves (1989) that discrimination may tend to be good for the purpose of health reasons.
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For instance, the Act provides that an employer in Ghana should not employ a young person in an
underground mining works.

This kind of discrimination is on the grounds of Health and Safety looking

at the fact that such kind of work is very physical, risky and it requires someone who is strong, intelligent
and can take decisions on his own.

3.0

METHODOLOGY

The study seeks to achieve the objective of how workplace discrimination influences the performance of
employees in Ghana.

Ghana was chosen as the study area and five organizations namely Royal Lamerta

Hotel, Yaa Asantewaa Senior High School, Adansi Rural Bank, Voltic Ghana Ltd and State Transport
Company Ltd (STC).

The choice of these organizations were based on the objective of the researchers

ensuring that different sectors namely transport, hospitality, education, financial and manufacturing were
included in the study. The target population for the study was all the junior and senior staff of the
selected organizations.

The researchers adopted stratified sampling for the study and the purpose of its

adoption is to ensure that respondents were fairly represented from all the sectors selected. Thirty two (32)
employees were drawn from each stratum/sector.

In doing this, the names of the employees were

obtained from the General Managers/Managers of these selected organizations and through the lottery
method; respondents were selected from each stratum.

For the purpose of analysis, the researchers

decided to code the various samples for the study as; Royal Lamerta Hotel (Sample 1), Yaa Asantewaa
Senior High School

(Sample 2), Adansi Rural Bank

(Sample 3), Voltic Ghana Ltd

(Sample 4)

and State Transport Company Ltd (Sample 5).
Both primary and secondary sources of data were used for the study whilst the main data collection
instruments were interviews and questionnaires distributed to the employees of the selected organizations.
Questionnaires distributed centered mainly on various forms of workplace discrimination that occurred at
the selected organizations and whether those discrimination had any influence on employees’
performance. Respondents were asked to provide a ‘Yes or No’ answers to whether they had been
discriminated before at the workplace and if this influenced their performances.

The ‘Yes or No’

2

responses from the various sectors were collated and a Chi Square (X ) was calculated to find out if there
is a dependency between discrimination at the workplace and performance.

Open ended questions were

also used to ask respondents which areas they had been discriminated against.

All the questionnaires

distributed were retrieved except one employee in sample 4 who did not return her questionnaire.
The researchers also conducted interviews with management from the selected organizations on whether
discrimination had occurred at their workplaces and how it was tackled. It was based on the responses
of employees through the questionnaires, the Chi Square (X2) calculated and interviews with management
that the researchers drew their conclusions.

Hypotheses were also set and from the Chi Square (X2)

calculated and this made the researchers either accepted or rejected the null hypothesis (Ho). For the
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purpose of the study, employees’ performance was tied to employees deliberately performing below their
capacity because they had been discriminated against.
4.0

PRESENTATION OF FINDINGS

The main objective underlying the study is to examine workplace discrimination and its influence
employees’ performance using Ghana as the test case. Though discrimination cannot cease entirely at the
workplace since the actions of managers are perceived differently from different group of people from
various diversity, the researchers aim of finding out if employees’ from the selected organizations had been
discriminated before at the workplace gave the responses as presented below.

Table 1: Employee discrimination in the selected organizations
Samples
Discriminated against

1

2

3

4

5

Yes

20

17

21

17

19

No

12

15

11

14

13

Total

32

32

32

31

32

From the table, 94 employees (59.1%) answered in the affirmative, whilst 65 employees (40.9%) were of
the view that they had not been discriminated in any area of their work.
Managers perform different task and each of these task perform is likely not to be embraced by all
employees in terms of its fairness to the employees. The researchers’ objective of finding out the areas
were employees in those selected organizations had been discriminated against gave the responses as seen
in table below.
Table 2: Areas of Discrimination in the selected organizations
Samples
Area of Discrimination

1

2

3

4

5

Recruitment and Selection (internal)

3

1

4

3

1

Promotion

2

-

5

2

1

Transfer

4

2

-

3

5

Training

5

3

2

2

3

Grievance handling

3

5

2

2

4

Redundancy

-

-

-

-

-

Compensation

3

6

5

5

5

Dismissal

-

-

-

-

-

231
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

From the table, it is obvious that the areas where employees feel they had been discriminated against are
recruitment and selection (internal), promotion, transfer, training, grievance handling, dismissal and
compensation (wages and salaries).

Concerning employees’ willingness to take legal action against the

employer if discriminated against, table 3 gave the responses as:
Table 3: Employee willingness to take legal action if discriminated against
Samples
Take legal action

1

2

3

4

5

Yes

19

17

16

10

13

No

1

0

5

7

6

Total

20

17

21

17

19

From the table, 75 employees of the respondents who responded in the affirmative (79.8%) were willing to
take legal action whilst 19 employees (20.2%) indicated that they would not take legal action against the
employer.
To further achieve the objective of the study, the researchers from the related literature review, set up the
following hypothesis:
Ho: Employee’s poor performance is independent on discrimination at the workplace
H1: Employee’s performance is dependent on discrimination at the workplace at 5% level of significance.
As a means of accepting or rejecting the hypothesis set, a chi square statistic (X2) was calculated which the
value was 1.91 less than the critical value for 0.05 probability level (3.841) as presented in table 4.
Table 4: Calculating Chi Square Statistic (X2): Workplace Discrimination and Performance of
Employees in Ghana based on the selected organizations
Performance affected due to discrimination
Yes

No

Total

Discriminated

Yes

51

43

94

Against

No

28

37

65

Total

79

80

159

Setting the Observed and Expected Values for the calculation of X2
Observed Values

Expected Values

51

46.7

43

47.2

28
37

(O – E )2

(O – E)
4.3

(O – E )2/E

18.5

0.40

-4.2

17.6

0.37

32.3

-4.3

18.5

0.57

32.7

4.3

18.5

0.57
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Number of degrees of freedom (n) = (2 - 1) (2 - 1) = 1
Level of significance = 5%
=
1.91
Χ2, 5%, 1 degree of freedom
Accept Ho because 1.91 is less than 3.841 for alpha (0.05)
Interviews conducted with management of the selected organizations on why discrimination occur
particularly at their workplace gave varying responses but majority of the management 3 (60%) were of the
view that discrimination is part of management philosophy which needs to be practiced to ensure effective
performance at the workplace. The other 2 management members response centered on the fact that
discrimination is part of human nature and as managers it cannot be ruled out.

Looking at how

discrimination at the workplace can be tackled, 2 management members (40%) were of the view that our
culture in Ghana will make it very difficult for discrimination at the workplace to be eliminated whilst 3
(60%) of the management expressed different opinion that discrimination at the workplace can be tackled
both at the national and organizational level. At the national level, they indicated the establishment of
Discrimination Acts that will protect employees in Ghana whilst at the organizational level; they mentioned
the need for organizations to have policies that will not promote discrimination at the workplace.
5.0

DISCUSSION OF FINDINGS

The chi square statistic (X2) calculated 1.91 is less than the critical value of 3.841 which makes the study
to accept the null hypothesis (Ho) that employees’ poor performance is not dependent on discrimination at
the workplace.

This test statistic actually conforms to the responses given by the interview with

management of the selected organizations that the Ghanaian culture had made employees welcome
discrimination at the workplace and as such there is no way such actions by employers should negatively
influence their performance.

Taking discrimination in recruitment and selection, the Ghanaian culture

believes in the extended family system as against the nuclear one.

The Managing Director who works in

a company was taken care-off by an uncle whilst he was in school.

In this case, it is the Managing

Director’s responsibility to ensure that he finds job for a nephew and even helps him progress to a higher
position.

The nephew may be promoted at the expense of well qualified employees at the workplace

but this discrimination in promotion is not expected to influence the performance of the employees who
were discriminated against since helping a family member is seen as a responsibility within Ghanaian
cultures.
Again looking at the fact that employees’ performance is not dependent on discrimination at the
workplace as can be seen from the test statistic, one can also attribute this to the scarcity of jobs in Ghana.
The situation where demand for jobs is less than supply of jobs put the employer in a good position to
discriminate against employees without such practice influencing the performance of the affected
employees.

A discriminated employee may still think that he needs to put up his normal performance

since poor performance may contribute to one of the grounds of termination of employment by the
employer.
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From managing business point of view, one may again agree with the response given by management of
the selected organizations that discrimination should not influence employees’ performance negatively
since it is a management philosophy.
organized and executed.

Managers must determine how their jobs should be planned,

In this case, as they are accountable to the owners of their entities, they must

determine who they want to recruit, promote, transfer, layoff, dismiss or pay high wages.

This means

that a manager who is seen as discriminating in any of the areas mentioned above may not actually be
discriminating since it is part of his decision meant to maximize shareholders wealth.

A discriminated

employee who understands this philosophy will not allow the manager’s action to influence his
performance negatively.

In Ghana, one of the oil companies (Unity Oil Ltd) employs only females as

fuel dispensers but this has not attracted negative comments by the public or even the male employees
who work in different sections of the company. As a means of maximizing wealth, the management of
the company believes that female fuel dispensers are more likely to be truthful and offer good customer
service as compared to their male counterparts.
From the responses of management through the interview conducted that discrimination is part of human
nature and as such managers cannot be ruled out, it presupposes that managers themselves see workplace
discrimination as something that should not be taken as surprise by employees.

This shows that

managers expect employees to embrace them when they occur at the workplace.

Though from the

presentation of findings, 75 employees (79.8%) are willing to take legal action against the employer on
issues relating to discrimination at the workplace, there are very few cases relating to workplace
discrimination that is recorded in the law court of Ghana.

This is based on the fact that, as contained in

the ruling by Lord Davey (1898) in the case of Allen V Flood, an employer may refuse to employ a
workman in a most mistaken, capricious, malicious or morally reprehensible motives that can be
conceived but the workman has no right of action against the employer.

From this ruling, we can deduce

that employees should not allow the actions of business owners to affect their job satisfaction since they
have the right to make decisions that they believe will move their business forward.

6.0

CONCLUSION

From the findings and the chi square statistic calculated (X2) 1.91, the study concluded by affirming that
employee’s poor performance in Ghana does not depend on discrimination at the workplace.

This

means that employees in Ghana see managers as people whom authority and power have been entrusted
to make decisions that will maximize shareholders wealth and discrimination at the workplace is one of
those practices that they believe is meant to achieve this objective.

The Leniency in Ghanaian Law on

workplace discrimination together with the Ghanaian culture has necessitated discrimination at the
workplace which employees see them as not strange.

For instance, how can an employee challenge an

employer and prove that he has been discriminated against if there is no national law in Ghana pertaining
to the criteria for recruitment and selection, lay-off, promotion, transfer and compensation to be used by
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employers in Ghana? It is only fair that the criteria for these areas in terms of its determination are done
by both management and representatives of employees but the employer is not bound by any law within
the contest of Ghana to involve employees in terms of its determination even if it is discriminatory.
This makes the employee to believe that the employer has the right to make decisions at the workplace
that will benefit his business without seeing it to be affecting employees’ job satisfaction.
The study therefore concluded by adding to the existing literature by supporting the various writers in the
literature review who argued that workplace discrimination not established by any law should be
practiced by managers since it is part of their actions meant to achieve organization’s ultimate aim of
maximizing shareholders wealth.
7.0

SUGGESTION TO POLICY AND DECISION MAKERS

Employees should be made to understand that managers serve as agent to their principal (owners) and as
such they have the responsibility of promoting the principal business with policies and actions that will
help them achieve this aim.

Again, managers involved in policy formulation should be much

concerned with how they can maximize the wealth of shareholders rather than sidelining a policy which is
discriminatory if it is not contrarily to any local, national or international law.

Proper communication

on actions of managers should be intensified to let employees be aware that, as far as there is diversity of
workforce, no actions or decisions by managers will satisfy this employees’ diversity but what is
important is that it will move the organization forward.

The catch phrase for managers is that ‘think

less of discrimination at the workplace not established by any law and more on how to effectively
discharge responsibilities assigned by business owners’.
8.0 LIMITATION AND RECOMMENDATION FOR FURTHER RESEARCH
The study in assessing workplace discrimination and its influence on employees’ performance only
looked at five organizations in generalizing the results within the contest of Ghana whilst not taking into
consideration other organizations.

It is recommended that other researchers consider different

organizations outside the scope of this research so that the findings can be compared.

Second, areas of

workplace discrimination is vast but the study looked at eight of these areas which are purely human
resource issues such as recruitment and selection, promotion, transfer, grievance handling, training,
redundancy, compensation and dismissal.

As these areas which employees can be discriminated against

are not exhaustive, it is recommended that other researchers looked at other areas outside the ones been
examined so that the results can be compared for us to make generalization in terms of this practice and
how it influence employees’ performance at the workplace.

9.0
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ABSTRACT
Main objective of the study was to establish factors affecting effectiveness of supply chain management
in Kenyan public sector with, specific reference to the Ministry of Finance. The study’s specific objective
is to determine the effect of ICT on effectiveness of SCM. The study adopted a descriptive research
design with a study population of 120 management staff working at the Ministry of finance. A stratified
random sampling was employed to select a sample of 60 respondents. Questionnaires were used as the
main data collection instruments and SPSS applied to analyze data. Pearson correlation established that
there is relationship between the research variables (r= 0.918). It is concluded that effectiveness of SCM
depends on integration of SCM functions with ICT. The study recommends implementation of IT based
SCM systems on the supply chain management practices.
Keywords: Channel, Communication, effectiveness, information technology, supplier relationship.
INTRODUCTION

Information and Communication Technology (ICT) is a technology such as computers, software,
peripherals and internet connections infrastructure required to support information processing and
communication functions (Miller, 2005). Lack of application of ICT on supply chain management
functions affects effective execution of supply chain functions and this leads to poor interchange of
information between the suppliers and the procuring entity.
Supply chain management encompasses the planning and management of all activities involved
in sourcing, procurement, conversion, and logistics management. It also includes the crucial components
of coordination and collaboration with channel partners, such as suppliers, intermediaries, third-party
service providers, and customers. In essence, supply chain management integrates supply and
demand management within and across organizations (Lysons, 2008).
The implementation of Supply Chain Management (SCM) currently occupies Centre stage in the context
of the ongoing financial management reform process in the Kenyan public sector.

Supply Chain

Management builds on, and in some ways complete the cycle of financial management reforms initiated
in the mid-nineties. These reforms included: the introduction of the Medium Term Expenditure
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Framework (MTEF); programme-based budgeting; the Public Finance Management Act (PFMA);
Performance Based Budgeting (PBS) and various financial management system and accounting reforms
(Martin, 2006).
Public sector institutions collectively spend billions of shillings each year on procuring goods and
services, and yet pay little attention to managing and maintaining the assets procured. Contracts entered
into for professional and other services, on the other hand, are either poorly managed or not managed at
all. Government departments typically over-pay for assets and then seldom maintain or account for them
effectively. Asset management has traditionally been limited to control of inventory.

Thefts and losses

are often not quantified owing to defective inventories, records, and poor systems of control.

To

compound matters, departments don’t plan or budget properly for acquisition and replacement of assets,
and don’t penalize service providers for non-performance, late delivery and defective quality (Harrison,
2006).
MINISTRY OF FINANCE
The Ministry of Finance derives its mandate from the Constitution of Kenya, Cap VII Sections 99-103
which provides for authorization of budgetary and expenditure management of government financial
resources. In addition, Parliament, over the years has enacted 49 Acts to which the Ministry of Finance is
a custodian thereby adding more responsibilities to the Ministry (Ministry of Finance Kenya, 2011).
The functions of the Ministry of Finance are strategic in several ways. As a main function, the Ministry is
charged with the responsibility of formulating financial and economic policies. It is also responsible for
developing and maintaining sound fiscal and monetary policies that facilitate socio-economic
development. These responsibilities makes the Ministry strategic and central to the country's economic
development, as all other sectors of the economy look upon the Ministry to create an enabling
environment in which they can operate effectively and efficiently. The Ministry regulates the financial
sector which is central to the development of the country and on which all other sectors depend for
investment resources. The ministry’s mission is to be an institution of excellence in economic and
financial management. The ministry’s vision is to pursue prudent economic, fiscal, and monetary policies
and effectively coordinate government financial operations for rapid and sustainable development of
Kenya (Ministry of Finance Kenya, 2011).

STATEMENT OF THE PROBLEM
In Kenya, over seventy percent (70%) of public sector organizations experience supply chain
management challenges and this negatively affects effective delivery of

services (Edward, 2008).

Effective SCM requires public sector organizations to have trained procurement staff as articulated in the
public procurement and disposal act 2005, with an understanding of supply chain management dynamics
and an ability to use information based tools (Clerk, 2003). In spite of having many SCM studies
undertaken by Goldstein (2006), Harmon (2010), Harrison (2006), Peters (2004), Martin (2006), Edward
(2008) and Clerk,2003), none of the studies have drawn much emphasis on how public sector
organizations should improve the effectiveness of the supply chain management practices. Hence this has
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created a knowledge gap amongst procurement and logistics practitioners in public sector organizations.
To fill the gap and facilitate enhanced effectiveness in SCM practices, the studies’ main purpose was to
assess how application of information technology affects the effectiveness of supply chain management
practices in Kenyan public sector with a specific reference to the Ministry of Finance.
LITERATURE REVIEW
Mentzer (2004) argued that the major concepts of SCM are collaboration and seamless integration
between various adding activities within individual companies and across different organizations along a
supply chain. Bringing this concept into practice requires significant changes in corporate culture as well
as new level of human performance. Successful implementation of SCM concept largely depends on
human assets of organizations. Past behavior such as functional Silo thinking will undoubtedly impede
the effectiveness of SCM. Gartona (2006) asserted that managing supply chain actually involves the
interaction between human behavior and, IT and infrastructure.
Brien (2009) argued that ERP enhances the effectiveness of SCM since it integrates internal and
external management

information

across

an

entire

organization,

embracing finance/accounting, manufacturing, sales and service, customer relationship management, etc.
ERP systems automate this activity with an integrated software application. Its purpose is to facilitate the
flow of information between all business functions inside the boundaries of the organization and manage
the connections to outside stakeholders.
According to Bowersok (2000) prior to 1980s the information flow between functional areas within an
organization and between supply chain members organizations were paper based. The paper based
transaction and communication is slow. Mitra (2008) further explained that during this period,
information was often over looked as a critical competitive resource because its value to supply chain
members was not clearly understood. IT infrastructure capabilities provide a competitive positioning of
business initiatives like cycle time reduction, implementing redesigned cross-functional processes.
Singhal (2008) contended that three factors have strongly impacted this change in the importance of
information technology in SCM. First, satisfying in fact pleasing customer has become something of a
corporate obsession. Serving the customer in the best, most efficient and effective manner has become
critical. Second information is a crucial factor in the managers' abilities to reduce inventory and human
resource requirement to a competitive level. Information flows plays a crucial role in strategic planning
(Martinez, 2009).
OBJECTIVES OF THE STUDY.
The main objective of the study was to assess factors affecting the effectiveness of supply chain
management practices in Kenya public sector, a case study of the Ministry of Finance. The main factors
can be broadly classified into supplier relationship, inventory management, information technology,
training and distribution.
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Figure 2.1 Conceptual Framework

This paper considers one of the independent variables namely effect of information technology on the
effectiveness of supply chain management practices. The study considers the variables that constitute
information technology such as IT systems, ICT infrastructure and the application of ICT on supply chain
activities. The study answers the question; how does information technology affect the effectiveness of
supply chain management practices?
Supply Chain Management
The concept of supply chain management (SCM) was introduced in the early 1980s (Harland, 2006).
Since then, a substantial body of academic knowledge has been developed on this very broad topic. SCM
is understood to be a set of practices for managing and coordinating the transformational activities from
raw material suppliers to ultimate customers (Heikkilä, 2002). It has also been viewed as an
organizational response by companies to pressures in their environment (Cravens, 2006). Finally, SCM
considered is a long-term oriented, inter-firm arrangement or alliance, involving intermediate or hybrid
cooperative relationships (Baden, 2004).
Economic theory defines supply chains as multistage and multidirectional systems of autonomous
decision makers. The set-up and management of such systems is the result of a social negotiation process
among the interested parties regarding specific norms and standards (Halldórsson, 2007). As a result,
close cooperation evolves as economically independent but otherwise mutually connected business
entities seek to harmonize their individual courses of action. Such cooperation is based on strategically
oriented trust alliances and is the result of an efficient division of labour and specialization (Grant, 2006).
Supply chain business process integration involves collaborative work between buyers and suppliers, joint
product development, common systems and shared information. According to Lambert and Cooper
(2000), operating an integrated supply chain requires a continuous information flow. However, in many
companies, management has reached the conclusion that optimizing the product flows cannot be
accomplished without implementing a process approach to the business. The key supply chain processes
stated by Lambert (2004) are: customer relationship management, customer service management, demand
management style, order fulfillment, manufacturing flow management, supplier relationship management,
product development and commercialization and returns management.
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Information Technology
According to Levi (2005) the effective use of IT provides companies with a competitive advantage
(Porter and Miller,2005).In SCM, IT is highly regarded as a major enabler in achieving effective SCM.As
supply chain spans, many organization in delivering products to customers both upstream and
downstream and many functional areas within a company, the implementation of IT allows company to
increase communication and coordination of various value adding activities with their partners and
between functions within their own operations. In addition advance development of the internet
technology offers significant opportunities or cost reduction, increasing flexibility, increasing response
time and improving customer services (Lee, 2001).
According to Paul (2004) in the development and maintenance of Supply chain's information systems
both software and hardware must be addressed. Hardware includes computer's input/output devices and
storage media. Software includes the entire system and application programme used for processing
transactions management control, decision-making and strategic planning. Recent development in Supply
chain management software includes: Base Rate, Carrier select & match pay (version 2.0) developed by
Distribution Sciences Inc. which is useful for computing freight costs, compares transportation mode rates,
analyze cost and service effectiveness of carrier. A new software programme developed by Ross systems
Inc. called Supply Chain planning which is used for demand forecasting, replenishment & manufacturing
tools for accurate planning and scheduling of activities. P&G distributing company and Saber decision
Technologies resulted in a software system called Transportation Network optimization for streamlining
the bidding and award process. Logitility planning solution was recently introduced to provide a
programme capable for managing the entire supply chain.

Significance of the Study
The procurement personnel at the ministry will incorporate the study recommendations as an effort to
realize a high level of efficiency and effectiveness in SCM practices. The study will also be of great
significance to future researchers since it will act as a source of knowledge. Future researchers will find
the study report helpful when covering other areas that were not included by this study. The report will act
as reference and stimulate interest among academicians and thereby, encouraging further researches on
supply chain management mitigating issues and hence contribute towards effective execution of supply
chain management practices.

EMPIRICAL REVIEW
The effectiveness of supply chain management practices in many organizations has been a center of
debate amongst various procurement and logistics professionals around the world (Goldstein, 2006).
According to Harmon (2010) many organizations supply chain management practices are characterized
by high level of inefficiency and effectiveness and not much emphasis have been made to explore the key
impediments affecting the same.
Scott (2003) found out that during the past decades, globalization, outsourcing and information
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technology have enabled many organizations, such as Dell and Hewlett Packard, to successfully operate
solid collaborative supply networks in which each specialized business partner focuses on only a few key
strategic activities. This inter-organizational supply network can be acknowledged as a new form of
organization. However, with the complicated interactions among the players, the network structure fits
neither "market" nor "hierarchy" categories (Powell, 2000). It is not clear what kind of performance
impacts different supply network structures could have on firms, and little is known about the
coordination conditions and trade-offs that may exist among the players. From a systems perspective, a
complex network structure can be decomposed into individual component firms (Zhang and Dilts, 2004).
Traditionally, companies in a supply network concentrate on the inputs and outputs of the processes, with
little concern for the internal management working of other individual players. Therefore, the choice of an
internal management control structure is known to impact local firm performance.
Wisner (2002) identified that in the 21st century, changes in the business environment have contributed to
the development of supply chain networks. First, as an outcome of globalization and the proliferation of
multinational companies, joint ventures, strategic alliances and business partnerships, significant success
factors were identified, complementing the earlier "Just-In-Time", "Lean Manufacturing" and "Agile
Manufacturing" practices. Second, technological changes, particularly the dramatic fall in information
communication costs, which are a significant component of transaction costs, have led to changes in
coordination among the members of the supply chain network.
RESEARCH METHODOLOGY

The study adopted a descriptive case research design. The study intended to gather both quantitative and
qualitative data that described the nature and characteristics of factors affecting the effectiveness of
supply chain management practices in the ministry of finance. Mugenda and Mugenda (1999) describes
descriptive research as including surveys and fact- finding enquiries adding that the major purpose of
descriptive research is to describe the state of phenomena as it exists at present. The study considered
this design appropriate since it facilitated towards gathering of reliable data that gave a true picture of
factors hindering effectiveness of supply chain management practices in the ministry of finance. The
study population comprised of 120 management staff working at the Ministry of finance, procurement,
finance and administration. The study targeted staff in these departments since they are the one involved
in execution of the ministry supply chain management activities and thus stands high chances of
providing the study with reliable information on factors the effectiveness of supply chain management
practices in the ministry. The study applied a stratified random sampling technique to select a sample size
of 60 respondents. In this study the main data collection instruments were the questionnaires containing
both open ended and close ended questions. Questionnaires are preferred because according to Dempsey
(2003) they are effective data collection instruments that allow respondents to give much of their opinions
pertaining the researched problem. The Statistical Package for Social Sciences (SPSS) computer software
was used for analysis to generate data array that was used for subsequent analysis of the data. Inferential
statistical tool, Pearson correlation was used to establish the relationship between the research variables.
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RESEARCH FINDINGS AND DISCUSSION

Integration of supply chain management functions with information technology
The study sought to determine if the organization had integrated all its supply chain management
functions with information technology and the obtained findings were presented in table 4.8. Table 4.8
thus indicates that majority (63%) of the respondents were of the opinion that the organization had not
integrated all its supply chain management functions with information technology and only 37% of the
respondent who indicated

that much of the organization supply chain functions were integrated with

ICT. The respondents explained that lack of implementation of ICT affected communication and
coordination of supply chain management functions and this lowered the effectiveness of organization
supply chain management functions. This contended with Lee (2001) that in SCM, IT is highly regarded
as a major enabler in achieving effective SCM and IT allows company to increase communication and
coordination of various value adding activities with their partners and between functions within their own
operations.
Table 4.1 Integration of supply chain management functions with information technology

Response

Frequency

Percentage

Yes

18

37%

No

30

63%

Total

48

100%

Extent of the effect of information technology on the effectiveness of supply chain management
practices in the ministry of finance.
The question aimed to establish the extent to which information technology affected the effectiveness of
supply chain management practices in the ministry of finance. The findings were presented in table 4.9.It
shows that 66.7% of the respondents felt that information technology affected the effectiveness of supply
chain management practices in the ministry of finance to a very large extent, 18.8% stated large extent,
6.3 moderate extent and 2.1% no extent at all. The respondents contended that absence of IT systems like
Enterprise Resource Planning and computerized distribution systems increased inefficiency and
ineffectiveness of the organization supply chain management processes. This was in agreement with
Bowersok (2000) that organizations that lacks IT systems like Enterprise Resource Planning and
computerized distribution systems experiences high level of inefficiency and ineffectiveness of the
organization supply chain management processes.
Table 4.2 Extent of the effect of information technology on the effectiveness of supply chain
management practices in the ministry of finance.
Response

Frequency

Percent

Very Large extent

32

66.7

Large extent

9

18.8
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Moderate Extent

3

6.3

Small extent

3

6.3

No extent at all

1

2.1

48

100.0

Total

Issues of Information Technology
The study wanted to measure the rate at which the respondents agreed on different issues of information
technology. Using linkert scale of (5= strongly agree, 4 = agree, 3 = neutral, 2= disagree, 1 = strongly
disagree), respondents were requested to indicate how they agreed on the issues of information
technology. The obtained findings were presented in table 4.10. The table 4.10 hence presents that a mean
of 4.33 indicated that respondents agreed that information technology systems like Enterprise Resource
Planning system increases the effectiveness of Supply Chain Management functions, a mean of 4.47
indicated respondents agreed that lack of quality ICT infrastructure discourages automation of supply
chain management functions and finally a mean of

4.79 indicates that respondents agreed that lack of

application of ICT on supply chain management functions affects effective execution of supply chain
functions and this leads to poor interchange of information between the suppliers and the procuring entity.
The respondents affirmed that the use of IT supported implementation of ERP that enhanced the
effectiveness of SCM practices. This was in agreement with Brien (2009) that ERP enhances the
effectiveness of SCM since it integrates internal and external management information across an entire
organization, embracing finance/accounting, manufacturing, sales and service, customer relationship
management.
The table further indicates that a low variance and standard deviation on all the issues of information
technology was obtained and this was an indication that the respondents gave accurate and reliable
answers. This contended with findings by Joppe (2000) that a narrow difference between variance and
standard deviation on respondent’s answers is clear indication of reliability and accuracy of the
respondents answers on issues surrounding the research problem.
Table 4.3: Issues of Information Technology
Issues of Information

N

Mean

Std. Deviation

Variance

IT systems

48

4.3333

.66311

.440

ICT infrastructure

48

4.4792

.68384

.468

Application of ICT

48

4.7917

.41041

.168

Valid N (listwise)

48

Technology

Inferential Statistics
The study subjected the gathered data to inferential statistical tool, thus correlation analysis. Correlation
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analysis is used to determine how strongly the scores of two variables are associated or correlated with
each other. Correlation is measured using values between +1.0 and -1.0. Correlations close to 0 indicate
little or no relationship between two variables, while correlations close to +1.0 (or -1.0) indicate strong
positive (or negative) relationships (Hayes et al. 2005). It denotes positive or negative association
between variables in a study. Two variables are positively associated when larger values of one tend to be
accompanied by larger values of the other. The variables are negatively associated when larger values of
one tend to be accompanied by smaller values of the other (Moore 2008). Table 4.17 shows that all the
independent variables have a strong positive correlation with effectiveness of SCM practices (p-values <
0.01). IT was found to have a strong positive correlation with effectiveness of SCM practices (r = 0.918).
Table 4.4

Correlation Analysis Results

Variables
Pearson Correlation
SCM

IT

1

.918**

Sig. (2-tailed)

0

N
Pearson Correlation
IT

SCM

48

48

.918**

1

Sig. (2-tailed)

0

N

48

48

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

The study found out that the organization had not effectively integrated its supply chain management
functions with information communication technology and this encouraged excessive use of manual
supply chain management methods. The use of ICT was found to play a key role in promoting the SCM
effectiveness since ICT enabled the organization to increase communication and coordination of various
value adding activities with supply chain partners and between organization functions. This supported
findings by Lee (2001) that in SCM, IT is highly regarded as a major enabler in achieving effective SCM
and IT allows company to increase communication and coordination of various value adding activities
with their partners and between functions within their own operations. It was noted that embracement of
ICT created a supportive environment for the implementation of IT systems like Enterprise Resource
Planning and computerized distribution systems that increased inefficiency and ineffectiveness of the
organization supply chain management processes. This was found to support findings by Bowersok (2000)
that organizations that lacks IT systems like Enterprise Resource Planning and computerized distribution
systems experiences high level of inefficiency and ineffectiveness of the organization supply chain
management processes.

CONCLUSION
Integration of supply chain management tasks with information technology helps to speed up decision
making process between the supply chain management partners through shared information. This eases
communication process and creates a favourable environment for the application of Information
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technology systems like, Enterprise Resource Planning and Electronic Data Interchange.

RECOMMENDATIONS
To improve on application of information technology, the management of the ministry of finance should
provide better information technology infrastructure to allow effective integration of supply chain
managementfunctions with information technology. This should be done through effective
implementation

of

computerized

procurement

systems

such

as

Electronic

Data

Interchange(EDI),Enterprise Resource Planning System (ERP) and other custom made procurement
systems such as sourcing and vendor rating software’s. The procurement staff should be trained on
effective use of the automated systems in order to speed up the execution of procurement functions and
encourage application of high quality standards in all procurement undertakings. This when continually
applied would result to minimization of long lead times and delivery of quality goods and services
thereby improving the effectiveness of the supply chain management practices.

SUGGESTIONS FOR FURTHER STUDIES.
A suggestion for further studies is thus encouraged to explore the effect of procurement regulations,
quality standards and sourcing strategies on SCM effectiveness and also help in establishing supply chain
management best practices in the public sector organisations.
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ABSTRACT
This study focuses on the relationship between transformational leadership behavior and
creative-self-efficacy of employees, Moreover cognitive diversity has been discussed as moderator in the
relationship. The responses of 200 employees from different organizations of Faisalabad city are used for
data analysis. The relationship between transformational leadership and creative self-efficacy was found
significant and strongly positive correlated. Hierarchical multiple regression analysis was used to assess
the moderation effect of cognitive diversity. From the results, it was found that cognitive diversity in
relation with transformational leadership decreases creative self-efficacy of employees.
Keywords: Creativity self-efficacy, Transformational Leadership, Cognitive
diversity.

INTRODUCTION
The current era is the era of globalization. Organizations are facing intense competition and this age of
globalization demands innovation and creativity for the organization’s survival and to get a competitive
advantage to compete in the global scenario. Humans are the key asset for any organization and any
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organization cannot get a competitive advantage without having a good human resource. Organizations
always remain in search to get a competitive advantage and cannot afford to have any disadvantage.
Employee’s innovative behavior contributes to organization having a competitive advantage in the market;
this innovative behavior of employee’s provides the understanding for the implementation of useful and
creative ideas offered by employees. Thus, creativity and innovation plays a vital role in the success of
any organization. Creativity is a high risk activity, people involve in creative action often fail, and at this
stage creative self-efficacy is the first choice to encourage and engage people in creative activities ( Shin
et al., 2012).
Creative self-efficacy refers to one’s belief in one’s ability to perform creative tasks through innovative
process. When an individual undergoes innovative process, faces the risk of failure that can lead towards
the exhibition of lower efficacy feelings, resultantly individual lose confidence to engage in creative tasks.
In this respect, creative self-efficacy leads towards the initial choice of actions that one is willing to
undertake.
Transformational leadership is a leadership behavior that is also known as effective leadership style.
Leader act as role model, increases motivation, morale and instills a sense of self-identity to followers.
Transformational leaders through their vision and personality change the expectations, perception and
motivation of followers regarding work and direct their attention towards the achievement of common
goals. According to Mintzberg (2010) trust is the key element endorsed by the leader to their followers
that comes from respect of others. Transformational leaders generate trust, respect and admiration from
followers and satisfaction to their jobs (Jamaludin, 2011).
Extending the work of Burns (1978) regarding the concept of transformational leadership Bass (1985)
identified that there are four components of transformational leadership behavior which includes
Individualized consideration, intellectual stimulation, idealized influence and inspirational motivation.
According to Bass (1985) these four components of transformational behavior impacts the motivation of
followers and come up with new and unique ways to challenge the status quo. Transformational leader
through an appealing approach articulates clear vision and explains how to attain the vision, expresses
feelings of optimism, lead by examples and empowers followers to accomplish the tasks (Yukl, 1998).
Creativity needs to see things from different perspectives and to correlate the unrelated processes of the
past and thinking differently (Amabile, 1996). Creative self-efficacy is the dimension of individual’s
psychological development and transformational leadership behavior provides support in this process to
encourage novelty and newness from employees' side (Lockwood, 2007)creative self-efficacy also differs
from general self-efficacy, which reflects overall belief in one's capability across domains (Chen, Gully,
& Eden. 2001).
Therefore, the objective of this study is to extend the literature on creativity by examining the relationship
between creative self-efficacy and transformational leadership behavior and moderating role of cognitive
diversity.

LITERATURE REVIEW
Transformational leadership and creative self-efficacy
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Over the past decade, many researchers have attempted to highlight the importance of creativity.
Creativity is the production of useful and novel ideas (Zhou & Shalley, 2003). It is psychological process
of developing the beliefs of peoples and motivating them to take part in creative action which is called
creative self-efficacy. Creative self-efficacy is one’s belief on one’s ability to develop creative ideas. For
individual creativity creative self-efficacy is a basic foundation (Gong, Huang, & Farh, 2009). Bandura
(2000) identified that Self-efficacy beliefs’ of individuals are affected by four major factors and these
factors also develop individuals’ self-efficacy beliefs, the four major factors are: mastery experiences,
vicarious experiences, Verbal Persuasion and Psychological State.
Mastery experiences also known as enactive mastery, enactive mastery is major influential source of
affecting self-efficacy beliefs. Mastery experiences are basically individual’s own past experiences.
Individuals develop their self-efficacy beliefs about the task they are going to perform on the basis of
results of their past actions. Successful outcomes raise the self-efficacy beliefs and failure interpreted
results lower it. Vicarious experiences are the second major source that involves development of beliefs
by experiences of the other’s. When individuals have less or minimal knowledge about the task in hand
they become more doubtful about the results or their actions and consequences, at this stage the
experiences of others play a vital role in developing efficacy beliefs (Chowdhury et al., 2001). Successful
experiences of others raise self-efficacy beliefs while unsuccessful experiences decrease it. Individual
involve in vicarious experiences when they are not confident about their own capabilities or have less
relevant knowledge. Vicarious experiences are also known as direct experience modeling. The third
source is the verbal persuasion are the verbal judgments of others about the capabilities of an individual,
positive judgment’s or persuasions

can be a source of

direct encouragement

and negative

persuasions can be a discouragement. Verbal persuasions can increase self-efficacy beliefs by
encouraging the individual’s capabilities to perform a specific task or in a specific situation. Fourth
source is Physiological state is also known as mental process. Emotional reactions of individuals in
specific situations play an important role in self-efficacy as people express the feelings of distress, anxiety
and tension in stressful situations. When these responses are perceived by oneself may change the
self-efficacy. In a particular situation the personal abilities of an individual can be affected by the
emotional states, physical reactions, and stress levels. A person who becomes extremely nervous before
speaking in public may develop a weak sense of self-efficacy in these situations. In difficult and
challenging tasks the sense of self-efficacy of an individual can be improved by learning the ways to
minimize stress and anxiety level.
According to Bandura (1991) individual’s engagement in behavioral change depends upon the
self-efficacy beliefs, creativity specific measure is more effective to predict the individual level creativity
rather than the general measure for measuring general beliefs(Gibson et al., 2000). The outcome of
follower’s performance and job attitude is result of leadership organizational citizenship behavior (Liden
et al., 2014; Van Dierendonck, 2011). Followers view their leaders as role model given their reserved
position, place authority, and referent power (Yukl, 2010). Transformational leaders provide
encouragement, appreciation and care

about

their

followers,

help

employees

to

overcome

their job related problems and appreciate the new ideas coming from employees in order to find out new
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ways to solve work-related problems and hence fosters creativity in their teams (Boerner, Eisenbeiss, &
Griesser,

2007).

The four components of transformational leadership behavior identified by Bass (1985) include
inspirational motivation (Articulating a vision through an appealing manner), idealized influence (Act as
role model), intellectual stimulation(Presenting a desirable future by painting an interesting picture of
future), and individualized consideration (Appreciating individual’s ideas, view points and paying
attention to individual’s needs), these four components of transformation leaders behavior may affect the
creative self-efficacy of employees as it provide certainty to his/her followers to change already
developed view points and systems (Bizhan Shafie et al., 2013). In consideration to individualized
consideration component leader put emphasis on the needs of individuals and appreciates the ideas
coming from employee’s side, which resultantly provides motivation and encouragement to employees
and also a kind of verbal persuasion that develops the self-efficacy beliefs. The leader’s act as role model
provides the examples and encourages employees to engage in specific tasks or situations more willingly
even if it has less relevant knowledge about the task or situation. Transformational leaders through
inspiration engage employees in creative work and share values and beliefs resultantly employees enjoy
their jobs as leader provides meanings to their work (Liao & Chuang, 2007). Thus keeping in view the
relatedness of transformational leadership behavior with creative self-efficacy, following hypothesis was
developed to predict:
Hypothesis1. Transformational Leadership is positively related to Creative Self-efficacy of employees.
Moderating role of Cognitive diversity
Cognitive diversity is differences in opinions, viewpoints and values, in simple how individual see the
things, how interpret the situations or problem and provide solutions. From literature review two major
arguments have been found regarding how diversity affects the creativity. The first is “Similarity
attraction” and second is “value in diversity” viewpoint (Williams & O’Reilly, 1998). The
similarity-attraction model by Morry (2007) according to which, with perceived similarity on-going
relationship individuals feel others similar to themselves. Individuals appreciate the positive attributes of
each other in similarity attraction view and in case of dissimilarity individual engage in social
categorization process and have fewer acceptances to other’s strength. Thus, diversity affects the
individual creativity due to possible emotional and functional conflicts consequently leading towards
team’s dysfunctionality and team members are less likely to engage in creative processes (Mannix
&Neale, 2005). According to value in diversity viewpoint, differences in individuals is source of diverse
information gathering, diverse viewpoints resultantly a pool of diverse informational resource stimulates
the individual’s capabilities towards production of creative and useful ideas. According to Value in
diversity view point, cognitive diversity is beneficial for employee’s creativity, because individuals in
teams are probably to make use of rich cognitive resources to generate novel and useful ideas in creativity
context.
The similarity attraction and value in diversity both viewpoints may affect the relationship between
Transformational leadership behavior and Creative self-efficacy of employees. The diverse information
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and ideas may have positive influence to intellectual stimulation behavior by enabling individuals to take
benefit from diverse information, experiences to generate useful ideas (Gong, Huang & Farh, 2009).
Cognitive diversity in teams can enhance emotional and functional conflicts in context of dissimilarity
that may have the negative influence on inspirational motivation and idealized influence behavior of
transformational leader because dissimilarity provokes less acceptance to other’s strengths and individual
are engaged in social categorization i.e. us-them. Thus cognitive diversity being as moderator may have
positive or negative influence on the relationship between transformational leadership and creative
self-efficacy of employee’s. Thus we predict the following:
Hypothesis2. The relationship between transformational leadership and creative self-efficacy is
moderated by cognitive diversity in such a way that transformational leadership has a stronger, positive
relationship with creative self-efficacy when the level of cognitive diversity is high.

Theoretical Model

METHODS
Participants and Procedures
The study area was different organizations working in Faisalabad city. Due to limited time and other
resource constraints total 10 diversified organizations were selected for data collection. The objective of
the study was to get responses from all possible layers of management of the business. Total 300
Questionnaires were distributed among in the selected organizations, but only 200 responses were
received with complete information that were used for data analysis.

Measures
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Creative Self-efficacy Measure
The eight-item scale of creative self-efficacy as developed and validated by Abraham Carmeli and John
Schaubroeck (2007) adopted from the study of Shin et al. (2012) is used in this research. Responses were
collected on a five point Likert-type scale ranging from 1=strongly disagree to 5=strongly agree.
Cognitive Diversity Measure
A four-item measure of cognitive team diversity as adopted from the study of Shin et al. (2012) developed
and validated by Van derVegt’s and Janssen’s (2003). Employees were asked to report on characteristics
of their groups and to indicate the extent to which the members of their team differ in their way of
thinking, in their knowledge, skills, they see the world, and their beliefs about what is right or wrong.
Transformational Leadership Measure
The measure of transformational leadership behavior used in this study was adopted from the study of
Rubin et al. (2005) developed by Podsakoff et al. (1996). Each subordinate was asked to rate his or her
immediate leader only. The measure consists of 22 items regarding towards the dimensions like
expressing a vision, role model behavior, setting high performance standards, providing support to each
individual, agreeing members on mutually agreed goals and providing intellectual inspiration.

Results and discussion
Descriptive Statistics
Table 1 shows the results of mean value, standard deviation and Pearson’s correlation “r “ value of
variables transformational leadership, creative self-efficacy and cognitive diversity. The mean value of
transformational leadership TL (3.89) which is the highest mean value followed by creative self-efficacy
and cognitive diversity. The mean value of TL (3.89) which is above than the neutral value i.e. 3, it shows
that employees perceive their leaders behavior as transformational leader behavior. Similarly mean value
of CSE (3.87) shows that employees perceive the ability in them for creativity, the mean value of CD
(3.84) shows that employees perceive differences in thinking style, opinions among their group members.
The Pearson’s correlation coefficient for transformational leadership and creative self-efficacy r (.72)
shows a positive strong correlation between transformational leadership and creative self-efficacy.
Table 1
Correlations, Means and Standard Deviations of Study Variables
Mean

SD

TL

TL

3.89

0.71

CSE

3.87

0.84

.72**

CD

3.84

0.76

.68**

CSE

.72**

**Correlation is significant at the 0.01 level (2-tailed).
TL = Transformational Leadership.
CSE= Creative Self-efficacy.
CD= Cognitive Diversity.
Table 2 shows β (.72) means that strong positive correlation between transformational leadership and
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creative self-efficacy and ρ<.01 shows that relationship is highly significant.
Table2

B

Std.

Model
1

Beta

Error

(Constant)

.53

.23

TRL

.86

.05

.72

t

Sig.

2.29

.02

14.72

.00

a. Dependent Variable: CSE
To analyze the hypothesis 2 hierarchal multiple regression analysis was performed to assess the
moderating effect of cognitive diversity on the relationship of transformational leadership and creative
self-efficacy. To perform the moderation analysis both independent variable and moderator variables were
mean centered by subtracting arithmetic mean from the values. Interaction term TLCD generated by
multiplying centered values of Transformational leadership and cognitive diversity.

Table 3
Model

R

R Square

Adjusted R

R Square

Square

Change

1

.79a

.63

.622

.63

2

b

.63

.629

.01

.80

a. Predictors: (Constant), CD, TRL
b. Predictors: (Constant), CD, TRL, TLCD

Table 3 shows the R2 change .01 which shows that after including interaction term model 2 is increased
by .01.

Table 4

Model

B

Std. Error

3.87

.04

TL

.50

.07

.42

.00

CD

.48

.07

.44

.00

(Constant)
1

Beta

Sig.
.00
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(Constant)
2

3.91

.04

.00

TL

.42

.08

.35

.00

CD

.41

.07

.37

.00

TLCD

-.13

.06

-.16

.04

In table 4, model 2 shows the results after including the interaction term TLCD. The value B (.42) for
transformational leadership in model 2 shows that a 1 point increase in transformational leadership the
model predicts an increase of 0.42 for creative self-efficacy. The value of ρ (0.00) is less than ρ< .01
which shows that the relationship is highly significant.

In the same way the CD value of B (.41) shows

that a 1 point increase in cognitive diversity the model predicts an increase of B (0.41) for creative
self-efficacy. The significance value of ρ (0.00) is less than ρ< .01 which shows that the relationship is
highly significant.
The interaction term TLCD (transformational leadership*cognitive diversity) assess the moderation effect.
The TLCD value B (-.13) which shows that a 1 point increase in TLCD the model predicts a decrease of
(-.13) for creative self-efficacy. The value of TLCD β (-.16) which shows a weaker and negative
correlation with creative self-efficacy and significance value ρ <.05 which shows that relationship is
significant.

But if we compare the overall results we find that after including the interaction term TLCD

there was a statistically decreased in predicted creative self-efficacy of employees as cognitive diversity
increased.
On the basis of study results the second hypothesis 2 is rejected because we can see from table 4 value of
B(-.13) and of standardized coefficients β (-.16) shows that cognitive diversity in relation with
transformational leadership is decreasing the impact of creative self-efficacy as the outcome when
cognitive diversity

is high.

Discussion
One of the objectives of this study was to examine the impact of transformational leadership behavior on
creative Self-efficacy of employee’s, whether transformational leadership is positively associated with
creative self-efficacy of employees or not, and the possible moderating role of cognitive diversity on this
relationship. From the literature study, we found a positive relationship between transformational
leadership behavior and creativity. From literature we also found that creativity of an employee depends
upon his beliefs of creative self-efficacy, the belief of one’s in one’s ability to engage in creative actions
provides a basis for encouragement and builds confidence and in result produce useful and novel ideas.
Consistent with self-efficacy and creative self-efficacy literature we found clear support for
transformational leadership and creative self-efficacy. From literature four dimensions of transformation
leadership behavior such as intellectual encouragement, idealized influence, individualized consideration
and inspirational motivation provides encouragement to employees by articulating a clear vision, mission,
providing individual consideration and establishing relationship based on emotional commitment with
organization (Bass & Avolio, 1994). Literature support for a positive relationship between
transformational leadership and creativity e.g., Jung et al. (2003), Gong et al. (2009) and Correa, et al.
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(2007), moreover some researchers argued that employee engagement in creative actions is linked with
employee’s creative self-efficacy.
In this study, on the basis of support from the literature about transformational leadership and creativity,
the first hypothesis supposed that transformational leadership and creative self-efficacy has positive
relationship, after careful analysis of data (table 2) value of β (.72) and ρ (0.00) shows a significant
positive and strong relationship between transformational leadership and creative self-efficacy. The
significance of relationship supported the hypothesis1 was accepted on the basis of study results.
The second objective of this study was to assess the moderating effect of cognitive diversity on the
relationship of transformational leadership and creative self-efficacy. Cognitive diversity being as a
moderator variable may have the behavior that can increase, decrease or change the direction of the
relationship. From literature support it was found that in some studies cognitive diversity has positive
relationship with employee creativity, literature also shows a negative relationship between cognitive
diversity and creativity (Oldham & Cummings, 1996; Woodman, Sawyer, & Griffin, 1993). Cognitive
diversity is differences in mental processes, i.e. how people differ in views; differ in thinking styles and
how people think about the world. People having different views in teams can provide a variety of ideas
and solutions to a particular problem and team members may learn new ideas, new experiences which can
lead to enhancing the Self-efficacy of employees in context with creativity. Diversity of thinking can help
organizations to make better decisions and complete tasks more successfully, because it prompts more
careful and creative information handling than in contrast to identical groups. Some researcher has
proposed that diversity of views, diversity in the interpretation of things can promote conflicts in team
members which can lead towards the negativity in team members.
In this study second hypothesis was developed to analyze the possible moderating effect of cognitive
diversity on the relationship of transformational leadership and creative self-efficacy of employees. First
the variables transformational leadership and cognitive diversity were mean centered to have mean value
0. Then an interaction term of mean centered variables was created to perform the hierarchical multiple
regression analysis for moderation. From the results in table 4 we can see that in the first model
transformational leadership and cognitive diversity has good correlation with creative self-efficacy. After
including the interactive term
that after including TLCD

TLCD to check the moderation affect, from results (table 4) we can see
the correlation of transformational leadership and creative self-efficacy

decreases as value of β is decreased from .42 to .35,

similarly the correlation between variables

cognitive diversity and creative self-efficacy also decreased from .44 to.37 ( in comparison to model 1
and model 2), the result of un-standardized Coefficient B is also decreased .50 to .41 for transformational
leadership and for cognitive diversity relationship, B(.48) decreased to B(.41), which shows that after
including interaction term TLCD in second model (table 4) increasing transformational leadership by 1
point results in increase in creative Self-efficacy by.42 while in model 1 the increase was B(.50) similarly
the B (.48) for cognitive diversity in model 1 decreased after adding interaction term TLCD by B(.41).
The value of B (-.13) which shows that increase in TLCD by 1 point deceases the creative self-efficacy by
B(-.13), similarly the value of standardized coefficient β (-.16) which shows a negative and very weak
correlation between interaction term TLCD and creative self-efficacy, significance value ρ (.04) shows the
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significance of the relationship. Focusing on the results we can say that after including interaction term
TLCD the overall strength of the model decreases and cognitive diversity being a moderator has
decreased creative self-efficacy in model with interaction with transformational leadership when
cognitive diversity was high.
This study results show that the transformational leadership behavior of leaders increases the self-beliefs
of employees regarding creativity, employees feel more confident in their beliefs to be engaged in
creative action, which resultantly increases creativity and innovation in organizational settings.
Furthermore, it has been observed that cognitive differences between work groups in relation to
transformational leadership behavior decrease the self-efficacy of employees regarding creativity and
innovation.

Therefore, we can conclude that the results of our sample data do not support diverse views,

ideas and thinking styles to increase the creative self-efficacy of employees, as we see cognitive diversity
decreases creative self-efficacy in relation with transformational leadership behavior.
Limitations of the Study
The research was conducted in limited geographical area with limited time frame and few firms working
in the Faisalabad city. Sample size was not enough large so that the findings may not be generalized to all
these sectors. Time and resources and employee engagement are major limitations of this study. To
generalize the results a large sample may be required for research analysis.
Suggestions for future Research
This study is confined to specific region, thus, future researchers should conduct this study in some other
geographical regions and in some FMCG Companies to replicate the results in order to get more
understanding about study variables. As discussed earlier it is possible that the moderating effects of
cognitive diversity may have different results in different cultural contexts. Therefore future researchers
are required to expand the research area having a large sample size and include different culture settings
to explore the moderating effect of Cognitive diversity on the relationship of transformational leadership
and creative self-efficacy. Future researchers may include other variables such as cultural diversity or
creative work involvement as moderating variables. This study considers the transformational leadership
behavior style, other leadership styles may be considered for future research analysis. Further moderators
and mediators might be included in the model and should be explored. I believe that this model provides a
good basis for future theoretical explanations and experimental analyses.
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Abstract
Japan, the Land Of Rising Sun as it is called so is a country in East
Ocean, lying to the east of Korea, Russia and
north to the East China

Asia. Located in the Pacific

China, Japan stretches from the Sea of Okhotsk in the

Sea in the South. Japan is an Island nation, it comprises of three thousand

islands. The largest islands that make most part of Japan approximately 97%

land area are Honshu,

Hokkaido, Kyushu and Shikoku. Many of the islands are mountainous and volcanic, for example, Japan’s
highest peak, mount Fuji, is a volcano.
Historians and social scientists argue that there was culture in Japan as early as Upper Paleolithic
period. Today Japanese culture is a mix of internal developments and outside influences. Japan has
adopted its constitution in 1947, since then Japan has maintained unitary constitutional monarchy with an
emperor and an elected parliament, the Diet. Japan is tenth largest country in the world in terms of
population. Tokyo is the Capital city of Japan and the largest city. The Greater Tokyo Area that includes
the Capital city of Tokyo and other surrounding prefectures is the largest metropolitan area in the world
with over 30 million residents.

Keywords: Japan, culture in Japan, an evaluation, education.

1. Introduction
Japan, the Land Of Rising Sun as it is called so is a country in East
Ocean, lying to the east of Korea, Russia and

Asia. Located in the Pacific

China, Japan stretches from the Sea of Okhotsk in the
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north to the East China Sea in the South. Japan is an Island nation, it comprises of three thousand islands.
The largest islands that make most part of Japan approximately 97% land area are Honshu, Hokkaido,
Kyushu and Shikoku. Many of the islands are mountainous and volcanic, for example, Japan’s highest
peak, mount Fuji, is a volcano.

1.1 Definition of terms
The economy of Japan is worlds second largest. Its defense budget is fifth largest in the world. Japan is
a member of United Nations, G8, G4, and APEC. Earthquakes frequent Japan. There are approximately
188 Volcanoes in Japan of which 40 are still active. Scientists now know that the islands are the
projecting summits of a huge chain of undersea mountains. Colliding tectonic plates lifted and warped
Earth’s crust, causing volcanic eruptions and intrusions of granite that pushed the mountains above the
surface of the sea. The forces that created the islands are still at work.
Humans started living in Japanese islands during Paleolithic period

around 30000 BC. Later Mesolithic

and Neolithic cultures came into island. The Yayoi period, starting around the third century BC, which
introduced new practices in the area like wet-rice farming, iron and bronze-making and a new style of
pottery, brought by migrants from China or Korea. In face Yayoi culture has shown the seed of agriculture
in Japan. The Japanese first appear in written history in China’s Book of Han. Buddhism reached to Japan
through Korea.

The Buddhism in Japan also has influences from China. Buddhism as a religion in

Japan got support and started strengthening since the Asuka Period.

1.2 The modern day Nara came into existence as a strong Central Japanese State during Eighth
century.
The modern day Nara came into existence as a strong Central Japanese State during Eighth century.
During Heian period indigenous Japanese culture emerged in different forms like art, poetry and culture.
Japan’s feudal era was characterized by the emergence of a ruling class of warriors, the samurai. As we
know, may be no land portion of this world was untouched by traders of Portugal, they reached Japan too
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during the sixteenth century and established trade ties between Japan and the west.
Oda Nobunga uses latest European Technologies and conquered

different daimyo, he almost unified

the nation before assassinated in 1582. Toyotomi Hideyoshi succeeded Nobunaga and united the nation in
1590. Hideyoshi invaded Korea twice, but following several defeats by Korean and Ming China forces
and Hideyoshi’s death, Japanese troops were withdrawn in 1598.
On March 31, 1854, Commodore Matthew Perry and the “Black Ships”

of the United States Navy

forced the opening of Japan to the outside world with the Convention of Kanagawa. After victories in the
First Sino-Japanese War (1894-1895) and the Russo-Japanese War (1904-1905), Japan gained control
of Korea, Taiwan and the southern half of Sakhalin.
Japan has seen a long period of Taisho democracy during early twentieth century. Though the Taisho
democracy was overshadowed with expansionism and militarization. Japan was part of victorious partners
in the World War I. Japan occupies Manchuria in 1931, this occupation was criticized by allies and
Japan resigned from the league of nations in 1931. Japan signed the Anti Comintern Pact in 1931 with
Germany and joined the Axis of powers in 1941.
The Second Sino Japan War took place between 1937 -1945 after which an oil ban was put on Japan
by the United States. Japan declared War against United States, United Kingdom and the Netherlands
with the attack on Pearl Harbor on December 7, 1941, which further resulted in World War II. Japan’s
Hiroshima and Nagasaki was bombed by the United States in 1945. Japan surrendered unconditionally on
August 15, 1945.

2. REVIEW OF RELATED STUDIES AND LITERATURE

The review includes a summary of studies conducted by American experts on education published in
the United States of America which the researcher found very instructive and relevant to the proposed
study.
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2.1 Related Studies
The lack of coherence and integration across education policies is cited as one of the reasons
legislative reform in the 1980s failed to produce substantial improvements in the quality of public
education. Local educators frustration resulting from attempts to simultaneously implement contradictory
mandates and attend to varying local priorities often hindered change. System reform proposes to
overcome much of this inconsistency by organizing policy development is the goal, and integrated
policies result. Coherence in policy development is the goal, and integrated policies providing clear
direction to districts are the expected result. The responsibility for the development rests with the state,
which defines the goals and provides the resources and support for school-level reform efforts.
Schools are given the authority and flexibility to design instructional systems that meet their
particular pupil needs-school are also held accountable for the results (Hertert, 1996).
To speak of national standards and increasingly equality is a transparent venture into punitive
hypocrisy. Thus, the children in poor rural schools in Mississippi will continue to get education funded at
less than $400 yearly, while children in the richest suburbs will continue to receive up to $18000 yearly.
But they will all be told they must be held to the same standards and

they will all be judged of course,

by their performance on the same exams. Money, as the rich and powerful repeatedly remind us, may not
be the only news to upgrade education, but it seems to be way that they have chosen for their own kids,
and if it is good for them, it is not clear why it is not of equal worth to children of poor people. (J.Kozol,
1997).
From Boston to San Diego, approximately 450 charter schools have begun operation since 1991.
Charter schools in themselves do not have a clear political agenda. Thus the definition of charter school
reform that it stands for and its implications for the future of public education will be contested in the
next few years. (A.S.Wells,1997).
Improving the lowest-performing schools in urban public systems can help to improve academic
achievement in all our city schools. Investing the necessary resources is not impossible; what is required
is the political will to transform the life chances of our nations most imperiled children (N. Fruchater,
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1997).
Looking to the volunteer sector to improve education is like looking to the generosity of corporate
leaders to keep their workers employed. What we need is new people in the schools, committed not so
much to the world-class

(H. Kohl,1997).

2.2 PARENT-SCHOOL COLLABORATION
It is generally agreed that good relationships between teachers and parents are important for schools,
children, and families. However, the term parent-schools Collaboration is a relatively recent one in
education, reflecting a general societal trend one in education, reflection a general societal trend toward
increased participation of parents in the educational decision making process. Recently the more
frequently used terms are family-school partnerships or parent-school collaboration. Collaboration is
generally seen as a broader and more inclusive term than parent involvement because the latter term
focuses mainly on the parent role, whereas the former trend focuses on the relationship between work
together toward common goals.
Moles (1987) points out that the elements of confrontation and power sharing tend to make educators
and school officials uneasy with parents in the roles of advocated and decision makes, roles where parents
are becoming increasingly interested. Comer and Haynes (1991) point out that the involvement of parents
in their children education is now widely accepted as desirable and even essential to effective schooling.
Leitch and Tangri (1988) concluded that the major barriers to collaboration are the lack of specific
planning and the lack of knowledge about how teachers and parents can use each other more effectively.
Instructional behaviors are the activities which the teacher carries out so that students can achieve
certain objectives. Tomic (1994) showed that an effective lesson may consist of four sections: (a)
homework should be discussed and the material covered recently should be repeated; (b) new material
should

be presented and explained, using structuring, step-by-step presentation, redundant explanation,

frequent progress checks by means of questioning and responding appropriately to practice

under the
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supervision of the teacher who provides feedback and corrective teaching; (c) independent work on the
part of students, including homework, prepared by the teacher and spread out over the course of the
lesson is conducive to achieving the desired learning outcomes; (d) material should be repeated and tested
frequently.
One important day-to-day link between home and school for older children is homework. Homework
has been shown to play an important role in children achievement by keith and page (1985). In some
recent reports it has been shown that variations in adults parenting styles are associated with differences
in homework tutoring patterns, such that more authoritative parents are more effective helpers (e. g, pratt
etc., 1992). In a related finding it has also been shown that parents who perceive themselves as more
powerful causal

agents with regard to children school achievement are, plausibly, more likely

than

others to report assisting children with their homework (e. g., pratt, 1993). Pratt, Filipovich, and
Bountrogianni (1995) suggested that teacher often

differed considerably from all parents in their views

about schooling and the home. Nevertheless they did tend to agree more closely with authoritative parents
than with others in several spheres, including ideal a family decision making styles, ideals about specific
parent homework assistance, and ideas about the causal role of the home in school achievement. Thus,
according to teachers, parents should provide joint decision making opportunities to adolescent, can be
most helpful through structuring homework situations and monitoring performance on homework
assignments, and should see themselves

as having a relatively substantial impact on the child school

achievement.
Wang and Wildman (1994) indicated that parent education and encouragement are important factors
towards the improvement of student achievement. They also suggested that educators, including school
personnel and parents, should exercise caution regarding how to help students with their homework and
how to help students with their homework and how they reward students for good grades.

3. Presentation, Analysis and Interpretation of Data
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3.1 The Japanese Educational System
The schooling years in the Japanese education system are segmented along the lines of 6-3-3-4: 6
years of primary or elementary school; 3 years of middle or junior high school; 3 years of high school;
and 4 years of university. However, the government has just announced (October 2005, Daily Yomiuri)
that it is intending to make changes in the Education Law to allow schools to merge the 6-3 division
between elementary and middle schools. The key purpose for this change is to allow elementary and
middle schools to pool or
teachers

share their resources, with special regard to making available specialist

of middle schools to elementary schools.

Many private schools, however, offer a six year programme incorporating both junior high school
and high school. Specialised schools may offer a five year programme comprising high school and two
years of junior college. There are two options for teriary education: junior college (two years) and
university (four years).
A school year has three terms: summer, winter and spring, which are each followed by a vacation
period. The school year begins in April and ends in March of the following year.
An elementary school (from 6 years) and junior high school (3 years) education, i.e. nine years of
schooling are considered compulsory (see pages on legality of homeschooling).
This system, implemented by the School Education Law enacted in March 1947 after WWII, owes
its origin to the American model 6-3-3 plus 4

years of university. Many other features of the Japanese

educational system, are however, based on European models.
Compulsory education covers elementary school and junior high school.

A break from the past,

modern public schools in Japan today are mostly co-ed (more than 99% of elementary schools). The
Japanese school year begins in April and students attend school for three terms except for brief spring and
winter breaks and a one month long summer holiday.

3.2 The National School Curriculum
The elementary school curriculum covers Japanese, social studies, mathematics, science, music, arts
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and handicrafts, homemaking and physical education. At this stage, much time and emphasis is given to
music, fine arts and physical education.
Once-a-week moral education classes were re-introduced into the curriculum in 1959, but these
classes together with the earlier emphasis on non- academic subjects are part of its “whole person”
education which is seen as the main task of the elementary school system. Moral education is also seen as
more effectively carried on through the school routine and daily interactions

that go on during the class

cleaning and school lunch activities.
High schools adopt highly divergent high school curricula, the content may contain general or highly
specialized subjects depending on the different types of high schools.
High schools may be classed into one of the following types:
Elite academic high schools collect the crème de la crème of the student population and
send the majority of its graduates to top national universities.
Non-elite academic high schools ostensibly prepare students for less prestigious
universities or junior colleges, but in reality send a large number of their students to private
specialist schools (senshuugakko), which teach subjects such as book-keeping, languages and
computer programming. These schools constitute mainstream high schooling.
Vocational High Schools that offer courses in commerce, technical subjects, agriculture,
homescience, nursing and fishery. Approximately 60% of their graduates enter full-time
employment.

4. Summary, Findings, Conclusions and Recommendations

Japan, the Land Of Rising Sun as it is called so is a country in East
Ocean, lying to the east of Korea, Russia and

Asia. Located in the Pacific

China, Japan stretches from the Sea of Okhotsk in the

north to the East China Sea in the South. Japan is an Island nation, it comprises of three thousand islands.
The largest islands that make most part of Japan approximately 97% land area are Honshu, Hokkaido,
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Kyushu and Shikoku. Many of the islands are mountainous and volcanic, for example, Japan’s highest
peak, mount Fuji, is a volcano.
Historians and social scientists argue that there was culture in Japan as early as Upper Paleolithic
period. Today Japanese culture is a mix of internal developments and outside influences. Japan has
adopted its constitution in 1947, since then Japan has maintained unitary constitutional monarchy with an
emperor and an elected parliament, the Diet. Japan is tenth largest country in

the world in terms of

population. Tokyo is the Capital city of Japan and the largest city. The Greater Tokyo Area that includes
the Capital city of Tokyo and other surrounding prefectures is the largest metropolitan area in the world
with over 30 million residents.
Oda Nobunga uses latest European Technologies and conquered different daimyo, he almost unified
the nation before assassinated in 1582. Toyotomi Hideyoshi succeeded Nobunaga and united the nation in
1590. Hideyoshi invaded Korea twice, but following several defeats by Korean and Ming China forces
and Hideyoshi’s death, Japanese troops were withdrawn in 1598.
On March 31, 1854, Commodore Matthew Perry and the “Black Ships” of the United States Navy
forced the opening of Japan to the outside world with the Convention of Kanagawa. After victories in the
First Sino-Japanese War (1894-1895) and the Russo-Japanese War (1904-1905), Japan gained control of
Korea, Taiwan and the southern half of Sakhalin.
Japan has seen a long period of Taisho democracy during early

twentieth century. Though the

Taisho democracy was overshadowed with expansionism and militarization. Japan was part of victorious
partners in the World War I. Japan occupies Manchuria in 1931, this occupation was criticized by allies
and Japan resigned from the league of nations in 1931. Japan signed the Anti Comintern Pact in 1931 with
Germany and joined the Axis of powers in 1941.
The Second Sino Japan War took place between 1937 -1945 after which an oil ban was put on Japan
by the United States. Japan declared War against United States, United Kingdom and the Netherlands
with the attack on Pearl Harbor on December 7, 1941, which further resulted in World War II. Japan’s
Hiroshima and Nagasaki was bombed by the United States in 1945. Japan surrendered unconditionally on
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August 15, 1945.

4.1 Education in Japan
When Japan opened herself to the world in 1868, one of the government’s high priority was catching
up with Western standards in science and education. The Japanese education system was reformed mainly
according to the German and French model which experts regarded as most suitable and advantageous.
After the second world war, the Americans reformed the Japanese education system after their own
which consists of six years of elementary school, each three years of junior and senior high school and
four years of university or two years of junior college.
Compulsory education includes elementary school and junior high school. Over 90% of all students
also graduate from high school and over 40% from university or junior college. At universities the
percentage of male students is higher than that of female students while the opposite is the case at junior
colleges. The number of graduate university students is relatively low.
The Japanese school year starts in April and consists of three terms, separated by short holidays in
spring and winter, and a one month long summer break.
A characteristic of Japanese school system are entrance exams, and

with them a high

competitiveness among students. Most high schools, universities, as well as a few private junior high
schools and elementary schools require applicants to write entrance exams. In order to pass entrance
exams to the best institutions, many students attend special preparation schools (juku) besides regular
classes, or for one to two years between high school and university (yobiko).
The most prestigious universities are the national University of Tokyo and University of Kyoto,
followed by the best private universities.

4.2 Findings
The findings of this study and the answer to the specific questions raised in the statement of the problem
are presented in the discussion as follows.
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1.What is the historical and legal basis of education in Japan?
Japan, the Land Of Rising Sun as it is called so is a country in East Asia. Located in the Pacific Ocean,
lying to the east of Korea, Russia and China, Japan stretches from the Sea of Okhotsk in the north to the
East China Sea in the South. Japan is an Island nation, it comprises of three thousand islands. The largest
islands that make most part of Japan approximately 97% land area are Honshu, Hokkaido, Kyushu and
Shikoku. Many of the islands are mountainous and volcanic, for example, Japan’s highest peak, mount
Fuji, is a volcano.

5. National policy is constantly shifting priorities placed on the different aspects and roles of
education.
Public schools tend to be different from private ones, following the national policy guidelines
more closely than private ones. Individual schools also derive differing philosophies, based on tradition
and character of the body

of principal and teachers running the school.

Education goals and the quality of education in the schools of Japan as such can be diverse, with the
resulting reality that schooling scent is a complex one.
Nevertheless, some similarities can be observed and generalizations made about Japanese thinking
on the role of Japanese schooling.
5.1 The schooling process
There is still relatively strong consensus among the Japanese that schools are the main
conduit for transmitting the basic literacy and numeracy skills and core body of useful knowledge,
an necessary preparation for adult society. This is role of cognitive development.
The schooling process and interactions within the school day are considered vital for
instilling particular values and desirable behavioral dispositions esteemed by Japanese society.
Many socialization studies have emphasized common features of socialization in Japanese school
life, namely strong group consensus and socialization by group or peer pressure.
5.2 Japanese schools
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Japanese schools up to Junior High School are almost exclusively public (less than 5% are privately
owned and run). Until Junior High School, students study at the school in whose catchment area their
home is located. However, senior high schools have overlapping catchment areas: this means that there is
competition among schools for the best pupils in a particular area, and among pupils for palces at the best
schools. Over one-quarter of senior high schools are private, indicating the extent of the competition in
the higher levels Japanese schooling: parents will pay substantial amounts for their children’s educations.
For some time it has been accepted that a Japanese student’s life is largely decided by the their
university entrance exam: that is, entrance to the right university can lead to a well-paid job with one of
the larger Japanese companies. However, increasing competition amongst schools means that this
pressure is extending further back and many now claim that a person’s future is largely decided by the age
of twelve or fifteen with entry to the right junior high school. What effect the current economic recession
and restructuring will have on this system remains to be seen.
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Abstract
This paper explores the concept of online impulse purchasing behavior. Drawing upon cognitive
emotion theory, we developed a model and showed how beliefs about functional convenience (online
store merchandise attractiveness and ease of use) and about representational delight (enjoyment and
website communication style) related to online impulse buying. The model was tested using survey data
from 410 customers of discount group websites in IRAN. Our results showed significant effects of
merchandise attractiveness, enjoyment, and online store communication style, ease of use mediated by
consumers’ emotions. And all of hypothesis accepted in this article. And according to Freidman test the
most important factors that effect on emotion then in impulse buying is merchandise attractiveness then
enjoyment, after these two factors that are important in order are, website communication style and ease
of use, so the designers of discount group websites should attention to these factors that cause impulse
buying.
Key words: online impulse buying, e-commerce, discount group sites
1.Introduction
Impulse buying is a ubiquitous and unique aspect of consumers’ lifestyle. Retailers realize the
importance of this phenomenon, and through store layouts, product packaging, and in store promotions,
they have tried to get consumers to be impulsive in stores (Dholakia 2000). Over the years, impulse
buying has also been made easier by innovations, such as credit cards, telemarketing, and home shopping
networks (Rook 1987). Consequently, impulse buying accounts for a large volume of product sales every
year (Hausman 2000). Because of its prevalence, researchers from different disciplines, such as consumer
behavior and psychology, have shown interest in studying this behavior. A review of this body of
knowledge indicates that impulse buying has been mainly studied in a traditional commerce setting.
In the last decade, rapid developments in information technology have substantially changed the
landscape of consumer behavior. The availability of 24-hour retailing through the Internet has brought
about an increase in online retailing and inevitably, an increase in impulse buying. With the Internet,
consumers’ buying opportunities have expanded through an increased accessibility to products and
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services and the increased ease to make purchases. Moreover, this new mode of shopping often eliminates
the constraints of time and space that are often experienced by shoppers in a traditional commerce context
(Eroglu et al. 2001). As a consequence, Internet shoppers can be more impulsive than traditional shoppers
(Donthu and Garcia 1999). Indeed, there is preliminary evidence that indicates that impulse buying is
rampant in an online context (Greenfield 1999; Li et al. 2000). The distinct characteristic of an electronic
commerce (e-commerce) context, in contrast to a traditional commerce setting, is that information
technology (IT) mediates the relationship between the online consumer and the online retailer. Based on
the preliminary evidence that this behavior is prevalent in an online context, an opportunity exists to
identify the characteristics of the web interface that influence impulse buying.
To date, few researchers have studied online impulse purchase behavior. For example,
LaRose (2001) identified the features that influence unregulated buying behavior at popular
websites, but provided no empirical evidence for his propositions. Similarly, Koufaris and
colleagues (2001-2002) and Koufaris (2002) examined unplanned purchases on the Internet, but their
results were not conclusive. More recently, Dutta and colleagues (2003) examined how implementation
characteristics of online payment processes affect impulsive buying behavior, but their findings were
limited because of a small sample size. A common theme emerging from these studies is a call for future
research to understand the online impulse purchase behavior. For instance, Koufaris and colleagues
(2001-2002) call for further research to “understand how on-line environments can be best designed to
increase unplanned purchases. The current research tries to shed some light on this behavior. As a first
step in a program of research, this research is

intended to focus on the phenomenon of online impulse

buying

1-1.Defining Impulse Buying
In the beginning, researchers were primarily interested in understanding impulse buying. Researchers
have invested considerable effort toward defining this interesting and complex phenomenon. The
understanding of impulse buying has also been greatly improved through the identification of the
different types of this behavior. Moreover, a distinction has been made between impulse buying and other
forms of unregulated buying to gain a more in-depth understanding of this phenomenon. The focus of
early studies was also on providing measures which can be used to capture this interesting behavior. In
the next sections, a review of existing impulse buying literature is provided for a better understanding of
the phenomenon.
1-1-1.Conceptual Definition of Impulse Buying
Several researchers have proposed varying conceptual definitions of impulse buying (e.g., Rook 1987;
Rook and Hoch 1985; Weinberg and Gottwald 1982). Rook (1987), for example, defined it as an
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unplanned purchase which occurs when a consumer experiences positive affect when exposed to a
stimulus. Piron (1991) conducted a review of these definitions and concluded that none of them fully
described this interesting and complex phenomenon. He identified thirteen dimensions which were
common across these various definitions of impulse buying proposed by different researchers. These
thirteen dimensions are summarized in Table 1-1.
Table 1-1: The Thirteen Dimensions of Impulse Buying
Dimensions
Unplanned purchase

studies
Davidson 1966; Engel and Blackwell
1982;McNeal 1973

Response to stimulus

Stern, 1962

Deliberately planned to benefit from offers

Day 1970

Thrill seeking

Stern,1962

Decision made on the spur of the moment

Davidson 1966

Result of a deliberation process

McNeal 1973

Not a response to a previous problem

Engel and Blackwell 1982

No prior buying intentions

Engel and Blackwell 1982

Sudden and spontaneous desire to act

Rook 1987; Rook and Hoch 1985

State of psychological disequilibrium

Rook and Hoch 1985

Psychological conflict and struggle

Rook 1987; Rook and Hoch 1985

Reduction of cognitive evaluation

Rook and Hoch 1985

Piron (1991) integrated these dimensions and proposed a comprehensive definition of impulse buying,
which is as follows:
“Impulse buying is a purchase that is unplanned, the result of an exposure to a stimulus, and decided
on-the-spot. After the purchase, the customer experiences emotional and/or cognitive reactions”
From this definition, the first characteristic of an impulse buying is that it is an unplanned purchase.
The consumer decides to purchase the object on the spur of the moment, not in response to a previously
recognized problem or an intention that was formed prior to being in the shopping environment (Piron
1991). The second characteristic of impulse buying is the exposure to the stimulus. According to the
Merriam-Webster online dictionary, a stimulus is “something that rouses or incites to activity” or “an
agent (as an environmental change) that directly influences the activity of a living organism or one of its
parts” (Merriam-Webster On Line). Thus, the stimulus can be considered as the catalyst which makes the
consumer be impulsive. The stimulus can be a piece of clothing, jewelry, or candy. Store atmospherics,
which can be considered as an important factor in predicting impulse buying, allows the marketer to
position products in an enticing way to increase impulse buying (Dholakia 2000). The third characteristic
of impulse buying is the immediate nature of the behavior. The consumer makes a decision on the spur of
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the moment without any evaluation of the consequences of making such a purchase (Piron 1991). Finally,
the consumer experiences emotional and/or cognitive reactions, which can include guilt or disregard for
future consequences.

2-1-1.Different Types of Impulse Buying
The understanding of impulse purchase was also greatly improved through the identification of the
different types of impulse purchase by Stern (1962). According to him, there are four distinct types of
impulse purchases, namely pure, reminder, suggestion, and planned impulse buying. Pure impulse buying
occurs when consumers purchase products impulsively as defined above. This type of impulse purchase is
a “novelty or escape purchase which breaks a normal buying pattern” (Stern 1962, p. 59). A reminder
impulse purchase occurs when the consumer is reminded of the need to buy a product when he or she sees
it (Stern 1962). The consumer may remember that he or she is running out of that product or may recall
an advertisement about the item of interest, which sparks the impulse purchase. Suggestion impulse
purchase is when a consumer sees a product and visualizes a need for it (Stern 1962). Finally, planned
impulse buying is when consumers do not plan for their purchases, but search for and take advantage of
promotions in the market (Nesbitt 1959).
The common link across these different types of impulse purchase is that the purchase is a result of an
exposure to the stimulus (Piron 1991).

2.Measuring Impulse Buying
An area of research on impulse buying has focused on conceptualizing and measuring impulse buying. A
list of the most common measures used is provided in Table 2.1.
The assumption behind these various measures is that some individuals tend to be more impulsive
than others. Therefore, the aim of these measures has been to capture the consumer’s tendency to be
impulsive. Consequently, these individuals who are impulsive will most likely be the ones engaging in an
impulsive buying behavior.
Table 2.1: Common Impulse Buying Measures Construct Source Description
construct

source

Impulsive Purchase behavior

Rook and Fisher 1995

description
Degree to which a subject
will make an impulsive
purchase decision based on a
scenario.

Buying Impulsiveness Scale

Rook and Fisher 1995

A consumer’s tendency to
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buy spontaneously,
unreflectively, immediately,
and kinetically.
Buying Impulsiveness Scale

Donthu and Gilliland 1996

Degree to which a person not
only indicates
that he or she engages in
unplanned consumer
choice, but likes to purchase
in that way.

Impulse Tendency Scale

Mick 1996

Extent to which a consumer
is likely to make unplanned,
immediate, and unreflective
purchases.

Consumer Impulsiveness

Puri 1996

Scale

Provides a measure of
“people chronic values
towards impulsiveness.”

Impulse Buying Tendency

Weun et al. 1997

Degree to which an
individual is likely to
make unintended, immediate,
and unreflective purchases.”

3. Model construction and development of hypotheses
Fig3-1 shows our theoretical model, which is rooted in the literature on impulse buying and derives its
theoretical structure from Cognitive Emotion Theory (CET). According to this, observing a stimulus and
the consequent formation of evaluative perceptions causes emotions. Thus, beliefs can be assumed to
precede emotions (reisenzein, 2009)This structure has been shown to be robust in many consumer
emotion studies and is empirically favored over other views. We Further proposed an emotion–action
tendency link, because we expected that emotions led to impulsive action tendencies and thus to impulse
buying (Frijda, 2010)Following the conceptualization of impulse buying in the consumer behavior
literature, browsing behavior, urge to buy, and the overt impulse buying behavior were included as facets
of impulsive actions that are determined by emotions.
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3.1. The influence of online websites on emotion
Positive and negative effects are considered as two independent basic emotions that are universal
across gender and age groups, and can be found in all cultures. We defined positive affect as the extent to
which a person feels enthusiastic, excited, and inspired. Negative affect was defined as the extent to
which a person feels distress, irritation, and disturbance. The emotion terms used here have been shown to
be universal in consumption settings, such as online shopping (Etheir,2008).We focused on the distinction
between functional convenience (merchandise attractiveness; site ease of use) and representational delight
beliefs (enjoyment; website communication style) in our study; it has been suggested that these website
elements are likely to lead to impulsive buying behavior (Madhavaram, 2004). Merchandise
attractiveness is defined here as the perception of the size and attractiveness of the assortment; it
subsumes impressions of the number of products on a site, interesting offers, value for money, and
whether products are aligned to fit the consumer’s interest. It has been suggested that this influences
emotional response. In the online context, the link between special offerings and positive emotions (i.e.,
excitement) has been shown to occur in auctions (Bechere,2004).We therefore argued that websites with
products that are in the consumers’ interests and have interesting offers are likely to create positive
emotions. Furthermore, we believed that good merchandise attractiveness will produce less negative
emotion (irritation). Therefore:
H1a. There is a positive relationship between perceived online store merchandise attractiveness and
positive affect.
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H1b. There is a negative relationship between perceived online store merchandise attractiveness
and negative effect.
The perceived ease experienced by online visitors in navigating the store is important. Ethier et
al(2006)found that a positive evaluation of usability, including ease of use, had a positive impact on
positive emotions and a negative impact on negative emotions. Therefore, we hypothesized:
H2a. There is a positive relationship between perceived ease of use and positive affect.
H2b. There is a negative relationship between perceived ease of use and negative affect.
Online store enjoyment can be stimulated by music in the background and visual fun effects; it can
have a significant effect on positive emotions. Van Dolen et al(2008) showed that a fun website (i.e., one
including comic strips, cartoons, etc.) may create positive affect. In addition, they demonstrated that fun
aspects could offset negative effects. Therefore, we hypothesized:
H3a. There is a positive relationship between perceived shopping enjoyment and positive affect.
H3b. There is a negative relationship between perceived shopping enjoyment and negative effect.
Website communication style is another important factor: it is the subjective perception of the style in
which the site communicates with and services its visitors. Rooted in store personnel literature
(sparks,2002). website communication style mirrors the ‘‘kindness’’ of the approach (calm instead of
assertive), its social orientation (friendly, building relationships), and demonstration of expertise and
competence (knowledge ability). We argued that consumers’ evaluations are influenced through exposure
to a particular communication style due to a need for social presentation and cognitive consistency;
individuals use socially induced cognitive and affective strategies to match the style of those with whom
they interact. However, this influence may occur without conscious motivation. For instance individuals
automatically imitate their social environment, they learn without deliberation through vicarious
modeling. Applying the logic of social contagion to website–consumer interactions, it seemed that
consumers would respond in a similar way to the communication style of the website. Mccoll-Kennedy
and Sparks (2003) indicated that a friendly and fair communication style led to more positive and less
negative consumer evaluation. Thus, we argued that a calm, friendly, and knowledgeable style would
trigger positive, affective based evaluations by customers with less distress. Therefore:
H4a. There is a positive relationship between perceived website communication style and positive
affect.
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H4b. There is a negative relationship between perceived website communication style and negative
effect.
3.2. The influence of emotion on browsing
Browsing is in-store examination of a retailer’s merchandise for recreational and informational
purposes without an immediate intent to buy. Positive emotions have been found to positively influence
browsing aspects like spending extra time on shopping. Huang showed that different emotional
dimensions impacted exploration decisions and concluded that online environments that created pleasure
encouraged exploration (Huang, 2005). Furthermore, she suggested that negative emotions like boredom
will drive away consumers, and consequently negatively influence exploration behavior. Therefore, we
hypothesized:
H5a. There is a positive relationship between positive affect and browsing.
H5b. There is a negative relationship between negative affect and browsing.
3.3. The influence of emotion and browsing on urge to buy and impulse buying
Several researchers have shown that affect influences impulse purchasing: when one is experiencing
positive effect, one is more likely to engage in approach than avoidance behavior. Also the greater the
positive emotion felt by an individual, the greater the likelihood of overspending and impulse buying
(verplanken,2001). We therefore hypothesized:
H6a. There is a positive relationship between positive affect and urge to buy.
H6b. There is a negative relationship between negative affect and urge to buy.
The effect of browsing has been argued to be a central component in the unplanned buying process. If
consumers browse longer, they will encounter more stimuli, increasing the likelihood of impulse buying
(Rook,1987). Therefore, we hypothesized:
H6c. There is a positive relationship between browsing and urge to buy.
H6d. There is a positive relationship between urge to buy and impulse buy.

4. Research Design
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4-1.Sampling Technique
Randomly sampling technique with electronic questionnaire was used to sample 410 customers of
discount group sites in Iran.

4-2.Analytical technique
Data obtained from the administered questionnaire were analyze in LISREL software. This study is
descriptive-survey research that in the following stages to describe the relationship between know factors
that associated with online impulse buying in discount group sites in Iran. And for gathering data, we use
five-item questionnaire whit LIKERT scale. The reliability of the questionnaire is 0.886 in cronbach
alpha.
Table 4-1:the reliability of our varibales
Merchan
Urge

Imp

bro

Negati

Positive

Website

Ease

enjoymen

dise

to

ulse

wsin

ve

effect

s

of use

t

attractive

buy

buyi

g

effect

ness

commu

ng

Variables

nication
style

0.85

0.86

0.96

0.962

0.88

0.814

0.902

0.79

0.89

Cronbach
alpha

4-3.Demographic Characteristics of Consumers
Table 4-2 gives information on the demographic characteristics of consumers. Majority of the
respondents were females constituting 59%, while males constituted 41%. The table also shows that
majority of the consumers were within the ages of 21 - 30 years (65%), while 25% representing 102
consumers were within the ages of31-40, and 8% under 20 years, and also just 2% between 41 to 50.
Information on the education of consumers depicts that 49% had bachelor education, 6% had primary
school education, 37 % had post-primary education, and 8% had Phd education, while 6.8 had
postgraduate qualifications. and 36% of them were employer, and 36% student, 18% had free work, 4%
had not any work, and 4% were housewife and 1% were retired, and from the view of internet using, 84%
use daily of internet, and 15% two or three times in a week and 1% use of internet weekly.
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Table4-2: Demographic Characteristics of Consumers
Demographic

category

Gender

Male

41%

Female

59%

242

Under 20

8%

33

21-30

65%

246

31-40

25%

102

41-50

2%

8

Upper50

0%

0

Bachelor

49%

201

Primary

6%

25

37%

151

8%

33

AGE

Education

percentage

Count(n)
168

school education
Post-primary
education
phd

5. Hypothesis analyses
In below table, we can see the briefly name of our variables, we use SEM model for testing our
hypothesis so,

we use of LISREL software for analyses our hypothesis, and according our finding all of

hypothesis accepted.
Table5-1.the brief name of variables
Brief name

variables

GA

Merchandise attractiveness

SE

Ease of use

SA

enjoyment

SEW

Websites communication
style

GI

Web browsing

PE

Positive effect

NE

Negative effect

TKN

Urge for buy

KN

Impulse buying
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The below figure is the final model of our research that derived from LISREL software.

Figure 5-1: final model of research

Figure 5-2: t-value, the approval result of final model of research
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The below table is the final result of our hypothesis that derived from our research. SEM was applied to
estimate the structural model and test the hypotheses. Our results indicated a good fit with the data (x2 =
901, p < 0.000; CMIN/DF =444; GFI = 0.90; AGFI = 0.88; NFI = 0.90; IFI = 0.93; TLI = 0.92; CFI =
0.93; RMSEA = 0.035). The structural model showed that all of the hypothesis accepted .the finding
show that attractiveness loaded significantly and strongly on positive and negative effect. Ease of use,
however, had significant effects on
either emotion. The urge to buy was rather strongly affected by positive effect, moderately by browsing,
and rather weak by negative effect. Furthermore, the results showed that the urge to buy had a significant
and strong influence on impulse buying. So, all of our hypothesis were accepted according to SEM model.
In table 5-2, you can see the summarize of the final result of our hypothesis.
Table5-2: the final result of hypothesis
result

t-value

Load

effect

Hypothesis

factor
accepted

3.87

0.33

Direct

Hypothesis1

accepted

4.68

0.27

Reverse

Hypothesis2

accepted

7.37

0.77

Direct

Hypothesis3

accepted

-5.68

-0.31

Reverse

Hypothesis4

accepted

6.43

0.59

Direct

Hypothesis5

accepted

-6.51

-0.43

Reverse

Hypothesis6

accepted

6.60

0.60

Direct

Hypothesis7

accepted

-5.39

-0.37

Reverse

Hypothesis8

accepted

6.44

0.57

Direct

Hypothesis9

accepted

-3.02

-0.31

Reverse

Hypothesis10

accepted

7.43

0.78

Direct

Hypothesis11

accepted

-3.18

-0.17

Reverse

Hypothesis12

accepted

2.86

0.87

Direct

Hypothesis13

accepted

9.50

0.77

Direct

Hypothesis14

6 .Freidman test
With Freidman test, we can prioritizing our variables, and according that, we can have many suggestion
to discount group websites.
Table6-1:the result of Freidman test
variables

mean

Sig

Merchandise attractiveness

2.68

0.000

enjoyment

3.50
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Website communication

4.26

style
Ease of use

4.58

According to above table, the more important variables in independence variable according to their
mean are merchandise attractiveness, enjoyment, websites communication style and then ease of use that
in order, their means are 2.68, 3.50, 4.26 and 4.58.so, we can suggest to websites designer of discount
group sites to attention more about merchandise attractiveness, such as the amount and variety of their
product, and the low price of their product. They also should attention to enjoyment aspect of their
websites such as the animated banner advertising and real pictures of product. All of these factors can
cause impulse buying in discount websites. Also they should attention to ease use of their websites such
as good navigating of websites and the speed of loading their websites, also their websites should have
friendly style of websites that can effect on customers to urge to buy product impulsively.
Limitation and future research
This study has several limitations that need to be highlighted. The data collection took place in Iran.
Thus, future research with tested in other cultures, is needed to enhance the generalize

ability of our

findings. Moreover, the study context included a wide range of client of discount group sites, so we can
not generalize ability finding of this research to other kind of internet websites.
focusing on

another type of websites.

Future work can

Furthermore, other demographic variables should be explored.

This would provide a better representation. Other dimensions of impulse could be explored. For instance,
future studies could include situational and individual factors that effect on impulse buying.
Result
Our tests provided three important results: (1) a conceptual understanding of the online impulse buying
process, (2) the role of consumer emotions in

impulse buying, thus confirming the applicability of

CET in impulse buying situations, and (3) how online store beliefs may function as cognitive
determinants of online impulse buying. First, we provided insight into the online impulse buying process
and used a sample of real shoppers to validate its theorized structure.
Second, although the importance of emotions has been demonstrated in online impulse buying in
general, we showed that emotions are crucial to online impulse buying. They seem to function as
mediator between online store beliefs and impulse buying. To further validate this mediating role post hoc
tests with two alternative models were conducted. The first alternative added direct influences of the four
online store beliefs on impulse buying.
Third, our research showed how and to what extent online store beliefs might trigger impulse buying.
The structural model provided mixed support for our assumptions. For the functional convenience beliefs,
merchandise attractiveness loaded significantly and strongly on both positive and negative effect. Having
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a symmetric effect on both emotions, merchandise attractiveness seemed to be a performance factor
Surprisingly, after that enjoyment had significant effect on emotion. Computation of mean scores
indicated a very good evaluation of the usability of the online
From a managerial perspective, our research has several implications. First, we showed that the
representational delight and merchandise attractiveness were important to impulsive
buying settings. So to stimulate impulsive buying, online retailers should create a calm, friendly,
knowledgeable, fun site with an attractive assortment; providing pleasure when customers browse through
it. Second, the lack of significance of ease of use puts its relevance into perspective. Being a basic factor,
it seems sufficient to bring an online store’s ease of use to an acceptable level. Thus, allocating budgets to
improve an online store’s ease of use requires careful consideration. Third, our finding show, by making
the shopping experience exciting, enthusiastic and inspiring, positive emotions are triggered with possible
impulsive
buying as a consequence.
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ABSTRACT
The present paper highlights the micro-finance & evaluates the position of micro-finance. The concept of
microfinance is not new in india.Traditionally, people have saved with and taken small loans from
individuals and groups within the context of self-help to start businesses or farming ventures. Majority of
poor are excluded from financial services. Micro finance is a programme to support the poor rural people
to pay its debt and maintain social and economic status in the villages. Micro-finance is an important tool
for improving the standard of living of poor.Inspite of many organizations of micro finance, micro finance
is not sufficient in India. The study explores some suggestions to make micro finance more effective. The
potential for growing micro finance institutions in India is very high. Microfinance market in india is
expected to grow rapidly,supported by government of India’s initiatives to achieve greater financial
inclusion,and growth in the country’s unorganized but priority sector.
Microfinance has evolved rapidly into a global movement dedicated to providing access to a range of
financial services to poor and near-poor households. The organizations that provide these services, known
as microfinance institutions (MFIs) may operate as formal micro banks, non-bank financial institutions,
non-governmental organizations, or community-based financial institutions. These providers offer a range
of financial services from small business loans to savings accounts, money transfers, insurance, and
consumer loans.Growth of the microfinance industry, however, the microfinance is important as a
minimum condition for achieving these social missions.
Major Cross-section can have benefit if this sector will grow in its fastest pace. On the basis of growth
and evolution related to micro finance, the study predicts the new agenda for future.The microfinance
industry being very small in terms of value added to the indian financial sector. It examines the experience, of india,which has
one of the largest microfinance sector in the world.
Key words: Microfinance,Poverty,financial development,financial services,Future Opportunities
Evolution of Microfinance
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‘‘Microfinance recognizes that poor people are remarkable reservoirs of energy and knowledge and while
the lack of financial services is not just a sign of poverty. Today it is looked as an untapped opportunity to
create markets, bring people in from the margins and give them the tools to help themselves.’’
-Kofi Annan(Sec.General of UN)
The Poor stay poor, not because they are lazy but because they have no access to capital.’’
-Laureate Milton Friedman
Yunus first came across the idea of microcredit while studying the lives of poor entrepreneurs in his
native Bangladesh during the famine of 1974. He began by loaning to groups of women, and his program
soon proved that small loans could not only quickly improve lives but were paid back with interest and on
time.
- By Rob Krieger

Introduction:
Before the microfinance industry, people around the world have been borrowing and saving using various
sources outside of the formal financial sector. Informal financial services ranging from loan sharks,
community members and saving groups were once the only source for low income individuals who were
unbanked or under-banked. Such sources are still commonly used in both rural and urban areas, but now
microfinance is a new source for loans, savings and insurance for the estimated of Indians who do not
have access to any type of financial services and the Indians who might be unhappy with the informal
financial services they use.
The World Bank has estimated that upwards of 100 million individuals have taken advantage of
microfinance. As much as $25 billion might be circulating in the industry, a turnover statistic which
represents some fraction of the unmet demand. The extent of the overall microfinance market is up for
debate. After all, extreme poverty continues to limit billions in the developing world from accessing basic
services and realizing their potential.
Microfinance organizations have spread all over the developing world. The concept has also expanded to
include a variety of small-sized but high-impact financial services beyond traditional credit.These
products have been customized to the diverse interests, demands, and capabilities of the global poor, also
referred to as the “bottom of the pyramid.”

Microfinance has proven to be an effective and powerful tool for poverty reduction. Microfinance is one
of those small ideas that turn out to have enormous implications
Microfinance is not entirely an innovative phenomenon. Particularly, the first forms of microcredit’s
existed already in the XIX century with the experience of the rural banks and the creation of informal
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credit and saving institutions in the various areas of the world. Also around the 50-70 we find out various
public programs subsidized, turned mainly to the agricultural sector, in many countries of the North of the
world. But only thanks to the Bengalese Muhammad Yunus, winner in the 2006 of the Nobel Prize for
Peace, microfinance is known to international level as important tool of socio-economic development. Its
relevance in the fight against the poverty has been recognized by the United Nations that, in 2005,
proclaim "the International Year of the Microcredit”.Microfinance born with a not-for-profit logic. For
instance, up to mid 1900’s microcredit essentially turned to the support of the agricultural sector, with low
interest rates, strong government subsidies and institutions for the most part not sustainable. During the
last years, the sector has been characterized by a fast evolution and a commercialization process:
reduction of grants and increment of equity investments; the approach moved to sustainability in terms of
operational and financial self-sufficiency.
The History of Micro Finance
Microcredit – issuance of small loans to the poor for entrepreneurial purposes 16th Century: Pawn
Shops – collateral based loans 18th Century: Irish Loan Fund System – non-collateral based loans 19th
century Financial Cooperatives – Germany Indonesian People’s Credit Banks.1950s – 1980s
Development and Subsequent Failure of State Owned Development Banks 1970’s associated with the
formal birth of microcredit Grameen Bank in Bangladesh – established by Professor Yunus Accion
International FINCA SEWA – Self-Employed Women’s Association Bank – India Bank Rakyat Indonesia
(BRI) Aga Khan Agency.
The history of microfinance goes back to 1974 when professor of economics at Chittagong,Dr
Muhammad yunus ,with the intent of finding a practical solution to poverty, experienced the first
microfinance attempt himself. During visit to a rural village in Bangladesh, he lent 27$ to a community of
42 people who were otherwise unable to make out a living. The result was that those people were able to
invest that amount in their small woodwork business, sell their products, buy food and other basic stuff
and give to the money back to the professor with interest .inspired by his successful experience and after
in depth studies on the topic, he today accounts for 1 billion $ in loans spread to over 7 millions
borrowers.
During the 80’s and 90’s,after many researchers and experiment proving the business viability and
profitability of yunus ‘concept microfinance institutions grew constantly in number till topping 3000 in
2006.most microfinance institutions started their business as nonprofit organization sustained by grants
and subsidies ,and have been able to turn into for profit corporations attracting investors globally
Major banks, attracted by high growth rates ,started instituting funds focused on microfinance that allow
investors from all over the world to invest6 in this new industry.
The history of micro credit is traced back to the early 1700s when Jonathan Swift, an Irishmen, had the
idea to create a banking system that would reach the poor. He created the Irish Loan Fund, which gave
small short term loans to the poorest people in Ireland who were not being served by commercial banks,
in hopes of creating wealth in the rural areas of Ireland. This idea took years to catch on, but then grew
quickly and expanded globally. By the 1800’s, the Irish Loan Fund had over 300 banks for the poor and
was serving over 20% of the Irish population. In the 1800s similar banking systems showed up all across
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Europe targeting the rural and urban poor. Friedrich Wilhelm Raiffeisen of Germany realized that the poor
farmers were being taken advantage of by loan sharks. He acknowledged that under the current lending
system, the poor would never be able to create wealth; they would be stuck in a cycle of borrowing and
repaying without ever making personal economic development. He founded the first rural credit union in
1864 to break this trend. This system was different than previous banks because it was owned by its
members, provided reasonable lending rates and was created to be a sustainable means of community
economic development. The idea of credit unions spread globally and by the end of the 1800s, these
micro credit systems had spread all the way from Ireland to Indonesia. At the turn of the century similar
systems were opening in Latin America. Whereas in Europe the credit unions were owned by its members,
in Latin America the institutions were owned by the government or private banks and were not as
efficient as they were in Europe. In the 1950’s donors and government subsidies were used to fund loans
primarily for agricultural workers to stimulate economic growth but these efforts were short lived. The
loans were not reaching the poorest farmers; they were often ending up in the hands of the farmers who
were better off and didn’t need the loans as critically as others. Funds were being lent out with an interest
rate much below the market rate and there were not enough funds to make this viable long term. These
loans were rarely being repaid, so the banks’ capital was depleting quickly and when the subsidized funds
ran out, there was no more money to pump into the agricultural economy in the form of micro credit.

In

the 1970s the biggest developments in micro finance occurred.Grameen Bank in Bangladesh started off as
an action based research project by a professor who conducted an experiment credit program. This
nonprofit program dispersed and recovered thousands of loans in hundreds of villages. The professor tried
to extend this idea to other bankers in Bangladesh, but they were afraid that it was too risky as a business
and turned down the offer.Grameen Bank is now one of the world’s largest micro finance institutions with
over 4 million lenders. By the 1990’s lenders had learned how to increase loan repayment rates enough to
make micro finance institutions sustainable. They targeted women as borrowers and gave them money to
invest in businesses that would increase their income and charged very low interest rates so the borrowers
could pay back their loans and still have money, i.e. create wealth, for themselves.
The term microfinance was coined to replace micro credit, because the new institutions were doing more
than making loans; they were offering other financial services to the poor like savings accounts, insurance
and money transfers.
Microcredit is a new form of lending to the poor, hailed as a social innovation of the 1970s, resulting in
loans to about 200 million people (Maes and Reed 2012; Reed 2013) and impacting about a billion people
(taking a family size of five). Figure 1 illustrates the evolution of microcredit: the top curve uses the
secondary axis and indicates that today, 3,703 MFIs report to the Microcredit Summit Conference,
indicating that they have reached 195 million clients out of which 124 million are very poor.
Microcredit is staged today as a global movement and part of a globalization process, and is considered as
an excellent indicator of economic, social, and cultural opportunities, ‘an important lever for change,
contributing to local development …’ (Gentil and Servet 2002).The number of customers has more than
doubled from 2003 to 2011 (Table 2). Table 3 provides the
The failure of commercial banking to provide financial services to the poor coupled with disadvantages of
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using informal markets are major rationales for intervention in the market for financial services at the
micro level. Consequently, microfinance emerged as an economic development approach intended to
address the financial needs of the deprived groups in the society. The term microfinance refers to “the
provision of financial services to low-income clients, including self-employed, low-income entrepreneurs
in both urban and rural areas” (Ledgerwood, 1999).
The emergence of this new paradigm was encouraged by the successful story of microfinance innovations
serving the poor throughout 1970s and 1980s. The most quoted examples are Grameen Bank Bangladesh,
the unit desa system of Bank Rakyat Indonesia, ACCION International in United States and Latin America
and PRODEM, BancoSol's predecessor in Bolivia. The microfinance adopts market-oriented and
enterprise development approach. It emphasises institutional and programme innovations to reduce costs
and risks and has greater potential to expand the financial frontier to the poor in sustainable manner
(Littlefield et al., 2003).
Microfinance requires innovative approaches beyond the traditional financial intermediary role. Among
others, building human capacity through social intermediation and designing group-based lending
programmes are proven to be among the effective tools to reduce transaction costs and lower exposure to
numerous financial risks in relation to providing credit to the rural poor. Group-based approach also
fosters a better flow of information between lenders and borrowers and hence less adverse selection and
moral hazard in the credit market.
The evolution of microfinance in the 1970s is to break the barricade to access capitals by low income
individuals for developmental purposes. Microfinance is the provision of financial services to low-income,
poor and very poor self-employed people (Otero, 2000). To say that microfinance empowers the
entrepreneurial spirits that exist among small-scale entrepreneurs worldwide is not an exaggeration.
Microfinance has the ability to strengthen micro enterprises and encourage best practices among operators
of small and medium scale enterprise.
Microfinance has been in practice for ages (though informally).Legal framework for establishing the
co-operative movement set up in 1904.Reserve Bank of India Act, 1934 provided for the establishment of
the Agricultural Credit Department.Nationalisation of banks in 1969, Regional Rural Banks created in
1975.NABARD established as an apex agency for rural finance in 1982.Passing of Mutually Aided Co-op.
Act in AP in 1995.
Microfinance in Ireland the author dean Jonathan swift initiated entities called ‘‘loan fund’’these fund
accommodated microcredits to entrepreneurs starting 1720.about one hundread years later,the government
established a statutory basis resulting in a boom of ‘‘loan funds’’ a second example is the german
‘‘sparkassen’’ and cooperative banking system.the first ‘’sparksse’’ was established 1778 in hamburg.in
addition to saving deposits,services included loans for businessand farmers .in 1864,frie-drich Wilhelm
raiffeisen and Hermann schulze- delitzsch founded cooperatives focusing onsaving and lending deposits
for small businesses and farmers.all three mentioned german banking institutions are major retail banks
today : ‘‘sparkassen’’, ‘‘raiffeisen’’ and ‘‘volksbanken’’.
The root of today’s microfinance in emerging markets lie in the mid 1970s mohammed yunus started in
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1976 during a famine period to lend money to people of his community .seven years later ,grameen bank
was founded and Bangladesh became a textbook example for microfinance .during the same
period ,ACCION in brazil and bank rakyat in Indonesia developed similar microcredit business
models .failed subsidy programmes are one of the major reasons for the popularity of these and other
microfinance institutions in emerging market .local government set up rural development programmes
financed by development finance institutions such as the world bank ,its private sector affiliate, the
international finance corporation or the german kreditanstalt fur wiederaufbau (KFW).however several
factors led to a failure of these subsidized development aid programmes firstly local banks

were not

able to work profitably with the regulated interest rates ,because operating costs were too high in many
regions secondly ,many debtors considered the loans as donors of their government and hence did neither
pay interest nor the credit amount at maturity .thirdly, the rationing of credit programmes fostered
corruption in bank lending .hence, locally originated microfinance proved to be the better solution .it has
become one of the rare financial and sustainable success stories of today’s emerging and developing
markets financial system.
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In the eighteenth century…Irish Loan Fund System initiated Provides small loans to poor farmers who
have no collateral. Covers, at its peak, 20 percent of all Irish households annually. In the nineteenth
century
In Germany, emergence of larger and more formal savings and credit institutions that focused primarily
on the rural and urban poor.
From 1865, the cooperative movement expands rapidly within Germany and other countries in Europe,
North America, and eventually developing countries.
In 1895 Indonesian People’s Credit Banks (BPRs) became the largest microfinance system in Indonesia,
with close to 9,000 branches.
In the early twentieth century…
Rural finance adaptations in Latin America aimed to: modernize the agricultural sector mobilize “idle”
savings increase investment through credit reduce oppressive feudal relations that were enforced through
indebtedness
In most cases, these new In the early twentieth century banks for the poor were owned by government
agencies
Over the years, these institutions became inefficient and, at times, corrupt.
1950–1970: Efforts to expand Efforts to expand access to agricultural credit
Governments used state owned development finance institutions to channel concessional Loans for
agricultural credit
These interventions were rarely successful: Institutions went bankrupt Subsidized lending rates did not
cover their costs, including the cost of massive default Customers had poor repayment discipline, saw
their loans as gifts from the government.
1970s: Microcredit is born!
Experimental programs extend tiny loans to groups of poor women to invest in micro-businesses. Early
pioneers include:
Grameen Bank in Bangladesh (winner of Nobel Peace Prize)
ACCION International in Latin America
Self-Employed Women’s Association (SEWA), India
1980s: Microcredit Programs continue to improve Microcredit programs improved on original
methodologies and proved that: Poor people, especially women, paid their loans more reliably than
better-off people with loans from commercial banks Poor people are willing and able to pay interest rates
that allow MFIs to cover their costs.
Cost recovery interest rtes and high repayment permit MFIs to achieve long term sustainability and reach
large numbers of clients.
Early 1990s:’’microcredit’’begins to be replaced by microfinance…MFIs and their networks pursue
strategy of commercialization .MFIs transform into for profit companies that could attract more capital
Emphasis growing strong institutions is a core element of this recent history.
Sources:http://www.reservebank.gov.fj/docs/Presentation%20on%20Evolution%20and%20Definition%2
0of%20Microfinance.pdf
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The Beginnings of Microfinance: Modern microfinance arose as a response to the fact that banks were
not extending credit to the poor—and particularly the rural poor—of developing countries, and as a result
people were forced to endure the usurious practices of moneylenders. Though several microfinance
programs came into being in different parts of the world at around the same time, the most celebrated of
these—The Grameen Bank—traces its origin to 1974-1975, when a famine raged in the countryside of
Bangladesh. At the time, Dr. Muhammad Yunus, the founder of Grameen Bank and co-recipient of the
2006 Nobel Peace Prize, was an economics professor at Chittagong University in rural Bangladesh. As
Yunus writes in his book Creating a World Without Poverty, he “found it increasingly difficult to teach
elegant theories of economics and the supposedly perfect workings of the free market in the university
classroom while needless death was ravaging Yunus decided to go into the villages to find out why the
poor were not able to bring themselves out of poverty. What he saw were “people working hard to try to
help themselves—growing crops in their tiny yards, making baskets, stools and other craft items to sell,
and offering their services for practically any kind of labor.” 19 Yet despite their efforts, the majority of
people were unable to increase their income. Yunus’ great insight came to him thanks to a village woman,
who showed him that the main problem lay in the fact that she “relied on the local moneylender for the
cash she needed to buy the bamboo for her stools [that she sold in the market]. But the moneylender
would give her the money only if she agreed to sell him all she produces at a price he would decide.
Between this unfair arrangement and the high interest on her loan, she was left with only two pennies a
day as her income.” 20 Armed with this knowledge, Yunus and a student began identifying all the people
in the village who were receiving loans from the moneylender, and found that dozens of villagers—42, in
total—were borrowing an average of a measly $1.55 USD per person per week. He realized that if they
could borrow the money at a reasonable interest rate,they would be able to pay back the loan and increase
their income. To test the idea, he lent $26 USD to those 42 villagers, and after a successful pilot, began
looking for ways of dramatically expanding the practice of microlending.
Recent Evolution of Microfinance:
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Sources:http://www.reservebank.gov.fj/docs/Presentation%20on%20Evolution%20and%20Definition%2
0of%20Microfinance.pdf
Evolution of Microcredit to Microfinance 1990s:
Microcredit began with the narrow focus of providing small business loans Focus expanded to include not
only the issuance of small business loans,but:accepting savings deposits facilitating money transfers
issuing insurance providing small consumer loans for such things as housing, education, household
capital goods and other consumption activities.
Microfinance has existed for centuries in Africa and around the world. Everyone, no matter how poor,
needs and uses financial services all the time. Many people use moneylenders that usually charge high
interest rates on loans. There are many global examples of the history of microfinance, ranging from
informal, small-scale, rotating savings-and-loans clubs in England, Ireland, and Germany during the
eighteenth century to savings and credit cooperatives in Indonesia in the nineteenth century.
In Nigeria, microfinance goes back to the fifteenth century and was carried from there to the Caribbean
by slaves. The original Yoruba term,susu, for the practice is still in use today. In Africa, mainstreaming,
formalization, and recognition of microfinance as part of the formal financial sector began to gain
momentum in the late 1990s.
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The beginnings of the microfinance movement are most closely associated with the economist
Muhammed Yunus, who in the early 1970's was a professor in Bangladesh. In the midst of a country-wide
famine, he began making small loans to poor families in neighboring villages in an effort to break their
cycle of poverty. The experiment was a surprising success, with Yunus receiving timely repayment and
observing significant changes in the quality of life for his loan recipients. Unable to self-finance an
expansion of his project, he sought governmental assistance, and the Grameen Bank was born. In order
to focus on the very poor, the Bank only lent to households owning less than a half-acre of land.
Repayment rates remained high, and the Bank began to spread its operations to other regions of the
country. In less than a decade, the Bank was operating independently from its governmental founders and
was advertising consistent repayment rates of about 98%. In 2006 Yunus was awarded the Nobel Peace
Prize.
The success of the Grameen Bank did not go unnoticed. Institutions replicating its model sprang up in
virtually every region of the globe. Between 1997 and 2002, the total number of MFIs grew from 618 to
2,572. Altogether, these institutions claimed about 65 million clients, up from 13.5 million in 1997 and
still growing at 35% a year. The amount of money flowing to clients also continues to climb rapidly and
the Grameen Bank has extended over $750 million worth of credit in the past two years alone.
Alongside the explosion of the microfinance industry in absolute terms, there has been a steady growth in private
financing for MFIs. The bulk of microfinance funding is still provided by development-oriented international
financial institutions and NGO's. Yet estimates place demand for unmet financial services at roughly 1.8 billion
individuals. Even at its current growth rates, it is clear that microfinance will only be extended to meet this
enormous demand by leveraging private capital, flows of which dwarf all other potential sources. Commercial
financing has grown most rapidly in Latin America, where regulated financial institutions now serve 54% of the
continent's microfinance clients and, importantly, are now responsible for 74% of the region's loans. Overall, 2005
saw private lending to MFIs jump from $513 million to $981 million.
This jump in investment is a reflection of an increasing number of sustainable MFIs worldwide. In addition to
earning a profit, sustainable microfinance providers are in a better position than their subsidized peers to expand
their operations and share of the market. Thus in a study by the Consultative Group to Assist the Poor (CGAP) in
which operationally-sustainable MFIs represented only 46% of the sample, they accounted for 77% of borrowers
served. The push towards sustainable institutions and the resulting growth of commercial financing raise some
important questions about the true mission of MFIs and how best to expand their reach. These issues are further
developed in the materials below.

Expansion Years of Microfinance

Association

This is where the target community forms an ‘‘association’’through which
various microfinance (and other) activities are intiated.associations or groups
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can

be

composed

of

political/religious/cultural

youth,

or

women;

issues;can

create

they

can

support

form

around

structures

or

microenterprises and other work based issues.

Bank Guarantees

As the name suggest,a bank gurantee is used to obtain a loan from a
commercial bank.this guarantee maybe arranged externally(through a
donor/donation,government

agency

etc.)or

internally(using

member

savings)loans obtained may be given directly to an individual,or they may be
given to a self –informed group.several international and UN Organizations
have been creating international gurantee funds that banks and non-government
organization (NGOs)can

subscribe to,to onlend or start microcredit

programmes.

Community

The community banking model essentially treats the whole community as one

banking

unit, and establishes semi formal or informal institutions through which
microfinance is dispensed. Such institutions are usually formed by extensive
help from NGOs and other organization,who also train the community
members in various financial activities of the community bank.

Cooperatives

A co-operative is an autonomous association of person united voluntarily to
meet their common economic, social and cultural needs and aspirations through
a jointly –owned and democratically- controlled enterprise.

Credit Unions

A credit union is a unique member –driven .self help financial instiuion.it is
organized by and comprised of members of a particular group or organization,
who agree to save their money together and to make loans to each other at
reasonable rates of interest. A credit union is a democratic, not-for profit
financial cooperative.

Intermediaries

Intermediary model of credit lending position is a ‘go between’ organization
between the lenders and borrowers. The intermediary plays critical role of
generating credit awareness and education among the borrowers.

Non –governmental NGOs have emerged as a key player in the field microcredit. They have played
organizations(NGO) the role of intermediary in various dimension including;crewating awareness
within a community, developing resources and tools for communities and
microcredit organization and opportunities to learn about the principle and
practice of

Village banking

Village banks are community-based credit and savings association. They
typically consist of 25 to 50 low income individuals who are seeking to
improve their lives through self employment activities.
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Figure:Models of Microlending.
Source:Grameen

Bank.

(n.d.).

Credit

lending

models.

Retrieved

from

http://www.grameen-info.org/index.php?option=com_content&task =view&id=43&Itemid=93

Microfinance in India
An overview: The field of microfinance is much researchable. There is a lot of literature on microfinance is
available but there is hardly any universally accepted definition of microfinance. Researchers and microfinance
visionaries have not a single opinion when it comes to microfinance. According to sriram and upadhyayula“It
appears that what microfinance means is well understood, but of clearly articulated’’.however microfinance is term
that refers to the provision of a payment services such as deposits, loans payment services, money transfers and
insurance to the poor and low income households and their microenterprises. The need of microfinance comes from
the disadvantaged sections of the society-who are unable to access to services of formal sector financial
intermediaries –and are typically excluded from the formal banking system for lack of survival,collateral,in short
the poor and the very poor. The definitions of these groups vary from country to country. The clients of the
microfinance institutes are normally employed in the informal sector, with closely interlinked household and
business activities and earning low income. in much narrower sense though, microfinance is often referred to as
microcredit for tiny informal business of micro entrepreneurs.
Terms micro – loans and micro – crediting did not exist until the ‘70s of the last century, when Muhammad Yunus,
and his Grameen Bank, commenced with his activities in the village Jobra in Bangladesh. He was providing loans
to poor women, living in rural areas, for starting a small business aimed at the improvement of their living
conditions in their households. Amounts of these loans were minimal, being used for the purchase of small
livestock and tools. Women – loan beneficiaries, would form solidarity groups for the purpose of guaranteeing for
each other. None of the known collateral forms were used other than their oral promises. Thanks to the
Bangladesh’s success, Brazil, Peru and many other underdeveloped countries of the world have started with the
application of similar programmes. The basic principle of the Grameen Bank was that the clients should not go to
the bank, but rather the bank should come to them. Therefore, officers of micro - credit organization worldwide are
operating on the field, working from door to door, providing for unfettered access to loans to the people from the
remotest areas.
In October 2006, Muhammad Yunus won the Nobel Peace Prize for his efforts made in addressing the economic
and social development issues, not only in Bangladesh, but all over the world. In the rationale, the Nobel Prize
Committee emphasized that the ultimate peace in the world may not be achieved until the majority of the world’s
population does not find a way out from poverty, and micro - credits represent the right way.
Nowadays, micro – financing services are provided by more than eight thousand institutions only in the Europe and
Central Asia Region, being one of the smallest regions of the world. The total portfolio is exceeding US$ 16 billion,
with more than 9 million clients. New data on the number of institutions and clients in the world haven’t been
released, but it is estimated that the number of clients is exceeding 100 million. Microcredit and microfinance are
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relatively new terms in the field of development, first coming to prominence in the 1970s, according to Robinson
(2001) and Otero (1999). Prior to then, from the 1950s through to the 1970s, the provision of financial services by
donors or governments was mainly in the form of subsidized rural credit programmes. These often resulted in high
loan defaults, high loses and an inability to reach poor rural households (Robinson, 2001).Robinson states that the
1980s represented a turning point in the history of microfinance in that MFIs such as Grameen Bank and BRI2
began to show that they could provide small loans and savings services profitably on a large scale. They received
no continuing subsidies, were commercially funded and fully sustainable, and could attain wide outreach to clients
(Robinson, 2001). It was also at this time that the term “microcredit” came to prominence in development (MIX3,
2005). The difference between microcredit and the subsidised rural credit programmes of the 1950s and 1960s was
that microcredit insisted on repayment, on charging interest rates that covered the cost of credit delivery and by
focusing on clients who were dependent on the informal sector for credit (ibid.). It was now clear for the first time
that microcredit could provide large-scale outreach profitably.The 1990s “saw accelerated growth in the number of
microfinance institutions created and an increased emphasis on reaching scale” (Robinson, 2001, p.54). Dichter
(1999, p.12) refers to the 1990s as “the microfinance decade”. Microfinance had now turned into an industry
according to Robinson (2001).Along with the growth in microcredit institutions, attention changed from just the
provision of credit to the poor (microcredit), to the provision of other financial services such as savings and
pensions (microfinance) when it became clear that the poor had a demand for these other services (MIX, 2005)
Growth of Microfinance

The term microfinance came into existence in 1970s when organizations, such as Grameen Bank of
Bangladesh with the microfinance pioneer Muhammad Yunus, were starting and shaping the modern
industry of micro financing. Even Microfinance in India can map out its origins back to

the early 1970s

when the Self Employed Women‟s Association (“SEWA”) of the state of Gujarat formed an urban
cooperative bank, called the Shri Mahila SEWA Sahakari Bank, with the objective of providing banking
services to poor women employed in the unorganized sector in Ahmadabad City, Gujarat. The
microfinance sector went on to evolve in the 1980s around the concept of SHGs, informal bodies that
would provide their clients with much-needed savings and credit services. Due to large size and
population of around 1000 million, India's GDP ranks among the top 20 economies of the world.
However, around 400 million people or about 60 million households, are living under the poverty line. It
is further predictable that of these households, only about 20 percent have access to credit from the formal
sector. As well, the segment of the rural population has no good access to the recognized financial
intermediary services, including savings services. Credit on rational terms to the poor can bring about a
significant fall in poverty. Hence micro credit assumes significance in the Indian context. With about 60
million households below or just above the strictly defined poverty line and with more than 80 percent
unable to access credit at reasonable rates, it is obvious that there are certain issues and problems, which
have banned the reach of micro finance to the needy.With globalization and liberalization of the economy,
opportunities for the unskilled and the illiterate people are not increasing fast enough, as compared to the
rest of the economy. In this context, the institutions involved in micro finance have a significant role in
reducing inequality and contribution in rural development for overall growth
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Microfinance,

now

clearly

a

worldwide

movement,

is

embraced

by

governments,corporation,banks,development agencies, business communities, civil societies. Although
the exact scale of the microfinance industry is imperfect because of incomplete data and self-reporting,
several data sources shed some light on the industry.The growth of microfinance is visible in many
aspects. There are more than 2000 NGOs involved in the NABARD SHG-Bank linkage program. Out of
these, approximately 800 NGOs are involved in some form of financial intermediation. Further, there are
350 new generation co-operatives providing thrift and credit services. According to our estimate, the
present total outstanding, including Sa-Dhan members and bank linkages is approximately Rs.700 crores
(Rs. 150 crores of Sa-Dhan members and another Rs. 550 crores from the Banking system). The total
client base is estimated at 6-8 million as opposed to the Government of India (GOI) intention to reach 25
million clients. The growth of community institutions has taken place with the role to take social and
financial intermediation. A numbers of community banks have come into existence at village and block
levels call ' Federation of Self Help Groups'.
The inadequacies of the formal financial system to cater to the needs of the poor and the realization of the
fact that the key to success lies in the evolution and participation of community based organizations at the
grassroots level led to the emergence of new generation of MFIs.
One kind of MFI is an NGO engaged in promoting Self Help Groups (SHGs) and their federations at a
cluster level and linking SHGs with Banks under the Scheme. Examples are Myrada in Karnataka, which
has promoted Sanghmitra, a company of its village saving and credit sanghas, PRADAN which has
established a large number of SHGs and federated them under Damodar in Bihar, Sakhi Samiti in
Rajasthan.
Another kind is NGO-MFI directly lending to the poor borrowers, who are either organized into SHGs or
into Grameen Bank type of groups after borrowing bulk funds from SIDBI, RMK and FWWB. Examples
in this category are Rashtriya Gramin Vikas Nidhi (RGVN) which runs credit and savings programme in
Assam and Orissa on the lines of Grameen Bank, Bangladesh. Also we have SHARE in AP, ASA in Tamil
Nadu under this category.
There are MFIs which are specifically organized as cooperatives, such as over 500 Mutually Aided
Cooperative Thrift and Credit Socities (MACTS) in AP, promoted among others by Cooperative
Development Foundation (CDF) and the SEWA Bank in Gujarat which also runs federations of SHGs in
nine districts.
Then we have MFIs, which are organize as Non-Banking Finance Companies (NBFC) such as BASIX,
CFTS Mirzapur, SHARE Microfin. Ltd and Sarvodaya Nanofinance Ltd.
GROWTH OF MICROFINANCE IN INDIA
Indian Government has considerably enhanced allocation for the provision of education, health, sanitation
and other facilities which promote capacity building and well being of the poor. The Indian government
puts emphasis on providing financial services to the poor and underprivileged since independence. The
commercial banks were nationalized in 1969 and were directed to lend 40% of their loan at concessional
rate to priority sector. The priority sector included agriculture and other rural activities and weaker section
of society in general. The aim was to provide resources to help the poor to start their micro enterprise to
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attain self sufficiency. The government of India had also launched various poverty alleviation programs
like Small Farmers Development Scheme (SFDS) 1974-75, Twenty Point Programme(TPP)
1975,National

Rural

Development

Programme

(NRDP)1980,

Integrated

Rural

Development

Programme(IRDP)1980,Rural Landless Employment Guarantee Programme(RLEGP)1983, Jawhar
Rozgar Yojna(JRY)1989, Swarna Jayanti Gram Swarojgar Yojana(SGSY)1999 and many other programs.
But none of these programs achieved their desired goal due to poor execution and mal -practices on the
part of government officials. Public funds meant for poverty alleviation are being misappropriated or
diverted through manipulation by the locally powerful or corrupt (Mehta,1996). To supplement the efforts
of micro credit government of India had started a very good scheme viz. Integrated Rural Development
Programme (IRDP) in 1980. But these supply side program (ignoring demand side of economy) achieved
little. It involved the commercial banks in giving loan of less than Rs 15000/- to socially weaker section.
In a period of nearly 20 years the total investment was around Rs 250 billion to roughly 55 million
families.
But it was far from realizing its desired goal. The problem with IRDP was that its design incorporated a
substantial element of subsidies (25-50% of each family’s project cost) and this resulted in extensive
malpractice and mis-utilisation of funds. This situation led bankers to view the IRDP loan as motivated
handout and they largely failed to follow up with borrowers. The net result is that estimates of repayment
rates in IRDP ranged from 25-33%.The two decades of IRDP experience in the 1980s and 1990s affected
the credibility of micro borrowers in the view of bankers and ultimately, hindered access of the less
literate poor to banking services. This act of government had a serious long term impact on development
of micro entrepreneurship among the underprivileged of the society. Thus a very good and potential
program which once claimed to be “The world‟s largest microfinance programme” failed due to poor
execution and political interference. The mid- term appraisal of the ninth plan had indicated that these
programmes presented a matrix of multiple programmes without desired linkages. The programmes
suffered from critical investments, lack of bank credit, over-crowding in certain projects and lack of
market linkages. The programmes were basically subsidy driven and ignored the process of social
intermediation necessary for success of self-employment programmes. A one-time provision of credit
without follow up action and lack of a continuing relationship between borrowers and lenders also
contributed to the failure of the programmes. The planning commission constituted a committee in 1997
to review the effectiveness of self-employment and wage employment programmes. The committee
recommended the merger of all self employment programmes. It also recommended a shift of importance
from individual beneficiary approach to a group based approach. It emphasized the identification of
activity clusters in specific areas and strong training and marketing linkages. The government of India
accepted the recommendations of the committee.
On 1st April 1999 a new programme called Swarnajayanti Gram Swarojgar Yojana(SGSY) was launched
by amalgamating programmes like IRDP(Integrated Rural Development Programme) and a number of
allied

programmes

such

as

TRYSEM(Training

of

Rural

Youth

for

Self

Employment),

DWCRA(Development of Women and Children in Rural Areas),SITRA(Supply of Improved Toolkits to
Rural Artisans), GKY(Ganga Kalyan Yojana) and MWS(Million Wells Schemes). This is a holistic
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programme

covering

all

aspects

of

selfemployment

such

as

formation

of

Self

Help

Groups(SHGs),training, credit, technology, infrastructure and marketing. The programme aims at
establishing a large number of microenterprises in rural areas. SGSY is a credit-cum- subsidy programme.
It lays emphasis on activity clusters. This programme has got tremendous response from the beneficiaries.
The number ofSHGs under this program is about 2.25million with an investment of Rs 14,403 crore,
profitingover 6,697million people (Wikipedia).Similarly, the entire network of primary cooperatives
andRRBs, established to meet the need of the rural sector in general and poor in particular, hasproved a
colossal failure. Saddled with burden of directed credit and a restrictive interest regime,the position of the
RRBs deteriorated quickly while cooperatives suffered from the malaise of mismanagement, privileged
leadership and corruption born of excessive state patronage (Sinha,2003).The microfinance initiative in
the private sector in India can be traced back to initiativeundertaken by Shri Mahila SEWA (Self
Employed Women‟s Association) Sahakari Bank in 1974 for providing banking services to the poor
women employed in the unorganized sector in ahmadabad in Gujarat. This Bank was established at the
initiative of 4000 self employed women workers who contributed a share of Rs10 each with a specific
objective of providing credit to these women so as to empower them and free them from vicious circle of
debt. Currently SEWA Bank has over 318,594 account holders with total working capital of Rs 1291.89
million(Mar‟09).MYRADA(Mysore Rehabilitation and Development Agency ) of Karnataka was another
NGO to start in 1968 to foster a process of ongoing change in favour of the rural poor. While the
objective is to help the poor help themselves, MYRADA achieves this by forming Self Help Affinity
Groups (SHGs) and through partnership with NGOs and other organization in 1984-85. At present it is
managing 18 projects in 20 backward districts of Karnataka, Tamil Nadu and Andhra Pradesh. These
initial initiatives had a much localized operation and were limited to their members only. Hence it failed
to take the shape of a mass movement. In India, initially many NGO microfinance institutions (MFIs)
were funded by donor support in the form of revolving funds and operating grants. But it is only after
intervention of National Bank for Agriculture and Rural Development (NABARD) in 1992 in the field of
microcredit, the movement of microfinance got a boost in India. In India around 70% of landless and
marginal farmers did not have a bank account and 87% of poor had no access to credit from a formal
source (NCAER Rural Financial Access Survey 2003).The share of formal financial sector in total rural
credit was 56.6% compared to informal finance at 39.6% and unspecified source at 3.8%(RBI Report
1992). There is a huge potential of microcredit in rural India. The Reserve Bank of India has advocated
for financial inclusion of majority of population for economic development of our country. Access to
affordable financial services specially credit and insurance enlarges livelihood opportunities of poor.
Apart from social and political empowerment, financial inclusion imparts formal identity and provides
access to the payment system and to saving safety net like deposit insurance. Hence financial inclusion is
considered to be critical for achieving inclusive growth (U Thorat, 2007). The RBI Governor,
Y.V.Reddy(2007) gave a simple definition of financial inclusion as “Ensuring bank account to all families
that want it”. He said it would be the first step towards reaching the goal of bank credit as a human right
as advocated by Nobel laureate Professor Mohammed Yunus.Now the microfinance service providers
include apex institutions like National Bank for Agriculture and Rural Development (NABARD), Small
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Industries Development Bank of India (SIDBI) and Rashtriya MahilaKosh (RMK). At the lower level we
have commercial Banks, Regional Rural Banks and cooperatives to provide microfinance services. The
private institutions that undertake microfinance services as their main activity are generally referred to as
Micro Finance Institutions (MFIs) in Indian context. There are also some NGOs which lend credit to
SELF HELP GROUP (SHGs). The NGOs that support the SHGs include MYRADA in Bangalore, Self
Help Women‟s Association (SEWA) in Ahmadabad, PRADAN IN Tamilnadu and Bihar, ADITHI in
Patna, SPARC in Mumbai. The NGOs that are directly providing credit to the borrowers include SHARE
in Hyderabad, ASA in Trichy, RDO LOYALAM Bank in Manipur (Tiwari, 2004).
Growth of Microfinance in India
Number(million)
2008-09
1.Self
loans

help

Amount(Rs.Million)

2011-12

2008-09

2011-12

1.37

122,540

152,314

groups

disbursed

by 1.61

banks

Savings with banks

6.12

7.57

55,460

75120

by 581

5.64

373,200

780,430

2069

50,090

111,685

2.Microfinance
Institutions:
Loan

disbursed

banks
Loans

outstanding 1915

with banks
Source: Compiled from Trends and Progress of Banking in India 2011-2012
Evolution of MFIs Industry
Microfinance has built a solid track record as a critical tool in the fight against poverty and has entered
the financial mainstream. The rapid growth of the industry over the past 15 years has reached
approximately 130 million clients according to recent estimates. Yet microfinance still reaches less than
20 percent of its potential market among the world’s three billion or more poor.
Nearly three billion people in developing countries have little or no access to formal financial services.
Financial services for poor people are a powerful instrument for reducing poverty, enabling them to build
assets, increase incomes, and reduce their vulnerability to economic stress. Formal financial services such
as savings, loans, and money transfers enable poor families to invest in enterprises, better nutrition,
improved living conditions, and the health and education of their children. Microfinance has also been a
powerful catalyst for empowering women.
The evolution of the industry has been driven by many factors which include the transformation of
microfinance providers, the sizable supply gap for basic financial services, the expansion of funding
sources supporting the industry and the use of technology. As the industry has developed, there has been a
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shift from specialized NGOs to an increasing number of regulated and licensed MFIs which stress that
sustainability and impact go hand in hand. Furthermore, The World Bank Group is working with private
microfinance institutions and stakeholders to incorporate responsible finance practices into all aspects of
business operations.
Since pioneering commercial microfinance in the early 1990s, IFC has continued to lead innovation in
microfinance, using developments in technology, financial products, and policy to help financial
institutions reach a greater number of people in a more cost-effective way. IFC’s goal for microfinance is
to scale up access to a range of high quality financial services for underserved populations, maximizing
development impact and ensuring institutional sustainability. IFC achieves this goal by effectively
combining investment and advisory services to a range of financial intermediaries. IFC is the World Bank
Group’s lead investor in microfinance, and is one of the leading multilateral investors in terms of outreach
to microfinance institutions, working with more than 100 institutions in over 60 countries.
Within the microfinance industry, the majority of MFIs are subsidized, either by governments or by
NGOs.According to the World Bank, although there are over 10,000 microfinance institutions (MFIs),
serving over 150 million poor people in developing countries, they only reached 4 percent of the potential
market. In the recent years there has been a tremendous growth in the number of microfinance borrowers,
growing over the past five years, between 25 and 30 percent annually and it is expected a similar growth
in the coming years18 Microfinance industry is segmented, ranging from very small NGOs with
Few clients to large institutions with millions of clients and it is a highly concentrated industry. One need
only consider that the median share of the largest MFI in a country is one third of the entire market and
the median share of the top ten MFIs is about 95 percent of the all industry19.The microfinance
investment market is also growing in size and maturity and it is increasing the need of investors for
transparency through market research, data provider and analysis of MIFs.Transparency is encouraged by
the launch of open data for microfinance such as MIXMarket20, which publishes data on more than
1,500microfinance institutions (MFIs) in more than 190 countries, and helps to build the information
infrastructures needed in developing countries. The MIX Market database is publicly accessible and it is a
powerful reporting platform for academic researchers, private investors and microfinance institutions.
Microfinance Historical Evolution Worldwide
Traditionally, people have saved with and taken small loans from individuals and groups within the context
of self-help to start businesses or farming ventures These stages are described below: The evolution of
Microfinance sector can be broadly divided into four distinct phases:
Phase 1: The cooperative movement (1900-1960)
During this phase, credit cooperatives were vehicles to extend subsidized credit to villages under
government sponsorship.
Phase 2: Subsidized social banking (1960s – 1990)
With failure of cooperatives, the government focused on measures such as nationalization of Banks,
expansion of rural branch networks, establishment of Regional Rural Banks (RRBs) and the setting up of
apex institutions such as the National Bank for Agriculture and Rural Development (NABARD) and the
Small Scale Industries Development Bank of India (SIDBI), including initiation of a government sponsored
308
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

Integrated Rural Development Programme (IRDP). While these steps led to reaching a large population, the
period was characterized by large-scale misuse of credit, creating a negative perception about the credibility
of micro borrowers among bankers, thus further hindering access to banking services for the low-income
people.
Phase 3: SHG-Bank linkage program and growth of NGO-MFIs (1990 – 2000)
The failure of subsidized social banking triggered a paradigm shift in delivery of rural credit with NABARD
initiating the Self Help Group (SHG) Bank Linkage Programme (SBLP), aiming to link informal women's groups
to formal banks. The program helped increase banking system outreach to otherwise unreached people and initiate
a change in the bank’s outlook towards low-income families from ‘beneficiaries’ to ‘customers’. This period was
thus marked by the extension of credit at market rates.
The model generated a lot of interest among newly emerging Microfinance Institutions (MFIs), largely of
non-profit origin, to collaborate with NABARD under this program. The macroeconomic crisis in the early 1990s
that led to introduction of the Economic Reforms of 1991 resulted in greater autonomy to the financial sector. This
also led to emergence of new generation private sector banks that would become important players in the
microfinance sector a decade later.
Phase 4: Commercialization of Microfinance: The first decade of the new millennium
Post reforms, rural markets emerged as the new growth drivers for MFIs and banks, the latter taking interest in the
sector not only as part of their corporate social responsibility but also as a new business line. On the demand side,
NGO-MFIs increasingly began transforming themselves into more regulated legal entities such as Non Banking
Finance Companies (NBFCs) to attract commercial investment. MFIs set up after 2000 saw themselves less in the
developmental mould and more as businesses in the financial services space, catering to an untapped market
segment while creating value for their shareholders. This overriding shift brought about changes in institutions'
legal forms, capital structures, sources of funds, growth strategies and strategic alliances.

Historical Evolution of Microfinance in India
1960 to 1980
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Phase 1: Social banking

Phase2:Financial
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3.consumer finance emerged as
high growth area
Establishment of rural regional

Increased policy regulation

banks
Establishment

of

apex

Increasing commercialization

institutions such as national bank
for

agriculture

and

rural

development and small industries
development bank of India.

Source: Report on “Status of Microfinance sector 2010”
Phase: 1 in the 1960’s, the credit delivery system in rural India was largely dominated by the cooperative
segment. the period between 1960 and 1990, referred to as the ‘‘social banking’’phase.this phase includes
nationalization of private commercial banks, expansion of rural branch networks, extension of subsidized
credit ,establishment of regional rural banks(RRBs)and the establishment of regional rural banks and the
establishment of apex institutions such as national bank for agriculture and rural development(NABARD)
and small scale industries development board of India.(SIDBI)
Phase 2: after 1990, India witnesses the second phase ‘‘financial system approach ‘of credit delivery. in
this phase NABARD initiated the self help group(SHG)-bank linkage program which links informal
women’s groups to formal banks. This concept held great appeal for non government organization (NGOs)
working with poor, prompting many of them to collaborate with NABARD in the programe.
Phase3: in 2000, the third phase in the development of Indian microfinance began, marked by further
changes in policies, operating formals, and stakeholder orientations in the financial services space. This
phase emphasizes on ‘‘inclusive growth and financial inclusion’’.This period also saw many NGO-MFI
transform into regulated legal formats such as Non banking finance companies(NBFCs).commercial
banks adopted innovative ways of partnering with NGO-MFI and other rural organization to extend their
reach into rural markets.
Table - 3 provides the geographical distribution of microfinance.
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Number Of People Served By Microcredit

Number of Active Borrowers of Microcredit
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Indian microfinance sector is expected to grow nearly ten times by 2011 to a size of about Rs250 billion
from the current market size of Rs27 billion, at a compounded annual growth rate of 76%. Microfinance
in India started evolving in the early 1980s with the formation of informal Self Help Group (SHG) for
providing access to financial services to the needy people who are deprived of credit facilities. National
Bank for Agriculture and Rural Development, the regulator for microfinance sector, and Small Industries
Development Bank of India are devoting their financial resources and time towards the development of
microfinance. Microfinance has enormous growth potential as half the world‘s population earns less than
US$2 per day, which is insufficient to meet their basic needs. One of the fastest growing sectors of India,
microfinance is spearheading intense competition among the largest players. By the end of March 2009,
microfinance institutions expanded their outreach to 50 million households and about 38 million
borrowers. These institutions are organized under three models: SHG,Grameen model/Joint liability
groups and Individual banking groups as in cooperatives. As of March 2009, both SHG bank linkage and
MFIs have collectively disbursed US$3.9 billion to the poor.
in India the number of borrowers increased 5-fold in just six years until 2010. In 2011, there was an
estimated $4.3 billion given out as loans to around 26.4 million borrowers in India, most of whom (nearly
90%) were concentrated in just two states: Andhra Pradesh and Tamil Nadu.Microfinance in India, as
elsewhere, originally began as part of a developmental and

poverty-reduction project, led by NGOs who

thought this would be an effective way of allowing the poor to lift themselves out of poverty by their
own efforts. Many NGOs began the process of group lending based on self-help groups (SHGs) and the
linkage with commercial banks (whereby banks were allowed to lend to groups with a proven track
record of repayment) further enlarged its scope. SHGs and their federations became the intermediaries
between individual clients (who were mostly women) and the commercial banking system through the
SHG–Bank Linkage Programme (SBLP). The basic methodology being used in commercial microfinance
in India was broadly along the lines innovated by Grameen Bank and later adapted by several players.
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This involved three steps: (i) identifying potential customers, typically on the basis of some measure of
poverty, which also ensured significant homogeneity among customers; (ii)
organising them into groups (SHGs) that effectively dealt with the problems of information asymmetry
described earlier; and (iii) offering standardised products based on standardised operating systems, with
strict enforcement of disciplineThe focus on women borrowers has been a major feature of microcredit
provision in India as in Bangladesh and is frequently cited as one of the ongoing public strategies for
women’s economic empowerment. Figures 1, 2 and 3 are based on data provided by the Microfinance
Information Exchange (www.themix.org) on MFIs in India. A sample of 26 reasonably large MFIs for
which data are available from 2005 to 2011 have been taken. These include some of the more prominent
NGO providers (such as Self Employed Women’s Association SEWA Bank and Shri Kshetra
Dharmasthala Rural development Project SKDRDP) as well as some not-for-profit companies, some of
which ‘transformed’ into for-profit companies (such as Share Microfin Ltd, Spandana, BASIX and SKS
Microfinance Ltd). The figures show clearly how the main indicators of MFI performance peaked in 2010
and thereafter have been declining. The gross loan per active borrower is the only indicator that shows
some increase—but this is probably illusory, since many loans that should be written off because of low
possibility of being repaid.
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Fig. 2. Active borrowers of 26 large MFIs in India (million).

Fig. 3. Gross loan per active borrower of 26 large MFIs in India ($)

CONCLUSIONS: Indian Microfinance today is a dynamic space with multitude of players offering
various products and services to low income clients with different approaches. Banking system along with
other legal forms such as NBFCs, Section 25 companies, cooperatives and NGO-MFIs all are
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approaching rural markets. Many new forms of relationships are emerging among these entities to
leverage on each others strength. However, despite such new developments the penetration of
microfinance remains low and spread highly skewed in Southern India. Indeed there are ample gaps to be
filled and this would lead to further changes in Microfinance space in future. Microfinance a powerful
tool to address challenge of poverty eradication, raise caution regarding overwhelming push for mfis to
become financially self sustainable, mission drift / questionable practices, call for greater transparency
and (public) awareness.
Indeed, microfinance in India is a multifaceted and dynamic industry. The country’s unique economic
circumstances in the mid-1980s created a situation that was ripe for a commercialized microfinance
industry. With the help and support from international organizations, local businessmen and the
government, the microfinance sector in India has evolved into a highly profitable and commercialized
industry. As the sector began to flourish, a few microfinance institutions proved to lead the way with
regard to innovation and profitability. The path these institutions paved eased the road for other
institutions that followed. Their strong institutional structure and tailored lending technologies created a
wave of emulation that resulted in a highly competitive commercial industry. Consequently, competition
provoked more efficient operations which lent to lower costs and more options for clients; in addition,
outreach expanded and profits increased. Therefore, commercialization has produced effective and
successful financial institutions that positively contribute to the banking system in india.
Competitive forces have helped to integrate the low-income population into a more formal financial
sector. Thus, while the microfinance industry in India promotes development of the country’s financial
system, the informal sector is both included and empowered. New opportunities and new challenges are
being felt in the field of microfinance. In recent years microfinance is in news for bad reasons. There are a
number of suicide cases of micro credit clients all over India for excess interest charges and high
handedness of recovery agents in recovery of loans. So, government of India has brought out a legislation
to check the high interest rate on micro credit and protect the poor from clutches of greedy MFIs.New
opportunities and new challenges are being felt in the field of microfinance. In recent years microfinance
is in news for bad reasons. There are a number of suicide cases of micro credit clients all over India for
excess interest charges and high handedness of recovery agents in recovery of loans. So, government of
India has brought out a legislation to check the high interest rate on micro credit and protect the poor from
clutches of greedy MFIs. Government of India introduced Micro Finance Institutions (Development and
Regulation) Bill 2012 on May 22, 2012 to establish a regulator under RBI to regulate and supervise the
activities of NGOs and MFIs.
New opportunities and new challenges are being felt in the field of microfinance. In recent years
microfinance is in news for bad reasons. There are a number of suicide cases of micro credit clients all
over India for excess interest charges and high handedness of recovery agents in recovery of loans. So,
government of India has brought out a legislation to check the high interest rate on micro credit and
protect the poor from clutches of greedy MFIs. Government of India introduced Micro Finance
Institutions (Development and Regulation) Bill 2012 on May 22, 2012 to establish a regulator under RBI
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to regulate and supervise the activities of NGOs and MFIs.New opportunities and new challenges are
being felt in the field of microfinance. In recent years microfinance is in news for bad reasons. There are a
number of suicide cases of micro credit clients all over India for excess interest charges and high
handedness of recovery agents in recovery of loans. So, government of India has brought out a legislation
to check the high interest rate on micro credit and protect the poor from clutches of greedy MFIs.
Government of India introduced Micro Finance Institutions (Development and Regulation) Bill 2012 on
May 22, 2012 to establish a regulator under RBI to regulate and supervise the activities of NGOs and
MFIs. New opportunities and new challenges are being felt in the field of microfinance. In recent years
microfinance is in news for bad reasons there are a number of suicide cases of micro credit clients all over
India for excess interest charges and high handedness of recovery agents in recovery of loans. So,
government of India has brought out a legislation to check the high interest rate on micro credit and
protect the poor from clutches of greedy MFIs.
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Introduction
Dividend policy behavior is one of the most debated issues of corporate sector. Many studies have been
conducted to determine and explain this behavior in terms of financial and non-financial characteristics of
firms. But still no general characteristics have been identified which can acceptably explain the behavior
of dividend policy. In 2005 Brealy and Myers listed the dividend policy in top ten important issues of
corporate finance (cited by Hafeez Ahmed and Attiya Javid, 2009). There is incomplete literature and an
on-going debate on the issue of dividend policy behaviors. There is wider gap specifically in the case of
growing economies like Pakistan, because most of the research done is based on the data from developed
economies. The purpose of this study is to empirically investigate the factors contributing towards
dividend policy decisions including ownership structure, profitability and size of the firm in Pakistan. It is
important to conduct this study in Pakistan because it is a growing economy and there are a lot of
differences in the situation faced by firms in developed and developing economies. Firstly, the difference
of corporate governance affects the dividend policy. Weak corporate governance leads to ownership
concentration ultimately increasing the power of owners to influence the policy decisions. Secondly, tax
environment differences can lead to different investor behavior regarding the return. In Pakistan stock
price appreciation is preferred mostly, but now capital gain tax has also been imposed which has lead to a
slight change in the investor interests.
Effects of various factors on dividend behavior are firm specific. This study will contribute to the limited
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literature on determinants of dividend policy in Pakistan. It is also one of the first studies to use panel data
to examine dividend policy in Pakistan.
JEL Classification Codes : L1, L2, C5

Literature Review
1.

Dividends

Dividends are the amount of earnings distributed among the share holders of the company. Dividends can
be in the form of cash or stock. Stock dividend has no effect on shareholder wealth except for the losses
transaction costs associated with stock. However stock dividends are not very popular or controversial
and decisions of dividend policy mostly revolve around cash dividends. Dividend decisions are very
important because allocation of cash flow is a primary source of agency conflict (Amitabh S. Dutta, 1999).
Therefore companies have a stable dividend payout in comparison to earnings (Bohren, 2009).
Dividend policies of a company are dependent upon multiple factors like, growth, profitability, size,
investment and capital structure. The most important factors affecting dividends are pattern of past
dividends announced current earnings and expected future earnings of the firm (Baker et al). High growth
firms with strong investment opportunities tend to pay lower dividends (Jensen et al, 1992). According to
pecking order hypothesis profitable firms will decrease their debt and build equity by investing the
internal funds (Jensen et al, 1992). Investment and dividend policies are governed by the desire to
maximize shareholder wealth (Harrington, 1981) and if the cost of internal funds is less than external
funds then dividend payout is reduced (Lee and Forbes, 1982). Also firms with higher business risk are
found to pay lower dividends (Jensen et al, 1992). Higher information asymmetries lead to high dividend
payments (Lonie et al, 1996). Availability of cash (Baker et al) and signaling needs of a firm also increase
the dividends (Chin-Bun and Joanne).
Dividend policy of a firm influences a firm in several ways. Jensen et al found a positive relation between
debt and dividends in 1992(Chin-Bun and Joanne). High dividends reduce free cash flows available for
investment and hence firms require external financing (Tehmina Khan, 2005). Dividends also have impact
on firm’s cost of capital and aggregate corporate investment (Harrington, 1981).
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Dividends are used to mitigate the conflicts with shareholders (Bohren, 2009). Dividends provide control
benefits in the absence of active monitoring (Tehmina Khan, 2005). Dividend paying firms are more
profitable and large, have greater cash reserves, few growth opportunities and ownership concentration
(Baker et al).

Dividend policy is also an important factor in evaluation of firm value and tax rates are

used to determine this influence (Ince and James, 2009). Dividends also have a positive influence on the
share price (Lee and Forbes, 1982).
Taxation of dividends also impacts investor incentives. High dividend tax rate negatively affects
dividends; however investors having block holding and tax exemption like insurance companies try to
influence and get higher dividends (Tehmina Khan, 2005). But according to agency conflict theory
presented by Rozeff in 1992 power abuse in decisions leads to costly affects later on (Bohren, 2009).
There is no convincing explanation for payment of dividends however, there are six theories explaining
the need for dividend payment and its importance: (cited by Baker et al)
a.

Bird-in-the-hand theory: investors prefer cash in the hand rather than a future promise of capital

gains due to lower risk according to Gordon and Walter.
b.

Signaling explanations: Bhattacharya explains this theory stating that dividends mitigate information

asymmetry between management and shareholders by conveying private information about a firm’s
future prospects.
c.

Tax preference and clientele effects explanations: Miller and Scholes discussed this theory stating

that differentials in tax rates between dividends and capital gains lead to different clienteles.
d.

Agency theory: according to Rozeff dividends help to reduce the agency costs associated with the

separation of ownership and control.
e.

Life-cycle theory: Fama and French state that dividend policy tends to follow a firm’s life-cycle and

reflects management’s assessment of the importance of market imperfections including taxes to equity
holders, agency costs, asymmetric information, flotation costs, and transactions costs.
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f.

Catering theory: according to Baker and Wurgler managers give investors what they currently want.

That is, they cater to investor demand by paying dividends when investors put a stock price premium on
payers, and by not paying when investors prefer nonpayer’s.

2.

Ownership Structure

Division of Ownership into types rest on the dimension that is separation of ownership and control. Berle
and Means developed a dichotomy of ownership and identified two types namely, Owner-controlled firms
and Managerially-controlled firms. McEachern found it to be insufficient for explanation of ownership
structure and its impacts, so he identified three types adding Externally-controlled firms: (cited by Mine
Ugurlu, 2000)
a.

Owner controlled firms are the ones where the managers are the dominant shareholders.

b.

Externally controlled firms are the ones where the managers are not dominant shareholders.

c.

Managerially controlled firms are the ones in which no dominant shareholder exists.

According to agency theory if managers of a firm also have ownership stake they are most likely to
maximize shareholder wealth (Amitabh S. Dutta, 1999). Managerial risk aversion and constraints on
wealth, limit the ownership of managers. And ownership can become costly for maldiverified managers
(Jensen et al, 1992). Number of tradable shares is inversely related to inside ownership (Lin et al, 2010)
as most of the share owned by insiders are restricted from trading (Jeffery, 1988).
Through greater monitoring the negative and positive impacts of ownership concentration can be equated,
and some time benefits can over weigh the negativities (Christoph and Moldenhauer, 2007). Insider
ownership is negatively related to foreign institutional ownership (Mine Ugurlu, 2000).
Agency conflict is an important problem associated with ownership structure. There are two agency
problems, 1st agency problem is the one between managers and shareholders and is dominant in the firms
having low inside ownership. Whereas, 2nd agency problem is between the large shareholders and small
shareholders, this type is dominant in the firms where ownership is concentrated in blocks (Bohren, 2009).
High inside ownership also reduces the agency conflict and information asymmetry (Mine Ugurlu, 2000)
322
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

which results in lower capital signaling needs (Chin-Bun and Joanne).
According to James et al, 2000 agency costs are higher when outsiders manage the firm, and are inversely
related to inside ownership concentration but directly related to outside ownership (2000). High inside
ownership is associated with increased level of R&D, which leads to the 2nd agency conflict (Bathala et al,
1994 cited by Mine Ugurlu, 2000). Institutional and concentrated outside ownership improves monitoring
and helps reducing the agency conflict (Tehmina Khan, 2005) but high R&D becomes more costly for
external monitors (Jensen et al, 1992).
Ownership structure of a firm is influenced by some factors. Some scholars found that outside ownership
concentration increases with the quality of law while others reported a varying relation between quality of
law and size of inside ownership (M. Burkart and F. Panunzi, 2005). However there is a unified opinion
regarding the impact of size of firm on the ownership structure (Jensen et al, 1992). Composition of board
of directors also affects the type of major shareholders (Mine Ugurlu, 2000). Short-term profitability of
the firm is found to have a positive relation with institutional ownership (Mine Ugurlu, 2000).
Ownership structure of a company is a very important factor which influences the company in multiple
ways. Inside ownership concentration is directly associated with financial constraints of the firm, this
association is weakened by institutional ownership (Lin et al, 2010). Some studies have found that outside
ownership concentration leads to restructuring and downsizing of the firm (Mine Ugurlu, 2000).
Inside ownership is also positively related to the growth of the firm (Bohren, 2009) but inversely related
to its size (Jensen et al, 1992). Inside ownership positively affects corporate performance (Christoph and
Moldenhauer, 2007). Inside ownership has great impact on the financial choices of managers (Chin-Bun
and Joanne) while individual ownership are unlikely to influence the choices (Amitabh S. Dutta, 1999) .
The impact on the debt policy is still ambiguous because of conflicting findings of scholars. Some
scholars report a positive relation between inside ownership and debt (Amitabh S. Dutta, 1999) while
others report a negative relation (Jensen et al, 1992) (Theis and Casey, 1999) and according to Mine
Ugurlu, 2000 debt is not influenced by inside or institutional ownership. According to entrenchment
hypothesis managerial controlled firms have lower debt ratios as compared to institutionally controlled
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firms (Mine Ugurlu, 2000).
3.

Relation between ownership structure and dividend policy

Financial policy and ownership interaction is linked to information asymmetries between internal and
external investors. Firms can minimize costs created by information asymmetries by optimizing jointly
over dividend, inside ownership and debt (Jensen et al, 1992).
There are two theories that relate ownership structure with dividend policy. Outcome model states that
non-owner stakeholders pay low dividends because it reduces free cash flow at their disposal and hence
their ability to use corporate assets for their own benefits. Substitution model states that owners having
high percentage of shares try to influence the dividend policy decisions, the level of dividend is
determined by the cost of preferences, because higher current dividends may create under-investment and
hence reduce future profitability (Bohren, 2009).
Both outcome and substitution model provide opposite outcomes under different agency conflicts. For 1st
agency problem outcome model predicts that ownership concentration is directly related to dividends
while substitution model predicts that ownership concentration leads to lower dividends. For 2nd agency
problem outcome model finds higher ownership concentration is linked with lower dividends while
substitution model reports a positive relation between the two (Bohren, 2009).
Various studies have been done to check the interaction of dividend policy and types of ownerships but it
is still an on-going debate.

The resolution requires data about manager and investor behavior along with

market data (Baker et al).
Agency model predicts that monitoring is inversely related to dividends (Tehmina Khan, 2005). Inside
ownership concentration is inversely related to dividends (Bohren, 2009), and Baker et al says that firms
having low ownership concentration try to conform to the industrial dividend payout ratio. Individual
ownership is also negatively related to dividends (Tehmina Khan, 2005). Insider ownership is relevant to
the assessment of dividend signals (Jeffery, 1988). And high inside ownership leads to lower signaling
needs and hence lower dividends (Jensen et al, 1992).
Firms having low ownership control tend to pay higher dividends (Bohren, 2009) (Lin et al, 2010)
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(Amitabh S. Dutta, 1999). Also state ownership is positively related to cash dividends given that the firm
is having low investment opportunities (Lin et al, 2010). Institutional shareholding are directly related to
dividends according to Short et al, but according to Trojanowski there is a negative relation between the
two (Tehmina Khan, 2005).

Objective of the Study
In this study we will examine the number of firm’s specific factors and their role in dividends agency cost
explanations of dividend smoothing. Further we will examine that outside ownership concentration will
have positive impact on the dividends payments in Pakistan in accordance with the substitution model,
firms having high inside ownership pay less dividends, the profitable firms are paying more dividends in
Pakistan, the firms and finally we will examine the larger firms in size pay larger dividends in Pakistan.
By using the sample of 50 firms of Karachi Stock Exchange listed non financial Firms from the period of
2004 to 2009.

Hypothesis
H01 : There is no relationship between dividend payout and ownership structure
H1 : There is a relationship between dividend payout and ownership structure
H02 : There is no relationship between dividend payments and profitability of listed firms
H2 : There is a relationship between dividends payments and profitability of listed firms.
H03 : There is no relationship between dividend payout and size of the listed firms.
H3 : There is negative relationship between dividend payout and size of the firms.

Data & Methodology
For the construction of data sample, we considered non-financial firms listed in KSE-100 index. Financial
firms are excluded because the dividend policies of financial firms are constrained by external factors
(Jayesh Kumar, 2003). 50 companies were randomly selected from four sectors containing 21 cement, 7
textile, 12 chemical, 5 engineering, 1 sugar, 3 paper & board and 2 tobacco sector companies. The data
has been collected from balance sheet analysis by SBP and analysis by KSE for the period of 2004 to
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2009. Ownership percentages are calculated from company annual reports for the period of 2004 to 2009,
which is a long enough period to smooth out fluctuations of variables (Rozeff, 1982 cited by Hafeez
Ahmed and Attiya Javid, 2009).

Conceptual Frame Work
The corporate dividend policy is the one of the very important issue of advance corporate finance. Many
researches have been performed on the issue but still there are certain ambiguities due to the existence of
various market imperfections like, information asymmetry, agency conflicts, investment opportunities etc.

Model Specifications
The study uses fixed effect model to analyze the influence of inside and outside shareholders on the level
of dividend payouts. The model to be estimated can be expressed as:
DP = α + β1ROA + β2S+ β3IO + β4OOC+ εi
Where the DP is the dividend payout of the firm, ROA is the return on assets, S is the size of the firm, IO
is the inside ownership percentage of the firm, OOC is the outside ownership concentration of firm in
percentage and εit is the error term.
To test the hypothesis regarding the effect of ownership structure on dividend policy in Pakistan we will
use following variables:
1.

Dividend payout ratio: the ratio is calculated as dividends divided by earnings. We use this ratio to

measure the dependant variable. As used by Jayesh Kumar in 2003 and Nathasa Mazna Ramli in 2010.
2.

Ownership structure: ownership structure is measured using two groups of variables, as done by

Mine Ugurlu in 2000. In the first group ownership concentration is measured. It uses percentage of
ownership of shareholders with more than 10% holdings. The second group measures inside ownership as
percentage of shares held by directors, CEO and their families.
3.

Return on Assets (ROA): it is calculated as net income divided by total assets. It is the measure

used for profitability of firm. According to the Belanes et al 2007 return on asset is positively related to
the dividend of the Tunisian firms (Hafeez Ahmed and Attiya Javid, 2009).
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4.

Size of Firm: size is measured as natural log of total assets. Scott and martin (1975) found that size

of the firm is an important factor affecting the firms’ dividend policy (Hafeez Ahmed and Attiya Javid,
2009). Smith and Watts (1992), document that firms with more assets in place have higher dividend
payout ratios (Mondher Kouki and

Moncef Guizani, 2009).
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Empirical Results
Table 1
*p < .05; **p < .01.
Means, Standard Deviations, and Intercorrelation for Dividend Payout and Predictor Variable (N=300)
Variables
Dividend Payout

M

SD

1

2

3

4

.159

.339

-.265**

.097*

.295**

-.157**

ble

Predictor Variable
1. Inside Ownership

26.87

23.08

2.Outside Concentrated Ownership

44.45

24.76

3. Return on Assets

8.26

18.53

3743.86

8051.05

4. Size of Firm

Ta

-

-.541**

-.177**

.278**

-

.181**

-.045

-

-.117*
-

2
*p
< .0
5;
**p

< .01
Regression Analysis Summary for Return on Assets, Size of Firm, Inside ownership and Outside
Ownership Concentration Predicting Dividend Payout (N=300)
Variable

B

SEB

Inside Ownership

-.004

.001

Outside Concentrated Ownership

-.001

.001

Return on Assets

.005

.001

-.0000026

.000

.282

.060

Size of Firm
Constant

β
-.249**
-.087
.259**
-.062

Note. R2 = .15; F(4,300) = 12.36, p < .001
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Descriptive Statistics
The descriptive statistics of dependent variable and explanatory variables by using SPSS are reported in
Table 1. It shows the average indicators of variable computed from the financial statements.
After the descriptive statistics we found that mean dividend paid per share is .159. The mean of inside
ownership is 26.87% and the deviation is 23.08% and the average of outside concentrated ownership is
44.45% with the standard deviation of 24.76%. The mean of return on assets is 8.26 and mean of size is
3743.8 which show that the listed firms of Karachi Stock Exchange invest more in their asset.

Correlation Matrix
The correlation results are also reported in table 1. Matrix shows the relationship or association between
the dependent variable and explanatory variables. The results of correlation matrix are as follows:
Inside ownership shows the relationship with dividends (-.265), negatively significant and explains that
dividends depend on the inside shareholdings of the firms. Outside ownership concentration shows the
relationship with dividends (.097) positively significant and explains that dividends depend on the outside
concentration of shareholdings of the firms. Dividend paid shows a significant relationship with return on
assets (.295) which is positive and highly significant. Dividend paid with size of the firms shows the
relationship which is negative and highly significant (-.157).
The correlation matrix also shows the highly correlation of return on assets with size and inside
ownership, and that of size with inside and outside ownership.

Estimation

Results

Linear regression was conducted to determine the best combination of return on assets, size of firm,
inside ownership and outside ownership concentration for predicting the dividend payout of the firm. This
combination of variables significantly predicted dividend payout, F (4,300) = 12.36, p < .001, with inside
ownership, outside ownership concentration and size significantly contributing to the prediction. The beta
weights, presented in table 2, suggest that the increase in inside ownership, outside ownership
concentration and size of the firm will positively contribute in the dividend payout, while the increase in
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return on assets has a negative contribution in the prediction. The adjusted R square value was .15. This
indicates that 15% of the variance in dividend payout was explained by the model. It is not a large effect
but also not a negligible one.

Conclusion
Many researches have conducted studies on dividends and have proposed various theories to explain the
dividend payout behavior. But the issue is still under debate. We attempt to answer the following
questions: Is ownership structure an important factor that determine the dividend payout policy? Do size
and profitability in terms of return on assets of the firm affect the dividend payout policy of the firms
listed in the Karachi Stock Exchange of Pakistan?
A simple linear regression model is applied on 50 non-financial companies listed in KSE 100-index of
Pakistan. Our results show that ownership structure has a major impact to determine the dividend payout
policy in Pakistan. This means the firms with high outside ownership perform monitoring role and by
paying dividend try to reduce the cost associated with agency conflict. The firms with more outside
ownership concentration pay more dividends. Firms with high inside ownership pay low dividends. This
result of our study is in contradiction with the result of Hafeez Ahmed and Attiya Javid, 2009. But it is in
line with other studies like that of Short et al in 2000 (cited by Jayesh Kumar, 2003).
Firms having high profitability in terms of return on assets have dividend payout which means that
companies pay dividends according to their earnings. The size has negative effect which shows the firms
prefer to invest in their assets rather than pay out dividends; however the magnitude of effect is small
which may be an indication that the firms are nearing their maturity period. Overall the results of our
study support the previous studies in determining the impact of outside ownership, profitability and size
of firm on the dividend payout policy.

Policy Implications
The implication that comes out from our study is that ownership structure has significant impact on
dividend payout policy in Pakistan. The ownership identity also matters in this policy and inside
ownership has a greater and negative impact whereas, the outside ownership concentration has a small
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impact. When legal environment does not provide sufficient protection for outside investors,
entrepreneurs and original owners are forced to maintain large positions in their companies which
resulted in concentration of firm ownership. The countries like Pakistan with poor investor protection
corporate ownership have significant impact on dividend policy. Ownership concentration appeared to be
more important tool to resolve agency conflict between controlling and minority shareholders when
investor protection is weak. Furthermore it is important to mention here that the high relationship of
ownership of major shareholders can create the block of holders which may easily influence the dividend
payout policy in Pakistan. The Securities Exchange Commission of Pakistan has to properly manage the
shareholding pattern of the listed firms of various Stock Exchanges of Pakistan.

Limitations of the Study
This paper contributes to the literature of dynamics of dividends and determination of dividend payout
policies, where we find significant effect of ownership on dividend payouts in case of emerging market of
Pakistan. There is a need to further analyze with respect to dynamics and factors that can determine the
dividends payout policy. Further researcher may extend the present study by the use of dividend models
to examine the dynamics and determinants of dividend payout policy in emerging economies and also on
Pakistan economy. From the findings of this paper it would also be useful to consider the future research
on the determinants of dividend policy decisions and payout ratios.
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Impacts of External Financing on The Risk Level of Viet Nam Investment
and Financial Service Industry During and After The Global Crisis
2007-2009
Dinh Tran Ngoc Huy

1

ABSTRACT

This paper estimates the impacts of external financing on market risk for the listed firms in the Viet nam
non-banking investment and financial service industry, esp. after the financial crisis 2007-2009.
First, by using quantitative and analytical methods to estimate asset and equity beta of total 10 listed
companies in Viet Nam non-banking investment and financial service industry with a proper traditional model,
we found out that the beta values, in general, for many institutions are acceptable.
Second, under 3 different scenarios of changing leverage (in 2011 financial reports, 30% up and 20% down),
we recognized that the risk level, measured by equity and asset beta mean, decreases (0,392) when leverage
increases to 30% and vice versa.
Third, by changing leverage in 3 scenarios, we recognized the dispersion of risk level increases (measured by
equity beta var) if the leverage increases to 30%.
Finally, this paper provides some outcomes that could provide companies and government more evidence in
establishing their policies in governance.

KEYWORDS : equity beta, financial structure, financial crisis, risk, external financing,

non-banking investment and financial service industry
JEL CLASSIFICATION : G010, G100, G390

1. Introduction

Financial system development has positively related to the economic growth, throughout many recent years, and
Viet Nam non-banking investment and financial service industry is considered as one of active economic sectors.
This paper is organized as follow. The research issues and literature review will be covered in next sessions 2 and 3,
for a short summary. Then, methodology and conceptual theories are introduced in session 4 and 5. Session 6
describes the data in empirical analysis. Session 7 presents empirical results and findings. Next, session 8 covers
the analytical results. Then, session 9 presents analysis of risk. Lastly, session 10 and 11 will present discussion and
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conclude with some policy suggestions. This paper also supports readers with references, exhibits and relevant web
sources.

2. Research Issues
We mention some issues on the estimating of impacts of external financing on beta for listed non-banking
investment and financial service companies in Viet Nam stock exchange as following:
Issue 1: Whether the risk level of non-banking investment and financial service firms under the different changing
scenarios of leverage increase or decrease so much.
Issue 2: Whether the dispersed distribution of beta values become large in the different changing scenarios of
leverage estimated in the non-banking investment and financial service industry.
Beside, we also propose some hypotheses for the above issues:
Hypothesis 1: because using leverage may strongly affect business returns, changing leverage scenarios could
strongly affect firm risk.
Hypothesis 2: as external financing is vital for the business development, there will be large disperse in beta
or risk values estimated.

3. Literature review
Scott (1976) indicated that the value of tax benefit is a major factor in capital structure. Black (1976) proposes the
leverage effect to explain the negative correlation between equity returns and return volatilities. Mishkin (1983)
analysis suggests that the negative relation between excess leverage and future returns can be explained by the
market’s failure to react promptly to the information in excess leverage about the firm’s probability of distress and
future asset growth. Levine (1991) said liquid markets can enable investment in long-term investment projects
while at the same time allowing investors to have access to their savings at short-term notice. King and Levine
(1993) stated financial institutions and markets allow cross-sectional diversification across projects, allowing risky
innovative activity.
Next, Peter and Liuren (2007) mentions equity volatility increases proportionally with the level of financial
leverage, the variation of which is dictated by managerial decisions on a company’s capital structure based on
335
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

economic conditions. And for a company with a fixed amount of debt, its financial leverage increases when the
market price of its stock declines. Then, Chava and Purnanandam (2009) mentioned leverage is positively
correlated with financial distress and distress intensity is negatively related to future returns.
Reinhart and Rogoff (2009) pointed the history of finance is full of boom-and-bust cycles, bank failures, and
systemic bank and currency crises. Adrian and Shin (2010) stated a company can also proactively vary its financial
leverage based on variations on market conditions.
Then, Harry and Rene (2013) pointed that because debt-equity neutrality assigns zero way to the social value of
liquidity, it is an inappropriately equity-biased baseline for assessing whether the high leverage ratios of real-world
banks are excessive or socially destructive.
Finally, financial leverage can be considered as one among many factors that affect business risk of consumer good
firms.
4. Conceptual theories

The impact of financial leverage on the economy
A sound and effective financial system has positive effect on the development and growth of the economy.
Financial institutions not only help businesses to reduce agency problems but also enable them to enhance
liquidity capacity and long-term capital. And financial innovation also reduces the cost of diversification.
So, finance and growth has interrelated.
In a specific industry such as non-banking investment and financial service industry, on the one hand, using
leverage with a decrease or increase in certain periods could affect tax obligations, revenues, profit after
tax and technology innovation and compensation and jobs of the industry.
During and after financial crises such as the 2007-2009 crisis, there raises concerns about the role of
financial leverage of many countries, in both developed and developing markets. On the one hand,
lending programs and packages might support the business sectors. On the other hand, it might create
more risks for the business and economy.

5. Methodology
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In order to calculate systemic risk results and leverage impacts, in this study, we use the live data during the crisis
period 2007-2011 from the stock exchange market in Viet Nam (HOSE and HNX and UPCOM).

In this research, analytical research method is used, philosophical method is used and specially, leverage
scenario analysis method is used. Analytical data is from the situation of listed non-banking investment and
financial service firms in VN stock exchange and curent tax rate is 25%.
Finally, we use the results to suggest policy for both these enterprises, relevant organizations and government.

6. General Data Analysis
The research sample has total 10 listed firms in the non-banking investment and financial service market with the
live data from the stock exchange.
Firstly, we estimate equity beta values of these firms and use financial leverage to estimate asset beta values of
them. Secondly, we change the leverage from what reported in F.S 2011 to increasing 30% and reducing 20% to see
the sensitivity of beta values. We found out that in 3 cases, asset beta mean values are estimated at 0,407, 0,392 and
0,416 which are negatively correlated with the leverage. Also in 3 scenarios, we find out equity beta mean values
(0,813, 0,700 and 0,883) are also negatively correlated with the leverage. Leverage degree changes definitely has
certain effects on asset and equity beta values.

7. Empirical Research Findings and Discussion

In the below section, data used are from total 10 listed non-banking investment and financial service
companies on VN stock exchange (HOSE and HNX mainly). In the scenario 1, current financial leverage
degree is kept as in the 2011 financial statements which is used to calculate market risk (beta). Then, two
(2) FL scenarios are changed up to 30% and down to 20%, compared to the current FL degree.
Market risk (beta) under the impact of tax rate, includes: 1) equity beta; and 2) asset beta.
7.1 Scenario 1: current financial leverage (FL) as in financial reports 2011
In this case, all beta values of 10 listed firms on VN non-banking investment and financial service market as
following:
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Table 1 – Market risk of listed companies on VN non-banking investment and financial service market

Order No.

Company

Asset beta

stock

(assume debt

code

Equity beta

beta = 0)

Financial
Note

leverage

1

AGR

0,597

0,074

77,2%

2

APG

0,334

0,305

3

APS

0,372

0,202

4

AVS

0,281

0,205

CLS as comparable

22,1%

5

BSI

0,491

0,056

AGR as comparable

22,4%

6

BVS

2,111

1,478

26,3%

7

CLS

0,341

0,174

50,0%

8

CTS

1,073

0,703

32,8%

9

PVF

1,523

0,179

91,3%

10

VNR

1,002

0,692

43,0%

CLS as comparable

2,8%
57,4%

Average

42,52%

7.2. Scenario 2: financial leverage increases up to 30%
If leverage increases up to 30%, all beta values of total 10 listed firms on VN non-banking investment and
financial service market as below:
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Table 2 – Market risks of listed non-banking investment and financial service firms (case 2)
Company

Asset beta

Financial
leverage

Order

stock

Equity

(assume debt

No.

code

beta

beta = 0)

1

AGR

-0,009

Note

-0,001

(30% up)
100,3%

CLS as
2

APG

0,332

0,303

3

APS

0,372

0,202

comparable

3,6%
74,6%

CLS as
4

AVS

0,262

0,191

comparable

28,7%

AGR as
5

BSI

-0,007

-0,001

6

BVS

2,111

1,478

34,1%

7

CLS

0,341

0,174

65,0%

8

CTS

1,073

0,703

42,6%

9

PVF

1,523

0,179

118,7%

10

VNR

1,002

0,692

55,9%

comparable

Average

29,2%

55,3%

7.3. Scenario 3: leverage decreases down to 20%
If leverage decreases down to 20%, all beta values of total 10 listed firms on the non-banking investment
and financial service market in

VN as following:

Table 3 – Market risk of listed non-banking investment and financial service firms (case 3)
Financial
Company

Asset beta

leverage
(20%

Order

stock

Equity

(assume debt

No.

code

beta

beta = 0)

1

AGR

0,955

Note

0,118

down)
61,7%

CLS as
2

APG

0,336

0,306

3

APS

0,372

0,202

4

AVS

0,294

0,214

comparable

2,2%
45,9%

CLS as

17,7%
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comparable
AGR as
5

BSI

0,821

0,094

comparable

6

BVS

2,111

1,478

21,0%

7

CLS

0,341

0,174

40,0%

8

CTS

1,073

0,703

26,2%

9

PVF

1,523

0,179

73,0%

10

VNR

1,002

0,692

34,4%
Average

18,0%

34,0%

All three above tables and data show that values of equity and asset beta in the case of increasing leverage
up to 30% or decreasing leverage degree down to 20% have certain fluctuation.
8. Comparing statistical results in 3 scenarios of changing leverage:
Table 4 - Statistical results (FL in case 1)
Asset beta
Statistic

Equity

(assume debt

results

beta

beta = 0)

Difference

MAX

2,111

1,478

0,6330

MIN

0,281

0,056

0,2251

MEAN

0,813

0,407

0,4059

VAR

0,3748

0,1945

0,1803

Note: Sample size : 10

Table 5 – Statistical results (FL in case 2)
Asset beta
Statistic

Equity

(assume debt

results

beta

beta = 0)

Difference

MAX

2,111

1,478

0,6330

MIN

-0,009

-0,001

-0,0078

MEAN

0,700

0,392

0,3082

VAR

0,4962

0,2059

0,2904

Note: Sample size : 10
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Table 6- Statistical results (FL in case 3)
Asset beta
Statistic

Equity

(assume debt

results

beta

beta = 0)

Difference

MAX

2,111

1,478

0,6330

MIN

0,294

0,094

0,1997

MEAN

0,883

0,416

0,4669

VAR

0,3533

0,1881

0,1652

Note: Sample size : 10

Based on the above results, we find out:
Equity beta mean values in all 3 scenarios are low (< 0,9) and asset beta mean values are also small (<
0,5) although max equity beta values in some cases might be higher than (>) 1. In the case of reported
leverage in 2011, equity beta value fluctuates in an acceptable range from 0,281 (min) up to 2,111
(max) and asset beta fluctuates from 0,056 (min) up to 1,478 (max). If leverage increases to 30%,
equity beta moves in a range from -0,009 (min) up to 2,111 (max unchanged) and asset beta moves
from -0,001 (min) up to 1,478 (max). Hence, we note that there is a decrease in equity beta min value
if leverage increases. When leverage decreases down to 20%, equity beta value still fluctuates in a
range from 0,294 to 2,111 (unchanged) and asset beta changes from 0,094 (min) up to 1,478 (max).
So, there is a small increase in asset beta min value when leverage decreases in scenario 3.
Beside, Exhibit 5 informs us that in the case 30% leverage up, average equity beta value of 10 listed
firms decreases down to -0,113 while average asset beta value of these 10 firms decreases little more
up to -0,015. Then, when leverage reduces to 20%, average equity beta value of 10 listed firms goes
up to 0,07 and average asset beta value of 10 firms increases more to 0,009.
The below chart 1 shows us : when leverage degree decreases down to 20%, average equity and asset
beta values decrease slightly (0,883 and 0,416) compared to those at the initial rate of 25% (0,813 and
0,407). Then, when leverage degree increases up to 30%, average equity beta decreases little more
and average asset beta value also decreases more (to 0,700 and 0,392). However, the fluctuation of
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equity beta value (0,496) in the case of 30% leverage up is higher than (>) the results in the rest 2
leverage cases.
Chart 1 – Comparing statistical results of three (3) scenarios of changing FL (2007-2009)

Asset
beta var

0,188
0,206
0,194
FL 20% down

0,353
0,496
0,375

Equity
beta var
Asset
beta
mean

FL 30% up

0,416
0,392
0,407

Equity
beta
mean

FL keep as in F.S
report
0,883
0,700
0,813

0,000

0,500

1,000

Chart 2 – Comparing statistical results of three (3) scenarios of changing FL (2007-2011)

Asset
beta var

Equity
beta var

Asset
beta mean

0,1589
0,207
0,169
0,2314
0,237
0,233

FL 30% up

0,675
0,422
0,574

FL keep as in F.S
report
1,058
1,038
1,050

Equity
beta mean
0,000

FL 20% down

0,500

1,000

1,500

Chart 3 – Comparing statistical results of three (3) scenarios of changing FL (2009-2011)
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Asset
beta var
Equity
beta var
Asset
beta
mean

0,1688
0,164
0,167
FL 20% down

0,2215
0,226
0,265

FL 30% up

0,573
0,560
0,524

Equity
beta
mean
0,000

FL keep as in
F.S report
1,053
1,036
0,965

0,500

1,000

1,500

9. Risk analysis
In short, the using of financial leverage could have both negatively or positively impacts on the financial results or
return on equity of a company. The more debt the firm uses, the more risk it takes. And FL is a factor that causes
financial crises in many economies and firms. Using leverage too much indicates the firm met financial distress.
On the other hand, in the case of increasing leverage, the company will expect to get more returns. The financial
leverage becomes worthwhile if the cost of additional financial leverage is lower than the additional earnings
before taxes and interests (EBIT). FL has become a positive factor linking finance and growth in many companies.
Beside, leverage choice could also become a determinant of firms’ capital structure and financial risk.

10. Discussion

Looking at chart 2, it is noted that in case leverage up 30%, during 2007-2009 period, asset and equity
beta mean (0,392 and 0,700) of non-banking investment and financial service industry are lower than
those in the period 2007-2011 (0,422 and 1,038). Looking at exhibit 7, we can see asset beta mean and
equity beta mean are higher than those of consumer good industry (0,222 and 0,630). This relatively
shows us that financial leverage does affect asset beta values.

11. Conclusion and Policy suggestion
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In summary, the government has to consider the impacts on the mobility of capital in the markets when it

changes the macro policies. Beside, it continues to increase the effectiveness of building the legal system
and regulation supporting the plan of developing non-banking investment and financial service market.
The Ministry of Finance continue to increase the effectiveness of fiscal policies and tax policies which are
needed to combine with other macro policies at the same time. The State Bank of Viet Nam continues to increase
the effectiveness of capital providing channels for non-banking investment and financial service companies as
we could note that in this study when leverage is going to increase up to 30%, the risk level decreases much
(despite of the little high asset beta var), compared to the case it is going to decrease down to 20%.
Furthermore, the entire efforts among many different government bodies need to be coordinated.
Finally, this paper suggests implications for further research and policy suggestion for the Viet Nam government
and relevant organizations, economists and investors from current market conditions.
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Exhibit
Exhibit 1 – Interest rates in banking industry during crisis
(source: Viet Nam commercial banks)

Year
2011
2010

Borrowing

Deposit

Interest rates

Rates

18%-22%

13%-14%

19%-20%

13%-14%

Note

Approximately

2009

9%-12%

9%-10%

(2007: required reserves ratio at

2008

19%-21%

15%-16,5%

SBV is changed from 5% to

2007

12%-15%

9%-11%

10%)
(2009: special supporting
interest rate is 4%)

Exhibit 2 – Basic interest rate changes in Viet Nam
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(source: State Bank of Viet Nam and Viet Nam economy)

Year

Basic rate

2011

9%

2010

8%

2009

7%

2008

8,75%-14%

Note

Approximately,
fluctuated

2007

8,25%

2006

8,25%

2005

7,8%

2004

7,5%

2003

7,5%

2002

7,44%

2001

7,2%-8,7%

Approximately,
fluctuated

2000

9%

Exhibit 3 – Inflation, GDP growth and macroeconomics factors
(source: Viet Nam commercial banks and economic statistical bureau)

Year

Inflation

GDP

USD/VND rate

2011

18%

5,89%

20.670

2010

11,75%

6,5%

19.495

(Estimated at

(expected)

Dec 2010)
2009

6,88%

5,2%

17.000

2008

22%

6,23%

17.700

2007

12,63%

8,44%

16.132

2006

6,6%

8,17%

2005

8,4%

Note

approximately
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Exhibit 4: GDP growth Việt Nam 2006-2010 (source: Bureau Statistic)
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Exhibit 5 – Increase/decrease risk level of listed investment and financial service firms under
changing scenarios of leverage : in 2011 F.S reports, 30% up, 20% down in the period 2007 - 2009
FL keep as in F.S
report

FL 30% up

Company
Order

stock

Equity

Asset

No.

code

beta

beta

FL 20% down

Increase

Increase

Increase

/Decrease

/Decrease

Increase

/Decrease

(equity

(asset

/Decrease

(asset

beta)

beta)

(equity beta)

beta)

1

AGR

0,597

0,074

-0,606

-0,075

0,358

0,044

2

APG

0,334

0,305

-0,002

-0,002

0,001

0,001

3

APS

0,372

0,202

0,000

0,000

0,000

0,000

4

AVS

0,281

0,205

-0,019

-0,014

0,013

0,009

5

BSI

0,491

0,056

-0,498

-0,057

0,330

0,038

6

BVS

2,111

1,478

0,000

0,000

0,000

0,000

7

CLS

0,341

0,174

0,000

0,000

0,000

0,000

8

CTS

1,073

0,703

0,000

0,000

0,000

0,000

9

PVF

1,523

0,179

0,000

0,000

0,000

0,000

10

VNR

1,002

0,692

0,000

0,000

0,000

0,000

Average

-0,113

-0,015

0,070

0,009

Exhibit 6- VNI Index and other stock market index during crisis 2006-2010

VN Index
S&P 500
SSE index
NIKKEI 225 (/0')
TSEC (/0')
KOSPI
CNT (/00')

7000
6000
5000
4000
3000
2000
1000

Th
g1
T h - 06
g4
T h - 06
g
T h 7- 0
g1 6
0
T h - 06
g1
T h - 07
g4
T h - 07
g
T h 7- 0
g1 7
0
T h - 07
g1
T h - 08
g4
T h - 08
g
T h 7- 0
g1 8
0
T h - 08
g1
T h - 09
g4
T h - 09
g
T h 7- 0
g1 9
0
T h - 09
g1
T h - 10
g4
T h - 10
g7
-1
0

0

348
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

Exhibit 7 – Comparing statistical results of three (3) scenarios of changing FL of 121 listed firms in
the consumer good industry

Asset beta var

Equity beta var

0,0719
0,072
0,066
0,1795

0,289
0,214

FL 20% down
FL 30% up

Asset beta mean

0,428

0,222

FL keep as in F.S report

0,336
0,737
0,630
0,694

Equity beta
mean
0,000

0,200

0,400

0,600

0,800

Author note: My sincere thanks are for the editorial office and Lecturers/Doctors at Banking University and International University
of Japan. Through the qualitative analysis, please kindly email me if any error found.
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Abstract
Energy,,a key ingredient of industrialisation and one of the determinants of the economic strength of a
country, is generated by the power station. Coal-fired thermal power plant which has inverse relation with
environmental condition is one of the best sources of energy. This paper attempts to make a study of the
socio-economic and environmental impact in the surrounding area of Kolaghat thermal power station
under West Bengal Power Development Corporation in India. It has depicted a general overview of the
Indian energy and related emissions scenario of coal fed power plants. This empirical study is based on
the data available through personal interview to different respondents of three levels - 828 project affected
families, 137 families in the buffer zone beyond 5 km and 56 selected social representatives - by using
stratified random sampling technique. It has highlighted the general profile of respondents, economic
condition of affected families, social and environmental impact, activities as a socially responsible
corporate citizen by undertaking different remedial measures in project surrounding affected area in the
form of environment protection, infrastructural development, general welfare, etc. The paper also
highlights the detriments caused to the society in the form of air, water, noise pollution, etc.
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1. Introduction
Industrialisation is a major economic activity for development of a nation. In the
contrast environmental system is inversely related with such activity.

Electricity is

considered as the most refined convenient form of energy is a key ingredient as well as
prime component of such activity. The level of availability of quality power is one of the
determinants of the economic strength of a country. In view of its increasing demand
and pivot role in human progress, prime attention has now been thrown on generation
of electricity. Again considering some basic limitations of other sources of energy
generation as well as sky-scrapping demands of electricity, fossil fuels especially coal
occupy an indispensable role in the world-wide thermal power generation. Though
thermal power plant (TPP) causes a considerable amount of pollution, it is accepted by
all for its higher electrical efficiencies.
Potential environmental impacts, pollution sources, social and economic impact
of power plants have been enumerated here. Negative impacts owing to emissions of gas
and dust in air, effluents of wastes from disposal areas of power plants have also been
outbursts. Large electric power producing countries like the United States and China
are also producing electricity through coal based power plants.
Conventional burning fossil-fuel for power generation results in about 21% of all
green house gases (GHGs) emission in the atmosphere, mostly in the form of carbon
dioxide (CO2). It causes global warming and climate change. During 2011, 42% of the
total CO2 emissions in the world have been generated by the power plants only. As per
International

Energy

Agency

(IEA),

India

has

been

treated

as

the

sixth

energy-related CO2 emitter in 2011. The radiological impact of coal ash and flue gases is
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significant. A serious threat to the ambient environment may be caused if it has not
been properly disposed off and has the potential to create grave hazards.
Since independence (1947), the Government of India has been providing adequate
priority to power sector while fixing its main outlays. The installed generation capacity
has been raised from a mere 1,362 MW from 1947 to 2,07,876 MW in September 30,
2012 and coal fired generation has accounted for 57.1% of it. Other notable point is that
85.5% of the thermal power has been contributed by coal fed power generating plants by
burning more than 200 million tons of coal annually. The electricity generation has been
raised from 5.1 BU in 1950 to 876.5 BU in 2011-12. In spite of the rapid progress in this
sector, there is a constant pressure to bridge the gap between the requirement and
generation of the same.

It may be mentioned here that West Bengal has made a remarkable contribution
to the Indian power sector with an installed power capacity of 10,338 MW in 2011-12
and 89.07% of total power generating capacity has been shared by TPPs.

In a TPP along with electricity, wastes like coal ash, flue gases and hot water are
generated by burning coal. All such wastes cause intense pollution in the environment.
In India it is estimated that about 70 to 80 million tons of coal ash are produced
annually. It is inorganic solid waste which has every scope to pollute the environment. It
contains various poisonous toxic pollutants. Significant radiological impact of coal ash
may cause a serious threat to the ambient environment. It also causes the deterioration
of the cultivable land.

The collected coal ash has now beneficially been used in different ways along with
producing geo-polymer which has strong utility instead of cement.

CEA Fly Ash Report
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- 2011 shows that ash utilization has been increased to 55.79% in 2010-11 from merely
below 10% in 1996-97.

Different poisonous air pollutants like Carbon dioxide (CO2), Sulphur dioxides
(SO2) and other GHGs have been emitted by the fuel fed TPPs. In 2011, total CO2
emissions in the world have been estimated to 31,342 million tons of which 42% have
been generated by TPPs only. In India about 51.6% of total discharged CO2 of 1745.1
(2011) million tons has been coming out of TPPs. These emissions are mainly
responsible for global warming and harmful polluted atmosphere. Governments in
many countries including India are now encouraging business as well as corporate
bodies to be more and more socially conscious. Different remedial measures like
infrastructural

development,

welfare

schemes

etc.

may

be

undertaken

for

socio-economic improvement in project affected areas (PAAs).

2. Literature Review

Literature on social and environmental impact of TPPs on this aspect is very
scanty. In fact, the social cost-benefit aspects of the thermal power plants have utterly
been ignored here, though it has vital implications. Since the end of last century, some
literatures which have focused only on environmental effect and its social benefits have
been published in several journals in India and abroad. Rare attention has been given
on the empirical aspects of this issue. In brief the references relating to the studies on
these issues are noted here.
Harte and Owen (1991) analyzed the environmental reporting practices and have
suggested for standards on environmental reporting. Nafez and Kamal (2000) studied
the practices followed towards corporate social disclosure (CSD) in their accounts.
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Joulain (2004) observed the inter-relation between the combustion and the environment.
It revealed that optimum utilization of combustion technologies and proper control has
an effective economic challenge for the strong progress of industrialization. Hein et al.
(2005) investigated and anticipated the essentialities of diversified set of power plants,
and suggested for technologies which reduce the overall greenhouse gas emissions, CO2
retention, low initial investments, climate protection, etc. Gorji-Bandpy and Ebrahimian
(2006) estimated the unit cost of electricity generation based on designing cost-effective
energy-conversion system. Chinh and Gheewala (2007) classified the effective method to
assess the environmental effects of coal based TPPs.
Mukhopadhyay (2008) opined that pollution of environment has been increasing for the
inefficient use of fossil fuel energy. This article has only enlightened on the implication
of air pollution. The study remains silent on the environmental effect of thermal power
plants. Das and Bose (2009) have enlightened the different dimensions associated with
corporate social as well as environmental responsibility and its significance in respect of
development of Indian power sector. It also points out the extent of disclosures of such
social and environmental depletion in annual report. But such related article has been
explored without considering the empirical aspects of social effects of TPPs. Kumari
(2009) examined that fly ash affected the normal respiration and photosynthetic rate
including yield of crops, it has only enlightened on the implication of fly ash on
vegetation. Sheng et al. (2010) by applying the different model have concluded that
environmental protection has been described as the vital tasks as well as indicator for
the assessment of any thermal power enterprise. Dasgupta and Paul (2011) explored the
impact of coal ash on the surrounding land of the TPPs in respect of its change in use
and its degradation. Implementation of better technology and afforestation programme
in surrounding area has been recommended. Vikrant et al. (2011) studied that
establishment of thermal power plants on the estuaries and tidal creeks exert a
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tremendous stress on the habitats. As suggested that the periodic observations and
requisite actions may enable to retain the betterment of the habitats.
Thus a comprehensive empirical study involving all aspects on social and environmental
impact of TPPs is a dire necessity.

3. Research Objectives
For the determination of environmental pollution cost as well as its adverse effects
on society of the project affected families, an effort has been made through this work.
The remedial measures that have been undertaken by the authorities for the overall
improvement and welfare of project affected areas (PAAs) have also been highlighted.
The study more specifically, traces to:
a)
b)

Assessment of the demographics profile of the project affected people.
Assessment of the social and environmental impact of TPPs in project affected
areas.

c)

To investigate whether the plant surrounding area is adversely suffering from any
social erosion.

d)

To assess the various remedial measures undertaken by the respective plant
authorities.

4. Research Methodology
The present study is exploratory as well as empirical in nature. It is based on the
data available through personal interview to different respondents of three levels by
using stratified random sampling techniques surrounding the area of Kolaghat Thermal
Power Station (KTPS) under West Bengal Power Development Corporation (WBPDCL) in
India during 2011-13.
The power plant has been treated as the centre of the study circle and some concentric
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circles have been taken as strata depending on the pollution intensity of the area
surrounding the plant. Initially 828 Project Affected Families (PAFs) have been selected
randomly surrounding a 5 km radius of the plant and interviewed with structured
questionnaire to collect primary data. In the next stage, 137 families in the Buffer Zone
(BZ) beyond 5 km radius surrounding the TPP have been taken into account with similar
questionnaire. At the last stage, the opinion of 56 selected Social Representatives (SRs)
have been taken into consideration using a special type of structured questionnaire. For
collection of secondary data different websites, various books, journals and dailies have
been considered.
The statistical analysis of data has been done through SPSS package. Descriptive
statistical methods, correlation, testing of hypothesis, analysis of variance have been
used for the analysis of data. For qualitative analysis of data 5 point Likert’s scale has
been applied.

5. Data Analysis and Findings

Here the collected data from different levels have been analyzed.

This section contains

general profile and economic condition of the respondents, infrastructural facilities,
environmental conditions, investigation on social disturbance, remedial measures, and
association of different variables with distance from TPPs.

5.1 About Kolaghat Thermal Power Station
Kolaghat Thermal Power Station (KTPS) is located near Mecheda Railway Station along
with the main line of South Eastern Railways and at a distance of 59 km from Howrah
station. It is on the west bank of River Rupnarayana and is placed in the adjunct area of
Sahid Matangini Block and Kolaghat Community Development (C.D.) Block of Purba
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Medinipur District in West Bengal. It is the largest thermal power generating station in
India and presently highest daily energy generation capacity in the West Bengal state
power sector. It has been certified with ISO-2000.

5.2

Study Area

Out of thirteen and ten Gram Panchayats (G.P.) under Panskura-II (Kolaghat C.D) Block
and Sahid Matangini (Tamluk-II) Block respectively, the survey has been conducted in
most of its project affected villages in five and two respective G.P.s located within a
distance of five kilometre from the power station. Again some villages in three and five
G.P.s respectively under respective blocks, which are situated beyond a distance of five
kilo metre i.e. in Buffer Zone (BZ) from the project have also been studied. Details of the
studied Project Affected Families (PAFs) and persons (PAPs), Families in Buffer Zone
(BZFs) and Persons (BZPs) and Social Representatives (SRs) in KTPS surrounding areas
have been summarized in the Table 1.

Table 1: Summary Details of Surveyed Families and Persons in KTPS Area
Within 5 Km
Name of the

Beyond

(PAAs)

5 Km

Total

(BZ)

SRs

Blocks
Panskura – II
(Kolaghat C.D.)
Sahid Matangini
(Tamluk- II )
Total

PAFs

PAPs

BZFs

BZPs

Families

Persons

605

3337

69

317

674

3654

35

223

1206

68

364

291

1570

21

828

4543

137

681

965

5224

56

5.3 General Profile of the Respondents
The study of 828 PAFs within five km comprises 30.3%, 39.1%, 17.1%, 12% and 1.4% of
1 km, 2km, 3km, 4km and 5 km respectively whereas for 137 BZFs it is 33.6%, 10.4%,
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13.1%, 32.1% and 10.2% of 6 km, 7 km, 8 km, 9 km and 10 km respectively. Again 56
SRs are from 1 to 10 km. Direction-wise distribution of 828 PAFs is of 167 (20.2%), 253
(30.6%), 350(42.2%) and 58(7%) from east, west, north and south respectively.
The studied PAFs consist of 4543 persons comprising of 2370 (52.2%) male and 2173
(47.8%) female whereas for

BZFs it is 681 persons comprising of 358 (52.6%) male and

323 (47.4%) female. Most of the PAPs are in the age of 20 to 60 years of which 20.6%
belong to 20 - 30 years, 16.8% are in 30 - 40 years and 21.9% are in the age group of 40
- 60 years. 72% of sample families are nuclear and 22.6% are joint whereas for BZFs it is
85.4% and 10.2% respectively. Again 95.7% selected PAFs are Hindu and others are
Muslim whereas all of the studied BZFs are Hindu.
The study shows that only 45% of sample PAPs have an education of secondary level.
9.8% and 2.0% are graduates and post-graduates respectively whereas it is about 15.6%
and 3.7% for BZPs. It reveals that the monthly income of 21.1% PAFs is less than Rs.
2000 and almost 88% families have monthly income up to Rs. 10000. So, most of the
PAFs belong to low income group.

5.4 Economic Condition of Project Affected Families

The study shows that about 70.3% of 828 selected PAFs reside in pacca houses and
15.7% of them have kuchha houses. In respect of holding of agricultural land by the
PAFs, it reveals that though it is an agricultural based rural area still only 39.4% of
sample PAFs have the same. In respect of food availability about 43.0% PAFs have the
same as per their need. Most remarkable point is that about 5.8% are still at inadequate
level of food availability. The study presents that only 11.7%, 32.0%, 3.6%, 22.3% and
1.9% of them have motor cycle, connection of gas, refrigerator, telephone and computer
respectively. On the contrary most of them (around 90%) have only bicycle, electric fan
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and television. So majority of the PAFs are not in a better economic condition.

5.5 Different Facilities Available

In respect of transport and communication facilities the survey reveals that 33.5% PAFs
and 30.4% SRs have expressed the average facilities available in their area. About 28.9%
PAFs and 48.2% SRs are fully dissatisfied with it. About 26.1% PAFs and 48.2% SRs
have expressed their dissatisfaction about the available educational facilities in their
area. But majority of the PAFs (73.9%) and SRs (51.8%) are satisfied on this aspect.
Table 2: Type of Educational Facilities
Study Area of KTPS

Educational
Facilities

PAFs

%

SRs

%

BZFs

%

Primary school

801

96.7

54

96.4

137

100.0

High school

583

70.4

31

55.4

104

75.9

College

0

0

0

0

0

0

Library

38

4.6

4

7.1

0

0

Nil

22

2.7

2

3.6

0

0

Table 2 presents the views of three categories of respondents on the educational
facilities in their respective areas. It also shows that all of three categories of
respondents have expressed dissatisfaction as there is no college in the entire area. Only
4.6% PAFs and 7.1% SRs have responded for library facilities in their area.

Table 3: Type of Medical Facilities
Study Area of KTPS

Medical
Facilities

PAFs

%

SRs

%

BZFs

%

Health centre

564

68.1

25

44.6

89

65.0

Nursing home

576

69.6

26

46.4

8

5.4

Doctors’ chamber

650

78.5

35

62.5

118

86.1
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Not present

91

11.0

17

30.4

7

5.1

Majority of PAFs (47%) and SRs (25%) have expressed their satisfaction with the
available medical facilities. On the other side about 31.7% (PAFs) and 51.8% (SRs) are
dissatisfied with this issue. Most significant point (Table 3) is that 11.0% PAFs and
30.4% SRs have no medical facility whereas it is 5.1% for BZFs.

Yet again majority of PAFs (78.6%) and SRs (83.9%) have expressed their satisfaction on
the availability of water and only 21.4% and 16.1% respectively have expressed their
contrasting views.
Fig 1: : Overall Infrastructural Facilities
4.5
4
3.5
3
2.5
2
1.5
1

PAFs(%)

0.5

SRs(%)

BZFs(%)

0
Tran & Com

Education

Medical

Water

Overall infrastructural development has been depicted in Fig.1 which exhibits the
similarity between PAFs and SRs. Comparatively infrastructural facilities, according to
PAFs are better than that of BZFs.

5.6 Environmental Impact

Environmental impact of TPPs is a vital issue which has been depicted here based upon
the responses of the projects surrounding families.
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Table 4: Geological Change
Study Area of KTPS

Geological
Change

PAFs

%

SRs

%

BZFs

%

Uniquely

438

52.9

22

39.3

29

21.2

Completely

131

15.8

10

17.9

25

18.2

Partially

90

10.9

11

19.6

0

0

Very little

95

11.5

13

23.2

11

8.0

Not at all

74

8.9

0

0

72

52.6

828

100

56

100

137

100

TOTAL
Mean

3.92

3.730

2.470

S.D.

1.377

1.213

1.720

Skewness

0.949

-0.283

0.475

Kurtosis

-0.523

-1.514

-1.612

In respect of geological change (Table 4) due to coal ash damped in their locality there is
similarity to some extent between the opinions of PAFs and SRs who are concerned on
this issue. But majority of PAFs in KTPS (52.6%) area have responded negatively on this
point.

Table 5: Presence of Fly Ash
Study Area of KTPS

Presence of
Fly Ash

PAFs

%

SRs

%

BZFs

%

Very high

459

55.4

34

60.7

2

1.5

High

322

38.9

14

25.0

14

10.2

Average

31

3.7

7

12.5

36

26.3

Low

13

1.6

1

1.8

17

12.4

3

0.4

0

0

68

49.6

828

100

0

0

137

100

Very low
TOTAL
Mean

4.470

4.450

2.010

S.d.

0.680

0.784

1.144

Skewness

-1.504

-1.223

0.629
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Kurtosis

3.382

0.590

-0.903

More than 94% PAFs in KTPS area and about 85.7% SRs have expressed with a
vengeance about the presence of fly ash at very high level in air as well as house. The
descriptive statistics provides the mean values as 4.47 and 4.45 respectively and SDs as
0.68 and 0.78 respectively on a five point scale. The outcomes of the responses are
negatively skewed. On the contrary 62.0% BZFs have expressed the opposite views.
Table 6: Noise Pollution
Study Area of KTPS

Noise
Pollution

PAFs

%

SRs

%

BZFs

%

Very high

241

29.1

21

37.5

0

0

High

171

20.7

16

28.6

0

0

Average

169

20.4

10

17.9

1

0.7

Low

199

24.0

4

7.1

16

11.7

48

5.8

5

8.9

120

87.6

828

100

56

100

137

100

Very low
TOTAL
Mean

3.430

3.790

1.130

S.D.

1.288

1.275

0.360

Skewness

-0.187

-0.891

2.675

Kurtosis

-1.240

-0.170

6.684

From Table 6 the mean values for PAFs and SRs are 3.43 and 3.79 respectively which
implies that noise pollution is a major problem. Whereas opposite responses have been
found out for the BZFs.
Table 7: Air Pollution
Study Area of KTPS
Air pollution
PAFs
Very high

384

%
46.4

SRs
50

%
89.3

BZFs

%
9

6.6
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High

400

48.3

4

7.1

5

3.6

40

4.8

0

0

45

32.8

Low

4

0.5

2

3.6

15

10.9

Very low

0

0

0

0

63

46.0

828

100

56

100

137

100

Average

TOTAL
Mean

4.410

4.820

2.140

S.D.

0.606

0.606

1.232

Skewness

-0.616

-3.965

0.714

Kurtosis

0.142

16.136

-0.417

Almost every PAFs (94.7%) and SRs (96.4%) have expressed that high or very high level
of air pollution has been caused by TPP owing to emission of gases and fly ash (Table 7).
The mean value is 4.41 and 4.82 point respectively. On the other side 10.2% of the
selected BZFs have expressed the similar views.
Table 8: Impact of Air Pollution on Trees and Agricultural Land
Study Area of KTPS

Impact of
air pollution

PAFs

%

SRs

%

BZFs

%

Very high

239

28.9

30

53.6

13

9.5

High

147

17.8

16

28.6

15

10.9

Tolerable

384

46.4

8

14.3

29

21.2

51

6.2

2

3.6

30

21.9

7

0.8

0

0

50

36.5

828

100

56

100

137

100

Low
Very low
TOTAL
Mean

3.680

4.320

2.350

S.D.

0.986

0.855

1.326

Skewness

0.084

-1.045

0.617

Kurtosis

-0.974

0.205

-0.772

Regarding the views on impact of air pollution on agricultural land and trees in PAAs,
around 46.7% of PAFs and 82.2% of SRs in KTPS area have expressed negatively. The
mean value for the same is 3.68 and 4.32 respectively. Opposite view has been
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expressed by BZFs (Table 8).

6

Fig 2: Overall Environmental Impact
5
4
3
2
1
PAFs(%)

SRs(%)

BZFs(%)

0
Geological
Change

Presence of Fly Noise Pollution Air Pollution Pollution on Tr.
Ash
and Agr.

Overall environmental impact of KTPS has been exhibited in Fig.2 which presents
virtually similar expressions of PAFs and SRs. In all cases the usual environmental
impact curves move far above the BZFs.
5.7 Some Other Issues
Table 9: Impact on Yield of Different Crops
Study Area of KTPS

Impact
on Yield

PAFs

%

SRs

%

BZFs

%

Not Applicable

502

60.6

12

21.4

59

43.1

Applicable

326

39.4

44

78.6

78

56.9

Highly increasing

0

0

0

0

10

12.8

Increasing

0

0

0

0

53

67.9

Static day by day

20

6.1

3

6.8

12

15.4

Decreasing

69

21.2

32

72.7

3

3.8

237

72.7

9

20.5

0

0

326

100

44

100

78

100

Highly decreasing
Applicable (Total)
Mean

1.330

1.860

3.900

S.D.

0.588

0.510

0.656

Skewness

1.578

-0.241

-0.740

Kurtosis

1.426

0.741

1.526
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Table 9 presents that only 326, 44 and 78 of selected PAFs, SRs and BZFs are applicable
on this issue. Almost 93.9% and 93.2% of the above applicable PAFs and SRs
respectively have expressed that yield of crops has been declining significantly whereas
it is negligible as per BZFs (3.8%) opinion.
Table 10: Impact on Regeneration of Fish
Study Area of KTPS

Regeneration
of Fish

PAFs

%

BZFs

%

Not Applicable

523

63.2

72

52.6

Applicable

305

36.8

65

47.4

Highly increasing

0

0

5

7.7

Increasing

2

0.7

13

20.0

36

11.8

47

72.3

43

14.1

0

0

224

73.4

0

0

305

100

65

100

Static

day by day

Decreasing
Highly decreasing
Applicable (Total)
Mean

1.397

3.350

S.D.

0.719

0.623

Skewness

1.598

1.580

Kurtosis

1.259

1.371

Table 10 shows that only 305 and 65 of surveyed PAFs and BZFs respectively are
applicable for this purpose. Now almost 87.5% of the above applicable PAFs have viewed
that regeneration of fish has been declining significantly whereas no BZFs have
expressed such problem.
Likewise about 52.1% of sample PAFs have been suffering from different types of chronic
diseases which is comparatively higher than that of BZFs (42.3%). The study also
reveals that around 17.3% of surveyed PAPs (4543) have been suffering from either of
the same Majority (97.9%) of PAFs those have been suffering from it have a vigorous
credence that pollution caused by TPS is the primary source of such diseases.
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The study points out

that due to the various environmental hazards and pollution

caused by it most of the PAFs (53.3%) have agreed to shift/move away from the PAAs
whereas such percentage is insignificant for BZFs (12.8%).
Almost 90.8% PAFs and 76.8% SRs have extremely expressed their dissatisfaction with
the level of pollution which they feel, has been increasing gradually in their locality over
last five years whereas it is comparatively low for BZFs (17.5%).
Again it is very unfortunate to note from the study that some persons of few PAFs (4.3%)
have been psychologically affected due to pollution caused by it. But no such effect has
been caused in BZA.

5.8 Social Disturbance

The respondents have expressed their opinion whether the local area surrounding the
plant and ash ponds have been adversely suffering from different types of social erosion
owing to the project operation.

At this stage their experience on this aspect has been

noted below.
Table 11: Anti-social Activities Related to KTPS
Study Area of KTPS
Anti-social activities
PAFs

%

SRs

%

BZFs

%

Not Applicable

664

80.2

34

60.7

123

89.8

Applicable

164

19.8

22

39.3

14

10.2

Highly increasing

21

12.8

0

0

0

0

Increasing

85

51.8

15

68.2

0

0

Static day by day

45

27.4

4

18.2

10

71.4

Decreasing

5

3.0

1

4.5

1

7.1

Highly decreasing

8

4.9

2

9.1

3

21.4

164

100

22

100

14

100

Applicable (Total)
Mean

3.650

3.450

2.500

S.D.

0.918

0.963

0.855

Skewness

-1.017

-1.797

-1.293
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Kurtosis

1.496

2.323

-0.203

Table 11 shows that establishment of TPS causes the social disturbance in their areas
and it has been viewed by both PAFs (64.6%) and SRs (68.2%) whereas no BZFs have
expressed the same.

5.9

Remedial Measures in PAAs

Active persuasion of different remedial measures like rehabilitation, compensation and
employment for the land loser, development of various infrastructural and general
welfare schemes, etc. have the positive effect by improving social, cultural as well as
economic conditions in PAAs. In this respect the opinion of PAFs along with SRs have
been presented in this section and different CSR activities undertaken by the project
authority have also been exhibited finally.
An investigation based on collected views from PAFs and SRs have been
conducted on the different facilities like rehabilitation, compensation, employment
opportunities, etc. to PAFs provided by the project authorities.
Table 12: Rehabilitated for Acquisition of Land
Study Area of KTPS
Rehabilitated
PAFs

%

SRs

%

Not Applicable

646

78.0

39

69.6

Applicable

182

22.0

17

30.4

Uniquely

0

0

0

0

Totally

0

0

0

0

10

5.5

2

11.8

2

1.1

4

23.5

170

93.4

11

64.7

182

100

17

100

Partially
A little
Not at all
TOTAL
Mean

1.121

1.470
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S.D.

0.466

0.717

Skewness

3.716

1.266

Kurtosis

12.17

0.398

Table 12 significantly pinpoints that almost 93.4% selected PAFs who have lost their
houses, agricultural and non-agricultural land etc. and 64.7% of related SRs have not
yet been provided with any rehabilitation facilities.

Table 13: Compensated for Land Acquisition
Study Area of KTPS
Compensated
PAFs

%

SRs

%

Not Applicable

646

78.0

39

69.6

Applicable

182

22.0

17

30.4

Uniquely

2

1.1

0

0

Totally

4

2.2

3

17.6

Partially

79

43.4

3

17.6

A little

54

29.7

3

17.6

Not at all

43

23.6

8

47.1

182

100

17

100

TOTAL
Mean

2.270

2.060

S.D.

0.887

1.197

Skewness

0.008

0.617

Kurtosis

-0448

-1.220

Again it is very unfortunate to note from Table 13 that almost 23.6% PAFs in similar
section and 47.1% of related SRs had not yet received any compensation for loss of their
land. For BZFs both are completely insignificant.

Table 14: PAF Members Employed in the Plant
Employed for

Study Area of KTPS
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acquisition of land

PAFs

%

SRs

%

Not Applicable

646

78.0

39

69.6

Applicable

182

22.0

17

30.4

54

29.7

3

17.6

128

70.3

14

82.4

182

100

17

100

Yes
No
TOTAL

Table 14 presents that majority of the selected PAFs (70.3% in KTPS and 82.4% related
SRs) whose houses and land had been acquired for the construction of power plant have
not yet been employed in the project.
Table 15: Infrastructural Development
Study Area of KTPS

Infrastructural
Development

PAFs

Roads

%

SRs

%

542

65.5

20

35.7

Bridges

68

8.2

4

7.1

Culverts

75

9.1

8

14.3

203

24.5

23

41.1

Office Buildings

2

0.2

0

0

Libraries

7

0.8

0

0

Drainage

82

9.9

10

17.9

Drinking water

217

26.2

24

42.9

Rural electrification

708

85.5

43

76.8

3

0.4

0

0

19

2.3

0

0

Direct power supply to PAAs

0

0

0

0

None

7

0.8

3

5.4

School

Earth filling
Irrigation

Outcome of the survey in PAFs in respect of infrastructural development has been
depicted in Table 15. Some of them reveal that about 65.5%, 24.5%, 26.2%, 85.5% of the
sample PAFs and 35.7%, 41.1%, 42.9%, 76.8% SRs have expressed their satisfaction
369
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

with the development of road conditions, school building, drinking water, rural
electrification respectively.
Table 16: General Welfare Scheme
Study Area of KTPS

Welfare Scheme

PAFs

Tree plantation

%

SRs

%

117

14.1

16

28.6

Health camps

95

11.5

9

16.1

Sanitations

33

4.0

13

23.2

Family welfare camp

3

0.4

0

0

Adult education centre

7

0.8

4

7.1

Dispensary

1

0.1

0

0

Street light

40

4.8

2

3.6

613

74.0

27

48.2

None

Opinion of randomly selected respondents on some of the general welfare activities
undertaken by the plant authority have been disclosed in Table 16. Some of the
outcomes reveal that only 14.1%, 11.5%, 4.8% PAFs and 28.6%, 16.1%, 3.6% SRs have
expressed their views in favour of adequate tree plantation, health camps, street light
respectively in PAAs. It is to be noted that majority of PAFs (74.0%) and SRs (48.2%)
have expressed their opposite views on welfare activities undertaken by the plant
authority.

Table 17: Pollution Control Measures
Study Area of KTPS

Pollution control
measures taken

PAFs

%

SRs

%

Very quickly

0

0

0

0

Quickly

3

0.4

0

0

Slowly

24

2.9

4

7.1

Very slowly

60

7.2

6

10.7

741

89.5

46

82.1

Not at all
370

ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015
Total

828

100

56

100

Mean

1.140

1.250

S.D.

0.449

0.580

Skewness

3.491

2.247

12.612

3.926

Kurtosis

It is very disappointing to note from the Table 17 that around 90% PAFs and 82% SRs
opined that the project authorities are less interested about the environmental pollution
caused by the TPP.
Table 18: CSR Activities during 2011-12 by KTPS
Sl.
No

Social Activities
Approximate number of Man-days

Financial
Involvement (Rs)
4,03,287

1

Installation of 05 (five) nos. of tube well.

4,00,000.00

2

Improvement of village roads

50,000.00

3

Cleaning of drains of the plant–side villages.

60,000.00

4

Re-sectioning of Medinipore Canal.

5

Repair and maintenance of pacca drain.

6

Development and maintenance of the roads

30,00,000.00

7

Construction of road on the southern embankment of

10,00,000.00

1,00,00,000.00
1,50,000.00

Medinipore Canal from N H - 4 1 to Tahala village.
8

Supply of water for the purpose of boro paddy culti-

10,00,000.00

vation through Medinipore Canal
9

Distribution of fruit sapling

1,00,000.00

Source: WBPDCL - CSR (2011-12)

Table 18 discloses the CSR activities which have been undertaken by the KTPS
authority during 2011-12 in PAAs.

5.10

Association of Different Parameters with Distance from KTPS

The Table 19 gives the Pearson correlation coefficient of some of the different observed
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social issues with distance from KTPS to analyze the impact of the same.
Table 19: Correlation of Different Parameters with Distance from KTPS
Parameters
Significant geological
change

Awareness of pollution
caused by TPS
Presence of fly ash

Noise pollution

Air pollution

Impact of air pollution on
trees & agricultural land

Yield of different crops

Quality of available water
Greenery/plantation in
locality
Anti-social activities
General health of family
members

Correlation
&

Remark

p-Value
-.306(*)

With the increase in distance from the plant the
0.000
-0.183(*)
0.000
-0.301(*)
0.000
-0.517(*)
0.000
-0.353(*)
0.000
-0.246(*)
0.000
0.114(*)

geological change has been declining.
Awareness among PAPs has been moving
inversely with distance from the plant.
With the increase of distance from the plant
presence of fly ash has been decreasing.
With the increase of distance from the plant the
noise pollution has been decreasing.
With the increase of distance from the plant the
air pollution has been decreasing.
As the distance has been changing the impact of
air pollution on trees & agricultural land in the
locality has been decreasing.
Yield of different crops is positively correlated

0.001

with the distance from the KTPS.

0.033

Better quality of water is available as distance

0.349

from KTPS has been increasing.

0.246(*)
0.000
-0.179(*)

With the increase in distance the greenery/
plantation in locality has been increasing.
Anti-social activities are negatively related with

0.000

distance from KTPS.

0.247

General health of family members is positively

0.000(*)

related with the increase in distance from KTPS.

Level of pollution over

-0.057

Opinion on effect of pollution during last 5 years

last 5 years

0.101

is negatively correlated with the distance.

* Correlation is significant at the 0.01 level (2-tailed).

5.11

Variation of Environmental Condition and Infrastructure with

Distance and Direction from the Plant
To analyze the impact of TPS on its surrounding environment and infrastructure,
372
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

analysis of variance technique is used to check the variation with distance as well as
direction. It confirms that the overall environmental condition surrounding the project
is highly varying (F-value= 4.887, p-value=0.000) in accordance with the distance from
the station. It also reveals that there is a strong variation of overall basic amenities and
infrastructural facilities in immediate vicinity with respect to the distance from it
(F-value= 5.1951, p-value= 0.000).

Environmental conditions in adjoining part of the

project is highly varying (F-value= 21.9077, p-value= 0.000) on the direction of the
studied area from KTPS.

Another statistical test, chi-square has been used to make sure the dependence of some
social aspects with distance, direction etc. The hypothesis is whether different
environmental issues are dependent with distance has been tested applying chi-square
statistic. It articulates the high level of dependence [chi-square value = 85.065 and p
value = 0.023] of the above two attributes. Similarly the same is highly dependent with
direction of the plant [Chi-square value = 109.181 and p value =0.000]. Correspondingly
infrastructural facilities are highly dependent with distance from the plant [Chi-square
value = 392.050 and p value = .000].

6.

Concluding Remark
A comprehensive study revealed some of the social, economic and environmental

issues from different corners for evaluation of social impacts in power stations
surrounding area based on the opinion of PAFs as well as SRs.
The study reveals that due to acquisition of agricultural land by TPP major PAFs hold
comparatively a little quantities of agricultural land which hampers their livelihood. In
contrast it is insignificant in BZA. Again inadequate food availability and use of
conventional cooking energy sources in the PAAs also indicate their socio-economic
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backwardness. Majority of them have an education only up to higher secondary level
(nearly 75% of PAPs). Both PAFs and SRs are to some extent satisfied with transport and
communication facilities in PAAs. They have also opined that educational facilities are
moderate. But higher education facilities are significantly poor. Overall infrastructural
facilities are better. Majority of them have strongly expressed their dissatisfaction with
coal ash being dumped in their locality which has adverse environmental effects on the
geological change in their areas. Most of them are greatly concerned as well as highly
dissatisfied with presence of fly ash in atmosphere, abnormal level of air pollution owing
to various emissions and noise pollution caused by TPP. Similar observations have been
expressed on the rapid declination of greeneries and the negative impact of air pollution
on agricultural land and trees in PAAs. Significant decline in yield of crops and
regeneration of fish has been opined by both of them. Most of the affected families have
believed that pollution caused by TPS is the prime source of such declination. The
study also reveals that rate of suffering from chronic diseases by PAPs is comparatively
higher than that of BZPs and they have firmly accepted as true that pollution by TPS is
the basic cause of the same. Intention of most of the PAFs is to move away from PAA for
various environmental hazards caused by TPSs. Most of the PAFs and SRs have
expressed similar dissatisfaction on increasing trend in level of pollution during last five
years in their locality. They have also expressed that some PAPs have been
psychologically affected by pollution caused by TPS. Some of the respective respondents
have opined that establishment of TPS is one of the vital sources of social disturbances
including different anti-social activities in their locality.

Most of the PAFs who lost their

land and houses in TPS areas have not yet been rehabilitated and/or compensated
properly. Again most of them have not yet been employed in the project. In respect of
remedial measures, majority of them are dissatisfied with different welfare activities
undertaken by project authority PAAs.
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Different measures which might be taken to mitigate different social and environmental
degradation caused by TPS and to maintain the ecological balance have been
recommended. It becomes imperative for the Indian power sector to come forward and
emerge as socially responsible citizens applying appropriate CSR activities which may to
some extent reprimand the different eradication caused by TPS. The plant authority in
consultation with the government should make proper arrangement for legitimate
compensation to the evicted people and should execute them in priority basis. The
project authorities must implement the afforestation programme surrounding plant,
township as well as its local areas. The power plant authorities should initiate various
activities which in turn should encourage and improve the economic condition of project
surrounding local families. Legal provisions should be imposed by the government such
that a minimum percentage of the profit should compulsorily be allocated for different
social activities surrounding the local areas of the power stations.
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Motivational factors and the constraints of women entrepreneurship
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Abstract
The participation of women in business is now a contemporary issue through worldwide. This study was
conducted on Bangladesh perspective for analyzing the empowering of women through entrepreneurship
development. As women are bleaker in Bangladeshi they need monetary access to get respective position
in family and society. This study has tried to find out the motivational factors to be an entrepreneur and
the constraints that hinder their entrepreneurial abilities. To find out a justified result the study was based
on both primary and secondary data. However the factors that have been revealed as a motivational tool
for women entrepreneurs are helping husband, financial independence, availability of loan, social
position, family support, creativity development, helping society etc. Beside that the de-motivating
elements are less capital, limited market access, unavailability of raw material, lack of education and
training, social value constraints etc. After justifying the situation of women entrepreneurs some
recommendation has come up with practical solution.
Keywords: Women, Entrepreneurship, Empowerment, motivation.
1. Introduction
Women entrepreneurship is a contemporary issue of international concern. It is noticeable fact that
entrepreneurship development and empowerment are complementary to each other. But women
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empowerment depends on taking part in various development activities. Hence entrepreneurship is the
only solution growing employment among women. Because the entrepreneurship development among
women help to enhance their personal capabilities and increase decision making status in the family and
society as a whole (Shathiabama, 2010). Economic empowerment of women by women entrepreneurship
led to the empowerment of women in many ways. Such as socio economies opportunity, property right,
social equality, personal right, family decision making ability, family development, market development
and at last the nation developments. But women entrepreneurship is not an easy task (Ahmed, 2002).
Complexities in the social environment and administrative structural of women entrepreneurship
development in Bangladesh are more challenging. Developed Countries already achieved their position
by technological changes. But in developing countries position of women is much worse (Khan Mahmuda,
2008).
The situation for Bangladeshi women is bleaker. Most of the women do not have independence due to
lack of education, few labour skills, early marriage and do not have any land or property. A strong
patriarchal system due to the interaction of patrilineal descent, patrilocal residence, and the religious
belief of purdah, which upholds social standards of modesty and morality for women, serves to isolate
women in the home and the near proximity, thereby limiting their access to market areas and financial
resources. (Mayoux, 2001)
Though government of Bangladesh and all the NGOs are emphasising more on increasing loan for
microenterprises and preferring the women to offer loans, attention also need to go towards the supportive
programmes which can assist the women entrepreneurs to enhance more success and long term
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sustainability in their business. Moreover in Bangladesh the women face lots of challenges that hinder
their entrepreneurship capabilities. Additionally all the factors are not equal to the women to motivate
them toward enterprise development. So this is the considerable fact to emphasise on those issues that
inspire the women to be an entrepreneur. This study will therefore explore the factors that motivate the
development of women entrepreneurship and also will identify those factors that hinder the potentiality of
women entrepreneurship in Bangladesh.
2. Aim and Objectives
Considering the above mentioned gap the aim of this research is to find out the constraints of women
entrepreneurship development and analyse the factors that motivate the women entrepreneurship in
Bangladesh. To accomplish this, the study will cover the following specific areas:
1. A clear idea about women entrepreneurship and identify the purpose of women development and
their contribution in society and family

2. Identify the factors that motivate the women to develop their entrepreneurial ability

3. Identifying the issues that hinder the potentiality of women entrepreneurship development

4. Suggest some ideas to overcome the problems that may contribute in future development

3 Literature Review:
Entrepreneurship as defined by Hisrich and Brush (1985) is the process of creating something different of
value by devoting the necessary time and effort by assuming the accompanying financial, psychological
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and social risk and by the receiving the resulting rewards of monetary and personal satisfaction. In the
concept of developing countries like Bangladesh this concept is “an entrepreneurship is a person who
undertakes to organize own and run an enterprise. That means women entrepreneurs represent a group of
women who have broken away from the beaten track and are exploring new avenues of economic
participation. (Dhameja, 2002)
Over the past twenty years academics and economic organizations have demonstrated that a growing
interest in women entrepreneurs has been rising. Women entrepreneurship is now considered as one of the
source of growth, employment and innovation (Orban, 2001). Some Non Government organizations
(NGOs) are collaborating with the Government to initiative steps (such as micro-credit program) in order
to promote the entrepreneurial skill of unemployed women and provide ways of interring women (Abed:
2000). In this way women enterprises are innovating new ways of doing business on initiating changes in
the women subordination and promote women development as well as women empowerment
(Chowdhury Hussain et.al., 2008). In this way the role of women entrepreneurship is to improve the socio
and economic development of women and also improve the status of women in household and
communities.
Over last two decade micro credit program has become a tool to create the self-employment opportunities
for rural employed and unemployed women which work as a seedbed for generating women
entrepreneurship. Before getting the loan most of the women were day labourer or housewife. But now
they are self employed and have their own business. Moreover the rural women had very little chance to
come to participate in economic activities. The microcredit program has given them the opportunity to
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take part in economic activities and not to depend on others. (Afrin, Nazrul & Ahmed, 2008)
In Bangladesh, the microcredit program was first started by Grameen Bank in 1976 as a pilot project.
Now, more than 3000 non-government organizations (NGOs), commercial banks and some other financial
institutions are operating micro credit program in Bangladesh. However it has the evidence of poverty
alleviation and economic empowerment for poor people. (Puhazhendhi and Badatya 2002). By group
saving it creates women entrepreneurship and gives them economic solvency. (Secretary General, UN,
1998). The following table shows the contribution of different microfinance organizations and their status.
Table1. Microfinance Players [Bangladeshi currency (BDT) has been used here as amount]
Organization

Number

of Outstanding loans

borrowers

(BDT millions)

NGO-MFIs (June 2006)

18,415,878

78,930.6

Grameen Bank (June 2006)

6,908,704

33,235.5

Government program (December 2005)

1,997,240

7,710.1

Subtotal

27,621,573

120,493.5

Nationalized commercial banks (December 2005)

2,311,150

32,783.5

Private banks (December 2005)

164,113

1,106.5

Subtotal

2,475,263

33,889.9

Grand total

30,096,836

154,383.43

Source: Bangladesh Bank, (n.d.). Microfinance Institutions, NGO-MFIs, Vol. 3. Retrieved August 29, 2009,
from http://www.bangladesh-bank.org.

Women in Bangladesh is almost half of the total population but the problem is 18 % of women in
Bangladesh are involved with some activities and the rest are as dependent though they are capable to be an
efficient human resource which might help Bangladesh for the development of his economy in some extent.
Moreover in the 21st century global economy, women have to take part in the international trade for
economic growth and development. Recent surveys conducted in several countries by the National
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Foundation of Women Business Owners (NFWBO) indicate that “women-owned firms involved in the
global marketplace have greater revenues, are more optimistic about their business prospects and are more
focused on business expansion than women-owned firms that are domestically oriented. Obviously,
expanding into international trade can pay off for women-owned firms. However, it is not clear that smaller
enterprises are benefiting from these potential as much as larger firms.” So for participating in the global
market the concept of women entrepreneurship in Bangladesh has come in limelight and the study related to
this issue is getting more priority. (Susanne, 2000)
The emergence of women entrepreneurs in a society depends mainly on economic, social, religious,
cultural and psychological factors (Habib, Wahidu, Naheed, & Haque,

2005). The reason behind their

interest on becoming an entrepreneur is enormous. However the important reasons are monetary access,
better life lead, availability of microcredit loans, social status, self satisfaction, desire to utilize own skill
and talents, family encouragement and unlikely employment with others, lack of suitable job opportunity,
self interest, economic necessity, supplementary income from business, self dependent, inner feeling to do
something or to innovate, self competence, contribution to economic growth of the locality, do something
for society etc. (Afrin, et. al.,

2008). In this context the development of entrepreneurial skills of rural

women would facilitate in promoting their productivity and income, thereby contributing towards their
sustainable livelihoods and graduation from poverty to economic self-reliance (UNDP, 2009). As
Bangladesh is an agro based country and almost 75% of the total population are farmer, the women are
mostly interested to do business related to agriculture. The women entrepreneurs are attracted more to
take micro enterprise loans from MFIs to increase the productivity of customary involvement in
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agriculture. (BRAC Annual Report 2008). These activities consist of growing vegetables and fruit, and
rearing poultry, goats and cattle for immediate household consumption and sale.
Though the women are bleaker in Bangladeshi society but they are trying to come out from the bleaker
situation. There are lots of potentialities to develop their entrepreneurial ability and now a day the women
of Bangladesh are getting motivated to utilize their opportunities. However the continuous development of
women entrepreneurship depends on proper support and initiative from society and Government. So in this
research the researcher will try to find out the motivating factors and the lack areas of women
entrepreneurship development by analyzing both primary and secondary data. Moreover on the basis of the
analysis, components should be identified and added with the program that can make the concepts more
advantageous for the target people in Bangladesh. And the final target of my research attempt to cover this
area.
4. Methodology
4.1 Research Methodology design, strategy and approach: A qualitative based study has been arranged.
In this qualitative method some quantitative data will also be analyzed to support the scenario in a
meaningful manner. This study is basically based on a combination of documentary and empirical
research.
4.2 Sampling: Non-probability sampling technique has been used in this study. The population has been
selected on basis of some characteristics. The sample size consists of fifty five people and the sampling has
been conducted and the cluster has been selected on the basis of the business categories (Poultry &
Livestock, Fisheries, Social Forestry, Agriculture, Sericulture etc.), size and regional location. For location
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two districts were selected, Sylhet and Netrokona. The reason of choosing these two areas is from religious
and cultural point of view these two regions are totally different. Categories of respondents are as follows:
Table 2: Categories of respondents
S/L

Category

Number of
respondents

1.

Women who have their own enterprises

20

2.

Women who have no enterprise but surviving as a self-employed

15

3.

General people who have an impact of female enterprise
development. Such as family member, employees who are

10

working under those female entrepreneur, local chairman, school
teacher, mosque Imam etc.
4.

Employees of NGOs that has micro credit program and

04

supportive program for women entrepreneurship development
(upper position who formulates the strategy)
5.

Field level employees of NGOs who are directly related with

06

female borrower

4.3 Sources for data collection
Primary Data: For primary data one-to-one, face-to-face interview was conducted. Here both qualitative
and quantitative data has been derived by focused semi structured and structured interview.
Secondary Data: Some recent published case studies have been used for in-depth analysis of unique and
notable cases, e.g., those who benefited or not from the microcredit program, those who quit from business,
relation of MFI NGOs with microenterprises and women entrepreneur etc. The secondary data was
collected by consulting existing literature, textbooks, annual reports, news paper, program bulletins,
company website, business articles related to women entrepreneurship from journals and magazines,
internet search engines like Google scholar, business source premier and emerald, research, conference,
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seminar papers related to micro finance support for female, entrepreneurship programmes of NGOs,
women entrepreneurship available on business schools websites government publication etc.
4.4 Analysis and Interpretation of data: As it is a qualitative based research there is no standardised
approach to analyse the qualitative data. However few quantitative data has been retrieved which give some
status of the respondents and this has been considered with the qualitative data to give aggregated result.
After that this aggregated primary data was compared with the secondary sources. However a result was
generated which has been tried to categories and structure in a meaningful way so that it can provide a full
understanding of the result.
5. Finding and Analysis:
Focusing on entrepreneurship development in Bangladesh over last few years the author has attempted to
find out the factors that are stabilizing this women entrepreneurship and also have tried to find out the
reasons that are discouraging this development. However to get the practical scenario the author has
interviewed a range of people related to this issue and collected in-depth data regarding this.
Therefore this section will explore a detailed analysis of the primary data findings and come up with
research issues that sometimes support and sometimes challenge the existing data on literature. However
the analysis will focus on those particular issues which can depict the clear idea about the potential of
women entrepreneurship in Bangladesh. The first section of the analysis will focus on the data collected
from women who are entrepreneur or surviving as a self employed. However interviewing the general
people and employees working in different supporting NGOs for women entrepreneurship development
will get preference in analysis which will support to identify the real scenario by additional information and
avoiding the biasness.
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Findings and Analysis of the data derived from women entrepreneur and self-employed borrower
a) Profile of the women entrepreneur: Most of the women entrepreneurs are poor or poverty driven. They
have managed finance from Micro Finance institutions (MFIs), local lenders or by their family members.
However the primary data shows that most of the women entrepreneurs who have been able to establish
enterprise are within the age range 25-35. The women who have started their business in the early age
between 20-25 being forced to stop their business due to marriage or child adoption. And the female who
are more than age 35 mostly surviving as a self employed but not being able to give much emphasis on
establish their business due to sickness or pressure of family maintenance like child education, child
marriage etc.

From the point of view of education the women entrepreneurs are hardly educated. Some of them has basic
primary education and are able to read and write. However the highlighting factor is that the women who
have minimum education are advance in developing enterprises than those who are illiterate. The reason
behind their development is that they can easily calculate their profit and loss can be able to communicate
with different lending organizations and also can catch and implement different training programmes easily
then those who are not educated.

Number of children is another factor that effects on women entrepreneurship development. The observation
shows that more than 60% women who have children between 1-3 are successful in business. The women
who have fewer children are much more interested to start a new venture and can give more time on it.
However they are also economically stronger than those who have more children. Women with small
family are happy in their personal life and have spare of time to spend in their enterprise. There is a positive
correlation between happiness in family life and satisfaction with the business.

b) Nature of the enterprise: Most of the entrepreneurial activities are concerned within the family
atmosphere which reveals the same snapshot of the secondary data analysis. As Bangladesh is agriculture
386
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

oriented most of the women are interested to do any business that is related to agriculture. The reason is to
support their husband in their activities, getting help from family members, intension to work in a familiar
environment, fear on unknown activities etc. However the second most available business sector poultry is
also connected to agriculture as most of the farmer has cows and other animal for cultivation. Family
nutrition is also a fact which encourages them to do that. The following table shows a clear representation
of the sectors of microenterprises.
Table 3: Sectors of Microenterprise
Type of Business

No. of Entrepreneur/Self employed

Percentage

Agriculture

15

43%

Livestock and poultry

10

29%

Handicrafts

5

14%

Tailoring

2

6%

Small grocery shop with tea stall

2

6%

Phone shop

1

2%

Total

35

100%

From these entrepreneurs 50% have appointed 1 or 2 employees who are mostly their relatives. However
10% is running business employing more than 10 people and they are mostly in handicraft and tailoring as
it is labour oriented.
c) The impact of training and effectiveness in money utilization by women entrepreneur: Women
entrepreneurs start their business generally for their family support. However as the women have rare
opportunities to meet the external world they have very minimum knowledge about market. So if they get
training they can make optimum utilization of their money and other resources which results in cost
effective production. However this enhances the opportunity to gain proportionately higher monetary
benefits. The following table from primary data shows the relevant observation.
Table 4: Training and Income of women entrepreneur
Types of

No. of

Average Invested amount Monthly income
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Entrepreneur Entrepreneurs

age

(Average)

increase (Average)

Trained

15

26

Tk. 10000

Tk.800

Un-trained

20

34

Tk. 9000

Tk.380

The observation shows that though the different of investment is not that high but the average income
generation has a huge gap on trained and untrained women entrepreneurs. Moreover the young women are
more interested to go for training compared to the older. So due to lack of training they cannot ensure more
business and loose motivation to continue business. Almost 90% of the self employed women are not
getting training and this is a vital cause for their backwardness. However the primary and secondary both
observations show that the training is important for the entrepreneurship development.
d) Motivational factors to be an entrepreneur: One of the most deserving areas of this research is to find
out those motivational factors that initiate this women entrepreneurship in Bangladesh. As Bangladeshi
women are mostly family oriented they always think about the group benefit which includes all of their
family members. So this works as a seedbed to develop women entrepreneurship. Beside that when they
earn money they can expense those in their family affairs like food, shelter, child education etc. and the
secondary data support this issue by a statement that the income from women are wholly injected in family
rather the man expenses a portion of their income in other purposes. So the women entrepreneurship
development impacts on family improvement which ultimately results in society and economic
development.
Table 5: Motivating factors of women entrepreneurs
Motivating factors

No. of

Rank (Highest

Entrepreneur

1-Lowest 10)

Helping husband for meeting family expenses

35

1

Earning money and prosperity

30

2

Self motivation and courage by getting loan from 28

3

different organizations
Gain Independence and getting a respective 20

4
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position in family
Encouragement from family member

16

5

Engage in some activities

13

6

Avail high social status

12

7

Doing some creative job

7

8

Helping the society

5

9

Government Support

2

10

Study reveals that the female are mostly motivated to support their husband. Also they do not face much
problem from family to do business as the business is supportive to family affairs as well as generating
money. They also are able to minimize the economic burden of their principle family earners. However
because of poverty and insecurity they also became motivated and desperate to start their business and the
option of getting microcredit loan has materialized their dream. However some women start their business
from only their own encouragement and even they hide it first time to their family member as they will not
allow them to take loan and do business. As a result only 16 women have given the family encouragement a
medium rank as a motivational issue. As the women in Bangladesh are socially neglected they do not get
independence to take decision regarding their family. Purdah prevents women to take part in different
activities like social economic, cultural and political and male members of the family always want to keep
their wife in house. So gaining independence and getting a respective position in family works as an
influential factor to develop the entrepreneurship. As long as they become able to earn money they get
control over family income and expenditure and also get own control on reproduction right. Furthermore
the rural women are not that aware about their social status and value. But the women who are doing
business now realize that they are getting extra value in the society which has given them a separate identity
as a human being. Additionally some of the rural women have quality on creative works and those are
getting motivated to initiate a business for utilizing their creative capability. They are also interested to
expand their knowledge by training. Most of those creative women are involved in handicraft business.
However they are struggling to develop their enterprise due to lack of financial support. The women who
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have an intention to be an entrepreneur also think about social well being. Specially they have interest to
help rural poor women by giving employment opportunity because they are also a part of this bleaker
society and can realize their helpless situation. However another mentionable fact is that the government
support and policies are not significant motivators for them. Only 5% of the women are getting support
from government but they have only got the support after starting their business. Rather they have
mentioned about different NGOs and MFIs who have helped them by giving capital and training. However
they have also mentioned some negative impacts of those programs like insufficient credit, high interest
rate, short time installment period etc.
e) Constraints of women entrepreneurship development: The study has tried to find out the factors
that hinders the advancement of women entrepreneurship. The respondents were asked to give weight
according to their problems facing in developing business. From the weighted average five most
significant factors have been identified which are the highest concern for development of women
entrepreneurship. However another five factors which is mentioned here as less significant also need to
consider as they also have negative impact on entrepreneurship development.
Table 6: Constraints of women entrepreneurship development as identified by the respondents
Factors

Ranks(Highest 1-Lowest 10)

Responses

1. Insufficient capital

1

32

2. Marketing problem

2

28

3. Supply of raw materials

3

25

4. Credit installation

4

20

5. Institutional/Linkage support services

5

19

1. Lack of training/experiences

6

18

2. Lower level of education

7

16

3. Religion and social family custom

8

16

Significant – 5

Less significant – 5
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4. Family problem

9

11

5. Marital problems

10

9

The observation shows that the lack of capital is the main constraint for entrepreneurship development.
Though the women are now getting loan from different MFIs, the loan amount is only tk. 10000 ($145)
which is too little to start a business. Moreover the installment period is very short sometimes 15 days
after which is not enough time to generate money from business. Beside that the interest is also very high.
So it affects the women entrepreneurs in diverse way. They can’t expand their business, can’t ensure the
quality of product and sometimes loss in business and to repay the money become poorer. The women
entrepreneurs face great difficulty in obtaining access to credit because they have no access to land or
physical assets which could be used as collateral for loan. Most of the women who have enterprises are
getting financial support from family and friends. However they also face difficulty to gain access in
market. They have to depend on their male relatives for selling their product in market. Often they sell
their product in local market in a very cheap rate that hinders their potentiality of making profit. Besides
they suffer for the supply of raw materials and institutional support services. Also due to lack of education
and training they cannot get into the main stream of economy. Furthermore women are bound to follow
cultural codes and religious practices. Traditional practices and customs, social norms, and “purdah”
system are not helpful to emergence, growth and success of women entrepreneurship development in rural
areas. However the scenery is bit different in Netrokona. But in sylhet region the problem is enormous and
these dim the potentiality of women entrepreneurship development. Another factor is marriage. Though the
young women have potentiality more to establish business but they hardly can continue their business after
their marriage. So the above mentioned factors are working as constraints in the development of women
entrepreneurship though Bangladesh has more potential in this sector.
Justification of Analysis: The observation by collecting data from general people justifies the above
analysis. The statement from general people also focused on those points which have been mentioned by
the respondents from women entrepreneur. Additionally the response from strategic and field level
employees of different related NGOs and MFIs have shared their views and these are also in line with
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collected primary and secondary data. So the combination of different aspect observation has increased the
acceptance of the study result by giving bias free information.
6. Conclusion and Recommendation:
6.1 Conclusion: Women entrepreneurship is now a prioritise issue worldwide. The literature review
shows that for Bangladesh it works as a means of poverty alleviation and socio-economic development. As
almost half of the total population of Bangladesh are women it is inevitably true that no economic
breakthrough is possible without the participation of the women in the productive sector (ADB, 2001).
Now a day, due to self-interest and support from different NGOs and MFIs a large number of women are
coming in business sector. However from the primary data it is clear that the women start their business for
survival and struggle against the poverty but a small support from the Government and NGOs can set up
them beyond the boundary and they can come to the mainstream of economy (Mohammad, 2009). The
rural vulnerable groups become empowered due to monetary access (Zaman, 1999). They get control over
their resources and respect in the society as a human being.
However the emergence of women entrepreneurs depends mainly on some factors like economic, social,
religious, cultural and psychological factors (Habib, Wahidu, Naheed, & Haque, 2005). The primary data
suggests that the women are mainly interested to do their business to reduce the burden from their main
family earning member generally husband. Moreover the financial solvency also encourages them to
develop entrepreneurship. Beside that the women also think about security and want to establish a strong
position to overcome the gender barrier as well as religious restrictions. However some factors are
hindering their potentiality to establish business and these need to overcome. The support from government
and private sector can work as a miracle to change the life of those rural women and this development of
women entrepreneurship can participate in socio economic development of Bangladesh.
6.2 Recommendations: Considering the constraints of women entrepreneurship development the study
attempts to provide some recommendations with actions.
1. Substatial financial support from Government and Non-Government organization: Monetary
solvency is the first priority for starting a business and to continue it. So the women entrepreneurs have to
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get financial support from Government, NGOs and MFIs. Moreover the loan they are receiving is not
enough to start and expand business. The following actions can be taken.
•

Government need to give loans without collateral security as the women are very poor and don not
have access on asset.

•

Microcredit loan amount should be increased by MFIs and the repayment period should start at
least after 6 months

•

Interest on loan should be very minimum. In Bangladesh Muslim society interest is prohibited in
religion so it will get more acceptance if any alternative form interest free loan can be introduced.

2. Proper marketing support: The women entrepreneurs do not have proper communication channel to
sell their product. So if they can get proper marketing support they can sell their product in a competitive
price and can make profit. Following actions can be taken.
•

Build up distribution channel with government assistance. It can ensure proper price according to
market sealed by government.

•

Arrange annual exhibition in districts and national level. It will increase networking of the women
entrepreneurs with all business communities- distributor, seller, supplier etc. for adequate forward
and backward linkage.

3. Extensive training program: Most of the rural women are doing business with ancient tools which is a
drawback for quality production and optimum use of resources. Action plans are as follows.
•

Arrange pre and post training. Pre training for choosing the potential business and post training for
development of existing business

•

Educating the women entrepreneurs about market, tools, facilities etc.

•

Introduce modern communication channel like mobile, internet which will increase their contact
with external world.

•

Automate their production system which will increase product volume and get economies of scale.

4. More promotional activities to make the concept familiar: Still the people of villages are not aware of
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the enterprise development and supports different organizations are giving. So extensive promotional
activities should be taken by government to circulate about women entrepreneurship and it can motivate
them to start a business.
•

Promoting the success stories of women entrepreneurs

•

Promoting the facilities that the women can take from different organizations.

•

Making the women aware about their right and social status

•

Involve the social key persons (Imam of Masque, School teacher, Chairman, local clubs) to
influence the women in entrepreneurship development

•

Make the concept of women entrepreneurship development as a social responsibility and encourage
all organizations (Government bank, NGOs and other commercial organization) to initiate this.

6.3 Limitations of the research: In order to make the study a successful one, different attempts have been
taken to avoid the biasness. However in some circumstances it can imply the following limitations.
•

The sample size of women entrepreneurs was less comparing to whole Bangladesh. So result may
vary if the sample size is changed.

•

Enterprises developed by women are commonly informal. So the data are not recorded and
researcher has to depend on the respondents answer.
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Abstract:
The aim of present investigation is to examine effects of cooperate governance on
financial performance of banks accepted in Tehran Stock Exchange. To achieve this goal
16 hypothesis were proposed. Multiple regressions were used to test research hypothesis.
Moreover in this investigation to measure features of cooperate governance, we used
board of directors independency, board of directors' size, ownership concentration and
state ownership were used. Moreover to measure financial performance, assets rate of
return and equities rate of return were used. Present investigation carried out on 7 banks
accepted in Tehran Stock Exchange, relying on banks' biannual financial reports from
2008 to 2012. Results obtained from this investigation indicated that ownership
concentration, state ownership and size of board of directors, has significant effect on
equities rate of return. Moreover board of directors' independency has significant effect on
assets rate of return. According to results obtained from this investigation all other
hypothesis were rejected.
Key words: cooperate governance, board of directors' independency, stockholders' income
rate of return, financial performance, banks
1-Introduction:
The term "cooperate governance" was undefined in English language till 20 years ago,
though during recent 2 decades it has not only found it place in theoretical literature but
also it has found great importance in public sectors policymaker's issues(Zinglase 1997).
Definitions of cooperate governance involve mainly limited and broad views. In limited
views which are expressed in the form of agency theory, company's governance is limited
to relationship between companies and stockholders. In broad view, company's governance
is considered as a set of relationships which exist not only among companies and their
owners, but also among companies and their beneficiaries including personnel, customers,
sellers, owners of bonds and etc. such view is expressed in the form of beneficiaries'
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theory. Studying definitions and reviewing experts' views indicate that companies
governance is a comprehensive concept and its ultimate goal is to achieve cases including:
accountability, justice(fairness), transparency, observing rights of companies'
beneficiaries(Hassas Yeganeh, 2005). In fact the ultimate goal of companies' governance is
not only reducing agents' problems and balancing employment's interests with agent, but
also to provide interests of all beneficiary groups in companies and business unites. Hence,
theoretically it is expected features of governance system to influence financial
performance of companies, because efficient governance can reduce undesired
consequences of managers and owners' interest conflict, including abuse of power.
On the other hand studies of recent crisis and bankruptcies indicate that if companies
would have considered appropriate controlling system of risk management, used internal
auditory system and followed rules and regulations of increasing transparency of financial
statements and would develop accountability culture in banks, then they could move
forward under better and appropriate conditions, remaining immune from probable
dangers of crisis or bankruptcy. Cooperate governance is a process which can greatly
meet needs of intermediary financial corporations managers including banks and their
beneficiaries in relation to preventing or controlling crisis, even such system can help them
under crisis conditions.
Organization of economy and development (OECD 2004) defines cooperate governance as:
the structure of relationships and responsibilities among main groups including:
stockholders, members of board of directors and general director to better development of
required competitive performance to attain company purposes, to provide interests of
different beneficiary groups and accordingly to encourage company to efficient and
effective use of resources.
After recent scandals of large companies, serious defects were revealed in cooperate
governance system. Since board of directors is considered as the most important part of
cooperate governance system, hence it is widely accused and blamed under such
corruption conditions. Hence some changes were made in rules of cooperate governance.
New regulations were approved in 2002 entitled "Sabinz axle" to prevent advent of
scandals like those of World com and Enron companies. This law made strict conditions
for independency of independent auditors, board of directors' stewardship task and quality
of revealing financial information. According to the law of Sabinz Axle and new law of
Newyork Stock Exchange, the members of auditory committee should have financial
knowledge. Since, surely, this improves supervision process of providing financial
statements (Hassas Yeganeh 2005).
Performance of companies, specially banks is influenced by different factors, and to
prevent consequences of these factors each company and bank requires a strong cooperate
governance system. Doing so, company will be able to react appropriately in accordance
with conditions.
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According to was told, the issue raised here is that performance of banks can be influenced
by cooperate governance and risk management. Hence present investigation tries to
proceed on examining the effects of cooperate governance features on banks financial
performance.
2-Review of related literature:
Gedajlovic and Shapiro (2002) in a research examined the relationship between ownership
concentration and financial performance of Japanese comaapnies. Results obtained from
their investigation indicated that there is a positive and significant relationship between
these tow variables.
Gompers, et.al (2003) in a research studies the relationship between cooperate governance
and company performance. Results obtained their research indicated that companies with
cooperate governance have better performance, higher value and higher stock return.
Mueller, Spitz (2006) studied the relationship between management ownership and
performance of small and medium companies private companies in Germany. Their
findings indicated that the performance of companies with more than 40% of state
ownership is being improved.
Kapopoulos and Lazaretou(2007), using data of 175 Greek companies studied the effect of
ownership structure on company performance. Results of their research indicated that
more concentrated ownership structure has positive and significant relationship with
company profitability.
Wang and et.al(2009) in their study investigated the effect of cooperate governance
features on Chinese companies' performance. In their research, they used tow cooperate
governance approaches. They first proceeded on studying the effect of each cooperate
governance feature on the performance of company. Then they investigated effect of all
characteristics of cooperate governance on performance of company. Findings of their
study indicated that companies with cooperate governance system have better performance
and higher value. Moreover they found a positive and significant relationship among
ownership concentration, institutional investor, state ownership with market value and
company performance.
Minton and et.al (2010) proceeded on studying risk taking methods and performance of
United States of America Banks in crisis related to board of directors' independency and
financial profession of board of directors. Results obtained from their investigation
indicated that positive financial profession of board of directors is related to bank risk
taking and performance before crisis and negative profession is related to bank
performance in the time of crisis.
Stulz(2011) found it better for large state companies to ….
Abi and et.al (2012) proceeded on studying risk management, cooperate governance and
bank performance in financial crisis. They found that independency of board of directors
and its size influences financial performance of banks.
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Namazi and Keramni(2008) studied the effect of ownership structure on performance of
companies accepted in Tehran Stock Exchange. Their sample size included 66 companies
from 2003 to 2007. Results obtained from their study indicated that there is a significant
relationship between ownership structure of companies and their performance.
RaJabi and Ganji (2010) studied the relationship between governance system and financial
performance of companies. Smaple size of their research involved 80 companies listed in
Tehran Stock Exchange. Moreover 19 famous governance mechanisms classified in 7
groups along with 14evaluation indexes of financial performance classified in 6 groups
were tested. Results obtained from their investigation indicated that from 7 general
mechanisms influencing companies' governance, mechanisms of 5 groups are in relation
with some financial performance indexes. Moreover these findings indicated that Iranian
companies' governance system is in balance with within organization systems, rather than
involving outside the organization systems characteristics.
3-Research Hypothesis
Main hypothesis:
1-cooperate governance influences financial performance
Side hypothesis:
1-2: state ownership influences assets return rate
2-2: state ownership influences equities' rate of return
3-2: independence of board of directors influences assets rate of return
4-2: independency of board of directors influences rate of return of equities
5-2: size of board of directors influences equities' rate of return
6-2:size of board of directors influences assets rate of return
7-2: ownership concentration influences assets rate of return
8-2: ownership concentration influences equities' rate of return
4-Research Methodology
Research methods of different investigation usually examine other studies from different
aspects. Then it examines research purpose and data gathering methods. In this
investigation, also, since results can be over generalized(moving from part to whole) to all
statistical population(Tehran Stock Exchange), hence research method of present
investigation was inductive. From time point of view it is post event. Since data from
previous years were examined (from 2009 to 2012). This research, from purpose aspect, is
applied and from data analysis method point of view, it is causal-correlation investigating
cause and effect and evaluating the effect. Finally from research doing point of view, it is a
descriptive research.
5-Statistical Population
1-banks should be listed in Tehran Stock Exchange from early 2009 to 2012
2-their financial statement should be accessible if needed.
6-Research Variable and their evaluation methods
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Variables of present research are following cases in which cooperate governance features
is independent variable and banks financial performance is dependent variable.
Variables measurement was carried out as following:
Dependent variable (bank performance)
Bank performance is measured using 3 variables.
Ratios of profitability including ROA and ROE are used as alternatives for bank
performance.
ROA: Return rate of Assets which equals net profit divided by whole assets
ROE: Return Rate of Equities which equals net profit divided by book value of equities
Independent variables(cooperate governance)
Independency of board of directors which equals the irresponsible members divided by
whole members of board of directors
Size of board of directors which equals natural logarithm of board of directors members
State ownership: if the main stockholder is government then it equals 1, if not it equals
zero.
According to Iranian Legal System, the ownership concentration is defined as total percent
legal stockholders stocks who own more than 5% of company's issued stocks.
Control variables:
M/B: the value of Equities' market divided by book value of equities
Size: Natural Logarithm of assets
Ratio of capital: capital divided by assets
Ratio of deposit: ratio of deposit to assets
Loan ratio: ratio of loan to whole assets
7-Research Findings:
7-1 Descriptive Analysis:

In descriptive analysis it is tried to describe research data through presenting data and
using descriptive statistics tools including central index and distribution index, in order to
clarify the issue. Descriptive statistics of research quantitative variables can be shown in
table (1).
Table 1:Descriptive Analysis of Research Data
Variables

Number of

Standard deviation

average

maximum

minimum

56

.224

.207

.80

0.000

56

.197

1.74

2.2

1.39

56

.158

.715

.98

.37

56

.493

.574

1.00

0.000

observations
Indepemdency of
board of directors
Size of board of
directors
Ownership
concentration
State ownership
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Return of assets

56

.012

.0168

.12

0.000

Return of equities

56

.104

.169

.39

0.000

Book value of

56

.018

.039

.09

0.000

Company size

56

1.086

19.296

21.52

17.27

Ratio of capital

56

.0187

.039

.09

0.000

Ratio of deposit

56

.78

.778

6.28

.07

Ratio of loan

56

.229

.51

.87

0.000

lever

56

.189

.868

.96

.09

market

7-2: Studying the Normality of Data

First step to start the process of hypothesis test is studying the normality of data. To study
the normality of data we used Kolmogorov and Smirnoff tests, results of which can be
seen in table 2.
description

P-Value

statistic Z

description

P-Value

statistic Z

Return of assets

0.006

1.705

Independency of

0.005

1.774

0.000

2.562

0.933

.539

board of directors
Return

of

0.860

0.603

Size of board of

equities
Currency ration

directors
0.108

1.208

Ownership
concentration

Ratio of debt

0.000

1.451

State ownership

0/000

2.814

Book value of

0.523

0.813

Company size

0.160

1.124

Ratio of loan

0.010

1.630

Ratio of capital

0.111

1.202

lever

0.000

2.695

Ratio of deposit

0.000

2.775

market

Table 2:results of Kormogrov –Smirnoff tests for normal distribution fit
As it can be seen in this table significance level of K-S tests is less that 0.05 for board of
directors independency, size of board of directors, state ownership, return rate of assets,
ratios of debts, loans, deposits and lever. Hence their scattering distribution is not normal.
Though this value is more than 0.05 for variables of ratio of capital, company size and
return rate of equities, in fact they are normal. According to Stevens theory when sample
sizes of research are more (n>30), this more sample sizes can solve the problem of
abnormality of studied features. Stevens believes that according to central limit theory ,
regarding populations which have no normal distribution, if high level of samples are
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selected from them, their sampling distribution will be normal distribution. Consequently,
parametric tests can be used to analyze all research hypotheses.
Results of research hypotheses test:
7-3: hypothesis1 test: state ownership influences Assets return rate
H1: state ownership influences Assets return rate
H0:state ownership doesn't influence Assets return rate
Table3: results of hypothesis 1 test
coefficient
Name of variable

(β)

Fixed value

statistic t

P-Value

0.249

0.805

State ownership

-0.250

-1.668

0.102

Book value of market

0.017

0.804

0.933

Company size

-0.019

-0.803

0.934

Ratio of capital

0.335

1.575

0.122

Ratio of deposit

-0.052

-0.354

0.725

Ratio of loan

-0.210

-1.363

0.179

lever

0.068

0.433

0.667

Doorbin
Total

Total regression model

statistic

and Watson

regression

statistic

P-Value

F

model
)D-W(
2

R =0.442
AdjR2=0.196

1.779

0.139

1.669

Considering results of hypothesis 1 test, which can be seen in table(3), significance level
of F statistic (0.139) is higher than acceptable level of error(5%). Total regression model is
not significant and this hypothesis is rejected.
7-4: Hypothesis 2 test: state ownership influences return rate of equities
H1: state ownership influences return rate of equities
H0: state ownership doesn’t influence return rate of equities
Table 4: Results of Hypothesis 2 test
coefficient
Name of variable

(β)

Fixed value

statistic t

P-Value

2.032

0.048

State ownership

-0.371

-3.152

0.003

Book value of market

0.074

0.461

0.647
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Company size

-0.352

-1.967

0.055

Ratio of capital

-0.323

-1.934

0.059

Ratio of deposit

-0.156

-1.437

0.184

Ratio of loan

0.235

1.947

0.057

lever

0.350

2.864

0.006

Total

Doorbin and

regression

Watson

model

statistic(D-W)

Total

regression

model

R2 =0.505
AdjR2=0.432

1.951

statistic
P-Value

0.000

F

6.982

Considering hypothesis 2 test results, which can be seen in table 4, significance level of F
statistic (0.000) is less than acceptable error level(5%). Total regression level is significant
indicating appropriate fit of the model. Considering the lower probability level (P-value)
of T statistic from acceptable level of error for B1 coefficient, results of test indicate that:
state ownership influences return rate of equities significantly. So, hypothesis 2 of research
is accepted with 95% confidence level. Among control variables entered into the model,
lever influences return rate of equities positively. On the other hand the company size,
ratios of capital, deposit and loan hasn’t significant effect on return rate of equities.
Determination coefficient of pseudo indicates that independent variables entered to
regression can explain 43.2%-50.5% of dependent variable changes.
7-5:Hypothesis 3 test: Independency of Board of directors influence return rate of
assets.
Table 5: results of hypothesis 3
coefficient

Name of variable

(β)

Fixed value

statistic t

P-Value

1.124

0.257

-0.346

-2.554

0.014

Book value of market

0.016

0.081

0.936

Company size

-0.200

-0.927

0.359

Ratio of capital

0.334

1.593

0.118

Ratio of deposit

-0.905

0.660

0.513

Ratio of loan

0.251

-1.675

0.100

lever

0.032

0.222

0.825

Independency

of

board of directors
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Total

regression

model

Total

Doorbin and

regression

Watson

model

statistic(D-W)

R2 =0.251
AdjR2=0.142

1.916

P-Value

statistic
F

0.042

2.297

H1: Independency of Board of directors influences return rate of assets.
H0: Independency of Board of directors doesn’t influence return rate of assets.
Considering hypothesis 3 test results, which can be seen in table 5, significance level of F
statistic (0.042) is less than acceptable error level(5%). Total regression level is significant
indicating appropriate fit of the model. Considering the lower probability level (P-value)
of T statistic from acceptable level of error for B1 coefficient, results of test indicate that:
independency of board of directors has significant effect on return rate of assets. So,
hypothesis 3 of research is accepted with 95% confidence level. Moreover results obtained
from this test indicated that from control variables entered into study, company size, lever,
ratios of capital, deposit and loan has no significant effect on return rate of assets.
Determination coefficient of pseudo indicates that independent variables entered to
regression can explain 14.2%-25.1% of dependent variable changes.
7-6:Hypotheis 4 test: independency of board of directors influence return rate of
equities
H1: independency of board of directors influences return rate of equities
H0: independency of board of directors doesn’t influence return rate of equities
Table 6: results of hypothesis 4 test
coefficient
Name of variable

statistic t

(β)

Fixed value

P-Value

2.961

0.005

-0.222

-1.899

0.064

Book value of market

0.111

0.654

0.516

Company size

-0.549

-2.959

0.005

Ratio of capital

-0.380

-2.167

0.035

Ratio of deposit

-0.153

-1.230

0.225

Ratio of loan

0.247

1.910

0.062

Lever

0.276

2.186

0.034

Independency

of

board of directors

Total
model

regression

Total

Doorbin and

regression

Watson

model

statistic(D-W)

P-Value

statistic
F
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R2 =0.444
AdjR2=0.363

1.988

0.000

5.470

Considering results of hypothesis 4 test, which can be seen in table (6), significance level
of F statistic (0.000) is lower than acceptable level of error(5%). Total regression model is
significant and this hypothesis is accepted, indicating appropriate fit of the model.
Considering the higher probability level (P-value) of T statistic from acceptable level of
error for B1 coefficient, results of test indicate that: independency of board of directors has
no significant effect on return rate of equities. So, hypothesis 4 of research can not be
accepted with 95% confidence level. Among control variables entered into the model,
lever influences return rate of equities positively. On the other hand the company size,
ratios of capital, deposit and loan hasn’t significant effect on return rate of equities.
7-7: Hypothesis 5 test: size of board of directors influences return rate of assets
H1: size of board of directors influences return rate of assets
H0: size of board of directors doesn’t influence return rate of assets
Table7: Results of hypothesis 5 test:
coefficient

Name of variable

(β)

statistic t

P-Value

-0.133

.895

.197

1.256

.215

Book value of market

.059

.288

.774

Company size

-0.031

-0.134

.894

Ratio of capital

.261

1.225

.226

Ratio of deposit

-0.019

-0.130

.897

Ratio of loan

-0.181

-1.177

.245

Lever

.048

.306

.761

Total

Doorbin and

regression

Watson

model

statistic(D-W)

Fixed value
Independency

of

board of directors

Total
model

regression

R2 =0.420
AdjR2=0.176

1.760

statistic
P-Value

0.202

F

1.467

Considering results of hypothesis 5 test, which can be seen in table(7), significance level
of F statistic (0.202) is higher than acceptable level of error(5%). Total regression model is
not significant indicating no appropriate fit for model. Hence this hypothesis is rejected.
7-8: Hypothesis 6 test: size of board of directors influences return rate of equities
405
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015

H1: size of board of directors influences return rate of equities
H0: size of board of directors doesn’t influence return rate of equities
Table(8): Results of Hypothesis 6 test
coefficient
Name of variable

statistic t

(β)

Fixed value

P-Value

1.135

.262

.272

2.128

.039

Book value of market

.136

.816

.418

Company size

-0.369

-1.996

.052

Ratio of capital

-0.432

-2.492

.016

Ratio of deposit

-0.107

-0.886

.380

Ratio of loan

.279

2.230

.030

lever

.317

2.482

.017

Total

Doorbin and

regression

Watson

model

statistic(D-W)

Independency

of

board of directors

Total

regression

model

R2 =0.673
AdjR2=0.453

1.922

statistic
P-Value

0.000

F

5.690

Considering results of hypothesis 6 test, which can be seen in table (8), significance level
of F statistic (0.000) is lower than acceptable level of error (5%). Total regression model is
significant, indicating appropriate fit of the model. Considering the lower probability level
(P-value) of T statistic from acceptable level of error for B1 coefficient, results of test
indicate that: size of board of directors has significant effect on return rate of equities. So,
hypothesis 6 of research can be accepted with 95% confidence level. Pseudo determination
coefficient indicates that independent variables entered to regression were able to explain
changes of dependent variable from 45.3% to 67.3%.
7-9: Hypothesis 7 test: ownership concentration influences return rate of equity
H1: ownership concentration influences return rate of equity
H0: ownership concentration doesn’t influence return rate of equity
Table 9: results of hypothesis 7 test
Name of variable

coefficient
(β)

Fixed value
Ownership

-0.203

statistic t

P-Value

.621

.538

-1.439

.157
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concentration
.008

.038

.970

Company size

-0.079

0-.354

.725

Ratio of capital

.357

1.634

.109

Ratio of deposit

-0.053

-0.355

.742

Ratio of loan

-0.155

-1.019

.313

.067

.424

.674

Book value of market

lever

Total

regression

model

Total

Doorbin and

regression

Watson

model

statistic(D-W)

R2 =0.429
AdjR2=0.184

1.794

statistic
P-Value

0.174

F

1.550

Considering results of hypothesis 7 test, which can be seen in table(9), significance level
of F statistic (0.174) is higher than acceptable level of error(5%). Total regression model is
not significant, indicating no appropriate fit for the model. So this hypothesis is rejected.
7-10: Hypothesis 8 test: ownership concentration influences return rate of equities
H1: ownership concentration influences return rate of equities
H0: ownership concentration doesn’t influence return rate of equities
Table 10: results of hypothesis 8 test
coefficient
Name of variable

statistic t

(β)

Fixed value

P-Value

2.694

.010

-0.283

-2.486

.016

.065

.389

.699

Company size

-0.445

-2.467

.017

Ratio of capital

.298

-1.694

.097

Ratio of deposit

-0.145

-1.278

.207

Ratio of loan

.315

2.561

.014

lever

.345

2.697

.010

Ownership
concentration
Book value of
market

Total
model

regression

Total

Doorbin and

regression

Watson

model

statistic(D-W)

P-Value

statistic
F

407
ISSN 2076-9202

International Journal of Information, Business and Management, Vol. 7, No.3, 2015
R2 =0.470
AdjR2=0.393

2.049

0.000

6.085

Considering results of hypothesis 8 test, which can be seen in table (10), significance level
of F statistic (0.000) is lower than acceptable level of error (5%). Total regression model is
significant, indicating appropriate fit of the model. Considering the lower probability level
(P-value) of T statistic from acceptable level of error for B1 coefficient, results of test
indicate that: ownership concentration has significant effect on return rate of equities. So,
hypothesis 8 of research can be accepted with 95% confidence level. Pseudo determination
coefficient indicates that independent variables entered to regression were able to explain
changes of dependent variable from 39.3% to 47.0%.
8-Discussion and Conclusion:
Till 1980s agent conflict between stockholders and and managers was the main issue in
cooperate governance literature. Generally it was accepted that ownership concentration
reduces agent costs and this , consequently results in improvement in company
performance(Jensen, Meckling 1976). Scholars justify present issue in the way that
increase in ownership concentration can cause great investors to enter in companies'
ownership structure. These investors have enough power and motivation to supervise
managers. Their supervision will cause mangers to act in line with company's long term
objectives(Shlifer and Vishny 1997). Scandals of companies such as Enron and World
Com caused wide researches to be carried out in cooperative governance field. Most
scholars found that appropriate cooperate governance structure has positive effect on
company performance and Market value( Brown and Caylor 2006). Cooperate governance
involves a set of relationships among stockholders, managers, auditors and other
beneficiaries, guaranteeing control system in order to observe stockholders' rights and
correct administration of community approvals, also preventing probable abuses.
Nowadays cooperate governance issue has changed to one of the most important issues of
Banking system. Moreover banks' risk management is also an important issue. Present
research was carried out in line with these theoretical principles. According to results
obtained from this investigation it was concluded that to banks' ownership type can
influence banks performance. Moreover the combination of board of directors can
influence banks performance.
9-Suggestions:
A) Suggestions based on research results
Considering results obtained from present investigation, state ownership and ownership
concentration have negative effect on return rate of equities. This means that, with increase
in ownership concentration and state ownership return rate of equities reduces accordingly.
Since, return rate of equities is obtained from ratio of net profit divided by equities, so
increase in state ownership and ownership concentration reduces net profit. Hence
stockholders and investors should take this issue into account.
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Considering that the size of board of directors has positive effect on return rate of equities
so the more employment of experienced managers will cause more efficiency in banks
performance
Suggestions for future studies:
1-studying the relationship between capital structure and banks' cooperate governance
structure
2-Studying the effects of cooperate governance structure on banks profitability
3-Studying type of cooperate governance structure on banks' balancing
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Abstract
The purpose of this study is to examine the effect of investment in store attributes on the perception of
customer-retailer relationship and their outcomes. Quantitative self-administrative questionnaire was used
to collect data from a sample of 600 Departmental store customersPearson correlation identified that the
highest contribution was from the construct “Reward for regular customers” towards the perception of
customer-retailer relationship. The results of regression show that store attributes (Value-added features,
Customer friendly layout, Communication and Advertisement and Return and exchange policy) have a
positive significant effect on perceived relationship investment. On the other hand, store attributes (store
attractiveness and customer friendly layout) have a positive significant effect on perceived relationship
quality. Perceived relationship investment positively influences perceived relationship quality, which in
turn influences attitudinal loyalty, behavioural loyalty, customer satisfaction and customer trust.
Key Words: Relationship Marketing, Relationship Investment, Relationship Quality, StoreAttributes,
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Department Store and Pakistan.
1. Introduction
Relationship marketing is a range of marketing activities oriented towards establishing, developing,
maintaining and terminating relational exchanges (Morgan and Hunt, 1994). In literature, several
concepts have been used to describe successful exchange relationship outcomes, including trust,
commitment, mutual goals, shared values, purchase intention and loyalty (Morgan and Hunt, 1994; Berry,
1995; Wilson, 1995; Ford, 1997;Bell et al.,2005): 169-183.). These studies have maintained that establishing
and maintaining relationships with customers will foster customer retention (Gwinner et al., 1998),
customer share development (Verhoef, 2003) andprofit generation (Barnes, 1997; Jensen, 1997; Riley and
Chernatony, 1997). Some studies have also indicated that high quality of relationship also promotes
positive buying behavior (Odekerken-Schro¨der et al., 2003), online purchase intention (Chiu,
Chou-Kang,2009)increased customer

satisfaction,attitudinal and behavioral loyalty (De Wulf et al., 2001; De

Wulf et al., 2003; Goodwin and Gremler, 1996; Roberts et al., 2003), word-of-mouth and greater
likelihood of long-term relationships (Wong et al., 2007).
In the current competitive retail environment, relationship marketing has emerged as an important
topic in the literature.The nature and the structure of retailing have changed considerably over recent
years, particularly in many developing countries due to global investment, leading greater academic
interest and led to country-specific analyses of retailing sector especially developing ones (Goldman,
2001; Hingley et al., 2009;Sengupta, 2008; Srivastava, 2008; Kim and Jin, 2003). Based upon our review
of the literature, we have found limited empirical evidence related tothe retail sector of Pakistan which, in
recent years, has attracted significant amounts of global investment in distribution and retail (Amaan and
Hopkins, 2010). According to Farrukh and Dever (2000) the modern, supermarket format is in its infancy
in Pakistan, however it has been introduced in major cities, including Karachi, Lahore and Islamabad. The
foreign supermarket chains have influenced Pakistani consumer behavior and the principal beneficiaries
are consumer themselves. Pakistan is currently at a stage where customers need variety in products and
retail formats. To date, little research has been conducted to identify store attributes in terms of their role
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in consumer-retailer relationship formation within a department store setting, specifically (Wang and Ha,
2011). Therefore, important questions to ask are:
RQ1: How can the retailers enhance the mutual valuable relationship with customers?
RQ2: How to develop perception of high quality relationship between customer and retailer?
RQ3: What are the consequences of this high quality relationship in a country where there is heavy
inward global investment in retail sector?
To determine the answers, the present study sets two broad objectives. Firstly, to examine the impact
of investment in store related attributes on customer’s perception of relationship i.e. perceived
relationship investment and perceived relationship quality. Secondly, to determine the significance of this
perception on relationship outcomes i.e. customer trust, customer satisfaction and loyalty. The rest of this
article is structured as follows: First, a strong theoretical base for the research is built. Thereafter,
hypotheses were neatly developed from a critical review of literature and subsequently tested using
structural equation modeling. This is followed by discuss ion of findings and logical conclusions.
2. Theory
In the current retailing environment, there are few situations in which customers attempt to build and
maintain relationships with retailers (Waheed and Gaur, 2012).However, the findings from Wang and Ha
(2011) revealed that, in a department store setting, marketers and store managers can improve their
relationship marketing management by ensuring proper implementation of their offerings with regard to
investment in store attributes.
2.1. DeWulf et al.’s Relationship Exchange Model
This study is based on the retailer-customer relationship exchange model developed by De Wulf et al.
(2001) and signaling theory presented by Boulding and Kirmani(1993). Since these theories explain:
any effort that is actively made by a retailer towards a customer, that is intended to contribute to the
customer’s perceived value above and beyond the core product and/or service signals as a relationship
building effort (Gwinner et al., 1998) and that can only be perceived by the customer after continued
exchange with the retailer(Liang and Wang, 2007).
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According to this model,perceived relationship investment has a significant positive impact on customer’s
perceived relationship quality. Since relationship begins with an investment when a seller provides extra
effort; adapts policies; and small favors or considerations, it lead to gratitude-based reciprocal behaviors,
resulting in customer’s positive perception of relationship quality (Palmatieret al., 2009).Therefore,
investment by retailers in enhancing store attributes is perceived by customers as a relationship
investment and an effort to develop reciprocal relationship with customers (Wang and Ha, 2011). It is
further suggested by Smith and Barclay (1997) that relationship marketing investments in the form of
time, efforts and irretrievable resources develops psychological ties between retailer and customer which
stimulate customers to stay in a long term relationship with retailer. Relationship marketing investments
also developsuccessful seller outcomes in the form of loyalty, satisfaction and trust (Palmatier et al.,
2007). Similarly, Signaling theory by Boulding and Kirmani (1993) found that service provider needs to
satisfy customers by providing them with high quality service offerings so that it signals an effort of
relationship building. While retailer investment in store attributes signals a relationship building effort
with the customers (De Wulf et al, 2001, 2003). Therefore, this study considers investment in store
attributes as a relationship marketing investment by department stores(Wang and Ha, 2011).
Previous studies have identified various store attributes by exploring its multiple dimensions. Attributes
which are majorly identified by previous researched are: Direct communication e.g. e-mails, primary mail
and one-on-one interactions (Crosby et al., 1990; Leenheer et al., 2007). Inside retail setting like color,
surface, light, mannequins, fitting, graphics, signage and the images (Pegler, 1998), merchandise layout
and product display (Borin and Farris, 1995; Davies and Rands, 1992; Gottdeiner, 1998; Verbeke et al.,
1998; McGoldrick, 2002), preferential treatment, personalized promotions, loyalty programs, and
personalized communications (Crosby et al., 1990; Leenheer et al., 2007), exterior atmospheric factors,
car parking, windows demonstration, retail store signage, interior design (Turley and Milliman ,2000),
outside window setting (Hammond, 2003), signage information (Hook, 1989) free car parking (Kamath
and Godin, 2001), accessibility to product and sales assistance (Maagi ,2003 ;

Macintosh and Lockshin,

1997), direct mail, preferential treatment, interpersonal communication, tangible rewards (De Wulf et al. ,
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2001), communication, preferential treatment, personalization, rewarding (Odekerken-Schro¨der et al.,
2003), comfort, entertainment, diversity, mall essence, convenience and luxury

(El-Adly ,2007), store

appearance, personnel service, sales promotion (Sirohi et al. ,1998), atmosphere, convenience,
salespeople, location, refreshments, promotional activities, merchandising policy (Anselmsson, 2006),
post-transaction service, direct mail, interpersonal communication, merchandise, preferential treatment
and store atmosphere (Wang and Ha, 2011), outside store appearance, shopping hours and advertising
(Paulins and Geistfeld, 2003) store atmosphere, service personnel and merchandise(Chang and Luan,
2010), price competitiveness, product selection, and atmosphere (Carpenter and Moore,2006), pricing and
product-related attributes(Theodoridis and Chatzipanagiotou, 2009).

However, no research has

specifically addressed to the attributes of department stores in Pakistan.
2.2. Consequence of customer-provider relationship
Since De Wulf et al. (2001) model explained three consequences of customer-provider relationship:
perceived relationship investment, perceived relationship quality and loyalty. However, this study
examines two further consequences of perceived relationship quality: customer satisfaction and customer
trust.
Perceived relationship investment
Perceived relationship investment shows how much the retail store will be perceived to dedicate assets,
hard work and awareness to sustain, improve interactions along with consumers (De Wulf et al., 2001). A
greater understanding of relationship investment leads to a higher perceived quality about the relationship
(Crosby et al., 1990; De Wulf et al., 2001). Investment on specific store attributes has a significant impact
of customer assessment of store(Dabholkar et al., 1996) and it has a diverse impact on perceived
relationship investment and buying price (Pan and Zinkhan, 2006). Similarly, Social exchange theory by
Blau (1964) and cited by Wang and Ha(2011) found that investment by service provider on elements of
service provision creates a psychological link between provider and customer which leads to long term
relationship.
H1. Perceptions of store attributes positively affect perceived relationship investment.
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Perceived relationship investment is affected by perceptions of store attributes, specifically, Customer
friendly layout (H1a), Return and exchange policies (H1b), direct communication (H1c), Rewards for
regular customers us (H1d), Store attractiveness (H1e), Value added features (H1f), Store leisure facility
(H1g), Communication and advertisement (H1h).
Perceived relationship quality
According to De Wulf et al. (2001), perceived relationship quality is an assessment of customer-provider
relationship by customer in terms of satisfaction, trust and commitment of both parties. Perceived
relationship quality is relationship strength between customers and provider (Wang and Ha, 2011).

It is

about a consumer’s confidence in a department store’s honesty towards this consumer (De Wulf et al.,
2001). The more favorable the perception of the store attributes, the higher the perception of satisfaction
with the retailer (Leo and Philippe, 2002). Further, a greater perception of relationship investment leads to
a higher perceived quality of the relationship (Crosby et al., 1990).
H2. Perceptions of store attributes positively affect perceived relationship quality.
Perceived relationship quality is affected by perceptions of store attributes, specifically, Customer friendly
layout (H2a), Return and exchange policies (H2b), Direct communication (H2c), Rewards for regular
customers (H2d ), Store attractiveness (H2e), Value added features (H2f), Store leisure facility (H2g),
Communication and advertisement (H2h).
H3. Perceived relationship investment positively affects perceived relationship quality.
Consequences of Perceived relationship quality
One important consequence of De Wulf et al. (2001) relationship exchange model is loyalty. However this
present study also tested three other behavioral constructs: satisfaction, trust and loyalty (attitudinal and
behavioral) as a consequence of perceived relationship quality.
Loyalty
Loyalty is a behavioral construct and is considered as purchase behavior of customers (DuWors and
Haines, 1990). A number of empirical studies have provided evidence on the impact of relationship
marketing on behavioral loyalty which affects customer retention (Wang and Ha, 2011; Bolton, et al.,
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2000; De Wulf et al., 2001; Verhoef, 2003). Perceived relationship quality will lead to strong customer
loyalty towards the retailer (De Wulf et al, 2001). Various researches though divided loyalty into two
parts i.e. Attitudinal and Behavioral (e.g. Pritchard et al., 1992). The higher the relationship quality one
perceives from a retailer’s offerings, the greater the behavioral and attitudinal loyalty intentions one will
exhibit toward the retailer to repay its investment (Bagozzi, 1995). Attitudinal loyalty may lead to
unprecedented value towards the retailer for instance positive word of mouth (Hagel and Arthur, 1997;
Reichheld, 2003). Empirical proof additionally ensures that perceived relationship quality proceeds repeat
purchase conduct (Henning-Thurauand Klee, 1997) and behavioral loyalty (Kumar and Shah, 2004). This
attitudinal strategy posits that loyalty is founded on psychological motivation, buying decision, and
word-of-mouth, recommendations. It is also found that a boost within attitudinal loyalty ought to produce
a growth (Gounaris, 2005).
H4. Perceived relationship quality positively affects loyalty intentions (H4a: Attitudinal loyalty, H4b:
Behavioral loyalty).
Satisfaction
Satisfaction features have often been regarded as a good antecedent of retail store faithfulness (Bitner,
1990). Retail store satisfaction is described as: The outcome on the very subjective assessment that the
chosen store fulfills or is greater than fulfilling expectations (Engel, 1990). Satisfaction is a “post
consumption” experience that examines perceived quality along with estimated quality (Anderson et al.,
1994; Baker et al., 1994).

Berry (1996) determined perceived relationship marketing as a tool from

which customer loyalty can be secured and, as a result, the attainment of higher competitiveness and
enhanced customer satisfaction can be achieved. Extant researches have shown that customer’s perception
of relationship quality will lead to satisfaction (e.g. Leo and Philippe, 2002). Successful relationship
marketing efforts improve customer satisfaction, loyalty and firm performance through stronger relational
bonds (e.g. De Wulf, Odekerken-Schröder, and Iacobucci, 2001; Sirdeshmukh, Singh and Sabol, 2002).
H5. Perceived relationship quality positively affects customer satisfaction.
Trust
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Trust has been described in several ways inside relationship marketing: “as the motivation for one to
depend upon a good exchange partner within whom one has confidence “(Moorman et al, 1992). Some
other experts described trust with regard to propagated beliefs (Heide& Bob, 1992; Morgan, 1994),
shared objectives (Wilson , 1995), opportunistic actions (Dwyer et al., 1987; Morgan , 1994), generating
and maintaining promises (Bitner, 1990, 1992) and uncertainty (Crosby et al.,1985; Baker et al., 1994).
Trust has been posited as a main determinant of relationship motivation and therefore higher perceived
relationship quality tends to develop high sense of trust between provider-customer (Gundlach, 1995;
Miettila& Moller, 1990; Morgan, 1994). Studies from Palmatier et al.(2007) found a significant
relationship between relationship marketing (RM) investment and customer trust. RM programs in form
of structural, financial & social bonds help to develop trust which encourage long term relationship
between buyer & seller (Lin, Weng, and Hsieh, 2003; Palmatier et al., 2007). Similar mutual trust
between exchange partners is considered as a significant behavioral outcome of relational marketing
efforts (Sin et al., 2002, 2005; Eisingerich et al., 2007).
H6. Perceived relationship quality positively affects customer trust.
3. Methodology
In order to test the hypothesis and find the impact of store attributes on perception and relationship
outcomes, self-administered questionnaire was developed. The technique has been adopted because it is
previously been used in study of store attributes conducted in USA by Wang and Hu (2011). The
questionnaires were distributed among four big cities of Pakistan i.e. Karachi (Business hub of Pakistan),
Lahore (Capital of province Punjab), Islamabad (Capital of Pakistan) and Faisalabad (Industrial hub of
Pakistan) as they are the metropolitan cities of Pakistan and there is an existence of large department stores
in these cities (Farrukh and Dever, 2000). Data was collected from customers of these department stores
based on convenience sampling method having diversified educational, professional and demographic
profile elaborated in Table I as suggested by Wang and Ha(2011). Those stores were considered who have
multiple checkout counters and over 1000 square feet in size in addition to the availability of branded or
packaged grocery items including foods, personal care, fashion and household goods (Ghani, 2005). Ten
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stores from each city were selected for data collection and 150 questionnaires for each city were allocated
which made a total count of 600 questionnaires. The questionnaire was divided into seven parts:
1. Demographic profile
2. Perceived store attributes
3. Perceived relationship investment
4. Perceived relationship quality
5. Satisfaction
6. Trust
7. Loyalty (Attitudinal and Behavioural)
Table I
Age
Frequency Percent
20-30

250

41.6

31-40

210

35.0

41-50

90

15.0

50&above

50

8.3

Total

600

99.9

Male

370

61.6

Female

230

38.3

Total

600

99.9

Jobholder

240

40.0

Businessman

160

26.6

Student

150

25.0

Others

50

8.3

Total

600

99.9

graduate

120

20.0

Graduate

250

41.6

Post graduate

150

25.0

Others

80

13.3

Total

600

99.9

Gender

Occupation

Education
Under
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The measurement of constructs was adapted from previous studies using the seven-points Likert scales.
Extensive review of literature leads to identification of eight most relevant store attributes: Customer
friendly layout, Value added features, Store leisure facilities, Communication and Advertisement, Store
attractiveness, Return and Exchange policy, Direct communication and Reward for regular customers
(Sweeney and Souter, 2001; Turley and Milliman, , 2000 ; Prasad , 2011; Baker et al.,
Machleit,2000 ; Engel et al.,

1994;

1995 ; Odekerken-Schro¨der et al. , 2003 ; Berman and Evans ,1995;

Bitner ; 1992; Ulaga and Chacour , 2001 ;Sweeney and Soutar ;2001 ; Thang and Tan ;2003;Bhutto et
al.,2012 ; Wilkie, ,1994; De Wulf et al. (2001,2003);

Reynolds et al. ,2002; Thang and Tan ,2003).

This study considers eight store attributes which were most relevant to the latest literature and used in
three previous studies of retail stores at least. Perceived relationship investment, perceived relationship
quality and behavioral loyalty intention were measured using scales from De Wulf et al. (2001).
Attitudinal loyalty was assessed from scales of Evanschitzky et al. (2006); Wang and Hu(2011).
Satisfaction was measured from the scale of Crosbyet al.(1990) while Trust has been adapted from
Goodman and Dion (2001).
4. Data Analysis
In order to analyze the data, SPSS software version 16 and IBM AMOS software version 19 was used.
The principal component factor analysis was conducted for the extraction of inquired store attributes. The
confirmatory factor analysis confirms the items by removing the problematic ones. Analytical Hierarchy
Process was used to measure the relative weights of all store attributes under consideration and Pearson
correlation was applied through these relative weights to see the contribution of individual store attribute
towards the overall weight of attributes. Finally, Regression was applied through Structural Equation
modeling

to analyze the impact of store attributes on perceived relationship investment and quality and

finally between perceived relationship quality and its outcomes (satisfaction, trust, loyalty).
Exploratory Factor Analysis
Factor analysis was conducted to determine the dimensionality of measurement scales and item
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purification. Principal component factor analysis with varimax rotation and Kaiser Normalization was
carried out to identify a set of underlying factors of store attributes while using factor loadings greater
than 0.5 as the minimum cut-off criteria. Table I explains eight factor of store attributes which are F1
(Value Added Features), F2 (Direct Mail), F3 (Reward for Regular Customers), F4 (Returns and
Exchange Policy), F5 (Store Leisure Facility), F6 (Customer Friendly), F7 (Communication and
Advertisement) and F8 (Store Attractiveness). The results of factor analysis are shown in Table I below. It
is further indicated that there are seven factor loadings each to measure the construct of Value Added
Features and Direct Mail, three factor loadings each to measure Reward for Regular Customers and
Returns and Exchange Policy respectively, six and factor loadings to measure Store Leisure Facility and
Customer Friendly Layout respectively, three and eight factor loadings to measure Communication and
Advertisement and Store Attractiveness respectively. All eight factors explain a cumulative Variance of
78.992 %. These are the factors which are consistent with the findings of various other store attributes
studies e.g. De Wulf et al. (2001, 2003);Odekerken-Schro¨der et al. (2003); Stoel et al. (2004); Shim and
Eastlick (1998); Reynolds et al. (2002).
Table II
Factors/Items

Std.
Loadings

Communaliti
es

Factor 1: Value Added Features
1) Provides sufficient information about product features.

.649

.613

2) Employees have knowledge to answers questions.

.644

.712

3) Staff is knowledgeable about merchandise assortment.

.619

.549

4) Staff of the store assists during shopping.

.565

.531

5) Parking has enough space to accommodate cars.

.667

.612

6) I always find space to park my car.

.728

.711

7) Sufficient parking space to for its regular customers.

.696

.634

Factor 2: Direct Mail
1) Sends mails about new offerings.

.512

.605

2) Keeps informed through e-mails.

.735

.775

3) Often informs through brochures.

.749

.831

4) Manages customer’s contact list.

.782

.628
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5) Takes time to know me personally.

.796

.801

6) Often hold personal conversation.

.642

.642

7) Often inquires about my personal welfare.

.505

.590

Factor 3: Rewards for Regular Customers
1) Makes greater effort for regular customers than for non-regular customers.

.779

.830

2) Provides coupons or points on bulk purchasing.

.823

.911

3) Provide discount to regular customers.

.763

.773

Factor 4: Returns and Exchange Policy
1) Refund policy was appropriate.

.737

629

2) Appropriate return policy.

.823

.721

3) Offered excellent easy exchange services.

.782

.648

Factor 5: Store Leisure Facility
1) The staff positive attitude towards shoppers.

.633

.689

2) The store drinking water facility.

.520

.637

3) Floor space adequate.

.618

.550

4) Ventilation system is satisfactory.

.636

.754

.598

.527

2) Merchandise availability in the store.

.723

.770

3) Product assortment of this store adequate.

.780

.823

4) Merchandise of related products is always shelved together.

.676

.764

5) Store provides appropriate lighting.

.704

.664

6) Store can handle a lot of people.

.637

.689

Factor 7: Communication and Advertisement
1) Employee of the store offers drinks etc., when purchasing for more than an

.763

.695

hour.

.837

.716

2) Sends cards on special occasions like Eid etc.

.704

.664

Factor 8: Store Attractiveness
1) Store provides new items according needs of the customers.

.517

.511

2) Store spaces were visually appealing.

.544

.597

3) Store was clean and fresh.

.643

.609

4) Signs and decoration were pleasant and Tasteful.
5) Ambience is comfortable.

.760
.709

.773
.720

6) Can find everything I need.

.604

.585

7) Attractive range of products.

.631

.549

8) Most products I bought at this store met my expectations.

.603

.517

Factor 6: Customer Friendly Layout
1) Can easily find what I need as a result of store Layout.

.

3) Easily find the store the promotions announced on TV etc.

Confirmatory Factor Analysis
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CFA was applied by eliminating the problematic items confirmed eight constructs comprised of 34 items
having on extraction (AVE) and Cronbach’s Alphas above the recommended points (Hair et al., 2006).
The results are shown in Table II. Additionally, this study uses chi-square, goodness of fit index (GFI),
adjusted goodness of fit index (AGFI) and root mean square residual (RMR) to evaluate the fitness of the
full model based on the approach of Arbuckle (1999) and Vigoda (2000), the chi-square value (χ2) of
1901.01with degrees of freedom (d.f.) of 918 is statistically significant at 0.005 significance level.
However, the chi-square test becomes more sensitive with increasing number of indicators. Joreskog and
Sorbom (1996) suggested that the ratio of chi-square value to degree of freedom should not exceed three.
A ratio of (χ2/d.f.=2.07) is acceptable. Bearing this in mind, other measures are further examined. The
results show an excellent model fit with values of: GFI=0.972, AGFI=0.938 RMR=0.018. Values of these
measures are also acceptable as suggested by Byrne (1998); Hu and Bentler (1998). The results confirm
that the model developed in this study is appropriate with acceptable goodness of fit.

Standards

estimates are mentioned in Figure I.
Table III Exploratory Factor Analysis
Factors/Items

Std.
Loadings

Factor 1: Value Added Features (α =0.806)
Provides sufficient information about product features.

.779

Employees have knowledge to answers questions.

.824

Staff is knowledgeable about merchandise assortment.

.721

Staff of the store assists during shopping.

.662

Parking has enough space to accommodate cars.

.721

Sufficient parking space to for its regular customers.

.870

Factor 2: Direct Mail (α =0.824)
Sends mails about new offerings.

.770

Keeps informed through e-mails.

.786

Often informs through brochures.

.754

Manages customer’s contact list.

.712

Takes time to know me personally.

.806

Often hold personal conversation.

.749

Factor 3: Rewards for Regular Customers (α =0.793)
Makes greater effort for regular customers than for non-regular customers.

.859
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Provides coupons or points on bulk purchasing.

.843

Provide discount to regular customers.

.710

Factor 4: Returns and Exchange Policy (α =0.778)
Refund policy was appropriate.

.885

Appropriate return policy.

.769

Offered excellent and easy exchange services.

.760

Factor 5: Store Leisure Facility (α =0.770)
The store drinking water facility.

.719

Floor space adequate.

.837

Ventilation system is satisfactory.

.898

Store provides appropriate lighting.

.836

Store can handle a lot of people.

.549

Factor 6: Customer Friendly Layout (α=0.778)
Can easily find what I need as a result of store layout

.591

Merchandise availability in the store.

.640

Product assortment of this store adequate.

.584

Merchandise of related products is always shelved together.

.892

Always direction signs to merchandise.

.772

Factor 7: Communication and Advertisement (α =0.799)
Employee of the store offers drinks etc., when purchasing for more than an

.943

hour.

.640

Sends cards on special occasions like Eid

.763

Easily find the store the promotions announced on TV etc.
Factor 8: Store Attractiveness (α =0.813)
Store spaces were visually appealing.

.693

Signs and decoration were pleasant and Tasteful.

.732

Ambience is comfortable.

.654

Global priority weights of individual items of store attributes were determined using Analytical
hierarchical technique introduced by Wind and Saaty (1980). AHP is a multi-criteria decision making
method in which the qualitative measures are converted into rector scale weights that are pooled into
linear addition weights for alternatives.
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Figure I:The Model

Correlation Analysis using Global priority weights
These resulted weights are used to prioritize the alternatives and thus the decision maker would be in a
better position to make a proper decision (Formen and Gass, 2001). Three primary functions of AHP are
the strengthening complexity, measurement on ratio scale and the synthesis. Bhatti et al. (2013) explained
these functions in details. Pearson Correlation was applied on these Global priority weights which are
used to attain second objective of the study. It helped to measure the contribution of extracted individual
factors of store attributes towards the overall weight of store attributes. The results elaborated in Table II
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shows that the maximum contribution towards overall weight of store attributes is from the factor
“Rewards for regular customers” having (r=.525, p=0.000). The results further shows that the second
most contribution towards overall weight is from “Value added features” having (r=.497, p=0.000).The
remaining contributions are coming in descending order from Direction Communication, Store
Attractiveness, Customer friendly Layout, Return and Exchange Policy, Communication and
Advertisement and Store Leisure Facilities.
Table IV

SLF

DC

VAF

CFL

CA

REP

RRC

SA

Over All

Pearson
1
SLF

Correlation
Sig.
(2-tailed)
N

600

Pearson
.080
DC

1

Correlation
Sig.
.165
(2-tailed)
N

600

600

.244**

.034

.000

.553

600

600

600

.175**

.000

.301**

.002

.991

.000

600

600

600

Pearson
VAF

1

Correlation
Sig.
(2-tailed)
N
Pearson

CFL

1

Correlation
Sig.
(2-tailed)
N

600
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Pearson
CA

.054

.104

.089

.010

1

.349

.072

.123

.869

600

600

600

600

600

-.020

.179**

.085

.068

.045

.736

.002

.141

.239

.439

600

600

600

600

600

600

.035

.240**

.105

.152**

.050

.118*

.551

.000

.070

.008

.390

.040

600

600

600

600

600

600

600

.082

.184**

.114*

.042

.235**

.102

.124*

.155

.001

.048

.471

.000

.078

.031

600

600

600

600

600

600

600

600

.383**

.573**

.612**

.525**

.441**

.455**

.675**

.475**

.000

.000

.000

.000

.000

.000

.000

.000

600

600

600

600

600

600

600

600

Correlation
Sig.
(2-tailed)
N
Pearson

REP

1

Correlation
Sig.
(2-tailed)
N
Pearson

RRC

1

Correlation
Sig.
(2-tailed)
N
Pearson

SA

1

Correlation
Sig.
(2-tailed)
N
Pearson

Over all

1

Correlation
Sig.
(2-tailed)
N

600

Regression Analysis
Linear regression analysis was applied with the help of AMOS version 19. Results are shown in table IV
where all hypothesis are supported with p value <.05 except H1c, H1d, H1e, H1g, H2b, H2c, H2d, H2f,
H2gand H2h having p value >.05.
With the results of H1a-H1h it can be seen that the perception of customers regarding investment is
influenced by the store attributes of Customer friendly layout, Return and Exchange policies, Value-added
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features and Communication & Advertisement having a p-value < 0.05. These attributes have also been
validated by Zameer& Mukherjee(2011). The department store having well-designed services cape and
convenient layout of assortments have a significant influence on customer’s perception of relationship
building efforts. People in Pakistan are certainly price conscious and rely heavily on the physical
appearance of stores while demanding money back guarantees on blemish products. It is also found that
the stores having adequate space for shopping and offer return and exchange services through loyalty
membership schemes usually enjoy better market share in various cities of Pakistan.
With the results of H2a-H2h it is found that store attractiveness and layout are the most influential store
attributes towards perception of quality having a p-value < 0.05. It was expected since people associate
quality with the looks of the store rather than the performance of merchandise. All the cities from where
data has been collected are metropolitan cities of Pakistan where the concept of materialism prevails to a
great deal. In the context of a developing economy where department stores are in their infancy therefore
customers have the only option to determine quality from the attractiveness of store and their available
facilities. The results are also consistent with the findings of Kamarulzaman and Chee-Lih(2010).
H3 is supported by proving a significant relationship between perceived relationship investment and
perceived relationship quality having a p-value < 0.05. Any monetary or strategic resource investment is a
signal of quality for customers. This signal is also depicted in the behavioral outcome of customers. The
investment of resources would be futile if the perception of customers is not influenced by it. Studies (e.g.
Wang and Ha, 2011) also determined the highly significant investment-quality relationship.
H4a and H4b are also supported where perceived relationship quality significantly influences both
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attitudinal and behavioral loyalty having p value < 0.05. If the customer perceives quality in relationship
with the store it would be depicted in the behavioral and attitudinal outcome of those customers. This
loyalty is a behavioral measure and is depicted in the form of positive WOM or even purchase intention.
Previous relationship marketing studies also determined that perceived relationship quality leads to loyalty
and purchase intention (e.g. Kumar and Shah, 2004; Henning-Thurau and Klee, 1997).
H5 supported the quality-satisfaction relationship. Since there is a customer-provider relational bond
therefore the quality must ensure the satisfaction of customers. Studies from Leo and Philippe (2002);
Sirdeshmukh, Singh and Sabol (2002) have also confirmed this relationship.
H6 is also supported having a p value < 0.05 by proving a significant relationship between perceived
relationship quality and customer trust. Since trust is one of the behavioral outcome of strong relationship.
Relationship marketing programs (Social, structural and financial) tends to develop sense of trust between
provider and customer. Studies from Lin, Weng, and Hsieh (2003); Palmatier et al.(2007) also established
a positive relationship between trust and relationship building efforts.

Table IV
Results

S.E. C.R.

P

Hypothesis
Results

Perceived relationship

<---

Customer friendly layout

.048

7.008

***

Supported H1a

<---

Return and Exchange

.043

2.769

.006

Supported H1b

Rejected H1c

investment
Perceived relationship

policies

investment
Perceived relationship

<---

Direct communication

.047

.887

.375

<---

Rewards for regular

.038

1.568

.117

investment
Perceived relationship

Rejected

H1d
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customers

investment
Perceived relationship

<---

Store Attractiveness

.053

1.046

.296

Rejected H1e

<---

Value Added Features

.053

4.971

***

Supported H1f

<---

Store leisure facility

.048

1.215

.224

Rejected H1g

<---

Communication and

.040

1.799

.072

Moderately H1h

investment
Perceived relationship
investment
Perceived relationship
investment
Perceived relationship

advertisement

investment
Perceived Relationship

Supported

<---

Customer friendly layout

.052

1.999

***

Supported H2a

<---

Return and Exchange

.042

.327

.744

Rejected

H2b

<---

Direct Communication

0.96

Rejected

H2c

Quality.
Perceived Relationship
Quality
Perceived Relationship

0.52
1.66

Quality.
Perceived Relationship

<---

.042

1.201

.230

Rejected H2d

customers

Quality
Perceived relationship

Rewards for regular

<---

Store attractiveness

.058

3.771

***

Supported

<---

Value added features

.057

-.170

.865

Rejected

H2f

<---

Store Leisure Facility

.052

.677

.499

Rejected

H2g

<---

Communication and

.043

.0.75

.940

Rejected H2h

.061

6.005

***

Supported H3

.067

.083

.012

Supported H4a

.037

1.413

.025

Supported H4b

.056

2.507

.012

Supported H5

.072

2.868

.004

Supported H6

H2e

Quality
Perceived Relationship
Quality
Perceived relationship
Quality.
Perceived Relationship

advertisement

Quality
Perceived Relationship

<---

Investment

Quality
Attitudinal loyalty

Perceived Relationship

<---

Perceived Relationship
Quality

Behavioral loyalty

<---

Perceived Relationship
Quality

Customer Satisfaction

<---

Perceived Relationship
Quality

Customer Trust

<---

Perceived Relationship
Quality

5. Results and Discussion
The aim of this study was to identify the key elements affecting the customer actions in terms of retail
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store structure choice. Since retail structure in Pakistan is widely changing, various multinational retail
stores have entered in Pakistan’s market making the sector more competitive.

The analysis has looked at

the previous literary works and established a base for examining the customer choice of retail store. The
present explored eight stores attributes pertaining to department stores in Pakistan: Value Added Features,
Direct Mail, Reward for Regular Customers, Returns and Exchange Policy, Store Leisure Facility,
Customer Friendly Layout Communication and Advertisement, Store Attractiveness. Factors like Store
Attractiveness, Direct Mail, Direct Communication and Rewards for Regular Customers have also
previously been explored by Barich and Srinivasan (1993), De Wulf et al. (2001), Odekerken-Schro¨der et
al. (2003), De Wulf et al. (2003) respectively. These eight store attributes have a major influence on
customer-retailer relationship building process in Pakistan. However, Customer Friendly Layout, Return
and Exchange Policy, Value-added Features and Communication & Advertisement have a highly
significant relationship with perceived relationship investment whereas Customer Friendly Layout and
Store Attractiveness have a significant relationship with Perceived relationship quality. It has been found
that “Rewards for Regular Customers” has the highest weight among all the store attributes. Customers
like tangible rewards for their loyalty with the retail outletand this store attribute has previously been
given importance by various authors (e.g. De Wulfet al., 2001, 2003). In addition to it study from
Thenmozhi&Dhanapal (2011) has also found that rewarding customers for their loyalty tends to develop a
good perception of customer regarding retail outlet.This study also extended retail-customer exchange
model of De Wulfet al.(2001) by conceptualizing behavioral outcome variables of loyalty, satisfaction and
trust. It was established that perceived relationship investment has a highly significant relationship with
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perceived relationship which positively influences attitudinal and behavioral loyalty. This relationship is
also validated by Wang and Ha (2011).

Our empirical findings have also proved a significant

relationship between perceived relationship quality, satisfaction and trust. Since satisfaction and trust are
considered to be the outcomes of strong relationship between provider and customer (Morgan and Hunt,
1994).

Since the study has given important insights and tested new relationships among behavioral

constructs of perceived relationship investment, trust and satisfaction. Investment in store attributes
would not only enhance the loyalty but also the trust and satisfaction level of customers. Whenever a
retailer spends on the augmented features of the store it would be perceived as a signal of relationship
building effort by the customer. It would be safe to say that investment in store attributes effects
perception of customers related to relationship effort and quality which will ultimately influence
behavioral outcome in the form of loyalty, trust and satisfaction. Therefore, the results are in line with the
findings of signaling theory Boulding and Kirmani (1993) and Relationship exchange model De Wulf et
al(2001).

In countries like Pakistan, where there is heavy inward investment on retailing sector and state of the art
stores like Metro, Macro and Hyper Star are thinking to expand their operations and outlets in few other
cities of the country, this study would provide them useful insights. The results have shown that space,
signage, environment, availability and quality of merchandise, cleanliness, fresh arrivals and hospitable
nature of employees are the key elements that highly affect the customer perceptions. Thus, it can safely
be said that rewarding customers for their loyalty has the strongest impact on customer’s perception of
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relationship building effort on part of store management. At the same time, improving the quality of
relationship between customer and management can enhance the satisfaction and trust level in both
parties. The most significant element to mention is the creation of trust and satisfaction in addition to
Customer Loyalty for store which is the result of strong and continuous Relationship exchange between
both the parties. The study gives a detailed investigation as to how the customer perceptions can be
managed and their preferences can be addressed accordingly.
Managerial Implication
The research is significant for the retail/department store owners as it gives the clear picture of customer’s
department store priorities. It gives them an insight as to where resources should be devoted so that the
perception of Relationship can become positive. The department store owners should focus on
“Continuous Improvement” as it signals quality. Retailers should have the list of attributes constantly in
place; focusing on the best customer, figuring out exactly what solutions they're obtaining as well as
exactly what varieties of advertising and marketing are going to be most effective while achieving this
specific essential goals. Retailers ought to understand the location in which they can operate and offer
ideal service degrees, costs policies, items choice and store setting. Retailers must seek out to market
products/services that satisfy the buyer’s needs.
6. Limitations and future research directions:
The study is limited the one type of retail setting i.e. department stores. Additionally, the study is
restricted to main urban centers of Pakistan. Further research focusing on different retail formats and
different geographical area may come up with different findings. At the same time, this study has captured
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the particular effect of store features on perceived relationship investment and quality. Another study can
be conducted to study this effect directly on Customer satisfaction, Trust, Loyalty and commitment.
Furthermore, since the e-retail stores with the use of internet are different than physical department store,
subsequent research could well discuss the differences in the relationship building efforts of e-retails and
physical stores. Lastly, this study is conducted in a developing economy where the concept of organized
stores is particularly new, similar research study in developed economy might come up with different
findings.
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