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THE EFFECT OF TECHNOLOGY ON PERFORMANCE OF SMALL

ENTERPRISES IN NAIROBI CITY COUNTY, KENYA

SAMUEL GATHU
(samuelgathu@agmail.con

EVANGELINE M. GICHUNGE
THOMAS SENAJI

ABSTRACT

This research was done with the aim of establishing thetedfetechnology on performance of small
enterprises in Nairobi City County, Kenya. The research hasdetail expressed one function of
devolution that is believed to have affected the performahesenall enterprises in Nairobi City County,
Kenya, this has been done while citing the proponents of demoluticcording to the Constitution of
Kenya (2010); the fourth schedule; part two; the county governmewts heen allocated fourteen
functions. The research study concentrated on only one functi@pé@ndent variable) that has the most
propensity of creating an effect on performance of smadirprises in Nairobi City County, Kenya, thus
my singular research objective. This function is technologglegcriptive research design was used for
this study in order to describe key variables associateld twithnology and performance of small
enterprises in Nairobi City County, Kenya. A descriptiveeagsh design was used which helps describe
current effects as they affect people or organizations.r@$earcher collected primary data using open
and close ended questionnaires; this is in order to obtain optsudts from entrepreneurs in Nairobi
City County. The sample size that the researcher worked waih one hundred and twenty. The
researcher applied linear regression as a statigbchlfor data analysis. The study established that
technology programs by Nairobi City County have improved performafcsmall enterprises in the
county as it has improved productivity, offering training of custorand attainment of skills and
employment of more staff affecting the growth of small gmises.

Key word:

Technology is the apparent day to day electronic or non-electrdvémeements that a firm adopts in its
daily affairs, this is so as to attract more customniacsease its profits and also aid in the achievement of
both long term and short term objectives.

Performance; given this particular context, performance dertbe growth/decline, maturity and/or the
overall prosperity of a small business that is caused by ulgwvol

INTRODUCTION

This research was an investigation into the effeceofitology on performance of small enterprises in
1
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Nairobi City County, Kenya.
The specific research objective was to investigateeffect of technology on performance of small
enterprises in Nairobi City County.

Background of the study

An enterprise is a business organization. Enterprises plagryacvucial role, both domestically and
economically. Domestically they avail all the basic andessary amenities that man needs either to
survive or make life comfortable e.g. food, toothpaste, e®thirinks, household goods, electronics,
hardware items etc. Some of which are basic needs and dulxeries. An enterprise, also known as a
business or a firm, is an organization involved in the trade of g@edgices, or both to consumers.
Businesses are prevalent in capitalist economies, whereahtstm are privately owned and provide
goods and services to customers in exchange for other goodseseor money. Businesses may also be
not-for-profit or state-owned. A business owned by multiple indivgloey be referred to as a company.
An enterprise may also be involved in manufacturing and procestieg than a pure trading system.
Small enterprises are basically businesses that are unsiatterms of capital base, staff, operation costs,
turnover, sales, liquidity, physical size and market presevlost start-ups start as small businesses,
Webster (1964).

The forms of business enterprises that are most popular moldNality County may include; Sole
proprietorship; a sole proprietorship, also known as a solertiad®vned by one person and operates for
their benefit. The owner may operate the business alone brotier people. A sole proprietor has
unlimited liability for all obligations incurred by the businestether from operating costs or judgments
against the business. All assets of the business beloagstbe proprietor, including, for example,
computer infrastructure, any inventory, manufacturing equipment aredéol fixtures, as well as any real
property owned by the business, Sheffrin (2003).

Partnership; a partnership is a business owned by two or mapée pn most forms of partnerships, each
partner has unlimited liability for the debts incurred by Itisiness. The three most prevalent types of
for-profit partnerships are general partnerships, limitednpeships, and limited liability partnerships
(Sheffrin, 2003).

Corporation; the owners of a corporation have limited liabilitg éhe business has a separate legal
personality from its owners. Corporations can be either govertiowned or privately owned. They can
organize either for profit or as not-for-profit organizationsprivately owned, for-profit corporation is
owned by its shareholders, who elect a board of directors td theecorporation and hire its managerial
staff. A privately owned, for-profit corporation can be eithgvately held by a small group of individuals,
or publicly held, with publicly traded shares listed ont@cls exchangdSheffrin, 2003). Cooperative;
often referred to as a "co-op", a cooperative is a limitdallity business that can organize for-profit or
not-for-profit. A cooperative differs from a corporation in thdtas members, not shareholders, and they
share decision-making authority. Cooperatives are typicallysidled as either consumer cooperatives or
worker cooperatives. Cooperatives are fundamental to the igeofogconomic democracgsheffrin,
2003). Examples of business classifications may include; agmndsassi mining, financial services,

2
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manufacturing, processing, retailers and distributors, serbigsinesses, transportation and utilities
(public services).

A county is a geographical region of a country used for admitingrar other purposes in certain modern
nations. Devolution is the statutory granting of powers froncémral government of a sovereign state to
government at a sub national level, such as a regional, tmcstate level. It is a form of decentralization.
Devolved territories have the power to make legislatioaveeit to the area. Devolution differs from
federalism in that the devolved powers of the sub natiantiority may be temporary and ultimately
reside in central government, thus the state remdmgure unitary. The Constitution of Kenya 2010
provides for devolution of political and administrative authority}¥ semi-autonomous Counties. These
Counties are what were known as administrative District boundapet 1992 under the former
Constitution, National Council for Law Reporting (2012).

The starting point of this study is to suppose that from an ecoredficiency point of view, separation of
nations is never desirable. A unified nation is always méireient since free trade among regions is
guaranteed, there is no duplication of costs in defense anenfmrcement, and public amenities can be
coordinated, Bolton and Roland (1997). A good example of devolution Ndekico. In the 1980s, the
citizens of the Federal District of Mexico, being thest populated federal entity in Mexico, began to
demand for home rule; a devolution of autonomy in order to diretdlt their head of government and
to set up a Legislative Assembly. In 1987, an Assembly ofdeeptatives was created, by constitutional
decree, whose members were elected by popular vote. Theuti@vadf the executive power was not
granted until 1997 when the first head government was elbgtpdpular vote. Finally, in 2000, power
was devolved to the delegations, though limited: residearisnow elect their own "heads of borough
government". This spurred economic growth and fostered the emserg¥d new businesses thereby
creating employment. Promotion of trade was rife and the dedalaits were developed (Victor 2010).
Another example of devolution is France. In the late 1980s a profedscentralization (this is the
process of redistributing or dispersing functions, powers, peoglirnmgs away from a central location,
central authority or a central government). This was undertdkethe French government. Initially
regions were created and elected regional assembliags@bgether with the departmental councils
these bodies have responsibility for infrastructure spending aimiemance (schools and highways) and
certain social spending. They collect revenues through propertyg tind various other taxes. In addition
a large part of spending is provided by direct grants to suttiorties. This decentralization promoted
trade and economic prosperity more so in the private sectoewiast businesses are (Victor 2010).
Another example, still in Europe is Spain. The Spanish Constitofidi®78 granted autonomy to the
nationalities and regions of which the Kingdom of Spain is compdseder the "system of autonomies”,
Spain has been quoted to be "remarkable for the extent of thesppescefully devolved over the past
30 years'and "an extraordinarily decentralized country”, with thetremgovernment accounting for just
18% of public spending; the regional governments 38%, the local 036 and the social-security
system the rest. This led to an increased accesshndlogy thus increased economic activity more so
for business owners. Small businesses in the devolved unitserihgoent have ripped the full benefits of
devolution thus economic opulence in the said sector (Victor 2010).

3
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

Statement of the problem

Since time in memorial many enterprises have come upiy&eoth in large and small scale. Some of
them have grown from small enterprises to large enterpsibgs others entered the scene and still have
not grown or are stagnant. Up until today, many businesses haveuppraad in the same way, a few
have collapsed. Some of the reasons that have contributesl ¢ollapse of some of these businesses may
include; mismanagement, lack of investors, poor managenaeiht,of vision, economic instability and
lack of popularity. The purpose of the study was to ascettairffect of technology on performance of
small enterprises in Nairobi City County, Kenya.

There is no known research in Kenya on technology and performasosath enterprises; this could be
because it is new to Kenya since it is barely two years Tiis led me to a theoretical worldwide
researching endeavor on devolution and the performance of snejbreses. There are three empirical
studies on the topic of devolution in other countries; the impad¢wdlution on the regulatory regime of
the Inuvialuit settlement region by Higham (2012), Scotland’s reptason in Europe in the
post-devolution era: results and expectations by Dmitrieva (28@8)exploring evidence of economic
convergence in post-devolution in Wales by Godfrey (2012). The studiaomed above all sort to
ascertain the effect of devolution on social, politiaad @conomic systems; but none of them studied the
effect of devolution on the performance of small enterpiisegeveloping countries.

LITERATURE REVIEW

Theoretical orientation

This study believes that county governments should be more peattproviding a favorable business
environment for small enterprises. These proactive actiensnaent to largely promote trade; thereby
creating business opportunities which in turn translates to gromdhpeosperity. The reality in the
devolved counties is that in the *2gentury, there is no escaping universal trends and forces such a
globalization, technology and the detonation in information. Thederfaare here with us to stay and
cannot be wished away and the only way to cope with theoréeddte with them closely and adopt them
as they come, the idea here is to use the ready acces®riobation to improve technology, foster
development and promote tradeolitical factors may also affect performance of smatemprises in
Nairobi City County, for instance when Kenya was experienaihgt would be called political unrest
people remained indoors and very little economic activitie® waking place. At this time trade went
down by over 50%. This goes to show that politics plays a bigimallee growth and performance of
small enterprises. But since Kenya has greatly been exgarg peace in the political circles, this has
greatly accounted for increased performance of enterpnidgésnya as a whole.

Subsidiarity theory

Subsidiarity is a devolution policy principle that statespoasibilities for regulation and allocation of
public goods and services should be devolved “to the maximum eptsstble consistent with the
national interest”, or, as often said, to the ‘lowest’ igpdevel of government appropriate for their
exercise, so that “government is accessible and accountathlest® affected by its decisions” (Galligan
1995). This principle was the cornerstone of the Australiaatothtive intergovernmental reform in the
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1980s - 1990s, and remains a principle for which federal systenggeaerally seen as uniquely adapted
(Grewal 1981, Wilkins 1995, Watts 1996, Oates 1999). Neverthelessliatubs has been identified as
difficult to operationalise institutionally (Bermann 1994).

Glocalisation theory

‘Glocalisation’ describes the recent redistribution of economituence from national spheres of
government in two directions; into transnational spheres asilked by globalization, but also back to
more local and regional levels (Courchene 1995, British Coi86&8). In North America and Europe,
resurgences in regional economic and political identity haga Hescribed as “a form of defense, on the
part of those with the greatest stake” against the new hymdaility of capital (Markusen 1987,
Andersson 1997). Party political instability such as experientédistralia in the period of One Nation,
and the ongoing political reassertiveness of non-metropoligiorn@ communities present a “double
pressure” on existing governments, from both above and below, asi@smented internationally
(Dahrendorf 2000, Keating 1998). Australia has been seeking alpbatigation regional development
formula consistent with ‘glocalisation’ trends since the Kelgp&t (1993). However attempts to import
the ‘new’ economic regionalism described in trans-Atlantic agestare confronting a similar range of
uncertainties to those compounding subsidiarity discussion, includmg@arative lack of institutional
support for regional economic activity despite occasional appessaf “a greater devolution of power”
to the regional level (Roberts 1996, Gerritsen 2000).

Place/space management theory

Since the late 1990s governments have attempted to compengatelfmk of regional level governance
capacity through programs of community engagement aimed ia¢ aehelioration of regional social
concerns. These new approaches have grown out of the ‘reinvesiesddof industrialized governments
as actors in their own political and economic systems @©&uKeating 2000). As well as emphasizing
the delegation of authority for planning and regulatory actipityce management approaches emphasize
improved coordination between levels of government, and enhgnd#id participation (e.g. European
Commission 2001). Governments are now consistently attemptifigetk down institutional ‘silos’
through better project-based whole-of-government coordination aimewbra “tailored responses to
regional and local needs” (e.g. Vincent 1999); and place-baséxy pesponses based on intensive,
integrated intervention in areas of significant social as@hemic disadvantage (2001). Again, however,
public institutional frameworks have not yet been configured mag that maximizes the ability of
communities to help themselves. Even when governments now apeabnize the importance of social
capital to regional sustainability, uncoordinated policies naaylyecontinue to erode that capital. Specific
programs need to be created that are responsive to commurdty, aed that overcome the otherwise
apparent tensions which arise from attempts by three existiatg lef government to support change at
the regional level. The partial approach (to sustainable rdgievalopment) that we have at present is
one in which community participation is prominent in discussidmleathe structural conditions that are
SO necessary to promote and support change are lacking (C@g2je 2
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The theoretical framework

The purpose of the study was to investigate theceff technology on performance of small entegsris
in Nairobi City County, Kenya.

Theoretical framework

Subsidiarity theory

Y

Glocalisation theory

Y
Y

Place/space management

Y

Independent variables Dependent variable
Source (Author, 2015)

Empirical review

Technology

Technology is increasingly important for small epteses, which now rely heavily on major
communication networks for their communication. Witit reliable technology, a small enterprise cannot
hope to compete, to keep its customers and enltggearket if it has no defined access to advanced
technology. In recent years, there have been nummestudies on the role of information technologgt, y
scholars’ research has set to be fully absorbetientheories of an organization growth. Accordiog t
Hutchinson (1998), Information technology improveservices through network management,
computerized diagnostics, data control, pricingesys and customer management information systems.
Meyer (1985) has argued that information technol@ggadopted within an aim of achieving technical
efficiency and enhancement of organizational aimsg goals. According to Cole (1996) modern
technology has brought better working conditionsl d&as reduced labor costs. He states that IT in
organizations is the acquisition, processing, grand dissemination of vocal, pictorial, textuat a
numerical information by a micro-electronic baseambination and computing telecommunication.
Whereas in the past information handling involveaiseive dependence on papers, emphasizes now has
shifted to the creation, storage and transmissidimy electrical impulses. The major componentdTof

are computers, microelectronics and telecommuioicati

Kotler and Armstrong (1997) stated that the tecbgichl environment is perhaps the most dramaticefor
now shaping our destiny. Kotler (1999) emphasizasirgernet and e-commerce as one of modern
technology uses. He states that e-commerce idttpabvides business-to-business exchange, provides
buying and selling and it ensures security of tattansaction, which is what exactly customers are
looking for; security, efficiency and utmost reliitly and speedy solutions. Advantages of e-commerc
are that it is an easy and convenient way of dbimgness transactions, it's a cheap way comparéteto
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cost of printing and postage of paper. It provigesmotional tools that enable small firms to corepet
with other companies both locally and internatitndlT is the technology, which supports activities
involving the creation, storage manipulation anchownication of information together with their rield
methods of management and application. Therefdrendy be seen as a broadly based technology
needed to support information systems.

According to the constitution of Kenya there exisi® levels of government namely the national
government and the county governments. In the ioschedule of the Kenyan constitution there exists
distribution of functions between the national goweent and the county governments. Part one of the
article contains the functions of the national gaveent. Part two of the article contains the fumusi of

the county governments, which are fourteen in numbevolution is realized when all the fourteen
functions are devolved from the national governnamt are subsequently implemented in the best ways
possible; this will have a positive change on penance of small enterprises in Nairobi City County.
Most fundamentally is that twelve out of the foerefunctions are entrenched in the advancement of
technology, if devolution in the counties is implemted entirely; this will definitely have a poséieffect

on performance of small enterprises in Nairobi Cityunty.

Operational framework
The purpose of the study was to investigate thecefif technology on performance of small entegwis
in Nairobi City County, Kenya.

Operational framework

Independent variable Dependent variable
Source (Author, 2015)

METHODOLOGY
This refers to the structure, scheme, plan or maitthat the researcher used to collect informditiom
the respondents. A descriptive research designused for this study in order to describe key vdeisb
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associated with the issue at hand. The researchertedlldata from a population so as to determine the
effect of technology on performance of small enterprises irobieCity County.

The targeted population is fundamentally small enterprisédairobi City County. The research study
comprehensively investigated the effect of technology on pediece of small enterprises in Nairobi
City County, Kenya. The target population was fifty thousandl|semgéerprises located in Nairobi City
County. There are seventeen sub counties located in theamt,. In this study, entrepreneurs of both
genders and all ages were targeted. Entrepreneurs of gaedk barvice intensive and hybrid (goods and
services) enterprises were targeted. The researchadsto work with formal enterprises.

Population frame

Population Category Population size Percentage
Goods based enterprises 400( ]

Service intensive enterprises 950( 19

Hybrid (goods and services) enterprises 3650( 73

Total 50000 100

(Source Author 2015)

The scope of the study focused on devolution and small entecprise research study comprehensively
investigated the effect of technology on performance oflsm#rprises in Nairobi City County, Kenya.
The researcher worked closely with small businesseslb@athe 17 sub counties located in Nairobi
City County.

This is the process by which a relatively small number of iddais or objects or events are selected and
analyzed, in order to find out something about the population fromhwhiy were selected. Out of
many sampling methods, stratified random sampling will be usealibe the population was divided into
a more relevant strata and random sampling was going to be tiawrthe strata. The formula (sample
size calculation by Creative Research Systems, 1982) appligdt a sample from the fifty thousand
enterprises has a confidence level of 95%, a confidencevahter 9 and with a target population of
50,000; this gives the researcher a value of 118. Thus 11&wargi( of error) = 120.

Population Category Sample size Percentage
Goods based enterprises 10 8
(Offers goods to the market)
Service intensive enterprises 23 19
(Offers services to the market)
Hybrid (goods and services) enterprises 87 73
(Offers goods and services to the market)
Total 120 100
(Source: Author 2015)
8
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RESULTS AND DISCUSSION

Results

This chapter presents analysis and findings of the study asusat the research methodology. The
results are presented on the effect of technology on perfornmadnemall enterprises in Kenya. The
primary data was gathered exclusively from a question@aait@ research instrument. The questionnaire
was designed in line with the objectives of the study. To enhauakty of data obtained, Likert type
questions were included whereby respondents indicated the extghictothe variables were practiced
in a five point Likert scale.

Descriptive Statistics

Descriptive statistics on the variable of technology

The “X; variable is an independent variable; this is the variabtechnology.

Descriptive statistics on the variable of technology

Technology (%)

N Minimum Maximum Mean Std. Deviation
Extend to which Portal 107 2.00 5.00 4.2804 .89858
services have contributed to
performance of small
enterprises in Nairobi City
County (NCC)
Extend to which Internet 107 1.00 5.00 4.2991 .79164

access have contributed to

performance of small

enterprises in NCC

Extend to which Mobile 106 2.00 5.00 4.3774 .82176
apps have contributed to

performance of small

enterprises in NCC

Extend to which 107 1.00 5.00 4.2336 .98651
E-payments have

contributed to performance

of small enterprises in NCC

Valid N (listwise) 106

This table shows the descriptive statistics on ¥yevariable; this is the variable of technology. The idea
here was to ascertain the extent to which the said parametetributed to performance of small
enterprises in Nairobi City County. According to the study findiadjsthe respondents agreed with all
the items asked for technology. Mean >3.4.
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Discussion

The study established that technology programs by Nairobi City Ctane improved performance of
small enterprises in the county as it has improved productieffgring training of customer and
acquisition of skills and employment of more staff affecting growth of small enterprises. From the
findings, technology has improved business assets and perforrmahatraction of more customers.

The study revealed thaechnology programs contributed to increase in the performancamali
enterprises in Nairobi City County. Increase in mobile appbas, e-payments, internet access and portal
services contributed has led to increase in product qualityease sale turnover, increased profitability
of the small enterprises, and thus led to an increase in lgrénformation technological programmes
improve payment services through network management, computdramgubstics, data control, pricing
systems and customer management information systems. THg stvealed that devolution of
technology programs had a significance positive influenceatas surnover, profitability and growth of
small enterprises in Nairobi City County.

The study concluded that devolution t#chnological programs contributed to an increase in the
performance of small enterprises in Nairobi City County asease in mobile applications, e-payments,
internet access and portal services contributed has led reaggcin product quality. Increased sales
turnover increased the profitability of small enterprisesladdo an increase in growth. There existed a
significant positive relationship between devolution of technolbgioagrams and sales turnover thus
profitability and growth of small enterprises in Nairobi G@gunty.

The study concluded that devolution t#chnological programs contributed to an increase in the
performance of small enterprises in Nairobi City County asimnmnease in mobile applications,
e-payments, internet access and portal services contrileatéd &n increase in product quality. Increased
sales turnover increased the profitability of the small engars and thus an increase in growth. There
existed a significant positive relationship between dewwiutdf technological programs and sales
turnover, profitability and growth of the small enterpriseBlairobi City County.
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Abstract

Improving the terms of trade, tends to increasevibBare of the country, its domestic demand aredghices of non-traded
goods, with real appreciation of the domestic awye(effect of welfare). Growth prospects are wegkkon global level,
giving that it is 2.4% for 2016. Global growth isojected to be 3.0 percent by 2018 due to thelstation of the commaodity
prices and the possibility for more exports on egimgy markets and developing countries. Also, themes low commodity
prices - low oil prices on the global market. Stemal reforms could boost global growth besidesigéing divergences. This
is the reason why global trends require forecastsresk assessment. The most risk indicators umeed few aspects. For
example, it's very important to follow the pricesemuity as the prices of oil as term spreads, Emvecasts and analysis of
risk distribution have essential meaning for gloppadwth. This paper has the aim to recognize tpassof warming and the
opportunity prospects. This is the first step farating good and productive strategies on globaketdy policymakers. It is
very important to understand the macroeconomicutisnfor financial stability and sustainable deyehent in this time of

changes.
Key words financial strategy, economy, growth, global markietvelopment.

1. Introduction

The term successful economy means prosper in the industryisTthis reason to think that companies
should be prepared for volatility which is characteristic foesging markets, especially this year - 2016.
According this, 2015 ended with the beginning of a tightening mgnptdicy of US (Frankel, 2015).

12
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

What are the forecasts for industries in 2016? The foreasstncouraging on global level, meaning that
the global GDP will grow by 3.4% in real terms. More detaports show that this is real for US - having
prospect for rise of interest rates, but fantasy for emergagtets. So, on one side there are risen US rate
and depressed oil prices. These are factors that causéityotaRussia and Brazil (these BRIC countries
are flagging). If we compared these two countries witin&hthe second one is better, with lasting
slowdown affecting demand for everything.

As was written above, 2015 and 2016 are specific for regulagitening (Evenett and Fritz, 2015). For
example, EU forces insurer to bolster their solvency, whiieope and US will report on banking stress
tests.

The part where regulators are using their powers is environhprotaction—particularly following the
climate change deal. In energy sector there is a rangeeabures, enabling companies to raise their
energy efficiency.

2. Recent development image: does global economy offer opportueisi?

The companies in financial technology intend to run rings aroundisimes in their sector. The interest
began from rising interest rates in US. Apart from tbis,emerging markets there are vital companies
with strong positions, which are able to compete on global. |[&hese companies require collection and
data analyzing which refer to the consumers, their attiundetheir worries, for example energy bills. So,
encouraging pan-industry will enhance more environmental use of anetg$6.

As is mentioned above, this year is year of risen intawst in US, low oil prices and economic
slowdown in China. In other words, global GDP will speed up to Z6ftarket exchange rates and 3.4%
at PPP.

Advanced OECD economies will remain on a steady courseOB@D economies will expand by 2% in
PPP. Further, in 2016 are recognized low energy prices. Ug§nmil up by 2.4% due to the strong labor
markets. China is facing with structural changes, andatezdsting reports show expanding by 6.5% in
2016, as services outpace industrial output and investment atzeloane interesting for non-OECD
countries, is their growth of 4.5% in PPP conditions in 2016, as éh@@ying in liberal exchange rate
regimes, too.
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Figure 1. Regional dinamics:real GDP growth (%; rkaet exchange rates)
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In 2016, consumers and retail sales may be vulietakthe crises of confidence, meaning that afot
problems which they faced in 2015 will be move@i@016. On global level, the projections are grawin
of sales volumes by 2.7% this year. The retailssatdumes by region are shown in Figure 2 and Eigur
3.

The next figure shows the best and worst performers

Figure 2: The world is flat: retail sales volumeg fegion (% change)
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Figure 3:Best and worst performers: retail saleswoe in 2016 (% change)
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On a global level, 2015 was year of cheaper enwigly lower fuel prices and fast growth in use of
renewable energy. This trend continues in 2016 vetiter decline in the carbon intensity of the glob
economy and faster growth in the deployment of nexide.

Since oil prices began to fall in 2014, the demandthe global oil market is resurgent and supply is
robust (Forbes, 2014). In the short term, therélv@lno return on the oil prices to their recemghisi Oil
production is contracting in US for 2016, with adcast that it will be average of US$53/b. Thishewn

in the Figure 4.

Figure 4: Qil prices (US$/barel)
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Source: IMF.
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3. Signs of hope in financial services

Financial services showed signs of hope in 2016 gfbal level, the first good sign are the people i
finance that stopped to talk about the financiaisr It is known that the bad period in the indyst
started in 2008. This was challenge to think marenew developments, technological innovations and
economic recovery in advanced countries.

It's good to underline the positive activities i815. The first one, is the rise of financial teclogy or
FinTech. The FinTech companies use straightforwaobile applications and excellent customer services
The second promising development is the fast gnalifon of bank usage in emerging markets. By
bringing money out from underneath the mattressiatadthe financial system, will bolster the revesu

of firms offering remittances, savings and lendiaggd eventually those with sophisticated produkes |
insurance policies and brokerage accounts. Manypeoms make profits on emerging market customers
which include new business models and lean teehnfades.

Figure 5: Banking — people account at financialtingions (%6).
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The third positive trend in 2016, is the new fothat drives the sector forward stems from a growing
realisation where workers will save more at theesmge of current consumption—a trend that will boost
the financial sector, given its key role in gathgrand allocating savings.

4. The situation in advanced economies in 2016

The advanced economies will continue with the gahdecovery of the stronger markets in US, UK, and
northern Europe boosting financial firms’ incomatetents. The situation is tougher for financiahf

in Japan as for Southern and Eastern Europe, tagf) 2016). As it was mention at the beginnitg, t
interest rates are gradually rising by the Cenbaabks in US and UK. Also, the 2016 is year when
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insurers and investment funds are felt.

Figure 6: Europe bank loans to GDP (%)
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Continental Europe has steady rise of stock volantebond offerings. This suggests that there ispe h

for important shift as the fact that sustained fialcredit to European economies would undermirge th
business investment and household consumptionofffex two trends will be visible among banks from
advanced economies. First, the network banks witjtohal footprint will keep abandoning far-flung
parts of their realms. Second, the banks will flaokthe stable businesses of asset management and
private banking, and away from volatile activitirsnvestment banking and trading.

5. Emerging markets in 2016

Emerging economies that are dependent on commediie especially vulnerable in the present
downturn. One reason for this could be the bardgesri Financial firms in big emerging markets temd t
be well-fortified, with long experience of finantistorms. In 2016 emerging world financial systems
became more market oriented. Financial systems tlzaeges by new developments meaning adaptation
of these.

From the beginning of 2016, lenders designatedsystemically important banks will start with burid

of supplementary capital buffers. These are importan global level and offer much more in looking
forward to financiers. The reports showed resutisfstress tests for EU and US — grueling exeffcise
bank boards and bank offices. Thus, many firmsfaceng with tough challenges in complying with
regulations. The prospects are brighter for theréubf the financial industry.

2016 is year of currency fluctuation. The ongoihgrg in commodity prices since mid-2014 has been a
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powerful force weakening many currencies. For example, exaiggsly and shrinking demand from
China have decreased the value of exports from AustrabajlBind Canada, among others, causing their
currencies to wither further. Even China, which has long héidnagrip on its own currency controls,
has taken repeated steps to devalue the Renminbi in tHelasbnths. Also in Argentina, price inflation
has done much to offset the cost-of-living decline caused bynoyrieeakness over the last few years.

6. The crisis in Europe

The crisis in Europe is seen through the failure of theorggiinstitutions in providing effective
governance and leadership. The early stages of the rediwstitutional crisis were characterised by
challenges to the survival of the single currency. Regionatymoakers have yet to reach consensus
about what types of action should be implemented at suprandgereilwhile divisions are ever starker
depending of the type of policies which should be pursued. Howevegp&uwould find itself
particularly stretched if several of these crises weystallise at once.

7. Europe and the Central Banks

In the most countries in Europe, monetary policy is exceptiomaitymmodative. Having behind the
curve with its crisis response, the European Central BEGIB) has steadily become bolder and more
creative in its policymaking. In the UK, the initial megary response to the financial crisis was much
more decisive than in the euro zone, and the economic rgcawaer much more robust. However, we
have been cautioning for many years that the UK economy’s unagrlyinerabilities would hamper the
process of normalisation, and this is precisely what has happarsghificant slowdown in economic
activity is under way—exacerbated by nervousness ahead ofBtexit” referendum on June
23rd—leading the Bank of England (BoE, the UK’s central bank) to aalapbre decisively dovish
stance. Inflationary pressures are extremely subduee@ giréisent, although they will build by 2018-19.
Our forecast of a short-lived US downturn in 2019 leads to prajbetre BoE will delay policy
tightening until mid-2020. Meanwhile, the government’s plannedaffisargets have so far been
unbending in the face of downward revisions to official growtledasts. Far from allowing, the process
of fiscal consolidation to decelerate, the government isiiegdn sharper than expected adjustments to
meet its target of a budget surplus in 2020 (IMF, 2016b).

Because of the ECB policy, a key challenge facing re¢wentral banks in Western and Central Europe
has been the strength of their countries’ currencies agamsuro. This has been a concern due to the
impact on export competitiveness (by extension, GDP growth), asveing pressure on import prices.
The second is an issue in the context of generally weak tiordesnand-pull inflationary pressure and
collapsing commodity prices. The policy response from other ¢dranks to the ECB’s stance has been
varied but proactive. A number, including Switzerland and Dennterke opted for a combination of
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negative interest rates and direct intervention in the forexghange markets to manage the impact of
upward pressure on their domestic currencies. In the Czech Repblel central bank has resisted
negative interest rates, instead relying on intervention tendean exchange-rate ceiling. For those
Central and Eastern European countries with currenciesgpeg managed against the euro (Western
Balkans), volatility risks have moved in line with expdictas of tightening by the Federal Reserve (EC,
2016). However, we do not see significant risks to the currboneyds in Bosnia and Hercegovina or
Bulgaria, or to the peg in Macedonia. Croatia is moreaufrecern, especially in light of recent legislation
in forcing banks to convert the Swiss franc-denominated ltaesiros. At present, our forecast is for
gradually managed weakening the kuna against the euro, ttzdinest dramatic sell-off.

A number of central banks in the region, including those in Ppldadgary, Turkey and Russia, had to
grapple with currency depreciation in 2015 and early 2016. Poland amghky are still struggling with
deflation and have eased monetary policy in recent yeaiigirkey, monetary policy remains an area of
contention owing to political pressure on the Central Bank filmenpresident, Recep Tayyip Erdogan,
and his supporters for lower interest rates to boost economichgriowiRussia, inflation averaged 15.5%
in 2015 as the sharp depreciation of the rouble fed through to irppods. Inflationary pressures
weakened substantially in the first quarter of 2016, and ssirlegythe Russian Central Bank (RCB)
suggest that inflation expectations have fallen signifigafitlF, 2016a). The RCB is under significant
pressure from some policymakers and producers in loosing mormaécy, but the bank’s senior
management appears to have the support of the presidential aidamisin its efforts to control the
inflation. The policy rates are reaching around 9% by theoétite year and expect further reductions in
2017 as inflation falls. In the event of a significant rise@ammodity prices, the RCB is likely to buy
foreign currency to build up reserves, limiting the appreciasidhe currency.

8. Conclusion

According this research and the volatility which stadadhe beginning of 2016, conditions on financial
markets are improved. Supportive from this, capital flowgrteerging countries remain vulnerable to
sudden changes coming from the investors. Also, the prices aghadites and oil fell in 2016. The
prospects for trade on global level are downgraded for 2016 and BBik7is reflection from mixed
structure of cyclical and structural factors.

The fact is that financial market has been turbulent. Bhi®incern for the global economic prospects as
for credit risks, too. Starting from energy companies, tl@sethe most leveraged, driven by strong
demand growth and high oil prices (IMF 2015a).

The analysis showed that, not only managers of small conspahig also managers of
non-internationalized companies and diversified companies are nmoimed to believe that
internationalization encourages the use of debt. One possgfiination is that managers of small firms
find that diversification requires a significant investmerdt tkannot be provided through internal
financing and it is necessary to arrange additional borrowingth purpose. The view for
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internationalization that managers of diversified firmsehaway be influenced by their experience of
additional borrowing to extend product scope (i.e., diversificatitegding them to conclude that
additional borrowing is also necessary when it comes to @rtggdographical scope (Bordo et al.,2009).
These strategies are formula used by companies due tol#igity and uncertain future on global level,
especially for emerging markets in 2016.

The global trends require forecasts and risk assessmentdsteisk indicators underline a few aspects.
For example, it is very important to follow the prices of gguhe prices of oil as term spreads, too.
Analyzing the risk distribution as forecasting too, haverggdeneaning for global growth.
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Abstract:

The field of human resource management (HRM) is$ @sthblished in the more developed countries®fiB

and the UK and significant studies have been uaklent on the subject related to large organizatiotisose

countries. The purpose of this paper is to outliestrategic HR practices employed by a smallgasibnal
services firm located in a developing country ia @aribbean. The insights gleaned from the papeseee as
a guide to similar firms in small countries. Thatjeal articles which addressed the field of HRM &tichtegic
HRM were examined to identify the critical thembattemerged from the literature that impact HR {icas

with special reference to professional servicaadirThis paper represents an original study irctmext of a
professional services firm operating in a smalledeping country and contributes to filling the gapthe

literature in this area of research.

Keywords:
Human resource management; Strategic HRM practit®d] in professional services firms; Frameworks for

HRM; Performance management.

INTRODUCTION

The management of people in organizations wasrifetred to over 50 years ago as personnel mareagem
viewed as recruiting, organizing, and motivating ttuman resources required by an enterprise (Exaths

Mohammed, 2017). The authors indicated that otherctfons such as training, industrial relations,
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compensation, job design and manpower planning agded in the 1970s. In the 1980s, the concepRMH
was adopted in the US and became the most useldwhlmh, in the current business environment, imesl
attracting, developing, and maintaining a workfo& ans and Mohammed, 2017). More recently, the
concept of strategic HRM emerged which highlighte tink between an organization’s workforce and its
strategic plans, and covers all the manageriaktashployed in developing and retaining qualifiedrkeos

and creating organizational effectiveness (Armsgir@906; Anthony et al., 2010)

This paper explores the field of HRM and stratégRRM as they apply to the management of a profeasion
services firm (PSF) operating in a small develogingntry. In particular, the key strategic HRM ftinos
relevant to such a company are identified fromliteeature and elaborated in the discussion. Teearch on
HRM is expanding in scope witnessed by the grovifmgrest in strategic HRM which is viewed as a stibs
of HRM (Rosdi & Kok-Wai, 2010). This paper focusasstrategic HRM in PSFs which topic was not widely
researched, but was explored in the German JoofndRM which studied the issue of the conflict et
perception of the role of the HR specialist in &FBévort, 2015), and constructed a framework ésearch
and practice in PSFs (Kaiser et al., 2015). Thesggriield of HRM research is well covered in titerature
but mainly focused on established firms in the nfacturing and related sectors in developed countrie
Published research on HRM in the Caribbean is sparsd the search of the literature uncovered ticiear
that addressed the issue of HRM reform in the pud@ivices of Jamaica and Trinidad and Tobago (B},

not PSFs operating in the private sector (Bisse268r1).

While research on PSFs is relatively scarce, rekean such firms in small developing countries liacest
non-existent. This study serves to partially fiht gap and provides an incentive for further nesean HRM
practices. The study is significant for young firnpsirticularly those operating in the professiosetvices
consulting sector, HR practitioners, students ofMjRand managers of corporations and small firms in
developing countries. The article contributes ® dgleneral field of HRM and strategic HRM with atmadar
focus on the challenges of small service firms @vedoping countries and has implications for theppr
management of such firms. The argument is thaadogption of appropriate strategic HRM practicesimall
PSFs in developing regions is critical to theirgdaerm survival. No such study exists for the Claein,

therefore the paper makes a significant contrilutiothe body of knowledge in the field. The seageof the
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article is structured as follows: an overview o€ trelevant literature; theoretical approach ancaesh
methodology; case of a developing country PSF;udision of strategic HRM practices; and conclusims

implications.

RELEVANT LITERATURE

A review of the HRM literature relating to HR praets and organizational performance was undertalgen
Hussain and Ahmad (2012) utilizing the leading jmls that addressed the topics of: training and
organizational outcomes; business strategies, negiaagtyles, and organizational culture as modesadf
HRM; HRM research standardization; HRM practices €eveloping competencies and organizational
knowledge; and the linking of project assignmemtscareer development. The significant findings rod t
review were that: employee goals should be alignéti corporate goals; reward programs should be
performance driven; learning and development shtaulget performance gaps; the skills and competsrai

top performers should guide retention and succesglanning; gaps occur because of a focus on HRM
policies and practices de-emphasizing the strategyation process; HRM effectiveness is subjecthi®
organizational culture which depends on a decem&dl and expertise-oriented management style; and
strategic HRM is a core competency. A subsequertysof HR research published from 2001 to 2013,
revealed that the research on HRM emphasized thenadnt of HRM practices such as compensation and

rewards, talent management, and people manageysens with organizational strategies (Arora, 2016)

The definitions of HRM and strategic HRM are debaie the literature and it is left to authors tgpbp
definitions most appropriate to their study contémtthis regard, Prowse and Prowse (2010), ciStayey,
suggested an appropriate definition of HRM as: “ldammesource management is a distinctive approach to
employment management which seeks to achieve caimpetdvantage through the strategic deploymeiat of
highly committed and capable workforce, using atedgrated array of cultural, structural and persbnne
techniques” (p. 146). Following upon this definitjcstrategic HRM is viewed as an evolutionary stigm

the practice of HRM and is concerned with the irdéign of strategic planning into HRM. The prefefre
definition of strategic HRM adopted for this paptates: strategic human resource management ipétern

of planned human resource deployment and activitiended to enable an organization to achievgdgds”
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(Wright & McMahan, 1992, p. 298). The relevancelo$ definition stems from efforts to link and cdorate
various HRM practices with the strategic organimai management processes. Despite the effort of
researchers to distinguish between HRM and statéBiM, it is evident that the main difference is tk to

organizational strategies and goals.

It is generally accepted in the literature that HR¥resented a radical departure from the way iichwthe
management of people in organizations was viewed w&as linked to productivity improvement and
increased employee commitment. However, differ@pr@aches were adopted reflected in the formulagfon
three models: the Harvard model; the Michigan modetl the UK model (Prowse & Prowse, 2010).These
authors, in citing the research on these modefdaged that the Harvard model emphasized commtiaita
teamwork, and talent utilization which was consiten soft approach; the Michigan model introduded t
concept of strategic HRM; and the UK model includedsiderations of strategic integration, flexitjliand
commitment as vital to organizational effectivenesgain the distinction among the models is thatre¢

emphasis on the strategic approach to HRM.

With the development of models of HRM, the issueH&M planning was viewed as requiring a coherent
framework because such planning was increasingtprbeng an integral component of the overall striateg
corporate planning effort (DeCenzo & Robbins, 20@9sed on an analysis by Lepak and Gowan (2010), a
framework can be formulated which recognizes timel&umentals of HRM planning as involving three aias
focus: HRM challenges; primary HRM activities; aathployee contributions. HRM challenges comprise
organizational demands, environmental influencesd, r@gulatory issues. The organization demandsidecl
strategy, company characteristics, organizationfilie, and employee concerns. Environmental inites
include labor force trends, globalization, techggloand ethics and social responsibility. Reguiatoatters
cover governmental legislation that protects thyhts of individuals and the company with regardthe
employment process. At the level of HRM practidesppak and Gowan (2010) described HRM planning as
involving: work design and workforce planning; mgimg employee competencies which cover issues asich
recruitment, selection and training; and managimgleyee attitudes and behaviors of which the keyds

are performance management and compensation agtives.
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The literature on HRM identified a wide range ofuss and HR practices but a coherent framework was
lacking. Based on the strategic HRM practices Itégtifrom the literature, this study integrated teévant
practices into the PSF framework that was usedgtaight the case of Project Development Consul{irBC)
a PSF based in Trinidad and Tobago (TT). The rebganoblem seeks to identify the most critical HRuies
that are relevant to the development of a youngking firm in a developing country and the fasttinat
impact its plans for expansion. Particular emphesis placed on strategic HRM practices which, alingr
to researchers and practitioners, link corporatdesyy and HRM while integrating HR with businessgiety,

and the environment (Nikoloski, 2016).

THEORETICAL APPROACH AND RESEARCH METHODOLOGY

Several theoretical models were identified as apple to strategic HR practices including: the béiral
perspective which focused on the interrelationskpsng strategy, HR practices, and HR behaviorh wit
employee behavior as the mediator between stratedyirm performance; cybernetic and agency/traimac
cost models which examined the pertinent linkshylie cybernetic model stressing the need for ¢oatidn
across the menu of HRM practices and cost theoljevdonsidering the environmental and human factors
that contribute to limiting transaction costs; n@se dependence and institutional theory whichistuthe
effects of political and institutional factors orRhpractices; and the resource-based view of the thiat was
mainly concerned with the relationships among sggtHR practices, and the HR capital pool (Wight &

McMahan, 1992).

These theories were extended to include: profitimang and competition-based theory which considbe
organization’s external market environment as tatemhninant in securing competitive advantage; satvi
theory which argued that organizations must adajtstcompetitive environment for survival; contmgy
theory which stated that organizations operateyimathic environments which require the applicatidn o
unique managerial strategies; and human resousmdbtheory which argued that a firm's competitive
advantage derives from the available skills anélle¥ efficiency of its workforce (Cheu, 2009; Obmet al.,

2012).
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The early researchers in the field of HR argued the literature on HRM lacked a theoretical grangd
which made it difficult to distinguish between HRid the more recent concept of strategic HRM whiak
derived from concern with the strategic manageméntganizations. Hence, the definition of strategRM
adopted from Wight and McMahan (1992), and previpaged, was considered as most appropriate begcaus
its applied nature facilitated greater understagdifi the impacts of HR practices on the operatiohs
organizations. Because the subject of this papea BSF whose main resource is the expertise of its
professionals, the resource-based view provideghberetical underpinning for the article becauget
emergence from organizational economics and sicategnagement (Wright & McMahan, 1992), and its
emphasis on implementing competitive measures amttitg strategic capability for the long-term

sustainability of the firm (Boxall, 1996).

The research methodology adopted for this studglied: identification and collection or relevanttalan
HRM and strategic HRM from leading journals sourdemin the main full-text aggregator databases of
ABI/INFORM ProQuest and EBSCOhost, and eight mggadiary-level texts by reputable HRM authors. The
relevant articles were downloaded to category filed reviewed for the main themes that impactdp&t with
special reference to PSFs. The themes generatedtifiie process were examined in greater detailkayd
issues applicable to a PSF operating in a smakldping country were selected for the content & $iudy.
The content and subsequent discussion was alsoriatbby the author’s significant business expegeoic
more than 30 years as an executive in the pubtipamate sectors with responsibility for executieeruitment

with the last 12 years spent as the managing diretthe PSF used as this case study.

CASE OF A DEVELOPING COUNTRY PSF

This paper presented the case of Project Develop@mmsulting Company (PDC) a PSF started in 2001 to
provide project development consulting servicethendisciplines of project; urban and regional,
transportation; and socioeconomic and small busipisning to the private and public sectors iniiith
prospects of entering the wider Caribbean regitve. Jompany is owned by three professionals whose
expertise span the range of the core disciplinestified. The strategic vision of PDC was the doabf a

sustainable consulting practice offering distinetproject development planning services to thel lacd
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wider Caribbean markets. The objectives to attaigision were to consolidate the existing firpigctice to

ensure survival and to develop a strategic HRM pkathe base for the future expansion of the firm.

PDC'’s organization chart was relatively flat wilietthree principals comprising the board of dires;tand
also occupying the lead positions in the techracehs in which the organization’s services areessa! Kubr
(2002) found that some consulting firms deliberatgdted for a limited size justified by a combimatiof
human and managerial factors including the desiredintain a coherent top professional team where
individuals can interact with each other, and gofgnmanagement structure. However, size can bastraint
for smaller firms when opportunities fully withihgir capabilities cannot be seized because ofitleeo$ the
contract. PDC outputs are intellectual propertydpiais, and the organization’s four critical valiio
components which constituted its business modepcised data gathering and analysis, project scoguitay

planning, generation of strategic options, and @ragon of a project development plan.

The organizational structure of PDC was designetibily to maintain a small permanent core with the
flexibility of incorporating other persons, depemglion the nature and scale of particular projdotsrder to
overcome the constraints of small scale, the firstaldished an effective network of alliances with
independent architectural, engineering, environalengeographical information systems, landscape
architecture, and land surveying consultants teigeoall of the professional and technical serviasired

for executing large development planning proje@tse company reached the stage where it embarked on

expansion of its services and its geographicallreahbich required a much larger organization.

Critical to PDCs growth is the ability to leveraitgcore competencies which Hitt et al. (2009) désd as
“the capabilities that serve as a source of cortipetadvantage for a firm over its rivals” (p. 8PDCs core
competencies are its intellectual, reputationall, @aiganizational resources which, in the latter tases, are
valuable, rare, hard-to-copy, and non-substitutbbtdts technological resources need to be enldance

probably through greater utilization of electron@nmerce.

A SWOT analysis was prepared for PDC identifyingmsgths and weaknesses and opportunities and ghreat

based on an examination of these issues as delgil€dompson et al., (2007). The HRM plan is bazethe
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five main opportunities identified as: serving dutfial customer groups and market segments; expaialio
new geographic markets; entering into new allianaed joint-ventures; increasing customer demand for
planning services; and developing e-commerce chijyalim order to seize these opportunities, thenpany
expanded its services, faced with the threat ofpmiition from foreign rivals, as evidenced by thre of
Canadian and British planning firms into the TT ketir PDC’s competitive strategy focused on itsidlisive
competence, lower fee scale, and new growth strateich involves the creation of a networked

organization based on strategic alliances.

DISCUSSION OF STRATEGIC HRM PRACTICES

The strategic issues discussed in this section Wwased on the practices gleaned from the literature
strategic HRM and extrapolated from the author'pesience managing a range of organizations in a
developing country context. The discussion thatofs is informed by the framework devised for
understanding the characteristics and challengesdfdy PSFs. The key characteristics of PSFs were
identified as knowledge intensity, a professioredizvorkforce, and a professional partnership (Kaéseal.,
2015). PSFs rely heavily on its knowledge base thatised for generating creative, innovative, and
customized client solutions, which derive from thigh levels of expertise of its professionals. Thain
challenge faced by PSF in this context is recrgiind retaining such knowledge workers. Professosua
defined by their need for work autonomy while cargymultiple commitments, thus creating a manageémen
challenge linked to the characterization of prafessls as unmanageable (Kaiser et al., 2015) (Bid)r
PSFs are normally owned by a founding team of pastavho manage the organization, but increasintjigro
forms of organizational ownership such as compaaiesformed. In such an ownership structure, thin ma
challenges relate to partner selection, careerthrawd development, and partner compensation (Katsa.,
2015) which are consistent with the challenges enteved by the PDC and the adoption of the thezaleti

position of the resource based view of the firm.

Based on the research undertaken for this papekeih strategic HRM practices selected as mosicatyié
to the case of the PDC comprise: recruitment atetten; performance management; performance aggirai

compensation and benefits; training, development work life balance; and team performance and
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effectiveness. These strategic practices are densiwith the work of Khan et al. (2013) who idéietl a
comprehensive list of 21 HR practices of which lacése bundle of practices are discussed in tajgep This
paper adopts the argument that the successful mamag of human resources involves the professional
development of managers through a process of nigand motivation (Nikoloski, 2016) which is refled in

the PSF framework of key characteristics and chg#ls, and HR system and outcomes (Kaiser et d15)20

Defining HRM Challenges in
Characteristics of Practice and Research
PSF —| Recruitment & retention
of knowledge workers | | HR HR Outcomes
Knowledge intensity Systems & Long Term

| Managing professionals

Professional

workforce Partner selection

Figure 1: HRMFramework for PSF

Source: Adapted from “Human Resource ManagemeRtafessional Services Firms: Learning from a framwfor research

and practice”, by Kaiser et al., 2015, German JaluphResearch in Human Resource Management, ZB{2)01, p.88.

Recruitment and Selection

Increasingly, firms adopt a formal recruitment adiection process in an attempt to choose the fiiekir
the organization. The selection process compriggd steps constituting a comprehensive approagtiali
screening; completing application form; testingemiews; background examination; conditional jdfeiQ
medical examination; and culminating with a jobeoffDeCenzo & Robbins, 2007). In its expansionghru
PDC adopted the comprehensive approach to recmiittoe most staff, but particularly non-managestff.
In so doing, the company will avoid the common gligf of selection which Scholfield (2006) listed ast
understanding the need; inadequate preparationputtihg candidates at ease; impressed by initiglaict;
talking too much; duplicating application form; a®k closed questions; using gimmicks, tricks arespure;
personal prejudice; inappropriate use of testdyraito check claims; and poor follow up. The réonent

strategy for management staff will include: a systef referrals; assessment of person-job and
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person-organization fit; and a direct observatigpraach to candidate assessment. Regarding raferral
Yakubovich and Lup (2006) emphasized that recruitrigan inherently social process and “relyinguamkers’
social networks, employers economize on hiringsaat share these savings with the very same vairiger

710).

In terms of interview strategy, the general practicthat interviews should follow a structuredqass which
means that each applicant is asked the same queatid scored with a consistent rating system.rSmeiieved
that this could be achieved by asking behaviorakta(past behavior, judgment, and initiative) ad a®
situation-based questions (judgment, ability, kremlgle) and suggested that to retain employees thk wo
environment was the most critical factor. In terofsmetrics, Carroll (2006) evaluated three kinds of
assessments: self-report, 360 degree feedbackamlidate observation. Carroll found that an assessthat
observed the candidate directly was the most itigiaf actual performance potential and recommdrate
approach which permitted the identification of mi valuing systems and their influence on peilocept

decisions, and actions.

Recruitment and selection of professionals is lihke the concept of talent management that conptize
dimensions of attracting, sourcing, recruiting, amdaining; deploying and transitioning; growingdan
developing; managing performance; and rewardirentatl professionals (van Zyl et al., 2017). Thisrapch
to talent management arose from a need “to alignistegrate people management practices with tbbdee
organization in order to achieve strategic execusind operational excellence” (van Zyl et al., 204.71). In
well-established firms, selection of professionalffsis based on the practice of posting or adseg a job
internally, and slotting where a preferred candidat identified and placed in the position. Orgatianal
research showed that candidates selected througiimgalemonstrated good initial performance, wess |

likely to leave the organization, and more likedygiain promotion (Keller, 2017).

Performance Management and Organization Effectiverss

Performance management (PM) entered into the mearst of organizational management thinking, and

Loucks (2007) believed that PM involved much mdrant appraisals because organizations integratatbdel
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functions such as compensation, succession planaimfjgoal management into the PM process. Loweds s
this as a holistic approach which enables HR psidesis to focus on the important issues of maratilent

and supporting strategic goals. PDC adopted a #temg performance-based management system that
involved a process of: awareness where organiztieveloped performance measures and promoted
understanding through appreciation of the orgaium&t culture; development which is the data and
organizational infrastructure building stage gearedsupporting ongoing performance measurement; and
integration where metrics drive improvement effortsack organizations’ performance and utilize

performance-based decision making models (Altma&@D6) (Table 1).

Table 1: Performance-based Management Stages

Awareness Development Integration

Organizations recognize the  Organizations begin to Organizations rely on metrics to
importance of developing ==» build data and ===  drive improvement efforts and

performance measures, and  organizational track organization’s performance.

promote understanding linked infrastructure to support

to the organizational culture.  ongoing performance Utilize performance-based
measurement. decision making models.

Source: “Moving to performance-based ManagementCh&ltmayer, 2006 Jun&overnment Finance Reviep.12.

The question arose, however, of what makes PM wdrkh was attributed to: competence of managers at
coaching, goal setting, development planning, gpdasal; a mindset that views PM as a tool toarasults,
and support broader organization goals and straggggution; and reinforcement through periodic f@rm
progress reviews which is the defining characterisf the best PM systems (Anonymous, 2009). The
conclusion, therefore, is that an effective PM esis critical to achieving the strategic goals &utllling

the needs of organizations. Performance managemeélirectly linked to organizational effectivenaskich
depends on managerial competencies. Organizatieifettiveness is viewed as the effectiveness of an
organization in achieving its goals at an orgatoratevel, while managerial competencies include kiey
knowledge, skills, attitudes, motivation and peedocharacteristics required to successfully perfarrmask

(Rangriz & Soltanieh, 2015).
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Team Performance, Leadership, and Effectiveness

PM and organizational effectiveness was built @miwork and leadership as indispensable features of
successful PM. Three main factors are consideregsential to successful team performance including
adequate knowledge and skills, sufficient motivatmd effort, and coordination of activities and
communication (Thompson, 2008). It was suggestatigbrformance was dependent on the extent to which
certain critical skills are displayed by team merskmich as: conflict resolution; collaborative peot

solving; communication; goal setting and perfornrean@anagement; and planning and task coordination
(Thompson, 2008). These are the team skills thas wecepted by PDC as indispensable to effectara te
performance and required to be implemented.

Further, if team effectiveness was to be securedd deaders were required to determine their nhstyke,
learn how their style choice persuades others bhave and consider whether adjusting their leadeslyle
can achieve a better organization (Joyner, 200@).I1@adership practices viewed as appropriatdPtBrain the
field of project consulting were identified as:meirce honesty because honesty impacts integrékggate
challenging assignments to the team; become a mentmach; accept learning as a foundation fosqeal
and organizational growth; publicize success widdsoughout the industry; recognize the leaders, th
contributors and supporters in the team; use coaotis feedback to empower people; and build a |jzative

process by seeking input from the people doingnbuk (Joyner, 2000).

The evidence suggests that effective teams cdrmnfiirmed overnight, but take months to developritjiat
dynamics, therefore, initially the level of coopya can be low because members retain their iddadistic
and competitive styles. It was concluded that ¢iffecceam performance cannot be pursued on a hitiss
basis, but must be scientifically orchestrated pplyng the learnings from studies of successfaints.
Effective communication is indispensable to a ctiitey practice, and team leaders must communicadeita
creativity and innovation by talking about the imjamce of new ideas to improving the range of sewiand
reducing costs, explaining why ideas were accepiedejected, and giving recognition and reward

appropriately (Greenberg, 2005).

The expansion of PDC’'s organization is premisedtlom development of effective teamwork because

consulting services in the project development milag field are delivered by teams comprising sdest&
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from different disciplines. PDC supported the positthat the most important responsibility is tdesé
creative people because they tend to be more opaiethand flexible, have the courage to be differdrink
for themselves and are self-motivated (Adair, 1986iyther, group creative synergy has to be engeurdy
identifying the different mental skills required,aking conflict of ideas legitimate, giving recodoit,

adopting brainstorming techniques, and creatingtamosphere of openness (Adair, 1996).

Performance Appraisal

At the heart of the PM system is the performangeaipal process which according to DeCenzo and iRebb
(2007) “must convey to employees how well they hpeeformed on established goals” (p. 256) and that,
preferably, these goals should be set jointly betwéhe employee and supervisor. A review of three
approaches to appraisal based on absolute standelatéve standards, and outcomes showed thaiuabso
standards covered the critical items of incidemtottist, graphic rating scale, forced-choice, aataviorally
anchored rating scales appraisal methods. Theiveelatandards included group order ranking, indigid
ranking, and paired comparison (DeCenzo & Robl0§7). PDC adopted these recommendations because
the combination of the absolute and relative stededaffered greater prospects of a more effectMeskstem.
Regular feedback will contribute to achieving theategic intent of the organization through empks/e
gaining a better appreciation of performance regnénts during the process. A critical issue inngjvi
feedback is that it should be free from any steg@og of behavior. This was a common error as iaidid by
Hastings (2009), citing studies by Catalyst whicdswecognized in PDC’s system as behavior to belado

It was asserted that managers tended to have wegdtitudes to conducting performance appraisatsiise
they are viewed as problematic when influenced dijtipal and social factors (du Plessis & van Nai
2017). Based on a research study by the authamssifound that managers are generally uncomfartaith
performance appraisals and do not undertake theepsoreadily. To address this issue PDC establiahed
schedule of appraisal interviews based on mut@aghged performance indicators which was conduateaho

ongoing basis.

Three main factors are considered as essentiaictessful team performance including adequate ety

and skills, sufficient motivation and effort, andoedination of activities and communication (Thowips
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2008). This author also suggested that performaasedependent on the extent to which certain atiskills
are displayed by team members such as: confliciutgn; collaborative problem solving; communicetj
goal setting and performance management; and pigramd task coordination. These are the team $kélis

were accepted by PDC as indispensable to effedamm performance and required to be implemented.

Further, if team effectiveness was to be securedd deaders were required to determine their nhstyke,
learn how their style choice persuades others bhave and consider whether adjusting their leadeslyle
can achieve a better organization (Joyner, 2000jtslapproach to leadership, PDC adopted thefitig
practices: reinforce honesty because honesty irapaigtgrity; delegate challenging assignments éotéam;
become a mentor or coach; accept learning as alébiom for personal and organizational growth; pmide
success widely throughout the industry; recogrieel¢aders, the contributors and supporters inetdn@; use
continuous feedback to empower people; and bupdrécipative process by seeking input from thepbeo

doing the work (Joyner, 2000).

It is acknowledged in the literature, that manymeare unsuccessful and four main obstacles tesaagere
identified: lack of cooperation, lack of suppor|uctance to relinquish control, and failure to pe@te with
other teams (Greenberg, 2005). The evidence sugytest effective teams cannot be formed overnilit,
take months to develop the right dynamics, theegfanitially the level of cooperation can be lowchase
members retain their individualistic and compeétstyles. It was concluded that effective teamguarance
cannot be pursued on a hit or miss basis, but beustientifically orchestrated by applying the téags from
studies of successful teams. Effective communinaisindispensable to a consulting practice, armmte
leaders must communicate about creativity and iatiom by talking about the importance of new id&as
improving the range of services and reducing castplaining why ideas were accepted or rejected, an

giving recognition and reward appropriately.

The expansion of PDC’s organization is premisedtiom development of effective teamwork because
consulting services in the project development milag field are delivered by teams comprising sdesté
from different disciplines. PDC will lean on Addit996) who indicated that the most important respmlity

is to select creative people because they tenc tmdre open-minded and flexible, have the couragdeet
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different, think for themselves and are self-mdtdek Further, group creative synergy has to bewaged by
identifying the different mental skills required,aking conflict of ideas legitimate, giving recodoit,

adopting brainstorming, and creating an atmospbiopenness (Adair (1996).

Compensation and Benefits

It was argued that concepts of organizational rdsjaworkplace trust, and work engagement are atitc
business survival in competitive environments. Stmliards were identified as: intrinsic, or intertalan
employee; extrinsic, or external to an employegaricial and non-financial; direct compensationvork; or
indirect rewards such as performance based inentfvictor & Hoole, 2017). Monetary or cash
compensation was the traditional way of rewardingpleyees, but increasingly non-monetary rewardseghi
prominence in most companies. DeCenzo and RobBb@7] see nonfinancial rewards are gained directly
increasing “the employee’s financial position, bather add attraction to life on the job” (p. 28Fnancial
rewards normally include: base pay, contingent(pay for performance, competence or contributiea)iable
pay (bonuses), share ownership and other finabeiaéfits and incentives. Non-financial rewards redlyn
include: recognition, responsibility, meaningful nlkpautonomy, and opportunity to use and develalssk
career opportunities, and quality of work life amdrk-life balance (Hijazi, Anwar, & Mehboob, 2007Mhese
rewards are also termed as relational rewards kedhey are concerned with learning, developmeshtaaork
experience of workers. Normally it is consideredtthon-financial rewards are given to boost theaouf
financial rewards but they also have their impartaand significance in order to keep employeesvatsd and

improve their productivity.

In terms of the award of specific incentives, isvproposed that a committee that included reprateas from
key areas in the organization and senior managerertharged with the responsibility for coordingtthe
program of rewards (Milne, 2007). A particular resgibility of the committee was the developmenttaf
criteria for recognition and an ongoing procesgwluation of the program itself. The typical comgegion
model was of varying effectiveness and an alteveasipproach deemed more suitable included: taggetin
metrics to larger corporate goals and a focus @toouer service; giving managers discretion in tivards

provided; team incentives; and introduction of scards (Chang, 2007).
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Training and Development, and Work Life Balance

According to Pfeffer (1998), training is a commaeetbr in superior high-performance management ot
especially when based on commitment rather thamraesriented management systems, and noted that it
takes time for the benefits of such training to rbalized. However, the literature asserted thdhitrg
programs are frequently poorly designed, not irglgiconnected to organizations’ structures anctpras,

and proof of aiding in retention remained unconéth{Ranganthan, 2017). In this context, PDC embrtue
results-oriented HR development cycle that empledsia process of identifying company problems and
sources of such problems, conduct of needs assessaihieh led to formulating training objectivespgrams,
training resources, program organization and implaation, evaluation of training and achievement of
objectives (Kubr, 2002) (Figure 3). In the aredrafning and development, the main focus of PDC a@as
professional development and towards this end tieeldpment cycle espoused by Kubr (2002) was

incorporated into its employee development program.

DeCenzo and Robbins (2007) outline three methodsedbrmance evaluation which include: post-tragnin
performance evaluation; pre-post-training perforogaim which the difference before and after trajnis
measured; and pre-post-training performance witbrdarol group in which results are compared pre @ost
training. PDC utilized the pre-post-training mea&snent before and after training because it fatglitahe
development of a high performance culture whichst@n (2007) defined as a mind-set with accompanying
and reinforcing habits, practices and routinesuabow to optimally engage one's human resourcegder to

optimize long-term team and organizational perfaroma

The concept of work-life balance attracted greatamsideration as a result of the speed of techimbg
innovations, employer and employee increased eapens, and the impact of mobile technologies an th
work-life fit (Khan & Fazili, 2016). In this regardstudies of work-life balance focused on orgaiirei
efficiency issues of productivity, organizationabnemitment, organizational citizenship, organizadion
performance, job satisfaction, and career aspiati(Khan & Fazili, 2016). The conclusion was that

establishing work-life balance, which includes itgpfrom the families of workers, was beneficialltoth
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employees and organizations, and essential foepsainals who tended to falter in this area.

. . In training —
Identificationof Identificationof HRD needs
company | sources of .| assessment —
problems/goals problems (people) In motivation
and OD
Feedback Top-level line Development
management objectives
A
h
Training objectives
Motivationand |4
“ OD program v
Training program
Training resources
(trainers, facilities,
materials, funds)
A4
Assessment of contributions B Training program B Program organization
to goals and problem-solving [~ evaluation and implementation

Figure 3: Results-oriented human resource developoyele

Source: Adapted from “Management Consulting: A @didr the Profession”, by M. Kubr (ed.), 2002, GemdLO, p. 442.

In summary, PDCs implementation of a successfatesic HRM plan benefited from the lessons of best
practices gleaned from the research on strategid HRctices and a review of the Indian model (R4,6)
which suggested that: organizations frequently ageas extensions of universities providing opputies
for learning; professional development was viewed aollaborative process between professional
employees and management; a philosophy that arewfiperformance was created by a nurturing work
environment; work life balance practices such assjoaring and flex-time attracts professionals Wwaee
multiple commitments as indicated by Kaiser e{2015); and innovative contributions and higheengbn
were fostered by employee empowerment, work engagemork autonomy, and challenging jobs. The
latter two best practices are particularly relexarPSFs where managerial level staff seek engaging

opportunities including cross-training, broadenatker responsibilities, and expanded roles (P{eXad5).
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Further, the creation of a university-type learnémyironment resonated with the founding princigdl®DC

who served as adjunct lecturers at two local usities in their respective disciplines.

CONCLUSIONS AND IMPLICATIONS

This paper examined the concepts of HRM and thateel practice of strategic HRM in relation to the
development of an HR plan for a PSF operating aleeeloping country. The most critical strategic HRM
practices were identified from the literature resbaextrapolation of practical experience in thenagement

of organizations in a developing country environmamd the application of the resource based vigwha
theoretical background to the study. The PDC wasl as the case for applying the strategic HRM jmest
and assessment of the results, with the intentigeraviding greater understanding of such practioveshe
guidance of PSFs. The overall conclusion is tHaEE& in a developing country situation must obsémeekey
practices involved in: recruitment and selectiorpaffessionals; performance management and ordamiza
effectiveness; performance appraisal; compensatiod benefits; and training and development, and
maintaining work life balance. PDC established ackrrecord for superior performance in its fields o
operation and the strategic HRM plan was the instnt the company used to grow and develop the
organization by gradually expanding into the widearibbean common market region. The successful
application of these strategic HRM practices wathlighted as a single case study, but future rebeaill be
required for subsequent evaluation of the sustdityabf the firm and comparisons with other PSH#ie
special issue of team performance and leadersféptieeness was highlighted as the desired outcoine
strategic HRM plan especially in the context of ensulting PSF, because the network structure for
undertaking project consulting exercises dependbuwliing creative and innovative teamwork. The mai
implication of this study is that PSFs, particuatiose providing consulting services, need to adbptegic
HRM practices geared towards enhancing the perfocemaf its professional management team technical

service delivery staff for improved client satidfan.

References
Adair, J. (1996)Effective InnovationLondon: Pan Books.
Altmayer, C. (2006). Moving to performance-basednagement.Government Finance RevievB-14. Retrieved from

www.gfoa.org

47
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

Anonymous. (2009). Three factors make Performaremeagement a succegsurnal of Technology77.

Anthony, W., Kacmar, M., & Perrew, P. (2016Juman resource management: A strategic approadhe@) New York:
Cengage Learning.

Armstrong, M. (2006)A handbook of human resource development practié® éd.) Philadelphia: Cambridge University
Press.

Arora, R. (2016). Role of performance improvement anstructional design in strategic human resour@nagement.
Journal of Strategic Human Resource Managem(i), 23-46.

Bévort, F., & Poulfelt, F. (2015). Human resourceanagement in professional services firms: Too gtmde true?
Transcending conflicting institutional logicGerman Journal of Research in Human Resource Managg29(2), 102-130.
doi: 10.1688/ZtP-2015-02- Bévort

Bissessar, A. M. (2001). Differential approachefiionan resource management reform in the publidcssr of Jamaica and
Trinidad and Tobagd?ublic Personnel Manageme@0(4), 531-547.

Boxall, P. (1996). The strategic HRM debate andrésmurce-based view of the firtduman Resource Management Journal
6(3), 59-75.

Carroll, M. (2006). Recruitment and assessmenstdaivn of axiometriciccountancy Ireland, 38(359-71.
Chang, J. (2007). Wholly motivateSales and Marketing Management, 159¢2)-30.

Cheu, W.V. (2007). Business strateByturics 31(1/2), 39-42.

DeCenzo, D.A., & Robbins, S.P. (200Fundamentals of human resource managert@hed.). New Jersey: Wiley.

du Plessis, T., & van Nierkerk, A. (2017). Factoffuencing managers’ attitudes towards performaayggraisal SA Journal
of Human Resource Managemet(0), 1-10.https://doi.org/10.4102/sajhrm.v188D

Evans, N., & Mohammad, F. (2017). Strategic humesource management: A comparative analysis in tBeakt Egypt.
Academy of Business Research Joyr@g017), 7-17.

Greenberg, J. (2008ylanaging behavior in organizations{4d.). New Jersey: Pearson Education.
Hastings R.R. (2009, May). Stereotypes impact talent manamt, study suggestdR Magazine54(5) 20.
Hijazi, S.T.,Anwar, A., & _Mehboobh S.A.A. (2007). Impact of non-financial rewards employee motivation: A case of

cellular communication service providing sectotedécom industry registered under PTA in Islamab&e. Business RevieWw
(2), 272-278.

Hitt, M.A., Ireland, R. D., & Hoskisson, R. E. (280 Strategic management: Competitiveness and gloliaizéconcepts and
cases) (8 ed). OH, US: South-Western Cengage Learning.

Hussain, M., & Ahmad, M. (2012). Mostly discussedearch areas human resource management (HRMjergkure review.
International Journal of Economics and Managemanigisces 2(3), 10-17.

Joyner, J. (2000, June 9). Developing leadershifs s€omputing Canada?6(12), 39.

Kaiser, S., Kozica, A., Swart, J., & Werr, A. (201Human resource management in professional gefivins: Learning from a
framework for research and practiég@erman Journal of Research in Human Resource Managg 29(2), 77-101. doi:
10.1688/ZtP-2015-02-Kaiser

Keller, J. R. (2017). Posting and slotting: Howirigr processes shape the quality of hire and conapiensin internal labor
markets Administrative Science QuarterlPreprint, 1-31. doi.10.1177/0001839217736045

Khan, O. F.,, & Fazili, A. I. (2016). Work life balae: A conceptual reviewournal of Strategic Human Resource Management
5(2), 20-25.
Khan, M. T., Khan, N. A., &Ahmed, S. (2013). Thetur@ and impact of human resource management (HRidtipes (A

48
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018
review).International Journal of Information, Business avidnagement5(1), 123-138.

Kubr, M. (ed.) (2002)Management consulting: A guide to the professidhe@). Geneva:
International Labour Office.

Lepak, D., & M. Gowan. (2010Human Resources Managemexew Jersey: Pearson.

Loucks, P. (2007). Plugging into performance mansge.Canadian HR Reporter, 20(421-
22.

Milne, P. (2007). Motivation, incentives and organizadibculture.Journal of KnowledgeManagement11(6), 28-42. doi.
1108/13673270710832145

Nikoloski, K. (2016). Strategic human resource ngamaent: Assessment and evaluation of human resoasdactors to
achieve better economic performanicgernational Journal of Information, Business adnagement8(3), 81-95.

Ologbo, A. C. (2012). Strategic management theoded the linkage with firm competitive advantagenir human
resource-based viewnternational Journal of Research in Managementefinology 2(4), 366-376.

Pfeffer, J. (2005). Putting people first: How namwffis that value their employees reap the bengfitervice quality, moral and
funding. Stanford Social Innovation Revie@0(1), 26-33.

Pfeffer, J. (1998). Seven practices of successfdrizationsCalifornia Management Review0(2), 96-124.

Rangathan, A. (2017). Train them to retain themrRMeadiness and the retention of first-time womeosrkers in India.
Administrative Science QuarterliPreprint, 1-31. doi: 10.117/00001839217750868

Rao, P. (2016). Investment and collaboration: Tiukan model for best HRM practicelurnal of Asia Business Studid9(2),
125-147. doi: 10.1108/JABS-03-2015-0033

Prowse, P. & Prowse, J. (2010). Whatever happemédiman resource management performahegPnational Journal of
Productivity and Performance Managemesf(2), 145-162. doi: 10.1108/17410401011014230

Rangriz, H. & Soltanieh, F. (2015). Exploring thiéeets of organizational capabilities and manaderanpetencies on the
organizational effectivenesdournal of Strategic Human Resource Managem&(), 1-14.

Rosdi, I-S., & Kok-Wai, C. (2010). A framework féruman resource management in the knowledge econBuiiding
intellectual capital and innovative capabiliftyternational Journal of Business and Managemeigrg®e,3(2), 251-273.

Scholfield P. (2006, February). Staff selection: 12 commait§.China Staff 12(2) 23-25.

Schmidt, S.L., & Vogt, P. (n.d.Disaggregation of the Value Chain: Emergence of mawiness ModelsRetrieved from
www.ifb.unsig.ch/org/Ifb/ifbweb.nsf/

Thompson, L. L. (2008Managing the team: A guide for manager$.(8d.) New Jersey: Pearson Prentice hall.

Thompson, A.A., Strickland, A.J., & Gamble, J.E.0QZ). Crafting and Executing Strategy15" ed.). New York:
McGraw-Hill.

van Zyl, E. S., Mathafena, R. B., & Ras, J. (20THe development of a talent management framewarkhe private sector.
SA Journal of Human Resource Managem&b(0), 1-19. https://doi.org/10.4102/sajhrm.v18ED

Victor, J., & Hoole, C. (2017). The influence ofyanizational rewards on workplace trust and woragiementSA Journal of
Human Resource Managemgeib$(0), 1-14.  https://doi.org/10.4102/sajhrm.v1883

Wright, P. M., & McMahan, G. C. (1992). Theoretiqarspectives for strategic human resource managedwurnal of
Management18(2), 295-320.

Wriston, M.J. (2007). Creating a high-performance cult@manization Developmedburnal 25 (1), 8-17.

Yakubovich, V., & Lup, D. (2006). Stages of the mgtment process and the referrer’'s performancecefOrganizational
Science, 17(6)710-725.

49
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

AN OVERVIEW TO INDUSTRY 4.0

Ozlem Senvar, Erkut Akkartal
Marmara University, Department of Industrial Engineeringk&wr
Yeditepe University, Department of International Logisticsl Transportation, Turkey

Abstract

In Industry 4.0 imposes decentralization along with ecosystenssnaft factories with intelligent and
autonomous shop-floor entities rather than applications of conventienthlized for production control.
Industry 4.0 mainly consists of information and communication teoglCT), cyber-physical systems
(CPS), network communications, big data and cloud computing, hmggelirtualization and simulation,
improved tools for human-computer interaction and cooperation. Inddfiris the transformation of
industrial manufacturing through digitalization and exploitation of m@ts of new technologies. This
study aims to provide understanding the basics of Industry 4d@ptenfor smart manufacturing. Benefits

and drawbacks of Industry 4.0 are discussed.

Keywords: Industry 4.0; Information and communication technology (ICT), Gyg/sical Systems

(CPS).

1. Introduction

The first industrial revolution was based on the production mecahaofisvater and steam power. The
second industrial revolution was based on electric energstasse and the third industrial revolution on
digital revolution. Now, therefore, the fourth industrial revioot (4th wave of distinct industrial
advancements) has been appeared. The term first presg¢rted2012 Hannover Fair in Germany was
shown one of ten “Future Projects” that form Germany's HighiT8trategy 2020. Industry 4.0 is a
combination of several novel technological advancements some hafh ware; information and
communication technology (ICT), Cyber-Physical Systems (O&)vork communications, big data and
cloud computing, modelling, virtualization and simulation ,improviedls for human-computer
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interaction and cooperation (Kinzel, 2017).

Nowadays, transition to this new reality of the digitdlma becomes inevitable. Today, industrial
production, global competition and rapidly changing market des\are required to adapt production
quickly (Rojko, 2017). These needs can only be met with radicalrge®gn current technology.
Responding to customer demands for tailored products, plants fueledhoylogy enablers such as 3D
printing, Internet of Things, Cloud computing, Mobile Devices and Baga, among others create a
totally new environment (Almada-Lobo, 2016).

Industry 4.0 is a promising approach to business and manufaciategration. Application of the
generic concepts of CPS and industrial Internet of Things ¢imThe industrial production systems are
one of the technical aspects of these requirements. Thia¢ iBydustry 4.0 is based on the connections of
CPS blocks.

This paper handles Industry 4.0 concepts for advanced manufacturiepsyBenefits and drawbacks of
Industry 4.0 are discussed. The organization of the paper is lawdolFirst section starts with the
introduction part and it includes general information of indust®y H the second section, through the
industrial revolutions, Origin of Industry 4.0 concept, Fourth IndustRavolution, Industry 4.0
Production System -Smart Factories, benefits and drawbeaelkal dnandled as literature review part. In

section 3, conclusion is provided with future outcomes.

2. Literature Review
2.1 Through the industrial revolutions

The stages in which industrial manufacturing systems aweldping from the manual work to the
Industrial 4.0 concept can be presented as a way of four iradusviolutions. The first industrial
revolution began in 1800s with mechanization and mechanical pbiserdt al,2017). Hand production
methods were changed by machines and small workshops turned dtdoy faystems. The second
industrial revolution was triggered by industrialization-possilkctefication and mass production.
Henry Ford's automotive mass production system and the factfabiaries became electrically

operational also quickly developed industrialization. The third in@is&volution is characterized by the
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digitalization with introduction of microelectronics and autdoratProduction is where various products
are produced on flexible production lines with programmable maghlie fourth-generation revolution,
triggered by the development of Information and Communication Témlies, has already begun. It is
developed by technologically based intelligent automation controC&8I1

2.2 Origin of Industry 4.0 concept

Industry 4.0 is a strategic initiative of the German gornent that heavily supports development of the
industrial sector. It can be seen as an action to mai@@imany's position as one of the most influential
countries in machinery and automotive manufacturing. (Binzer, 200&) basic concept was first
presented at the Hannover fair in the year 2011 ((Kinzel, 2@¥@)lability and use of the internet and
IoT, integration of technical processes and business processlee tompanies, digital mapping and
virtualization of the real world, ‘Smart’ factory includingmart’ means of industrial production and
‘smart’ products are all concepts that are used in the InyddsD. In addition to bringing in new
technologies and digitalization, it finds out the profit-geniegadnd cost-cutting opportunities. According
to some sources, Industry 4.0 factory could result in decageoduction costs by 10-30%, logistic
costs by 10-30% and quality management costs by 10-20% (Nienk20di7al,

2.3 Fourth Industrial Revolution

The 4th revolution, which began in the 2000s, takes automatien further and revolves around
cyber-physical production systems. It coincides largely withtechnological advancements known as
Smart Factories, the Industrial Internet of Things, Snmadustry, or Advanced manufacturing (Kinzel,
2017). The combination of Industry 4.0 that is information and commtioic technology,
cyber-physical systems ,network communications, big data and ctmndputing, modelling,
virtualization and simulation, improved tools for human-compirteraction and cooperation are all
discussed in detail within the following subsections, respelgti

2.3.1 Information and communication technologies (ICT)

Innovations in manufacturing are based on ICT (Wabhlster, 201@italiation and dissemination of ICT

implementations ensure that all systems are integrated upfdysand value chains. All information is
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digitized and the corresponding systems within and across corapanie been integrated into all stages
of product creation phase. The manufactured smart productsakellan additional roles to its primary
purpose. For example, clothing items can be monitored to know howHegchave been worn or how
often they've been washed, and to report back to the mamifigctplant in order to produce a
replacement when it is required (Kinzel, 2017). For this reasment developments in the ICT is the
basis of Industry 4.0.

2.3.2 Cyber-physical systems (CPS)

One of the most significant advances in the development of wemgscience, information and
communication technologies is represented by the cyber-physisems (CPS). They are systems of
collaborating computational entities which are in intensive ociiore with the surrounding physical
world and its on-going processes, providing and using, at the denee data-accessing and
data-processing services available on the Internet. CPSoumphe capability of controlling and
monitoring physical processes, with the help of sensors|igetet robots, drones, 3D printing devices.
Cyber-physical production systems (CPPS), relying on thestlatend the foreseeable further
developments of computer science, information and communicatbnd®gies on one hand, and of
manufacturing science and technology, on the other, may lead 4thtivedustrial revolution (Monostori
et al, 2016). The CPS, which create a wide network of conuatimin with the "Internet of Objects" and
thus move to remove the boundary between real and virtual wasldse of the forces underlying
Industry 4.0

2.3.3 Network communications

All these devices, both within the manufacturing plant andsacrsuppliers and distributors, are
connected through different wireless and Internet technologielgabe high quality communication
network is an important requirement in Industry 4.0 therefesgganding the Broadband Internet
infrastructure is required (Henning, 2013).

2.3.4 Big Data and Cloud Computing

With the use of big data and cloud computing, the informatibreved through these networks can be
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used to model, virtualize and simulate products and manufacfunirgsses.

2.3.5 Improved tools

Supporting people in their daily work is the primary purposeCBfS. Therefore, industry 4.0 uses
state-of-the-art ICT tools and smart robotics. Smart buildihgmes, logistics, mobility and grid, and
connectivity to business and social web are all faciliie& (Henning,2013). Its impact relates to both
aspects of manufacturing and human life.

2.4 Industry 4.0 Production System -Smart Factories

New generation production facilities are expressed by the con€dptebligent factories. They can
self-control all processes of production from supply, storage, produaguality-control; delivery to
maintenance-repair. CPS and integrated physical system#GAi components are also integrated to smart
factories. Reconfigurable manufacturing systems, use hardaatesoftware to keep up with the
requirements of the ever-changing market (Nayak et al, 2015). fatery is informed about
maintenance-repair processes, when service needs wi#l and when parts need to be renewed.

Customers are also prepared to do this, workflow can makarfd#eoking plans.

2.5. Advantages of Industry 4.0

Industry 4.0 has a positive impact on meeting individual custaequirements, production flexibility,
optimization, efficiency, productivity and effectivenessugatreation opportunities through new services,
and etc. There are also a number of other advantages asuhsefr the adoption of this concept
including a shorter time-to-market for the new products, agititgre flexible and friendlier working
environment, and more efficient use of natural resources angyerdr of the benefit of this term is
explained in the following subsections.

2.5.1 Mass Customization and quick reaction to customers

The growing individualization of demand and the advent of lorigrtaikets are obligating companies to
reconsider themselves and reach new levels of flexibiMgpss customization is a fundamental

component for this strategy. It allows production on extremelyll svale even down to a single unique
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product, and still be profitable (Henning,2013). Individualized or cusean@oduction becomes very
important. By using high configurability of the automated productictesys small last-minute changes
to the products or prototypes becomes possible. Also, universilyorked production environments
represent the world’s most advanced approach for implemenisigmized production (Mester, 1995).
2.5.2 Flexible Production

The establishment of smart factories and the use of immstligconfigurable machines reveal a more
flexible production. Greater variety of products produced iergam manufacturing facility, more agile
manufacturing processes and responding to changes and temportageshoan be achieved.

2.5.3 Increased production speed

Companies that use digital validation considerably reduE@rhduction interruptions. By using industry
4.0 techniques, it is possible to detect change and provide ittene# to the client. Also, the speed of
production is increased while the faulty design is removed.

2.5.4 Higher product quality and decreased error rates

Although higher production speed is thought to reduce quality, in theotase¢a-driven manufacturing,
the quality of the product will increase and the error rai decrease (Rojko, 2017). Incorrect
information and faulty production reduce the company's profits agé eatra costs. Intercommunication
machines will make product quality control so that production eviure that the errors in the process
are detected more quickly. Production in smart factoriesendié process is managed will become more
effective with large data analysis.

2.5.5 Efficiency

Digital technologies and automating processes improve manufactuperations by identifying
weaknesses and obstacles in the production chain. This techmaddogyses pretesting methods before
starting production wheras companies both save energy and momeWNC8OIU, 2017). Moreover,
some companies build smart factories that will be abledatinue production without employees.
Therefore, they will use robots in order to save time and ynoheo, they will take over the more

repetitive tasks, enabling human workers to focus on the malierging ones.
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2.6 Drawbacks

Industry 4.0 has drawbacks, which are listed in the followiagswy

2.6.1 Workforce, costs and unemployment

Industry 4.0 brings the need for workplace change and incréesesemployment rate and costs. There
is a need for skilled workforces that understand and apply Indd€brconcept. The actual training
profile of the Industry 4.0 employee has not yet been cre&8d@d.NCIOIU, 2017).Also, employees are
required to be more skilled for general competencies, and reensyadaptations. Therefore, it will be
difficult to find such a skilled workforce. Moreover, R&D, inte®nt, appropriate labor are needed.
Ensuring the correct data exchange between systems isostly.

Large companies that adapt themselves to the Industryilt @utvdown the prices. However, there are
many challenges for small companies to keep up with the Indu§tmevolution. That is to say, making
small-scale companies in to Industry 4.0 involves costs,, rieks of flexibility, and loss of strategic
independence. As a matter of fact, companies should use estzbsoftware to protect their competitive
power. This can increase the unemployment rate in many cauataand the world.

2.6.2 Safety and security

Industry 4.0, Digitalization, 10T, new services, data amtnections also open new ways for data
hijackers and industrial espionage to hackers. Therefote ofigyber risk will increase. Viruses can
corrupt large data networks, intelligent production systemsdatal sharing having very bad effects on
the manufacturing activities of companies. For example, datampanies can end up in the hands of a
competitor. Another concern for manufacturers is cyber sgrumitckers can infiltrate and take over
factories. Therefore, security measures must be constgrdted and audited. Namely, those who want
to protect against attacks must always be a few steps ahéadkers. Also, production facilities should

not pose a threat to humans or the surrounding environment (Nienk@@&t4.

3. Conclusion

Industry 4.0 has impacts on all levels of production and supplyhiaicluding business and production

56
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

managers, factory workers, CPS designers, customers, ensd-8s®, it has potential to penetrate and
improve many aspects of human life. Interactions between macaiteusing robots will accelerate the
production. More effective production can be enhanced. Mass cuatamijzhigher product quality,
decreased error rate, flexible production and efficiencypanefits of the Industry 4.0. On the other hand,
there are many challenges ahead, such as skilled workbéasts, unemployment, safety and security. The
development and deployment of these drawbacks will be increnastadart of the issues and initiatives
to be handled. The manufacturing systems of the future ogveranufacturing execution systems will

have to be built to support this paradigm shift.
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Abstract

There are over 19,000 brewers in the world today, with over 94%oske being small producers of
specialty craft beers. With limited resources availabis,difficult for these brewers to effectively locate
and gather feedback from potential customers. Online recommegsgiEms provide a platform to
facilitate this type of communication. While past reseanclicates that positive online ratings help to
generate demand for craft beers, less is understood concémrifgewer specific and environmental
factors that lead to positive online reviews. This studyeligs a neural network using data from a
popular online recommender system of craft beers. The mastnoearious network structure is identified
by employing the Neural Network Simultaneous Optimization Athori(NNSOA). The result is a list of
factors influential to consumer ratings of craft beer.

1. Introduction
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Brewers of craft beer are often specialty microbreweith limited resources producing a small line of
unigue beverages. The competition between microbrewers is, figitbeeach trying to distinguish itself
from others as unique and satisfying. Even with a superior grotthese brewers may be unable to raise
sufficient awareness of their products to attract custorii@es.shear number of competitors can drown
out attempts to self-promote craft beer on large scale.cBakenge of the craft beer industry then is to
effectively locate and communicate with the small balseustomers who will find a product product
satisfying, while simultaneously understanding what other cussodzenot like.

Online feedback or reputation systems collect and communicatensengeedback on a global scale
(Resnick, Zeckhauser, Friedman, & Kuwabara, 2000). Consumeiabie to quickly provide feedback
through online forms or by simply clicking on a rating button on a feédpage. The system then
aggregate individual feedback into an overall metric of conswsatisfaction. In a sense, reputation
systems are digitized equivalents of “word of mouth” adsiag (Dellarocas, 2003). They serve as a cost
effective and efficient channel of communication based omahiterest of consumers (Mayzlin, 2006).
In markets where hyperdifferentiated products are common, reeader systems help consumers be
better informed and thus strengthen the connection to sellerspwatiucts they want to purchase
(Clemons, Gao, & Hitt, 2006).

Past works have empirically shown the extent to which pogsitiNi@e reviews generate demand for craft
beers (Clemons et al., 2006). However, less is understoodrobmgcéactors that lead to positive reviews.
Brewer and localized environmental factors may influemcandividual's rating of a given beer product.
Brewer specific information may include factors such asrtimber of products produced. In this case,
the same information is available to all raters. Environaidfactors, on the other hand, may take on
distinct values for disparate groups of raters. For exanspdge-specific or even community-specific
differences in available selling channels for beer (eggocery, convenience stores) or regulatory
concerns (e.g., Sunday sales, keg registration, salemighx) positively or negatively influence product
ratings.

The goal of this study is to build upon prior recommender systsearch by exploring the predictive
influence of several brewer and environmental factors on onditiegs of craft beers. We develop a
neural network (NN) to predict consumer satisfaction using inputsdew\by RateBeer.com, a popular
craft beer recommender system. We then employ the NeéNgbdlork Simultaneous Optimization
Algorithm (NNSOA) (Sexton, Dorsey, & Sikander, 2004) to idgnthe most parsimonious network
structure, and thereby identify important brewer and environméatdtors that are most influential to
customer satisfaction.

2. Background

Beer, by technical definition, is the “liquefied starcheaffermentation with specific strains of
Saccha-romycegeasts” (Meussdoerffer, 2009, p. 1). Beer is brewed frereat grans such as barley,
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wheat, corn, and rice through fermentation of fementable sugarsarbon dioxide (C& and ethanol
(Olaniran, Maharaj, & Pillay, 2011). Ethanol “helps releasetonin, dopamine, and endorphins in the
brain, chemicals that make us happy and less anxious,” (204Y, para. 12). Moderate consumption of
beer can offer nutritional benefits in the form of vitamiB and B, as well as minerals such as
magnesium, iron, and zinc (Sohrabvandi, Mortazavian, & Rezaei, ZDi@)e is evidence to associate
beer consumption with protection against oxidative-related diseaseuding various cancers
(Yoshikawa et al., 2002), lower mortality rates due to coronaayttdisease (Lin et al., 2005), and
immune system stimulation (Winkler, Wirleitner, Schroecksna8ehennach, & Fuchs, 2006). However,
excessive consumption is shown to substantially increase rhaslisa(Lin et al., 2005).

Beer production may be traced to tH& millennium B.C. (Rosso, 2012), although some researchers
suggest brewing was critical to the Neolithic revolution (approxipal2,000 B.C.) when human
cultures experienced wide-scale transition from a lifestylhunting and gathering to one of agriculture
and settlement (Cabras & Higgins, 2016). Early cultures rdveger’'s mood-altering properties, using it
in religious ceremonies to help worshippers achieve spirestasy (Rosso, 2012). Early Egyptian and
Greek writings document the production and consumption of beer by letivedalthy and the poor
(Rosso, 2012). From the Roman conquest of Europe to the subsequenthilRaiman Empire however,
beer was considered a drink only for the lower class. Beer erped a resurgence of popularity during
the middle ages through monastic brewing throughout Europe. As exfiiora Spain, England, and
France searched the Americas for gold, silver, and othaabigs, they documented the production of
beer by many native cultures (Cabras & Higgins, 2016).

The Bavarian State Brewery Weihenstephan in Germany lpggeuocing beer in the year 1040 A.D. and
is generally regarded as the world’s oldest continuously apgratewery (Valvur, 2009). The current
global beer industry is dominated by a few large breweriels asl Brahma, Budweiser, Coors, Heineken,
and Tsingtao (Cabras & Higgins, 2016). However, there arentlyr@ver 19,000 breweries in the world,
of which 94% are classified as craft beer producers ("94% ofd®&/dr9,000+ Breweries are Craft, Says
New Survey from The Brewers Journal and Alltech,” 2017). Thassrobrewers” are defined as having
fewer than 30 staff, producing less than 5,000 hectoltersyear, or having greater than 50% private
ownership.

This study attempts to discover the qualities consumersévial breweries to enable a better customer
experience. Neural networks (NN) have found to be successfuttioediool for business problems as
well as many other fields, such as technology, medicingudimire, engineering, and education (Sexton,
McMurtrey, Michalopoulos, & Smith, 2005). In this study, the NIMS(Sexton et al., 2004) will be used
to aid in a business scenario: improving the aspects relatedstomer satisfaction. Because it can
individually isolate the inputs, the NNSOA is often superiorraalitional gradient search methods, such
as backpropagation algorithm (Sexton et al., 2004). To isolateslgnant inputs, the function will add
hard zeros to the irrelevant inputs, theoretically removing threm the solution without ever actually
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getting rid of a potential input (Sexton et al., 2005).
The NNSOA uses a Genetic Algorithm (GA) to search forogitemal neural network solution (Sexton et
al., 2004). The GA searches from multiple starting positions, wlithances the ability to find global
versus local solutions when compared to traditional processels,as standard hill climbing algorithms,

trial-and-error and back propagation (Sexton et al., 2005). FindXi8OA outline below:

Neural Network Simultaneous Optimization Algorithm Outline
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3. Experiment

The purpose of this study is to determine specific inputs ateBeer.com to predict the customer
satisfaction, illustrated through tieoduct Quality Ratindpy brewery on the website.

/I 8 % %

RateBeer.com is an online community that serves craft dr@@usiasts through “education, promotion
and outreach” (Tucker, n.d.). They provide features on hdere, beer-related editorials, and an annual
competition for best beers. In addition, RateBeer.com colEmisumer-supplied ratings of craft beers
from members world-wide. Consumers rate their beer experiendive criteria of aroma, appearance,
taste, palate, and a more general overall score. AccotungateBeer.com, aroma is propelled by lively
CO;, and dampened by pillowy heads. Appearance describes a beersd eppems of color, visual
texture, and head. Taste reflects senses measured by the,tomguding sweet, bitter, sour, salt, and
umami. Pallet describes touch sensations on the lips, tongus,aguehmoof of mouth.

RateBeer.com and/or its ratings have been used in many dcagtedies concerning online consumer
reviews (Clemons et al., 2006; Gu, Park, & Konana, 2012), mongtiaternet applications (Clemons,
2009), and consumer behavior (Clemons, 2009). As described on thitkewBlageBeer.com employs
several mechanisms to promote quality assurance of raBigslar to the popular Internet Movie
Database www.imdb.con), RateBeer.com uses a Bayesian average (Bulmer, 197ghtegiby the
number of individual votes received. Individual users must ham&ributed at least ten ratings before his
or her ratings affect the overall rating of a beer or avéreFinally, Beer.com actively pursues obviously
bogus responses and ratings made by brewers or their affiketesunts and ratings for these users are
removed.

Data was collected over a two-week period in Decemb20b5 from the RateBeer.com website for all
breweries in operation in all fifty U.S. states. Theadatas then normalized and then randomized to
ensure unbiased and accurate results. In addition to the (aénghe output), eleven input variables
were also collected as described in Table 1.
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Table 1 — Inputs

Input  Abbreviation Description
1 NumberBreweries2012 Total Count Breweries 2012
2 StatelD State Number (alphabetical, 0-50)
3 License 0: Does not require a license

1: requires a license

4 Coupons 0: Allows beer coupons
1: Does not allow beer coupons

5 Grocery 0: Allows beer to be sold in grocery stores
1: No/Restricted beer sales in grocery stores

6 GasStation 0: Gas Stations allowed to caihydeer
1: Gas Stations NOT allowed to carry/sell beer

7 KegRegistration 0: No keg registration
1: Required keg registration

8 SundaySales 0: Beer Sales on Sunday
1: No/Restricted beer sales on Sunday

9 Tax2012 State tax amount on beer 2012 per 2 kegs
10  NumProducts Number of products each brewery created

11  DisposableincomeofState  Disposable income in each state

A 10-fold experiment was conducted to increase validity of re<dlis of the total 1,765 observations,
10 training and 10 corresponding test sets were created. The9fidatasets had 1589 training
observations and 176 testing observations. THedbda set had 1584 training observations and 181 test
observations in order to account for the remaining observatioesefdne, each observation in the total
dataset had one opportunity to be in a test set. By settingeugxperiment this way we are eliminating
the possibility of bias in our testing results.

4. Results

Following the ten runs, the NNSOA estimates were comparégetoriginal output. The outputs were
rated on a scale from one to five. Because the smalkk &f measurement, even a slight difference in
results is significant. Also, please note that the nurobeatings was not considered into output product
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guality rating. Therefore, the output is not weighted with comatabn to validity and accuracy of rating
by having many over one rating on RateBeer.com. The RMSE &sdrage ) error of one observation.
Table 2 below, shows the average RMSE and standard deMatithe ten runs, as well as the individual
RMSE values for individual runs. As can be seen, the NNSGabée to predict the rating consistently
well.

Table 2 — RMSE Error

Run NNSOA RMSE
0.27354
0.23842
0.30618
0.29221
0.27819
0.28536
0.23405
0.31791
0.26301
0.22692
Std. Dev. 0.03088
Average 0.27158

© 00 N O 0o~ WDN P

=
o

2 && & &* ",

In NNSOA, relevant input weights can be determined. Onergaga to using the GA to find the NN
solution over derivative based search algorithms, suchaesptopagation, is the ability to weed out
unnecessary weights. When the NNSOA introduces hard zerties $olution in the second mutation, it
evaluates the solution as to the effect of replacingtéeious weight. If the estimates improve, the hard
zero survives. However, if replacing a weight with a hard peoduces inferior estimates, the hard zero
dies out in subsequent generations. By doing this, the NNSOAas@ldentify and eliminate weights
that are not needed for prediction. Gradient search techniggesre that all weights are nonzero
regardless of whether the weight is needed for predictiororThis means that in order for unneeded
weights to exist, the combined effect of all unneeded weightse solution need to effectively zero out
when predicting during training. However, when these solutionsis#d on testing data, the unneeded
weights will likely not continue to cancel each other out, whietdtuces generalizability of the solution.
Table 3 and Figure 1 illustrates NNSOA's ability to dera more parsimonious solution.
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Table 3 — Network Architecture

Hidden Zero Relevant Total Percent
Run Nodes Weights Weights Weights Reduction
1 3 31 5 36 86%
2 4 43 5 48 90%
3 3 31 5 36 86%
4 4 43 5 48 90%
5 3 32 4 36 89%
6 4 42 6 48 88%
7 3 32 4 36 89%
8 5 53 7 60 88%
9 5 54 6 60 90%
10 4 43 5 48 90%

An additional benefit of eliminating unneeded weggim the solution is the ability to identify relw
inputs. If a particular input has all of its inpuéights zeroed out, the NNSOA has eliminated thatit's
effect on prediction.

Figure 1 — Run 3 Solution vs. Gradient Solution

Run 3 Solution Gradient Solution
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Table 4 shows how many times out of ten runs aipegput was used in the final solution. The
always relevant inputs are: the tax in each stadetlhe number of products for each brewery. Twihef
inputs were relevant 20% of the time: the state quality of Sunday sales. Disposable income was a
relevant input 10% of the time. The total counbodweries, license, coupons, grocery sales, g#ersta
sales and keg registration were never relevanigtomer satisfaction at breweries.
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Table 4 — Frequency of Usefulness

Input Frequency
1 (NumBrews) 0
2 (StatelD) 2
3 (License 0
4 (Coupons) 0
5 (Grocery) 0
6 (Gas Station) 0
7 (KegRegistration) 0
8 (Sunday Sales) 2
9 (Tax 2012) 10
10 (Brewery Products) 10

A sensitivity analysis was then conducted to seedffiect of each input for magnitude and direction.
Although Disposable Income, StatelD, and SundagsSedere included 10%, 20%, 20% respectively, it
can be seen that they had little effect on themedéis. What is interesting, Tax 2012 and the nurober
Products for a brewery had a significant and pasitmpact on the solution. As Figure 2 shows, the
estimates grew as the tax amount and number ofiptedhcreased.

Figure 2 — Sensitivity Analysis

Sensitivity of Inputs

|
|

0.05

0

INPUT INiPl‘_JT INPUT INPUT INPUT INPUT INPUT INPUT INPUT INPUT INPUT
-0.05 1 2 3 - 5 6 7 8 9 10 11

5. Conclusion

This study builds upon prior research on recommesggems that tie positive online reviews to detihan
for craft beers (e.g., Clemons et al., 2006). Weeltged a neural network to predict brewer ratiagd
then used the Network Simultaneous Optimization oAtgm (NNSOA) to identify the most
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parsimonious network structure. Two inputs were identified: lefrstate taxes and number of individual
beer products produced. This suggests that brewers should ofide &e&lection of craft beers as this
influences consumer opinion of individual beer products.

References:

94% of World's 19,000+ Breweries are Craft, Says NBwwey from The Brewers Journal and Alltech. (20New Food.
Retrieved from https://www.newfoodmagazine.com/n8&816/94-of-worlds-19000-breweries-are-craft/

Bulmer, M. G. (1979)Principles of StatisticsToronto, Canada: General Publishing Company, Ltd.
Cabras, I., & Higgins, D. M. (2016). Beer, Brewiragd Business Historfgusiness History, §8), 609-624.

Clemons, E. K. (2009). Business Models for Monatizinternet Applications and Web Sites: Experienitieeory, and
PredictionsJournal of Management Information Systemg2p6L5-41.

Clemons, E. K., Gao, G. G., & Hitt, L. M. (2006).h&h Online Reviews Meet Hyperdifferentiation: A @twf the Craft Beer
Industry.Journal of Management Information Systemg223149-171.

Curry, A. (2017). Our 9,000-Year Love Affair With oBze. National Geographic Retrieved from
https://www.nationalgeographic.com/magazine/201/al@@hol-discovery-addiction-booze-human-culture/accessed  on
2/1/2018.

Dellarocas, C. (2003). The Digitization of Word bfouth: Promise and Challenges of Online Feedbaclkhdrisms.
Management Science, (d9), 1407-1424.

Gu, B., Park, J., & Konana, P. (2012). The ImpddExiernal Word-of-Mouth Sources on Retailer Salesligh-Involvement
Productsinformation Systems Research(B3182-196.

Lin, Y., Kikuchi, S., Tamakoshi, A., Wakai, K., Kamura, T., Iso, H., . . . Ishibashi, T. (2005). étlol Consumption and
Mortality Among Middle-Aged and Elderly JapaneserMand WomenAnnals of Epidemiology, 18), 590-597.

Mayzlin, D. (2006). Promotional Chat on the Int@ridarketing Science, Z8), 155-163.

Meussdoerffer, F. G. (2009). A Comprehensive Histof Beer Brewing. In H. M. ERlinger (Ed.Handbook of Brewing:
Processes, Technology, Markéte. 778): Wiley-VCH Verlag GmbH & Co. KGaA. Weiaim.

Olaniran, A. O., Maharaj, Y. R., & Pillay, B. (2011Effects of Fermentation Temperature on the Caitipm of Beer
Volatile Compounds, Organoleptic Quality and Spéeast DensityElectronic Journal of Biotechnology, (&, 1-10.

Resnick, P., Zeckhauser, R., Friedman, E., & Kuwabd. (2000). Reputation Systen@mmunications of the ACM, @2),
45-48.

Rosso, A. M. (2012). Beer and Wine in Antiquity:rigéicial Remedy or Punishment Imposed by the G&I¥® | VINO U
ANTICI - BLAGOTVORAN LIJEK ILI BO J A KAZNA?, @), 237-262.

Sexton, R. S., Dorsey, R. E., & Sikander, N. A.020 Simultaneous Optimization of Neural NetworknEtion and
Architecture AlgorithmDecision Support Systems,(3f 283-296.

Sexton, R. S., McMurtrey, S., Michalopoulos, J. & Smith, A. M. (2005). Employee Turnover: A Neubdétwork Solution.
Computers & Operations Research(B2), 2635-2651.

Sohrabvandi, S., Mortazavian, A. M., & Rezaei, R012). Health-Related Aspects of Beer: A Revigwernational Journal
of Food Properties, 12), 350-373.

Tucker, J. (n.d.). About RateBe&ateBeerRetrieved from www.ratebeer.com/about, accessei2018.

Valvur, A. (2009). World's Oldest Brewery Carriesn 01,000 Years of Tradition.DW. Retrieved from
http://www.dw.com/en/worlds-oldest-brewery-carr@s-1000-years-of-tradition/a-4555658

Winkler, C., Wirleitner, B., Schroecksnadel, K.,h8onach, H., & Fuchs, D. (2006). Beer Down-Regslatetivated
Peripheral Blood Mononuclear Cells In Vitdaternational Immunopharmacology(3, 390-395.

67
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

Yoshikawa, T., Kimura, S., Hatano, T., Okamoto, Kayatsu, H., & Arimoto-Kobayashi, S. (2002). Psmuilline, an
Antimutagenic Substance in Beer Towards N-MethyNWro-N-Nitrosoguanidine (MNNG)Food & Chemical Toxicology,
40(8), 1165.

68
ISSN 2076-9202



||||||||||||||||||||||

International Journal of Information, Business atahagement, Vol. 10, No.4, 2018
THE EFFECTS OF MINDFULNESS BASED STRESS REDUCTION
INTERVENTION ON DEPRESSION, STRESS, MINDFULNESS AND

LIFE SATISFACTION IN SECONDARY SCHOOL STUDENTS IN SRI

LANKAN

Chandrasekara WS (PhD),
Senior Lecturer, Institute of Human Resource Advancement, UitivefsColombo
Email; sagara.user@gmail.com

Abstract

Stress and depression levels of school students in recstare increasing due to many reasons such as
individualism, academic competitions etc. However, school méetdth counselors relatively use less
strategy to assist students in reducing these mentahlai#flculties. Many studies in other countries
have discovered that the positive effects of Mindfulness Bateds ReductiorMBSR intervention on
stress reduction of students, but in Sri Lanka, it is relgtiuakxplored. Therefore, this study explored
the impacts ofMBSRintervention on Depression, Perceived Stress, Mindfulnesntiin Awareness,
and Life Satisfaction. A group of 30 students from Advance ILelasses in a school was randomly
selected and was given two days MBSR program per week for continues eight weeks. Data were
collected before and after the 8-week interventiotM8SR Post-intervention levels of depression and
stress were significantly lower than pre-intervention Ievevhereas mindfulness attention and life
satisfaction were at significantly higher levels. Thessilts confirmed that school-badd8SRprogram
could be effective in improving the level of mental heaitiecondary school students in Sri Lanka. The
findings highlight the possibility for stress reduction, anda@ness attention training in usiMBSR
intervention.

Keywords: mindfulness-based stress reduction (MBSR), stress, 8kia_a
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1.1Introduction

Mindfulness-based stress reductidfBSRH intervention, developed by Jon Kabat-Zinn in 1979, is being
used widely to treat a variety of mental health issweh as stress, depression, pain etc., (Kabat-Zinn,
1998). Mindfulness can be conceptualized as a feature of gal&t®n, which is defined as “an
awareness that emerges through paying attention on purpose, imprésent moment, and
nonjudgmentally to the unfolding of experience moment by moment” (K&hat-2003, p. 145). The
original concept of mindfulness is based on the Buddhist tegchipassana meditatiorAijapasathi
Bawang. In Buddhist teaching, mindfulness is deliberated as a insetatte of awareness about the
present moment, with an attitude of lack of judgment. Accordinglanay & Bernstein (2013)
mindfulness is an important mental state that includes varicaigigs such as awareness, compassion,

careful attention to the present moment, and familianityrte’s subjective experience.

Mindfulness is a 2,500-year-old practice of meditation knownVigsissana, or insight meditation
(Goldstein , 1976). This method of meditation has been aimedcmurage better awareness. Theravada
tradition of mindfulness meditation involves sitting, walkirapd movement meditation. However,
mindfulness can also be performed through daily activitie® siscwashing dishes or eating a meal
(Kabat-Zinn, 1990). Studies have explored that role of mindfulmessging with day-to-day life stressors
are significantly increasing (Kabat-Zinn, 1990; Shapiro, BrowrBi&gel, 2007). According to Brown &
Ryan (2003), mindfulness skills can be greatly improved by pragtmindfulness meditation. Through
mindfulness practice one can aware about stressors, which replpskar return to a state of equilibrium
(Kabat-Zinn, 1990). Many research have explored that the irapremt of mindfulness is associated with
a range of well-being effects such as reduced pain (K&hat-Lipworth, Burney, & Seller, 1987; Reibel,
Greeson, Brainard, & Rosenzweig , 2001) anxiety, depressionstegss (Kabat-Zinn, et al., 1992).
Lower level of stress was found in a sample of cancer oatypatiwho received tlidBSRintervention

compared with the control group (Speca, Carlson, Goddey, & ARGED).
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1.2 Stresses in Secondary School Students

Stress is may be defined as mental status such as amb@ptgssion, exhaustion, tension, and emotional
irritability. Depression plays a vital role in creatirigess. The negative effects of stress among secondary
school students are well discovered in the literature. Rewsm carried out with a sample of
undergraduate students have explored a negative correlationehetmwedfulness and mental distress
(Bowlin & Baer, 2012; Kiken & Shook, 2012). Literature shows a sicgmit increase in major
psychological problems such as stress, depression, anxietpaaidisorder among collage students
(Dyson & Renk, 2006)Stress, anxiety and depressive symptoms are commonly stapediences
amongsecondary schodtudents (Sreernamareddy, Shankar , Binu, Mukhipadhyay, RMer&zes |,
2007), stressors may result in anxiety, depression and poor sleepy qu&mma, Gelaye, Berhane,
Worku, & Williams , 2012), poor academic performance (Steviamn, Betson, Wong, & Wong , 1999),
alcohol and substance abuse, reduced life satisfaction and auidifty (Said, Kypri, & Bowman, 2013;
Adlaf, Demers, & Gliksman , 2005). Number of studies has explibregositive impact of mindfulness

practices on reducing stressors of students (Astin, 1997; Sledjgiro 1998).

Research has found a positive correlation between emotiopabityy and psychological health
(Schonert-Reichl & Lawlor 2010) and benefits in mental and physéath conditions (Germer & Siegel,
2012). A study carried out with nursing professionals suggesttimafulness can be an successful and
low-cost way to reduce symptoms of stress and burnout and imguadigy of life (Cohen-Katz, Wiley,

Capuano, Baker , & Shapiro, 2005).

Mental health disorders are the most widespread source difilidyséor youth aged 10 to 24 years
(Gibson , 2011). WHO (2001) states that mental illness willheesecond leading cause of disability
worldwide by 2020, after heart disease. Mental health disostets as stress and depression of students
are increasing due to many reasons such as rapid changesd@mnsociety, economic difficulties,

breaking love affairs, and performance pressures and cormopetitiiterature shows that these factors are
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connected with stress, depression, suicidal attemptsytaad mental health related problems (Bae, Park,
& Yang, 2012). Youth with mental disorders are increasing and roilgem do not able to receive

proper care within the existing health care system (Natidmath Policy Institute, 2014).

2.3 Mindfulness and Life Satisfaction

Diener and Diener (1995) define, satisfaction as a refledti an individual’s evaluation of his or her life
as a whole. A positive relationship between mindfulness aedshfisfaction is found in literature
(Falkenstrom , 2010; Schutte & Malouff, 2011). In some countriespus meditation programs are
introduced as a strategy to overcome such issues (Schoneht;Reial., 2015). South Korean education
system practices meditation as a potential stress intevmeintischools (Ahn & Cheon, 2010). Mostly,
meditation programs are effective in reducing negativenigelof youth (Kim , Yoo, Lee, & Son, 2013).
In last few decades, the concept of mindfulness has becomficaignhimethod of stress reduction among
Western community. It shows through the development of widelygrézed two programs,
Mindfulness-Based Stress Reduction (MBSR; Kabbat-Zinn, 1990)Mindfulness-Based Cognitive
Therapy (MBCT,; Segal et al 2002). These two concepts are ywigkdd on published literature.
Literature shows that meditation is a viable tool to redugeedsion and stress levels and to improve

emotional strength of youth.

Based on the above literature review, the following questicer® posed: a) Is theIBSRintervention
effective in reducing stress in secondary school students lraSka? b) Is théI BSRprogram effective

in improving life satisfaction of secondary school studentsiih&rka?

2.1 Methods
2.1.1 Participants
Sample of 30 students were selected ranging in age 16 toai8 (jeean age = 25.45 years, standard

deviation = 4.25 years) from a reputed school as participantsis study. In the 30-student sample 12
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males and 18 females were included.

2.1.2 Measures

In this study, it was used already developed and validatedateseoaies with miner changers to fit into
the socio-cultural situation in the country. The Mindfulness raibe AwarenessScale(MAAS, Beck
Depression InventoryBDI), Perceived Stress Scaleg9 and Satisfaction with Life Scal&\L$ were

mainly used.

2.1.3 Mindful Attention Awareness Sca(®@1AAS)

Mindful Attention AwarenesScale(MAAS) is a 15-item, 6-point Likert scale (1a#most alwaygo 6 =
almost never developed by Brown and Ryan (2003). MAAS measures one’s preseraiesence of
attention to, and awareness of, what is happening in themresoment. This scale can be used with
non-meditators. Sample items include “I could be experiencing amotion and not be conscious of it
until some time later”. A higher scores reflect higher degof mindfulness (Brown & Ryan, 2003).
Cronbach alphas range from .80 to .87 across samples. Convargkemtiscriminant validity of the
MAAS was both positively and negatively associated wither scales of well-being constantly in the

expected directions (Brown & Ryan, 2003).

2.1.4 Beck Depression Inventory (BDI)

The BDI is a widely used 21-item self-reported questionnagasoring depressive symptoms (Beck
Ward, Mendelson , Mock, & Erbaug, 1961). This scale measheedetel of emotional, cognitive,
behavioral, and somatic symptoms of depression. Each itasséssed based on a 4-point Likert scale
ranging from O to 3. The total score of all items is raggrom 0 to 63 and value O indicates the no

depression whereas value 63 indicates the highest sevedgpdssion.
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2.1.5 Perceived Stress Scale (PSS)

Individual differences in insights of stress were measured U9-item version of

PSS developed by Cohen, Kamarack, & Mermelstein (1983)ni&&Sures participants’ current level of
stress and the extent to which they find their lives uncontroll&helents mentioned that how often they
felt or thought a particular way in the last month on a ltilkeale, 0 =never 1 = almost never2 =
sometimes3 =fairly often 4 =very often Sample items include “In the last month, how often haue
been upset because of something that happened unexpectedly?” #mellalst month, how often have
you felt nervous and “stressed”? A high score indicategta lbivel of perceived control, which means a
lower level of stress, whereas low level of score indica low level of perceived control and a higher
level of perceived stress. Studies of the PSS show tie Isaa verified good internal consistency and

validity (Cohen et al., 1983; Koopman et al., 2000).

2.1.6 Satisfaction With Life Scale (SWLS)

Satisfaction with Life Scale (SWLS) developed by Dienexl e{1985) was administrated to measures the
life satisfaction of students. (Diener, Emmons, Larsen, r&fiGg 1985). SWLS measures participants’
current level life satisfaction. The scale is consistiitty ¥ive items. Students were asked to indicate on a
7-point Likert scale in what degree they agree or not agreeébr gatement. The higher score indicates
higher level of life satisfaction whereas lower soredat#is the lower level of life satisfaction. Sample
items include “In most ways my life is close to my ilead “So far | have gotten the important things |

want in life”. Demographic information such as age, geratat,level of education also is collected.

3.1 Intervention and Procedure

Participants were briefed about tMBSR program and obtained their consent for participation in the
MBSRintervention and the research. After obtaining their consemiatticipate, they were asked to
complete the questionnaire, which includ@bdl, PSS, MAAS%nd SWLSscales before startinglIBSR

program (pre-intervention). Soon after completing MBSR intervention, they were asked again to
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complete the same questionnaire (post-intervention) that they fout before staring th&BSR

intervention.

A trained Buddhist monk carried out tMBSRprogram. The participants attended the program in two
days for eight continuous weeks from 3.00 p.m. to 5.00 p.m. Studergswell informed about the study
as well asMBSRintervention. Each session comprised with 30 minutes of ntieditaractice, 30 minutes

of mindful movement exercises, and 45 to 1 hour discussion. Mimgdfs training was done using the
materials used in other studies (Zeidan, Gordon, Merchantp@&k@sian, 2010). In the first session it
was mainly focused on breathing awareness, inhales andesxitalvas started with body awareness
meditation with sitting meditation focusing on sensual objettavareness, breathing awareness, sounds,
body sensations, and thoughts. They were asked to focus on #id bge closing their eyes and
nonjudgmentally to become aware about their beliefs, senses, elimfde It was not focused the
sensations and full breath. In the second part of the trdin@ath awareness was reviewed and continued
to sensations and full body awareness, guiding them through a badinatian. In the final part of the
training, students were asked to focus breath and body awarands#ished with open awareness in

combination with breath and body awareness.

4.1 Statistical Analysis

Statistical analyses were conducted using statistical gack&PSS, version 20.0. Initially, one-way
ANOVA was conducted to test the differences of means legtvgeoups in the pre-test measures and
post-test measures of each study variable. Qb was considered as significant. Finally, the cormalati
between the study variables, represented by the Pearson comrelagéfficient were calculated. This
analysis was conducted to explore the changes in the prectasis and post-test scores of the study
variables. Pre-test intervention analysis included 30 jaatits while post-test intervention analysis
included 28 participants. Two participants dropped the program dpersmnal reasons. Cronbach’s

Alpha Coefficient of the pre-test measures was conductethgasure the internal consistency of
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measurements. Cronbach’s Alpha Coefficient of a scale shoudbdnee .7 (De Vellis 2003). All of the
scales had acceptable Cronbach’s alpha Coefficient of 0.78herh@onbach’s alpha coefficient for the
MAAS, PSS, BDandSWLSwas respectively 0.78, 0.81, 0.92, and 0.82. The valudgsafoefficient of
all the scales were above the optimal level of the réitigbivhich indicate that each variable has internal

consistency.

5.1 Results

The study was aimed to answer two research questions: djatoewxtentMBSRintervention effects on
stress reduction in secondary school students?, b) to wieait B SRintervention effects on improving
life satisfaction in secondary school students?. To ansvesetlwo research questions, data were

collected before and after tMBSRintervention.

5.1.1 Correlations
Pearson’s product-moment correlation was conducted to measusddti@nships among study variables
Perceived Stress, Depression, Mindfulness Attention Awasgesl Life Satisfaction. Correlations of

study variables are given in Table 1.

Table 1: Correlation for Study Variables

MAAS SWLS BID PSS
MAAS 1 .312* -.212* -.231*
SWLS 1 -.231% -.312**
BID 1 A21*
PSS 1

*p < 0.05; **p < 0.01

Findings indicated a significant negative correlation betweéndfulness attention awarene$$AAS

and perceived stresB$3 and Depression. As hypnotized, students who have more miesuhttention

awareness have less perceived stress and Depression. Sebnvetatistically significant positive
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correlations were found between mindfulness attention awarerabdife satisfaction SWLS and

between DepressioBID) and presided stresB$S.

There was a significant decreasdPiiSandBDI scores whereas significant increases indicatddAAS
andSWLSscores in post-intervention scorB&Sscores| (1, 38) = 7.37p = 0.013],DBI score F (1, 38)
= 7.21,p = 0.001] and significant increasesSWVLSscores I (1, 38) = 13.22p = 0.001], MAASIF (1,

38) = 16.88p = 0.001] (see Table 2).

Table 2: Pre- and post-intervention scores on measuRSSfBDI, SWLANdMAAS

Pre- intervention Mean Post-intervention Mean
N (SD) (SD) T -value
7.37*
PSS 38 22.44 (1.49) 17.36 (1.17)
7.21**
BDI 38| 12.53 (2.31) 8.21 (2.11)
SWLS 38| 20.82 (2.08) 22.15 (1.84) 13.22%F
MAAS 38| 23.01 (2.03) 32.13(1.92) 16.88**

*p < 0.05; *p < 0.01

There was no significant difference in stress and lifisfsation between males and females.

6.1 Discussion & Conclusion

The main objective of this study is to evaluate déffect of MBSRon Stress and depression reduction and
effect on life satisfactiorin secondary school students in Sri Lanka. Results indicatedaftet the
intervention of MBSR program, there was a significant reduction in stress anceskpn scores and
increase in life satisfaction scores in a secondary schadérst group. These result consistent with the
excising literature A quantitative research study indicates that mindfulnesBnigees have positive
impact on nursing professionals (Cohen-Katz, Wiley, CapuanoerBalk Shapiro, 2005)Thus, the
hypothesis that mindfulness attention may reduce the levepoéskon and stress is supported. Findings
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indicated a positive significant correlation between mindfsgn attention and perceived stress &
depression. These findings consist with literature thabbas disclosed a positive relationship between

mindfulness and stress reduction (Chang, et al., 2004; Shagirp2207; Brown and Ryan., 2003).

Findings of this study may consider within the operationaitditions. First, there was no control group.
Therefore, it may be difficult to conclude whether the findiage due to the intervention BIBSRor
other factors. Second, the sample is 28 subjects, whichal sample size. Third, they were informed
about the purpose of tHdBSRintervention ant it might change their mind according tophose of
the research. Although there were limitations of this studyetisting data are significant. Involvement
in the mindfulness meditation and awareness applied in thay svas correlated with a significant
reduction in depression & stress and improvements in liiefaetion. Therefore, the findings of this
study suggest that mindfulness awareness attention and mindfoieégation intervention may promote
better mental health and life satisfaction. Practicingdfulness awareness attention and mindfulness
meditation seems to be a potential mediator for reducing depressd stress while improving life
satisfaction in secondary school students. The results suggebtBBRintervention may be a realistic
and effective approach to support people reducing stress, siepresnd improving the life satisfaction

in secondary school students in Sri Lanka.
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MEXICAN CURRENCY CRISIS: OVERVIEW AND LESSONS

Tatjana Boshkov, PhD}

Abstract

Economic theory did not encounter specific definition about currensig that is acceptable as universal.
However, when we think about currency crisis the first thirgeeall is a massive escape of investors from
the currency for which they fear will depreciate thus affigcthat this devaluation to really happen at a
more financial repressive dimension than usual. In suchuatien currency loses its stability and
confidence, and if there are no sufficient international vesahen this can result in serious financial crisis.
The aim of the paper is underling the utilization of theoattknowledge about currency crises and
focusing on the evaluation of existing theoretical models, ovdashéfteen years, which were developed
different theoretical models of currency crises in otdeexplain disruptions in the financial system or
collapse of the exchange rate. Also, here we determtinateeasons and implications of a currency crisis,
as the crucial role of the foreign exchange reserve fooumtry and behavior of investor in such a

circumstances.

Key words: currency crisis, models, generations, Mexico.

1. Introduction

Economic losses caused by the currency crisis are spendinfis¢he costs of restructuring the
financial sector, a fall in economic activity, a distortiondistributable income, a decline in credibility
(IMF, 1998) emphasize the importance of crisis prevention anddé of all available tools that can help

in early identification of the financial weaknesses of ttigsccrises system. For this reason, some kind of
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systems could identify the vulnerability indicators or predictirrency crisis in order to take on time true
measures to avoid the crisis.

Utilizing theoretical knowledge about currency crises andidimg on the evaluation of existing
theoretical models, over the last fifteen years, simuitasly were developed different theoretical models
of currency crises in order to explain disruptions in the firsmsystem or collapse of the exchange rate.
Because different models (different "generations” of mode¢sjtify different factors as the cause of the
crisis, and in practice some countries have significaviatiens from the "generational” variants of the

currency model, the advantage of empirical studies from the gioigw of each country is obvious.

2. Literature review

2.1. Theoretical models of currency crisis

The theory for currency crisis distinguishes several typegisés. In the literature on the currency
crisis, three generations can be distinguished for explanatiearrency reasons. The first generation
("speculative attack models") appeared as an attengxpiain the currency crises in Mexico (1973-1982)
and Argentina (1978-1981) (Agenor et al.,1991; Garber,1994).

The models of this generation point out to an inadequate macraricopalicy as the main reason for
a currency crisis. Second generation models ("exit clausdelsi’) are designed to include the
significance of speculative attacks in Europe and Mexicthen1990s, emphasizing the self-fulfilling
features of the currency crisis and the emergence bipteubalances. The third generation highlights the
consequences of the moral hazard in the banking systemeeffebt of infection as a key determinant
of the currency crisis and explains the currency crisioirttBAsia. There are also several models related
to individual needs in crisis situations that are an altmena&xplanation for the causes of the currency
crisis outside conventional "generation directions".

2.1.1. First generation of currency crisis

The first formal model of the currency crisis is preserigdKrugman (1979) which gives a basic

intuitive insight into the first-generation currency crisis glo&rugman argues that the currency crisis is
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caused by a large budget deficit financed by credit exparSiarh a situation results in a gradual loss of
foreign exchange reserves. Namely, assuming the money rbatkete and the satisfactory interest rate
at a fixed exchange rate (the domestic interest rateeisaime as that of the overseas), the extension of
the money supply offers will resolve the demand for the domestrency. Due to the higher liquidity on
the market, in the money market will increase demandoi@ign currency. To be in that situation, the
monetary authority brought the money market in balance, theatdyank must sell foreign currency
reserves for domestic currency. Also, international vesewill decrease at a rate equal to the growth of
domestic credit. When international foreign exchange resarneeilly exhausted, the regime of foreign
exchange must change, as the central bank no longer hashfoesgrves for maintaining a fixed
exchange rate regime.

Because of the simplicity of Krugman's model, his modeluthel additional assumptions and
characteristics of currency crises - low level of doéditly of the exchange rate regime, slow price
adjustment, the uncertainty of the speculative attack, unegrtaver credit expansion, various foreign
exchange rates, sterilization policies, alternative exchaegenes after the collapse of the existing
regime, borrowing on the foreign capital market and capitalraisntthe salary agreements and are
influenced by future expectations, endogenous economic policy as hengdapproached the model to
the real situation (Garber and Svensson, 1894uivel and Larrain, 1998; Jeanne, 1999; Darg00Peltonen,
2002) For these modifications, it is important to highlight soméedht factors of foreign exchange crisis
which are important for the empirical research of curremises.

The models of the first generation of a currency crisie hhve some disadvantages. The assumption is
that the country's passive behavior - although the government khetvshe central bank is losing
international reserves and that it will have to changectineent regime, it will not take anything that is
contrary to reality. The theory that the currency crisis @aaschange in the fundamental macroeconomic
variables would simply be avoided. It is necessary to im@igrmeasures in which these variables are

maintained in equilibrium; measures that are acceptabkiaé maintenance of the fixed exchange rate.
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2.1.2 Models of the second generation of currency crises

Understanding of the currency crisis based on first-generatiaelsis questioned after 1992, due to
their inability to explain the crisis of the European Monetaystem (EMC) in the same year. In order to
explain the EMC crisis, models of new currency criseeevaeveloped, which were later introduced as
the second generation of a currency crisis model or mddbeédexit clause". This generation of models
approach exchange rate as a conditional obligation - the couatrigah opted for a fixed exchange rate
regime, is obliged to maintain the fixed exchange rateras as it considers it favorable. The obligation
to maintain the fixed exchange rate is limited by the emt#t of an exit clause; the possibility of
abandoning the fixed exchange rate, if the economic policy fomésitenance has negative and
negligible effects on other macroeconomic variables.

This was the collapse with the Exchange Rate Mechanism (ERMKich was associated with
inadequate consequences of raising the interest rates neetledd@ successful speculative attack in a
situation of high unemployment. In other words, the decisiobamdon the current regime is related to
the comparison of benefits (for example, the benefit defireed the theory of the optimal currency area)
and costs (for example, due to a reduction in the reputatioroabetc policy) for maintaining a fixed
exchange rate, together with a certain economic situatiormplaogment, problems in the banking sector
or high public debt.

These circumstances are much closer with the real situtitan the first generation models, which
suppose the mechanical behavior of power vs. the rationalrgmeés of market participants (Saqib,
2002). 1t is obvious that economic policy options in the fiscalcde$ituation go beyond simple
monetization of the deficit. Moreover, since they are targéteconomic policy, all alternative policies
generally include some form of exchange that the economic psliepndogenous (Azis, Caramazza,
Salgado, 2000). Such a macroeconomic policy, along with fadarsange the expectations of market
participants in terms of the future current course, can eadnore multiple balance that will cause the

speculative attack of the currency to be fulfilled tsglf (Saxena, 2001).
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In the second generation of models, economic policy is not predeést, but responds to changes in
the economic system, and private investors base their expestah such behavior by economic policy
makers. The expected change in the exchange rate regina#fect those variables (for example, higher
wages, lower employment, higher interest rates) which chamgeases the costs of maintaining the
liquidity regime. When these costs become too high, economicydudilders can decide to devalue the
currency and so will verify the currency crisis of marngaitticipants.

Therefore, the currency crisis in terms of the model ofethieclause appears in a situation in which
speculators, together with the given conditions in the econsystem, consider that they are economic

bearers of the policy on the margin of exploitation of the @aiise (Krueger, Osakve, Strana, 1998).

2.1.3. The model of the third generation currency crisis

The model of third generation relies on interpretation otctheses of the currency crisis and the effect
of infection. There are various explanations for transferrirsgsifrom one country to another. One of the
interpretations relies on the negative impact of the samgenous shock in several countries. The crisis
can also be transmitted through trade links when the curdgyeciation of a country means reduced
competitiveness of another country. Financial interdependenceardribute to the expansion of the
crisis when problems in servicing external debt in some cosrfoiee external creditors to repay loans
to some other countries. Currency crisis in a particular cpaain worsen the perception of the state of
the economic situation in the country with similar charasties of the system. Explanations of the effect
of infection contain elements of the first and second generatithre currency crisis model (Peacenti and

Till, 2000).

3. Overview of Mexican peso crisis

The Mexican economy has been visibly improving since 1982 whesxgerienced the latest
turnaround and when the interest rates on Mexican securitiesatvarpositive level. But on20.12.1994,
the Mexican peso devalued. Several factors contributdeteubsequent crisis:
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1. The economic reforms of the late 1980s, designed to limiobftee uncontrolled inflation in the
country, began to crack as the economy weakened.

2. The credentials of Mexico's presidential candidate ircM&®94 prompted the sale of the currency.

3. The Central bank had about $28 billion in foreign exchangevessexhich were expected to keep
the peso stable. In less than a year, the resermepne.

4. The Central bank began to convert the short-term debt, denethinat pesos, into
dollar-denominated bonds. This conversion resulted in a decredseeign exchange reserves and an
increase in debt.

5. The self-fulfilment of the crisis resulted when investéear default debt on the part of the
government.

When the government finally decided to devalue the curranBecember 1994, the biggest mistakes
were made. It does not devalue the currency in a suffigiéarge amount, which showed that while
pegging policy was still followed, it showed a lack of et in taking the necessary painful steps. This
led foreign investors to undermine the exchange rate of thedvaswmtically lower, which ultimately
forced the government to increase the domestic interestite to 80%. This was a huge "toll" for
Mexico's GDP, which also declined. The crisis was fynalitigated by an urgent loan emergency loan
from the USA.

According this - lesson ... when there is a possibilityagirfg a currency crisis, the Central Bank in
economies with a fixed exchange rate may try to keep xeel ®xchange rate by "eating" the foreign
exchange reserves of the country, or to allow foreign exchamgse to fluctuate.

4. Crucial role of foreign exchange reserves

When a devaluation is expected on the market, downward presstiie currency can only be settled
(neutralized) by increasing the interest rate.

In order to increase the rate, the Central Bank must eetthecmoney supply, which in turn will cause
an increase in demand for the currency. The bank can dbytselling foreign reserves to create an
outflow of capital. When a bank sells part of its foreignhexaye reserves, it receives a payment in the
form of a domestic currency, which keeps it outside the turnaser means. Also, the reliance on the
exchange rate can not last forever, both in terms afetthection of foreign reserves, as well as economic
and political factors, such as the increase in unemploymenaling the currency through an increase
in the fixed exchange rate results in domestic goods béiegper than foreign, which increases demand
for workers and increases the output. In the short run, dealuato raises interest rates, which must be
settled by the Central Bank by increasing the money supply arehsicg foreign reserves.

As it is mentioned above, earlier the suspension of tred fexchange rate can "eats" through the
foreign exchange reserves of the country quickly, and devaluéngutinency can bring back the reserves.

5. Behavior of investors
If the market expects the Central Bank to devalue thermzyrewhich will increase the exchange rate,
the possibility of stimulating foreign exchange reserves breasing the aggregate offer was not realized.
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Instead, the Central Bank must use its reserves to reédeamoney supply, which in turn increases the
domestic interest rate.

If the confidence in the stability of the economy with theestars is diluted, then they will try to bring
their money out of the country. This is still called an outflofvcapital. When investors sell their
domestic currency-denominated investments, they convert tinesstrnents into foreign currency. This
causes a worsening of the exchange rate, resulting in thpees€ the currency, which may even be
impossible for the country to finance its capital expenditures.

6. Concluding remarks: Reasons and implications

The prediction when a country enters a currency crisis ingcdwe analysis of various i.e. complex
ranges of variables. There are several common factoreethtd to recent crises:

1. The countries borrowed a lot (current account deficits)

2. the value of the currency is rapidly increasing

3. the insecurity associated with the Government's ievinakes the investors nervous.

The high level of public debt increases the cost of defendingexbkange rate, but increases the
dangers of speculative attacks. A high unemployment rate teadifficulty in defending the exchange
rate with a higher interest rate. The fact that the gowent will not tolerate a high unemployment rate
may lead to currency depreciation (Lestano and Jacobs, 2007).

When the expectations for the devaluation embedded in the nomiaedst rate, the greater the
interest cost of the debt will lead to an increasdédost of maintaining the exchange rate. Speculative
attacks can occur even when the currency is overvalued.

The overvalued currency causes current account deficits, asuiria cases deflationary pressure that
leads the monetary authority to assess that the costfefding the exchange rate is greater than the
benefits.
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Abstract

The purpose of this study is to analyze the effect of Ohatis Leadership Communication on
Organizational Reputation. Data were collected from the govarthemployees of Bangladesh working
in information technology ministry. SmartPLS software wasluseanalyze the data. Findings of the
analysis showed that there is a significant and positieetedf Charismatic Leadership Communication
on Organizational Reputation.
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Introduction

There have been a plethora of reports which had the singufarseuof disrupting government bodies.
(Waeraas & Moar, 2015; Carpenter & Krause, 2012). This hasthednend for a lot of years, running
into decades. Government bodies have been incompetent, wastefwljth unnecessarily bureaucratic.
People see the government in a bad light owing to various repattthe government is unreliable and
has low customer service. Since the people have a low opinidgheogovernment and its service
rendering capabilities, they no longer give their suppogbt@ernment agencies (Kennedy, 2009).

It gets worse when an organization lacks trust from its Btd#élers and good reputation; it is evidence
of an absence of legitimacy in that organization. This istwh happening with the public sector
organizations (Luoma-aho & Makikangas, 2014).

However, a new leaf is about being turned by the government smohtities. They are now more
aware of the importance of having a good reputation and aregnakives to protect that reputation.

Due to this, the government is investing a lot of resoumesresearch on how public organizations
can maintain their reputation. Academic research has benducted severally in this area. The major
focus of such research work is on the problems and concerns ortheogovernment manages its
reputation.
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One of such issues is related to the public safetyeflifd property. Others include situations that have
some sort of effects on the wellbeing of citizens sucleasmgl elections and government policies. These
issues need the cooperation of the populace for them to béiveffddu, Horsley, & Yang, 2012). A
further understanding of these issues, especially with the eamplture of public bodies, has required
that scholars focus on issues bordering on political legitimdoygton & Harding, 2013; Vigoda-Gadot,
Zalmanovitch, & Belonogov, 2012), corporate governance and maeageoh offices (Waeraas &
Byrkjeflot, 2012), organizational performance (O'Toole & Meier, 20@®)ics and compliance (Lager,
2010), crises involved with the public (Grunwald & Hempelmann, 201@) lsow the government
disburses information (Liu et al., 2012).

It was discovered from an analysis of literary texts orp@@te communication that there is very
limited knowledge on the idea of good government reputation whempared with companies in the
private sector. However, this body of knowledge is growing sl@amly surely. As more crises arise in the
agencies in the public sector, there is an increased focu®wnto maintain a good reputation for
agencies in the public sector (Weeraas & Maor, 2015). Timie&pective of the general reputation of the
whole public sector.

Research in this area is in its infancy but it is growing@nodhising. The growing number of crises in
complex public organizations led to the emergence of a motensgsc, theoretical, and empirical focus
on reputation (Weeraas & Maor, 2015) that is not concerned withettneral standing of political bodies
or the public sector as a whole. Instead, the field dratentatn to the reputation of individual
administrative entities that behave, more or less, amantous actors within the political-administrative
system.

Several organizations owned by private individuals use finampealormance as the significant
indicator of success. These private businesses also rectiggiizeompetition level between other similar
companies. However, unlike these private entities, the publiedwrganizations would cultivate and
build their reputation instead of using any financial index ageess marker.

In the guise to achieve this, these public organizations, sugbvernment agencies work together for
them to achieve a high favorable condition that will build thegputation better. A good reputation is seen
as a great asset; this asset is of great benefiptiit organizations cannot afford to ignore. It provides
power and access to rare resources (Waaeras&Moar, 2015).

It is very much crucial for a reputation to be protectdthall the resources an organization has.
However, the pain is that not many public companies know how ki#al teputation can be; but with an
increase in the awareness of its importance, more and morie pobipanies are beginning to pay
attention to it. Reputations are very well crucial to snostg an organization; private or public. And due
to the increased crises that occurred as regards thegusdeattention paid to reputation, everyone is
now beware of the error to fall into ignoring the reputationheirtorganization (Carpenter & Krause,
2012; Kennedy, 2009).

These recent findings led to several types of research omd@hagement of reputation expansion.
Hence these researchers gave reports on the best wayal witthethe more difficult complexities in
public organizations. But particularly, the role of leaderstd@pnot be downplayed when dealing with
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reputation. There is a need to increase the detailseofhieory because some of these research already
conducted were not properly represented.

Some factors can affect the communication perspective. Atiexsg are the factors that arise from the
company’s organization pattern itself. A good example is thenteesearch has assured that leadership
communication (De Vries, Bakker-Pieper, &0ostenveld, 2010) laliek with the reputation of the
organization. Hence the current research is aimed to exipen&CCT by implementing leadership
communication in a theoretical pattern just in an attempnhalyze its public reputation.

Literature and Hypothesis

Overview of Public Sector Organizations

In many areas of matters concerning the organization, stddies on the public sector organization
has stayed unexplored for a long time (Weaeraas&Byrkjeflot, 2012mhbaeeho, 2006) and with a large
part of its core being underutilized. This resulted in anffitsent flow of understanding in this vital
segment (Waeraas&Moar, 2015; Luoma-aho, 2008, 2007). When the stoalylicforganizations began,
researchers encountered several difficulties in gettinidentify the best criteria that can separate public
and private organizations. They also found out that several higmgaiiguires in the public spheres have
missed the differences between the private and public aageons (Luoma-aho, 2008; Rainey, 1991).

But then, as the field develops, researchers have beztoat#parate private organizations from public
ones; this is done by seeing the latter as a nonprofit and ptefeaterprise. Then the public sector
organizations were referred to as government agenciesislrsttidy, the public organization will be
termed both as a public sector and government agency intartiyitt

The reputation of the Public sector organizations

A lot has been said about the reputation of the organizatihit édas been a significant content in the
literature published in this area; but then, research nmattes field is still debatable. The range of the
research has been to focus mainly on the private sectothtbgublic sector. As a result, the reputation in
the public sector and national legislation is still an undeed resource (Luoma-aho,
Olkkonen&Lahteenmaki, 2013; Sisco, 2012a).Some important factors stich esncept of reputation,
the benefits, restrictions, and challenges have not beenaidloecognized.

A complete analysis of public organization discovered teaéml kinds of research that are made on
the public organization is not done from a reputational perspectisead, these analyses are aimed at
some issues that relate to the public organization and thus thdaéfect the reputation. The purpose is
straight forward, the issues that surround public organizatidrhawe to show in the reputation as seen
by the public. Example; some studies have majored on public perpfi administration performance
(Hvidman& Andersen, 2014), the public trust in government (Citrin&&ud999; Coulson, 1998;
Hardin, 1998; Nyhan, 2000), and the quality of public services if@8hdratifah, Mokhtar, and Arawati,
2000), management of public sector and the democratic ethos (Mgt & Mizrahi, 2008), and
method of perceptions of politics and perceived performarmen(R2003; Vigoda-Gadot &Kapun, 2005).
Even if these are not stated in an explicit form, yet #reysignificant indicators, having their implication
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when it comes to organization reputation.

Charismatic Leadership Communication

Research that is carried out here are just sty veew, especially in the field of communication
(Levine, 2008) and even if it had gotten wide attemin the area of organizational behavior fooad
time, as far as the 1980s (Conger, Kanungo, Mefdviathur, 1997). A rising number of literature imet
leadership and communication has explained thig t@md this has led to the avalanche of researches
springing up in this area (Levine, 2008). The bemig stage of charismatic leadership was focused
majorly on speculative and formative theories (K&atKahn, 1978). However, the interest increased to
much more wider perspective of some charismatiddesa such as the behavior dimension of their
followers (Conger & Kanungo, 1998).

Shamir, House, and Arthur (1993) extended theirigogb study to include transformational leadership
and its effect it will have on the performance afdwers and their satisfaction too. But in-depkeaarch
has been analyzed for the impact of leadershigstgk it relates to the delight of a group (Andegrso
Madlock, & Hoffman, 2006), their practical commuation skills (Fairhurst, 1993), interpersonal
communication (Quick &Macik-Frey, 2004) and comnuation competence (Madlock, 2008; Wooten &
James, 2008).

What is however missing in the literature on leabgr is the relationship that exists between
charismatic leadership communication and the rhtheocrisis in communication. And before this laau
can be properly addressed, a short introductiorthéo details of charismatic leadership is done to
understand how it has improved and to better flothe communicative aspect of leadership.

Charismatic Leadership Communication and Perceive®rganizational

Reputation

Jin and Yeo (2011) argue that there exists a osiship between leadership communication and
reputation, which provides the leaders with begefit control the favorable results responsibly. By
exemplifying Charismatic Leadership Communicatitre leaders gain workers trust and support and
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positively impact the way workers perceive the orgarupat reputation (Men and Stacks, 2013). Meng
and Berger (2013) proposed that the leaders who are charisanadicalso engaged in The
Transformational Leadership Communication conduct, particuledyarding internal communication
problems were able to unite and sustain organizational reputation.

A contemporary research in relations has exhibited solid sufgpathigher-level measurement model,
comprising of six key aspects of charismatic leadershipnoonication, for example, group coordinated
effort, self-dynamics, moral orientation, strategic abilifiy make decisions, relationship building and
communication knowledge management capacity.

Moreover the relationships of the six aspects with leablels to create favorable communication
results (Meng and Berger, 2013). They contended that leaders debived to take part in
Transformational-Leadership must adopt these six aspectsaobmatic-leadership-communication so
the stakeholders' view of organizational reputation is dedth. Research has been steady
in-relating-performance-management-to-leadership commitmendrganizations (Dooren, Bouckaert,
and Halligans, 2010; Fryer, Antony and Ogden, 2009).

Moreover, to manage reputation is an imperative pagaddrship responsibility (Van der Jagt, 2005),
which decides organizational-reputation (Babarinsa, 2013). Lackrafmunication and the capacity to
instantly respond to change are key elements influencing #&ath@& change initiatives (Babarinsa,
2013). This research contends that a leader’s impotence thasematic leadership communication will
ultimately compromise a leaders attempts to change cesigts and re-construct reputations that have
been tarnished. Therefore, the following-hypothesis-is-advanced:

Hypothesis 1: The leader’s demonstration of charismatic leadersthipmeinication is
related to perceived organizational reputation

Measure and Methods

Target Population

The target population in this study consists of public employedise the ministry of Bangladesh.
Specifically, this study measures the perceptions of pubti@asts and those above them, who possess at
least a Bachelor degree as a minimum requirement for emefdyimhese employees are also considered
to be internal stakeholders, who are the most valuable afss@t organization, and thus they play an
important role in building and strengthening their organizaticepaltation

Data collection

Data collection procedures in a quantitative survey involgergil yet systematic steps in collecting
information needed for analysis. A common instrument used iquantitative approach is the
questionnaire survey as a primary tool of data collectioguestionnaire permits collection of data to be
completed in a relatively short period of time, especiathen delivered and collected personally by the
researcher. Apart from minimizing bias in responses, ttheardages of personal distribution of
guestionnaire are, it is inexpensive, faster and has a bb#tace for obtaining a high response rate of up
to 85% (Sekaran & Bougie, 2010; Webster, 1998).

Measures
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Organizational reputation. Participants’ perceived organizational reputation was medswith a
20-item Likert-type scale developed by Fombrun and Van Riel (20@#)adjustment made to suit a
public organization. In the present study the revised 16-itenrttijgge scale generated a Cronbach’s
alpha of .95.

Charismatic leadership communication The charismatic leadership communication was measured
with a scale developed by Levine et al. (2010).

Data Analysis

In order to analyze the data, we used structural equationlimpteEchnique with the help of
SMARTPLSS. The Partial Least Squares technique is a poveariybonent-based method widely used
in prior studies (Farrukh, Khan, et al., 2017; Farrukh, Chong, Mads&avan Ramzani, 2017; Farrukh,
Wei Ying, & Abdallah Ahmed, 2016; Farrukh, Ying, & Mansori, 2016, 2@iaz, Farrukh, Rehman, &
Ishaque, 2016; Shahzad, Farrukh, Kanwal, & Sakib, 2018).

In terms of analysis SEM PLS is a two-step processysh dtep measurement model is assessed by
checking the validity and reliability of the outer model. Instprocess Composite reliability, average
variance extracted, and Discriminant validity is checked.

The threshold value for Composite reliability is 0.70 for AgEB.50. While for checking discriminant
validity Fornel larcker criteria was used, it compares #iguare root of AVE with the other latent
variables of the model.

Following tables shows the results of measurement model evaluatan.the results we can see that
all the threshold values were achieved.

Table 1: Validity and Reliability of Measurement Model

1st

ltems Loadings AVE CR Cronbach’s
order

Organizational

reputation 0.5046 0.7532 0.871
POR1 0.7583
POR2 0.7662
POR3 0.7424
POR4 0.6995
POR5 0.405
POR6 0.8196
POR7 0.7858
PORS 0.7735
POR9 0.7229
POR10 0.7399
POR11  0.6896
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POR12  0.7679

POR13 0.644

POR14  0.7662
POR15 0.83

POR16 0.8284
POR17 0.4195
POR18 0.8044
POR19 0.7922
POR20  0.8419

Charismatic leadership
communication 0.5564 0.8316 0.7349

CLC1 0.7128
CLC2 0.7781
CLC3 0.8632
CLC4 0.6057
CLC5 0.9314
CLC6 0.9143
CLC7 0.9001
CLC8 0.9132
CLC9 0.6842
CLC10 0.8782
CLC11 0.8686
CLC12 0.8135
CLC13 0.7204
CLC14 0.7797
CLC15 0.7775

Table 2: Fornell-Larcker Criterion for Discriminant Vali dity
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POR CLC
POR 0.77
CLC 0.39 0.781

After achieving the reliability and validity, next stegasevaluate the structural model and for this we run
PLS bootstrapping. The results if hypothesis testing are giviire following table.

Table 3: Hypothesis Testing

Path T Statistics P Values Results

Charismatic 0.237 2.402 0.001 Supported

leadership -> POR

Results

The demonstration of the leader’s charismatic leadership coroatiom was found to be positively
and significantly related to perceived organizational reputdtion.237, t = 2.402, < .01). This finding
could mean that the stronger the demonstration of charisteatership communication shown by the
leaders, the better the perception of a public organizatiepatation. Therefore hypothesis 1 was
supported.

Discussion

Hypothesis 1 (H1) Tested the relationship that exists betwlkansmatic-leadership-communication
and POR. The outcome demonstrates a solid, noteworthy relafidmstiwwveen these two constructs. As
anticipated, workers' view of their leaders' display of ishaatic leadership communication heightens,
aligned- with their favorable insight with regards to thgaoizational-reputation. In both situations,
charismatic-leadership-communication seems, to be an itiy@gnstruct in diminishing the negative
effect of the crisis and securing organizational reputalibis outcome concurs with Davis' (2012) recent
discovery that a leader's use and display of charismatiorit is positively, dynamically identified with
a leader's adequacy in crisis administration. Davis' (20ik2pveries regarding the relationship between
a leader's charismatic-rhetoric and impression of thatishgaVs viability in dealing with a crisis are
affected by using the charismatic communication. The findinggiaxally support Babarinsa (2013),
Men and Stack (2013) and Van der Jagt (2005), who argue thadrohtic-leadership impacts workers'
impression of organizational-reputation through communication sayld<onducts. Hence, the idea that
the part of charismatic leadership communication is one pomedgiment of charismatic-199-leadership
(Berger, Meng, Heyman and Gower 2012) is apparent here. Dwatongs charismatic leadership
communication conduct as a key tool in dealing with crisis hadiyegi influenced the internal
stakeholder’s way of perceiving their working environment.ewkeaders show up in public with clear
feelings, inspiration to take care of the issue and compad$iey fabricate certainty among internal
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stakeholders that their association isn't to blame andhbgtare completely committed to settling the
crisis (Littlefield and Quennette, 2007; Lucero et al., 2009)s Thparticularly true since leaders are held
accountable for the crisis solution, through his or her
-charismatic-leadership-communication-actions-and-style. Gdagers communicate the crisis news as
well as deal with the situation by demonstrating emotionata@pgharismatically. The outcomes are also
in accordance with Stephens et al. (2005) where charismadiertdap communication decreases risk by
crafting the crisis messages, furnishing data and convélygngrompt risks and additionally methods to
make threats less severe to the reputation.

Most charismatic leadership models were examined from adraiiie point of view of leadership
that encircles the non-interpersonal-activities, for exanpidening, sorting out, basic-leadership, critical
thinking, and controlling (De Vries et al., 2010; Levine, 2008; Mu@arand Campbell, 2006). Utilizing
an expanded SCCT system, charismatic leadership commanioabs represented by estimating
communication perspectives regarding a leader's task-orieatechunication, empathy and enthusiasm.
The three measurements of charismatic leadership communicatospecifically impacted by the
relationship between organizational reputation and crisis re$yldgsi

Implication

The research also recommends that a leader who exhibitewaication conducts, for example, being
positive, understanding the victims emotions and showing autleamaerns, and having the capacity to
empathize with the victims during crisis impacts perceptionis organizational-reputation.
Charismatic-leadership-communication is both innate and eaiigte a few people are naturally gifted
and talented, there are characteristics that can berpobthrough learning and practices to supplement
the skills. Companies usually provide training for soft skicluding communication abilities. The
current research then recommended that leadership-traini@g consider improving
charismatic-leadership-communication by giving certain traifdmgeaders. The focal point of training
must be to improve the three features of charismatictehiflecommunication, to be specific, empathy,
enthusiasm and task-orientation

Limitation

Firstly, the motivation behind the present research is cestlrito examining the relationship between
charismatic leadership communication and organizational régutét this manner, different factors that
can possibly impact the relationships between these facwnmsoaianalyzed. For instance, this research
does not measure environmental aspects, for example, the cdltorganization and atmosphere that
may influence the manner in which Bangladeshi see organizatemathtion as compared to Westerners.
Secondly, this research utilizes just a quantitative approdittie it is suitable to fulfill the research
requirements, more profound comprehension on the findings through more extemnsiviews isn't
covered. Lastly, the nature of cross-sectional data extiibiéee does not eradicate the probability that
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causal relationships portrayed in the model can be revdrseglite of the fact that our extra tests assisted
us in ruling out the reversal-causation-statistically, lariital and experimental research may be
important to build up evident causation.

The extent of the examination has been narrowed-down-to a puabgodiassociation, particularly
one in the given situational setting. Consequently, the disesvaray not be relevant to private division
associations or those encountering a crisis of different kimdile8ly, the sample was confined to just
Bangladeshi-respondents. Therefore, the discoveries of trenpresearch are constrained to workers in
the public-associations-in-Malaysia. The discoveries froneifit parts of the economy may also differ.
Additionally, public division associations in 220 different natiortéclv hold various other values may
deliver different outcomes, which will lead to invalid resulffwus, the empirical-evidence from this
examination may not be applicable to another division or natiamyrcase, associations across divisions
and nations having similar culture and values may profit fraendibcoveries, particularly in the Asian
district where numerous similarities to those public areacé#sons in Bangladesh-are-evident.

The leaders of organization can affect the dynamics of-ort@nizational-reputation
in-a-crisis-through-their charisma, which will improve theagility of their separate association as the
source of data (Coombs, 2012). This is especially criticalight of the fact that during crisis,
associations are encouraged to limit the effect on-thputagion, which drive the associations to depend
on their leaders. Leadership literature demonstrates beae tare numerous components that are
responsible for the leaders' success in dealing with cr&isong others: charismatic leadership
(Antonakis, Fenley, and Liechti, 2011; Halverson, Holladay, Kezaand Quinones, 2004; Hunt, Boal,
and Dodge, 1999; Pillai and Meindl, 1998); leadership style (b@ane011); effective communication
style (De Vries, et. al, 2010); leadership trustworthingssutes and Posner, 2012); effective
communication (Babarinsa, 2013); logic (Barge, 1996); non-verbal comatienic(Holladay and
Coombs, 1994); and skill (James and Wooten, 2005). A study hasesesahed the rise of leadership
during-the-crisis (Kakavogianni, 2009) and uncertainty of environmeatdfvan, Ramirez, House, and
Puranam, 2001). What is absent in the study is the significahdbe issue leaders charismatic
communication in deciding the company's success in solvingrtiem.

Organization reputation and crisis communication study showsehdéeiship conduct that indirectly
and directly drives and fortifies perceptions of crisis fieast (Ramirez, 2010; Seeger, Sellnow and
Ulmer, 2003) and views organizational reputation (Davies ai@h,M2010). The part of the leaders (or
CEOs) amid the crisis reaction stage is of supreme impata keeping up organizational identity and
reputation (Flatt, Harris-Boundy, and Wagner, 2013; Coombs, 2012; Med#e, 1990). The practices
of the leader himself are deciding elements in the faibursuccess of crisis administration. In any case,
to date, the crisis-communication study has yet to incorpetetesmatic leadership communication as
an important variable that can impact the connection betweputation and crisis communication,
regardless of whether indirectly or directly (Davis, 20D2; Vries et al., 2010; Levine, 2008; Levine,
Muenchen and Brooks, 2010). Thus, lack of charismatic leadershimwoication utilized by the
association in the middle of a crisis can be risky ihtligf the fact that the general population can be
sensitive to the manner in which information is received froenassociation, consequently influencing
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their view of it. This may directly or indirectly influengeeople's mentality to the association or
institution. In spite of the fact that there are implimas-of charismatic leadership communication during
the crisis for business and administration practices, theg hat been empirically and hypothetically
tested in a systematic way (Levine, 2008).

It must also be taken into consideration that charisme#idership, as the core component in the
leadership theory, has been widely investigated, yeé'thap analysis of communication-aspect-of it in
an association setting (Levine, 2008). Whereas, when we conbildield of crisis communication,
researches on leadership shows that the importance oélcleadlership has risen as the cardinal run in
crisis communication (Lucero et al., 2009). Recently, thdyshas featured that communication has a
noteworthy role to play in developing and securing government bodmsgations (Liu et al., 2012) and
also in forming numerous perceptions of the stakeholders ofrémitation particularly in crisis (Maor,
Gilad and Ben-Nun Bloom, 2013). While the writing indicates &méigment, this imperative aspect of
leadership communication has managed consideration by #erehers on a small-scale, bringing about
a knowledge insufficiency in crisis communication, and its eff@cbrganizational reputation from the
internal stakeholders viewpoint, particularly workers at tlieiaf and administrative levels. In addition,
the different statistic elements of leaders in dealinth wrisis seem to be largely undiscovered, and
understanding these variables constitutes a chance to cogaptive crisis-literature.

However, a review on past research on charismatic lglaigdnas suggested a few areas to be explored
with a specific goal to overcome any gap in the chatism@adership communication writing. Firstly,
there is a requirement for more validation-studies, givendhst@mined research attention that the subject
has received up till now (Johansson et al., 2014; Levine &(dlQ; Shamir, Zakay, Breinin and Popper,
1998). Secondly, there is a need to find the causal connectioedreteputation in times of crises and
leadership communication (Coombs, 2014; Lucero, Tan and Pang, 20&@npkehension on the part of
charismatic communication when a crisis occurs can asgsoducing instructions for leaders to utilize
a more of the charismatic leadership communication in oaenaster risks. Lastly, past research on
charismatic leadership and crisis was for the mostly for rexpats as well as lab studies that are
conducted on sample of students (Coombs, 2014; Kirkpatrick and Locke, 198& kéewal., 2010; Shea
and Howell, 1999). Similarly, this research is intendethtestigate administrative samples to mirror the
administration's point of view on their POR (perceived orgdioizal reputation) and leadership
communication.

Past research on charismatic leadership recommendsafsie tsks that should be performed by the
leaders during crisis: comprehending the crisis, settling orcefido manage the crisis, framing and
making sense of the crisis to the stakeholders, ending 8ig trireestablish normalcy of the association,
and guiding the association to learn from what happened (Boin, $tarn, and Sundelius, 2005). The
list however excludes, that what is being believed tedquelly significant — the part of the leader as the
association's representative, where the stream of infrermstarts from within and goes to the outside
world. Other than setting the direction for the associatiolgader helps reestablishing the confidence
among partners through charismatic-leadership-communication. Togauiply, the CEO's part isn't just
planning and dealing with the procedures in order to overcomeritli®, yet additionally conveying the
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methodology that is being implemented to the public.

Selecting an obvious, charismatic leader to deal withscdemonstrates that associations pay great
attention to dealing with the crisis (Lucero et al., 2088% such, advance examination on numerous
aspects of charismatic leadership communication is impoxadédide the correct nature, impacts and
results of the charismatic leadership communication incéessons. As Levine (2008) contends, aside
from the principle components, for example, influence and ingpirabnd key attributes of
charismatic-leadership, communication factors should alsoiMe® @quivalent consideration, as these
components are communication-based messages and practeesmitar vein, Osborn, Hunt and Jauch
(2002) focused on, exploring charismatic-leadership in an awttiegitpoint of view is vital, and aspect
of leader communication in times of crisis must be consitgirece it will be noteworthy in extending the
extent of this field of study. Additionally, further study oradematic leadership by Frese, Beimel, and
Schoenborn (2003) and leadership communication by Levine et al. (206d0)ewvine (2008), has
provided intriguing outcomes that fill in as the platform to @t on exploring the role of charismatic
leadership communication in this study.
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Abstract

Excel is one of the most widely used application in businelksesoften used as a repository of data for
creating budgets, accounting, financial statements, stoalysas, forecasting, trend analysis and so on.
However, educators and students often struggle to perfornadalygsis in a simple and efficient manner.
This paper presents an extremely straightforward approadmeifiotm of a tutorial to create related
database tables and then illustrate data analysis irothedf queries that retrieve data from multiple
tables even if tables don't have a direct database relaijorghe tutorial utilizes Data Model and Power
Pivot features for data analysis. Upon completion of this tuttreastudent will understand how to use
these advanced features and apply them successfully fomddytcs.

Keywords: Data Model, Database, Excel, Power Pivot, Tutorial

Introduction

Excel is a powerful spreadsheet application that is widely @wswadng business and academics
(Rosenberg, 2015). Even though many organizations utilize Excel workbhs@ksepository for data, due

to the lack of proper database features it was often ovedoimkequalitative data analysis. One basic
problem was that Excel tables could not have database tgi®mehips (Cram et.al, 2012). However,
since Office 2013 Excel has included more database featuties form of Power Pivot and Data Model

that have enhanced its data analytic capabilities to supporsion-making (Meyer and Leanne, 2008;
Ferrari & Russo, 2010; Palocsay et.al, 2010). These featusedebdacilitating interactive handling of

large data sets (Zhimin et.al, 2014) also provide the akbilitpanipulate, filter, and sort millions of data
without SQL skills (Barry, 2011).
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As organizations increasingly emphasize business intelligencaedaadanalytics (Chen et.al, 2012),
understanding Excel's data analytics features are esséotigtudents and professionals. Despite the
widespread utilization of office software, Excel text book®(iM et.al, 2017; Cram et.al, 2012; Parsons
et.al, 2010; Gaskin and Vargas, 2017; Reading & Wermers, 2017t, 204r; Frye, 2017; Monk et.al,
2017) essentially focus on a fixed set of features like famgaspreadsheet, range names, budgeting,
time value of money functions, what-if analysis, breakevetyais, weighted criteria analysis, and charts.
Some of the advanced features like Power Pivot, SohagreRsion, Linear programming, and Scenario
analysis are covered briefly. Since data analytics in Bsca$sociated with the Power Pivot feature, its
coverage is often very brief and limited to just one tabl&bles that have direct relationship with each
other. But, if the tables don’t have direct relationship theteElRas a limitation with respect to querying
data from such tables.

The objective of this paper is to (i) provide a simple tutasialhow to create database lists of related
tables through the Data Model feature in Power Pivot, and(iheltustrate data retrieval for analytical
purposes in the form of queries that involve tables that don’t kéreet relationship. Due to the
limitation of Excel to facilitate retrieval of data frotables that don't have direct relationship, the paper
utilizes the Joiner concept (Jelen & Alexander, 2013; Jélgt7) to facilitate such querying.

The tutorial uses a fictitious real estate company to provimesimess perspective. As Excel is learned by
professionals and students of all majors, this tutorial will deoatheir understanding. No prior
knowledge of database is required for this tutorial. The altatline will be as follows: (a) install
Power Pivot plug-in, (b) create database tables with rel&ijogisand (c) data retrieval for analytics.

Install Power Pivot

Power Pivot is an Excel add-in tool that allows addition grarhof data from multiple sources into one
workbook. To install Power Pivot open the File menu and s€lptions. In the Options window click the
Add-Ins label from the list in the left navigation pane. Now options for Add-Ins appear in the right
pane of the window. Go to the Manage label at the bottom et €0M Add-Ins from the drop-down

box (as shown in Figure 1) and press the Go button beside it.
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N
25 View and manage Microsoft Office Add-ins.

Data Add-ins
Proofing Mame Location Type -
Active Application Add-ins

Acrobat PDFMaker Office COM Addin C:\...PDFMaker\ Office\PDFMOfficeAddin.dlil COM Add-in

Inactive Application Add-ins

olPak

Customize Ribbon

Quick Access Toalbar

Add-ins

Trust Center

Document Related Add-ins

No Document Related Add-ins

Add-in A at PDFMaker Office COM Addin
Publisher:
Compatibility: ailable
Location: C

Description: Acrobat PDFMaker Office COM Addin

Manage: | COM Add-ins

oK Cancel

Figure 1 Select Excel Add-Ins Tools

In the ensuing COM Add-Ins window select the check box beside MitrBsafer Pivot for Excel and
press the OK button (as shown in Figure 2). POWERPIVOT thimew appear on the ribbon. You may
have to restart your computer to get it installed.

Add-ins available:
zl Acrobat PDFMaker Office COM Addin

EposExcel Cancel
:I Inguire
;IMlcrosoftPowerMap for Excel Add...

Microsoft Power View for Excel

Remove

Location: Ch\Program Files (x36)\Microsoft Office’\Root\Office16\ADDINS\PowerPivot Excel Add-in\PowerPivot

Load Behavior: Load at Startup

Figure 2: Select Power Pivot Add-In for Install

Create Database Tables with Relationships

A database is a collection of tables consisting of rows anohe on any information a business wishes
to store (Kinser et.al, 2017). As the tutorial is based ondtebase requirements of a real estate company,
for simplicity purposes the tutorial will have three databaddes in the form of agents, listings, and
customers.

Agents table will have information on real estate agehistings table will store information on
properties that are listed with the real estate companyo@ass table will store information about
customers who have shown interest in buying properties availathlhe company. The Agents table
will have database relationship witistings and Customers tables. The steps to create tettirles are
described now.

Create Agents table:
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1. Open a blank workbook. Type the name of the compRewl Estate Company” in cell Al.
2. From A2:E2, enter the following names in each dealist Name, Last Name, Email, Phone, and Agent ID.

3. Enter information in cells A3:E5 as shown in Fig@re

L B C [

Real Estate Company
2 |First Name  Last Name Email Phone Agent ID
3 |dohn Davis jdi23@gmail.com 417-123-45%67 1D12
4 |Mary Jones mj23@gmail.com 417-555-6565 MIZ3

5 |Katherine Dawvid kdseT@gmail.com 417-622-2929 KDS53

Figure 3: Agents Table Contents

4. Now we will transform the entered data into a dasahtable. Select cells A2:E5 and go to Inseratabclick
Table in the Tables group. Create Table dialogvaithopen as shown in Figure 4. In the Create Taliddog
box, it is important to check “My table has heatiéxsx. This will allow the column names enteredadmv 2
to be used as table headers.

| Where is the data for your table?

=

=3A52:5EL5 F%3

kAAiMy tabie nas headers]

0K Cancel

Figure 4 Reference Agents Table contents as Table

5. In Excel table a header is referred as a fieldhEigtd should have a unique and meaningful naroethgr,
a table name must not have any space in betweendtus. If two or more words need to be joined, an
underscore should be used to conjoin the wordhgents_Info.
As a database table is a collection of recordsitfoemation entered in rows 3 to 5 represent r@sor
A database table will have one primary key fieldpémary key will have a unique value in each row.
Primary keys provide unique identification to eaebord in the table. For the Agents table, Agenfi¢dli
will serve as the primary key field.

8. Once the table is created, it should be saved avi$pecific name. So, while the table is selectedhée
Design tab of the Table Tools, enter “Agents” aalde name in the Properties group as shown byvarro
Figure 5.
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IMSERT PAGE LAYOUT

FORMULILAS DATA REWIEW
Tabde Marme |.'ﬂ‘| Summarize with Prvot Table _ operties
.ﬁ.g:nl‘_-. H'H Rermawve Duplicsles g 9 3 U pen in B
2 . Fi Insert  Espart Refresh

£ Resize Table ™, = Corvert to Range Slicer . » 52 Unlink

Propertles Torls External Table Data

- fr First Name
A B C L] E

1 |Real Estate Compa
P8 [First Name B 1 25t Name n Ermail Bl rhone n -ﬁ.ﬂ-!"r":'.' 10
4 (Mary Janes rnjznwn.mn 41?-555-&565 MIZ232
5 |Katherine  David kdsE7@gmail.com 417-622-2929 KDS8

Figure 5 CreateAgents Table

9. The Agents table will now be added to the PoweofData Model. So, click anywhere in the table gado

the Power Pivot tab and click “Add to Data Model Trables group. Agents table is now added to tha Da
Model as shown in Figure 6.

Home Design S owanced Linked Table

©
it I B — Data Type - ‘H ¥ Autosum - l—-l e Driagram View
LT o I =il E=H s
- Format @ Create EF =5 Shaow Hidden
Cllph ocard Get Extermal Refresh PivotTable £ Sart and Find [ ]
Diata = = - L ~ 95 = g 39 Filter = Wiews [Fax Calocubstion Area
Formatbing Fimad Calculairons Wieve
I [First Marme] - F ¥
P First dame B Lastmame BlEmail  Ellprhone Bl Agentin  h BRI
[FH sohin Davis id1zz@email.com 417-123-4567 D12
Mlary Jones mj22a@gmail.com 417-555-6565  MU23
I katherine Dawid kd587@&@gmail.com AL17-622-2929 KDOSE
=
[ | 1 |
=m Agenis |
Aecord: 14 4 1of 3 [ -,_,'g .l

Figure 6 Add Agents Table to Power Pivot Data Model

Create Listings Table

1. Create another sheet and enter the cell entrid§182as shown in Figure 7 to create the Listingtetab
similar to the way the Agents table was createe Miktings table will have the following fields:dting
ID, Agent ID, Type, List Date, Year Built, Area, &®om, Bathroom, Garage, Pool, and Price. The table
will be populated with eight rows as reflectedange A3:K10. “Listing ID” will be the primary keyf the
Listings table.

2.

Save the table as “Listings” and then add to thedPd’ivot Data Model.
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Tahle Marme: illmmnr?e\\.‘-‘th PivctTable E _| roperties | Header Row First Column " Filter Button
Listings / -l Hemove Duplicates = o Crpen in Browsar Tokal Row Last Column
- 9 I_l Insert Fxpnrr Refrach i=
|_. Hesize Table Convert to Range Blicer i 2 Lnils +| Banded Rows Handed Columns T
Praperties Taals External Table Data Table Style Oplions
E3 » ]!’ 2001
A B L [ E F G H | J K
1
2
3 101 MI23 Ranch 1/1/2m7 1,957 2,400 3 25 2 No $157,900
< 102 KD58 Ranch 1/25/2m7 1,980 1,750 i 2 1No 5110,000
5 103 MI23 Two-Story 2/2fam7 1,987 2,300 4 3 2 No 5$239,000
f 104 D12 Cabin 3/15/2m7 ] 1,200 2 2 0 No 5125,500
105 1012 Basement afafa017 2,000 3,500 5 35 3 Yes £400,000
8 106 MI23 Two-Story A/8/2m7 1,959 3,300 4 25 2 No 5350,000
5 107 1012 Log Cabin 4/30/2017 2,001 1,800 2 2 0 No 5159,000
10 108 1012 Ranch 5/1f2017 1,992 4,000 4 3 3/Yes $459,000/

Figure 7 Listings Table

Create Customers table:

3. Create another sheet and enter the cell entridd@a&s shown in Figure 8 to create Customers table
similar to how Agents and Listings tables were m@aThe Customers table will have the followirejds:
Customer ID, First Name, Last Name, Email, AgentPRone, House Type, and Price Limit. The table
will be populated with six rows as reflected ingarA3:H8. “Customer ID” will be the primary key tife
table.

4. Save the table as “Customers” and then add todheiPPivot Data Model.

Tabl= Mame: | .1| Summarze with PivotTable [e= ﬂ riie v| Headear Row First Column +| Filtm
2 g E“T' 9 .
Customers Bl Remove Duplicates pen ir WILET Total Row Last Calumn
= = Insest  Export Refresh
= Resize Table™, g5 Convert to Range Slicar * & Unlink +| Barded Rows Banded Columns

Properties Tools Extennal Table Data Table Style Options
A2 il fu Customer (D

& B c o E F G H

i
2 B2 First Name B Last Name Bl Emait B agent i B phone B House TypE E!!!E_ .
3 :I.DDI John White Iwhite@gmail.con MI23 417-123-1234 Ranch
4 1m02 Caral lones Cjonesi@gmail .conMI23 417-234-2345 Two Story 5300 000
5 1002 Rebecca Martin Rmnartin@gmiail.co KRS8 417-564-5647  Basement $400,000
[ 1004 Jai Raina Jraina@gmail.com KD58 417-666-8888 Ranch 5300, 000
T 1005 Ruth Miller Rriller@gmail.coi JD12 417-333-3885 Cabin S159,000
B | 1006 Priyanka Ray Proy@gmall.com JDI12 417-777-7852  Log Cabin S]ﬂ,uﬂ(}d

Figure 8 Customers Table

Create Database Relationships

To access information from multiple tables, database oekttips are necessary between the tables. A
database relationship is the linking of one row of one table avie or more row of another table. This
linking is done through a field called foreign key. A foreign kejyd in one table will have values that
must match the primary key field values of another taliherd are three types of database relationship:
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one to one, one to many, and many to many. Of the three datedationships, one to many is the most
common type of relationship. In this relationship the foreign fiedd will be in the table that has many
rows linked to one row of another table’s primary key fieldiea
In this tutorial, since an agent may have one or more custorAgents table has one to many
relationship with Customers table. As Customers table raag many rows or records associated with
one record of Agents table, the foreign key field will be ust@mers table. The “Agents ID” field created
earlier in the Customers table will now be the foreign kely f
Similarly, an agent may have one or more listings. Agealie thow has one to many relationship with
Listings table. As Listings table may have many rows or reassgciated with one record of Agent table,
the foreign key field will be in Listings table. The “AgelD” field created earlier in the Listings table
will now be the foreign key field.
Database relationships are also created through the Data fdatiek in the Power Pivot tool in the form
of joined tables. This feature is essential in retrie¥ahe data from two or more tables.
Steps to set up Database Relationship between Agents and Listirgs tabl
The following steps will create database relationships. friestelationship between Agents and Listings
tables will be setup followed by relationship between Agianid Customers tables.
1. Inthe Power Pivot tab, click Manage under Data 8apfoup. In the Design tab, click Create Relatidps
under Relationships group as shown by red arroigare 9.

“ Home Design Advanced Linked Table

[F-Ss) Dielete J{' = = r Undao
x it = =65
: ET] Freeze = oS —E:| | I
fdd . Insert  Calculation Create Manage bile Lsrk
Width Function Options® Relationship Relatlonshigs  Progerties  Date Table
Columns Caloulations Relationships Edit

Figure 9 Invoke Create Relationship in Power Pivot Data Model

2. Create Relationships dialog box will open. Selestihgs table first from the Table drop down memadl a
Agent ID field under Column drop down menu. TheleseAgents table and Agent ID field. And click
create button as shown in Figure 10. The tablefthsita primary key should be selected as the seabted

Fick the tables and columns you want to wse for this relationship

Table: Column [Fareignj

Listimgs w | |Agent ID )
Related Table: Related Column |Frimany):
Agents W Agent ID
Creating relationships bebween tables is necessary to show relsted data from different tables an the same repart.
oK Cancel

Figure 10Create Relationship between Listings and Agent tables
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3. Next to set up relationship between Customers agenss table, click Manage Relationships under the
Relationships group and click Create button as shiomFigure 11. Previous relationship between Agent
and Listings table is shown as active. Keep in niradl once a relationship is set up, it can betddler made

inactive if it is no longer needed.

Bew | [ vaee

Active Table Related Lookup Table
Yes |Listings [Listing ID] Agents [Agent ID]

Close

Figure 11 Manage Relationship to View, Create, and Mainta@éaRonships

4. Like the setting of relationship between Agents kistings table, select Customers table from théetdrop
down menu and pick Agent ID field first as the fgrekey, and then select the Agents table and pggnt
ID field as the primary key. Now click the Creatgtton. All three tables are now connected.

From a database perspective now individual rows lmannserted or deleted, and row values can be
updated directly in their respective tables. Thiteedo ensure consistency in database relatiossthip
“update all” feature in Power Pivot can be invokedupdate the overall data model as shown in Figure

12.

FILE HOME INSERT PAGE LAYOUT FORMULAS DT, REVIEW WIEW DEVELOPER POSVERPINOT

= ] BT Align Vertical B e =

i Tx | = ign Vertically o [ r'IQ {f-

. =i as Align Horizantally ' il L
Manage Calculated KPFls Addto Update Detect Settings
Fields - b [fata bodel Al

Data Mode Calculations slicer Alignment Tables Relationships

Figure 12 Update overall Data Model

Data Retrieval for Analytics

Retrieval of information for analysis from the tablis explained in two steps: (a) retrieval andysa
from one or two tables to understand the basicquefrying, and then (b) retrieval and analysis from
multiple tables with Joiner. To facilitate datarietal and analysis Pivot Table feature is utilizBd/ot
Table summarizes information from Excel data sHtan provide summary of information in two
dimensions by using two fields to group the recoassl then use a third field to summarize the
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information. Since data visualization is a commaaywo express analytics, Pivot Charts are utilitced
illustrate the results.
Retrieval from One or Two Tables

Information from Listings table can be retrievedbtigh Pivot Table as follows:
1. Inthe Power Pivot tab, click Manage under Data Blapioup. Go to the Listings tab and click Pivdiléa
Create PivotTable dialog box will open as in Figlige

@ New Worksheet

O Existing Worksheet
Location: |Agents!SES12 ]E

Figure 13 Create Power Pivot Table

Click New Worksheet radio button to move the tatdea new worksheet and press the OK button.
Placeholders for Pivot Table will be created onléffieside of the worksheet and Pivot Table Figtdk pane
will open on the right side as shown in Figure 14.

PivotTable Fields i
ALTIVE ALL

Choose fields to add to report: *
= ER Agents
* B Customers

* EH Listings

[irag fields betweeen sreas below:

T FILTERS I COLUMMNS

= ROWS ¥ VALUES

Figure 14 Pivot Table Task pane

As shown in Figure 14, all three tables in the DAtalel like Agents, Customers, and Listings appesihe
top. Arrow symbol next to each table can be clictedisplay all the available fields of that tatiattom
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part of the task pane shows four zones: Filtergehds, Axis, and Values. A field can be checkedragged
and dropped to a proper zone within the task peiedéds can also be dragged and dropped within zaicé

of the task pane. The Columns zone is also sometdisplayed as Legend Fields, while the Rows zone
appears as Axis Fields. Fields in the Values ztwevssummarized information using subtotals. A field
the Filters zone filters the display records.

2. For illustration purposes we will show type of th@uses that were listed in April 2017 with the ingtID

and the Listing Price. To accomplish this retrigwaé place Type in the Rows zone, Listing ID in the
Columns zone, List Date in Filters zone, Sum o€@for subtotals in Values zone as shown in Figare

Drag fields between areas below:

FILTERS COLUMNS

List Date v Listing ID A
ROWS 2 VALUES

Type e Sum of Price ¥

Figure 15 Tutorial Query Task Pane

Visualization with Pivot Charts:

1. Go to Analyze tab and click Pivot Chart in the ®ogtoup. Select clustered column as type of thet.cha
Pivot chart now illustrates the visualization ofrsuarized information of the Pivot Table as showRigure
16. The chart will automatically update as Pivobl€as modified.

y f \ Cabin
B c D E F G H [ J K L M N o P Q R S
List Date All v
List Date v Sum of Price  Column Labels ~
Row Labels ~ 101 102 103 104 105 106 107 108 Grand Total
Sum of Price
Basement 400000 400000
500000
g Cabin ! 125900 125900
000 Lsting 1D ~. Log Cabin 159000 159000
350000 101 Ranch 157900 110000 459000 726900
300000 =102 Two-Story 259000 350000 609000
;;ggg 103 Grand Total 157900 110000 259000 125900 400000 350000 159000 459000 2020800
150000 104
100000 I =105
50000
- | w106
Basement Cabin Log Cabin Ranch Two-Story

Type v

Figure 16 Tutorial Query Pivot Table and Pivot Chart Analytic display
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To filter the records that were listed in April 20@nly, click the drop down arrow beside All of LBate

display at the top of the Pivot Table. Once youakcthe All drop down arrow, check the box at thédim to

select multiple items. Now only check the date8fil month. Filter is now applied to both the talsind the
chart simultaneously. It will display only the lisgs of the month April as shown in Figure 17.

v [\ Log Cabin

B C D E F G H J K L M N
List Date (Multiple Items) ¥
List Date Y Sum of Price  Column Labels  ~
Row Labels ~ 105 106 107 Grand Total
Sum of Price
Basement 400000 400000
450000
2 Log Cabin 159000 159000
400000 =
350000 Two-Story 350000 350000
300000 Listing ID ~ Grand Total 400000 350000 159000 909000

250000
200000
150000
100000
50000
0

m 105
106
107

Type v

Figure 17 Tutorial Simulated Analytic Display

Both the Pivot chart and the Pivot table show thate were 3 houses that were listed in April 2@4th
Listing Id 105, 106, and 107. It shows the indivabtlprice of each listing as well as the total potall three
listings which is $909,000. Rows provide informat&bout what type of houses are listed and at puteg.
For example, Basement home is listed at $400,0680as Listing Id 105.

If we want to add fields from another table thatliiectly related like Agents and Listings tableen we first select
specific fields from the other table like AgenthieTselected fields can be drag and dropped in pppte zones as
per the query just like a querying from a singldda

Retrieval from Multiple Tables with Joiner

Joiner concept facilitates querying from tabled than't have direct relationship with each otheor Example,
suppose we want to show Agent Id from Agents table their listings with Listing Id, Type, Sum ofié& from
Listings table, and to filter records using Housgd field from Customers table. This query involvex only
getting data from Agents and Listings tables bsb &ustomers table. Since Customers and Listirngegalo not
have a direct relationship with each other, th@eloconcept can provide the bridge between thetévies. The
Joiner concept involves creating a new table witly one field that is common to the tables thatehimvbe linked.
This field in the Joiner type table is also itsypary key. So, in the Tutorial we create a “Joineuse_Type” table as
a Joiner table. The Joiner_House_Type table wileheelationship with Listings and Customers tal@ece the
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Joiner is created, one can query all the threesatol retrieve related information. The followinigs show how to
create a Joiner table and then retrieve informdtiam all three tables.
1. Create a new table “Joiner_House_Type” on the saonksheet where Customers table was created similar
to how tables were created earlier. The field nahwild be House Type and five rows should be pogdila
with the information as shown in Figure 18.

Ranch
Two Story
Basement
Cabin
Log Cabin

Figure 18 Joiner_House_Type Joiner Table

2. Add Joiner_House_Type table to the Data Model.KOlanage Data Model and select Pivot Table to ereat
a new Pivot table. Go to the Data tab and in theDaols group select Relationships. Manage Relships
window will open with all the previous list of réianships. Now set up two relationships:
Joiner_House_Type with Customers table and themeddHouse_Type with Listings table. In the first
relationship, the first table should be Customerd the foreign key should be House Type. Seconlg tab
should be Joiner_House_Type and the primary keuldhme House Type. In the second relationship, the
first table should be Listings table with Type asfaeign key and the second table should be
Joiner_House_Type with House Type as a primary R&yw Joiner_House_Type is an intermediary
between Customers and Listings table. This witalus to see any listing with Listing Id, Agent &hd the
correct Price all at once. Once the Joiner is ettt the Pivot Table fields that are part of Jotable should
be added from the Joiner table only.

3. We will now display Listings with Listing Id, Typef houses, and Sum of Price, Agents with Agentaiy
for Filter we will utilize House Type that custorseare interested in for analyzing.

4. From the Agents table add Agent ID field to the Ramone. From the Listings table, Listing Id to the
Columns zone, Type to the Rows zone, and Prideaivalue zone. In the Filter zone select House Bype
adding “House Type” field from the Joiner_House_@&yable as shown in Figure 19.
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Choose fields to add to report: & -
4 [TT] Agents a
First Name
Last Marne
Emai
Phone

+ Agent ID

4 [ Joiner_House_Type
+ Houze Type

4 [T Listings
) Listinag 10
Agent 1D
+ Type
List Date
‘Yiear Built

Dirag fields between areas below:

T FILTERS I

House Type ™

COLUMNS
i_i'_rting K -

= ROWS
AgentlD  * ||*]

VALLIES
Sum of Price =

ype = -

Figure 19 Tutorial Query Task Pane with Joiner Table

ELITE HALL PUBLISHING HOUSE

5. From the Analyze tab of the Pivot Table, click Ri@hart from the tools group and select Clusterddmn

as a chart type. Figure 20 shows the Pivot TaldelamPivot Chart displaying all the listings wifisting ID,
Agent ID, Price and the Type of the houses.

House Type

Al

Sum of Price
Row Labels -
=1z
Basement
Cabin
Log Cabin
Ranch
= KDS8
Ranch
= M2
Ranch
Two-Story
Grand Total

House Type

Sum of Price

Base=ment

Agent ID ~ Type -

Column Labels | -

101 102

$110,000
110,000
5157, 000
$157,900

103

5259, 000

S259,000

104
5125,000

S125,900

105
500,000
S400, 000

106

5350, 000

S350,000

107

108

Grand Total

5150,000 $450,000 51,143,000

S159,000

459,000

S400,000
$125,900
5159,000
5455,000
$110,000
5110,000
ST66, D00
$157,900
S609,000

S157,900 5110000 5259000 5125900 5300000 5350000 5159000 5459000 52,020,800

mkbin

JD1Z

Log Cabin

Ranch

Two-Stary

MIZS

Listing 1D+ =
=101

Figure 20 Tutorial Query Pivot Table and Pivot Chart Analytic display with JoiFasle
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6. If we want to display just the Ranch then fromitfaaise Type that is used as a filter, we can unchiéc¢ke
other types and display just the Ranch as showigiare 21.

Howss Type Famch -

Suwm of Price Column Labels -

Row Labels ~ 101 102 108 Grand Total
oz S50 OO0 S50, 000
Ranch 5459,000 5455,000

= KSR £110,000 £110,000
Ranch 5110, 000 S110,000

= INTI2Z3 SAST, 00 S157,.000
Ranch S157, 900 5157, 900
Grand Total $A57,000 5110,000 5450000 ST 26,000

House Type T

Lum of Prece
SSO D00
450,000
S0 000
5350 000
S 0, N0 Listing IDr -

=101

SAS0 000 1oz
5100, 000 ;
S50 00 1os
T8

Harnch Ranch 13 che

LA LA LA 0
Bd B
=R
=]
=]

Dl ELGE KANIE

agent IDr = Type -

Figure 21 Tutorial Simulated Analytic Display with Joiner Table

Our results show three agents, JD12, KD58, and Mid#8have listed Ranch with their respective Ligtid, their
prices and the grand totals. This makes analyzatg filom multiple tables very quick and easy.

Conclusions

Excel is an essential software for business. Mapgets of business can benefit from strong Exceledge. This
paper outlines a tutorial based on a simple busiegample to demonstrate how to create a databdSecel and

then query the database for analysis. The tutdhistrates the use of Data Model, Pivot Table, &mbt Chart

features. It also outlines an approach to overdbmémitation of Excel in analyzing data from teblthat don’t have
direct relationship through the Joiner concept.

The tutorial in the paper will allow students arrdfpssionals to grasp essential database operatitm&xcel in a
business context. This simpler approach helps teghas well as non-technical students in undedstandata
modeling and database concepts in a faster wayhéfuran understanding of how Power Pivot and Pdert
work with Joiner concept will enable any Excel mssdional to deliver data analytics and Businesdlligence
solutions without prior expertise in data analytics
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VENEZUELA CURRENCY CRISIS: ANALYSIS OF THE CAUSES

Tatjana Boshkov, PhD}

Abstract

Economic losses caused by currency crisis are spending thé dests of restructuring the financial
sector, a fall in economic activity, a distortion in distitable income, a decline in credibilityemphasize
the importance of crisis prevention and the use of all @vailtools that can help in early identification of
the financial weaknesses of the crises system. Forahson, some kind of systems could identify the
vulnerability indicators or predict a currency crisis in ordetake on time true measures to avoid the
crisis.

The aim of the paper is underling the utilization of theoa¢tknowledge about currency crises and
focusing on analyzing the causes for Venezuela currency thisiEvaluation of existing crises can explain
the disruptions in the financial system or collapse of the exchatgeAlso, here we determinate the
reasons and implications of Venezuela currency crisis, @&subml role of the foreign exchange reserve for
a country in such a circumstances.

Key words: currency crisis, factors, exchange rates, Venezuela.

1. Introduction

Currency crisis is a currency market disturbance whereutgiese foreign exchange strike leads to a
devaluation or comes to a point when the authorities sellftireiilgn exchange reserves or raise interest
rates to defend their exchange rate. Currency crisessai@ly defined in the context of the financial
crisis, including a ban and debt crisis (Claessens and R048). For the further analysis of currency
crises, the definition of a banking and debt crisis is agmwitant, which is mainly for two reasons. First,
there are completely isolated cases of crises, sincehheacteristics of the currency crisis are often
associated with other financial problems in the economy. lisrréason, it is very difficult to isolate
"same" currency crisis. Second, in many cases, some kiodstf is developing into another type of
crisis..

Utilizing theoretical knowledge about currency crises andidimg on the evaluation of existing
theoretical models, over the last fifteen years, simuttasly were developed different theoretical models
of currency crises in order to explain disruptions in the firrsystem or collapse of the exchange rate.

2. Literature review

! Ass. Professor at Faculty of Tourism and Businesgstics — Skopje, University “Goce Delcev’- Stidacedonia, e-mail:

tatjana.boshkov@ gmail.com; tatjana.boskov@ugd.eklu.m
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In order to cover the whole process of creating a currencig,csidme assumptions of "Generation"”
models have been omitted, and introduced some new assumptions inocog#grcloser to the actual
situation or events in a particular country, part of thecaiktiterature is aimed at explaining the currency
crisis of unconventional and non-economic factors. Among the mustriant interpretations of the
currency crisis outside the "generational” direction is thedkeberger-Minsky model describing three
phases of the currency crisis: mania, panic and collapse.

In parallel to the model that distinguishes the three stagéhe currency crisis, a similar model with
five different phases may appear (Sagib, 2002). The crasis stith an exogenous reason (war, elections,
discoveries, etc.) that have a strong impact on the ecorsysiem by changing the profitability of at
least one sector. If new opportunities for profit are grehger the old ones, the growth in investment and
production is starting to accelerate. It is assumed tlea¢ fre speculations that cause the growth of the
"object" price to which the peculiarity is directed (fxample, foreign currency, domestic or foreign
bonds, land, buildings, etc.).

The price increase attraction of further investments and furdnenue growth. The third stage
describes the over-arching process involving: speculation (btyisgll at a higher price) and too much
anticipation (euphoric perception of the price of a particulgeabbover the underlying value). As
productive expansion continues, interest rates, prices, and puanitisaue to rise. In the high profit period,
some investors decide to sell the "item" they bought. énetdrly phase, speculation continues, and the
outputs are balanced. Prices stop growing. This is the pehed speculators are beginning to perceive
that it is possible to get out of the "speculators' communmityth ultimately causes panic (because of the
lack of liquidity that would allow everyone to sell with profif§s speculators sell, prices begin to fall, the
number of banknotes increases, and the business situation dederiditae panic ends when the price
falls enough to attract speculators after the trade seqeube of the lower price limit of the "facility” or
when the monetary authorities will convince the market and preutfieient liquidity in order to calm
the panic. The most common criticism for this model idlée/s that do not give rigorous theoretical
explanations for the currency crisis.

Other explanations for currency crises include structural andcabliictors (Drazen, 1998). Market
euphoria as structural factor, which is characterized by l&geEgn capital inflows, high rates of
economic growth, low unemployment, hides the negative tendencigadiional factors or neglects
them. Political factors can also lead to controversial sitats. One of them concerns choosing the
moment of devaluation related to holding elections. Namelyyrgpopular measure of devaluation is
usually postponed after the elections, because the currencyeharally generates cheaper import
products, and therefore more real wages, is overestinBieldsgyaplakorn, S. et al., 2010).

The next political factor in the currency crisis concerns palitinstability and propensity for the
deficit. In general, the tendency for a deficit is gredtirere are more frequent changes to the authorities
(Alesina and Tabelini, 1990). Continued political instabililgde to a budget deficit, a large external debt,
an inefficient tax system and low growth rates (Drazen, 19B&)s, political actors act indirectly on
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expectations and on a speculative attack on the basis of ecopaunds. Therefore, the need to analyze
political processes that lead to inconsistent policies anduhency crisis is crucial. Although these
factors are often mentioned in the literature and are swggpbyt empirical evidence (Eichengreen, Rose
and Wyplosz, 1996; Bussiere and Mulder, 1999), the constructioneotheoretical model is not yet
satisfactory (Drazen, 1998).

3. Snapshot in the time of crisis

Foreign exchange reserves of the country have been reduced tul§h0The data from the Central
Bank of Venezuela show that they have remained only $ 10.5 hitlithreir reserves. Combined with the
fact that the country has a debt of $ 7.2 billion by the en@017. The oil-rich nation faces with
enormous economic insecurity over the past 3 years in itsrmy+VVenezuelan bolivar, went into a free
fall as a result of hyperinflation caused by widespreaduption in government and the fall in the world
oil price. In the fight against inflation, the Venezuetgvernment releases more bolivars into circulation,
forcing civilians into money-laundered baskets to pay foicbhgmods. The country couldn’t import food,
drugs and other basic necessities.

In 2011, CNN announces that Venezuela's foreign exchange esge/estimated at around $ 30
billion. In 2015, they are reduced to $ 20 billion. Recepbres show that about 3/4 of Venezuelan
residents lose on average £ 19 as a result of a coumtngsshortage , and it seems likely everywhere no
matter what economic future it is, citizens are preparetiffer the most.

3.1. Reasons for facing Venezuela with currency crisis

Venezuela is home of the largest oil reservest in thédweven more then Saudi Arabia, but still
faces with the largest social and political crisistie world today. Around the £0Century in acntient
Venezuela, indigenous tribes discovered oil seeping through theAatugl etxraction began much later.
A huge oil well was discovered in 1922. When they drilled insiilecame gushing out in a jet, rising
more then 40 meters high, and it took them more then 9 daystain it. Foreign oil companies rushed
to the country to be part of all the action. The oil indudeyeloped massively since then and soon began
to overshadow the other sector in the country. By 1928, Venezumabethe largest oil exporter in the
world.

The value of the Venezuelan currency increased rapidly, riofinlge back on the single product, oil.
But other industries i.e. their export suffered so much as cesritund it very expensive to import from
Venezuela. So, in this time global demand for oil was irsinga and during the Second World War,
Venezuels were producing close to 1 milion barrels perMaddle East began exporting large amounts
of oil as well by 1950. Further, supply overshot demand and the pegas to fall. As a reaction, the oll
producing nations of Venezuela, Iran, S. Arabia, Iraq and Kuweitto decidewhat will be their strategy
in future. So, these countries formed OPEC in 1960. The mainfaDPEC was to bring oil prices back
up to reasonable levels by regulating the supplys. Export Quotarglaced on member actions to keep a
check on overproduction. Oil prices continued to fall and in 19@d0dwched the price of $3.4 per barrel.
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Next, war and internation turmoil the following decede changesd lith 1973 Arab Israeli war led to
the Arab OPEC countries stopped trade with the US and otliensian response to their support for
Israel.Then, global oil prices shot up to $34 per barrel by 1880tlze Venezuelans quadrupled their
revenues. The oil industry was nationalized and people rejdiaéébr a short time. The OPEC members
began breaking their production quota promises and produced more aket@advantage of the high
prices, but demand was decreasing as the world economy wasgstiovwn.The effect from this was:led
to and immense oversupply, or and oil glut and prices crushéal &8ya1986, oil prices had reached a
low of $14 per barrel and didn’t see a significant recoveryy 1899.

Huge demand from developing countries such as India and Chinadagtabal oil prices and gave
the funds needed to pursue his economicstrategy. However, sh@esegies proved the be very
unproductive in the long run.This time of Hugo Chavez began fundingl gwograms with oil money
which led to huge overspending. When he fell short he borrowedih&his was followed by Nicolas
Maduro.Government regulations, takeovers, corruptions and rectriciongnports led to a hostile
business environment and the death of private companies hepic€s have been falling since 2014
and Venezuela is facing one of the largest social crisiké world today. The inflation rate here is the
highest in the world and the country is heavely debt riddeopl®éave money, stores remain empty.
There is a huge shortage of food, medicine and other daily sugptiese rates have gone up. The boon
of the 20’s has turned in to a bane today.

4. Venezuela Crisis circumstances in 2017

In March 2017, Venezuela announces a new exchange rate dseltongethe crisis. Maduro reports
that a living oil-rich country announce a new course which widtease the DICOM exchange rate, one
from the two official Venezuelan courses. Residents buy nfdse necessary goods on the black market.
Venezuela is an example where she has had numerous forelgmegeaates over the years and none of
them is in line with the black market.

After the DICOM exchange rate, the Venezuelan Bolivatesaaround 710 US dollars, and 10 under
the Dipro course that is the official exchange rate of aglez Incredibly low foreign exchange reserves,
high inflation, oil owed to China, 4- digit inflation and humanéa crisis,are enough reasons to conclude
that the problem hard to resolve soon. Venezuela has takenfloanBeijing in exchange for the belief
in profoundly-directed exports of the oil. In 2016 Venezuela hasegaioflation on unbelievable 800%.
IMF predicts inflation of 1600% in 2017.

In Venezuela there are four types of exchange rates:

1. CENOEX (for basic food and medicine)

2/3 SI1CAD Iprovide dollars to companies which import all other goods

" SICAD || '

Due to the fact that US Dollars are limited, coupons acti@ned temporarily ie weekly in the case of
SICAD | and daily for SICAD 2.

Due to the poor crisis these two courses are not in uselnkegust 2015.

4. The latest and newest is SIMADI (200 bolivars per dollar).

12C
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

This exchange rate is intended for buying and selling goods fordindite and businesses.

Corruption arises from the complete monetary system. Becatighis completeness and the
bureaucratic process to access the courses, residentscae tb rely on the black market, where the rate
is least favorable, to get the necessary foreign curréhith the sharp decline in oil prices, the
Venezuelan economy is crippled, and Maduro's government is bfamigdinding itself at the very edge.
Venezuela was in unprecedented economic crisis and politise chiaracterized by an acute shortage of
food and medicine. Another reality were the crime rate asing as more authoritarian executive power.

Critics against Maduro and Chavez said that the economy'seprslitave been result of economic
mismanagement for many years. Also Maduro supporters biaméor the fall in oil prices and corrupt
business elites in the country. So, Venezuela is sensitigeternal flows due to heavy dependence on oil
revenues. The reports show that the oil bills are about 95% &fetfiezuelan export earnings and 25% of
its GDP, according to ORES. As the world oil price dropped dhil$a barrel in 2014 at low level of $ 27
in 2016, the already insecure economy began to fall freely. Thua)16, GDP drops by 12% and
inflation rises to 800%. By the beginning of 2017 Venezuela owé&d@billion to foreign lenders,
holding only $ 10 billion of foreign reserves. Chavez's creditocsise him of not putting aside money
from the period of 2004/2013 to use the massive boom in oil pricémimg safe future. Chavez used
this boom to expropriate large sections of the economy, introdugerdcairrencies and price control, as
well as subsidize imports. All of this has weakened tten@my and made the country increasingly
dependent on import, and Venezuelans can no longer afford tic®tiat contributed to the creation of
economic problems is the control of the currency, first introduce2D03 to reduce the capital outflow.
With the sale of US dollars at different rates, the govemt effectively created a black market and
increased opportunities for corruption. For example, a businessstlatthorized to buy dollars at
preferential rates in order to buy priority goods like food andioiee, can instead sell these dollars for
substantial third-party profits. The import dropped $ 18 billion in 2016, dowwn $ 66 billion in 2012,
as foreign goods are becoming more expensive. Many customdecagewith a choice of waiting for
hours in a row for basic products. Experts detect other reasonssier expropriation and corruption.
They say that the widespread expropriation further reduced protiugtiansparency International ranks
Venezuela to 166 of 176 places according to the corruption istitiag that the government controls
more than 500 companies, most of which work with the country.draparison, Brazil, which is 6 times
more populous than Venezuela, has 130 state enterprises.Velselargkst creditor is China, which in
2001, it credits it with $ 60 billion. Russia is showing ins¢ri helping Venezuela precisely because
Venezuela in 2014 became the largest importer of Russian ynitaipment until 2025, due to the fall
of oil.

5. Crucial role of foreign exchange reserves

When a devaluation is expected on the market, downward presstite currency can only be settled
(neutralized) by increasing the interest rate. In orderdi@ase the rate, the Central Bank must reduce the
money supply, which in turn will cause an increase in demanthéocurrency. The bank can do this by
selling foreign reserves to create an outflow of capitalelVa bank sells part of its foreign exchange
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reserves, it receives a payment in the form of a didenesrrency, which keeps it outside the turnover as
a means. Also, the reliance on the exchange rate caastdbtever, both in terms of the reduction of
foreign reserves, as well as economic and political faceush as the increase in unemployment.
Devaluing the currency through an increase in the fixed exgehaate results in domestic goods being
cheaper than foreign, which increases demand for workers arghses the output. In the short run,
devaluation also raises interest rates, which must Hedséit the Central Bank by increasing the money
supply and increasing foreign reserves. As it is mentiotedeq earlier the suspension of the fixed
exchange rate can "eats" through the foreign exchange essarthe country quickly, and devaluing the
currency can bring back the reserves.

6. Conclusion

A currency crisis is brought on by a decline in the value @funtry's currency. This decline in value
negatively affects an economy by creating instabilitiesxchange rates, meaning that one unit of the
currency no longer buys as much as it used to in anothermfuifgi the matter, we can say that crises
develop as an interaction between investor expectations andhsbatexpectations cause to happen.

The economic theory did not encounter any specific definition afuhency crisis that is acceptable as
universal definition. However, when we think about currencsisthe first thing we recall is a massive
escape of investors from the currency for which they felhdegpreciate thus affecting that this devaluation
to really happen at a more financial repressive dimensionusaal. In such a situation currency loses its
stability and confidence, and if there are no sufficient ivaonal reserves then this can result in serious
financial crisis.

The prediction when a country enters a currency crisis ingadwe analysis of various i.e. complex
ranges of variables. There are several common factorsethte to recent crises: the countries borrowed
a lot (current account deficits); the value of the curreaawpidly increasing; the insecurity associated
with the Government's activities makes the investors nenidweshigh level of public debt increases the
cost of defending the exchange rate, but increases the daofyespeculative attacks. A high
unemployment rate leads to difficulty in defending the exchaatgewith a higher interest rate. The fact
that the government will not tolerate a high unemployment rag lmad to currency depreciation
(Lestano and Jacobs, 2007). When the expectations for the devalelafbedded in the nominal interest
rate, the greater the interest cost of the debt waltl &0 an increase in the cost of maintaining the
exchange rate. Speculative attacks can occur even wherurtteaay is overvalued. The overvalued
currency causes current account deficits, and in some cdtgdary pressure that leads the monetary
authority to assess that the cost of defending the exchange gagater than the benefits.
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Abstract

The aim of the paper is to investigate whether thesgsificant difference among manufacturing and
merchandising industries with respect to liquidity and @tronship with profitability. The sample
consists of 50 companies listed at Karachi Stock Exchamgeprises 30 manufacturing firms and 20
merchandising firms. The analysis is based on informatiam fannual reports over the period of five
years from 2010 to 2014. Net operating income and return omsamse used as measure of firm’s
profitability. Liquidity of the firm is measured by using bagap in days and current ratio. Firm size is
measured by net sales, total assets and market capitaliZBhe findings depicted that merchandising
firms are more likely to have negative cash gap tmanufacturing firms, since firms in these sectors
carry small and fast selling inventories and often seltésh.

Key words: Merchandising firms, manufacturing firms, liquidity, Probilety, Karachi stock Exchange

1. Introduction

Liquidity management focuses on the planning of current assets wnehtc liabilities. Liquidity
management has two important variables; current assetaiaadtdiabilities which play a crucial role in
success of a firm as they directly affect the wealtshaireholders. Firms try to maximize its value by
optimal level of investment in current assets (Howorth &thead, 2003; Deloof, 2003; Afza & Nazir,
2007; Afza & Nazir, 2008 and Nazir & Afza, 2009). For firms inwalvin the production of goods
(manufacturing companies), the current assets usually infottme of the cash, cash equivalents,
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marketable securities, and the inventories make up almdgifithe sum of the asset side of the balance
sheet. Whereas this proportion may be higher in the casen®f firvolved in the business of trading
(merchandising companies). The excessive amount of investmthese assets may result in the barrier
of the company’s precious cash resources and eventually gfrbfins may decline.

Efficient liquidity management is vital especially foamufacturing firms, where a major part of assets is
composed of current assets (Van Horne & Wachowitz, 2004). litaffee profitability and liquidity of
firms (Rehman & Nasr, 2007). The liquidity profitabilityatteoff is important because if liquidity
management is not given due considerations then the firm&elsetb fail and face bankruptcy (Kargar
& Bluementhal, 1994). The significance of liquidity efficiensyindisputable (Filbeck & Krueger, 2005).
Liquidity is known as life giving force for any economic unit atelmanagement is considered among
the most important functions of firm’s management. Everyrorgéion whether it is profit oriented or
not, regardless of size and nature of business requires mgcassaunt of liquidity. Working capital
management is one of the most important areas while mdienkiguidity and profitability comparisons
among firms.

There are two basic concepts regarding the liquidity, one @balsheet concept studying current assets
and current liabilities also known as static approach. Secodgnemic approach or cash conversion
cycle which is time length between actual cash expenditure ohgae©f raw material and actual cash
receipt from the sale of these products.

The static approach of balance sheet measures liquidityresnt ratio and quick ratio, is useful to
analyze liquidity but cash gap is a dynamic measure of ongajoglity management that uses both
balance sheet as well as income statement data combitiedme dimension (Joset al., 1996). The
length of cash gap differs from one firm to another and womindustry to another industry. To measure
the performance of cash gap and to assess improvement oppatdinitie not only analyze its own cash
gap but also consider the industry benchmarks (Hutclesah 2007).

The primary objective of this research is to investigateether there is significant difference among
manufacturing and merchandising industries with respect to liquiditg its relationship with
profitability.

The rest of the paper is organized as follows. Sectiore2epts the empirical literature review related
with liquidity management. Section 3 puts forward empiricath@d@ology and section 4 presents
empirical modeling of this paper. Empirical results akem in Section 5, and section 6 concludes the
paper.

2. Literature Review

Bhunia & Das (2015) investigated the relationship between worldpijat management and profitability
of pharmaceutical companies listed in India. Data colkefitam Center for Monitoring Indian Economy
Data Base covering a period of 2003 to 2013. They found that sglaeddiquidity position was very
attractive and sensibly competent with working capital mememt while liquidity position has no
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significant relationship with profitability.

Malik & Bukhari (2014) investigated the impact of working capitednagement on the profitability of
cement industry and advocated that there was positive and fitsighiassociation between profitability
and receivables management. Simultaneously, he statdtiehatvas negative and irrelevant relationship
between profitability and inventory turnover. He concluded thatlpaymanagement was negatively
correlated with profitability. Moreover, Cash Conversion IEybas positively and insignificantly
correlated with profitability of companies. Butt (2014) studieel association between working capital
management and profitability of chemical sector in Pakistanthe periods of 2006 to 2010. He
demonstrated that aggressive investment in current asadsstte decrease in the profitability of firms.
Igbal et al (2014) examined linkage between working capital nesneigt and profitability of firms listed
at Karachi Stock Exchange in Pakistan. Their findings denaiastregative association between net
operating income and average account receivables inventory turmowdays, payable period and
operating cycle.

Enqvist et al., (2014) examined the role of business cycles on the working capitatapidly
relationship using a sample of Finnish listed companies over gaa&eriod. They find that the impact
of business cycle on the working capital—profitability relatiopsisi more pronounced in economic
downturns relative to economic booms. They further show that ¢imfisance of efficient inventory
management and accounts receivables conversion periods increagepdunds of economic downturns.
Their results demonstrate that active working capital managematters and, thus, should be included
in firms’ financial planning. Ukaegbu (2014) examined the i@lship between working capital
efficiency and corporate profitability and in particular, determine their significance across countries
with differential industrial levels. The study revealstttiere is a strong negative relationship between
profitability, measured through net operating profit, and caeshversion cycles across different
industrialization typologies. The negative association impiieg, when the cash conversion cycle
increases, the profitability of the firm declines.

Arshad & Gondal (2013) examined the association between workpitgloamanagement and profitability
of 21 listed Pakistani cement companies for the period of-2000. They established a momentous
negative association between working capital management afithlptity. Ben-Calebet al., (2013)
explored the association between liquidity and profitabilityedasn a sample of 30 manufacturing
companies listed on the Nigeria Stock Exchange for the pefid2D06-2010. The empirical results
suggested that current ratio and liquidity ratio are positilieked with profitability at the same time as
cash conversion period is negatively associated with abilitty of manufacturing companies in Nigeria.
The relationship in the entire case was though statisticeglgvant, signified low degree of persuade of
liquidity on the profitability of manufacturing companies in 8lig.. They recommended that more
sensible credit policy and shorter cash conversion period mayahaesitive shock on the profitability.
Biswajit (2013) also observed the association between workingatamnhagement and profitability and
indicated that simply cash position ratio was positively ymae on return on total assets and the residual
six ratios were negatively correlated with return on tasslets. He furthermore established that return on
total assets is negatively connected with days of workingatamogaka & Jagongo (2013) investigated
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the association between working capital management and finofitability and established that the
negative relationship exist between return on assets, asa@aeivables and operating cycle at the same
time as positive relationship exist with stock turnover, accopayables. He wrapped up that working
capital management has a noteworthy shock on firms’ proftialbihd act as an input responsibility in
value creation for shareholders because large operating was negative shock on firms’ profitability.
Babu & Chalam (2014) examined the association between wodapgal components and firms
profitability of Indian Leather Industry for 14 years period asldowed that profitability had
inconsequential positive association with inventory managemergigmdicant positive association with
receivables. Although payable management and working cycle matesvorthy negatively associated
with profitability and concluded that working capital managenhast significant impact on profitability
of overall leather firms.

3. Data and Methodology

The sample in this study includes 50 companies listed atKiestock exchange, in which sample consist
30 Manufacturing firms from different sectors like food, cemeantomobile, engineering chemicals,
textile, electricity and 20 from merchandising firms lfkeed line telecommunication health, travel and
oil and gas. Data in this study collected through the secorstamces. The analysis is based on
information from annual reports over the five year from 2010 to.2014

Data is collected from the websites of Karachi Stock Exghand annual reports of firms. The effect of
liquidity on profitability is tested using the panel data methoglpl Previous researches analyze liquidity
and its impact on profitability by using panel data to ingaes¢ the relationship. Uyar (2009) analyzed
166 Turkish firms registered with Istanbul Stock Exchanganm the relationship of cash conversion
cycle with profitability and size for the year 2007 using palaa. Eljelly (2004) examined the relation
between profitability and liquidity measured by current ratio aagh@ap (cash conversion cycle) for a
sample of 29 joint stock firms in Saudi Arabia using pant.daimilarly Afza & Nazir (2008), Rehman
& Nasr (2007), Lazaridis & Tryfonidis (2006) and many other didilaimpanel data studies on
profitability of companies.
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Figure 1: Conceptual Framework

Figure 1 shows conceptual frame work of the studijciv explains the determinants of liquidity which
are current ratio and cash gap. Sales, total agadtsnarket capitalization are used as proxy measiur
firm size. Return on assets and net operating iecara dependent variables of the model.
Liquidity and cash gaps may differ among countréesl among industries and also depend on the
prevailing economic conditions. Sometimes natur¢hefbusiness and traditions set the typical liguid
requirements and the cash gap in a given induSoyne industries have high levels of liquidity
requirements and large cash gaps than others, sdnie may require low levels of liquidity and skort
or even negative cash gaps, which indicate thélityato obtain cost-free capital from their custers.

4. Empirical Modeling

NOI = g+ 1 (CR) + 2 (CGS)+ 3(MC)+ 4(LOGS) + 5 (LOGTA) + — (1)

ROA= ¢+ 1(CR)+ 2(CGS)+ 3(MC)+ 4(LOGS) + 5 (LOGTA) + — (2)

The relationship is different between liquidity gofitability for industry in which the firm opetes.
Hi: There is a positive relationship between ligwidihd profitability for manufacturing firms.

H,: There is a negative relationship between liquiditd profitability for merchandising firms.

Hs: There is a positive relationship between the'iraize and its profitability.

5. Results and discussion
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5.1. Descriptive Analysis

5.1.1. Descriptive Analysis for manufacturing firms

Table 1 shows descriptive statistics of 30 manufacturimgsfifrom different sectors of Karachi Stock
Exchange. Manufacturing firms have less liquid asset asrien-cash components such as inventory,
accounts receivables and account payable than trading firmiguf@aly the cash conversion cycle is
shorter, manufacturing industries on average have 57 daysstf conversion cycle with standard
deviation of 78 days. Mean of CR is 1.42 which means firm holdverage of 1.42 assets to meet its
current liabilities. The performance measure used inrhéysis is net operating income and ROA of the
firms, which is on average 0.012, 8.59, and with a standevéhtion of 0.095 and 11.53 respectively.
Sales growths of manufacturing industries are average ofaéhB8ally. Mean of total assets is 0.188
having standard deviation 0.676.

NOI(billio CGS(day MC(billio | SALES(billio | TA(billion
n) ROA |s) CR |n) n) )
1.42
Mean 0.012 8.59 56.854 | 4 1.48 0.088 0.188
1.14
Median .0001 5.786| 48.809 |7 0.571 0.001 .001
5.84
Maximum | 1.11 51.576 616.493 |6 163 1.52 3.92
-15.05 0.10
Minimum | -0.154 6 -103.934 | 0 .004 .0001 0.000
0.90
Std. Dev. | 0.095 11.538 78.510 8 2.44 0.253 0.676

Table 1: Descriptive Statistics for manufacturing firms
5.1.2. Descriptive Analysis for merchandising firms
Table 2 shows descriptive statistics of 20 merchandisingsfirom different sectors of Karachi Stock
Exchange. Net operating profit mean shows that average eabefme interest and income is low in
merchandising firms mean value of NOI is Rs. 0 .002 billiotin wtandard deviation 0.008, value of
ROA is 3.729 which is low as compare to manufacturingdiamd standard deviation is 10.766.

NOI(billion) | ROA | CGS(days)| CR | MC(billion) | SALES(billion) | TA(billion)

Mean .002 3.729| -65.780 1.468.02 0.024 0.027

Median .00017 3.400| -70.252 1.086.34 .008 0.007

Maximum | 0.036 33.41Q 312.463 6.8702.47 0.314 0.345
12¢
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Minimum | -0.0393 -36.499 -399.822 0.1941.79 0.0001 0.0004

Std. Dev. | 0.0087 10.766 105.400 1.2634.82 0.0519 0.062
Table 2: Descriptive Statistics for merchandising firms

Information from descriptive statistics also indicates tash conversion cycle which is used as a proxy
to check the efficiency in managing liquidity is lowesmerchandising industries with an average of 65
days and standard deviation of 105 days. The merchandising iadusis lower mean value of the cash
gap compared to manufacturing firms which shows that merchagdisdustries are efficient in
collecting their receivables from customers before paymmguppliers. Other studies also show that
merchandising firms have shorter CCC than manufacturing indugtiese, 1996; Garcia-Teruel &
Martinez- Solano, 2007). Sales that measure the size dirtmnes used as a control variable. Table 2
demonstrates that mean of sales is Rs. 0.024 billion and dashelaation is 0.051. The maximum value
of sales for a firm in a year is 0.314 billion while thenimium value is .0001.

5.2. Correlation Analysis

5.2.1. Correlation Analysis of manufacturing firms

Table 3 shows results of correlation of 30 manufacturingsfiothKSE. Return on assets has positive
significant correlation with current ratio which indicatesttha firm short term debt paying efficiency
increases firms get more return on assets.
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CR Log Sales| CGS MC Log of TA | NOI ROA
CR 1 -.028 .061 .013 -.064 .149* | .288**
(.734) (.460) | (.870) (.438) (.068) | (.000)

Log of 1 -.011 |.098 .954** .269** | .038
Sales (.896) | (.233) (.000) (.001) | (.642)
CGS 1 -.236* | -.021 -.051 |-.146*
(.004) (.802) .(539) | (.075)
MC 1 .072 .041 .353**
(.383) (.618) | (.000)

Log of 1 .307** | -.095
TA (.000) | (.248)
NOI 1 211%*
(.010)

ROA 1

Table 3: Correlation for manufacturing firms
** Correlation is significant at the .0 | level (2-tailed)
*  Correlation is significant at the .05 level (2-tailed)
Log of sales has positive insignificant association witbrreon assets while negatively correlated with
cash gap in days. Return on assets has positive sigmhifisaaciation with market capitalization which
shows that volume of shares increase the income of shdeelvahich leads increase in return on assets
while negative relationship found with total assets.
Net operating income is positively correlated with curratibrand with market capitalization while log
of sales and log of total assets have strong positive isigmifrelationship. Cash gap in days has negative
correlation with net operating income.

5.2.2. Correlation Analysis of merchandising firms

Table 4 represents the result of correlation of 20 merchandising of KSE. Return on assets has
positive significant correlation with current ratio which aties that firm's efficiency in managing
liquidity has positive impact on the profit earn through utilizasgets. Cash gap in days shows negative
significant relationship with profitability, means that widbe cash gap the firm will have to arrange
finance for more number of days hence pay interest which bacireource of reduction in profit. Log
of sales has positive significant association with returassets. Return on assets has positive significant
association with market capitalization which shows thz¢ sif firms in term of market capitalization
tends to increase in profit while negative relationshifpisid with total assets. Net operating income is
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positively correlated with current ratio and market caigigdion while log of sales and log of total assets
have strong positive significant relationship. Cash gamys dhas negative correlation with net operating

income.
Variables | CR Log Sales| CGS MC Log of TA | NOI ROA
CR 1 -.004 -.206* | -.077 |-.073 .045 .236*
(.965) (.040) (.448) | (.468) (.658) |(.018)
Log of 1 -.068 .087 .881** AT8** | . 226*
Sales (.501) (.387) | (.000) (.000) | (.024)
CGS 1 -317* | -.112 -.045 | -.258**
(.001) | (.268) (.654) | (.010)
MC 1 .105 -.079 | .406**
(.299) (.436) | (.000)
Log of 1 544+ | 140
TA (.000) | (.164)
NOI 1 .314**
(.001)
ROA 1

Table 4: Correlation for merchandising firms
** Correlation is significant at the .0 | level (2-tailed)
* Correlation is significant at the .05 level (2-tailed)

5.3. Regression analysis

5.3.1. Regression analysis for manufacturing firms

The main objective of regression analy$®s manufacturing firms is to investigate the role and
requirement of liquidity in manufacturing sector. This sectitmtails the regression analysis for the
different models based on the dependent, independent and contiblesafor 30 manufacturing firms.
5.3.1.1. Multiple regression analysis - Net Operating Incoe

The results for multiple regression analysis of manufactuningsfwith dependent variable net operating
income have shown in Table 5. The coefficient of cashmays is negative but the coefficients of other
variables included in the model are insignificant exceptdorent ratio and total assets. Current ratio has
significant positive impact on net operating income which iegpll unit change in current ratio leads
1.93 unit increases in profitability of firms. As firms atyilincreases in managing its current assets and
current liabilities, firm’s performance also increase. Tassets have also significant positive association
with profitability of firms it implies that size of firm&as positive impact on its performance which
enhance its profitability.
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NOI
Variable Coefficient Std. Error t-Statistic Prob.
C -1.88E+09 5.70E+08 -3.294229 0.0012
CGS -59649386 97581094 -0.611280 0.5420
CR 1.93E+08 82475658 2.340092 0.0207
MC 0.000555 0.003154 0.175963 0.8606
LOG(SALES) -1.35E+08 1.07E+08 -1.263308 0.2085
LOG(TA) 2.38E+08 98556238 2.411810 0.0171
R-squared 0.135288
Adjusted R 0.105264
Durbin-Watson 1.846718
F-statistic 4.505900
Prob(F-statistic) 0.000760

Table 5: Multiple regression analysis for manufacturing firms(NOI)

5.3.1.2. Multiple regression analysis - Return on Assets

The results in the Table 6 show that R square of model f®r36turn on assets which endorse that only
36% variation are explained by the explanatory variables ofelmod’he 64% variations remain
unexplained by explanatory variables. Value of R square is higlompare to net operating model,
reason is that net operating income is component of incomem&at while return on assets is
combination of balance sheet and income statement. The efafustatistics is 16.34 which are highly
significant.

The coefficients of independent variables are highly sigmifiexcept cash gap in days it implies that
role of cash gap in determining liquidity has less importamsecompare to current ratio. Market
capitalization has highly significant positive relationshiphwieturn on assets, which shows that equity
financing increases the profit of the firms.

The natural logarithm of sales and logarithm of total asset used for size in the regression model as
this transformation reduces the hetroskedasticity and infagseoicoutliers in the regression model. Size is
positively related to profitability and is significant whidimplies that larger size seems to favor the
generation of profitability therefore larger firms are mprefitable.

ROA
Variable Coefficient Std. Error t-Statistic Prob.
C -2.431911 5.900772 -0.412134 0.6809
CGS -1.533252 1.009942 -1.518159 0.1312
CR 3.072256 0.853604 3.599158 0.0004
137

ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

nnnnnnnnnnnnnnnnnnnn

MC 1.39E-10 3.26E-11 4.267924 0.0000

LOG(SALES) 6.240899 1.109978 5.622542 0.0000
LOG(TA) -5.941948 1.020034 -5.825243 0.0000
R-squared 0.362076

Adjusted B 0.339926

Durbin-Watson 0.922632

F-statistic 16.34643

Prob(F-statistic) 0.000000

Table 6: Multiple regression analysis for manufacturing firms(ROA)

5.3.2. Regression analysis for merchandising firms
Liquidity and cash gaps may differ among industries and mayndepa the prevailing economic
conditions of countries. Sometimes traditions and the nature ofdsgsset the typical liquidity
requirements and the cash gap in a given industry. Some indubfiee high levels of liquidity
requirements and large cash gaps than others, while somequase low levels of liquidity and shorter
or even negative cash gaps, which indicate their abilipbtain cost-free capital from their customers.

5.3.2.1. Multiple regression analysis — Net Operatingitome
Table 7 shows multiple regression analysis of independentblesiavith dependent variable net
operating income. The results show that R square of model isr.82t operating income which endorse
that only 32% variation are explained by the explanatory vasadfl model The 68% variations remains

unexplained by independent variables. The value of F staiisi#87 which are significant.

NOI
Variable Coefficient Std. Error t-Statistic Prob.
C -5.29E+08 85463094 -6.191571 0.0000
CGS -737753.7 7732341. -0.095411 0.9242
CR 5218817. 6167419. 0.846191 0.3996
MC -0.000244 0.000165 -1.485097 0.1409
LOG(SALES) -1324915. 8604083. -0.153987 0.8780
LOG(TA) 31895692 9952139. 3.204908 0.0018
R-squared 0.320593
Adjusted B 0.284454
Durbin-Watson 1.024573
F-statistic 8.871178
Prob(F-statistic) 0.000001

Table 7: Multiple regression analysis for merchandising firng (NOI)

5.3.2.2. Multiple regression analysis - Return on Assets
Multiple regression analysis for merchandising industries watrn on assets is shown in table 8. The
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model results indicates the value of R square is 0.29 fomreturassets which implies that only 29%
variations in the dependent variable return on assets isieggdl by the independent variables of
model .The value of F statistics is 7.72 which is sigaiit at level of 1% .

Cash gap has negative insignificant relationship with metur assets in merchandising industries. The
results show that with decrease in time length betwednpuad and received the profitability of firm’s
increases. According to Gitman (2005), the chances of neg&CC are rare but non-manufacturing
firms are more likely to have negative CCC than manufagy firms since firms in these sectors carry
small and fast selling inventories and often sell fohcésstudy by Moss and Stine (1993) on retail firms
revealed that firm’s size is a factor in the lengthtefcash gap and a significant positive relationship
exists between the cycle and the quick and current ratiber Gtudies that empirically examined the
relationship between profitability and liquidity showed there exists a significant and negative relation
between profitability and cash conversion cycles (&sal, 1996 and Eljelly, 2004). Hutchisaet al
(2007) studied 22,000 public limited firms and concluded there éxtdaorrelation between shorter
conversion cycle and higher profitability for 75% of industries.

All the variables except cash gap have positive andfgignt relationship with return on assets. Current
ratio is a traditional measure used in model which has positweficant relationship with profitability.
This shows that if firm has sufficient amount of liquid ass® meet its short term obligations its
profitability increases and vice versa. All control varigbleave positive significant relationship with
profitability except natural logarithm of total assets.

ROA
Variable Coefficient Std. Error t-Statistic Prob.
C -14.55881 10.76617 -1.352273 0.1795
CGS -0.900611 0.974078 -0.924578 0.3576
CR 1.962447 0.776938 2.525874 0.0132
MC 8.64E-11 2.07E-11 4.167450 0.0001
LOG(SALES) 2.410637 1.083895 2.224050 0.0285
LOG(TA) -1.719906 1.253716 -1.371847 0.1734
R-squared 0.291283
Adjusted R 0.253585
Durbin-Watson 1.207441
F-statistic 7.726800
Prob(F-statistic) 0.000004

Table 8: Multiple regression analysis for merchandising firng with return on assets

6. Conclusion

The primary objective of the current study is to investigatiether there is significant difference among
manufacturing and merchandising industries with respect to ltgwadd its relationship with Profitability.

The findings depicted that merchandising firms are moreylilkehave negative CCC than manufacturing
firms since firms in these sectors carry small and $afling inventories and often sell for cash. The
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results of the study suggest that manufacturing firms caredse their cash gap by efficient inventory
management, decrease inventory conversion cycle by quickdealease average collection period by
speeding receivables reception.

The limitations of the current research suggest that futudies by considering large sample size and
relative analysis of Pakistan with develop markets waffér more insight regarding the liquidity
management of firms and would be helpful to generalize thétse
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Abstract

The purpose of this study is to investigate the relationship eeetweelebrity endorsers’ source

credibility, self-congruity concept and consumer purchase intemtitimee Vietnam electronic commerce
context by using data surveyed 223 Ho Chi Minh citizens who onceasaadvertisement featuring

celebrity endorsers of an electronic commerce company. Tetgroposed structural model by
Structural Equation Modeling (SEM), the results confirm thatetlage other indicators that encourage a

consumer to purchase products beside the major elementsirok scredibility model (attractiveness,
expertise and trustworthiness). Self-congruity and its relatipnstith source credibility have
considerable contribution to consumer purchase intention thatrelaterely overlooked in prior studies.

Practically speaking, the results suggest the compani¢sdétaelectronic commerce that apply endorser

strategies to their marketing campaigns, importantly, sheuigloy celebrities who have ability to
embody and effectively transfer company brand image to thigattaustomers.

Keywords: Advertising, Celebrity Endorsement, Consumer Attitude, Electr@ommerce, Key Opinion
Leaders, Purchase Intention, Self-congruity, SEM, Source Crégibiletnam

1 Introduction

In the age of technology, the Internet has encompassedntine #ading process through electronic
commerce platform. Electronic commerce (e-commerce), onergdhopping, provides the consumers

with the Internet-based shopping platforms, where they can skarctiormation upon their needs and

purchase products or services through online interaction withaderst E-commerce has been
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experiencing impressive growth and generating a lot of revenwertiailers. This has changed business
patterns and drawn lots of attention from the marketers ail theeworld. According to eMarketer, in
2016, the number of worldwide online buyers was 1.52 billion antbegeast to grow up to 2.14 billion
by 2021 (eMarketer, 2017). In addition, the global retail e-comengates in 2016 was 1.86 trillion US
dollars and are expected to be more than doubled by 2021 (e Ma2kHte).

According to digital market reports of eShopWorld (2017); We Are&dR017) and Statista (2017),
Vietham B2C e-commerce market has been experiencing phenomantd @ recent years. In particular,
Vietnam e-commerce market value increased from 1.8 bilbah 6 billion USD revenues between 2016
and January 2018, and this is expected to significantly ireread.3 billion dollars in 2022 with the
annual growth rate 13.7% from 2018 to 2022. Regarding the number taf thigyers in Vietham, there
was 30.9 million online shoppers in 2015 while this figure isdaseto increase rapidly to 37.3 million
by the end of 2018, and to 42 million by 2021. In addition, the propoxf Viethamese online
purchasers to total population is expected to reach 39% in 201&mB85% in 2017, and considerably
increase to nearly 45% by 2022. Moreover, an average spendirgcpemmerce user is currently around
70 USD and expected to rise to 96 USD by 2021 (eShopWorld, 2017 Am@\8ocial, 2017); (Statista,
2017).

In 2017, the online shopping improvement in terms of the eagadtodielivery speed, price and payment
method has encouraged many Viethamese traditional buyers to gmirghads and services on-line
compared to a year ago (Asia Plus Inc., 2017). In additias,réported that Vietham online shopping
market is currently dominated by Lazada, Tiki and Shopee (ibidh #ve remarkable and impressive
growth of e-commerce market in Vietham, this is a prolftdioit competitive market for every e-retailers.
In today’s intense e-commerce marketplace, sponsoring cedshasi endorsers plays an important role
on Vietnam e-commerce companies’ marketing campaign. In vanays to promote company’s brand
and products, the use of celebrities as endorsers is one ohdsieeffective and common tools in
advertising strategy (Shrimp, 2000). Consumer purchase intentstroigly affected by endorsers with
strong major credibility source (including attractiveness,twoghiness, and expertise) (Ohanian, The
impact of celebrity spokepersons perceived image on consuraetiamnt to purchase, 1991).

As to celebrity endorsement, we acknowledge the needs of Bciewidence to Vietham e-commerce
marketplace to apply the most crucial indicators for célebndorser effectiveness due to the following
reasons. First, there are risks of inappropriate celebrdgrser selection along with the huge amount of
financials invested to celebrities. Second, big e-commernganies in Vietham currently employ the
celebrity representatives just based on their popularity adbsgsr other important factors for an effective
endorsement, such as user-brand-endorser match. Third, priochesaa confirmed the major effect of
the credibility source, especially the attractiveness, asumer purchase intention yet overlooked the
relationship of source credibility and the consumer— product mdtice match-up or congruity can
influence consumer credibility perceptions towards ad elem&umth, as the featured spokesperson (Amos,
Holmes, & Strutton, 2008).

The main purpose of this research is to expand the exisengtlite by integrating the product-consumer
match into the source credibility model for explaining the célebndorsement effectiveness. Thus, this
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study is aimed to investigate the integrated effectcelebrity endorsers’ source credibility and
self-congruity on consumer purchase intention in the Vietham ereooe context. Theoretically, the
result of this paper should guide the practitioners to an app®pr@ebrity endorser selection for
e-commerce advertising campaigns in Vietham marketplaoe.fifdings of this research should also
provide Vietnamese marketers and managers the insight of canattinedes and behaviours toward
advertisements featuring celebrities in digital commens&r@enment.

2  Literature review

Celebrity endorsement is one of the most effective and @ymiwols in advertising strategy (Shrimp,
2000). The celebrity endorsement’s positive influences have Wwekrdiscussed in prior studies. An
advertisement can be easily recognized and attracttiatteaf the consumers when featuring the
celebrities (Choi & Rifon, 2012). Moreover, celebrities can ggreconsumers’ favourable responses
towards the advertisements, brand and products that they endofdenfs, Holmes, & Strutton, 2008);
(Choi & Rifon, 2012). In addition, the popularity of celebrities ¢elp companies to achieve brand
recognition, brand recall (Friedman & Friedman, 1979), brandiddtiand purchase intention, and even
increase profits/sales and brand preference (Erdogan, BaKegg, Selecting celebrity endorsers: The
practitioner’s perspective, 2001), (Bower & Landreth, 2001), érff Goldsmith, & Newell, 2002).

There have been many models developed for the appropriate geégtatdrser selection. Among these,
source credibility is one of the most popular models.

2.1 Source credibility model

Celebrity serves as credible source to the consumer aboutfthmation of the products and brands
being endorsed (Goldsmith, Lafferty, & Newell, 2000); (Magnimnkelycutt, & Cross, 2008); (Yoon &
Kim, 2015). In recent studies, the credibility perceptions ofc#lebrity from the consumer is labelled as
“source credibility” including three key dimensions: attractivenesustworthiness, and expertise
(Magnini, Honeycutt, & Cross, 2008); (Kim, Wang, & Ahn, 2013); (Kiree, & Prideaux, 2014); (Amos,
Holmes, & Strutton, 2008); (Han & Ki, 2010); (Ketchen, AdamsSkbok, 2008); (Till & Busler, 2000).
Source credibility initiated by the study of Hovland and Weiss (1@5t2d in Yoon & Kim, 2015) refers
to a set of positive characteristics of a spokesperson tHaérine the consumer’s perception of an
expression (Ohanian, 1990). This initial model suggests two comisotiat attribute to the consumer’s
credibility perceptions of the celebrity, including: expertis@l drustworthiness (Amos, Holmes, &
Strutton, 2008); (Yoon & Kim, 2015).

Expertise refers to which the celebrity’s assertions ameeped to be valid that comes from the training,
knowledge and experience they have in their field (Erdogan, 10899)ps, Holmes, & Strutton, 2008);
(Lord & Putrevu, 2009); (Magnini, Honeycutt, & Cross, 2008). Prevaiudy supported the expertise to
be an indicator for source effectiveness (Ohanian, 1990). Howthesrconsumer responses to the
endorser’s assertions vary in associated with the perceasvet df expertise and consumers’ agreement
level to those assertions (Amos, Holmes, & Strutton, 2008).n&orser, who is believed to have expert
knowledge, can enhance a consumer’s agreement to his or ipasg®©hanian, 1990). As a result, the
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endorser’s expertise is assessed to be more important thattrihetiveness (Till & Busler, 1998).
Another study also found that the expertise of the endorserssisrhportant when the endorsed product
is non-technical (Erdogan, Baker, & Tagg, 2001). In our study, es@ettaracteristics will be referred to
the level of expertise, experience, knowledge, qualificatiod,skill (Ohanian, 1990).

Trustworthiness is the extent to which the consumers are coodidarout the source of information
provided by a celebrity (Erdogan, 1999) in terms of integrity, hgnestd believability through
advertising (Tripp, Jensen, & Carlson, 1994). A study confirmed whasumers perceive the celebrity
endorser of a brand as trustworthy, they tend to have poattitede to the brand image and be loyal to
the brand (Kim, Lee, & Prideaux, 2014). In another study, an endehseeis perceived to be trustworthy
can highly affect consumers to change attitude than pect&xpertise (McGinnies & Ward, 1980). In
addition, trustworthiness is also stated to highly contribatehe endorsement effectiveness (Chao,
Wuhrer, & Werani, 2005). In this study, trustworthiness will kémred as honesty, dependability,
reliability, trustworthiness, and sincerity (Ohanian, 1990).

The extension of the source credibility is the source atyeess, including a communicator’s similarity,
familiarity and likability to a recipient (Amos, Holme%, Strutton, 2008). Attractiveness is the extent to
which the celebrity is likeable and physically attractieethe consumer (Ohanian, 1990), such as
appearance, beauty, outfits, and manners (Han & Ki, 2010); (Aduses, & Strutton, 2008); (Lord &
Putrevu, 2009); (Gakhal & Senior, 2008). Attractiveness is confirinebe one of the most crucial
indicator of the endorser effectiveness (Chao, Wuhrer, & We2895). A celebrity endorser who is
perceived as physically attractive has a great influemcbrand recall and purchase intention (Kahle &
Homer, 1985). Prior study claimed that these physical imfgesthe celebrities can be transferred to
the products or brands being endorsed that affects consumer perceptiands brand image or
corporate credibility (Kim, Lee, & Prideaux, 2014). Attraetiess, in this study, will be referred to some
main characteristics including attractiveness, elegdveajty, classiness, and sexiness (Ohanian, 1990).
Essentially, many prior literatures claim that the crdithjbbdf the celebrity measured by expertise —
trustworthiness — attractiveness makes the endorsement wods(Atalmes, & Strutton, 2008); (Lord &
Putrevu, 2009); (Magnini, Honeycutt, & Cross, 2008); (Till & Busl@000); (Ohanian, 1990).
Furthermore, source credibility model is recommended to bedbseftundation to create an effective
endorser (Stafford, Stafford, & Day, 2002). Studies on celebrity sedeffectiveness applied the source
credibility model confirms that the celebrity’s establisheedibility through their reputation and
recognition has great impacts on consumer attitudes, behavidrgurchase intention (Choi & Rifon,
2012).

2.2 Self-congruity and celebrity credibility

How consumers view themselves influences their attituddsbahaviors. Self-concept or self-identity
refers to the system of one’s beliefs and perceptions selieor himself, and of others’ responses
(Onkvisit & Shaw, 1987); (Bjerke & Polegato, 2006); (Choi & Rif@012). Today’s marketers are trying
to gain an intuitive understanding about consumer behaviors and resgonadsertising through
consumer psychology. Studies reveal that consumers tend to smrphaducts that fit to how they
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perceive themselves (Choi & Rifon, 2012); (Escalas & Betitr2@03); (Yoon & Kim, 2015).

Meanwhile, the idea of “congruity” is an individual’s perceivedtch or mismatch between two objects
(Lin & Mattila, 2010); (Sirgy & Su, 2000). Self-congruity is antethat defines the match between the
self-image of a consumer and the established image of a produgsrand (Sirgy, Grewal, & T.
Mangleburg, 2000); (Wilkins, Merrilees, & Herington, 2006); (HamB&ck, 2008); (Wang, Yang, & Liu,
2009); (Mazodier & Merunka, 2012). For example, a study revealedtltbatongruence between
consumer self-image and an online store image generates aorsush and positive attitudes toward the
online store, eventually the online purchase intention (Badrianema, Becerraa, & Madhavaramb,
2014).

H1: Self-congruity will positively affect consumer purchase intenti

Congruity is an important factor that can affect a conswawaluation towards an advertisement featuring
celebrity because it is their early-phase perception wenfirst see the ad. This can influence consumer
credibility perceptions towards ad elements, such as therdéeaspokesperson (Amos, Holmes, &
Strutton, 2008). Similarly, the marketing effectiveness gerdrby consumer-brand congruity can be
enhanced by the participation of a credible endorser (Maltevia@05).

According to meaning transfer model, brand personality caratyeed by the endorsers and transferred to
the consumers (McCracken, 1989), the idea of McCracken (1986hdsxtthe determinant of the
credibility for endorser effectiveness. He claimed whichammegs the celebrities can make to the
endorsement and how well these meanings are transferred poothects will determine the celebrity
endorser effectiveness. That is, “a celebrity can be egtyemredible to some people for certain
meanings, but not at all credible to the others” (McCracken, 1888&)plies that the celebrity credibility
can be established through the symbolic meanings successdiubijerred, which can be explained by the
congruity among celebrities, brand and consumers. Therefofegosegruity is likely to serve as a
determinant for 3 key elements that attribute to source crigglil§dxpertise, trustworthiness, and
attractiveness).

H2: Self-congruity will positively affect endorser’s source dréidly.

H2a: Self-congruity will positively affect how consumers parean endorser’s attractiveness.
H2b: Self-congruity will positively affect how consumers pereein endorser’s trustworthiness.
H2c: Self-congruity will positively affect how consumers peree@n endorser’s expertise.

2.3 Advertising response

Purchase intention indicates the consumers’ tendency to try asmoducts (Spears & Singh, 2004) in
the future or possibility to buy goods (Burton, Lichtenstein, Meteer, & Judith, 1998) . Moreover,
purchase intention is also one of the significant behavioueshegits, which contribute to consumer
decision making process to actually buy a brand’s products andese(otani, 1997). In addition, a
prior research informed that a consumer’s purchase intention beuldfected by their involvement,
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favor or perception towards the advertised produatands or ad’'s elements (such as spokespersons)
(Laroche, Kim, & Zhou, 1996).

A research has proved that the consumers would erwgage positively to a highly credible endorser
than to a low credible one (Gotlieb & Sarel, 199Iherefore, it is likely that consumers’ purchase
intention would be significantly influenced by tlelebrity endorsers’ characteristics through source
credibility’s elements (attractiveness, expertiaed trustworthiness), which then affects consumers’
credibility perceptions to the endorsers (Tripmisé, & Carlson, 1994); (Wansink & Ray, 2000).

H3: Source credibility will positively affect comaers’ purchase intention.

H3a: A celebrity endorser’s attractiveness willipesly affect consumers’ purchase intention.
H3b: A celebrity endorser’s trustworthiness willsgiovely affect consumers’ purchase intention.
H3c: A celebrity endorser’s expertise will positivaffect consumers’ purchase intention.

Figure 1 shows the proposed structural model addpten the research of Yoon & Kim (2015).

Figure 22: Proposed structural model adapted from ¥on & Kim,

2015.
Source Credibility Advertising Responses
/_)% A
r N

/vl Attractiveness I\

Self-congruity l—-l Trustworthiness |—-| Purchase Intention

\‘l Expertise /

3  Methodology

3.1 Research Method

This research used the quantitative research methbith applied the statistical, mathematical, and
computational techniques. As a result, the studylte would be more scientific and objective that
provides the researchers powerful and reliable emdds for the completion of research objectives
(Cooper & Schindler, 2006).

Questionnaire was mainly used to collect primaryad&Ve communicated with respondents through
self-managed survey.

3.2 Questionnaire Design
The research questionnaire was designed basedeaditeths of factors measured self-congruity, source
credibility, consumer attitudes towards the ad, @udchase intention as mentioned in the literature

reviews. Each item was rated on a 5-point Likeales§from 1 = strongly disagree to 5 = stronglyesr
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Self-congruity’s measurement items were adopted from (Sitggl.,e1997). Source credibility’s three
elements: expertise (five items), trustworthiness (fieeng) and attractiveness (five items) were referred
from (Ohanian, 1990). Lastly, the purchase intention’s four measoteiteens were adopted from
(Kumar, Lee, & Kim, 2009).

In addition, to enrich the data quality, some further infdiomaregarding demographics (age, gender,
education level and annual incomes), average spending, and eeomensites being frequently visited
were also included in the questionnaire.

3.3 Sampling Method and Sample Size

Convenience sampling method has been used in this study. Beddime and man power limitation,
this method was the most applicable type. It based on tea@approach the respondents at places or by
means of survey distribution. Moreover, the population in shisly was relatively in a wide range, so
convenience sampling was the most appropriate and accesdlilgtecto catch the target respondents.
Sample of this research was chosen from the population of HoM@ti City, who once saw an
e-commerce advertisement featuring the celebrities. Thepleasize was 223. Conventionally, the
acceptable number of sample size follows the scale: 88rggoor; 100 as poor; 200 as fair; 300 as good
(Comery & Lee, 1992). Therefore, it is supposed to be the adequatber of respondents for this study
for generating a good and reliable results.

3.4 Data Collection

In this research, survey was the instrument to collect ddmare were two main way to distribute the
surveys: via online survey and paper survey. Firstly, athefHo Chi Minh City citizens who, at least

once, have watched an e-commerce advertisement featurirogldi®ities were our target population.

The data were collected from several public areas logatéetb Chi Minh City using structured survey

form. Secondly, in e-commerce environment, the digital buyeralao the Internet users. Therefore, the
questionnaire were also distributed on social media, wherespendents filled in and submitted online.

4  Results

4.1 Reliability Test and Exploratory Factor Analysis

In this study, the reliability test was initially conductiedtest the measurement items for each factor in
the model. In table 1, the Cronbach’s alpha of all scalesrelatively high (>0.7) and all item-total
correlations of items are also fairly high (>0.6). Therefdnese scales are all acceptable.

Table 1 shows the results for the Exploratory Factor Analy$i8)Ehat explored the dimensionality of
factors. After running EFA four times for the independent vagmbin this final round, KMO index is
0.912 (> 0.8) with Bartlett’s test of sphericity Sig is .08@ich satisfied EFA's condition. In addition, the
components retained accounted for around 71% (> 50%) of the totadoearkor the dependent variable,
KMO index is 0.757 with Bartlett’s test of sphericity $$g.000 and the total variance explained is 87%.
Therefore, this factor analysis is absolutely appropriate.
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Table 1: Summary of Independent and Dependent Variables with thesRéfReliability Test and EFA
Number of ltems

. Cronbach’s
Given Names Befor
o After Alpha
Self-Congruity (SELF) 4 4 0.878
Attractiveness (ATT) 5 5 0.863
Trustworthiness (TRU)* 5 5 0.947
Expertise (EXP)* 5 2 0.899

Purchase Intention (INT) 3 3 0.925

* The retained measurement items after EFA of these two ootssjpined together as a new construct
named Trustworthiness (TRU).

4.2 Confirmatory Factor Analysis

The results of Confirmatory Factor Analysis (CFA) confiimt the model fits well to the collected data,
which was determined by Chi-square = 194.726, df = 113, Chifgiiar 1.723 (<3), CFI = 0.972 (>0.9),
GFI =0.908 (>0.8), TLI = 0.966 (>0.9), and RMSEA = 0.057 (<0.06) &Id¥5E = 0.189 (>0.05) (Hair
J., Black, Babin, & Anderson, 2010); (Hair A. , 1998)

Then, we tested the composite reliability and averageanae extracted (AVE) for each retained
constructs, which also generated appropriate results witlorlposite reliability coefficients greater than
0.7 and AVEs, and AVE themselves greater than 0.5 shovafblie 2.

Table 2: Results of Average Variance Extracted (AVE) and ComRaitsbility Coefficients

Latent N Composite Average variance
constructs reliability extracted
SELF 223 0.879 0.645
ATT 223 0.853 0.592
TRU 223 0.935 0.711
INT 223 0.927 0.808

4.3 Testing the research model via Structural Equation Mogdé5EM)

Figure 2 shows results of SEM with Chi-square = 194.726, Hf3; Chisquare/df = 1.723 (<3), GFI =
0.908 (>0.8); TLI = 0.966 (>0.9), CFl = 0.972 (>0.95), RMSEA.857 (<0.06), PCLOSE = 0.189
(>0.05) (Hair J., Black, Babin, & Anderson, 2010); (Hair¥298).

In addition, the squared multiple correlation coefficient (R@) the dependent variable, Purchase
Intention (INT), is 0.634. It is estimated that this model explain 63.4% of its variance.
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Figure 23: Results of Structural Model (standardize estimates)
Note: Values in parentheses indicate Critical Rativalues (unstandardized),
*** p-value < 0.001, ** p-value < 0.05

5 Discussion and implications

The study’s goal is to investigate the relationshgiween self-congruity, celebrity endorsers’ seurc
credibility and consumer purchase intention in ttuntext of Vietham e-commerce market. Some
interesting findings have been generated as a&gitasuggestion for the celebrity endorser effectess

of Vietham e-commerce companies.

First, we confirm that self-congruity directly cobutes to enhance consumers’ purchase intentidn (H

= 0.25, p < 0.001). Therefore, the Hypothesis dujgported. This finding also supports the prioeagsh
outcomes by (Choi & Rifon, 2012), (Escalas & Bettma003). Practically speaking, if an e-commerce
brand image or e-shopping fit their self-image,ythéll have tendency to purchase products on that
e-commerce website.

Second, self-congruity is confirmed to significgntmpact two out of three components of source
credibility, the attractiveness (H2a:= 0.30, p < 0.001) and trustworthiness (H2b: 0.38, p < 0.001),
which highly affects consumer purchase intentioBgH = 0.22, p < 0.05; and H3b:= 0.48, p < 0.001;
respectively). Specifically, when consumers findearetail brand image or that shopping on e-comeerc
platforms fits their self-image, then they will finthe celebrity endorser physically attractive and
trustworthy that will lead to their intention to nghase products on this e-commerce websites. This
finding is also confirmed by the previous studi@scordingly, the attractiveness is one of the most
crucial indicator of the endorser effectivenessa&hwWuhrer, & Werani, 2005), and a celebrity endors
who is perceived as physically attractive has atgmefluence on brand recall and purchase intention
(Kahle & Homer, 1985). In addition, Therefore, thesult support evidence that self-congruity does
influence a consumer’s perception of the spokespé&r<redibility, which then can lead to the pursha
intention.

Third, we find out the correlating effect withinetlsource credibility. In particular, the trustwaonss can
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significantly impact the attractiveness £ 0.59, p < 0.001). Practically speaking, given that consumers
perceives e-shopping on an e-commerce platform fits well thigm, if consumers find the celebrity
endorser trustworthy, it is much more likely that they ¥iiltl that e-commerce site’s celebrity endorser
physically attractive. Eventually, this will highly encourdagem to purchase products on that site.
According to these results, there is no doubt that this studypaan out some interesting findings yet
being overlooked in prior research. These results confirmtiieae is an initiator, the self-congruity,
which contributes to the consumer decision making process tbgagrproducts; beside the major role of
the source credibility including attractiveness, trustworthirzass expertise, which was highly rated in
some previous studies. Self-congruity and its relationship witince credibility do have considerable
encouragement to consumer purchase intention, which wereesjaiverlooked.

By filling this gap, our study provides contribution to the markelitegature on the self-congruity effects.
In particular, these research findings can contribute ttnafie e-commerce market in terms of how to
select an appropriate celebrity endorser and how Viethamsiseppers respond to the advertising with
celebrity endorsement.

From a strategic aspect, if e-commerce marketers planritduct a marketing campaign using endorser
strategies, importantly, they should employ celebrities who labity to embody and effectively
transfer e-commerce company brand image to the company&t tarstomers. In addition, the featured
celebrity endorser in an ad should be the one who are hightgdraad perceived to be attracted by the
target consumers. Following this, the ad will catch morentadte from the target audiences and enhance
the tendency of generating positive behavioural attitudes, w¥iltkead to the purchase intention. Since
the advertising is aimed to convince more customers to purain@seproducts advertised (Kim, Lee, &
Park, 2014), the more purchase intention the consumers have,hbethigdency the consumers make an
actual purchase to those products according to Kalwani and19B2) and Notani (1997) (cited in Yoon
& Kim, 2015).
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Abstract

The study of traditional market-based market management nsdehed at knowing and analyzing the
traditional market-based management of participation andcpuaplut in policy making. This research in
various traditional market in Indonesia. In this research mditelings (1) problems that occur in the
management of the market caused by technical problems and mmicéécThese problems will be
anticipated by good market management models such as managenesoimy, integrated management
systems and maximizing market revenues, (2) market mamsgemodels based on community
participation, policy making in the management of traditiomarkets derived from governments,
academics and traders through inputs and participation are perenigsiiér existing regulations and
important role for government policy to accepted and applied3nde management of a good traditional
market in the digital age requires a sustainable technologgmdie accordance with existing information
technology developments.

Keywords: management model, traditional market, community participatio

INTRODUCTION

The globalization era in economic sector in particularetradhrked the emergence of the modern
world at variety of stores. The modern shop is managed wittor@ modern concept of reducing the
presence of traditional markets (Suryadharma, 2011; Setyow&ugawan, 2013). The presence of
modern markets, especially supermarkets and hypermarketsnsglered to have been cornering the
existence of traditional markets in urban areas. In Indonesie #re 13,450 traditional markets with
about 12.6 million small traders (Kompas, 2006). The resultsstlidy by A.C. Nielsen, the market in
Indonesia grew 31.4% a year, whereas traditional marketsksBftb per year. If this condition remains
left, thousands even millions of traders will lose therelihood. Traditional markets would probably
sinking along with the development of the retail world is ently dominated by modern market (R&D,
2012).

The presence of modern retailers on consumers from the middlards)wwhen it became an
alternative to the more traditional markets are identisadeedy market conditions, with the look and
guality of bad, as well as lower selling prices and systérbargaining conventional (Sandra, 2012;
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Setyowati & Gunawan, 2013). The effort to balance the markeatiggo®f traditional with modern
markets has not concretely done as there is no policy that sspgalitional markets, for example in
terms of purchasing agricultural products there is no subsidy thhengovernment so that the products
that go into traditional markets compete in terms of quatityproducts that go into modern market
(Sunanto, 2012).

The current traditional traders competitive by modern markéenms of revenue modern market
such as supermarkets, stores, department stores, etcnt(GU210), Besides being able to sell goods
with cheaper price, place more comfortable because sbdisl and public facilities are met, so that more
attractive buyer ( Suryadarma, 2011). Due to the high markees result revitalization, many traders
who used to have several stalls to sell, forced the rengaone, to close down the stalls, purchasing the
adjustment is at least 30% of total selling price (Paskainal., 2007). Based on the above, then the
government needs to develop and implement government policyregtrd to proposals, community
participation to improve the management of traditional markete of them through the legal, policy
and community participation. The problems that emerged is holawseof country with system of those
policies that had a common , abstract and comes to excisbecagreived directed to community
especially order of local community of a country or area (2a2010) . Therefore it is necessary to
community participation in the development management modeiidrzalimarkets in Indonesia.

METHOD

The methodology was used this research and devolepment wheetsl déferent research methods.
For a population is traditional markets in Indonesia. To the saimpladitional markets that maintained
by the government regions in Surakarta, Balikpapan and Matditaus. has the decree in the regulation
of Indonesia with the norm, criteria traditional market maneayg and procedures.

This was done in the sample collection technique survey thplis& method of collecting samples
was in proportion, in accordance with procedures researchbwilllone. The collection of data by
questionnaire and an interview or a question as well as assa&on.

RESULTS AND DISCUSSION
Findings Problems in Traditional Markets
The research be done about model traditional market managemenarkat in Indonesia. The
development of marketplace is basically to meet basic needsommunity as consumers or object the
development of marketplace. The implementation of marketssittiges of needed a management good
governance which for the sustainability of markets theraselRProfessional management is expected to
keep sustainability market with an increase in competitiger#straditional markets with modern
markets that is getting expanded broad to region so willsgitisfaction good service on community.
Many of the other problems that occurs at traditional markdtgdonesia is: (1) going on of changes
in regulations both vertically and horizontally that deals whh management of traditional markets, (2)
the realization physical (acquisition of land, utilization axgbansion of land) as well as non physical
(recipe for disaster, the financial situation and trading cfiviies, psychological traders and
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continuation of activity trading) , (3) arrangement of the zgrif market, (4) obstacles in publicly listed
financial services company and income from market serveses retribution are who do not as targeted
therefore the budget, (5) changes in the market class, (6) m®btat had occurred a means of market in
a working meeting with a principal vehicle and the supportingiritastructure, (7) deployment of
traders , (8) the forest law enforcement governance found gdigolation in an orderly manner to
market, (9) waste disposal and market cleanliness, (10) caym&dth management under this category
consist of market to build character and psychological tsadiade on line , (11) the financing of capital
and (12) to technical problem the three and contacting other. Tooowe cases , there should have been
the role of government to realize management of good market reheired the principles in a market
management of them (Arisan Barwani, 2016):

Autonomy Management

Their authority under regional autonomy the local government to cactglthe command who are
mandatory the government. Under regional autonomy owned, markagerarhaving greater autonomy
in managing its market. Through autonomy, market managers dedeaseless of implementing and
activities in accordance with market needs, traders, contyramd various potentials.

Management in autonomy means that its unit market beingtakdecide own problems arise in
market with the best solution, and they know the most whatsisfbeits market. The restructuring the
management in market management support by Kim, Lee and Ahn (@084)lurshid (2011) that in
traditional markets need to improvement managementjtiegiand infrastructure to do revitalization
toward modern.

Integrated Management Systems

Governance is one of the most important element in a mankgbbd. The market must be managed
with integrated management in which all management aspedtsegfated market in one system. All
market management system it is requisite professional maeageMurshid (2011) and Kim et al. (2004)
that in a market management need management systems tiategratechnology, good market
infrastructure and other in challenges. It can not be marniagedeparate one part with another part.

The market manager should integrated with financial managemarket, especially in terms of
management of parking , planning , finance operational and lcaterms of management parking lot
own resources must be integrated to needs of workers on ewanamh integrated with financial
management market in payrol and needs the cost to developnemplayees , management cleanliness
in order embodiment market clean will not succeed in absenceopkeration between part cleanliness
with human resources and finance division, especially in pmyidabor required in finance the
operational cleanliness. Market management integrated grto kaeation of professional management
market.

Income Maximize
The sustainability of income to market determined by incdrom operational of market. The
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income market operational to fund market can be obtained fronbatuaf sources. Maximize income
market is a the requirement for market managers to keepetsistence of the markets themselves. In
addition to seek out new sources of income market , the naeagelso must be able to minimize
leakage income that often occurs in the market operatidhal.increase in income in the traditional
market through the implementation of payment, system and presefiurpayment of good commercial
and the system of market (Murshid, 2011; Kim et al., 2004).

Management Model Based Public Participation

In the above model, the role of government, market and tradeeseTthree components form a
model form. In more details, that the shape of model Basoyimplement relationships or helix synergy
of governments, universities, and industry will further give d¢eetainty of availability of innovation,
good product or business processes (Malik, 2015), then the roleefal@ments, namely triple helix.

The role of academics who were a part of elaboratedholacthe form of role of promised to
supply: the role of education should be aimed at encourage thgverevays to cope with generation
been attained by Indonesia in patterns of thought that supportshrefinencial markets grow and his
work in the management of market. The role of researchbeag) conducted to give or suggestions
about a model policy for developing the pattern of traditional asdrad® of mount of money needed, as
well as produce a policy of supporting how it works and use of resobeirg efficient as well as make
the most powerful industry creative ways to cope with natiamatage which competitive since it creates
substantial.

The role of business, a business actor represents businessmestprgnand creators of new
technologies, and consumer: (a) creator, as a centre dfeexeeof creator of products and services, new
markets which could absorb the resulting products and services|l @s \wee creator of ground work for
creative individuals or other supporting individuals. ( b) Formingroanities and creative entrepreneur,
i.e. as a public space that forms the motorcycle scesbaning thoughts, mentoring can hone creativity
in doing business, business coaching or management training the managémarket.

The role of governments, the role of key government in developofetnade is (a) catalyst and
facilitators as well as advocacy gives support, challengesemcouragement, that ideas a business
engaged a level of competence higher. The support can beitoeminof government to use force his
political with well-proportioned and providing services admiaistn public with good besides support
financial assistance, incentives or protection, (b) regulébat produces policies related to people,
industry, institutions, intermediation and resources and technoldgy.government to speed up the
market traditional if government able to make a policy theatimg a business climate that conducive to
trade, ( ¢ ) consumer , investors even the governmenvestors should can empower asset as productive
in scope trading and traditional market management and respofwihilevestment in infrastructure
industry , (d ) urban planner. The creativity going to grouiléewith cities having climate and business
potential. That economic development run well we need tdextgaotential and competitiveness areas
that could make a magnet that appealing to individual to @pdusiness in traditional markets in
Indonesia.
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Mubyarto (1997) that defines participation as a willingness tp ke success of any program
according to ability of every person without means thefristdrest. Participation in the study is done by
way of :

1. People can form opinions through the mass media that people reatlytime welfare traders and
public involving.

2. The advice problems faced by sending information to local goartsby phone or SMS by showing
really in the field, that brings media technology.

3. The critics of public policy issued local governments impaptiddlic interest.

4. The participation of could also happen due to act of courtesyprvitie moral support to framers of
the form of clear policies. This stage the removal the contynhad to play a more active role control
the creation of whether the input of factors can mean tgmtinity accommodated or not.

In addition to funding community participation in public policy, tenmunity need play their part
in carrying out public policy that has been determined by morent. The form of the participation was
its industrial activity among others: the form of clear peSdevies was put into effect and management

of the prices of other commaodities in the form of levieBr@ncing that was other.

Findings of utilization of technology the digital era

The process of growth in middle of bankruptcy moslem in econorade ttraditional markets
influenced by factors of economy and non economy classes. Eaorfaptors that influence the
development and economic growth is the source of natural resotma®sin resources which are needed,
a larger resident accumulation of capital as well as tyuaflihuman capital are managerial who organize
and regulate production factor . Other economic factors otharalfael that supports of factors the
production of is the progression of technology. For the majoritgaminomists , the progression of
technology regarded as the source of most important and detemmprecess of development and
economic growth. Technology are how of factors the production of comtwriaihg about a objectives
the production.

In the development of this market management , the role bhaéagy is needed to improve the
promotion , market development, regulations and means of patitcigan the government and regional
governments. This finding supports by Guo and Sun (2004) electronic teghribht rules will reduce
production costs, distribution and need collaboration to challeng®iofl market especially traditional
markets, to make use of the opportunities or fissure . Méakeérs now need to understand about the
technology, due to the influence of global trade.

Conclusions
1. That the problem occurring in market management caused by takissites and non technical. These

problems would can be anticipated with a model market marexgem the form of both autonomy
management, integrated management systems and maxinuzgeincarket.
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2. That management model of those markets based on public @itinipis the policy in traditional
market management come from the government, academics raderst through inputs and
participation allowed according to the rules. The contribution of pubdidicipation provide a
leadership role important to do so that government policgpsable and applied.

3. That of traditional market management both in the digital rerad the sustainable the role of
technology and according to the development of information technology.
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ABSTRACT

The purpose of this study is to investigate Debt to Equity ratietermine firm performance of Pakistani
companies listed in Chemical, Food and Care products, Ceeatmaceutical, Auto assembler and
Textile sector. The research done on 50 companies listed #adachi Stock exchange covered the
period of 2010-2014, total observations of 250 firms-years. The indemtevaigable is Debt to Equity
and dependent variables are Size, Earnings per Share, BetAssets, Return on Equity and Marketing.
The research employed Descriptive Statistics, Pearsorelaiion coefficient and multiple linear
regressions and the findings shows Earnings per share, Retufguity and Return on Assets are
significantly correlated to Debt to Equity ratio. While Débtequity ratio founds a significant impact on
Size and Return on Assets. Furthermore, it is recommendedttier firm specific factors can also be
used with a more wider time span like Dividends, Taxescetgatige the impact and end with a more
accurate outcome. This Study will eventually benefit tharfoe mangers to define an optimal capital
structure and also the research community by providing new knowtedgading the impacts of capital
structure. Though, other major economies can also be examinediffétient other industries to check
the deviation of capital structure formation.

Key words: Capital Structure, Firm Performance, ROA, ROE, EPS, Bizn, Marketing, KSE,

1. INTRODUCTION

This study is conducted to identify and explore the firm-speatfitors of capital structure which impacts
on performance in Pakistan and the research is carried dwteanajor contributing sectors registered in
Karachi stock exchange (KSE). Pharmaceutical, Cement, &e®insumer goods, Automobile Industry
and Chemicals are considered to be most prominent contributbies Rakistan economy.

Capital Structure has been always a difficult topic to erarafter the research conducted by Modigliani
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and Miller (Tailab, 2014). A significant number of studiesendeen conducted to address the impact of
Capital Structure on Firm’s performance in developed asagefleveloping countries (Ahmad, Abdullah
and Roslan, 2012; Nirajini and Priya, 2013; Ebrati, Emadi, Batasend Safari, 2013; Chieh, 2013;
Tailab, 2014; David and Olorunfemi, 2010; Abbadi and Rub, 2012; Anan&t Varsakelis, 2008;
Goyal, 2013; Alsawalhah, 2012; Chowdhury and Chowdhury, 2010; Pouraghajan akhiV)&612 and
Salim and Yadav, 2012). As seeing the past studies the nfiamiged sectors by researchers are Power,
Pharmaceutical, food and industrial sectors (Chowdhury and Chowdt®); Alsawalhah, 2012;
Pouraghajan and Malekian, 2012; Tailab, 2014; Ebrati, Emadi, &ajasnd Safari, 2013 and Ahmad,
Abdullah and Roslan, (2012).

The researches carried out in Pakistan only enlighten senters which are not sufficient to make
financial decision because of insufficient research provesipport the variables used in Pakistan and
those findings cannot represents the entire sectors of the chectiyse of distinctiveness of industry
(Mujahid and Akhtar, 2014; Amara and Aziz, 2014; Bokhari and Khan, 2d48an and Din, 2012;
Mumtaz, Rauf, Ahmed and Noreen, 2013 and Javed, Younas and Rtah),

Decisions regarding capital structure are always vitaBusiness corporations as they hold definite
impacts on firm’s value (Tongkong, 2012). Inefficient finandatisions to finance its operations may
lead to liquidation, financial distress and bankruptcy, althoughpanies with high leverage should
decide an optimal capital structure to cut off its cost (Satend Mahmood, 2008). Further, heavily
relying on equity finance may lead in the loss of growth oppdrésnand liquidity issues within the
company (Javed, Younas and Imran, 2014).

1.1Research Objectives:
To identify and examine the impact of capital structure o RO
To identify and examine the impact of capital structure o0ARO
To identify and examine the impact of capital structure o8 EP
To identify and examine the impact of capital structure orkbtang
To identify and examine the impact of capital structure ion 8ize

2.0 LITERATURE REVIEW

The term Capital Structure according to Weston and Brigham (187@Yerred as the financing of a
company represented by Long term debt, net worth and prefeoelkd Surthermore, Van Horne and
Wachowicz (1995) define capital structure as a mixture of conpg®ymanent long term financing
represented by preferred stock, debt and common stock e4uitgrding to(Suhaila and Mahmood,
2008), the capital structure of a company is a mixture of dathtfimance which includes preference
stocks and Equity as well as the reference as the fongsterm financing blends (Goyal, 2013).

Capital Structure has been widely discuss theoreticallgaist. Most renounce amongst them is the
15¢
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Modigliani and Miller theorem which is based on certain aggioms like frictionless and perfect
markets, absence of transaction cost, no default riskxati@a and both investors and customers can
borrow at the similar interest rate (Afrasiabishani, Am@ and Hesami, 2012). Trade-Off Theory is
another crucial theory for modeling capital structure. Thepaoy decides to find the set of investments
which will be more worthy than others. Generally, conventiorsdiyetimes marginal cost and marginal
benefits are compared with each solutions based on the piedeoé the stakeholders (Afrasiabishani,
Ahmadinia and Hesami, 2012). Furthermore, the Pecking Order Thegggsts that the internal sources
of funds will come out with less care of finance and the shace.prHence, it was investigated in
numerous literatures and was concluded that Pecking Order Tremaiyes overwhelming support by
companies that generally faces serious adverse adopting ($3aek and Goyal, 2009). In context of
capital structure decision lastly agency cost is one of theiad areas, which is important for
management, shareholders, creditors and employees (Xhaferi afedi X@@15). Generally, the agency
cost problem arises because of conflict of interest of stattetsmlike managers, creditors and employees
with shareholders (Afrasiabishani, Ahmadinia and Hesami, 2012).

Hence numerous scholars have addressed capital structurdyreeeing to the significance of the issue
to the present world. Salim and Yadev (2012) make a researitivastigate the affiliation between
Capital Structure and Firm's performance using a sample of 283yslan Companies listed in Bursa
Malaysia within a time span of 1995-20The findings show that firm's performance, which is measured
through return on equity, return on Asset and earnings per shadehas significantly negative
relationship with short term debt, total debt and long terbt de independent variables. In addition, a
positive relationship is found between performance and growth Iftheakectors. Moreover, Tobin's Q
states that a significantly positive relationship is found betwshort term and long term debt and it also
indicates that the total debt has significant negatiaioglship with the performance of the firm (Salim
and Yadav, 2012).

Manawaduge, Zoysa, Chowdhury and Chandarakumara (2011) makes a sictyrepresents an
empirical analysis on how a capital structure impact on fs@nformance under the context of an
emerging market - Sri Lanka.. The finding shows that mosh@fSri Lankan companies finance their
operations through short term debt capital as unlike long term dpitdlcand presents healthy argument
that the firm's performance has negatively affected thréhmgluse of debt capital (Manawaduge, Zoysa,
Chowdhury and Chandarakumara, 2011).

Paper prepared by Tailab (2014) empirically intends to examh@eimpact of capital Structure on
financial performance of a firm in 30 energy American cam@s were taken for a period of nine years
from 2005-2013 was taken into consideration and was been testedhttBmayt PLS (Partial Least
Square) version 3 and Multiple regression Models. The findindgsedastudy show that the total debt has a
significant negative impact on ROA and ROE. Although eviee & terms of sales puts significant
negative impact on Return on Equity in American Companies. Thaugjigrt term debt places a positive
impact on ROE. An insignificant impact was been seendmivwlebt to equity, long term debt, and size in
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context of profitability and total assets (Tail2014).

Goyal (2013) conducts a research to mainly exartisampact of Capital Structure on the profitaiilit

of the public sector banks in India listed in treional stock exchange within a time period of 2608
2012. The sample for this study was been testemlighr regression analysis which has been used for
testing the relationship between Return on Eq&sturn on Assets and Earnings per Share with Gapita
Structure. Although the findings of the study shotliat there is a significant positive relationship
between profitability and short term debt as meaduwrith the accounting gauges like Return on Equity
Return on Assets and Earnings Per Share. Furtherntiog researcher suggest that with addressing a
wider range of period and using more accountingggapit will help out to be a more perfect outcome
(Goyal,2013)

2.4 Conceptual Framework:

Size
(Javed, Younas and
Imran. 2014)

-
Debts
Short Term Earnings Per Share
L Long Term (Mujahid and Akhtar,
* 2014)
CAPITAL Firm Return on Assets
STRUCTURE Performance (Amara and Azizi,
\ 2014)
* Return on Equity
( Equity (Leon, 2013)
Ordinary Shares
Preference Shares
Marketing

(Mezghanni, 2009)

)’ (

Firm size expected to be a crucial indicator foameing firm performance. Debt to equity ratio ingv
a positive impact on firm size as larger firms ptetter than smaller firms by economies of scatkane
flexible through economic recessions, driving thcegnt performance including both market returrdan
accounting profit (Goyal, 2013). Numerous empiristlidies investigates the relationship of Debt to
Equity ratio on firm's performance and found itrsigantly positive like Gleason et al., (2000) and
Zeitun and Tian (2007), while other handful of stisdlike Tzelepis and Skuras (2004), found a pasiti
relationship but no significant impact of Capitatusture on financial performance. Therefore we
hypothesis

H1: Debt to equity ratio has a significant impact siae.
EPS measure the profitability of a company from i@ of the shareholders: it is a measure of how
much profit a company has generated in a giverogetiter tax, divided by the number of shares (Bado
2012).Earnings per share (EPS) measure shareholderggmitify by revealing how much profit a share
generates (Shahveisi et al, 2006). Therefore wethgsis

H2: Debt to equity ratio has a significant impact BRS.
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Hall and Weiss (1967) consider "Return on Assets" as theumets gauge performance to examine the
relationship between profitability and size (Dogan, 2013). ReinrAssets is often used as a technique to
measure the rate of return on total assets after the titadoé expenses and taxes (Heikal et al, 2001).
Investors would like the company to value the return on asséiglasis the companies with a higher
level of corporate profits which is greater than the retmrassets while it is low (Heikal et al, 2001).
Therefore we hypothesis

H3: Debt to equity ratio has a significant impact on ROA.

According to Goyal (2013) Return on equity is used to measuriérhie profitability through revealing
how much profit a firm makes with money pooled by shareholdarsdtition, return on equity is
another profitability ratio which is chosen as they arel\atzcounting based and broadly accepted
measures of financial performance which is been used kgbibHand Victor (1991), Margaritis and
Psillaki (2008), Zeitun and Tian (2007), Abbadi and Rub (2012) and T2@t8). They consider ROE as
a vital proxy for their studies. Therefore we hypothesis

H4: Debt to equity ratio has a significant impact on ROE.

Marketing is significantly correlated with capital struetudecisions (OECD, 2008). It is observed that
companies with more reliance on debt finance spent more a@rtisthg cost as per to meet the loan
requirements. Furthermore, Romer (1990) and Lucus (1988) admired thrédwtan of marketing
activities in backing the firm performance (Zeitun and T2007). Therefore we hypothesis

H5: Debt to equity ratio has a significant impact on Marketing.

3. RESEARCH DESIGN AND METHODOLOGY

3.1Research design:

This study will be a descriptive explanatory research asatmed to describe the characteristics of the
main two components of the research topic which makes drigége and later would be gauging the
impact of the independent variables on dependent variable wigiks it fall in explanatory design.

3.2 Research Methodology:

This research is a Quantitative study as it is basedaiistittal data obtained from annual reports of the
sample companies, Quade (1970) supported quantitative approachebgcswsports hypothesis and
allows for collecting wide range of data which will help regearch to answer the research question.

3.3 Data Collection Methods:

Since the data for this study will be collected from the ghblil annual reports of the sample companies,
it will be the only source used for this study .FurthermoexeP data method is adapted for this study.
Panel Data is defined as a dataset in which the approactitids is observed over time (Baltagi, 1997).
3.4 Population and sample size:

The total population for this study is 129 companies registeré&dsiectors of Karachi stock exchange
which will be studied within the time span of 2010-2014. Hence tmplsasize chose for this study is 50
companies from all 6 sectors, selected randomly as shovabla 2 below:
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Table 2: Illustration of Proportion Sampling

No. Sectors I Total Companies Selected Companies
1 Cement 21 8
2. Food and Care Products 19 10
3. Chemical 26 10
4, Pharmaceuticals 9 7
5. Textile Composite 41 8
6. Automobile Assemblers 13 7
Total 129 50

Moreover the sampling technique used for this research is wemee sampling. Hence, convenience
sampling was most appropriate to my research as the f@hatata was not available for most of the
companies registered in Karachi Stock Exchange so thepaimtes were selected on the criteria of
availability of data for 5 years which was required fos study.

3.5 Accessibility:

The research would extract data from the published annual regdiie sample companies which are
conveniently available from the official websites.

3.6 Ethical Issues:

This research is entirely entitled to secondary data wHanot lead to any encounter with human
behavior, the ethical issues lie with this researchgaie less. Only the issues that should be taken into
consideration are copyrights and legal access to the publddtadwhich will be overcome through
proper citation of the facts.

3.7 Data Analysis Methods:

Data analysis is referred as a procedure of systemwataaplying logical or statistical techniques to
evaluate, recap, describe or illustrate data (Dey, 199%).tfiree data analysis methods are engaged for
these studies are Regression, Correlation and Descripétisti8s using E-views software.

16z
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

4. DATA ANALYSIS AND FINDINGS
4.1 Descriptive statistics:

ELITE HALL PUBLISHING HOUSE

N Min Max Mean Std. Skewness | Kurtosis
Deviation
Statistics | Statistics | Statistics | Statistics | Statistics | Statistics | Statistics
% % % % % %
Debt Equity | 250 3.160 622.200 129.134 102.270 1.695 6.649
Size 250 1.450 352.280 141.851 76.462 0.393 2.710
EPS 250 -59.480 190.300 18.174 29.795 2,943 13.858
ROA 250 -27.450 43.610 8.631 9.002 0.687 6.199
ROE 250 -95.530 223.150 17.221 24,933 3.297 27.428
Marketing 250 0.001 17.240 2.539 3.665 1.646 5.270

According to Table 3, it was found that the five major playsegtors of Karachi Stock Exchange
experienced an average of Rs.129 debts with a standardialew&tl02.270. This shows the mean
value does not reflect the overall industry mean since Ehies 8igher than 100%. The companies of the
following sectors enjoy large size as the average meadli851 and the standard deviation is 76.462.
The companies lie in the following sectors of Karachi Stex&hange earns 18 rupees of earning for per
share and the standard deviation is 29.795. Furthermore, thewi@n@njoy an 8.631% return on their
deployed assets and the standard deviation is 9.002. The sampan@snin the chosen industries
experiences an average return of 17.221% on their issued equitthe standard deviation is 24.933.
Lastly, the sample companies of the chosen sectors amdisgeon marketing of 2.5% average of their

Table 3: Descriptive Statistics

net sales and the standard deviation is 3.665.
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4.3 Correlation analysis:
Table 4: Correlation Analysis

Debt to Size EPS ROA ROE Marketing
Equity
DebtEquity | 1
Size -0.107124 1
0.091
EPS 0.148589 0.399484 1
0.0187 0
ROA 0.150823 0.482369 0.626513 1
0.017 0 0
ROE 0.143262 0.465907 0.706628 0.819916 1
0.0235 0 0 0
Marketing 0.020001 0.28655 0.246027 0.171988 0.284819 1
0.7423 0 0.0001 0.0064 0

*Correlation is significant at the 0.05 level
Interpreting from Table 4, it shows that the debt to equitpeigatively correlated with size and the
strength of the relationship between two variables is wedk ®il07. The size variable is insignificant
with probability of 0.091 which is higher than the scale .660However, research findings are similar to
the findings of Ahmad, Abdullah and Roslan (2012), Javed, Younasraad (2014)
The relationship between debt to equity ratio and EPS is \gygitcorrelated and the strength of the
relationship between two variables is strong with 0.148. H&enings per share variable is significant
with probability of 0.018 which is lower than the scale @f50. Therefore, this result of my study is
similar to the findings of Mujahid and Akhtar (2014), Goyal (2013) &howdhury and Chowdhury
(2010).
The relationship between debt to equity ratio and ROA is nejtoorrelated and the strength of the
relationship between two variables is weak with -0.150. Rétirn on Assets variable is significant with
probability of 0.017 which is lower than the scale of 0.05. HareEbrati, Emadi, Balasang and Safari
(2013)
The relationship between debt to equity ratio and ROE idiypelgi correlated and the strength of the
relationship between two variables is strong with 0.143. TherRen Equity variable is significant with
probability of 0.023 which is lower than the scale of 0.05. Howetie findings of this study are similar
to Musiega (2013).
The relationship between Debt to equity ratio and markesimgpsitively correlated and the strength of
the relationship between two variables is weak with 0.0288. Marketing variable is insignificant with
probability of 0.742 which is higher than the scale of 0.05.
4.4 Regression Analysis:
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Table 5: Regression Analysis

Size EPS ROA ROE Marketing
Constant 155.7622 18.03732 12.07295 15.42592 2.579535
Standardized Beta -0.107719 0.001061 -0.02665 0.013902 -0.00031
Coefficient
Std. Error 0.03261 0.023177 0.009662 0.023028 0.002396
T-Values -3.303261 0.045782 -2.75834 0.603687 -0.12789
P-Values (P<0.05) 0.0011 0.9635 0.0064 0.5467 0.8984
R-Square 0.944845 0.816524 0.650684 0.741343 0.86976
Adjusted R-Square 0.930986 0.770424 0.562917 0.676353 0.837036
F-Statistics 68.17978 17.71217 7.41371 11.40715 26.57894
F-Significance 0 0 0 0 0
Durbin Watson 1.970663 1.457207 2.037883 1.993597 1.383713

*Correlation is significant at the 0.05 level
4.5 Impact of Debt and Equity ratio on Size:
Size= CONSTANT + 1Debt_to_Equity
Size=155.762%.107(Debt_to_equity)
According to Table 5, the model shows tRasquare is 0.944 which indicates that only 94.48% of the
dependent variable (Size) is elaborated by Independent variahb¢ t@&quity Ratio). Nonetheless,
5.52% of the dependent variables is being explained and addimsssber factors which are not
considered in this study. The adjusted R square is shown W88 signals that 93% of variation in
size, can be pointed to Debt to Equity Ratio which indictites a model is a good fit as the variation
value is more than 60% of range which is set to be approfmitite study of (Zygmont & Smith, 2014).
Further, the F-significance is 0.00 which shows that the misdsignificant. The F-Value of 68.179
shows that there is a relationship between Size and Dé&uuity Ratio. The Durbin Watson Static Test
is 1.970 which shows that sthere is no auto correlation amtmgstelected samples chosen for this
research which lies between the ranges of 1.5 to 2.5 édb&taining from auto correlation as mentioned
by Folarin and Hassan (2015).
The standardized coefficient beta value for Size variablg. 197 and probability value is 0.001 which is
less than 0.05 significant levels. Size found to hasigrificant negative impact on debt to equity ratio.
Thereby, findings from my study is similar to the findings of€lret and Olayiwola (2014), Soumadi
and Hayajneh (2007), Amara and Aziz (2014)
4.6 Impact of Debt and Equity ratio on Earnings per share:
Earnings per share= CONSTANT + 1Debt_to_Equity
Earnings per share=18.037+0.001Debt_to_equity)
Likely to Table 5, the model founds thRt square is 0.816 which indicates that only 81.16% of the
dependent variable (Earnings per share) is elaborated by Indepeadable (Debt to Equity Ratio).
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18.35% of the dependent variables is being explained and addi®ssether factors which are not
considered in this study. The adjusted R square is shown Qhigh signals that 77% of variation in
Earnings per share can be pointed to Debt to Equity Rdtis.illustrates that a model is a good fit as the
variation value and is more than 60% of range which is ceresicto be relevant in the study of Zygmont
and Smith (2014).

Further, the F-significance is 0.00 which shows that the hsdggnificant. Therefore, the F-Value of
17.712 shows that there is a relationship between Earningshpes and Debt to Equity Ratio. The
Durbin Watson static Test is 1.457207, which shows auto correlaiaredn the chosen samples for this
research as it falls beneath the range of 1.5 to Bi&hws suggested to be secure from auto correlation as
mentioned by Folarin and Hassan (2015). The standardized codftieita value for Earnings per share
variable is 0.001 and probability value is 0.963 which is ntbae 0.05 significant levels, although
earnings per share are found to have insignificant positipadt on Debt to Equity Ratio. However, my
studies concluded with the similar findings of Ebrati, EmBdiasang and Safari (2013),

4.7 Impact of Debt and Equity ratio on Return on Assets:

Return on Assets= CONSTANT +1Debt_to_Equity

Return on Assets=12.072--0.026Debt_to_equity)

According to Table 5, the model shows tRasquare is 0.650 which indicates that only 65.06% of the
dependent variable (Return on Assets) is elaborated by Indeperad@tile (Debt to Equity Ratio).
34.94% of the dependent variables is being explained and addresstkebyfactors which are not
considered in this study. The adjusted R square is shown @&&2% signals that 56.2% of variation in
Return on Assets can be pointed to Debt to Equity Ratio. igngfies that this model is not a good fit as
the variation value is less than 60% of range which is at feabeing appropriate as mentioned in the
study of Zygmont and Smith (2014).Further, the F-significance08 @&hich shows that the model is
significant. The F-Value of 7.413 shows that there isatiogiship between Return on Assets and Debt to
Equity Ratio. The Durbin Watson static Test is 2.037 which shmauto correlation between the chosen
samples selected for this research which indicates thatatige of 1.5 to 2.5 is safe from being auto
correlation as mentioned by Folarin and Hassan (2015). Tidastized coefficient beta value for Return
on Assets variable is -0.02665 and probability value is 0.0064 wsilgss than 0.05 significant levels.
this shows that ROE have a negative significant impactein @ equity ratio. However, my findings are
similar to the findings of Hasan, Ahsan, Rahaman and AZ14), Salim and Yadav (2012)
4.8 Impact of Debt and Equity ratio on Return on Equity:

Return on Equity= CONSTANT + 1Debt_to_Equity

Return on Equity= 15.425+0.0130Debt_to_equity)

According to Table 5, the model shows tRasquare is 0.74 which indicates that only 74.13% of the
dependent variable (Return on Equity) is elaborated by Indepemdegable (Debt to Equity Ratio).
25.87% of the dependent variables is being explained and addm®ss#ker factors which are not
considered in this study. The adjusted R square is shown 0\WHARB, signals that 67.63% of variation
in Return on Equity can be point to Debt to Equity Ratio. The digllustrates that the model is fit as the
variation value is more than 60% of range which is set toppeogriate in the study of Zygmont and
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Smith (2014). Further, the F-significance is 0.00 which showtsthieamodel is significant. However, the
F-Value of 68.179 shows that there is a relationship betweamriRon Equity and Debt to Equity Ratio.
The Durbin Watson static Test is 1.993 which show no auto cborelaetween the chosen samples
selected for this research. This lies between the rahdeb to 2.5 to be safe from auto correlation as
mentioned by Folarin and Hassan (2015).The standardized coeffi@&ntvalue for Return on Equity
variable is 0.013 and probability value is 0.546 which is more @@ significant levels. Which shows
return on equity has a positive insignificant impact on debédwoity ratio. Similar outcomes were
generated from the studies of Pratheepkanth (2011), Musiega @t Jailab (2014)
4.9 Impact of Debt and Equity ratio on Marketing:

Marketing= CONSTANT + 1Debt_to_Equity

Marketing= 2.579+-0.0003Debt_to_equity)
According to Table 5, the model shows tRasquare is 0.86976 which indicates that only 86.97% of the
dependent variable (Marketing) is elaborated by independent vafiadie to Equity Ratio). 13.03% of
the dependent variables is being explained and addressed bfactbes which are not considered in this
study. The adjusted R square is shown 0.837, which sign&al83¥d% of variation in Marketing can be
pointed to Debt to Equity Ratio. This shows that a modet &sfihe variation value is more than 60% of
range which is set to be appropriate(Zygmont and Smith, 2014). Moreitre F-significance is 0.00
which shows that the model is significant; while the F-Valti26.578 shows that there is a relationship
between Marketing and Debt to Equity Ratio. The Durbin Wattatic STest is 1.3837 which show auto
correlation between the chosen samples selected foredearch which lie between the range of 1.5 to
2.5 to be abstain from auto correlation (Folarin and Hag€d1). The standardized coefficient beta value
for Marketing variable is -0.00031 and probability value is 0.8984hvig more than 0.05 significant
levels. which shows marketing have a negative insignificapact on debt to equity ratio
4.10 Summary Result of Hypotheses Testing:

Table 6:
Significant
Hvpotheses Level Result Explanation
H;: Debt to equity Accepted | The p - value is 0.0011 which is less
ratio has a significant 0.0011 than 0.01 significant levels. This shows
impact on Size. that Debt to Equity ratio is significant

with total Size of the companies.

H:: Debt to equity Rejected The p-wvalue is 0.9635 which is more
ratio has an insignificant] 0.9635 than 0.05. This indicates that Debt to
impact on Eps. Equity ratio is not significant with EPS

of the companies.

Hi: Debt to equity Accepted | The p-value is 0.0064 which is below
ratio has a significant 0.0064 the significant level 0.05. This shows
impact on Roa. that Debt to Equity ratio is significant

with total ROA of the companies.

Hy: Debt to equity Rejected The p-value is 0.5467 which is more

ratio has an insignificant] 0.5467 0.05. Therefore, Debt to Equity ratio is

impact on Roe. not significant with ROE of the
companies.

Hs: Debt to equity Rejected The p-value is 0.8984 which is more

ratio has an insignificant] 0.8984 than 0.05 significant levels. Hence, Debt

impact on Marketing. to Equity ratio is insignificant

Marketing of the companies. ISSN 2076-9202
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5. CONCLUSION AND RECOMMENDATION

The Debt to equity ratio found not to be significant with theifability ratios in his study (Chowdhury
and Chowdhury, 2010). Therefore, the result for size variables iaditiaat the companies with more
debt finance obligations will suffer in squeezing their firrm&e in the sample companies listed in
Karachi stock exchanges. The result for EPS shows thatdimpanies whether use debt or equity
Finance wouldn'’t affect their spending of Earnings per share vguipports the irrelevance theorem of
Modigliani and Miller. The Result for ROE interprets thaé tbompanies relying more on Equity
Finance experiences better equity returns compare to the cospemizh rely more to debt finance
which opposes Pecking Order Theory .This study summarizeshthaample companies of the chosen
sectors are spending 2.5% average of their net sales. Mordbe result for marketing variables
illustrates that the companies whether uses debt or eqoapce, would not affect their spending of
marketing activities which supports the irrelevance theorekoafigliani and Miller.

Recommendation for future researchers is to investigate wdhiables that are not used in this study. The
other variables that can be used are shareholders’ wéwitihends and non-debt shield tax which can be
investigated to discover different factors of capitalcture impacting on performance of companies
registered in Karachi Stock Exchange.
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Abstract

Performance Management refers to a comprehensive ficiamproach to ensure a link between efforts
to individual employees with vision and goals of the organizatmachieve excellence in organization
on one side and satisfaction and growth of employees on the sittee Therefore the performance
management system is an important instrument to facildaganization to accomplish its goal. Both
Individual skills and contributions and organizational objective omeasent is needed to develop the
important element of the organization, which is human capfaiployees are the critical factor in
performance management system, where glowing designed modsystdm will result strong
management guarantee and better employees’ performanceshbigtthe way to organization’s success.
With to proper use, performance management system wilkiagig beneficial to an organization to
enhance its performance, particularly in the managementtigascin Public Sector Unit(PSU)
organization. Based on the emergent framework and extartrebsesuggessions have been projected
which could enhance the efficacy of PMS processes of anpineg@sns

Key words: Performance management system (PMS), Maharatna Compaiks sector Unit (PSU),

1. INTRODUCTION:

Ask any manager in the modern times what he considers partiey assets of his / her organization, the
answer will be “People”. We must recognize that the tagiedsions of knowledge in an individual may be
as vital to achieving organization goals as are the expmilified forms of knowledge that have been built
up over the time. Today’s manager is faced with a problemcagased magnitude how best to utilize the
resources available in the organization and it is welbésted now that the human element is the largest
single controllable variable. This suggests that if an orgéioiz has to maintain or improve its overall
performance, it must improve the performance of the individwilin the organization. Hence it is of

utmost importance that for managing and improving individual pegoo® organizations must nurture:
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the ability to identify the variables that affect performanc
the ability to predict the changes that will result ifi@htes are changed

the ability to change the variables
the ability to repeat or duplicate the changes.

There is so much dynamism in the business environment thafphetyeto adapt and to shift our thinking
is critical. The challenge is to transform institutionatthave been hand wired for consistency, control and
predictability into culture where learning, surprise and disgoass truly valued.

1.1 Definition Of Performance Management System:

Performance management system is the process oingreatrork environment or setting in which people
are enabled to perform to the best of their abilifesformance management system begins when a job is
defined as needed and ends only when the employee leavesahigatign. It is a Continuous Process of

Identifying
Measuring

Developing

The performance of individuals and teams

So, Performance Management System is, “a continuous proceentifying, measuring and developing
the performance of individuals and teams and aligning performaatbethe strategic goals of the

organization.”

1.2 Importance of Performance Management System

Performance Management System includes the following actions
* Develop clear job descriptions.
* Select appropriate people with an appropriate selectiongzoce
* Negotiate requirements and accomplishments in terms fofrpemnce  standards, outcomes, and

measures.
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* Provide effective orientation, education, and training.
* Provide ongoing coaching and feedback.
» Design effective compensation and recognition systemsevard people for their contributions.
* Provide promotional/career development opportunities for staff.
* Assist with exit interviews to understand why valued leyges leave the organization.
Improvement in performance can come from two sources: (1) texiocal changes such as higher
investment per worker in capital goods and technological imprexmtain capital goods or (2) changing
human behavior in organizations. Whereas increased mechanitethnological change, and increased
investment per worker in capital goods can all contribute pvakred productivity, it is changes in human
behavior which result in higher payoffs.
2. PERFORMANCE MANAGEMENT SYSTEM - Conceptual Framework
Performance Management is a process of designing and exemadtiivgtional strategies, interventions
and drivers with an objective to transform the raw potenfiluman resource into performance. All
human beings possess potential within themselves in a fewrerfomctional areas. However, utilization
and conversion of this potential into deliverable performasnicétén suboptimal due to a variety of
reasons. Performance management acts as an agent iniognyerpotential into performance by
removing the intermediate barriers as well as motivatingre@ueenating the human resource.
Fig 1

PMS Process Cycle

Il Perfo Monitori
| Performance Planning &Czac:i::nce onitoring

IV Performance Linked
% e I . Il Perfformance
P::“fna SVEIOPITICE Measurement & Feedback

2.1 PERFORMANCE PLANNING:
Performance planning involves identifying the job areas atiditaxs where the employee would like to
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put most of his efforts, do better than before and make itadtnp Identifying Key performance areas
and setting targets is a useful way of planning one’s ownornpeaince. After identifying key
performance areas, targets may be set under each key peiderar@as. Key Performance areas are
the key or critical functions of a job role.  Each job or Rolekes its distinct contribution to the

achievement of the organizational goal.
There are six steps to performance planning but the forestepsis performance planning session, a
meeting between employee and manager.

Identifying Job Performance activities; prior to the meetihg,employee and the manager should
independently make a list of the employee’s job performartogtiss.

Developing a final list; the manager and employee now meettew the two lists, they review
each item and develop a final list of employees signifigab activities.

Determining priorities;  Once and agreed final list the®en developed, the employee and
manager review each job activity to determine its impaea

Developing performance expectations; the manager and employeg@intdw develop specific
performance process an outcome expectations. During the meetimgattager should try to
determine if, the employee has a clear idea of the seqoémativities required to fulfill each of
the expectations.

Setting goals; by this time, both manager and employee shoutl dame idea of the
employee’s development and growth needs. At this stage om@® goli related development
goals may be drawn for the employee.

Setting check points; At this stage the employee andagesinset specific times over the
coming months when both can sit down to review performancéhe purpose is not to evaluate
but to identify problems and resolve them.  The employeetendhanager should met as and
when necessatry.

2.2 PERFORMANCE STANDARDS:

Standards are vital to the success of any communicationapnoge and a performance appraisal system
certainly one of the most critical communication programimean organization.  Standards are an
integral part of Performance appraisal process. Perfaergppraisal standards provide both the rater
and the ratee with a basis for describing work related psgre a manner that is mutually
understandable. Performance standards provide a degree of ugifornihe non uniform world of

work.

A specific performance standard should have certain chéasticte

It should enable the user to differentiate between acceptablenandeptable results.

It should be of some challenge to the employee.

It should be realistic and attainable.

It should be a statement of the conditions that will exist aildassist in measuring a job
responsibility.

It should relate to or express a time frame for accomplishment.
17¢€
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It should be observable and offer a means of measuring the panimeragainst the requirements

of the standards.

2.3 PERFORMANCE GOALS:

Goals serve as bench marks or reference points against pdiifdrmance on a measure can be
compared. Goals are also important because they haveificaig relationship with individual
and group performance.  The following are the requirement foningfal goals:

Goals should be challenging

Goals should not only be demanding but also attainable.

Goals that are perceived as too difficult or too easytlusie motivational value.

Although participation will not guarantee performance improvenoerattainment, yet there
should be wide spread employee participation in setting goaBBuch participation will result
in greater acceptance of more difficult goals and in a highmmitment to goal attainment.
Multiple goals should be set for each measure to establiahge within which performance

on a given measure can be expected to vary.

Fig 2 - Goals Oriented PMS

2.4 REASONS FOR POOR PERFORMANCE:
The job performance of executives in any organization dependsmmber of variables such as the
structure of the organization, human resource policies, techndtagyledge, skill and personality of
executives etc. It is necessary to identify reasom®of performances before starting any intervention
of performance enhancement in the organization.  An atteaptherefore made to analyze reasons of
poor performance among executives.  Following reasons weuel@tt|

1) Wrong/unscientific selection policies.
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2) Performance appraisal system ineffective.
3) Career development opportunities not available.
4) Organizational structure bureaucratic and rigid.
5) No linkage between job performance and compensation and reward.
6) Role and responsibilities not well understood.
7) Executives lacking in knowledge and skill required for job.
8) Negative attitude of executives.
9) Highly repetitive nature of executive’s job.
10)Dissatisfaction and frustration are common place.
2.5 Performance Management Has the Following Charactsristic

a) Performance management is supposed to be owned and driven imatiagement and not by HR
department or one or two executives.

b) There is emphasis on shared corporate goals and values.

c) Performance Management is not a package solution; omething that has to be specific for a
particular organization.

d) Executives of the organization should develop their own plamariaging performance of all
employees.

There are following components of performance management:
1) Development of mission and goal statement of the company.
2) Development of business plan.
3) Communication goals and objectives to employees.
4) Defining role responsibilities.
5) Defining and measuring individual performance.

6) Developing appropriate reward and punishment strategies toynatifwvior.
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Fig 3
MASLOW'S HIERARCHY OF NEEDS VS. STRATEGIES OF PERROUANCE MANAGEMENT:

3. Review of Literature

An overview of the extensiv research related to performaneeagement system is presented.
Researcher tried to present a review of literature inrmerao  exhibit how it enhance the perforance of
organisation. Application of the concepts of performance manage system as a way to achieve
organizational success is addressed herewith from thefisigmi works of Indian and overseas
management specialists.

3.1 A study on Performance Management System of Indian W&SAlnternational Companies: A
Literature Review by Sandeep Kumar Joshi, Dy Manager-Humaourees, Shree Cement Ltd on 2016.
This literature review examines the differences andlaimes in the performance management system
(PMS) in Indian and international companies. Performance maramgesystem is the transformation
from performance appraisal system which is very importangfery organization. In this study, it also
investigates that what the important aspects are of. AM& result indicates that most of the Indian and
international companies did not have much differences in BMi® except cultural differences. The
important aspect of PMS is its implementation in the orgdioiz and acceptance by the employees. By
doing extensive literature review, it has been found that peaioce management system is not having
much difference except cultural implication in both Indian andrivdtional companies. PMS has both
negative and positive aspects in Indian and international auegpaln most of the companies the
traditional appraisal system is existing, where appraisdbige once or twice in a year and in some
companies, feedback system was very poor or absent. Thiscckeas in employee evaluation because if
they have been given poor rating then they will not baerposition to know about their mistakes. If they
are given good rating then they will not bother to know their mistasg¢kat they can improve. Moreover,
companies introduced PMS but unable to implement properly whichraeulfill the purpose and some
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time employee acceptance level is low for the PMS. d8fbeg, introduction of PMS will not serve the
purpose; it required effective implementation and well piszeby employees.

3.2 A study on Performance management system in Maharatnpa@@®s (a leading public sector
undertaking) of India — a case study of B.H.E.L., Bhopal (MP.Rajesh K. Yadav, Nishant Dabhade,
Department of Management, RKDF College of Engineering, Bhopal 84Zgadhya Pradesh, on 2013.
Extensive changes in the global economy have made it impefatittee governments all over the world
to improve the quality of their governance structures. The Gowsrnof India has also introduced the
New Public Management concepts in public administration with esigpba ‘results’ or ‘performance’ to
improve the efficiency and effectiveness of public ses:icEhis research aims to figure out the key
variables that are having strong influence on Performancagement system with special reference to
BHEL, Bhopal (M.P.). Chi square test is applied in thipgrao check the authenticity of data given by
the respondents. We are also going to study the PM processeress level and satisfaction level of
employees of BHEL and how the PM system affects theopmdnce and career development of
employees. It is suggested that changing culture requirderiedo understand the learning process
dynamics and how the learning and unlearning of assumptions anfd baliebe manipulated to modify
behavior. Hence cultural aspects could be one of the ardesrong. An organization’s leadership has
the responsibility to develop a positive culture to facilitdte acceptance of performance appraisal
among managers and their employees

3.3 A study on PERFORMANCE MANAGEMENT OF ACADEMIC STAFFAND ITS
EFFECTIVENESS TO TEACHING AND RESEARCH — BASED ONE EXAMPLE OF ESTONIAN
UNIVERSITIES, by Kulno Tirk atUniversity of Tartu on 2016The aim of the research is to identify
options for developing performance management (PM) of the acad&aff (AS) based on the example
of Estonian universities (economics faculties). We wantnio déut more about PA and its interaction with
other elements of performance — the effectiveness of teaand research are studied. The analysis
includes a review on how the PM system has developed ovey #éistertaining special features with
respect to the economic crisis. Methods included three questierbasied surveys of AS carried out in
2013, interviews with nine academic leaders and seven focus gntenyiews were conducted.
Qualitative methods involved the analysis of documentation rsiiiss, interviews and participatory
observations within a case study. A detailed PA system emahe AS to achieve higher results
specifically during periods of restructuring and change at unilex,sbut causes a negative impact for
quality and motivation of AS in times of crisis. Duririgetstage of further development of the faculties, it
would be necessary to pay more attention to qualitative ind&catat reduce the number of quantitative
indicators. It is necessary to develop the PM to be apptiedonjunction with other management
instruments (qualitative management, personnel managemengmpisasized the need for improvement
in the quality of research and teaching even in conditionsas€e funding. As the motivation to engage
in knowledge work is primarily intrinsic, the usage of detatgdntitative measures in PM should be
handled with care. The impact of PA should not dominate teachohgesearch; it is also crucial to use
other management instruments, for example strategic maeagamd quality management.
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3.4 A roadmap for developing, implementing and evaluating performaraegement systems by
Elaine D. Pulakos, Ph.D on 2004.executive vice president and director of the Washington, @fiCe

of Personnel Decisions Research Institute (PDRI). Many faetdlsmpact the effectiveness of an
organization’s performance management system, but three arenmpostant. First, the system needs to
be aligned with and support the organization’s direction anticalrisuccess factors. Second,
well-developed, efficiently administered tools and proceasesieeded to make the system user friendly
and well received by organizational members. Third, and mgsbrtant, is that both managers and
employees must use the system in a manner that brindgdeyisalue-added benefits in the areas of
performance planning, performance development, feedback areViaghresults. She said that to Make
Sure the System must be Aligns with the culture and busineds péthe organization. Matches the level
of support for performance management that exists in the oag@miz Is considered an important tool
for achieving business results by managers and empldgesesuser-friendly, straightforward and easy to
use as possible.

3.5 A study on ‘Performance Management’ by Mr. Srinivas R Kanddilector (Human Resource),
Sasken Communication Technologies limited, Bangalore presthedy and practices of performance
management in an integrated perspective. An attemptadento present theory and practices of
performance management in an integrated and pragmatictgy/ktated about seven strategies, fourteen
interventions and one hundred and forty drivers and all these atively are expected to make an
organization not only performance centric but also make perfaenaanagement a fundamental system
of organizational management.

3.6 A study on, Organizational performance managemergmsysixploring the manufacturing sectors,
by Dr. Chandan Kumar Sahoo, Associate Professor, School naddment, National Institute of
Technology, Rourkela and Ms. Sambedna Jena, Research SchatH2o0 his paper demonstrates the
various practices of performance management system mahefacturing sectors. The literature review
of the popular performance management system utilized by thefatturing sectors depicts that no
single system is successful in improving the performanaefom. The correct match between the firm
and performance management system is essential for itsssudhe performance management system’s
function has a significant positive impact on performance ofetimployees when it's implemented
successfully. The review also depicted certain issuesnmheinentation of performance management
system in the manufacturing units like costs, lack oftesia feedback system and incentive schemes
which undermine the efficiency of a performance managenystera. Improvisation of performance is
an ongoing process and the organization needs to strive to @tanal level of value, so as to enhance
the future potential business. Hence, the process of meastirngmanufacturing performance
management system needs frequent reviewing and monitoring to tcambacreasingly competitive
globalized business environment.

3.7 A study on ‘Research on Human Resources Development: Pireseist and Future Directions’ by
TV Rao, IIM, Ahmadabad reveals that HRD is a proceswligh the employees of an organization are
helped in a continuous and planned way, to;
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1) Acquire or sharpen capabilities required to perform variougifume associated with their present
or expected future roles;

2) Develop their general capabilities as individuals and discawet exploit their own inner
potentials for their own and/or organizational development purposes; and

3) Develop an organizational culture in which supervisor-sub-ordieda¢ionships, teamwork, and
collaboration among sub-units are strong and contribute to thesgpiaial well-being motivation
and pride of employees.

4. CONCLUSION

This paper clarifies the definition of Performance Manag@nsystem with the help of extant research. It
defines Performance Management System as a combination afdimponents: Performance planning,
Performance monitoring & Coaching, Performance Linked Reward Development Plan and
Performance Measurement and Feedback system, organizatidoaing@ice and competitive advantage.
The overall rationale of this study was to test the keayabbes that are having brawny influence on
Performance management system with special refererféeblic Sectors. The researche has figured out
the PM process, awareness level and satisfaction levehpfoyees and how the PM system affects the
performance and career development of employees. Although Panicenmanagement is more a
philosophy than a set of policies and tools but the most prevaléah rdtperformance management is
that of creating a shared vision of the purpose and aims ofgheization, helping individual employees
to understand and recognize their part in contributing to tednthereby managing and enhancing the
performance of both individual and the organization.

References

(1) A roadmap for developing, implementing and evah@performance management systemg&layne D. Pulakos, Ph.D
on 2004.is executive vice president and director of theskifagton, D.C. office of Personnel Decisions Regednstitute
(PDRI)

(2) R. K. Sahu, “Performance management systé&mtel publication2007, pp. 95-119.
(3) Sharmistha Bhattacharjee, Santoshi SengM8&D-IJBMRL(8) (2011) 496-513.

(4) Sahoo, Chandan K. and Jena, Sambedna. (2012). i2atianal performance management system: explotirey
manufacturing sectortndustrial and Commercial Training, 49), 296 — 302.

(5) . Rajesh K. Yadav, Nishant Dabhade, Department @hdagement, RKDF College of Engineering, Bhopal, ”
Performance management system in Maharatna Congpémileading public sector undertaking) of India €ase study of
B.H.E.L.,Bhopal (M.P.) - International Letters ad&al and Humanistic Sciences, 2013.

(6) Zulystiawati , Educational Management, Faculty duEation State University of Gorontalo, Indone$Rerformance
Management System: The Practices in the Public idzgtion in the Developing Countries” InformationdaKnowledge
Management, Vol.3, No.4, 2014.

(7) Sandeep Kumar Joshi, “ Performance Management 8ysfténdian VIS-A-VIS International Companies: Ateiature
Review”, AT Journal of Exclusive Management Scierd@ecember 2014 -Vol 3 Issue 12 - ISSN 2277 — 5684

(8) Kirti Sharda, “ Talent Management Systems in IndRtmarmaceutical Firms: Exploring an Emerging Typglo at
Indian Institute Of Management Ahmedabad, W.P.20d4.6-03-52, March 2016.

(9) Performance Management Of Academic Staff And Iteediveness To Teaching And Research — Based On The
Example Of Estonian Universities, by Kulno Turktiversity of Tartu on 2016
182
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

(10) Text Book on ‘Performance Management’ by MrinSas R Kandula, Director (Human Resource), Saske
Communication Technologies limited, Bangalore

18¢
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

TEENAGERS’ EXPOSURE TO INTERNET PORNOGRAPHY IN

ZARIA, NIGERIA

Orebiyi, Anthony Olajide (Ph.D)
Department of Mass Communication
Crescent University, Abeokuta

&

Orebiyi, Kehinde John
Development Communication Programme
Department of Theatre Arts

Ahamadu Bello University, Zaria

INTRODUCTION

In recent years, there have been growing societal conaroat teenagers’ exposure to
pornography through the internet. For instance, Arulogun (2002) expressedbfaar the possible
negative consequences that uncensored internet contents wilbhatvee psychosocial well-being of
varying categories of users especially children and t&ersigeria. Infact, there are concerns that
teenagers are becoming too exposed to this internet vice aomgithes fact that Internet usage have been
witnessing a very rapid growth during the last decade adneswdrld and hence making internet a big
part of teenagers’ lives. For instance, Pew Internet aneriéam Life Project survey (2010), opine that 93
percent of teens aged 12 to 17 uses the Internet, compaheddpercent of adults. Similarly in Nigeria,
Longe, (2004) also established that children and teenagers ingldodghe age range 7-18 years constitute
over 32% of Internet users in Nigeria. In similar vein, obson of this trend shows that newer media
which include social networking sites (SNS) such as Facebook,tatsapp, gaming sites, WeChat
amongst others, have become very attractive to teenagesspfien access them through their cell
phones. This allows teens to spend most of their time in coneating with people they already know
online and sometimes with those they do not. As perceived lygitgical teens that stay online for
longer periods than adults are more likely to access thenéttirom different locations and participate in
a wider range of online activities. However, such teenagiteni become more exposed to Internet's
pornographic contents through this wide range of online activities.

Nevertheless, this is not to say that the Internet habewit beneficial to the world, as this new
media has enormously improved the world’s information and comntigricaystem like never before.
Infact, the emergence of Internet has changed thedivasllions of people who go online on a daily
basis at home, at school, at work and other locations sucleaset cafes, to send/receive e-mails, chat,
research for school or work, download music or images, and toathy other activities that help their
livelihood. The Internet, which is a global network comprisindlioms of smaller networks and
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individual computers connected by cable, telephone lines, oliteatelks, permits individuals to
connect with other computers around the world from the privaahef own homes. (Calder, 2004).
Against this backdrop, amongst others, Internet access agé asass the world has been witnessing
proliferation year by year, with approximately 1.11 billion usar2007, 1.67 billion in 2009, and 1.97
billion in 2010 (Miniwatts Marketing Group, 2010), indicating an upwaedd in the number of digitally
literate people. Such a rapid growth has been interacted eohlgis needs and motivation. The purposes
of Information, communication, and entertainment have been pronmives behind the Internet use.

However, in-spite of these attractive benefits thatiriternet provides coupled with its increasing
prominence in the lives of young people, researchers have cahtimeestigating the influence that the
Internet environment may be having on child and adolescent developn@&rparticular interest here, is
its ability to communicate pornography to teenagers, coupledtwétperception that they (teenagers) are
within the ages of increasing self-sexual awareness arabityifor sexual expression. It is important to
acknowledge the fact that adolescent or teenagers’ sexuelogment is complex and dynamic; as
children get older, they gain a greater sense of themaseself which is enhanced by interplay of
biological and social changes which occur as individual matiresigh childhood into adolescence.
Although puberty begins at different ages, virtually all boysgirld have started the process by 14 years
of age. As observed, the expression of sexual curiosity spang@ of behaviors; from talking about sex,
looking at sexual materials (e.g. Pornographic content), aredually engaging in sexual activity

The aim of this research is to create enlightenment omprtealence of tenagers’ exposure to
pornography on the internet. The research adopted both qualitative and quantitative methfods
research as the two are considered necessary to suljicaeliiress the study in accordance with the
research objectives.

Teenagers’ Exposure to Internet Pornography

Perceptions SA A U SD | D
Most teenagers have access to Internet 5Y28 2 3 1
(62.6)| (30.8)| (2.2)| (3.3)| (1.1)

Teenagers usually use mobile phone to accéds |23 2 2
internet. (70.3)| (25.3)| (2.2) (2.2)
Teenagers use the internet often. 47 31 5 2 6

(51.6)| (34.1)| (5.5)| (2.2) | (6.6)

Teenagers mostly chat while they are using intefnet 5926 2 1 3
(64.8)| (28.6)| (2.2)| (1.1)| (3.3)

Teenagers mostly watch or download music videos 59 27 2 3
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while using the internet (64.8)29.7) (2.2)| (3.3)

Teenagers often come across sexually expliéik 27 1 1
contents ( e.g. nude pictures) when browsing onling46.2) | (29.7)| (2.2) | (2.2)

Most teenagers participate in chatting about sex|(#42. 39 2 2 6
sexting) with online friends (46.2)| (42.9)| (2.2)| (2.2)| (6.6)

Teenagers are exposed to being sent sexually exphioit | 32 5 1
materials (e.g. nude pictures or sex videos) wh{&5.0)| (35.2)| (5.5)| (1.1)
chatting online.

Most teenagers send or share sexual contents to B2ir | 27 3 3 6
online friends while chatting. (57.1)| (29.7)| (3.3)| (3.3)| (6.6)

Key:
Numbers in Parentheses are percentages, SA = Stronglg Ay Agree
U = Undecided, D = Disagree, SD = Strongly Disagree

Access to Internet

From the table above, the result of the data collected thrpueggtionnaire survey shows that the highest
number of teenage respondents holds the perception that teenagemcbass to the internet as26 of
them who represent 62.6 percent of the total respondents, stemngld that most teenagers have access
to the internet while 28 teenagers who represent 30.8perctd mfspondents agreed. However, while 3
teenage students, who represent 3.3 percent of respondemiglystlisagreed, a teenage student (1.1
percent respondents) disagreed that most teenagers havetadtessmternet. However, 2.2 percent of
respondents are undecided as they could not say whether mogetedrave access to internet or not.

The above result, which claims that teenagers of ouetydeave sufficient access to the internet,
is further accentuated by a teacher and counsellor in one $&tdwadary School, when he stated thus:

This is the 21 century, students, young ones are allowed access to albEorts
internet-enabled gadgets be it handset, IPAD and other ones.

Mobile Phone as the Mostly Used Medium of Accessing Inteet

In the quest to identifying the most commonly used communicationumettirough which
teenagers access the internet, the data collected émmade student respondents as shown in the table ,
indicate that mobile phone is the widely used medium through whicageenaccess the internet. This is
evident as the total number of 64 teenagers who represent f0ehtpef total respondents, strongly
agreed that the most used medium of accessing the inkgrie¢nagers is through mobile phones while
23 teenage students who represent 25.3 percent of the respondeets bgwever, while 2.2 percent
respondents disagreed, two teenagers who representsc@@tprthe total respondents is undecided
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and could not say whether it (i.e. Mobile phone) is the maostly medium of accessing the internet
by teenagers or not.
A teacher in one of the Secondary School, further corrobothéedbove result when he said
that:
“Teenagers of our society mostly access the internet thrchagh ghones, laptops and
IPAD but the commonest medium is through mobile phone”

Analysis of the Responses of Teenagers’ Coming across Pornogrepontents while surfing the
internet

From the table, 62 teenage students who represent 46.2 pErttentespondents, strongly agreed
that teenagers often come across pornographic contents wheg shefinternet while 27 teenagers who
represent 29.7 percent of the respondents merely agree.veloyust one (1) teenage student who
represents 2.2 percent respondents, strongly disagreed whilsathe percentage of respondents is
undecided and could not say whether teenagers often cooss garnographic content while surfing
the internet or not. The above result clearly shows that rhajofithe teenage respondents strongly
agreed that teenagers are truly exposed to pornographic comtéletsurfing the internet.

This is also being supported by the interview response tebicher in one of the  secondary
school when he said;

“This is a worrisome issue in our society today. And not justnternet, teenagers are

equally exposed to pornography through peer group influence. These arany of them

who do not have intention of consuming these sexually explicgnmaét until their friends

or the internet bring it and tempt them to view them”

Guidance and Counseling teacher in one of the Secondary Scjuadlyeattested to this when he said
that;
When teenagers go online to do their homework, and things sagh pornographic
contents pop-up, they hardly could resist them. The pop-up comgsoataneously even
when you did nothing to bring them up. 2 days ago | was tryidguwmload a  song,
and a porn site pop-up. So, all of these things get them ¢ies)acurious; they really
want to know. It is like ‘now this is out, let me see whahgde’. Most time we really do
not blame teenagers, we blame people who expose this thitigs to public. It’s just too
free and cheap

Teenagers’ Participation in Chatting about Sex with OnlineFriends (i.e. Sexting)
The table reveals that majority of teenage respondedsthe perception that most teenagers
usually participate in chatting about sex (i.e. sextinghwaibline friends. This is indicated with 42
teenagers who represent 46.2 percent of the respondeatsylystagreed to the perception, while 39

187
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

teenagers who represent 42.9 percent agreed. Howevee @il percent of respondents strongly
disagreed, 6.6 percent of respondents simply disagreed. Aleeetgually shows that 2.2 percent of the
respondents could not say whether most teenagers usually partinigaggting about sex (i.e. sexting)
with online friends or not.

Reinforcement to the above result is also the responseateacher in one of the Secondary
School, when he said:

The ones we called children nowadays should no longer be callddenhiAs there is

nothing that can be hidden under the sun, they are all exposed.chbgllt about few

students. | was aboutto  teach, then | saw this panticiidd and with the help of

psychology | could tell when a child is responding or when he snibsinded; the child’s

head was bent when | caught him, he was with his phone chattiBgo, and when | read

through it, | saw naughty chat with some foul languages, thesméved the page and

went to his folder and saw it full of pornographic  moviesabwo mad at him

4.2.5: Teenagers’ Exposure to receiving Pornographic Materialsuing Online Chatting

The data collected from teenage respondents as shown in.@bled&ate that 50 teenagers who
represent 55.0 percent respondents, strongly agreed thagéeerare exposed to being sent sexually
explicit materials (e.g. nude pictures or sex videos) wdhilgting online, while 32 teenage students, who
represent 35.2 percent of the respondents from the school nmegeded. However, while one teenage
student who represent 1.1 percent of the respondents stronglyeddagth that perception, 5 teenagers
who represent 5.5 percent of the respondents could not say whesthagérs are exposed to being sent
sexually explicit materials while chatting online or not.

As it could be seen from the data collected above, ihajof the respondents are of strong
opinion that teenagers are very vulnerable to receiving raleturing online chatting.  a teacher of
one of the Secondary School, affirmed to this when she said:

“I have not directly witnessed them (teenagers) viewing poapby but | have often

caught them discussing it especially the male ones; then aiscuss about the

pornographic contents they have gotten from the internet edpeeian they are chatting

on the social media like 2go”
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Diagram 1: Graphical Representation of Teenagers’ mdium of Exposure to Internet
Pornography.

Diagram 1 above, shows two major medium throughctvheenagers were exposed to Internet
pornographic materials. As indicated, 46.2 percespondents strongly agree that teenagers are
often exposed to pornography during the processatefnet surfing while 57.1 percent strongly
agreed that teenagers often encounter pornographaterials through chatting e.g
Content-sharing.

Reasons for Teenager’s Exposure to Internet Pornogphy

Reasons for Pornography Exposure

SA A U SD D
Teenagers visit pornographic sites to learn|tB@ 35 4 5 9
techniques/skills of real-life sex performance. | (41.8)| (38.5)| (4.4) | (5.5) | (9.9)
Teenagers visit pornographic sites f@2 37 6 10 6
gratification purpose i.e. To relieve their sexug5.2)| (40.7)| (6.6) | (11.0)| (6.6)

urges.
Unintentional exposure to online sexually explici7 29 5 6 4
images/videos is very common aman®1.6)|(31.9)| (5.5)|(6.6) | (4.4)
teenagers
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After viewing an online pornographics2 28 3 5 3
video/image, teenagers are likely to subsequer(®y.1)| (30.8)| (3.3) | (5.5) | (3.3)
revisit the same website to view it again.

In the quest to get excitement, teenagers resd@s | 31 6 5 6
to viewing Pornographic materials online (47.2)| (34.1)| (6.6) | (5.5) | (6.6)

1nternet Pornography as a Medium for Learning TechniquesfdReal-Life Sex Performance

The responses of teenage respondents when asked about thewdgsieenagers are exposed to
internet pornography indicated that, 38 teenage students who reaptés® percent strongly agreed that
teenagers visit pornographic sites to learn the techniqués/skireal-life sex performance while 35
teenagers who represent 38.5 percent of the respondents freohtiwd, agreed. However, 5.5 percent
of the respondents (i.e. 5 teenagers) strongly disagredt tperception while 9teenage students who
make up of 9.9 percent of respondents merely disagreed.diso revealed that 4.4 percent of the
respondents were undecided as they could not say whether teensigjgrsrnographic sites to learn the
techniques/skills of real-life sex performance or not.

The result clearly indicates that the quest for learrhiegtéchniques of real life sexis one of the
motivations behind teenagers search for pornography on theenténis is evident as majority of
respondents agreed to this perception. The result is alsboaated by a staff ~ when he said that:

Young ones are always seeking for knowledge and most parerggitheshardly sit down

to teach their children what they need to know or do and scstedyfor knowledge in any

way they could get it. Some of them have heard a lot abowrsdxare curious to know

how to do it; so they consequently resort to viewing pornography”

Teenagers Visit Pornography sites For Sexual Gratification Rpose

Also in response to the reasons why teenagers are exposedrtetirgornography, the table
indicates that 32 teenage students, who make up of 35.2 perdbatreEpondents strongly agreed that
teenagers visit pornographic sites for sexual gratificgiimposes while 37 teenagers who represent 40.7
percent of the respondents agreed. However, while the ngapdrihe respondents obviously agreed to
the perception, very few of them do no concur to it as the talbkal that 10 teenage respondents who
represent 11.0percent of the respondents from both schools,l\stdsagreed while 6.6 percent of the
respondents disagreed. Meanwhile,6 teenagers who representeréghtpof the respondents are
undecided on the perception as they could not say whetheges visit pornographic sites for sexual
gratification purposes or not.

To further validate the above result, a Teacher inabrtee Secondary School , opines
that teenager usually log into pornographic website to pergoegtierience those pornographic and
sexual experiences that has been shared with them byfiieends or peers. Also in the words of a
teacher ,

“Why would anyone want to look for internet sexually explicittengls without you

wanting to gratify your emotion? Everyone is looking for a meanshatever form, to
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satisfying his own sexual needs or emotional desires”

Teenagers Are Inadvertently Exposed To Internet Pornography

The data collected from teenage respondents from slscheols as indicated by table  shows
that 47 teenage students who represent 51.4 percent osflummdents strongly agreed that unintentional
exposure to online sexually explicit materials is very commmoaonrg teenagers while 29teenagers, who
represent 31.9 percent of the respondents, agreed. Howénlerbweenagers (i.e. 6.6 % of respondents)
strongly disagreed, 4.4 percent of the respondents simplgreeshas 4.4 percent of the respondents (4
teenagers) are undecided and could not say whether it ish@tieutiintentional exposure to online
sexually explicit materials is very common among teenagemst.

With the majority of the respondents agreed that tesa@ye inadvertently exposed to internet
pornography, as highlighted above, it is logical to see thengttdeing an entity that is responsible for
‘pushing’ pornography at its users. This is well corroborated byeacher  when he said that;

“When you go to YouTube to download or browse for any material, yowtinecessarily

have to browse for a sexually explicit content before theyeirglisplayed on the

website page, and so, one could easily be tempted to openRbeinstance | have seen

many of Kim Kardashian sexually explicit pictures and sescahdals’ videos online.

They are not truly sexual scandals but they are just meabtisoress motive of making

money; this is because the more you view or download themrmdreaise their monetary

gain. Kim kardashian for instance, often have millions oiptethat download each of her

sexual videos, and she has a monetary share on each downlaadénag done”

Teenagers Resorting to Viewing Pornography in quest for Extement
Also one of the responses provided by teenage respondents wbhdrahskt the reasons why teenagers
are exposed to internet pornography,43teenage students who represeyerd@n2 of the respondents,
strongly agreed that teenagers often resort to viewing p@ploigr materials in quest for excitement
while 28 teenagers who represent 30.8 percent of the respondgrged. However, while 5Steenage
students who represent 5.5 percent respondents, strongly disamnde@ teenage respondents (i.e.6.6
percent respondents) disagreed, 6 teenagers that make up 66 peespondents could not say whether
teenagers often resorts to viewing Pornographic materiateednlthe quest to getting excitement or not.
The above responses obviously shows that the highest numberseéghbadents to the question, are
of strong opinion that teenagers often resort to viewing Poaipbgrin the quest for excitement. It is also
being affirmed by a teacher when he said that:
“Things that catch teenagers’ attention and fancies ardlyshiags that are above them
especially things that are meant for the adult or legally edirthey are usually anxious
and in haste to have a taste of it. Whenever we teacbars to the class and say a little
thing that is sexually related, we instantly get the studetténtion and they become
excited and happy
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Diagram 2: Graphical Representation of Reasons Whyeenagers are Exposed to Internet
Pornography.

Diagram 2 above shows the graphical representafiomspondents’ views on the various reasons why
teenagers find themselves exposed to Internet goapby. It could be seen that majority of the
respondents strongly agree that the quest to leatrlife sex techniques, sexual gratification dvertent
exposure, the urge to view again after exposudetiae quest for excitement are the major reasorys wh
teenagers are exposed to the internet pornogradtierials.

Discussion of Findings
The data gathered and analysed in this study atbefudiscussed here in relation to the research
questions.
In the foremost, it is necessary to find out if tikernet is accessible to teenagers in Zaria befor
enquiring for their exposure to online pornograpHgnce, the respondents clearly indicated that the
general availability of mobile phone to the teemage the sampled population have made interndtiyig
accessible to them. It is also discovered thatagers of nowadays are not just only enjoying
affordability of internet but could also afford émbet-enabled mobile phones and even IPAD. Thiso al
affirm the opinion of Longe, (2004) when he eg#di#d that children and teenagers belonging tagee
range 7-18 years constitute over 32% of Internetsus Nigeria.
However, it is found out that in the course of sgfthe internet, of which is mostly for educatibaad
informational purposes, teenagers are often exptusedxually explicit contents through internet agp
adverts of which most time are neither preventableavoidable. In this case, they are not to benbth
as this kind of exposure is inadvertent. This datk the opinion of Daniel and Josephine, (2003,
survey of adult-oriented commercial sites, thatrttegority of adult-oriented sites (about 74 peryevdre
found to display adult content on the first pagecéssible to anyone who visits the page ) and often
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through which they display their sexually explicit banner advertgher sites.Teenagers are also exposed
to pornographic contents by peer-to-peer sharing of these sexuattsaht®ugh their interaction with
friends and colleagues.
Apart from surfing the internet for education and informatignaposes, teenagers are also found to be
highly involved in using the internet for online interaction @leatting) with their friends and colleagues.
However they are not just chatting, they often also chat aeoutalso referred to as ‘Sexting’) with their
online friends. Katherine (2006) in her paper, ‘Internet bifig: A Critical Review of the Literature’,
opines that people are using the Internet more frequently toff@maships and romances and to initiate
inordinate affairs. This is further reinforced the opinion of THational Campaign to Prevent Teen
Pregnancy (2014), claiming that nearly 40% of all teenagers pasted or sent sexually suggestive
messages, even though the practice is more common among bogslthan
Apart from a case of chatting about sex, which is mostly donbedaiely, teenagers are also very
vulnerable to being sent or being exposed to unsolicited sexaglicit materials in the process of
chatting online. For instance, an online friend who craves to lieedobased on his or her sexual
gualities could send his/her sexually explicit picture to anath&ne friend or could even paste it as a
profile’s displayed-picture, and then initiate a conversatios;ithmore common with girls. It equally go
in line with the opinion of The National Campaign to PrevennTeegnancy (2014) which added that,
sending semi-nude or nude photos online is more common among teenasd2% of teen girls report
sending images of this nature, while only 18% of same-age bogs hav
All these provide answers to the research question which atkednagers are exposed to internet
Pornography. It is indeed confirmed that teenagers in tleeted schools are well exposed to internet
pornography.
Conclusion

Teenagers of the selected schools are well accessilte internet. They usually access it through
their internet-enabled mobile phones.Furthermore, teenagersvelteexposed to sexually explicit
contents when accessing the internet. Teenagers could le@headvertently exposed to these sexual
contents or intentionally be exposed. As sited, through the inteapetip sexual adverts, teenagers often
inadvertently become exposed to pornographic internet contents. Howbegr (teenagers) often
intentionally make themselves available to these secmatients by their involvement in sexting (e.g.
through Social media) and deliberate search for them throegbotimographic websites.

The issue bordering on teenagers exposure to internet pornogragiiseaged so far, is perceived
to be treated nonchalantly by relevant stakeholders and gowernmeNigeria. This seeming
show-of-apathy is evidently reflecting on the present stal@c&fof coherent policy framework, laws,
and efficient enforcement procedure to remedy this social isstiee country. It is viewed as an
unexpected and irrational negligence on the part of the gment, considering the high level of
general awareness about this social issue, coupled wigtsstciated negative implications on the
sexual development of Nigeria teenagers.

Though the enormity of the negative implication of teenageqgbsure to pornography on the

internet is yet to be generally perceived as a matt&tate of Emergency’ at the moment, one should be
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apprehensive about how long this social problem is being allowtbdte. It is imperative to interrogate
the rationality behind allowing the situation to degeneratea fint where its implications such as
incidences of rape , early sex, early pregnancy, incest, iSfEbtions among others, becomes not
only predominant in the country but also become a major developnsualthat posterity would have
to fatefully face, accept and contend with.

It is hereby recommended that parents and teachers dameéty discourage the ownership of
phones by teenagers until they are matured and well-bred witbiesu sex education. Nigerian
government in collaboration with telecommunication servimeviders should develop software
applications that will be sensitive enough to block and remdveoahographic materials that could be
accessed by Nigeria internet audience. This should also be suppprtecating a dedicated hotline that
will receive and swiftly treat complaints or notificatioineam the network users as regards cases of sexual
contents found online.
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Abstract

Ethiopia has great resource potential that may not be akitabther countries. It has a great potential
of various resources that date back to thousands of years. Etisigpia of the areas that have diversity
in terms of natural resources and industrial components. Thiedehcreasing the gross domestic
product (GDP). Hence, the purpose of this study examines and afediaes (Agriculture and Industrial
Sectors) that affecting economic growth of Ethiopia. Reseamchgriculture and industrial in Ethiopia
reveals strategies and solutions to overcome the obstacléontmy the Ethiopia economy by
diversifying the economy. To achieve study objective the Orgih#ast Squares (OLS), multiple
regressions _ Double log with economic analysis were applied stutlg and the secondary data from
1980 to 2016 was used to estimate the contribution level of econentarsto economic growth. The
empirical result shows that political and security instabliggl negative effects on the agriculture and
industrial sectors as well as on the economic growth. This slsdyfound that both agriculture and
industrial sectors had positively effected on gross dompstiduct (GDP). Nevertheless, the effect of
industrial sector was smaller, if compared to agricultwretas. Ethiopian government should give
opportunities to extensively develop Agriculture and Industrietioss and in the process help to increase
gross domestic product (GDP). Furthermore, government should comsgjdeulture and industrial
diversification as necessary strategies to develop Ettsope@mnomy. This study contributes to the body
of knowledge because this study attempts to present a claaepit the agriculture and industrial sector
of Ethiopia. The study also identifies the problems thanéathe Ethiopian economy and selects the
necessary policy to solve the problems.

Keywords: Agriculture sector, industrial sector, economic growth, OLSiegibns and Ethiopia.

1. INTRODUCTION

There are many different ways for developing and economic growa country. It is well documented
that agriculture and industrial sectors have significantiroecelerating economic growth of a country,

however, sharing of such sectors are different accorditiget@ountries. At the first stage of economic
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development agriculture and industrial sectors are affectenmemts for an economy, because such
sectors can provide more job opportunities, security in producifigisnot food, and then poverty
reduction (Michael & Stephen, 2001). Thus, both sectors are backbdme @funtry’s economy, for the
reason that countries cannot exist without agriculture developnaewt, cannot develop without
industrialization. The agriculture and industrial sector are of sectors with great impact on the
economic growth in the countries.

Both sectors are vital for economic development, for exampléncreasing GDP and decreasing
employment. India is one of the countries which continuously itsldpment depends on agriculture and
industrial sectors. Therefore, agriculture and industriabsedave a positive impact on increasing GDP
in India (Sahoo & Sethi, 2012). In Pakistan, GDP has incdeaben the agriculture improved, it means
that, the relation between agriculture and GDP are signilig positive (Anwar, Farooq & Qureshi,
2015). Another study supported that the agriculture and industdtdrs have more fundamental impact
on Pakistan economy and GDP growth (Nazish, Igbal & Ramzan, 2013).

Even though investments in both sectors are beneficial for cesintine allocation of risk and returns has
fundamental role in the business decisions process concerniteyéhef vertical combination. In the
past few decades, agricultural value chains have likelystxt on returns in processing and allocation,
whereas the risks drop primarily on dominant manufacturing (¥elen & Cotula, 2010). Additionally,
the distribution of risks and returns are changed because ofadilder in agriculture commodity prices,
by enhancing the downstream risks to processors and distributorsrmeshcabout the provision
securities, and improving returns from production (Noland & P20R5). Advocates of agriculture-led
growth (ALG) contend that investment in agriculture and ttemapanying creation of infrastructure and
institutions in other sectors is a prerequisite for national ecangnowth (Schultz, 1988; Stringer &
Pingali, 2004).

The fundamental role that agriculture plays in development drag been recognized. In the seminal
work on the subject, agriculture was seen as a source oibetiains that helped induce industrial growth

and a structural transformation of the economy. However, ghattain, integrated value chains, rapid
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technological and institutional innovations, and environmental comstréiave deeply changed the
context for agriculture's role. Governments and donors have tegjlese functions of agriculture with
the result that agriculture growth has been reduced, 75% otl wowterty is rural, sectoral income
disparities have exploded, food insecurity has returned, andoemeéntal degradation is widespread,
compromising sustainability (Byerlee et al., 2009).

The principle aim of this article is to identify SharintgetAgriculture and Industrial Sectors in the
Economic Growth of Ethiopia, and determine challenges faced bysectors. The structure of this
research is divided by some sections. In first Sectiondantttion is focused; and theoretical framework
of the study followed by. Also, next section in this reskasummarizes the related literature. Data
description and methodology models with the results are eldrifi Section 4. The end of this study
provides the conclusion.

2. THEORETICAL FRAMEWORK

2.1. The Concept of Agriculture

Agriculture is considered to be a vital determinant obantry's economic strength and development. In
addition, it is a type of activity which involves land, laboapital and organizer to produce plants,
animals, and forest resources for consumption and providing thgaagproducts which is demanded by
other fields (Lawrence & Salako, 2015). Accordingly, “Beyond iishary function of producing food,
agricultural activity can also shape the landscape, providerommvental benefits such as land
conservation, the sustainable management of renewable natscairces and the preservation of
biodiversity, and contribute to the socio-economic viabilitynafny rural areas” (Ahluwalia, 1996).

From a policy perspective the role of agriculture hasnbsgnificant for some reasons: promoting
economic evolution and growth, the transient from an agro-econamimanufactured or modern
economy would rely on how important the field of agriculture essmblich a change (Behera & Tiwari,
2014). For instance, Pani (1984) implies that one per centrriagriculture production raises the net
domestic product (NDP) by approximately 0.56 per cent.

It is well documented that agriculture sector has cruolal in employing huge numbers of workforces
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than other sectors (industries and services), espeaialére labor productivity is not high. Agriculture
in developing economies employ more than (60-70%) of the workfolisenttiudes India and until the
1990s China, while in developed countries less than (10%) of workeeis agriculture (Perkins et al.,
2008). Until the Industrial Revolution the majority of the populatiopedeled in agriculture for their
survival (Sahoo & Sethi, 2012).

2.2. The Concept of Industry

Industry is the manufacture of goods and service in well argdnplants with high degree of
specialization and automation. It can likewise include otleenmercial activities that supply goods and
services like transportation and hospitality (Verspagen, 200@ddition, such a sector refers to mining,
manufacturing, construction, gas, water and electricity (S&h®ethi, 2012).

The role of Industrialization sector is remarkably important éoonomic growth, and for poverty
reduction. However, the pattern of industrialization, effectfiow economy of countries advantage from
growth (Sahoo & Sethi, 2012). Thus, expanding industrial fieldrgarkably significant for economic
development (Kniivil&, 2004). Starting with the industrial rewioin, technological adjustment has played
crucial role in industrial sector (Sahoo & Sethi 2012).In theyelD90s, the value of world's industrial
sector rises; for example, over (60%) of such a rise cattiieuted to six major industrial countries - the
US, Japan, Germany, Italy, the UK and France. Whileldging nations included 21% of manufacturing
vale rise. This shows that there is an obvious gap betweefoged and developing nations, as analyzed
by (Kniivila, 2004).

2.3. The Contribution of Agriculture and Industry Sectorsin Economic Growth

Based on above discussion, agriculture and industrial sectergegarded as important elements
specifically in the initial stages of economic growth otauntry. Such sectors play vital role in the
balanced economic development of an economy (Michael & Steph@h). 20is well documented that
both zones have essential role in accelerating GDP growth and hdthdinkey of overall economic
development by generating employment and revenue, insuring l&aifeee in food production and

security, supplying tools to other fields and foreign exchangeregs, (Lawrence & Salako, 2015).
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According to (Karshenas, 1996) there is an interdependencedetive sectors of traditional agricultural
and modern industrial to a nations overall economic growth. Griovagriculture relies on the industrial
demand for agricultural products. Correspondingly, industrial growibsreh a rise in purchasing power
of the agricultural field for manufactured products and on theigiray of raw materials for processing.
Many emerging nations have realized the significance of apecultural field and its role in
industrialization for their economic development, (Rangardja82).

More specifically, agriculture is essential source obuese for countries that want to industrialize, which
could be used for investment in the emerging activities.oAlingly, outstanding industrialization
demands a solution to the problems connected with the creaiosition, and the surplus of agrarian
resource. Generation of an increasing surplus requires r@agneg output of farming resources (Souza &
Paulo, 2014).

Growth of industrial sector in developed world generated e insdemand for primary goods from
developing countries. Technological improvements in communicatamsportation, and infrastructure
developed the trade opportunities. However, emerging natidhsasttinued to fundamentally rely on
agrarian or mining. Significant components of manufacturing hawmeedhto developing world which
provide industrial exports to the wealthy nations (Naudé & Szjr@@i2). Expansion of exports can
promote economic growth both directly as a part of aggregateutpuikewise indirectly through
efficiency in rescore allocation, bigger capacity, explmn of economic scales, stimulating
technological progress owing to competition of overseas eh@kvokuse, 2009). Moreover, production
of manufactured goods for exports stimulates efficiency throughowctireomy. This is important when
the output of an industry is used as an input of another domeditistiy (Mahdavi and Fatemi ,2007)
Although several studies have outlined the potential contribwicagriculture and industry sectors to
economic development. Their role is been a subject of contyoaereng development economists. For
example, some argued that agricultural evolution is a prertmucsiindustrialization; others firmly
disagree for a distinct path. Nevertheless, few beltba¢ sharing these sectors in economic growth is

more beneficial; particularly for coffee-exporter nations.
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In favorer of agriculture role, several authors contend ghath in the entire economy relies on the
evolution of the agriculture field (Schultz, 1988; Gollin, Page®& Rogerson, 2002). These analysts
outline that growth in agrarian sector can be a catatysgrowth of domestic output via its impact on
rural incomes and supplying of resources for transformation intufaetured economy (Delgado, 1995 ;
Schneider & Gugerty, 2011). According to the finding of Awokuse (20@®riculture indirectly affects
on aggregate economic growth, which can provide better caloriemiufior the poor, stability in the price
of food, job opportunity particularly in low-income nations, improvemanthe quality of production
factors namely (capital and labor), and poverty reduction. Axiditly, previous growth theories
acknowledged the agriculture field as a magnificent soureceonfurses to finance the industrial sector's
development (Johnston & Mellor, 1961; Schultz, 1988).

In contrast to the above arguments, supporters of opposite perspgiive that there is not strong
connection between sector of agriculture and other fieldsaudh a sector, sufficient innovative structure
is essentially required to promote higher productivity and ex@aiution (Stringer & Pingali, 2004). In
addition, in many emerging countries, the sector of agriculttae subject to abundant taxation. For
instance, beyond the reform of agriculture in 1979 Chinese dagriewkas under large taxation and the
incomes were adopted to help development of industrial sector @ffi)). Despite, in theoretical
analysis, Jinding & Koo (1990) investigated sharing industry sectgmomoting economic growth, and
emphasized those countries where export industrial products cantgdrigrer level of GDP growth to
support more income and tax, which are significant to fund tioitiof life quality such as health care
and infrastructure in the economy.

2.4. Agriculture and Industry: Theory of Investment

Investment theory is a body of knowledge that can be used to sughmodecision making process" for
choosing appropriate way of investing, among various investment aptiomscompasses the capital
asset pricing model, efficient market hypothesis, portfoli@mearbitrage pricing theory, and rational
pricing (EKlund, 2013).

In order to decide whether an investment is to be initiatewbt, with the consideration of high degree of
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profit, there are a number of different decision ruleshSutes commonly consider the future expected
cash flow caused by investment, investment cost and capisalof the company (Love & Zicchino,
2006). Further, Scheibl & Wood (2004) conclude that there are fostmeat objectives, such as: rise in
market share, increase the output of exciting capacity, mademminimize shareholdings. In addition,
Richardson (1960) imposes that the profitability of an investniersiness relies on other firms'
investment behavior. Alfredo & Vicente, (2010) defined investimbehavior as how investors work,
expect, examine and review the decision making procesg@sh incorporates the psychology of
investment, accumulation of information, comprehending and definesgarch and examination. In
respect of evaluating an investment opportunity is profitableaRision (1960) also emphasizes that, it is
remarkably important to know whether firms have adequatenmatton. He contended that a necessary
demand for constant reaction to the opportunities of profit is ifaperfections or frictions' and 'market
connections' which ' clog the competitive system' to contintigtidhs enforce a restrain on the length to
which competitor reacts could react and differ the reactmoest of various firms. Friction presences
supply firms with adequate knowledge of the entire supply reac®that contributing to the resolving
the co-ordination problem.

In addition, comprehensive bodies of literature have examinedtmeat behavior of the sectors of
industrial and agriculture. For instance, regarding the invagtrbehavior, Scheibl & Wood (2004)
adopted the combination of quantitative and qualitative dagaam British brick industries to promote a
grounded investment theory. They outline that the high capisilvehich associated with overinvestment
ought to supply the circumstances that weather stimulates fio prevent surplus capacity or create
pre-emption especially effective. Therefore, in ordert industry significantly profit, the brick firms'
capacity decisions are made, by the combinations of thesedealhe fundamental determent of a brick
firm's capacity is the 'size and number of its kilns'erEfore, the size of kiln and plant has dramatically
grown.

While in high income nations, Investment in industrial sectsrfigh; investment in agriculture is

recently getting bigger in low and mid income nations (Verdere & Cotula, 2010). This is because of

20¢
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

some structural aspects, for instance; Population developnsenity urbanization rate (which explore the
contribution of the world’s population that relies on buying food) aedl changes (such as increasing
demand for fast food and meat in large industrial nations), amdftne, this leads to increasing demand
for food (Godfray et al. 2010). Additionally, agriculture inciagty becomes attractive investment option,
when demand for agriculture commodities and energy increasesiwide| meanwhile; when
technological and industrial capacity for higher products and refwrease (Kniivila, 2004).

2.5. Agriculture and Industry: Theory of Growth

Economic growth is an increase in the production and consumption of goddservices. It entails
increasing population and/or per capita consumption. Growthvatg€normously across countries over
long periods of time. The Gross Domestic Product (GDP) is dered as essential measure of economic
growth which indicates the economic performance (Ayres & VEZ805). An increase in real GDP means
rise in the value of national output and expenditure (Bjork, 1989adtition, GDP is defined as "an
aggregate measure of production equal to the sum of the\gioes added of all resident, institutional
units engaged in production (plus any taxes, and minus any subsidiegdoctprnot included in the
value of their outputs)" by (Zanoli et al, 2007).

The extensive body of literature examines the economic grdwtbrder an economy grow several
factors are required, for instance; energy sources, naapaak including water timber, soil and energy
sources (Bjork, 1999). Economic development is a significant megnomic tool because of enabling
high standard of living and supplying more job opportunities; this epasses rise in aggregate demand
(AD=C+I+G+X-M), and rising aggregate supply which means g¢naw capital, investment, higher labor
productivity (Acemoglu, 2009).

Industrial development has had an influential role in th@wtr of economy. Some countries have
managed to obtain growth with equity, while in others inequalisydtayed high (Noland & Pack, 2005).
Syrquin (1986) examines that, when overall growth accelerates,factumed sectors commonly leads
the way and grows faster than other fields. Howevewnihcome nations the role of manufacturing in

GDP is not high, and its immediate attribution to aggregatett is small.
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According to the finding of (Ricardo), who investigate the lgi&kaetween agriculture and industrial
sectors and their sharing in promoting economic growth, while adield is subject to declining returns,
labor productivity declines the demand for agriculture workfoddérently; employment opportunities
in manufactured sector develop (labor surplus in agriculturedmomh on to industrial sector) without
causing an increase in wages role (Michael & Stephen, 200hsequently, production in industry takes
over a larger contribution of GDP than agriculture and emplayrmeindustry becomes predominant.
Ranis & Fei (1961) also examined the relation of both senttihé process of economic growth; they
assumed that the agriculture and industrial sectors relgach other. Industries prefer to employing
people who have prior knowledge of working in factories insteadedperienced farmers (Stringer &
Pingali, 2004). Accordingly, Awokuse, (2009) implies that without dghoin agriculture, no country can
exist and without industrialization countries can not develop.

3. METHODOLOGY, VARIABLES AND DATA DESCRIPTION

The econometric model identifies functional relationships betweamoetc growth and its determinants
using Ordinary Least Square Model. The OLS approach to mulinglarlregressions was introduced by
Gauss in 1794. The OLS technique is the simplest type of ¢éistimprocedure used in statistical analyses
(Burke, 2010). OLS is perfermed in economics (econometrics)tigabliscience, and electrical
engineering (control theory and signal processing), among maag afeapplication. The OLS model
includes dependent, independent variables. Additionally, eadhesk variables must be estimated,;
therefore, the accuracy of the estimation depends on they i@adi precision of each data sample (Witt &
Witt, 1995). However, to benefit from the refined propertiearoOLS estimate, numerous assumptions
must be satisfied. OLS computational techniques are commoetl tastest hypotheses on differences
among factor-level means in repeated measures data andadabla in various commercial statistical
software packages, generally under the rubric of geneearlimodel.

Explaining the growth rate of output over time is usually reféto as growth accounting approach,
which attempts to quantify the contribution of different deteants (e.g. Agriculture, Industrial and

Service sector) of economic growth. GDP is one of the masnwnly-used macroeconomic indicators
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for measuring economic growth (Slocum, 2006; Chen & Chiou-Wei, 2009).

There are several different frameworks in which the limegression model can be cast in order to make
the OLS technique applicable. Each of these settings produesartie formulas and same results. The
only difference is the interpretation and the assumptions wiéske to be imposed in order for the
method to give meaningful results. The choice of the applidedieework depends mostly on the nature
of data in hand, and on the inference task which has torb@mped (Lim, 1997; Abdullah et al, 2010 ;
Ishikawa and Fukushige, 2007; Hutcheson, 2011). In fact, sewetard influence economic growth;
each of them includes several items and has differenture=aand different units of measurement. Hence,
GDP growth for industry and agriculture sectors by ordinary lepstires (OLS) methods which can be
written as below:

EG = F (AG 1M Z)  «ovvveeeeeeeeeeeeeeeeeees s eeeeeeeeseeeseseseesese e eeseseseeeseeeneeees (1)

Where: EG = Economic growth presented by real GDP in Ethiopiangl the time period t; Ag
Contribution (Add-Value) of the Agricultural sector in Ethiopia idgr the time period t; In =
Contribution (Add-Value) of the Industrial sector in Ethiopia dutimgtime period t; Z= Vector of other
factors that affect Economic growth.

The above model is determined to measure the sharing of brathltage and industry of gross domestic
product. In sum, in this study the following steps are performedtimate the economic growth models
for Ethiopia for time period 1980 to 2016:

First: Stationary test with OLS approach.

Second:Using OLS approach to estimate Economic Growth Model.

Third: Diagnostic Checking and Accurate Estimation of OLS model.

4. RESULT AND DISCUSSIONS
4.1. Stationary Test with OLS Approach
Stationarity is an assumption about variables in the cldsgigeession model. The typical regression

model assumes that variance of time series should tend to geraen fixed finite constant in large
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samples. The stationary test results are reported balhes below:

Table 1: Result of Unit root test (Augmented Dickey-Fuller testistia(ADF) at Level)

Variables Intercept Prob.* Intercept with | Prob.*
trend

Ln GDP| 1.892 0.584 1.874 0.358
(Growth)

Ln AG | 1.874 0.698 2.985 0.531
(Agriculture)

Ln IN | 0.897 0.753 3.8745 0.235
(Industrial)

Table 2: Result of Unit root test (Augmented Dickey-Fuller testistia (ADF) at First Difference)

Variables Intercept Prob.* Intercept with trend | Prob.*
Ln GDP| 3.564* 0.001 3.584* 0.000
(Growth)

Ln AG | 3.254* 0.001 5.365* 0.002
(Agriculture)

Ln IN | 5.245* 0.003 7.235* 0.001
(Industrial)

Note: (*), (**), (***) denotes Significant at 1% and 5% respectively.

Note: Number of observations is 37.

Data Source:World Bank, Ethiopian Commercial Bank (2016).

From table (1 & 2 ), all variables (GDP, AG, IN) aretistaary in the first difference (Intercept and
intercept with trend) at the 1% and 5% significance level. Bh& estimation procedure is performed
after validating the relevance in the first order lofithe co-integration concept.

Using OLS Approach to Estimate Economic Growth Model OLS ssgwa is particularly powerful
because it allows relative ease in checking the model assmnguch as linearity, constant variance, and
the effect of outliers using simple graphical methods. MoredeE regression is one of the major

techniques used to analyze data. It serves as the bas@np other techniques. (Lim, 1997; Abdullah et

ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

al, 2010 ; Ishikawa and Fukushige, 2007; Hutcheson, 2011). Many typampfes have been used (e.g.,
OLS) to estimate the elasticity of variables that erplEconomic growth. Different levels of aggregation
are used to investigate the agriculture and industrialafaic growth.

This section applies the macroeconomic view to relate GDR measure of economic growth. The
purpose of this section is to estimate the contribution of Aljtice and Industrial sectors to the economic
growth in Ethiopia. Thus, based on Equation (1), can inastigtudy objectives, which is to identify
Sharing the agriculture and industrial Sectors in the economidtyiaviEthiopia by applying data from
1980 to 2014. The results of the OLS estimation are reporteabie B

Table 3: estimates for economic growth of Ethiopia by applying Ordinagst Squares Estimation

Regressors Coefficient p.value | t-test Standard Decision
Error

Constant 0.025 0.552 0.078 0.330 -

Gross Domestic  Productl.540 0.002 7.530 0.163 Accept H

(GDP)

Agriculture Sector (AG) 0.775 0.003 3.533 0.233 Accept H

Industrial Sector (IN) 0.352 0.002 3.522 0.120 Accept H

*), (**), (***) denotes Significance at 1%, 5% and 10% respectively

Table 3 shows that a one percent increase in agricultatee(\add) increases the Ethiopian GDP by
(0.775%), and a one percent increase in industrial (value addasesréhe GDP of Ethiopia by (0.35%)*.
These results also demonstrate that the GDP contributiografuure Sector is much greater than that
of Industrial Sector, and consistent with our expectation.

Diagnostic Checking and Accurate Estimation of OLS model Adimating the economic growth
model, the diagnostic checking is conducted using (E-views Bt@) purpose of diagnostic checking is
to check the adequacy of the estimation. In current study, diagrtest is applied to ensure the
appropriateness of the OLS estimation based on both theorytadistics tools; this study used several
diagnostic tests, including the tests for serial correctieteroscedasticity, normality and function form.
The F-statistics and critical values are reported inerdbl
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Table 4: Diagnostic Checking and accurate estimation of OLS model

Diagnostic Test

Test statistics: LM version F version Decision
Serial Correlation / LM test CHSQ(1) = 6.003 [0.014] F(1, 3) = 0.948 Accept H

[0.402]
Heteroscedasticity /ARCHCHSQ(1) = 0.108 [0.743]F(1, 23) = 0.099 Accept H,
test [0.755]
Functional Form /RamseyCHSQ(1) = 9.432 F(1, 3) = 1.81§ Accept H,
test [0.002] [0.270]
Normality /Jarque-Bera CHSQ(2) = 2.212 [0.33Not applicable Accept §
D.W-statistic test 1.478 1.478 Accept H
R-Squared 0.98 S.E 0.08
R-Bar-Squared 093 F(20, 4) 16.369[0.007]
Notes: t-value in the parentheses (....) and p-value for didgrtest in parentheses (*), (**),
(***) denotes Significant at 1%, 5% and 10% respectively.

Table 4 show that the Lagrange multiplier (LM) and thedgstic are less than the critical value. The null
hypothesis (ki the econometrics model does not exist) is accepted amcrosemic growth model. As
shown in Table 4, there is no evidence of autocorrelation qexsén this table. The ARCH tests suggest
that the errors are homoscedastic and independent of thesmprélthe model passes the normality tests.
Therefore, the OLS model is correctly specified. Furthermtziele 4 also shows the value of S.E
regression given its minimal value, is small. THesRow that OLS model is the appropriate. Overall,
OLS models produced results that were statistically atgunsistent with economic theory, and
compatible with our data and objectives.

5. SUMMARY AND CONCLUSION

Based on theoretical hypothesis and empirical investigatimstudy provides comprehensive evidence
of the Contribution of Agriculture and Industrial Sectors in tiecenemic growth of Ethiopia. The

methodological examination incorporated secondary data for thedpE®80 to 2016. In addition, the
20¢
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empirical approach was based on some econometric models: Orteast Squares (OLS), multiple

regressions _ Double log with economic analysis were applige study.

The empirical investigation of Stationary test with OLS apgingarovides evidence of stationary in the
first

difference (Intercept and intercept with trend) for all ables (GDP, AG, IN) at the 1% and 5%
significance level. The results of the OLS estimation shthas both sectors significantly impact on
economic growth of Ethiopia, but the impact of agriculture is reffextive, for instance, as it is founded

one percent rise in agriculture sector, will increase GDE By %).

In summary, the empirical results indicate that the Gt of Ethiopia is influenced by Agriculture
and Industrial fields; however, the impact of former is nggmificant. Likewise, the finding indicates
that political instability had negatively effects on thei@agture and industrial sectors as well as on the
economic growth. In order to progress in its economy, Ethiomaargment should give opportunities to
extensively develop agriculture and industrial sectors, becudesectors can help in increasing gross

domestic product (GDP) and diversify Iragi economy.

The main limitation of this study and makes suggestion for dutesearch, study focused on the share
and contribution of the agriculture and industrial sectors in ¢baamic growth of Ethiopia. Therefore,
for future research in this subject, it would be appropriatargacesting to expand the study by including
more variables. Moreover, current study applied the OLS andptemed from 1980-2016. Consequently,
a future study can formulate and apply different techniques aralsanse a different time

period to compare and evaluate.
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Abstract

Software quality assurance is the important research area ¢onsidered. Software quality is the basic
factor for determining the capability and working of a softwa&mesuring the quality of software is known
as software quality assurance. This work reviews the alegeality assurance techniques that have been
developed for the purpose of improving the quality of softwardefiled discussion shows that these
methods play a significant role in software quality improveim8everal vulnerability issues have been
found and discussed in this paper. With the development ofaeftindustry, the risk of attacks is also
growing and with the increase in applications developmentuhctionality of software also needs to be
increased. Therefore, a number of techniques have been didcusshis paper for the purpose of
software quality assurance.

Keywords
Quality Assurance; Agile methods; Code Security; Software Qality

Introduction

Software quality assurance is an important area of resedttimany significant approaches to verify the
software quality control. Software quality assurance is théaodeof ensuring software quality. Quality of
software depends upon several factors. Security code reveepracess to audit the application code and
it is used by security experts with statistical analysas and applications [1]. There are a number of
flaws exist in the software and applications. These flangsnaainly the SQL injections, sessions and
cookies, input validations etc. Bugs tracking framework isustatnized system to track bugs, record
information about the bugs and recover data about the bugs diveied again in any scenario. Agile
method is the most mainstream technique in building up any prodilerdsances programming quality
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at every advancement levels [2]. The techniques requirethke agile methods suitable for software
improvement are incremental delivery, evolving nature, custasatisfaction, developer's process and
simplicity. Static analysis is the strategy for anadgzsource code from bugs and errors etc. This analysis
is performed through automated processes and can be helpfubrioving software quality. Exception
handling is the process of dealing with undesired events antdecaegarded as bugs fixing technique.
This paper has mentioned several such techniques and it isece¢mihave bugs free environment for
software development.

In next sections, we described the different issues in quakiyrance and their solutions for the purpose.
The different methodologies such as the security code, bugrngacknd agile methods have been
elaborated.

Approaches for Improvement of Software

Software quality is to determine the efficient and effecprocesses to ensure software development. The
motivation behind this research is to explore the distinctizegjies for software development. A great
number of methods for improving the software quality have beetiesl and mentioned in this article
and as follows:

Code Security

The most critical factor in enhancing software qualitytdssecurity. In the event that the product isn't
anchor, regardless of how compelling its working is, its quaiexceptionally influenced. Security code
survey is the technique to identify the vulnerabilities he product which causes misuse [3]. This
technique is generally utilized for sites as everybodygedrio sites and can misuse the vulnerabilities in
the site either for individual or expert reason [4]. Theestano ways for reviewing the source code either
by automated tools especially designed for this purpose or maryakxperts and reviewers. In this
work, we will focus on the manual reviewing. For this purposecavereview the source code ourselves
and by hiring experts. A number of code experts can be hioed $everal freelancing websites for the
cause. They will all report us the vulnerabilities and atfbat we think about their outcomes for their
accuracy and adequacy of the surveys. There are diverseosotinerabilities exist in a site which
ended up being lethal. Following are the couple of well-known attablah can be misused effectively:

SQL Injection: This a sort of weakness in which programraarembed a pernicious SQL inquiry in
an information field and can gain admittance to the datbad can change and erase information [6].
This kind of powerlessness [7] just exists if the info is ngttilmately disinfected on the server side,
subsequently it can be limited by cleaning contribution on sesider The attack and web application
communication is shown in figure 1.
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Figure 24: SQL injection and web application communication

Input Validation: If the info is not approved appropriately programeaarrun malicious code through
information boxes and html frames and so on. Security code alghtihegecognizing and maintaining a
strategic distance from these kinds of vulnerabilities. Subsdguevery information either through info
fields, structures, headers or through URL ought to be enéipgyoved [8].

Session and Cookies: Sessions and cookies are the most critiggdnamts of a site with sign in
features since sessions and cookies control the entrancesitetiEnese two holds the control to enable
client to get to either restricted or full substance amthjpeaccess for a specific timeframe, so if there
exists attack situations in sessions and cookies then a progracam get to the information without
marking in and can get to the information of different clientghis manner making hurt the clients and
site. So sessions and treats ought to be overseen secury [9]

Above are the couple of vulnerabilities in sites, there auditly exists different vulnerabilities like
cross-site scripting, brute-force attacking and so on. Sgdcloile Review recognizes vulnerabilities in a
site and enables us to take prudent steps for assurance #gesestulnerabilities [9, 4]. Precautionary
measures incorporates approving information and all source$oobath on customer and server side,
keeping up sessions and treats and getting away strings cogt&@IL vindictive codes and so forth.
Thusly Security code survey causes us make our site secure rbitipts the enhanced nature of
programming.

Bug Tracking Method

The errors which makes program crash or create uncallegidiols are known as bugs. Bugs can
thwart the proficiency, adequacy and full usefulness of the prodtath brings about affecting
programming quality, in this way it is basically requiredrack bugs and dispense with or lessen them.

Bugs can be followed in two different ways either physicallyby bug following frameworks.
Physically following a bug is very long, dreadful and expengirocess though bug following framework
is shabby and efficient device to track bugs [10].

Bug Tracking System is the framework in charge of distingngsbugs in programming. Most bugs
that happens in an undertaking are copy of as of now happened bugsinteemventure or a similar
one so it is expected to keep up the history and records of bugdpltmwgng frameworks ensures
sparing the records and reports of bugs [11].

For following bugs, we can either make bug following frameworks smif or can utilize the
well-known bug following frameworks in the market like Bugzillaean Testing and so forth. Bug
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tracking systems have the jobs like reporting bugs, recordimgquired information about the bugs,
finding bugs, managing complete records about the bugs, and trawmkgsy[10]. Software quality
assurance is extremely reliant on the bugs following fraonews they help in following and dispensing
with bugs. Bugs can differ from each other by the goindy ¥étitures, for example, (1) Bug id (which
must be extraordinary for putting away and recovering thakcpkar bug) [10, 11]; (i) Bug Type (bug
compose must be distinguished to place it in its applicablescdo can be recovered fast); (iii) Bug
Severity (bug seriousness ought to be likewise recognized $sanaes to deal with it with that care and
significance); (iv) Bug Location (bug area ought to likewise bespuatething aside for it to be settled
fast).

This all data about the bugs can assist us with trackingdndsfter that we can have the capacity to
settle them. Less the quantity of bugs in a product high thetyqismlso bug following framework
assumes a fundamental part in enhancing the product quality.

Agile Approach

Agile method is the fast and another method for dealing wéhattvancement of software methods.
One of the significant approach to verify software quaktyité improvement and conveyance time,
overhead cost and the inclusion idea of item as indicatedebsetjuirements of the client. Here nimble
assumes its part in satisfying every one of these neesassit

The agile strategy takes after an iterative approacprojramming advancement which expands
improvement speed which later diminishes the advancemeroawdyance speed. It centers around the
code not on the plan. It confines the documentations which brings abaditrtimshed overhead [12].
Following are the standards of agile technique:

1) Customer SatisfactiorAs the customer is involved throughout the software developmertyidie,

he clearly defines the requirement and also evaluatds iegation. Hence customer is always
satisfied.

2) Incremental Delivery: The package is developed and delivered in increments andfaiteer

the client defines the necessities that ought to be endlogeery increment.

3) Developer's ProcessThere does not exist any process to follow for developersrritibg are

allowed to follow their own way of developing software.

4) Evolving Nature:In this process, it is expected that the system requiremagihtshange later on

and software will be able to evolve over these changes.

5) Simplicity: The overall process and the product is very simple and roisgty focused to minimize

and eliminate the complexity.

Above principles elaborates that how agile method improves theygofasoftware [12]. Agile method
improves software quality by:
Meeting fully customer needs and requirements.
Low cost
Less delivery time.
Simplicity and evolving

ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

Hence, the software developed through agile method is oérbattality as compared to other
traditional methods.

Static Analysis

None of the fault-detection software technique can address akrmnabout fault-detection. Defects
or bugs in software can cost a lot of money to companiexiedly when the software failure comes into
play. Static Analysis or automated static analysis or&oGode Analysis is a tool in which well-defined
and clear programming rules are used to find defectarsas possible as they fixed cheaply [13]. Static
Analysis is an automated tool for ensuring the software qu8ligtic Analysis is a tool that analyzes
code without running it, Static Analysis is performed on thec®uode. In the field of computer code
development static testing is additionally referred to heaesal testing and this is the stage of the White
Box Testing. In static testing, instead of using actual prgor application this method requires
programmers to go through their whole source code manually terfiad[14].

Figure 2: Static Analysis Example

The figure 2 is the graphical representation of the statalysis. Static Analysis scales well it may
be run on an out-sized range of software package [14hantazitomatically find buffer overflow, SQL
injection flaws etc. with high confidence. Developers fgmd with output.

Source Code Analysis is executed as a part of the Wiietdsting and is performed at usage period
of SDL (System Development Life-cycle). It alludes totiSt€ode Analysis instruments that attempt to
get the vulnerabilities or deformities inside not running orcstatde by utilizing distinctive systems [15].
There are a variety of techniques which will use to ingastithe static ASCII text file for potential
vulnerabilities:

1) Data Flow Analysis: Data Flow Analysis is employed &bhgr dynamic info that's not static of
information in software package whereas it's in stsitate [16].
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If ($x==%y) {

echo “x is equal to y”;

Three terms that are commonly used in DFA are: @bilow Analysis (the flow of data) Basic Block
(the code), and Control Flow Path (path that daitag)

2) Control Flow Graph (CFG): It is conceptual degrthat represents code by mistreatment nodes that
represent the blocks. A node in diagram symboliaekodirector edges are accustomed represent method
or jumps from block to dam. A node with solely eetlge is named entry block and a node with entgeed
solely is named exit block [16].

3) Taint Analysis: It tries to perceive contamirtht@riables with controllable data from user ardér
to find possible vulnerable functions that are &lsown as sink. Programming vernaculars like Ped a
Ruby have worked in Taint checking and enablederiain situation. If the debased variable without
refining went to a sink, then it flagged as a vutindity [16][17].

4) Lexical Analysis: Lexical Analysis changes oVieguistic structure of code into "tokens" of data
entry to digest the source code and make it lesgplax to control [17]. There are different toolatlare
used one of them is follow:

5) Finding Bugs: It is a static examination instemhthat is utilized to discover coding imperfenso
in java programming. It is an open source tool sncreated by Bill Pugh and David hove Meyer.  As
find bug is the java tool it operates on the jaytelrode not on the source code [17].

Exception Handling

This is process of finding and handling misconaeiin bugs while writing codes and running the
applications [18]. There are different reasons twuahich exception can occur are: (i) invalid conmaha

by user; (ii) no permission to access directory) ¢irectory not found; (iv) wrong path to thedijl (v)

loss in network connection. Some exception occues td user and programmer error and other due to
failure of physical resources [18]. There are tldifferent types of exceptions:

Checked exceptions: A checked exception is a tfpexception that occurs at time of compilation,
they are known as compile time exception. Theyraieto be ignored at compile time the programmer
should handle these exceptions very carefully.dxample, if programmer tried to read data fromle fi
and the file even does not exist then a “File Namirkel Exception” occurs and programmer should handle
that exception as compiler raises it [19].
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Unchecked exceptions: An unchecked exception is a type of excémipbaccurs at execution time,
these are called Runtime Exceptions also. Unchecked exceptiodgaadbgical error, improper use of an
API or some type of programming bugs etc. These exceptions amomgitered at compile time. For
example, if programmer declared an array of size 3 aes to call fourth element of the array then
“Array Index Out Of Bound Exception” occurs [20].

Errors: These are not considered as exception. They are béygopbgrammer or user control. Errors
are usually ignored in code because there is hardly anygbingind to do about them. As an example an
error will arise if a stack overflow occurs. They are afpwred at compile time [18][19]. Exception
Handling is a sort of mechanism that is used to handle tkaboccurs at run-time [18].

The other option to try/catch block is that an ordinarilliagd method, for example, if/else approach. For
the most part, it has symptoms. The try/catch block istemé&r use over its options since it doesn't
corrupt the nature of your code and will bring about more powerful d@dg As restrictive
proclamations are branch focuses which may have various expésirtnat are required for white-box
testing. We need to test superfluous restrictive explanaappsopriately too that back off time to
showcase along these lines Exception Handling is betteess ign't a ton of branch point to test each
independently. Bug discovering, settling and testing of bug thaéxpansion the control stream
many-sided quality which result in increment being developed that can be dealt with by utilizing
Exception Handling on the grounds that there isn't superfluous cong@istnany-sided quality.

Conclusion

According to the research these methods have been provetveff|m improving software quality to
great extent so any one can adopt these methods and technigmssir the quality of software. The
methods discussed in this paper focuses only on the qualitydsgdhhg directly with quality improving
factors like software security, performance and developrspeéd etc. and are adopted by different
software companies. The security code review technique &égisn improving the quality of software.
Till your software is not secure, it does not matter howeiefit it is. It will never be a quality product. If
your software or website remains down often due to hacking or sggsen no one will be happy with
your software. Also the improvement methods are essential etloaigboftware industry cannot survive
without implementing and using these techniques while developirapfiieations.
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ABSTRACT:

The ability to learn is a vital factor for innovator orgati@as. Innovation is crucial for the survival of
organizations in a dynamic environment. So anticipate the impacganizational characteristics is the
utmost importance on innovation. Organizational background shows otiganizational learning
capability plays a vital role in the development of compamied increase innovation. This study
considers the relationship between organizational learnirgpdaies and organizational innovation and
it is lead to the conclusion that organizational learningcéfdn organizational innovation. The proposed
model of the project has four dimensions: conversation, empirigisk-taking and mutual interaction
with the external environment and was measured by 28 itemiesStwve been validity by the results
obtained of data collected from 42 food industry under the InduSisiates in Kermanshah province.
103 valid questionnaires were collected and to test the resewmaél was used by confirmed Factors
analysis approach. The results showed that organizational leaapadility is a significant and positive
impact on organizational innovation.

Keywords: organizational learning capability, organizational innovatiood industry

l. INTRODUCTION

Nowadays scientific and technological changes, is quickly ongoing. @murib catch up to these
changes, trying to invest on training and development of human resptheir own provide the context
of growth and development. In today's world growth and developofecountries and organizations
depends on human knowledge. staff development through education and tigamngg experience and
expertise, is not just in a field, but for the present andutee as well and without the development of
staff, organizations will not be able to access short-temoh lang-term goals (Farhang et al, 2011).
Nowadays organizational learning has been considered among otigaisizhat are interested increase
competitive advantage, innovation and effectiveness incregsigli researchers have studied to
analyzing it in different approaches. Richard Cyert and daviech were the first ones in 1963 put two
words of learn and organization together and was raised leaasira organizational phenomenon.
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According to Dodgson organizational learning as the way in whighnizations create, complete and
organize up to develop knowledge and normal currents work in adigonwith activities and also

improving the efficiency of the organization through use of worlda@gtensive skills. Alegre chiva

define organizational learning as a process, which is an orgjanizhrough which learns, and the
learning means any change in organizational models that conttibuteproving or maintaining the

performance of the organization (Jamal Zadeh et al., 2009).

Statement of Problem:

many experts believe that innovation leads to a firm's cativeeadvantage in domestic and foreign
markets, and it is an essential element for the survivdh®forganization in the long term. For this
purpose, learning is seen as stimulating innovation. The impertaincearning is clear by considering
the role of knowledge in the business environment with featuresasiaicreasing globalization and
cultural differences, social and economic. According to Seiigs, indicating a positive effect on
innovation in Western countries although the awareness of tletogeng countries, especially Iran, is
insignificant, considering the importance of learning on innovatigeroduction, deserves more research
to be done in this regard. It can be said in relation to leguamd innovation, which is the perfect learning
environment where the organization is able in that environment €rsimgall sources and activities to
market orientation and product innovation (Matoufi et al., 2010).

Importance Of Issue:

In today's dynamic economic environment, the countries found out tleaimiganies are not considered
the main factor of economic growth hereinafter. Today, tumemy of developed countries is based on
small and medium enterprises. For example, half of US exjgoftsm companies with fewer than 20
employees and activity of companies with more than 500 emp@agemnly 7% of the country's export.
In the past two decades, with the advent of new technologiesdagiron and communications, emerged
changes in methods of production, distribution and organizationaltwstuof enterprises that has
increased the importance of small and medium units (Mahdpamehak, 2010). Innovation as the most
important factor in the performance and survival of the omgaioin, in assessing the competitive
environment, innovation as well as group and individual learning peseshich aims to finding new
ways to solve problems in the organization. (Adam mat, 2007).

Increased competition and complexity of the business environmene isf the characteristics of modern
business. Rapid and significant changes in varies fieldca@nce and technology are increasingly
affecting the process of human society. So that traditiorgginizations are not able to coordinate with
this change and only organization has chance of survival thabeadapt itself with changes in their
environment constantly (Sehat and Myjani, 2009). Organizationalifegis the process through which
an organization learns.

And learning of any changes in the type of organization that irepr@rganizational performance
(Alegrechiva, 2007).

Recently, Mrchiva in 2007 analyzed the organizational learning process andait@ggt into five
essential elements that include testing, risk taking,dotem with the external environment, conversation
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and participatory decision-making. Today one of the main factorthe proper management of
technology, creating and the timely introduction to market amtirtuous improvement of products and
production capabilities are essential for the survival and sscokthe company (Sehat and Myjani,
2009).

Il. LITERATURE REVIEW

Internal Investigations:

(Hajy Pour et al,2010) consider organizational learning. Theirwaalshow the effect of organizational
learning from organization culture and examined four kinds of cultineluding mass culture,
development, rational and hierarchical culture and their oeldtd organizational learning, and their
relationship with organizational learning. The results shaWatprioritization the types of organizational
culture is on the basis of their impact on organizational learfiingroup culture 2-development
culture,3- hierarchical culture 4- rational culture .

(Jmal Zadeh et al,2009) examined the relationship of org@mzatintelligence, and organizational
learning, among staff and faculty of the University and e&damthe conclusion that the dimensions of
organizational intelligence (strategic visson, common iugstihe desire to change, spirit, unity,
application of the knowledge and performance pressure) has paaitdl meaningful relationship with
organizational learning in both groups of subjects Khosraviaal €2010) examined the relationship
organizational climate with culture of innovation (organizatiomsarning, organization, market
orientation) in staff of Sepahan Isfahan Cement Company. tAeid results indicate that there is a
positive and significant correlation among all dimensions of rorgéional climate, and the three
components of the culture of innovation.

(Sharifi et al ,2008) examined the relationship between orgamalearning and the application of ICT
in Islamic Azad University of Garmsai heir results indicate that there is a direct relatignélgtween
the application of information and communications technology. Adach Moghadam (2010) examined
the relationship between organizational learning, and orgamizdiperformance. The results indicate that
organizational learning is a significant relationship withanigational performance.

(Farhang et al,2010) to examine the factor structure of aratmmal trust and its relationship with
organizational learning in the South East of the country publicetsities. According to their findings
research, there is a significant relation between horizamadl vertical trust and institutional with
organizational learning.

(Aqdsy et al,2008) examined the comparative comparison of orgjanaidearning capabilities, from the
perspective of nurses, as a source of organizational knowledgedmepublic and private Tehran's
hospitals. The results showed that all four organizationalnile@r capabilities have significant
relationship with organizational innovation.

(Taslimi et al,2006) examined the mechanisms of organizatieaaling, the basis for creating a learning
organization at National Iranian Oil Refining and Distributaomd the results showed that the company
has appropriate mechanisms of organizational learning, tlitdeeciorganizational learning, identifying
training and development needs, meet the needs of learningopieneit and implementation of
knowledge learned in action.
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(Hejazi And Veisi ,2007) pay to examine the relationshipvbeh organizational learning components of
higher education institutions cultivation. The results showecdhtbh level of organizational learning in
the sample studied.

(Alavi ,2010) to review the organizational learning and factdfecting it. And accordingly stated that in
today's in dynamic environment, only organizations will be ssfokethat able to raise the level of their
learning than competitors and through this to overtake your ettoys, and to gain competitive
advantage and at the same time inside and outside organédtictors effect on organizational learning.
(Hashemi ,2006) to review and assess the factors affectingganizational learning at the Department
of Housing and Urban Development and has identified 9 key factmganizational learning and these
factors include systems thinking, team learning, mental rapdieared insight and aspirations, skills and
personal power, experience, learning from past experiencesfiea others, and transfer of knowledge.
(Shokri and Kheyrgoo ,2009) pay to investigate the role of legrim innovation and concluded that
learning and organizational knowledge was as the factorsinffemt organizational innovation and also
have a huge impact on organizational performance.

(Javanmard and Sakhaee ,2009) examined the relationship betweanditttial skills, organizational
learning, innovation and organizational performance in small agdium industries and came to the
conclusion that individual skills is a positive relationshighworganizational performance and it is a
direct and positive relationship between individual skillfw&arning and organizational innovation.
(Matoufi et al,2010) examined the role of learning tends on infwvaind organizational performance.
Their results suggest that the central learning has a diffect on innovation in small companies as well
as positive effect on organizational performance.

(Masoudi Nadoushan and Javan shargh ,2005) examined the orgmailzig@rning and creation learning
organization strategies. They discussed the definition dkeasning organization, and presented
characteristics of learning organizations and after exathmeole of key elements such as: leadership,
information culture and technology in organizational learning, @xpleeation learning organization
strategies as a formula.

External Research:

(Adam mat ,2011) to examine the relationship between organiziatearaing ability and success in
technical product innovation and came to the conclusion that ihexrepositive relationship between
participatory decision making, testing, interaction with ¢éx¢éernal environment and the success of the
implementation of innovative of technological products.

(Shu-hsien ,2010) examined the prospects for knowledge managemaertizatignal learning and
organizational innovation. The results showed that organizatieaahihg is an intermediate variable
between knowledge management and organizational innovation. dusystem knowledge management
of one data or essential inputs, organizational learning is preegss and organizational innovation is an
important and vital output.

(Haibo and Lorraine ,2009) examined the knowledge managemenaihcampanies and its relationship
to the strategy and team direction and organizational learthiegresults showed that organizational
learning and competitive strategies, with formal appromcaee positive relation with knowledge
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management.

(Dennis ,2010) to examine the development of innovation in stéifience on ground staff (component)
and creative venture. The results indicated that ground steifftdte the innovation process through
activity of grip strength can be developed and through the disagam of the information obtained,
activity of listening, incite or encourage employees to tées and use the defeat as a learning tool.
(Victor j ,2008) examines transformational leadership on org#oiral innovation and performance
related to organizational learning levels in the pharmazdisector. The results of the studies showed a
positive relationship between transformational leadership anahiaagional innovation and between
transformational leadership and organizational performance dnedre organizational innovation and
organizational performance and found that in organizational tegrecreated knowledge and expand
dynamically.

(Shu and liao ,2008) examined the relationship between knowledge managamleorganizational
learning and organizational innovation and came to the concltisbithere is a positive and significant
relationship between these three components.

(Biv bukler ,1996 )to examine the learning process modetiiege the continuous development and
innovation. The results showed that organizations to succetmatlay's changing environment need to
learn in an environment that rapidly changing and realizentiperiance of the Deming cycle, which is
attention to activities related to the learning. This medalalso be used by managers in organizations.
The Development Of Organizational Learning:

Kurt and March in 1963, first invented the term of organareti learning. They believed that the efforts
of organizations in response to changes in the external enwérdrfior the compliance of purposes of
organization with the new requirements lead to queshtbgrocedures that will help the organization to
achieve greater effectiveness. Subject learning untibtieell970s did not garner much attention, but after
that a number of theorists began its activities in thysct In the nineties of the twentieth century, this
topic was reborn. Depending on how learning it is the titlebeas studied in recent years. While before
writing the famous book by Peter Senge, this was not considsradery famous and popular (Alam and
Moghadam, 2010). Phrase of learning centered organization werergoteipa 1992 by Liz et al
subsequently by Jipak ha and Aktom com to scientifically and sgstatily. This term refers to
organizations that aim to be a learning organization (Sobhaniatjld 2006). Organizational learning
also was raised by Argyris and Donald Schon. Fans of thaidgaorganization are emphasized on
characteristics such as flat organizations, authoritiesutordinates, trust and cooperation among
different units. To create learning organizations basic haedsfor change and radical transformation in
organization. People should be understand that the purpose ohdgasnkeeping survival and increase
competitive power and responsiveness the organization becausezatigaai learning improves,
organizational performance (Nezhadirani et al., 2010).

Organizational Learning Theorists:

Organizational learning is the most important opportunity to crehtsge and be keep pace with
environmental change. Organizational learning for innovation sewticity is an essential factor and be
considered as a bridge between work and creatilzéxarning and creativity are interdependent processes
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that make up the two sides of the coin And creativity is leskitis that can flourish in different
organizational levels. Organizational learning is a proeegs knowledge acquisition and performance
improvements occur over time (ibid.).

Simon has defined organizational learning and growth insightsandess revision organizational by
people that the results of the structural factors and tefleesults of organization. Nonaka believes that
organizational learning is the result of repeated intearal external processes. Dojson is define
organizational learning as the way organizations create, compleand organize until develop
knowledge and routines work in conjunction with activities, a#f a® improve the efficiency of the
organization by using the very skills of the workforce. Acaogdio Andre Mayo, organizational learning
consists of all the procedures, mechanisms and processeatritize used within the organization in order
to accomplish learning. Bob Guans (1996) is define organizaticaralithg acquisition and application of
knowledge, skills, values, useful beliefs and attitudes ®mnthintenance, growth and development of the
organization (Sobhaninejad et al., 2006).

Innovation:

Innovation is a new way that a company act in that way prdaduce goods. Robbins knows innovation
in the process of obtaining creative ideas and convertingatgndducts, services and new ways of
operating. In other words, in creativity is obtained infororatand in innovation, the information
presented in different forms. Creativity refers to tbhdityt to create new ideas and innovations means
practical those new and fresh ideas (Khosravian et al., 2009).

The Theoretical Relationship Between Organizational LearniAgd Innovation:

Organizational learning has a positive effect on innovation irgzgtions. Because, organizational
learning is support creativity and innovation and leads to theiameaéw knowledge and ideas and
increases the ability to understand and use them. In faatag@edearning that is very advanced shape of
organizational learning, When happens that the organizatianahdesire to research on its assumptions,
including the mission, customers, market orientation, abiliiesvities, strategies and values,this type of
learning is prerequisite for a culture of innovation, basic int@vain products and processes
(Khosravian et al., 2009). The only source of strength and feersés organizations, learn better and
faster than competitors. Because learning is the main faadareguired organization that wants to persist
in the modern world economic and competitive environment. (6had Eslamieh 2007).

Goals And Hypotheses Research:

The goal of this study is investigate the relationship betweganizational learning and organizational
innovation in the food industry in Kermanshah Province and we Wafined organizational learning
capability in four different dimensions as empiricism, ridkftg, interaction with the external

environment, and conversation and we want to measure the effethe different elements on

organizational innovation in the food industry in Kermanshah Provig®vation is as the most

important factor in the performance and survival of the rmimgdion in assessing the competitive
environment. Innovations include the successful implementatiodeasj and creative ideas within the
organization (Adams Matt 2007).
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Therefore, in this article, considering all the ebassues and the importance of learning and iriva
in SMEs and the economy of developed countrieaisgth on small and medium enterprises, so we try to
examine the relationship between organizationainlag and organizational innovation in small and
medium food companies in Kermanshah Province. 8anthst important goals are as follows:

1) Examine the relationship between organizatiéemining capabilities and organizational innovation
the food industry in Kermanshah province.

2) Examine the relationship between empiricism arghnizational innovation (process) in the food
industry in Kermanshah province.

3) Examine the relationship between risk-taking @mganizational innovation (process) in the food
industry in Kermanshah province.

4) Examine the relationship between mutual intévactvith the external environment and organizationa
innovation (process) in the food industry in Kerrsiaah province.

5) Examine the relationship between conversatioth @ganizational innovation (process) in the food
industry in Kermanshah province.

To evaluate the effect of different aspects of pizgtional learning on organizational innovation is
intended as a model (Figure 1), Moreover, accortbnghat was mentioned earlier and also the rekearc
model, the hypotheses discussed in this artichs i®llows:

1) There is a significant relationship between oiz@tional learning and organizational innovation.

2) There is a significant relationship between einisim and innovation process.

3) There is a significant relationship between-teking and innovation process.

4) There is a significant relationship between raltinteraction with the external environment and
innovation process

5) There is a significant relationship between @rgation and innovation process.

Organizational learnir Organizational innovatic

Empiricism \

Risk takinc

Process:

Research and Development

Current technology
Marketing

Mutual interaction with the external environn)em/

Conversatio -

“Fig.1"theoretical model research
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Il RESEARCH METHODOLOGY

The methodology of this research is descriptive, of sutygsy. The research is the basis of how to obtain
the required data and in terms of classification of reseacclording to their purpose is descriptive
research. Descriptive research include collection of metti@isTheir goal describe the conditions or
phenomena studied Implementation of descriptive researclordgnbe for understanding the current
situation and help to the decision making process.

In terms of supervision and control degree, this study is amdiedpaesearch, because the researcher
examines the variables in their natural state. And sinceréBisarch shows how companies can apply
organizational learning strategy for innovation in organizations amgtess in the competitive
environment will be practicalThe goal of applied research is the development of applied knoaviedg
particular field. Applied research attracted attentiénresearchers and consultants, for examine his
interest problems to find practical solutions to correct a proétic situation (Oumaskaran, 2009).
Statistical Population:

Statistical population included a group of people who have one oraoom@on characteristic is that this
characteristic is target of researcher, and it magebected for the study (ibid).

Statistical population of this study is food industry under the induststates in the province of
Kermanshah, which are about 42 cases, and questions wasecbedt analyzed from managers in this
industry. Because the number of managers is limited, doegseosampling method and questionnaire
distributed to all managers statistical population ultinyal€l3 questionnaires were collected from 126
guestionnaires.

Sample And Sampling Methods:

The unit of analysis in this research is, the food ingustder Industrial Estates in Kermanshah province
because the number of industry is limited (according to statisiaken from industrial estates of the
province 42 companies)herefore based is on census, the results obtained comyéredimilar
external and internal studies has better generalizatiorbitigpaSo, of all the statistical population
companies has been used, as a complete census iicsia@inple, also the number managers in relation
to The statistical population has been extracted, and the numbetcegtable managers between 100 and
126 Manager.

Data Collection Method:

In this study, for collecting and compiling research litematis used library method. Also, the tool of
qguestionnaire used for data collection from managers. Questiesnais based on the standard
guestionnaire based on the Likert scale is developed agpi@n of completely disagree = 1 to fully
agree = 5. Likert scale is ordinal scales that of a segsgries of statements that is made have been
developed in a particular order. These phrases is suppligecalscase of the phenomenon measured as
terms that are equal weights in terms of value of medsur

Research Tools:

Validity: The aim is that, whether the instrument characteristic that tools is designed for it be measure
or not? Since, the questionnaire was standard, only to deteth@nice validity have been used of
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faculty members and respected experts comments and measeeohél content validity of that.

Reliability :

Reliability is one of the technical characteristics ofam@ement tool and dealing with the fact that,
measuring tools in the same conditions, to what extent providesauthe results. In this study to obtain
the reliability of the questionnaire was used of Cronbachsaatoefficient for pre- test. In this way
before final implementation, 30 research sample were raydssiécted then questionnaires were given
to them by using the data obtained from the questionnaire and ft®&re was calculated Cronbach's
alpha reliability coefficient, For items related to empsgin (0/75), risk taking (0/85), mutual interaction
with the external environment (0/73), conversation (0/85), cunectinology (0/87), research and
development (0/82), market-oriented (0/72) it can be said iteens the same path , and have acceptable
coordination and reliability.

Statistical Analysis Methods Of Data:

Using descriptive statistics, for evaluation of centrahracteristic, and set the statistical frequency
distribution tables. Inferential statistics (analysis afiarace) use to test the hypothesis. In this study, to
analyze the data by software Spss is used multiple sgneanalysis statistical tests. Regression analysis
is a statistical method in which the dependent variable gpknd predicts independent variable or
variables. You can also use LISREL software to anatiga, and analysis structural equation because;
this software for qualitative and quantitative data is highether software accuracy.

Conceptual And Operational Definition Of The Research Variabltes

In this study considered two variables, independent variableshandependent variables Independent
variable, as organizational learning and its dimensions, inclu@ngpiricism, risk-taking, mutual
interaction with the external environment and conversation) andnieeg®@nal innovation is the
dependent variable.

The Research Variables:

To do any scientific research, should be determined variabthesvariable is a quantity that amount of it
changed from an observation unit to another observation unit. The itdepemriable is organizational
learning and the dependent variable is organizational innov&@iganizational learning is an issue that
plays a role in both the survival of the organization, and ialtbe success in the field of competition,
learning is considered as the capability to gain competiilx@ntage. The process of understanding and
gain new insights is on the central core of organizational lear@rganizational learning is the process
of improving actions through better knowledge and understanding, in wiirels is a process that
enables organizations to transform information into knowledge, candequently, the ability of the
organization to be more in conformity with environmental demafdgpour and Pourkashani, 2010).
Innovation is a new way that a company act in that way @raduce goods. Innovations include the
development in a variety of manufacturing processes goods, aragay systems, organizational
structure and strategies created by a company (Khosranén 2009).

Operational Definition Of Variables:
1) Aspect of organizational learning: indicators considerechfzse aspects are:
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Empiricism: one of the reagents is used to measwa&nizational learning is empiricism. To meashesée
components used of these questions :( initiative eeativity, offering new ideas and thoughts, afe
external resources for learning, asking about redotthings).

Risk taking: Another reagents used to measure @g@onal learning, and used for the assessment of
these questions (encouragement to conduct riskeptigeness of the risk, entering into realm of the
unknown).

mutual Interaction with environment: to assess éhesmponents of these questions will be used (get
information from outside of the organization, feadk of information obtained from outside organiaas,
encouraged to interact with the external envirortpnatiention of organization to the competitorsd an
strategies of the organization, adapted with neatexjies).

Conversation: To assess these components useés® tuestions (free and open communication in the
organization, facilitating communication by managereate joint working groups, to share orgarazati

work processes).

2) Aspects of organizational innovation: indicators considerethése aspects are:
Current technology: to assess these componentofisieelse questions: (passing the courses of téaiyo
using the Internet to get things done, the usedirtology for packaging and production).
Research and development: To assess these compamssd these questions: (capital allocation to
research and development, participation in natiandlinternational conferences and exhibitions).
Marketing: to assess these components used thes&ans: (create new markets by using new methbds o
marketing, the use of sales agents, and the usenaiil marketing).

Findings:

1. Describes the demographic variables:

In this study 73.8% of respondents were male and 26.2% of the reppondee female. In terms of age
frequency distribution, (8.7 %) less than 25 years, (36.9%)daet 25-35 years (27.2 %) between 36-45
years (23.3% %) between 46-55 years and (3.9 %) more than 5& Yeahe field of frequency
distribution of Education, 10 members (9.7%) of them were higlod, 12 members (11.7%), of the
University, 59 members (57.3%%) that allocated most fretiyuevere Bachelor, 21 members (20.4%)
MA, 1 (1.0%) was PhD. In terms of frequency distributiomeleof work experience, 40 members (38.8%)
have 1-3 years work experience. While 46 members (44.7%gwf 4hto 8 years, 15 members (14.6%), 9
to 15 years and 2 members have had (1.9%) more than 15 yerpgoéece.

2. Describe the independent variables:

The Structural Equation Modeling:

To test the research hypothesis was used from the struetuation modeling. LISREL or the structural
equation modeling (SEM) is a very general multivariate amakgchnique that allows researchers to a set
of regression equations to examine in the same time. (Houman, 12005,

To assess the factors affecting on organizational innovationletadmine the coefficients of each of the
variables affecting on it has been used the structuraliequabdeling with LISREL software.
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"Fig.2” Structural model of research on the standard estimate

"Fig.3” structural model of research in a significant number

As in Figure (2) and (3) can be seen, according to the amodirdeafom degree (13) and significance
level of 0.00 we find relationship between independent and depevaféatiles and also the relationship
is significant.
Test Hypotheses And Determine The Relationship Betweenalses:
The research hypotheses were analyzed by Pearson correladifficient test. All hypotheses that
examined the relationship between organizational learning andizagjanal innovation were confirmed
and showed a significant relationship between organizational ngarand its dimensions with
organizational innovation.

Table 1: Results of testing hypotheses by using the correlziifficient

Hypothesis Relationship| Significance | Pearson
level correlation
coefficient
The relationship  between learning  and 0.627 0.000 have
organizational innovation
The relationship between empiricism and 0.550 0.000 have
organizational innovation
The relationship between empiricism and 0.508 0.000 have
organizational innovation
The relationship between mutual interaction with the 0.484 0.000 have
232
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external environment and Innovations

The relationship between conversation with 0.626 0.000 have
innovation

Table 2: Results of Friedman test statistic, the dimensibagyanizational learning

Statistic Amount of Statistic
Number 103
chi-squar 44.367
Degrees of freedom 3
sig .000

The result of this test with the amount of chi-squar = 44rR6ia 99% confidence level means that in
level of 1% (sig = 0.000) is significant.
Table 3: Results of Friedman test average rating, dirmessif organizational learning

Components Mean of ranking ranking
Empiricism 1 3.01
risk taking 3 2.24
mutual interaction with the 4 Lo7
external environment
conversation 2 2.78

Also used the Friedman test result of mean rank in Tabdaow that empiricism is in the first with
coefficient 3.01, so the highest importance among the dimensibr@rganizational learning and
respondents believe is the highest ranking and the most imp@tantersation with a coefficient of 2.78
is in the second priority and interacting with the externalrenment is also with a coefficient of 1.97 is
in the last priority (fourth). As a result less importartb@an the other three dimensions on the
organizational learning.

IV. DISCUSSION AND CONCLUSION

The goal of this study was to examine the relationship leetweganizational learning and organizational
innovation. Results obtained of 42 the food industry subset of inglusstates of the province of
Kermanshah showed that there is a positive and significatioredhip between organizational learning
and organizational innovation and organizations if using learninghen organization can become
innovative organizations. And effective organizational learniagabilities can help to improve
innovation in organizations. Organization to create and enhheirdérinovation capacity has need factors
that could stimulate innovation and open platform to create preducts and processes. In this study
were referred four important factors of organizational learningompany, which can be lead to
increased innovation. The analysis results show that conwersapects has the highest effect on create
organizational innovation in the company and dialogue betwegrogees can improve the quality of
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decision-making and a key role in better access to informatidrdavelopment and improvement of the
organization's conclusions. This study showed that the correaifusaovation management increases
capabilities and innovative capacity of companies in theodoiction of products and processes, in
organization facilitates the necessary changes. Of couos¢ of the companies do not have proper
culture of innovation to initiate changes in their organization most of the staff and sometimes
managers show fierce resistance against this. Also in sumvyal interaction with others has been
shown that there is a positive and significant relationshigvdext mutual interaction with the external
environment and organizational innovation There are severahtdes of interacting with others and
through which an organization can reach a higher profitalaitity it is possible by reducing costs, access
to new opportunities, speed in meet the needs of customers arddhe&ation. Considering that there is
a positive and significant relationship between risk taking iandvation and this is because that risk
taking of organizations will create profitability for organinpas and risk taking associated organization
with new and new things and makes possible achieve innovataganizations. Also there is a positive
and significant relationship between empiricism and innovabainempiricism is in the last level of
priority and has less importance than the other dimendieneason is that empiricism does not result of
innovation in organizations always. Because employees and erarmaged to understand and to practice
their new experiences and see if this is efficient empmicasnd efficient and can be implemented it in
practice or not. It can be concluded that is possible achigmmgvation in organizations through
dialogue, mutual interaction with the external environment, té#éng, and ultimately empiricism.
However, empiricism is the lowest importance and priority androzrgtions should pay more attention
to conversation and mutual interaction with the external environbematuse conversation and common
understanding can help employees and managers that understamitiegs of ambiguous and covered
information. Therefore, to develop the communication channetsdate a dialogue between staff should
be provided amenities and facilities to the interactioneaipfe to express ideas and new knowledge and
the exchange of information, organizational learning providel fasld the necessary conditions for
innovation and after that to improve performance and competiiv@antage. Organizational learning
with creating new ideas lead to innovation and improved perfwenand not only directly but also
through innovation affects performance.
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Abstract: U.A.E faces a major traffic problem at peak howtsch results in mishaps, accidents, traffic jants @raffic
congestion is a phenomenon where automobiles queirelanes which has reached beyond its capddiig. happens at peak
hours when most of the working population goesatm e¢heir livelihood and students leave for sché@llleges. Remaining
might just add on to the existing load of traffreating further jams. This paper focuses on maaoises which result in traffic
sharl up and the ones which are overlooked ate@epike U.A.E where roads are so sleek and smdathwvte are just tempted
to check the top speed of our vehicles if we ate &hdo so.

There are many solutions to deal with traffic pesbs suggested by renowned thinkers but the onehwié are going to
discuss is a major cost effective technique torobmitaffic which is a reverse lane system. Besitlés, some other methods
are suggested which can curb the traffic to sontenéxThe experiment was conducted on one of tisgeburoads extending
from Sharjah entrance junction on Sheikh MohammedZ&yed road till National Paint junction spannibdgm length. We
utilize queuing technique (M/M/C):(FCFS/ ) where multiple lanes serves as more than oneequrethe model & National
Paint junction end serves as multiple servers.

Keywords: Reverse Lane System, contra-flow, congestion, iggetheory, road traffic.

Objectives:
1. Our major objective is to see how efficient will ber reverse lane system in reducing the loadaffidr
2. How can we utilize the emergency lane as a re\targeto curb the congestion?
3. Comparison of traffic conditions under regulardasystem and reverse lane system using queuingytimeadel
(M/M/C):(FCFS/ | ).
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4. We discuss some techniques which will make ourrsevéane system much safer post implementatiomfasyson

road is our first priority.

Introduction: It all started with the finding of oil which datésck to mid 300 AD, but the sole purpose of utilizirefined
petrol for running a car happened in 1886 with Karl Benz, who patented his first Benz Patent Metagen. Since then, we
just have seen little improvements in that modeiciiioday, after more than a century has seen gpare improvements in
so called petrol powered automobile. Back durirgséhdays no one must have thought about whatufstirads of cars pile up
in one direction with as little movement as 10 km/hereas the top speed of any average car is 2@0. ISuientists have
linked the traffic flow on a road to fluid flowinthrough a pipe but when we decrease the diametéireopipe, fluid flow
increases unlike actual traffic.

Blame it on the shift of middle class to the higbpper class which can afford a car or two depsndn the different routes
taken by the working members of the family or jim joy of riding your own vehicle on the sleekdsaf U.A.E, one finds
different reasons to buy a car and million reagassto drive it even if the shortest errand isavalk-able distance. Traffic
congestion or snarl up was not evident until theber of lanes was not sufficient to hold the tra#ft peak hours.

The inception of RLS (Reverse Lane System) waszezalwhen road breadth for both directions wasemaugh to handle
traffic and there was no option to expand the roaddd an additional lane due to occupied infrastme/buildings etc. The
growing economy where everyone can afford and owaras it is no more a luxury but in fact onehaf basic needs in Dubai.
Parking fees, constant maintenance charges, anenmlal cost does not hold back the common manAER t own a car.
This problem would not even be discussed, hadtibaen for the ever increasing number of cars i.E) owned by the local
community and expatriates. We certainly do apptedize regular efforts by Dubai Transport Autho&tyDubai Government
in improving road conditions and finding innovatiselutions to ever increasing number of vehiclegh\& speed limit of 120
km/h on Sheikh Mohammed bin Zayed Road, we expeeidérequent congestions at some junctions out @ftwbne without
doubt is the National Paint Junction in Sharjahspite of being equipped with 7 broad lanes to kaiatl and any type of
vehicle, it is still not enough to handle heavy gestions at peak hours of incoming and eveningputd be due to narrowness
in each individual lane as it approaches to thatfjon as the road was built much later than th&limgs surrounding it. So,
the construction of 7 lanes had to be optimizeddulucing the breadth of each lane. There is naigimooom for the drivers
on the adjacent lane to steer freely, hence thesaier option is to reduce speed which piles upcles.

Quite recently, Dubai government has introducedrgerey lanes at the ends of each side to respoachésgency situations
or in case of evacuations only. These lanes ardlyrleft vacant and rarely used. This sums up tweeency lanes, one on
each side of the fast lane in both directions.it#tflon of these emergency lanes as a reversewdheproper guidelines and
indications can loosen up the traffic to a greatdent. A reverse lane system basically just addex#ra lane on a congested
road by transferring the divider further towards threction of less traffic in the opposite directi The total number of lanes
on both the direction remains same, we just shiftldrs from one direction to another. In this papee take into account just
a single lane which can be utilized as a reverdinle depending on the traffic condition on eitbiele whereas in reality, we
have two lanes at our disposal. With adequate isigfallation either as readable signs or overhiggiddd signals, these lanes
can be converted from an emergency lane to a ribleldane and vice-versa. But the major hindramcenaking these lanes
perform the desired operation is the barrier imieein which is not movable barrier but in fact aedibarrier built on heavy
dividers fixed on ground which also holds the reglmtem to the given road.

Literature Review: Shuguo Yang, Xiaoyan Yang (20p&rformed a similar experiment at Shenzhen inttise in China
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with different variations in the optimum numberlahes required to smoothen the traffic. They adstetd the Poisson arrival
of vehicles using Chi Square distributiddgsuzsanna Bede / Géza Szab6 / Taméas Péter (AXxQ)ss how RLS (Reversible
Lane System) has improved traffic conditions in thoAmerica & Hungary by discussing case studiemftbe mentioned

countries. Disaster comes in different ways andh siadamities can be faced if we are equipped withpoe built resources of
capable road networks able to handle heavy comgedinitially, the use of RLS can serve the purposeeducing waiting

time but such systems are a blessing in the instaha disaster such as a nuclear threat, fireadpterrorist attack or a aerial
crash which cannot be predicted unlike naturalaiésa for which we can anticipate the damage aepgpe our infrastructure

to cope with it.

Three treatments are combined in the design ofuatem network operating plans: reversing lanesjiehting intersection
crossings, and reserving lanes for use by emergestugles(Chi Xie and Mark A. Turnquist) Lane reversal techniques have
been employed for emergency evacuations and reglocaffic delays(Wolshon & Lambert, 2004Cova & Johnson (2003)
sought further improvements to the reverse lanéerydy blocking interconnected routes in an intetiea which in-turn
results in uninterrupted flow.

A.de la Escalera, J.M Armingol & M.Mata 20@Balyze different variant and environmental factonder which traffic sign
recognition is done by intelligent vehicles. Thegat various recognition patterns under increasipeepd.Zsuzsanna Bede/
Tamas Péter (2011dJeveloped a positive non-linear dynamic systerRIoS. The function of every element & the contacts
between the elements cease in case direction clags part of the network, then new contacts e functional elements
are activated in a RLS. RLS was positioned in UB7&winnett County, Georgia by converting a fivedasystem to a six
lane by joining a two-way left turn lane with therfner. The results showed that the number of antsdecreased slightly
(Bretherton, W.M. Elhaj,1996)

Similar experiments were carried out in Connectibwenue in Washington, D.C, Canal road in WashindboC, & Tyrole
road in Charlotte, NC. It showed initially that susystems caused a slight increase in accidentsnéstthps as is with any
new modification to the existing system which haserb followed for years. However, the acceptancell®i public
understanding was high and late after adaptingeaew change, it turned out to be safer & se@@rian Wolshon, Laurence
Lambert, 2006).

1. Methodology: We use queuing theory to measure the effectiveoessverse lane system when compared with a normal
lane. The model which we employ to compare the &ailiniques is (M/M/C):(FCFS/ ), it comprises of multiple queues &
each queue has its own service counter. Multi celgueuing theory treats the condition in whichréhare several service
stations in parallel and each customer in the ngitine can be served by more than one stationh Bacvice facility is
prepared to deliver the same type of service. Bve arrival selects one station without any extepnaksure. When a waiting
line is formed, a single line usually breaks dowtoishorter lines in front of each service statibime arrival rate and service
rate © are mean values from Poisson distributi@hexponential distribution respectively. Servicseciline is first come, first

served and customers are taken from a single guewmny empty channel is filled by the next custoin line.

Here, we replicate the above model as a multi tarstem of a road to measure the effectivenesseoéxisting system when

compared with an upgraded reverse lane systemetiealty by spreading the traffic evenly on all #ames. This model of
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queuing theory is one where multiple lanes are leahtly a separate service representative dedidateglach lane. In our

experiment, we treat different vehicles as custemad the end point of the 1 km mark as the erstiice.

Initially, we analyze the following values relatedith queuing theory (M/M/C):(FCFS/ ) with number of queues/lanes as 7
(co) and then compare it with converting a single lemte a reverse lane (€8).

The arrival rate =38 cars/minute remains the same in both caseghéudgervice rate gets effected post conversioeverse
lane {1,=13 cars/minute &,;=18 cars/minute). All the values of& p are meant for a single lane which is the fadtes.

Later, we consider the readings for the lane wigadonverted to reverse lane to ease up the traffic

Expected (average) number of customers in the syste
Expected (average) number of customers waitingeérqueue
Average time a customer spends in the system,

Average waiting time of a customer in the queue,
Probability that a customer has to wait,

Probability that a customer enters the serviceauthwvaiting

Average number of idle servers

© N o g s~ w NP

Utilization rate

Above is a sketch plotted from the tools of Micridseord, depicting the two emergency lanes beingdu®r inbound traffic

in morning and for outbound in evening. The pernmardividers can be alternated with a shifting mexdtma for barriers

called as Zipper machines. As for the radar, tteeyhe installed as overhead radars.

An important factor to keep in mind before settigthe infrastructure for such a mechanism is ti@technique of shifting
from a normal lane to a reverse lane should beaadesmooth. An overhead lighter sign can shovathigation of the reverse
lane as when required. The incoming traffic shcudete a clear vision of the direction of the traffigpproaching them. The
permanent fixed barrier can be transitioned tonaptaary movable one. We can exploit the latestrteldgy used in luxury

vehicles that of automated lane detection systettel(igent Vehicles) to shift the movable barriérsm reverse lane to a

normal lane.
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Any new technology is not accepted quickly and satkee to adapt to the environment and its useisk &nalysis could be
carried out to know the potential benefits and dragks of the system. But once the whole systemaidentompatible with
intelligent vehicles, there is no need for extragautions as the vehicles itself can sense whétbearverse lane is activated
on its side or of the opposite end. Obviously,dbestion arises for the fate of non-intelligentieds, which has to be left to
pure judgment of its driver.
Apart from the standstill of traffic, pollution the second most important reason why the problemudfiple cars on limited
lanes must be addressed before the problem beauorégcal one. A complete blockage of cars contigls almost double the
amount of pollution when compared with moving tiaff
Also, a safe and healthy alternative medium of gpant for humans is of vital importance at this aeever growing
population. Past researches suggest important dhcist the advantages of adopting a reverse lastermsyout of which some
are:

Reduced travel time & waiting time,

Less fuel consumption, and

Significant reduction in harmful emission.
This system is also called as Contra-flow revease Isystem which was first tested in United SthjeRalph T Dorsey on the
roads of Downtown Los Angeles in 1928.
Since then, Reverse Lane System has been expeeidhienall parts of the world either as a countdieacto heavy congestion,
an emergency lane or an evacuation lane. The prisitgs in the smooth run of this lane improvemert only be successful
by giving proper guidelines & road signs to drivezsnake quick decisions and adapt to the changeeifiow of traffic.
1.1 Applying Queuing Model (M/M/C):(FCFS/ | ):
Here, we replicate the above model as a multi &ystem of a road to measure the effectivenesseoéxisting system when
compared with an upgraded reverse lane systemetieadty by spreading the traffic evenly on all thees. The figure below
shows seven lanes on both the sides at the entreadetowards Dubai, while after shifting the bawsion the opposite end,

we have an extra lane on the heavy congestion side.

Let, n= number of customers in the system,
p= probability of n customers in the system,
c= number of parallel service channels (c>1),
= arrival rate of customers,

p= service rate of individual channel.
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1. Expected (average) number of customers in thersyste

k= ——m - =Lq+ where p=[ - - - -
2. Expected (average) number of customers waitingérgueue,

Lq= Ls—average number being served

5. Probability that a customer has to wait,
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6. Probability that a customer enters the serviceauthvaiting,

=1-

7. Average number of idle servers = c- (average nusbkecustomers served)

8. Utilization rate,

Before starting with our calculations, below iset sf primary data collected on the eve of"XDct 2016 at 18:30. This

experiment considers a length of 1000 meters af tedween National Paint junction and the road tdeaorthern emirates.

Average length of a car: 4.5m

Safety distance between two cars=2.5m

= 38 cars/min, p= 13 cars/minute

Co=7 lanes

¢, = 8 lanes (after shifting the divider to the sideleds traffic). As we increase a fast lane andttitel number of lanes

increases from 7 to 8, which in turn effects thevise rate which is p= 18 cars/minute.

Co=7, =38 c,=8, =38
Sr. No: Parameters Symbol cars/min, cars/min,
p= 13 cars/minute | p= 18 cars/minute
Probability of O customers in the
1. Po 0.0536 0.1211
system
Expected/average number of
2. _ Ls 3.1572 2.1117
customers in the system
Expected/average number of
3. _ Lq 0.2342 0.0006
customers in the queue
Average time a customer spends |n
4, W 0.0831 0.0555
the system
Average time a customer spends |n
5. W, 0.0062 0.000015
the queue
7. Utilization Factor 0.4176 0.2639

Above values refer to a theoretical conversion single lane from a normal lane to a reverse lanthe high traffic side. The
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effects on the other end of low traffic intensitg &gnored.

1.2 Graphical Representation of flow and density

Flow (q) = the rate at which vehicles pass a fipeiht (vehicles per hour) = Average measured tireadway. Density

(Concentration) (k) = number of vehicles (N) ovestretch of roadway (L) (in units of vehicles péokneter).
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The above graph shows the plot of flow of traffgamst density for a 1000 m stretch. The line veifjuared intervals shows
how the entry of nearly 40 vehicles per minuteh&t initial point reduces drastically to almost ag vehicle with normal

traffic conditions. Whereas, our post-reverse lanuglification, the lane can accommodate at-leastehicles even after heavy
congestion.

Though our research takes into account only amtistaf 1000 meters, but the discussed RLS shouidstalled at complete

length of dense traffic path. Hence, with our rese& utilization of two emergency lanes, one ogleaide, we either work

them as a Reverse lane, Normal uniform lane onaseergency lane.

1.3 RLS automation with Intelligent Vehicles:
Much work related to Intelligent Vehicles is dedarhtowards creation of an automatic pilot, receptf road borders or the

recognition of obstacles in the vehicle’s path sastother vehicles or pedestrigsde la Escalera, J.M Armingol, M.Mata,
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2003) But the futuristic vehicles demand the same #tirn& concentration towards the development offfizasign
recognition.

The factors which come into play while designing #aid parameters of the basic intelligent velsgktem are the ones close
by unlike traffic signs which are placed either tnvead, or on the side pavement. Traffic signs @astspeed limit, lane
restrictions or turn signs are placed on eithee sitlich is not perpendicular to the sensory camefréise intelligent vehicles.
Furthermore, it lacks proper lighting after sungatt our RLS faces no such problem as the lan# issen the median which
restricts the vision pathway ahead of it and nd¢wiays. Irrespective of the daylight, if the roaghs are equipped with panel

lights, recognition of a reverse lane system camade without any hindrance.

Limitations :

Public awareness and education of RLS: Much of iggmeiblic is not aware of the existence of sudystem which makes it
more of a challenge to implement such a major chamghighways of U.A.E. This knowledge can be irgghduring driving
classes prior to becoming an official driver. Piaadttracks should be replicated within the drivischools to give hands on

experience of what such a system looks like.

Lane switching time interval: Further research bencarried out in studying the optimum amount ofetirequired to wait
before the activation of a reverse lane from omection into another. Obviously, instant switches prohibited due to high

risks of collision. The reverse lane has to be ntibafore switching to maintain safety of drivers.

Conclusions & Future Work: The reverse lane system is analyzed using queuodgl VI. The results state that there is
higher probability of zero customer in the modifieerse lane system as well as the average nuofilerstomers in the
system reduce by 1. Also, the average time speatdiwer in the modified lane decreases. The lismefaped by transferring
a general lane on the opposite end of low trafftensity to a speed lane of congestion are showe With help of humbers.
The risk of shifting mechanism used to transfer dhader from low traffic area to high traffic ares left open for further
research. Initial risks of installation of suchystem still exist but the long term benefits outgithem. This system currently
is based on the judgment of the driver but it camdalized to its full potential by automating thieole system with intelligent
vehicles. In an era of technology where almostlangtcan be automated and with Dubai Expo 2020agmtring, the traffic
conditions need an immediate attention to detait@gome closer to the year 2020.

We can expect more than double of the currenti¢rafit the expected traffic will not suit the exist infrastructure. Thus, a
reverse lane system can be incorporated to loasertraffic considerably. Rather than increasing tlst by building

overhead/tunnel lanes, with just minor modificatiave can achieve similar benefits out of RLS.
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DEMOCRACY, POLITICAL STABILITY AND ECONOMIC

GROWTH: EVIDENCE FROM MENA COUNTRIES

Nedra Baklouti'” and Younes Boujelben®

Abstract

This paper examines the nexus between democracy and ecayromith, while taking into account the
role of political stability, using dynamic panel data modéhested by means of the Generalized Method
of Moments (GMM) over the period 1998-2011 for 17 MENA countries. @irgcal results show that
there is a bidirectional causal relationship between deanp@nd economic growth. In addition, political
stability is a key determinant variable of economic grovethd eventually democracy and political
stability, taken together, have a positive and statisyisadinificant effect on growth.

Keywords: Political stability, democracy, economic growth, MENA coigsr

JEL: C33, F68, 011, 043, P16, P26

1. Introduction
Democracy is a fundamental factor for sustainable economic ageweht and, therefore, can lead a
country to a situation where it is not, only possible to hageerdemocracy, but also is even so necessary
that economic development will continue. The spread of demobiayot reached the Middle East and
authoritarianism survived the third wave of democracy and aiagd its resistance to the challenge of
democratization for many reasons beyond the scope of this docutegdiemann, 2007). This challenge
has continued until the events of the Arab Spring exploded anthef 2010. However, as this series of

events is still ongoing, it is unclear whether the Arab Spnamgybrought democracy to the Middle East or
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not. If we take the Arab Spring as evidence, one can saytltbet is a great popular support for
democracy in this region. In addition, the popular movements iArde world show that transition to
democracy may be accompanied by political instability thatpcabably hurt growth. This suggests that
the effect of democracy on growth depends on political stabifithis paper, we propose this hypothesis
to be tested empirically.

The impact of democracy depends on the development andeatds with other institutions the most
important ones are the quality of the State institutiongtaa@revalence of the rule of law.

Until today, interactions between stability, the natur¢hef political regime, and economic growth have
been enigmatic. According to Rostow (1990), the economic takeoffdwequire the existence of a
strong regime or political stability, which is a prereqeisir economic growth. However, it turned out
that the presence of political instability and poor governaacses sustainable decline in the savings
which are originally developed and deemed that political #ialibes not appear to be systematically
related to democracy such as the countries with highdefajrowth in the presence of the stability and
the absence of political democracy.

Political stability is the respect of the political systewvhatever it is, the rule of law, and the respect of
private property. Without this, the expected economic resfilfmlitical stability will probably not be
realized. However, if a non-democratic political systerwiling to really observe this rule of the law,
this means that it is ready to take the first step whithumdoubtedly lead to a system increasingly
democratic. In this sense, the non-democratic regime (call#tbritarian usual) would be a temporary
step on the way to real democracy. This stability becqrauctive when the regime, as was the case of,
"Asian dragons" at the beginning of their economic takeoff stsvihis stability to reassure investors and
encourage their economic commitments in long-term projectsiding the country’s needs.

This article contributes to the literature through the relatipnisetween democracy and economic growth,
and the role that political stability can play in thifatenship.This study is intended to provide a modest
contribution to the exiting literature by highlighting three majspects of the relationship. Firstly, most

of the scientific paperBave sounded to treat this relationship from an exclusivadtieal perspective.
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Secondly, to our knowledge, none of the empirical studies haveasgpto focus omvestigating the
two-way association binding democracy and growth through appliieg simultaneous-equation
modeling with a “growth model” framework. Finallyeating this type of relationship within the MENA
region context constitutescantribution for our analysis, in itself.

Therefore, we will attempt to answer the following question: wnddat conditions could
democratization prevent or stimulate economic growth? To idpwe will try to explore the effect of
political stability on the relationship between democracyerwhomic growth of the MENA countries.
The procedure is to present, the relation between polit&hilisy and economic growth, then to treat the
literature of the theoretical and the empirical studiasthe next section, we study the importance of
political (in) stability as a framework for democracy basedessons we learned from the Arab Spring
which prove that the transition to a more democratic politegime may be accompanied by political
instability while affecting the economic growth. Afterwards will investigate through the instrumental
method GMM, a two-step relationship between democracy and eorgowth while taking into
account the effect of institutional quality, including the pacidit stability of countries in the MENA region.
Finally, we draw some general conclusions and offer recometiend.

2. Political stability, democracy and economic growth

2.1. Role of institutions in economic growth

The concept of governance finds its origins in the New Ingiitati Economics (NIE), which took the
political and the institutional factors in explaining developnast growth.

North (1990) defined institutions as the set of game rules otiatg, or more formally, "designed the
human constraints that shape human interaction" The game amestier be formal, such as laws and
regulations whose implementation should be ensured by the Stagedmectors, or informal, such as
social capital and culture (Persson and Tabellini, 2005).

During the last two decades, many studies have explored thef iakitutions. They can be regarded as
an inter-temporary contract that determines behavior. Aoki (F000Y that the institution is a system of

shared beliefs; therefore, good institutions are those whictulstie the activities of agents with high
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social returns.

Thus, Greif (2006) states that institutions can be defined set af social, rules, beliefs, values and
organizations which encourage the regularity of the individudlsacial behavior.

In general, the recent work by Economides and Egger (2009) ormettgeminants of economic
development, provided that institutional quality is a determiabatonomic growth.

A good institutional quality is one that ensures property rightswninizes transaction costs, creating a
favorable investment environment, to the stimulation of entnepr@al activities, creativity, growth and
development.

It also reduces uncertainty for economic policymakers amasoiificentives for productive and innovative
behavior. A high degree of certainty implies lower transactiosts, making more profitable economic
projects and therefore more likely to be undertaken. By aiffg@gents’ economic expectations, good
governance enables them to use a longer time horizon, whilemgwcentives for productive behavior
of high and efficient.

The emerging consensus in the literature is that instiwititectors are the major components of
economic growth; the most remarkable is political instabilit

Measuring governance is carried out by the World Bank througtifféxent indicators for 212 countries,
which include; the degree of empowerment of the citizens, gallistability, effectiveness of the public
power, the regulatory burden, the rule of law and the contrarofijgtion.

To study the impact of the policy of institutional quality, sese taken the political stability index with a
value between -2.5 and 2.5.

2.2. Defining political (in) stability

Political stability is the perceived risk of destabitiaa or overthrow of a regime by unconstitutional
means and the likelihood of the violent threats against govesrtigat include the following elements:
military coups, political tensions, civil wars, social unyesthnic tensions, political violence,
unpredictable changes in institutions and rules, including violenoatignal groups.

The same political situation in a country can be considasedtable or unstable, depending on the
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definition of political instability. There is no consensus inlitezature on a precise definition of political
instability greater than these alternatives. Historicalhe widely accepted definition of political
instability in political science was that of Lipset (1959), evhdefined it as the persistence or continuity
of certain types of political systems.

According to Lipset (1959), a country is politically stablehére is either a liberal democracy or a
dictatorship for 25 years. This definition would lead to a commfushat some countries (e.g. Italy,
Belgium), which experienced very frequent changes of governmethie period after World War I,
would be regarded as politically stable because they nexh@iemocratic for the entire period.

The second definition of political instability concerns the legity of the political system. According to
Sanders (1981), a political system can be considered exactlyoas" or "less" stable or compared with
other systems or with itself over a different period. Sesdent on to suggest that revolutions are a sign
of political instability as they may be caused by discontentd#ssdtisfied individuals.

The third reason for political instability is called soaiarest (De Haan and Siermann 1996). According
to this view, political instability is equivalent to socio-pigkl tensions, civil disobedience protests that
are considered a threat to the political power of the cugewérnment. Thus, political instability is
measured with the number of violent political events, for glemriots, strikes, coups or political
assassinations. Social unrest, in particular, is not onlyallealge for the political regime but also can
affect the property rights of individuals.

2.3. The effect of political (in) stability on economic gowth

The relationship between economic growth and political stabditgsn object of interest for political
scientists and economists. A positive link between politieddilty and economic growth is confirmed by
Alesina and Perotti (1996) and Feng (1997).

On a sample of 113 countries analyzed over the period 1950 and dré@&2, plesina and Perotti (1996)
estimated the relationship between political stability amowth of GDP per capita. They consider
political instability as a composite index based on a numbevesfte, such as demonstrations, political

murders, coups, civil wars and all violent political acté@nthe propensity of the government to collapse.
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Socio-political instability affects economic growth becauseegates an uncertain political and economic
environment, which raises the risks and reduces investmahtsso leads to higher inflation.

Several authors, as articulated political instability ish@nomenon that directly and adversely affects
economic growth at least for two reasons.

First, it directly leads to breaks in the process of theadeation and thus disrupts market activities and
labor relations. It also has a direct negative effect odumtivity (Landa and Kapstein, 2001).

Secondly, political instability does not allow the institutiongti@ctively guarantee the rights of private
property, which increases transaction costs and subsequentlyekygaffects investment and reduces
growth. This pathway of causation was underlined by sevemdnasers. According to Aisen and Veiga
(2013), political instability is likely to create volatilignd frequent policy changes. This tension would be
detrimental to macroeconomic performance of a country (seeCaimpos and Nugent, 1999).

In addition, political instability could indirectly affect ecaniz growth via the accumulation of factors of
production. Indeed, Dixit and Pindyck (1994) emphasize the impagolfitical instability on the
accumulation of production factors, such as investment capiah@aman capital.

Political instability can cause the decrease of thesimvent volume by the increased risk of loss of
capital and enable institutions to ensure property rights, irguitt lower investment earnings (Alesina
and Perotti, 1996). Thus, human capital accumulation can alséebtedfby political instability because
uncertainty about the future and the abandonment of skills canpeakée invest less in education.
Moreover, many previous studies indicated the importance of gaive relationship between economic
growth and political instability. There are two commonuangnts in the literature about the impact of
political instability on economic growth.

Firstly, political instability increases political uncertsi affecting the incentives of economic agents and
therefore growth. Some studies have assumed that existinghgen@s behave according to their own
agenda in a political system that is both unstable and paldrzeause of a high probability of a change
of government due to large differences in the political ancth@wic preferences of the following

government (Alesina and Tabellini 1990).
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Second, the change of government is linked to enan@olitical, social and institutional circumstas.
With a strong propensity to executive changes cothespolitical uncertainty and possible threats to
property rights (Alesina and Perotti 1996) by tm@act on growth.

It seems indisputable that the related studieschvhad tried to provide new findings to the proldeoh
political instability and its interaction with ecomic and social spheres, highlighted the fact that
political regimes aspiring to limit the negativdeets of disturbances and fluctuations experiermethe
institutions of the state, must bring the apprdpri'emedies to the root causes of political fragito
decline its consequences on the economy and sugoovth.

2.4. The empirical literature
2.4.1. The relationship between democracy and ecan@ growth

The nexus between economic growth and democracymaae subject of several academic research
works and studies elaborated over the past fewddscd here studies can be categorized into twadsdra
the first of which has undertaken to examine thpaot of democracy on GDP. As for the second strand,
it has proposed to study the effect of economiavgfioon democracy. With respect to the first line of
thought, proponents of this stand base their argtsnen the important question of whether democracy
does actually help in promoting economic developmamot. In fact, controversial results have been

reached as to the effects of democracy on econpenformance.

Tablel. Summary of the existing empirical studies on thederacy and economic growth relationships.

Study Countries Review Applied Causality
periods Methodologies | relationship
—>

Yi Che etal. (2013) | The United States ari®60-2000 | GMM in system| G

Columbia (a comparative D
study)
Paldam and A cross-country 1972-2008| OLS G~
Gundlach (2012) D
Rodrik and Wazciarg 154 countries 1950-2000 Fixézte D~
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(2005) G
Papaioannou and166 countries 1960-2003| Fixed effect D
Siourounis (2008) G
Feng (2003) 106 countries 1975-1995  Granger ciysdD
test G
Persson and Tabellinil50 developed and developingl960-2000 Fixed Effect D
(2006) countries G
Benedikt Heid et all 150 countries Period afterSystem GMM G
(2012) war D

NB: G and D indicate GDP and democratic index

indicates the unidirectional causality

We summarize some studies in table 1. As indicatedhis table, economic growth appears to depend
highly on democracy along with some other varialffegpaioannou and Siourounis, 2008; Rodrik and
Wazciarg, 2005; Persson and Tabellini, 2006). H@axew can also be argued that democracy seems to
depend on the GDP, as well (Benedikt Heid et al2208cemoglu et al. 2008; Yi Che et al 2013;
Moral-Benito and Bartolucci, 2012; Benhabib et26111). Overall, our literature review suggests that
empirical results of the previous studies are ictasive. A potential reason is that the past sati@ve

not considered the two-way linkages between densgcamd economic growth, the joint dynamics of

which can be simultaneously determined.
2.4.2. The relationship between political stabilityand economic growth

The link between political instability and econongiomwth has been one of the most important topics i
empirical research in economics over the last dec&dveral studies (Alesina et al. 1996; Fosu, 2001

2003; Aisen and Veiga, 2008) suggest that politicstiability is detrimental to economic performance
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the developed as well as developing economies.

Sociologists and economists have tried to test if a stablécpbkystem is an essential prerequisite for
economic growth or economic growth creates the foundation forgadlgiability.

Alesina et al. (1996) used the GDP per capita growth ratestarmbes in government to measure the
political instability as a dependent variable. They examinedraple of 113 countries and found that
political instability has a negative impact on GDP growthijle there is no dependency in the opposite
direction. In a similar research framework, Campos anceNu(L999) found, for African countries, that
political instability was the cause of slower economic growtbwever, no relationship was found for
any other group of countries.

Younis et al. (2008) studied the effects of different politinatability factors on economic growth for
selected Asian countries between 1990 and 2005. They found arelatgenship between political
stability and economic growth. Their results showed thatdleeof political stability is more important
than economic freedom.

Aisen and Veiga (2010) used the GMM for dynamic panel datalsiodea sample of 169 countries over
a period that stretches from 1960 to 2004 to study the link betpeltical instability and economic
growth. They found that a lower growth is associated witlyler degree of political instability.

Specific country studies include the study of Munoz (2009) and Asitarnd Price (2001). Munoz (2009)
used the Autoregressive Distributed Lag Model (ARDL)ttwlg the link between political instability and
economic growth for Venezuela for the period from 1983 to 2000. Munemifthat political instability
negatively affects growth through investment. In the same yetteriou and Price (2001) studied this
relationship in the UK for the 1961 to 1997 period using the GHRnodel that showed a negative effect
of political instability on economic growth.

In another article, Aisen and Veiga (2013) have empiricaltgrdened the effects of political instability
on economic growth. By using the GMM system for dynamic panel dfetdels on a sample of 169
countries from 1960 to 2004, they found that the highest levailifcal instability were associated

with a lower growth rate of GDP per inhabitant. Regarding #estnission channels, they also found that
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political instability negatively affects growth by loweringoguctivity growth through the accumulation
of the physical and the human capital. Finally, economidtmeeand ethnic homogeneity are beneficial
to economic growth, while democracy may have a small negetiect.

Moreover, Kirmanoglu (2003) studied the causal link between pdlitistability and economic growth
using Granger causality test for a sample of 19 countriescdficluded that there was no empirically
significant relationship between political instability and ecoimogrowth in 14 out of the 19 examined
countries. Kirmanoglu (2003) reports that only for two countries palittability actually increases
economic growth while for the 3 remaining countries; he replatstihe causality runs the other way.
Therefore, the literature seems to agree on the impertaholitical stability of economic growth.
Political stability though has lead to the creation of therel@structure, to attract private investors and
multilateral companies that can set the stage of the grem¢ironment, and would also lead to the

implementation of optimal long term macroeconomic policies.

3. Political (in) stability as a framework of democracy
The theoretical examination of the concepts of democracgemtbmic growth detects many studies that
compete on the nature of the positive or negative relatipristiveen the two phenomena. This proves
the nonexistence of a consensus on the issue. This lack aficainponsensus answers a multitude of
theoretical issued arguments. This proves the existencecofsensus on the issue. In fact, if several
arguments are in favor of the positive role that demoocnamyd play in the process of economic growth,
others highlighted the limitations of such a system compar#tktstabilizing "merits” of an authoritarian
state. Actually, the success of economies and acceleratatbreic growth without pre requisite
democratic of the Asian countries, such as China and Singgpoves that our empirical results support
the hypothesis of a positive contribution of authoritarianism.
So with an autocratic rule, economic development can be adhi@wealready shown and proved
empirically by Baklouti and Boujelbene (2015). The question the¢shere is how and by what means

democracy stimulates growth. In fact, this study diffessnfiprevious studies by setting focus on the role
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that can play the political stability on the nature of suoslaionship.

Moreover, democracy would have the effect of ensuring inveagaBst the existence of discretionary
behavior and predators, and minimizing the risk of politicalaimifty. Thus, the existence of a set of
rules, laws, and counter powers would help to avoid the risk ofambitecisions, so that democracy
would be synonymous of long time horizon and optimal economic choices. Cédgak (1996)
emphasize the fact that, statistically, democracy - provitlad it is politically and socially properly
"rooted" - offers better guarantees for the implementatibrproperty rights and contracts than
authoritarian with the same level of political stability

Political stability does not appear to be systematigaligted to democracy. The stylized facts do appear
relatively high levels of growth in the presence of politstability and absence of democracy. Thus, the
good macroeconomic performance of a number of non-democratic Asiantries (Hong Kong,
Singapore, Taiwan and China) contradicts the idea supporting gamwraic facts of Democracy
(Sandalicar, 2013). Moreover, growth levels of 4.5% per yeaewsth by the precursor of the Arab
Spring countries; Tunisia during 23 years of dictatorial polaied undemocratic regime challenges the
idea of the economic benefit of Democracy (Jamshidi, 2014)lg8iyndemocracy in political instability
does not promote growth. Thus, the combined effect of democracy atidapstability could support

economic growth.

The results of the theoretical work suggest that politioqlstability can influence the nature of the effect
of democracy on growth. Ozler and Tabellini (1991), report plwditical instability reduces the time
horizon, not only for the investors but also for the policy makesrdibre, the necessary reforms so huge
dodge these effects which are particularly noticed in weak daeies, in which the partisan system is
highly fragmented. In addition, government short time horizormspgble of holding the flight forward
and adopt bad economic policy through which it hopes to receive méeliomfailure of his successor.
Furthermore, according to Clague et al. (1996), a government sherhorizon is not encouraged to

respect its commitments or, the rules and principles whiakt,mn principle, control and monitor
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economic activity (property rights, contract law, taxation ...

Moreover, Feng (1997) supports the idea that democracy offeebl@ gtolitical environment, which
reduces the unconstitutional changes of government in the podiyiseim and create conditions that are
conducive to sustainable economic growth.

Democracy can hurt economic growth when civil liberty andiadodemands turn into strikes and
demonstrations that disturb the dynamism of investors and pushnfdareestors to liquidate their
positions, stop their activities and leave the country.

The various social events can turn into political turmoil #metefore, the impact of democracy on
economic growth in this case can only be negative. In factjgabl{in) stability can impact the nature of
the relationship between democracy and the nature of the plolégime and economic growth.

Ranmali Abeyasinghe (2004) examined the hypothesis that demoarat political stability have
significant effects on the economic growth of the developing ciesntin a more recent article, Jong-A
Pine (2009) also found that high levels of political instabiléguce economic growth. As for private
investment, Alesina and Perotti (1996) showed that socio-poblitis@bility creates an uncertain political
and economic environment, which raises the risks and reduce invedtokital instability also leads to
higher inflation, as it is evidenced by Aisen and \eiga (2@ also added that political instability
shortens the perspectives of governments, disrupts the langetmmomic policies which are conducive
to better economic performance.

The experiences of several countries that have experiencldnge of political regime, particularly the
Arab Spring countries (Tunisia, Libya and Egypt) show that @ngsition to a more democratic political
system may be accompanied by political instability thatcegfeconomic growth. The lesson from these
experiences is that the stabilization of the political sitmaseems to be an imperative for countries
weakened by a long period of transition. For example, Tunisiarisntly in a dominant economic focus.

Therefore, the impact of democracy on economic growth dependsiticaepstability.
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4. Data and Model Specification
The present study applies data which are an excerpt from thiel Wewelopment Indicator (WDI,
2011-CD-ROM), and cover the 1998 and 2011 period with the excegitidamocracy and corruption
related variables, which are respectively extracted filoensites Freedom in the World Index (Freedom
House, 2011) and Transparency International.
The objective of this paper is to analyze the causaéityvéen democracy index and economic growth
using the production function where the GDP depends on endogenoudegannmiuding democracy
index. This extended production function provides a meaningful frametgoekplore the two-way
linkages between these two variables. These dynamic siraalia-equation models are also constructed
on the basis of the theoretical and the empirical insighta the existing literature. Thus, our proposed
model, takes the following from:
GDP=f (CPI, DEM, H, K, L, SIZE, DEM*PS, FDI)
1)
This essentially states that economic growth is a functioth@fcorruption perception index (CPI),
Democracy Index (DEM), human capital (H), capital stock (&bor force (L), government size (SIZE),
the term of interaction between democracy and political l&faiDEM*PS) and foreign direct
investment (FDI).
Since our study is a panel data study, Eqg. (1) can be wirit{ggmel data form as follows:
"# 306
" g ) (T tsw ), Tsw ) . sw ) ol#Zy ) 3 * 42565 )7"68
)02 gy
2
Where i represents the country (in our study, we have 17 coujttiespresents the time (our time frame
is 1998-2011). The annual data on gross domestic product (GDP) inntddStalollars are used as a

proxy for economic growth (GDP). The corruption perception index )(C&resents the index of

1 Tunisia, Algeria, Libya, Morocco, Egypt, Kuwditan, Arabia, Jordan, Bahrain, Lebanon, Oman, Q&mia, United Arab

Emirates, Yemen, Iraq
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perceived corruption published by Transparency Internationaltthenithdex ranking countries on a scale
from 10 to zero, according to the perceived level of coimapi score of 10 represents a reputedly total
honest country, while a zero indicates that the country is igectas completely corrupt. Concerning the
democracy index (DEM), it has been designated by Freedom Hanés a construct of the average of
the political rights and civil liberties. This variablerescaled in such a way as the value ranges from 1
(most democratic) to 7 (less democratic). The (Pnisndex for political stability compiled by the
World Bank. This index measures the likelihood that the gwment in power will be destabilized by
unconstitutional means, including domestic violence and terrorisra.ifithex captures the idea that the
likelihood of changes in government can affect the qualityaviernance by affecting the continuity of
policies (Kaufmann et al. 2009).

The human capital (H) is measured by gross enrolment in high sthealhysical capital stock (K) as a
proxy gross capital formation (% of GDP) because it took intm@at the inventory change, and labor
capital (L) measured by the rate of participation intthal active population (% of total population aged
15 and over). The government size measured by final consumption déxpedigeneral government (%
of GDP) and (FDI) are the foreign direct investment (% &DP

The two-way link between democratization and growth is dogbly examined by making use of the

following two equations:

I"# 5%
" g ) (T tsw ), Tsw ) . sw ) ol#Zy ) 3 * 42565 )7"68
Jor2 ) #A) J6B=HA g 3)

"68 g0 & "68 sop > ("H g6 >, * 2?7"@4Agy, > . * 676B! g

g * -2:6 g9 C g0 (4)

Where "68 g is the degree of democracy for country i in periot68 g9 is the lagged democracy

variable used to account for the persistence of democracyioe The equation 4 essentially states that
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the democracy is a function of the economic growth (Glaesal. @007; Acemoglu et al. 2009), the
industrialization (Goujon and Kafando (2012)), the energy consumptidrihe life expectancy at birth
(Barro, 1999). Energy use in kg of oil equivalent is used asxy gor the natural resources (ENERG).
The level of industrialization (INDUST) that captures the imdaiszation variable of the modern theory
is also used by Goujon and Kafando (2012). Differently Lipset (19383hwses the percentage of men
in agriculture and the energy consumption per person and considerigigehgroblem in the sample of
the MENA countries, we use the value added of the indusi@br percentage of GDP (Industry, value
added (% of GDP)) to measure the level of industrializatiothe region. (LIFE) measured by life
expectancy at birth, total (years) of the database of\itvdd Bank. The descriptive statistics mean and
standard deviation (Std. Dev.) of these variables arededdyelow in Table 2.

Table2. Descriptive statistics

Variables Mean Std. dev
GDP 4.624 3.067
Democracy 5.544 0.827
Industrialization 3.612 0.391
FDI 3.422 4.164
Human capital 4.426 0.213
Capital stock 3.149 0.310
Labor capital 3.919 0.153
Energy consumption 9.910 2.633
Life expectancy at birth 4.285 0.827
PS -0.481 0.911
Government size 2.785 0.346
Corruption 3.898 1.106

NB: These statistics are based on annual dataareiéw the years ranging from 1998 to 2011.
Regarding the correlation matrix results, they are repontete following table (Table 3). It is worth
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noting that the correlation coefficients prove to suggestttigareported regression models would not be
seriously distorted by multicollinearity'he correlation analysis helps indicateat economic growth
seems to correlate positively with foreign direct invesiim government size, life expectancy at birth,
corruption perception index, the labor capital as well as itnan capital. Besides, the GDP seems to
correlate negatively with democracy, capital stock, enesggumption, along with industry. Furthermore,
democracy appears to correlate positively with the humanratagitergy consumption, life expectancy at
birth and the industry, while it negatively correlates waither variables.

Table3. Correlation matrix

Variable 1 2 3 4 5 6 7 8 9 10 11 12
1 GDP 1.0000
2 DEM -0.1967 | 1.0000
3 CPI 0.0641 | -0.1495 | 1.0000
4 Ln(H) 0.1553 | 0.5298 | 0.1373 | 1.0000
5 Ln(K) -0.1451 | -0.3016 | -0.2559 | -0.1862 | 1.0000
6 Ln(L) 0.2424 | -0.1116 | -0.0465 | -0.4615 | -0.1966 | 1.0000

7 Ln(ENERG) | -0.0266 | 0.7423 | -0.4183 | 0.3959 | -0.1357 | 0.1278 | 1.0000

8 PS -0.5195| -0.1133 | 0.1205 | -0.2392 | 0.2206 | -0.5292 | -0.3086 | 1.0000

9 Ln(FDI) 0.3498 | -0.1684 | 0.1734 | 0.2881 | -0.0084 | -0.3212 | -0.3549 | -0.1063 | 1.0000

10 Ln(SIZE) 0.0862 | -0.4424 | 0.6129 | -0.1348 | 0.3170 | -0.0448 | -0.6440 | 0.1281 | 0.1517 | 1.0000

11 Ln(LIFE) 0.3125 | 0.2249 | 0.3432 | 0.5953 | -0.0364 | -0.1773 | -0.1201 | -0.2180 | 0.5543 | 0.3447 | 1.0000

12 | Ln(INDUST) | -0.0707 | 0.5762 | -0.2623 | 0.3226 | 0.0728 | 0.0553 | 0.8417 | -0.2526 | -0.3233 | -0.2967 | -0.1413 | 1.0000
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Egs (3) and (4) were estimated simultaneously by means getieralized method of moments (GMM).
The GMM is the estimation method, the most commonly usemddels with panel data and in the
two-way linkages between some variables. This method usesd instrumental variables to solve the
endogeneity problem. It is well-known that the GMM method providesistent and efficient estimates
in the presence of arbitrary heteroskedasticity. Moreovert ofohe diagnostic tests discussed in this
study can be cast in a GMM framework. Sargan test wastasedt the overidentifying restrictions in
order to provide some evidence of the instrument validity.ifi$teument validity is tested using Sargan’s
test which cannot reject the null hypothesis of overidentifyirgiriotions. In other words, the null
hypothesis of the instrument appropriateness cannot be rejected.

The Durbin-Wu—Hausman test is used to test the prevalence ofndogemeity problem. The null
hypothesis would then be rejected, suggesting that the ordesstysquares estimations might be biased

or inconsistent, and that the instrumental technique variabled'tadee implemented.

5. Analysis and Results
Worth recalling, our objective consists in investigating thenemic growth trend and democracy in the
17 MENA countries. For this sake, the Arellano and Bond (1991M&dtimator has been applied to
model the dynamic simultaneous-equation panel d&sed on the diagnostic tests, the estimated
coefficients of Equations (2), (3) and (4) are provided in Ba#les and 6 below. As can be noticed, the
AR (2) tests show no evidence of autocorrelation at conventiewels of significance for each of the
estimates. As for the Durbin—Wu—Hausman test, it indichststhhe endogenous repressors’ effects on the
estimates prove to be meaningful, and that the instrumeatalbles techniques seem imposed. The
instruments' validity will be tested through the Sargan tekereby the null hypothesis, relevant to
overidentifying restrictions, cannot be rejected, i.e., thé hybothesis stipulating the instruments’

validity and appropriately should be retained.

Table4. Equation (2) related results

Dependent variable : Coefficient P-Value
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economic growth
(GDP) 4 9.424+ | 0.035 (4.47)
DEM 0.62% 0.000 (0.12)
CPI -0.062= | 0.000 (0.09)
FDI 0.205+* 0.022 (0.01)
Ln(SIZE) -0.923+ | 0.001 (0.26)
Ln(H) 3.066+ | 0.000 (0.39)
Ln(K) 1.376= | 0.000 (0.29)
Ln(L) -0.351 | 0.376(0.87
Number of observations 221 221
Sargan test 61.84 0.235
DWH test 28.014+ 0.000
AR2 test -0.24 0.814

NB: The bracketed values represent the standard eBargan test refers to the over-
identification test for the restrictions appearinghe GMM estimation. DWH test is the
Durbin—-Wu—Hausman endogeneity test. The AR2 tdbeid\rellano—Bond test relevant to
the existence of the second-order autocorrelatidinst differences. ***, ** and *indicate signifiance
at the 1%, 5%, and 10% levels, respectively.

Table5. Equation (3) related results

Dependent variable : | Coefficient| P-Value
economic growth
(GDP), 16.270= | 0.000(4.26)
DEM -0.502+ | 0.000(0.13)
CPI -0.095+ 0.027(0.08)
FDI 0.035+* 0.030(0.01)
Ln(SIZE) -1.093~ | 0.000(0.24)
Ln(H) 1.555 | 0.068(0.37)
Ln(K) 1.376* | 0.000(0.26)
Ln(L) -0.348 0.349(0.85
PS 1.335~ 0.007(0.49)
DEM*PS -0.316~ | 0.001(0.09)
Number of observations 221 221
Sargan test 6 3.05 0.459
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DWH test 28.014% 0.000

AR2 test -0.51 0.611

NB: The bracketed values represent the standard eBargan test refers to the over-
identification test for the restrictions in GMM &sation. DWH test is the Durbin—Wu—
Hausman endogeneity test for. The AR2 test is tielgho—Bond test for the existence

of the second-order autocorrelation in first défieces. ***, ** and *indicate significance
at the 1%, 5%, and 10% levels, respectively.

Table6. Equation (4) relevant results

Dependent variable : | Coefficient| P-Value
democracy
DEM, -18.192+ | 0.001(5.70)
GDP -0.206+ | 0.014(0.07)
Ln(ENERG) 0.17% 0.000(0.03)
Ln(INDUST) 0.675 0.386(0.20
Ln(LIFE) 5.293* 0.000(1.18)
Number of observations 221 221
Sargan test 33.60 0.117
DWH test 36.766~ 0.025
AR2 test -0.62 0.535

NB: The bracketed values represent the standard eBargan test refers to the over-
identification test for the restrictions in GMM &sation. DWH test is the Durbin—Wu—
Hausman endogeneity test for. The AR2 test is tietigho—Bond test for the existence

of the second-order autocorrelation in first défieces. ***, ** and *indicate significance

at the 1%, 5%, and 10% levels, respectively.

The analysis of the interactions between the nature of thécablregime, stability and economic
development, have often given perplexed results as to theroesof a correlation on the direction of
causality.

On the one hand, there is a correlation between the nattine pblitical regime and development, the
assumption that democracy would cost in terms of growth timalant would not seem obvious.

One the other hand, as to the link between stability opdtidcal regime and development, the research

managed to generate stronger results without leading to egbftior economically strong deterministic
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pattern. Therefore, it is legitimate to test the comimnabf democracy and political stability for
economic growth.

Table 4 depicts the estimated results relevant to equatio@ed, the impact of the one-period lagged
values of real GDP on the dependent variable turns outpoditive and significant. Similarly, it appears
that democracy has a positive and statistically sigmifig@pact on economic growth at a rate of 1%.
Noteworthy, the proxy DEM which is used as a democracy measwur model will be inversely related
to the second, that is, an increase in DEM would necességiiote an increase in autocracy and,
therefore, the country is dubbed as less free. That is tth&amore we approach the authoritarian regime,
the more economic growth improves. Then, we can say thdatave®/ low level of democracy in the
countries of the MENA region is a determinant of a bettenemic performance. This is affirmed by
(Doucouliagos and Ulubasoglu 2008; Narayan et al. 2011; Aisen and ¥6i@ Baklouti and
Boujelbene 2015).

In fact, maintaining a more or less authoritarian practicenissidered essential for the preservation of
strong economic growth for the country to benefit from greatepprag and greater stability. This result
corroborates that of Booth et al. (2015) which provide that non-denwaaiintries can achieve
economic growth. This is also consistent with the work of BElre®6) who found that democracy has a
negative effect on economic growth after considering the eraplnnk for 100 countries over a period
which runs between 1960 and 1990. Actually, he demonstrated thatlittted and “too much”
democracy disadvantages economic growth through reducing the esteunfiulation of physical capital
and increases the public spending.

Democracy is also unable to implement measures to irclieasstment, because it forces people to
reduce their consumption levels. However, authoritarian regiare able to take such measures.
Moreover, proponents of this view argue that democracies & wfiable to limit public social spending
to stimulate growth distribution dealing with pressures (Hatjgd®©90). Furthermore, democracy
undermines property rights of security by allowing some groupshthe political power to make wealth
of property owners. Therefore, this process leads to economidaingeand reduces economic growth.
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Besides, the form of government adopted by the countries OMENA region may be particularly
favorable to economic growth. This cuts the overall impressi@astfong confidence in the democratic
institutions of these countries, and a search for stabiliyeezonomic development through authoritarian
regimes.

A striking example of successful economies and accelerated ewogoovth without pre requisite
democratic regimes is the case of the Asian countriesasu€ina and Singapore, which stand as a proof
of our empirical results’ validity, sustaining the hypothesia pbsitive contribution of authoritarianism.
The MENA countries could usefully learn from the example set hymber of Asian countries not only
to find their proper paths to economic progress, but also to stdpnidy that the absence of democracy
constitutes an obstacle impeding their own development, thelloyenath and prosperity.

Table 5, which provides the results of thg 3, shows that upon the introduction of the "PS" variable, the
impact of the "DEM" variable becomes negative. Our restubiws that political stability can affect the
nature of the relationship between the nature of the pdlitgame and economic growth. In other words,
with the introduction of the "political stability” variable,etimpact of democracy on growth turns
negative, that is to say the opposite of what we have skavier that is, the freer country is, the more
economically prosperous it becomes. This means that it is eéseritave a stable political situation that
democracy is a stimulant of economic growth. Furthermore, qadlistability can be a channel through
which democracy affects growth (Feng 1997 and 2005).

The political instability greatly reduces the time horizoot, only for the investor but also for the political
decision maker (Rodrik, 1999; Jong-A-Pin, 2009; Aisen and Vigfa0; Ari Aisen et al. 2011). In
addition, taking into account the experiences of three counsie$, as Tunisia, Libya and Egypt (As
mentioned above), this has led some to reconsider argumemisntonstrate and prove that when
democracy and political instability, are taken together,etherve a negative and significant effect on
growth.

The dimension of ‘political stability’ seeks to measure ikelihood of the violent threat to, and the

changes in government. This measure reflects the ideahidtkelihood of the radical changes in
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government can affect the quality of governance by affectingdhénuity of policies (Kaufmann et al.
2003). This variable is an indicator which varies between +252s5. The highest values reflect higher
marks, that is to say a low instability of the governmethijeathe lower indicate the country with high
political instability.

Indeed, political stability plays an important role in the retathip that links democracy and economic
growth, as it can create uncertainty at the politica¢ll¢wstability and political violence) and therefore
the risk associated with the uncertainty. These ceytdiatm the credibility of the country's laws and
policies.

Referring to the work of North (1990) and Rosenberg and Birdzell8j2Ghe increase of economic
activity is accompanied by a good institutional quality. Furtio¥e, a healthy institutional environment
helps to minimize uncertainties (corruption, political via@enforced nationalization, the denial of
contracts, political instability, the weakness of the rulehef law and the absence of Civil Liberties);
transaction costs and contributes to the effective and fadlication of the necessary government
regulations. In case the quality of governance is poor, ttie ¢& political stability marked by the
presence of social events and major changes in politicsighrcoups reduces the time horizon and
discourages democracy meet its commitments, its rulepmmciples which must, in principle, control
the economic activity.

This suggests that it is through political stability that deracy has an indirect impact on economic
growth as the main characteristics of political stgbdire identified as the legitimacy of the effectiveness
of conflict management mechanisms and sustainability of theoieegblsystem. With stable political
regimes, citizens perceive institutions and leaders to feaahed this status through a legitimate manner
acceptable to the majority.

The FDI variable has a positive and significant impact onrélaé GDP as shown in (Table 4). The
positive sign of this relationship is justified by the impoda of foreign direct investment through the
transfers of expertise and technology from foreign firms hrmligh capital inflows for the host country

and access to new markets, stimulate the economic growthteBli$ corroborates those of (Anwar and
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Sun (2011); Hassan and Anis (2012); Adams (2009) and Belloumi (2014)).

Statistically, the variable of corruption (CPI) has a sigaiit negative impact on economic growth in our
sample. Indeed, the negative impact of the rise of corrugtiveconomic growth may be due to the
importance of corruption in the MENA region and adverselgcdf a just and stable governance and
leads to a lower quality public services.

This result strengthens the idea of Avnimelech and Zelekha (20khumashev (2009), and also
Blackburn and Sarmah (2008), and Bhattacharyya and Hodler (2010)atdhsit corruption lead to an
increase of inflation, which, in turn, reduces capital aadation and economic growth.

According toEq. (4) presented in table 6, the sign of the coefficient fogéalgdemocracy is negative and
significant. Similarly, economic growth is negatively andndigantly related to democracy at a rate of
5% (the DEM variable is inversely related to democracg)eRpected, the coefficient of the real GDP is
significantly negative, with reference to the modernizatibeory advanced by Lipset (1959). The
negative sign shows that with increasing economic growth, B Zariable, which is inversely related
to democracy, proves to be decreasing. This empiricainfindeveals that the MENA countries’,
economic performance has led to strengthening democraticgbesicivhich has been made possible only
following the initial development stage, as often assdrtethe authoritarian regimes and states. In fact,
this can be better illustrated through the statement put fdriwa Moore (1966) announcing that: "no
bourgeoisie- no democracy”, which confirms well what we rsn@vn empirically.

Therefore economic growth stimulates the democratization ofptigical regimes (Barro, 1999;
Acemoglu et al. 2009; Papaioannou et al. 2009; Boix, 2011). Thidt neas confirmed in several
empirical studies (Epstein et al. 2006; Acemoglu et al. (200@e%8t et al. 2007; Papaioannou et al.
2008; Freeman and Quinn, 2012), because a high level of econorelogiaent leads to a higher level
of education and a more diverse society. Diversificateads to a greater demand for institutions
supporting pluralism and education that lead to pluralistic vatunes tolerance. These two factors

(diversification and education) should increase demand foodertic governance (Lipset 1959).
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Figure 1: The MENA countries hold nearly 60 percent of the world’s praviereserves

Source:OPEC! 2010
As shown in Figure 1, the countries of the MENA regionraiie in natural resources. These resources
allow the ruling class to purchase foreign and domestic suppdé tbcking the political reform. A vast
literature in political science stressed the negatiaact of the natural resources (including oil, gold and
diamonds) on democracy (Barma et al. 2014). Countries withadthwvef natural resources have seen
their standard of weakening democracy because it can evads 8 the opposition leaders since taking
wealth from the state for their own use. This is thesarathat significant revenue resources can be a
political incentive to undermine democracy.
In addition, the countries of the MENA region are richngtural resources, and are assisted to the
accompaniment of political violence and the income from thealth has been used by public
policymakers to block the establishment of democracy (JearsgiWantchekon, 2004). In other words,
the exploitation of the natural resources leads to annuities by caotiby makers who establish
institutions interested in ensuring the expropriation of tlaeswiities for their own profits at the expense
of the whole society and perverse policy incentives. Theretbeerich natural resource exacerbates
competition for takeover, synonymous control of these resources.

According to the overall results, we can conclude thadt, fthere is a bidirectional causal relationship

! Organization of the Petroleum Exporting Countries
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between economic growth and democracy; second, the combinatitemaoicracy and political stability
would help to sustain economic growth. Therefore we can conchatedemocracy can stimulate
economic growth through political stability and disadvantage isithation of political instability.

6. Conclusion and implications

This paper is an investigation into the causes of back ampigf the relationship between economic
growth and democracy. To find the condition in which democcacyd prevent or stimulate growth, our
estimation was to verify if the institutional quality apdlitical stability could specifically impact the
nature of such a relationship.

Through the dynamic simultaneous-equation panel data models, wg Sfsowed that democracy
stimulates growth through political stability, that is to,stis important to allow greater visibility of the
effects of democracy on economic growth and, secondly,et@iomic performance in turn is a key
factor for democracy. Democracy is a desirable objettimecan be reached only after an economic and
social maturation. It should be seen as the difficult re#@dizeof a long modernization process that is
faster and better led by the authoritarian regimes thahebgiemocratic ones.

In fact, we tried to show that there is a two-way relatignél@tween democracy and economic growth
while taking into account the effect of political stabili§yoreover, we try to demonstrate that the positive
effects of democracy on growth can be realized only enpresence of a stable political framework.
Therefore, these results imply that economic growth, demycratd political stability are

complementary.\
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Abstract:

This paper presents a literature review about financahlity and examines the overall level of financial
literacy among the Tunisian organizations.  Also, it provide®werview of the financial education
initiatives taken in Tunisia. Because most financial ditgr programs are relatively new, much of the
literature reviewed here is also new and part ofld fteat is still developing as a program of research.
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1-Introduction

Many programs and initiatives to promote financial educatiae bh&en launched in recent years all over
the planet. Since the last financial crisis, the trend faeber accentuated. The aim is to develop the
financial skills of large sections of the population. Countlessigpahd private institutions are doing so in
the world: international organizations, central banks, minsstfdinance or education, financial services,
charitable foundations, etc.

According to the 2005 OECD study about the Project on finandatation, few countries have
conducted systematic surveys, but the conclusion was unanimous.i3leerywhere a master's deficit
financial matters by individuals. Even more disturbing: not onlyndoviduals know or do not sufficient
finance, but they believe most often learn much more thtreicase.

An Australian survey has shown that while 67% of respondents lsaydunderstand the principle of
compound interest; they were only 28% gave the correct ansveepttoblem based on this notion. Or

27¢
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

changes in the social world and financial products, make @@cimore necessary in-depth education of
the public in financial matters.

Financial education will, therefore, aim to give all @iz a body of knowledge and skills enabling them
to make informed choices in the economic context, and to analyipd types of loans and investments
are most appropriate for them. Moreover, the first objecsite give everyone access to a basic financial
tool that represents the bank account. In all OECD countriesgbe 3 and 10% of people do not have
access to bank account, which excludes them from whole afescial life. The problem is even more
pronounced in emerging countries.

Financial education can be beneficial to all of the spcmmembers. Individuals can more quickly
optimize the management of their capital and financial pi@vifor unforeseen situations. Improving
financial education programs can help to decrease the riikapicial exclusion and also to strengthen
the integration of the most disadvantaged. Finally, the ecaensystem will be better by favoring
behaviors advising on savings and the provision of liquiditynnicial markets.

In recent years the Tunisian government, particularlyBR®T*, has been aggressively working to
increase the financial knowledge of the general population.gblaé is similar to that set out by the
OECD. This lack of financial literacy and lack of fingalcaccess are both pressing problems for the
Tunisian population and could lead to welfare reducing finadeiaisions.

2. Literature Review

2.1 Financial literacy: a conceptual review

General literacy refers “to a person’s ability to read write”. The usual definition of literacy developed
by the Literacy Definition Committee and used by the Nafi#dult Literacy Surve§/ is “using printed
and written information to function in society, to achieve'®mg@als, and to develop one’s knowledge
and potential” (Kirsch et al. 2001, p. 3).

This idea of literacy has been expanded to the studyro€ylar skill sets, for example, computer literacy
(Wecker, Kohnle, and Fischer 2007), statistical literacy lif@@ddam and Watson, 2005) and health
literacy (Baker 2006). The Educational Testing Service (E@8ptifies four types of literacy: prose,
document, quantitative and health skills. ETSfers two sets of adult literacy tests. Each typkteracy
measures how well an individual can understand and use inform&wonexample, health literacy
measures how well an individual can understand and use hdatddrénformation related to five
activities (health promotion, health protection, disease priewerttealth care maintenance and systems
navigation).

Even though numerous financial literacy definitions have been prdpttere is no commonly accepted
meaning. Following the proposed financial literacy conceptaahéwork depicted in Figure 2 and 3,
financial literacy could be defined as measuring the indivislgapability of understanding and using the

! The Tunisian Stock Marcket Exchangsww.bvmt.com.tn

>The 2003National Assessment of Adult Literacyis a nationally representative assessment of &mdlteracy among
American adults age 16 and older. Sponsored byN#dt®nal Center for Education Statistics (NCES),MAis the nation's
most comprehensive measure of adult literacy gime&992 National Adult Literacy SurveNALS).

3Available at www.ets.org.
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personal finance related information. This definition is djreloes not contradict existing definitions
within the literature and is consistent with other standadliliteracy constructs. Referring to the
international papers talking about financial literacy we aarciude that the factors that make financial
education increasingly important include changing demographic profilesgtowing complexity of the
financial sectors, and the increase in the personal indebtaghésgersonal savings are decreasing. The
organization for economic cooperation and development’s finamcidérstanding is weak amongst
clients across their 30 member countries and that customengaother things, believes that they know
more about financial issues than is really the fact. Theegsralso reported that consumers consider that
financial information is complicated to find and comprehend@D: 98).

This phenomenon can be conceptualized in the subsequent dimensiorguires the casual use of the
expression “financial literacy.” Secondly, it relatestie perception that financial literacy implicates two
separate systems( the information system and the humawuidrefgstem), which means that it is not
considered as a one encompassing process. Thirdly, the gap rbeliffiealt economic and financial
information, on the one hand, and decision —makers’ mentakguwoes, on the other, is complex to
reunite without using an interface.

Financial education shows all the training and learning progpaowding basic knowledge in finance,
management and economics (Lusardi and Mitchell, 2007).

The basics in these matters are now considered an ekstattiant of contemporary necessities and even
as one of the first needs to live well this is why the modgrancial education in first place concrete
initiatives to promote and improve "life-skills."

The content of financial education programs aimed at ensuringdbhatcan control his budget of current
expenditure and investment. The ambition of these financial edagatograms is to fight against the
“illiteracy" or "illiteracy" financial. Expressions, cidfl, point to a serious problem: most people do not
know much about the most basic financial rules (Mr. Van Rooij1R0Ihese financial education
programs may focus on adults (to "fix") and children (for "prafan" and prevention). Indeed, financial
markets are becoming increasingly sophisticated, and househsltmeasnore responsibility and risk
when making financial decisions, which is why financial educatidrec®ming more and more essential
to individuals and not only for their financial well-being blsiceto facilitate the proper functioning of the
economy.

They take a particular rise since the crisis of the B200s which saw the one hand; many investors
suddenly take the knowledge that they had not paid much attémtibair investments and, hand, a loss
of confidence in financial institutions. Financial educatiotphealevelop budgets and manage revenue
(Lusardi, 2011). According to the literature review, finantitatacy helps small investors to save and
invest in an efficient manner and avoid being victimsratid. The presence of financial illiteracy can

! OECD (2005) defines financial education as “thecpss by which financial consumers/investors imerdteir
understanding of financial products and concepth #rrough information, instruction and/or objeetiadvice, develop the
skills and confidence to become more aware of fir@misks and opportunities, to make informed cksj to know where to
go for help, and to take other effective actiongriprove their financial well-being” (p. 26). Lustand Mitchell (2007¢) use
the OECD definition as the basis for their revidvfimancial literacy.
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be a source of inequality but also of individual and colledivgal problems, lack of knowledge of the
economic reality financial and becomes a matter of prime i@poe with the increasing financialisation
(and its consequent crises) of the economy. In developing couasias highly developed countries,
financial education is a new and important area of social palcya highly innovative line of social
intervention. The OECD is one of the first internationalingons that have taken the global movement
for the year a series of financial education expertiseratigtions.

The organization has seen since the 1990s that people wéee toeinterpret and understand the
functioning of financial markets following the development of tlenkined complexity of financial
products and individual responsibility for financial decisions. Aditwy to recent survey results (Fin
Scope Survey Il Uganda, 2013) and empirical evidence in Afiiicancial literacy can explain a part of
the low demand for financial service. These studies sugigaisturthering financial education program
along other intervention strategies aims to enhance fiakinciusion in developing countries (Cole et al.,
2011; Sayinzoga et al. (2013).

Some governments have for their part accepted that it lveas duty to help them. The OECD also
formed in 2008 a global network of experts from public agen@sponsible for policies on financial
education. The "International Network on Financial Educationtefhational Network on Financial
Education - NCI) allows more than 250 experts from sixty countdediscuss the trends in financial
education and discuss good practices and principles before th& ORtblish their reports. Through its
working groups, the NCI pays particular attention to methodoldgieaeasure the level of "financial
literacy" of individuals and to assess the effectivené$mancial education programs, as well as issues
related to the role of schools in the financial educadfoyouth. The government of the emerging context
should increase the visibility of these initiatives and stiegtcooperation in financial education, the
OECD launched a website in 2008 called, International Gatewvagifiancial Education (IGFE)while
forming an international information base on the subject. Tieelists hundreds of programs, websites,
tools, research and statistics in over 70 countries worldwide

2.2Financial literacy from a financial education perspective

In a press release, the Swedish Minister for Financial N&rats Odell states that “(2007) it's high
time for us to discover the knowledge gaps and do our best to s@ppsdirengthen the households’
ability to deal with their personal finances. Only theitl we get the sense consumers the Swedish
financial sector deserves and requirements to face toughmgaetition”.

This press release marked the start of the Swedish finauuahation program, which aims to instruct
Swedish citizens how to become financially capable. The progr@m to incorporate a network of
public authorities and organizations under the umbrella nameeoN&tional Assembly for Increased
Financial Self-Confidence. The program launch came afteecad#-long international debate about
alleviating financially distressed consumers (OECD, 20056p$64).

According to the report, financial distress at the individeaél resulted from changing economic and
political conditions, and the altered pension systems and theased complexity of financial products
demand a better standard of financial awareness.

! www.financial-education.org
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The OECD concludes that without valid measures to remedgdiaaliteracy, a substantial number of

citizens will end up in financial isolation (OECD, 2005).

Financial literacy events are, thus, defined by the ambitiomabfiding people in a social setting of

financial norms. The Swedish program was initiated by sunge$000 households on two occasions,
2007 and 2009 (Finansinspektionen, 2009). The criteria used in thesstadiespond to Remund’s (2010)
definition of financial literacy as competence in managianey.

The study measured this ability implicitly, indicating imdependent financial literacy norm besides
which all household might be impartially compared and evalu®edause the questionnaires were
developed to measure people’s attitudes towards their finaffaak, it allowed for the identification of
archetypes, such as “the spender” or “the typical ie$srmed person” (Finansinspektionen, 2007, pp.
8- 37).

The construction of these categories indirectly helped tafycldre meaning of “financially literate
further”, although by delineating what it not rather than what.iln 2010, a third survey was carried out
to measure the population’s mastery of numbers and financial mtsncéhe survey executors
acknowledged that numeracy and financial literacy were diffituldifferentiate. Even so, it was
concluded that financial literacy, understood as a culturedbeessource connecting “familiarity with
financial products and concepts”. It determined and supportedebindlividual’s level of humeracy,
referring to a skill-based cognitive ability “to process nuar information and perform simple
calculations” (Almenberg and Widmark, 2011, p. 2, 7).

Accordingly, it was suggested that financial illiteramuld be indirectly alleviated by raising the level of
numeracy (Almenberg and Widmark, 2011). Moreover, when markétipation was evaluated based
on these two measures, the findings resulted in the idetitficaf yet another autonomous relationship.
The authors establish that increased numerical competensetdeimdreasing the financial literacy level,
which in turn leads to greater activity in the stock ke#s (ibid.) — all resonating with the
“literacy-comes-first argument” (Rogers, 2001).

Consistent with the NLS arguments (e.g., Street, 1997)ndiahliteracy extends beyond the written
domain, and therefore efforts aimed at affecting finandiacy include various mediating tools and
practices.

This financial education model is organized around practicsetable financially illiterate youth to
reflect on the financial issues that are found in their donidiis detour connects popular culture with the
financial problems that occur in the context of a young persiéa’s

Deviations from this norm can then be used by the regulagenycges to pinpoint the financially illiterate
groups in society and to justify efforts to remedy the findrstiartcomings among those groups.

The research problem focuses in particular, according tol@&sn organizations, on the complexity of the
financial literacy construct. The difficulty is supplemegtaxacerbated by the reality that the majority
and the most current of the existing financial literacy progrémous on financial literacy at consumer
level rather than about organizations. Consequently, before inmgwhe financial literacy program for
education designed to the decision-makers in organizationsecaansidered, it is essential to verify the
decision-makers ‘perception of the financial literacy construc
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In this study, we aim to investigate how individual's decisiofkens in organizations perceive the
financial literacy construct, as well as how it is segrthe different economic and financial sectors and
decision-making levels. A literature research on the complexifinancial literacy in organizations was
conducted, followed by an empirical study of decision-makingaliyeconstruct, as well as how it users’
of the financial literacy construct from an organizationahpof view.

3. Methodology and Data

3.1Data and variable Definition

Our empirical study is based on qualitative research. Weaugeestionnaire as a method of data
collection. This study was conducted among 698 individuals at the darugyanizations during the first
semester of 2016. The survey consists of 22 questions of veicli6) elicit demographic and
socioeconomic information and 16 measures the respondent understangsswhent and finance. The
survey is divided into two parts; the first part covers pajuh and socioeconomic variables of age,
gender, marital status, education level, and income. s€bend part, which is devoted to measuring
financial literacy and economics educational attainment, usexdm-type questions (true /false) and a
dummies proxy.

Table 1: summary of responses to the distributed questionnas

Sector Sample Completed Response rate (%)
guestionnaires

Primary sector 113 41 36.28%

Secondary sector 143 119 83.21%

Tertiary sector 194 174 89.69%

Government sector| 180 140 77.77%

and parastatal

Academic 68 38 55.88%

Total 698 512 73.35%

The total population of decision-makers in organizations inTthnesian context could not be known, use
was made of purposeful sampling. The sample collected tonuke empirical part was composed by a
limited member of organizations in the economic categoriesn§pyi secondary, and tertiary, and
government, parastatal and academic sectors). We provsteneary of the sample size, completed
questionnaire and response rate (by sector). Due to confidgntiansiderations, the names of the
chosen organizations that contributed to our research (per sgeterhot listed.

3.2Measurement of Financial literacy
The measures of financial literacy used in existing studiesoften crude, for example, Lusardi and
Mitchell (2006, 2007a) rely on only three questions to measuaadial literacy, and Stango and Zinman

(2008) rely on one gquestion. In our research w rely on 11 questxer-{gpe questions), which cover
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topics ranging from the workings of interest rates and intemspounding to the effect of inflation and
the difference between bonds and stocks. These questions airasure the financial knowledge of the
respondent (Financial Literacy (FL): a scale that takesittmbers of the correct responses).

Measuring financial literacy level is necessary to idgriftential needs and gaps, as well as identifying
groups at risk. Different researchers and organizations hefieed and measured financial literacy in
many different ways. Few have been known about financiatiy level of people in developing
countries in Africa (Refera, 2016). Building on the OECD (200%iniien of “financial education”,
Atkinson (2008) define financial literacy aa tombination of awareness, knowledge, skills, attitude and
behaviors necessary to make sound financial decisions and ultinethigve individual financial
well-being.

Across studies, both performance tests (knowledge-based) afitepseted methods (perceived
knowledge) have been employed to measure financial litetdagtgn, 2010). For instance, financial
literacy has been widely measured using the three simp#igpue on the compounding of interest rates,
inflation and risk diversification originally designed by Ludiaand Mitchell (2007a) for the U.S. Health
and Retirement Study. In the pilot study of the OECD, asdriternational Network for Financial
Education (INFE), financial literacy is measured considetisighree components: knowledge; behavior
and attitudes (Atkinson, 2008). In all different approaches, tlse@e tendency to measure financial
literacy through objective tests of financial conceptsenatihan by asking respondents to provide a
self-assessment of their understanding of financial issnefact, when using both methods to assess
financial literacy results show a discrepancy betweeat widividuals believe they know and what they
know, with the self-assessment often higher than the lachaerstanding (OECD (2005), Lusardi and
Mitchell (2009)). The measure used in this study also follows dpproach as the questions used to
construct the financial literacy index are aimed at evaigatbjective knowledge.

4-Empiricals results

4-1 Descriptive evidence on financial literacy
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Table 2: Overall financial literacy level

Financial Frequency| Percent  Cumulative
literacy level Percent

,09 8 1,6 1,6
,18 8 1,6 3,1
27 24 4.7 7,8

Valid | ,36 32 6,3 14,1
,45 40 7,8 21,9
,95 104 20,3 42,2
,64 128 25,0 67,2
73 144 28,1 95,3
,82 24 4,7 100,0
Total 512 100,0

The results present the overall participants’ score enfitiancial literacy test, suggesting that the
investor’s knowledge about investments is inadequate. The tablendeates that 42.2 percent of
respondents don’'t answer correctly the half of the finaritexlcy test. Seeing that the questions are
fundamental, answering less than half of them correctly ireiatow financial literacy level among the
participants.

4-2 The individual decision-makers' perception of the finaaial literacy construct

In this section, we will address the objective of verifying individual decision-makers' perception of the
financial literacy construct and the need for financiatdity in an organizational context.

The section A of our questionnaire enclosed statements tesgndpauseholds ‘perceptions of the
financial literacy concept, also, the participants lathtlicate their perceptions of the current status or
need for financial literacy for decision-making in organmasi The research findings from section A of
this questionnaire are summarized in Table 4.

28¢
ISSN 2076-9202



International Journal of Information, Business dehagement, Vol. 10, No.4, 2018

Table 3: Responses to statements on financial literacy faideenaking
in organizations

Rating scale (%)

Statement Strongly disagree unsure agree Strongly Total
disagree agree
1-Financial literacy mitigates against risks 0 0 14 | 34.66 51 100
involved in decision making.
2-Financial literacy is a process to be 0 5.33 1.33 53.33 24 100

followed rather than an achieved result.

3-It will be to the overall benefit of your 18 0 0 29.33 51.33 100
organization if decision makers at all levels
are financially literate.

4-Emplyees in your organization do not 66.66 24 0 8 1.33 100
need financial training to understand the

basics of how business success is measur

5-Seniors managers have to understand 0.66 0 8 58.66 32.66 100
the meaning of financial ratios to evaluate
their organization's performance.
6-Managers seldom admit that they do not  3.33 36.66 6 30 24 100
know how to read their organization's

financial statements.

7-In general, there is a shortage o 2 12.66 6 64 15.33 100
financially literate people in
decision-making positions.

In a statement (1), a significant number of respondents 85.6686dagr strongly agreed that financial
literacy mitigates against the decision-making risk.this regard, Bernstetn(1998); concurs that
individuals can test their degree of risk aversion by defirfiegy tertainty “equivalent.” Thus, the new
financially literate decision-makers are, the advanced teefainty equivalent will be. Therefore, we can
deduce that financially literate decision-makers are agdin prepared to make a trade-off between risk
and return.

Regarding statement (2), 77.33% of the respondents agreed orystgregd that financial literacy is a
procedure to ensure rather than an achieved result. Finaiteracy is a lifelong progression. The

'Bernstein, P.L. 1998\gainst the Gods: the Remarkable Story of Rigiw York: Wiley.
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decision-makers’ financial knowledge and skills have to adapthese changes because economic
circumstances continually change. Although 1.33% of the respandené unsure, and 5.33% of them
disagree. Widdowson and Hailwood (2007) contend that ‘financightiéean influence the allocation of
resource in the economy.’

In a statement (3), 80.66% agreed or strongly agreed that iihditeracy could be a benefit for the
decision makers of the organization. ‘Zulauf2003) confirms that “investors and governmental
organizations alike recognize that financial literacy conteidsignificantly to financial success.”

In a statement (4), 90.6 % of the participants disagreetrongty disagree that employees in an
organization do not need financial training to understand thexsfoedtals of business’ success measure.

Of the respondents, 91.32% agreed or strongly agreed wititatement (5) that senior managers have to
comprehend the sense of financial ratios to evaluate theinipagi@ns’ performance. Although it is
necessary for managers to understand the meaning of finaatits, Brook$ (2007) mentions “the
critical need for non-financial managers to know about anoigréze the limitations of ratio analysis.”
Although, 54% of the respondents strongly agreed or agreed thatstatement (6), “managers rarely
admit that they do not be familiar with their organizatidimiancial statements.”

Berman'$ (2001) improve that 60% of the employees cannot read an instaieznent. Hence 79.33%
agreed with the declaration (7) that there is a frequent gigod financially literate households in
decision-making positions.

4-3 Financial Education programs in Tunisia

This section covers financial education programs offered by ¢hsite of the Tunisian stock market. The
Tunisian Financial Education Poftak designed to give household direct access to programsyeeso
and key initiatives developed by the BVRTor the financial betterment of all citizens. it algoves as a
global clearinghouse on financial education, providing accesscton@rehensive range of information,
data, resources, research and news on financial educati@s isnd programs around the globe.

The portal provides a new approach to practice for social wonkergiding financial education services
to their clients through the use of personal-finance videcegawddressing the financial concerns of
individuals and families has long been part of social work jgeacHowever, video games designed for
educational purposes (i.e. digital game-based learning) pravidsv interactive teaching method which
emphasizes experiential learning. Some technological advartagesig video games for educational
purposes are interactivity, accessibility, individualizatitow cost per user, the ease of updating the

1Zulauf, M. 2003 Financial Literacy. CELCEE[Online] Available athttp://www.celceedu/publications/digest/dig03-09.html.
Accessed: 23 June 2006.

2Brooks, M. 2007. ‘No governance without financigédacy’, Leader July. [Online] Available at: http://www.leader.za.
Accessed: 14 August 2008.

3 Berman, K. 2001. Business Literacy: Training with Bottom-Line Result [Online] Available at:

www.business-literacy.com/articles/bottomline.htAdcessed: 15 March 2007.

* http://www.investia-academy.com
5 The Tunisan stock markehttp://www.bvmt.com.tn/
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content, and the attractiveness of the graphics. Educational gatees support and strengthen: school
achievement, cognitive abilities, motivation towards learratigntion, and concentration.

In addition to the website and online tools, several authodtigenize public events addressing a more or
less wide target audience to increase the awarendésmotial issues and provide information. Overall,
the literature indicates that digital game-based learning v$&able and promising method for social
workers to provide financial educational services to tHants.

5. Conclusion

With reference to the research problem and the restiltheoliterature study and empirical survey,
financial literacy can be regarded as one of the bagigirements needed to facilitate sound financial
decision-making. There is also general agreement that theee dire need for financially literate
individuals, who can participate fully in the various fingl levels of a stock market. This paper added to
existing knowledge by exploring what younger adults know and do not knowesiohed by a set of
simple questions that assessed their financial and econknuededge. In this paper, we show that lack
of understanding of economics and finance is widespread. bepsrs suggest that a large proportion of
the households knows little about finance and that many individualsnéamiliar with basic economics
concepts, such as risk diversification, inflation, and @gecompounding. There is also considerable
evidence that financial literacy is correlated with wealtcumulation and portfolio decisions. Future
studies may use ours as a basis for extending work to gairea inaterstanding of Tunisians’ knowledge,
attitudes, and behavior in personal investment. Future resehoehd also be done on how investor
education, especially those offered by companies and plan spoosetsrement participants improve
their knowledge and investment performance.
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Appendix:
Questionnaire
A- Financial literacy index:

1-Suppose you had 100D in a savings account and the interest ré&X&wpas year. After five years, how
much do you think you would have in the account if you left the mangyotw?

(1)More than 102D, (2) Less than 102D, (3) exactly 102D, (4) Do net, Kbd Refusal.

2-Imagine that the interest rate on your savings account wgsel%4ear and inflation was 2% per year.
After one year, how much would you be able to buy with the monthis account?

(2)More than today, (2) the same, (3) Less than today;( 4) Donowt, K5) Refusal.
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3- If interest rates rise, what will typically happerbtind prices?

(1)They will rise, (2) they will fall, (3) Do not know) Refusal.

4-Which of the following statements describes the main fomcf the stock market?

(1)The stock market helps to predict stock earnings,(2) Dio& starket results in an increase in the price
of stocks,(3)The stock market brings people who want to buksgtmgether with those who want to sell
stocks, (4)None of the above,(5)Do not know,(6)Refusal.

5-Which of the following statements is correct? If somebody buystock of firm B in the stock market:
(1)He owns a part of firm B, (2)He has lent money to firr8Be is liable for firm B’s debts, (4)None of
the above, (5)Do not know, (6)Refusal.

6- Which of the following statements is correct? If somebody lauyond of firm B:

(2)He owns a part of firm B,(2) He has lent money to firn8B€ is liable for firm B’'s debts, (4)None of
the above, (5)Do not know,(6) Refusal.

7- Considering a long period (for example 10 or 20 years), wisstt @aormally gives the highest return?
(1)Savings accounts, (2) Bonds, (3) Stocks, (4) Do not know, f(f§alRe

8- Normally, which asset displays the highest fluctuatiores tine?

(1)Savings accounts, (2) Bonds, Stocks, (3) Do not know, (4) Refusal.

9- When an investor spreads his money among different adsessthe risk of losing money:

(1)The increase, (2) Decrease, (3) Stay the same time, (4) Doowt (5) Refusal.

10-Stocks are normally riskier than bonds. True or false?

(1)True, (2) False, (3) Do not know, (4) Refusal.

11- If the interest rate falls, what should happen to bondg#ice

(1)Rise, (2) Fall, (3) Stay the same, (4)None of the abovBo(Enow, (6) Refusal.
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Abstract

In practice, decision processes are usually affected figratit sources of uncertainty. The presence of
uncertainty influences the result of a decision model. Rempdl organizations face with uncertainty for
taking small and large decisions that occur during their Tifee aim of this study is presentation a
method for clustering Bank customers based on RFM model in tefrmscertainty. According to the
proposed framework, first we determine the values of REkupeters, including Recently transaction
(R), Frequency transaction (F), and Monetary value of thesacion (M) using three parameter grey
numbers. We cluster customers using a different approach baie@emparameter grey numberEhus,
Bank customers are clustered to three main clusters as gowdal and bad customers. We evaluate
validity of the clusters using Dunn index and Davis-Bouldin index #hen we detect the properties of
customers in any of the clusters. Finally, we offer rebemdations to improve customer relationship
management system.

Keywords: Clustering, Data mining, Grey system theory, RFM Modekertainty

Introduction
The relationship marketing is sought to establish relationstithsthe target customers who buy again in
the future and encourage others to do so [10]. Customer sttisfés a major factor in the success of
many organizations and in several studies [7]. To improve custsatisfaction and loyalty, economic
enterprises must investigate about the factors affectingustemer satisfaction and his revisit and gain
their loyalty through customer satisfaction [24]. Given orgaitmathave recognized that customers are
their most important asset, they consider relationships wiskomers as beneficial interactions, which
require proper management [20, 35, 43, 49].
Data mining tools are popular means of analysis customewttata the analytical customer relationship
management (CRM) framework. Many organizations have colleanteldstored a wealth of data about
their current customers, potential customers, suppliers andelsgspartners. However, the inability to
discover valuable information hidden in the data prevents ttaniaations from transforming these data
into valuable and useful knowledge [3]. Data mining tools coulpl these organizations to discover the
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hidden knowledge in the enormous amount of data.

Some of researcher provide a definition regarding data miasngeing the process of extracting or
detecting hidden patterns or information from large dataljas@s 3, 6, 8, 22, 23, 27, 34, 36, 41, 42, 51].
One of applications of data mining, is clustering. Clusteringy de#e considered the most
important unsupervised learning problem; so, as every other prolbléms dind, it deals with finding

a structure in a collection of unlabeled data. A clustéherefore a collection of objects which are similar
between them and are dissimilar to the objects belonginth&r clusters. So, the goal of clustering is to
determine the intrinsic grouping in a set of unlabeled data [22].

In recent years there has been a massive competition anamkg,Bn order to attract new customers,
retain customers and make them loyal. Therefore it isnéis$ that banks, like other institutions, know
their customers well, design their related processes angndasyood communication system through
identifying elements of customer relationship. Since theoa¢grtainty in any field, the main question is
how we can identify key customers of the Bank in the sanatof uncertainty? Three parameter grey
number is a concept that can be very helpful for answer thisiquebi this study we cluster Bank
customers using three parameter grey numbers and try to cresitener satisfaction and loyalty by
effective relationship, attract and retain them. The prapéssmework is based on RFM model that is
used to extract behavior patterns of transactions and considerféiators for each customer. The RFM
model first introduced by Hughes [16].

1. Literature Review

There are many applications of data mining, one of them is msekgenentation [20]ln many studies
RFM model is used to segmenting for example Hsieh (2004 )egmsented Bank customers using neural
network and RFM model. Liu & Shih (2005) have used Analytic Hibsaerocess (AHP) and paired
comparisons matrix to evaluate customer loyalty and tHetinfie value. They have used data mining
tools to customer clustering. Sohrabi and khanlari (2007) in thely $tave calculated customer lifetime
value in a Bank based on RFM model and have divided customers intusters using K-Means
approach. Hu & Jing (2008) have studied on RFM model capabilitegmenting customers in the
automotive after-sales service companies. In this study castdmve been clustered into 8 clusters and
after analysis the characteristics of customers, tlietime value have been determined. Wu, Chang &
Lo (2009) have discussed customers value of a company's equipmrmeriacbaring industry using RFM
model and K-Means. According to the results customers havechestared in 6 groups. Cheng & Chen
(2009) have proposed a model based on combination of numerical valuEMbfpRrameters and
K-Means approach. Based on this model, customers have bedaddinto 3, 5 and 7 clusters and then
customer relationship management have been evaluated and imig@dmby description the
characteristics of each cluster customers. Namvar, Gharaamid KhAkabi (2010) in their study have
used RFM model and have calculated life time value of cuswmniThey have used K-means too.
Hosseini, Maleki & Gholamian (2010) have mined the databfa@ automotive supply company using
developed RFM model. In this study weights of the componentsahtidel have been determined by
paired comparison, then data have been clustered using Ksh\gorithm. Khajvand & Tarokh (2011)
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to estimate the future value of a customer have used RFMInkeieans algorithm and life time value
of customers. Then have predicted future value of clusieg tisne series. Li,Dai & Tseng (2011) have
analyzed the characteristics of customers in a knit@ogofy based on developed RFM model using
K-Means approach. As the result customers have been staghieto 5 clusters.

On the other hand, some studies have been done on grey olustpproach (GCA). Wen and Huang
(2004) have used c++ to develop grey clustering toolbox. They dancluded that this method gives
sharper results and also improve the performance of analgsisLin & Hsiao (2007) have used grey
theory and GCA to achieve the parameters of types ofcesraf supply chain model. Wen (2008) have
expanded grey clustering toolbox and have used it for analyie top test scores in Chicago. Lin, Wu
& Huang (2009) have used GCA to incipient fault diagnosis lhinonersed transformers. They have
developed this method so didn’t need linguistic variables, raeshlp function, network design and
parameter assignment.

2. Grey System Theory

Grey system theory has been proposed by Deng in 1982 [5] farghgmhe and has been developed by
others [30]. Grey system theory works on unascertaine@rgstvith partially known and partially
unknown information [9]. If black represents the information teatompletely unknown and white
represents the data that is quite clear, grey is otimformation that somewhat are clear and somewhat
are unclear. A system contains grey information is catagl-system.

A three parameter grey number like acan be expressed agA)i [a a @], where a is lower bound,

a is center of gravity (the number has the highest posgiditd ais upper bound. Leta(A)T [a, a 3]

and b(A) [b b b] be two three parameter grey numbers, the four arithmetiaiopsrare defined as

follow:

a(A)+bA) [& b &
aA)- bAj [a b;a

If / is aconstant scalar then:
[ agh)= ¥ & @ >0

[/a/ d_d; <O
Although these operators have many application, but there aee tyedtrators too [13]. We can represent
a grey number asa(A)=< m(aA)),w(gA))> which m(a(A)) and w (a(A)) are respectively
mid-point and half-width ofa(A).

m(a(A))= %<§+ 3
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w (a(A)) = %(a- E)

let a(A)=<m(aA)),w(agAd))> and b(A)=<m(b(A)),w(b@A))> be two grey numbers, the four
arithmetic operators are defined as follow:

<m(a(A)),w(aA))>+< mEA)), W( A ))>=

<m(a(A))- m(kA)), [ w(d ) WA
<m(aA)),w(aA))>-< (), W B )»=

<m(a(A)+ m(bA)), w( &)+ w( IA))>
<m(a(A)),w(aA))> .< m(HA)), W 8 )p=

<m(a(A)) m(bA)),

max{|m(a(A)) [w(b@A ), w(d )| m(& )|, W& ) WA )}
<m(aA),w(aA))>, < m(H ), W B )p=

<m(a(A)), w(ah))> .(<m(b(A))1W(b(A»>
Oi< m(bl ).w(E »

1
< m(b(A)),W(_b(A ))> )
m(b(A) w(bA)
m(b(A))?- w(bh )*" m( KA))*- w (bA ))*

There are several methods for ordering interval numbers [13938But they often fail to order some
pairs of intervals, as demonstrated by some simple exantlesand Wang (2006) introduced new
methods for ranking interval numbers as follows [14]:
If m(a(A))< m(bA)) then a(A) b(A)
If w(a(A))® w(b@ ))& n{ & )F nt B ) thena(A) bA)
Note that by this definition, the mid-points of intervalsedetine their order whemm(a(A))< m(bA)).
When m(a(A))= m(b(A)) the order of A and B is determined by their degrees ofrtaingy or interval

widths [37, 50].

);

3. Methodology of Research

The aim of this study is presentation a method for Bank custochestering in terms of uncertainty.
Based on the proposed methodology, first we extract data frordatlabase of the Bank. This data
includes customers’s personal information and RFM paramdiatsid collected, pre-processed and
prepared for using in next steps. We perform clustering operatiassd on RFM model. Due to
uncertainty of this dataccording to experts’s opinions, intervals are determined f@nge of values for
type of customers. As regards data is grey in this probteistomers are clustered using GCA. We
evaluate clustering validation by Dunn and Davies-Bouldin indisatThen we analyze status of
customers in each clust&inally, according to the results we will provide guidelif@sthe identification

of valuable customers of Bank and provide better services for. the

One important feature of this study is combination of RFM modtbl @CA that creates a method based
on RFM parameters in terms of uncertainty. Because of thertaimty we can’t define a good, normal
and bad customer explicitly, so we use three parametemgrapers to cluster customers and determine
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intervals and areas for RFM parameters for different tgpeastomers.

4. Results

The RFM model is one of the most common models used to dalt¢hcustomer values. In this model
three criteria are considered such as: Recently, FregaemtMonetary value of transactions [4]. In this
study we define the Recently as the time distance bettheelast transaction made by a customer up to
newest them during a certain period. The least amountfritiex means it has high value. We define
the Frequency as the number of customer transactions duringribd. prhe most amount of this index
means it has high value and we define the Monetary asntioeint of money that a customer exchange
during the period. The most amount of this index means it hhss/halge.

In this study we use the database of Bank customers. \iéetcghta of RFM parameters and customer
characteristics to clustering and cluster analysis.

Then we process the collected data to prepare them foiDas®.pre-processing is included clearing,
delete records with a lot of missing data, converts attisbatgrmalization, discretization, remove outliers,
creating new criteria and etc.

We remove variables that have not effect on the clusteringnéssing data to improve data quality. Also
we transform some criteria to obtain proper criteria faneple we calculate customer’s age based on
his/her birthday. This criteria are listed in Table 1.

Table 1. The criteria for clustering and cluster analysis

Criteria Type of Field Range
1 Customer number Numeric 1-995
2 Gender Boolean Man / Woman
3 Age Numeric 18-79 years old
4 Education Categorical
5 Marital status Boolean Married and single
6 Car ownership Boolean Owner and non-owner
7 Recently Numeric 2-659 days
8 Frequency Numeric 2-23 iterations
9 Monetary Numeric 144000-2424000

The RFM parameters that are extracted from the databaseery accurate. Considering uncertainty of
this data, we can’t define them explicitly. So we use G&4lustering Bank customers. For this purpose,
we must define the scope and range of RFM variables fordiypastomers such as: good, normal and
bad customers. Table 2 represents these ranges.

Table 2. The range of RFM parameters for each type afrmess.

Type of Customer Recently Frequency Monetary
Good [2 221) [16,23] [1664000 2424000]
29:
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Normal [221,440)  [9,16) [904000,1664000)
Bad [440,659)  [2,9) [144000,904000)

Grey clustering approach is a method for segmeraimd clustering items, based on grey system theory.
We use this method to finding cluster of alternedishave grey value [45]. To overcome the diffiedti
with imprecise data and incomplete information he tprediction of environment, the GCA was
introduced and applied to predict the behaviorustemers. GCA was applied to other areas [29, 32, 4
First we find sample matrix. In this study there &95 clustering objects (customers) and 3 clugieri

indicators (RFM parameters). Let, be the sample value ¢th index forith object.D is a matrix whose

elementisd. , i.e.,

ij !

D :[dij]n’m; dij :[d_”, dj' (}H
Then we determine grey clustering functions. Giegtering functior\fjk (X)denote the function that the

jth clustering index belongs to thth clustering criteria. Here/ =yi/, i{ 7] is the critical value of

kth clustering criterion fojth clustering index, which is taken by the midpadftkth clustering criteria
interval.

3 - 4 — _— & 3
Note that we have three kinds of grey clusteringcfions which are expressed by fuzzy membership
functions in figure 1-3

Figure 1. Grey clustering function for Recentlyend
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Figure 2. Grey clustering function for Frequenaoger

Figure 3. Grey clustering function for Monetary éxd

Then we compute clustering weight that is denotgdAh (weight of indexj belonging to thekth

criterion).
!y

m

/

i=1

h =

jk

Otherwise, normalized/ ;, could be used. The normalization will give us digbiin numerical

computations. We can obtain the following clustgnmeight matrix. Table 3 gives these weight for RFM
indicators in our study.

Table 3. weight matrix for RFM parameters

Bad Customer Normal Customer Good Customer

R [0,0.1672,0.3343) [0.3343,0.5015,0.6687)[0.6687,0.8343,1]
F [0,0.1364,0.3636) [0.3636,0.5,0.6364) [0.6364,0.8182,1]

M [0,0.1667,0.3333) [0.3333,0.5004,0.6667)[0.6667,0.8333,1]

So we compute clustering vector. The clusterindgfent s, denotes the degree of objedielonging
to gradek, which is computed as:

Si = fjk (dij y7jk
a1

i

where f, (d;) is a function of sample valué,, and /7, is a clustering weight. Then a clustering

matrix is defined as:
s =[5yl

Each row in the clustering matrix, i.e., vectsf =(s,,5,,,..S; )is the degree of clustering object
29¢
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belonging to each class. If there kg such thats;, =max{s, |k =1,2,..1 }

Then we assign th¢h object to the clustering grade, [18, 46].

The result of this operation can get functions. &ample Recently of transactions for a good custom

is defined as:
1 X £ 56.5
frond X)= -0.0046x+ 1.2586 568x< 27
0 x3 275
1 x£111
frowd X)= -0.006Ix+ 1.6768 1M x< 275
X3 275
X £ 165.5
frcoud X)= -0.0092¢ 25114 1655 x< 27|
0 x3 275

Now we can determine the weight vector and degfeeembership of customer to each cluster such as:
good, normal and bad customers. For example we daustomer by R=171, F=10, M=515000. His/ her
degree of membership to good customer cluster effual83,0.5290,0.9498], for normal customer
cluster equal [0.1566,0.2168,0.3972] and for bastaruer cluster equal [0,0.1982,0.4891]. Then we
compare these three parameter grey numbers acgdadimhat has described. The maximum of theirs is
[0.3183,0.5290,0.9498hat is related to good customer cluster.

Similarly we can obtain degree of membership ofcaktomers to each cluster and then we evaluate
status of each cluster based on its customers.

In next step we evaluate the cluster validation ih@aoncerned with the quality of clusters gerexdaiy
algorithm. In this study we use Dunn and Davis-Boulindicators to evaluate validity of clusters
obtained by GCA. Regarding the fact that in thiglgtdata is uncertain, we calculate the amounhief t
indicators using grey number rules. Amount of tream be seen from table 4.

Table 4. Amount of Dunn and Davis-Bouldin indiaato

Number

2 3 4 5 6 7 8 9 10 | 11 | 12
of clusters
Dunn
index 0.017 | 0.016 | 0.016| 0.019| 0.022 | 0.022 | 0.023 | 0.027 | 0.029 | 0.029 | 0.029
Davis-Bul
din index 2.993| 2.993| 2.998| 3.002| 2.997 | 3.000| 3.023| 3.030| 3.031| 3.032 | 3.032

We calculate value of this indicators for 2, 3,...cli#sters. Because of lack of a significant changée
observed parameters after iterations 12, we domticue afterwards. The best value of Dunn inddrris

3 and 4 clusters. The best value of Davis-Buldiewis for 2 and 3 clusters so the best number of
clusters equal to 3.
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Using clustering each customer is in a clustertuStaf clusters based on their customers in taldee5
obtained from result of GCA and customer charasties.

Table 5. Status of cluster

Good Normal Bad
Clusters
customers customers | customers

Number of customers 31% 36% 33%
Average age 68.20 28.11 48.92

Woman 53% 53% 24%

Gender

Man 47% 47% 76%

: Single 18% 20% 30%

Matrimony -

Married 82% 80% 70%

Low literate 10% 0% 9%

Diploma 17% 18% 29%

Education Bachelor 37% 51% 27%
Master 14% 21% 18%

PHD 22% 10% 17%

Car Owner 78% 55% 86%
Ownership Non-owner 22% 45% 14%
RFM Parameters Average 1.51 1.49 1.04

5. Discussion
According to the results of clustering, Bank custosnare clustered into three clusters as good, alorm
and bad customers.
Good customers who are most valuable to Bank, tber81 percent of all customers approximately (less
than half of the customers), their average agepsaimately 68 years old, most of them are mayried
generally they are masters and PHD and most of thewe car. Normal customers form almost 36
percent of the all customers, their average ag@soximately 28 years old, most of them are mdyrie
most of them are bachelor, almost half of them h@reBad customers have the lowest value for Bank,
approximately include 33 percent of customersrtheerage age is approximately 49 years old, most o
them are married men, most of them are car owners.
With this resolution and taking into account theretteristics of each cluster customers, Bank shoul
strive to maintain good customer and their valueeréfore, we suggest the Bank by more communicate
and interact with customers, trying to adhere tlestomers.
Because bad customers have lowest value for thi, Blagrefore, we suggest a more accurate study on
the causes of these. So Bank should research kndasons of the gap in the process of buying pette
and try to overcome these. Also Bank can consluespecial volume discounts try to improve customer
RFM parameters in this cluster.
Normal customers are the customers that shoulddsegved and gradually become good customers by
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taking appropriate strategies. Therefore, Bank rrals decisions to prevent them from entering them
the bad customer cluster.

Thus, by identifying customers, we can determimategies for attracting, maintain and loyal to more
customers that have more value for Bank.

6. Conclusion

In this paper, we have introduced a novel methoduster Bank customers in terms of uncertainty. We
combine GCA and RFM, for customer clustering eviiduia There are some improvements over existing
methods in the following aspects.

This method is applied to cluster Bank customerdiemthe levels of attributes are defined in teris o
intervals in the customer criteria. It is helpfal deal with the uncertainty of customer criteriad an
observation value.

Interval weights are introduced to deal with theartainty of weight distribution.

The grey clustering approach is generalized imthve method. It combine with RFM model to
identification customers.
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MANAGING CONFLICTS OVER AND CHANGING MUSEUM

CONTEXTS FOR CONSERVATION DECISIONS CONCERNING

MUSEUM ARTEFACTS

Chia-Han Chou
Specialist in Chinese and Himalayan Art/CollectiMenager, A & J Speelman Oriental
Art, London
Email: ch.chou@hotmail.com

1. Introduction

1.1 In the past: curators and conservators as the owners andreas of museum objects, respectively

‘The conflict over the collections between one grahe conservators, who see themselves as ‘carers’
and another, the curators, who see themselvesvase’s’ (Keene 1996, 82).

There is a traditional view of conservators &sdarer of museum objects. This understanding migt o
comes from their professional codes and ethics asdtated by the American Institute for Conseovati
of Historic and Artistic Works: Guidelines for Ptae (2009) ‘In an emergency that threatens or will
cause the lost of cultural property, the consergasiould take all reasonable action to preserge th
objects.” Moreover, Clavir (2002, 33) also argukatt‘conservation is rooted in the physical care of
objects while curators are responsible for thdlgttual care of collections.’ In a discussion bae tise of
museum artefacts by their original owners (Clad8@, 80), the curator and conservator express their
concerns for anthropology objects.

Audrey Shane (1986, 84) states:
‘As a curator, | feel the use of museum objecnismportant function of the museum. All the pnéive
measures and repairs are of little use if no onallswed to learn from the object.”

Miriam Clavir (1986, 84) emphasises:

“The true nature of an object including its origirsetting and subsequence use should be respealed an
preserved. Conservators should strive to maintaalance between the cultural needs of the soaiedy

the preservation of cultural property

Curators and conservators both agree the ushesktobjects by source communities as a way of
preserving them, but there is not a clear linehaf’y much use are allowed?’ Thus it causes conflicti
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views between the two professions. Clavir (1988)rthier suggests that there should be museum policy
and funds for the appropriate staffing to supertigehandling and use of objects, which is in mease
being overlooked. In this case, conservators amng wéling to work out practical problems and prgeo
solutions. And through the discussion, curator &ydi1986) did admit the museum should have a better
loan policy and be assertive about its loan proasiurhis example shows both conservator and aqurato
are working on the best interest for objects. Witlile preservation of objects’ conceptual integrity
based on the exploiting of their material evidenttee decision on drafting a loan policy which
accommodates both the use and preservation oftsligecegotiated and agreed by both parties.

The expression of conservators as carers andbcsit@as owners of objects does not necessarily mean
this relationship affect the ability of conservatdéo make conservation decision in a negative Wgy.
can view this relationship like teachers and pareia child, normally both are working on theisb®
care for a child. In the case of neglect, familysdbor inappropriate parenting, it is the respalityilof
teachers to stand out and protect the child or vezea. This relationship work both ways, curat@as
use conservators’ advice as a valid excuse toeedusan request if the risk is too high. This tsealthy
mechanism to monitor the museum system and it a@p@ms up the opportunity for communication
between conservators and curators.

Clavir (2002) comments “Although there are vatijferent views on the role of conservators and
curators, the work of conservators in supportingeciis as historical evidence as well as authemgat
provenance of the objects is recognised widelpn’the case of opening consecrated Tibetan sacred
objects with interior contents (Reedy 1991), agduere is a conflicting view between curators and
conservators. Curators think that the provenanegysand other academic reasons justified the ogenin
of consecrated Tibetan statues. However, consesvati@ue that technical studies of manufacturing
methods and physical composition of consecratddestacan usually provide better information abtaut i
provenance than can the intrusive opening. In meages, when it comes to conservation decision
making, curators are seen more like authoritarfdrere is no doubt that the ability of conservators
make treatment decisions is affected by their igahip with curators. But if both curators and
conservators can work with source groups togethen the third party (source groups) will certainly
bring a new power balance between the two concerned

There are examples which show that the relatipnbhtween curators and conservators does not
necessarily cause conflict. It depends on the tygpebjects in the collections. Clavir (2002, 49)
comments if the collection is more fine arts badeh mechanical, working or ethnographical objects,
and if the object is so unique, there seems tonbagaeed view on preserving the original, physasal
aesthetic integrity as the priority. For instance\tnci’s Mona Lisa is so high profile internatidiysand
due to its preciousness, it is considered not lskeitbor loan. Any conservation treatment which agms
retouching or restoring the painting to its knovemlier state will cause public dispute undoubtedilyus
neither the curator nor the conservator dares kenaay problematic decision. And it has nothingléo
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with conservators’ capability.

1.2 At the present: The public as the owner while cators and conservators as carers of museum
objects

Since the practices of repatriation and returigraye, sacred objects and human remains have leecom
an international norm, the recognition of sourcencwnity and social significance of objects also
becomes an external factor that reshapes the mugeofassionals’ values and work ethics. Many
museums have been working with source communities ‘serving the society who they serve’ has
becomes a mantra and an obligation to current mugeafessionals, including curators and consersator
Moreover, the belief of nurturing a more diverseisty also encourages a more inclusive approacmwhe
making conservation decisions. In the case of Uamisoth a community cultural centre and museum at
Alert Bay, Canada, opening storage collectionsottall communities and providing access to ritual or
ceremonial objects, were all justified as consenime history and culture of a minority group. Glav
(2002) further argues “Conservation as an integiament of presenting a museum’s public image and
good stewardship over its collections also needimtba balance between conservation and accésss”
does not mean compromising any elements of an tsbjategrity, but rather how to make conservation
decisions ‘it for purpose.’

As the conservation contexts have changed, wesesgnthat the public is the owner of museum
collections (Clavir 2002, 46). On the one hand, ems collections and leaning need to be benefioial t
all. On the other hand, most of the heritage cvagin expenses are also from taxpayers. Thusarsrat
and conservators now have a ‘shared responsifolitgonservation decisions on how to make acceds an
use of museum objects possible’ (Clavir 2002, 42)is new conservation context not only makes
conservation decisions more relevant to the sdsiaegeds, but also help conservators to be maoxéofée
and realistic when making decisions. The old daysk behind the scene’ no longer satisfies thelipub
as conservators are pushing to the front line wheldic engagement, funding and business values are
prioritised. In the following, we will explore howonservators and curators can work together in the
ever-changing conservation context and how suchlaionship affects the ability of conservators to
make conservation decisions.

2. Science Museum: Conserving the True Nature of Objés or One Version of
History

‘Conservators believe that the integrity of thgeaatt should not be compromised by museum activitg...t
curators believe that objects are sources of infifam and that their use or representation for the
purpose of disseminating knowledge is fundameri@#vir 2002, 36).

At the Science Museum things are quite diffeenMann (1994, 44) comments “Demonstrating how
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things work rather than maintaining an encyclopaedchive of artefacts seems to be the missiohef t
Science Museum as well as being ethical.” Theetbe museum also adopts a different strategyhfor t
conservation treatment of objects. These workirjgatb are originally built with the intent to beevpted
daily in the public space. If their technical infzation can not be fully appreciated, can their eptgal
integrity still be preserved? Besides, in the meaild, not only curators have presser from fundamgl
public education, but also conservators need tifjushat they are doing are beneficial to the sogi
Both curators and conservators argue with the tietpmputing system, the objects’ conservationdnyst
now can be well documented for future referencizdditionally, it is possible to put restored obgct
original components back in the future. Howeverit ireally ethical to exploit artefacts for the piab
benefits (Mann 1994)? Museums and conservation Wwotk need to fit for their social purpose juselik
museum collections. If museum work can not be apated and enjoyed by people, what is the meaning
of having museums and objects? Conservators neegtognise that nothing is permanent, and the idea
of conserving objects is fundamentally againstrtature. If objects can be utilised and appreciaitig
while it is still perceived valuable by the sociaiy source communities then a culture or tradii®n
preserved. But who can decide what is valuable vanalt is not is beyond the power of curators and
conservators.

Although the Science Museum makes conservation
decisions for the benefit of public education andagement,
is it really ethical to restore the Austin Sevemwtptype as
Meehan (1999, 12) describes ‘as near as its ofigina
appearance as could be discovered’ at the costeversible
treatments (see image 2.1)? In this case, consesvaind
curators work together for the same goal thoughcare not
tell if what they did is for the best interest bktcollections.
Certainly they are making the full use of it. Nehetess, how

2.1 The restored 1922 Austin Seven Prototype
Image copyright: The Science Museum,

London museum education can benefit people’s understarafirige

collections if it is sacrificing the true nature objects. It is reasonable to say the interpratatiod
conservation of history is always an open dialofjugoower negotiation among government, people and
museum professionals. Curators and conservatonsiaeetd to be diplomatic and responsive.

3. Conservation and Access: The U'mista’s Experiemc

“The tangible evidence that objects provide is amant, but the meaning of the objects lies evererso
in the intangible aspects of the culture they syimboand the cultural knowledge and norms they
represent” (Clavir 2002, 119).

Here is an example at the U’'mista, both a comtyurultural centre and museum at the Alert Bay,
Canada. Clavir (2002) comments “The museum isamy a preserver of local ritual regalia, but atso
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keeper of local social customs. In order to solve tonservation versus access dilemma, the centre
purchases contemporary collection for use. Therobigects are kept as sources of information and
material evidence.” Besides, through the use @f tlew collection by local families, the social and
ethnographical values will transfer to new artefathus new objects also gain their cultural sigaifce.

This conservation and access policy has evolrgd frial and error experience of the centre; afrse
there were cases when loan objects were badly daindige to the nature of the ritual dance (Clavir
2002). Thus the curators and conservators havewesking together with local communities to develop
a more ethical and safer way of using ritual regitom the collections. In so doing, the conseoratf
the objects’ original use, the continuity of theiuseum use and the evaluation of risk assessmeat we
realised. Conservators and curators can work tegdtr the shared goals and support each other in
decision making only if the access policy and tiiiution’s aims are clearly understood and foladw
by each member of staff.

4. Conservation and Fundraising: The Modern Museuns Business Values vs
Conservation Risk Management

“The conflict between the relationships can also $een as a power struggle within an organisation
structure. Conflicts over how museums direct iterites and resources are becoming more prevadent
museum budgets shrunk and museum culture cha(@Qlkes/ir 1993).

As the labour government had made that learniagthee fundamental function of museums,
consequently the government funding is allocatemmling to the museums’ performance of hitting the
targeted visitors. This situation is even worse thg removal of entrance fees at major museums
throughout the UK. Facing the competitive situatioruseums all do their best to get as much funds as
they can. The fact that museums are always fightingnore funding has introduced more and more
museum professions from business backgrounds. tMghbusiness-driven mind, museums have been
transferred into commercialised organisations. iRgnmhuseums for evening functions, corporate venues
private purposes, fundraising dinners or filming afl normal practices nowadays. Both curators and
conservators have to accept the fact that museyeotstare just part of the selling points. Thuy theed
to take the risks and make things happen. Hene é&xample from the National Portrait Gallery, Londo

30¢€
ISSN 2076-9202



International Journal of Information, Business da@hagement, Vol. 10, No.4, 2018

The National Portrait Gallery has patrons’ funsirey dinners
regularly. At these occasions, the director, cusatmd members of
the senior management teams are all expectedetodatt he dinners
are usually hosted at where the Gallery’'s 15th-18dmtury
collections are displayed. Before the event, theseovators always
put covers on paintings near the catering kitchesh some screens
are used too but the latter are more for aestipetipose rather than
for the collections’ safety. Paintings, statues bodts are presented
as usual. In 2008, an incident happened whenitimedtook place,

4.1 Statue of Edward William Lane one of the left-hand fingers of the plaster statti&dward William
Image copyright: The National . .
Portrait Gallery, London Lane (by Richard James Lane, 1829. National Poi@allery 2009,

see image 4.1) was knocked off by the catererletroMany visitors noticed this damage and weng/ve
surprised that the Gallery let it happen. At thd,ehe finger was put back by conservators coumaths
later and they did make it look very natural. Bug tredibility of the Gallery's collection carepsit on
dispute by the inadequate preventive conservatieasuores. In my view, risks can be minimised though
unavoidable. The collections’ safety should notcbenpromised by financial needs. Both curators and
conservators need to work on policy that reflebts ¢urrent use of museum space instead of adagting
passive approach. Again ‘how to make it work’ is #hared responsibility that conservators and crgat
are now frequently facing. This is not to say tiatre is no tension between these two professather
there are times when they work together on consiervadecisions for the benefit of the whole.

Another good conservation practice encouragedhieylimited museum resources available is the
‘preventive conservation’. Good preventive consgovapractice allows most if not every object reesi
equal and adequate care while using conservaims’'more effectively and sensibly. This practitsoa
soothes the relationship between conservators aradors as it improves the long-term conservatibn o
objects for the future generations (priority of servators) and fulfils a museum’s public respotigybi
for stewardship, access and learning (prioritywhtors).

5. Conclusion

In the current practice, what affectsnservation decision more is the demand from th#iq@ source
communities, the government and the museums’ ressipiity to engage the public. Although curators
and conservators are recognised as professiondishair opinios are consulted, their power over
objects is limited sometimes. There are situatishen both curators and conservators have no choice
to accept objects like nothing more than decoratancorporate functions. The fundamental conlilst
in the relationship between the curators and ceasers is how to satisfy the use of objects whit®a
conserving them for future generations. Otherseatpat we are the future generation for consersator
the past, so we should have access to use olipadisles, the social fashion has been changingtioner
hence what was cherished in the past could be asedandling objects today. This is to say, it is
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unreasonable if we limit access in the name of J@ng preservation. How do you know future
generations will appreciate our taste? It seemsrsensible to consider the relationship betweervibe
within the contemporary social and museum conte@tmservation ethics and objects’ values can be
interpreted differently to fit the current museurashs. Artefacts can be used differently so astttof
their present purpose and for what they are vahosd

The relationship between curators and consewwatan no longer be described simply as a matter of
power struggle over decisions concerning objectghid/the current museum context the relationship
between conservators and curators is moving towdrdiéding a shared responsibility and mutual
understanding.” This positive relationship encoesagroblem solving; makes conservation decisions
relevant to the society’s needs; and it works anlibnefit of the whole. Finally, in my view, theage
situations when conservators’ decision making fecééd by their relationship with curators at the
professional level. Nevertheless, conservationsilmts are affected more by the changing museum
context which involves all professionals in thddit accept and adapt to it.
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