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Abstract

Aim of current research is to differentiate “Diversity Management” and “Inclusion” by considering a
theory based discourse and finding the meanings of both from different theoretical perspectives.
Historical discourse analysis technique has been used to understand the concepts of Diversity, Diversity
Management, Inclusion and Inclusive Organization to develop comparative analysis between the said
concepts. Findings of the study explicitly predict that Diversity is related to distinctive characteristics of
all the individuals while inclusion is about respecting the differences. Diversity Management and
Inclusion are different but interrelated disciplines. Concept of inclusion can be defined based on pertinent
situation mainly due to factors like Culture, Organizational Climate and Leadership. Diversity
Management along with Inclusion can be implemented in an organization wide context involving
individuals at all levels of organization for successful implementation. Current study has adopted
theoretical discourse analysis to explore the meaning of diversity and inclusion. These concepts can be
explored through more conceptual and empirical work on the construct of inclusion while practical work
on practices of inclusive organizations also needs to be done considering pertinent motives for the
implementation of Inclusion in both theory and practice. Although up till now a little research is
available on Inclusion and most of the studies are based in developed countries, whose results may not be
implementable in developing countries because of differences of ground realities. Valuable results can be
attained by conducting empirical studies in developing countries.

Keywords: Inclusion; Inclusive Organization; Diversity Management; Diversity; Theoretical Discourse
Analysis

Introduction
Research in the field of Management Science literature has been expanding in diverse fields i.e.

1
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Human Resource Management, Operations Management, Knowledge Management, Supply Chain
Management, and Diversity Management(\Van Baalen & Karsten, 2012). Diversity management as a field
of research in academia has its roots in history. Concept of diversity has emerged with the passage of time
and current research has expanded the horizon of diversity management and broadened their conception
of diversity management. Inclusion is one of the disciplines that have emerged in the field of management
sciences especially, in the research of diversity management. Although there is a long debate in research
weather inclusion is part of diversity management or it’s a separate field of management science and
organizational research(Shore et al., 2011).

Several researchers have argued that diversity and inclusion is the same concept but there are
some researchers who have opponent views. Proponents are of the view that basic purpose of managing
the diversity is to create harmonious organizational system in which people from different ethnic groups
can work together to achieve organizational goals. On the other hand, opponents are of the view that
diversity is only about managing people from different backgrounds but inclusion is a step ahead from
managing. Inclusion talks about engagement, involvement, and active participation of employees,
encouraging and welcoming the diversity at workplace, giving value to each individual and engaging
everyone in organizational matters. Concept of inclusion is different from diversity, inclusive
organizations operates on principles of continuous search and effective utilization of the richness of
diversity among stakeholders (Roberson, 2006).

Current research is of the view that inclusion and diversity management are two distinct concepts
and inclusion is a separate field of research or it’s a sub branch of Organization Behavior research. This
research is an attempt to highlight the convergent and divergent views of diversity management and
inclusion. Basic aim of current research is to highlight the major differences between diversity
management and inclusion. In order to clearly establish the point this research will also present the views
where the concept of diversity and inclusion converge with each other. In next section research will first
discuss both concepts in detail and then will try to highlight the difference between both concepts.

Organizational culture plays an important role in designing organizational strategies and overall
environment of the organization. Before moving towards the description of diversity and inclusion, we
need to have a clear understanding of organizational culture. This research will opt the operational
definition of culture given by Schein (2010)“A pattern of shared basic assumptions that was learned by a
group as it solved its problems of external adaptation and internal integration that has worked well
enough to be considered valid and, therefore, to be taught to new members as the correct way to perceive,
think, and feel in relation to those problems”. Organizational culture is about values, beliefs, rituals and
more specifically the ways in which organization perform its tasks. This study will also discuss how
culture is being developed in inclusive organizations.

Objective of this Research

Main objective of this research is to highlight the differences between the concepts of diversity
management and inclusion. Although the difference is highlighted by some of the researchers but still
there are some ambiguities that needs to be taken into serious considerations, while understanding
inclusion as a separate field of research and practice.
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Literature Review
Diversity

De Cenzo, Coulter, and Robbins (2011) Define diversity as “The ways in which people in an
organization are different from and similar to one another”. According to this definition, people in an
organization belong to different backgrounds, races, color, ethnicity, marital status, gender and religion.
Every individual has an inimitable set of characteristics, which makes him different from others in a
unique way. These differences need to be accepted, acknowledged and valued. Page (2010) Also gave a
different concept of diversity termed as “Surface level diversity” and “Deep level Diversity”. Surface level
Diversity comprises of identifiable characteristics e.g. color, race, age, gender, sexual orientation,
nationality, ethnicity, marital status and religion. These are the features in which people can be identified
and stereotypically characterized using combinations of these factors like “who is like whom” and “who
is different “and people are divided in different groups. In the groups divided by surface level diversity
there are some shared values, belief systems, ethics and different types of individual and group behaviors,
termed as “Deep level Diversity”

People with diverse origins, color, race, languages, beliefs, traditions and cultures are prevalent as
workforce as well as various stakeholders in a business environment and they are all working together for
achievement of common goals under the umbrella of an organization. There is a culture of respect for
everybody in terms of diversity of the stakeholders. Such organizations have transparent policies, rules
are made and implemented equally on everyone regardless of their position, employees have clear
understanding of their roles and they are evaluated for their performance(Shore et al., 2009). Career
development and learning opportunities are provided; it works in best interest of the community and
stakeholders. They have a vision, a mission, core values, goals followed by plan of actions and all the
activities are interlinked to achieve organizational goals(Luijters, Van der Zee, & Otten, 2008).

Using the diversity lens is crucial in reviewing and designing policies and practices of an
organization otherwise, for diverse organization people who do not belong to the same culture, will be
uninteresting and not useful. In this way diversity in selecting members of board is also crucial, as board
members are responsible for making numerous decisions in the system. Workforce diversity is equally
important because it brings innovation and increase productivity. Organization must include objective of
hiring a diverse workforce and include relevant practices in recruitment and selection process. Weiss and
Buchanan (2011)suggested different areas to be included under the diversity lens as; Board policies which
accounts for making all managerial decisions and practices, staff diversity which includes recruitment
practices, office cultural practices including employee orientation, communicating vision, mission and
organization values to its employees, flexi working, pay equity, minimizing gender differences, career and
professional development opportunities, working environment and harassment policies.

Networking and making new contacts are important, employees are encouraged to develop contact
with diverse work groups and suppliers etc. in order to promote diversity. Communication both formal
and informal can be used to promote inclusiveness of an organization including all the components of
promotional mix through different communication channels and different languages and diverse cultural
values can be mixed up to spread positive word of mouth about an organization. Diversity should be
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managed in a positive way so that organizations can achieve their strategic goals(Goodstein, Gautam, &
Boeker, 1994).Importance of diversity can be emphasized by Dr. Martin Luther King Jr.’s in his historic
speech, he said:
“I have a dream that my four little children will one day live in a nation where they will not be
judged by the color of their skin, but by the content of their character”.

The speech was delivered while addressing a crowd over 200,000 people, gathered in Washington,
protesting against racial segregation and protection of equal rights for people belonging to different races
on August 28, 1963. The sentence has been quoted a number of times and has emphasized the
importance of equality and respecting individual differences.

Diversity as a field of research and from practical aspect has been conceptualize differently by
scholars at different point in time and now it has evolved to an understanding that people come from
different backgrounds and organizations are supposed to manage them in such a way that these
differences can create valuable contributions towards the strategic goals of the organization. Below
diagram explains the main components or main point of concerns with which diversity deals.

Stategic
Organisation
Approach

\ Change . Workforce
anagemen Empowerment

Approach

Individuals Respecing
with Diverse Individual

Backgroung Differences

Figure 1 Diversity

Diversity Management

Diversity management is about how organizations manage diversity. It has been observed in literature that
organizations adopt different perspectives to manage diversity, by linking different issues of diversity to
achieve strategic objectives of an organization and its performance. Many organizations still consider
diversity as a problem, they either manage diversity to coup with the legal issues or they resist it
(Podsiadlowski, Groschke, Kogler, Springer, & Van Der Zee, 2013; Rangarajan & Black, 2007).
Organizations are using different approaches to manage diversity, “Color blind or Fairness Approach” and
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“Access” approaches are most common among them. Fairness approach is about dealing all the people
equally specially focusing the needs of minorities. Access approach is about making a diverse workforce
to approach and to capture diverse markets. Integration and learning perspectives is about how skills and
experiences can be used as important resources to attain organizational goals.

Podsiadlowski et al. (2013) gave five perspectives frame work related to diversity management in
Australia, which was tested quantitatively and it was found that organizations use different approaches for
diversity management based on their cost and benefits and organizations adopt them according to
strategic objectives and organizational performance. Diversity is the psychological acceptance of an
individual as a member of an organization while inclusion is about how individuals feel to be treated
equitably within an organization (Davidson & Ferdman, 2002a).

Diversity related to work is defined as how people from different age, gender, origin, race and
ethnic group can be employed and inclusion in this context stand for how these individuals can be socially
responsible and how they can contribute in achieving goals of the organizations. Considering a particular
kind of task how diversity is important and how it can be managed, how basically diversity can be
handled with reference to particular kind of work (Zanoni, Janssens, Benschop, & Nkomo, 2010). (Dhal,
etal 2014)proposed the concept of “making up” and “making off” for the employees in the literature
related to workplace inclusion. They also critically analyzed the diversity management and inclusion
empirically as well as by discussing critical theories related to diversity management and inclusion and
unintended consequences and task related implications of these theories.

Critical studies emphasize on sense of innovativeness due to diversity, relation between diversity
and performance needs to be studied and the role of power in relation to diversity needs to be explored.
In terms of power inequalities diversity literature describes diversity as “universal and objective fact that
can be described, measured and used”(Zanoni & Janssens, 2004). “Theory of Continuous Invention” of
categorizing people in which “making up” of people is about categorizing different type of people
according to their diverse social characteristics.

Organizational policies which account people by their attributes i.e. nationality or gender
following Hacking’s theory, contribute towards “making up” of people. People are vital and active within
their perspective categories. Hacking used the term “moving targets” for people who keep moving from
their assigned categories, showing that people are resistant and not restricted to the categories assigned to
them. Besides abstract categories, people have identities related to everyday work and related training, in
this way” making up” can be complemented by “making off” according to specific context related to
employees of a diverse and inclusive organization. In such a way it can be concluded that work and
inclusion practices overlap in “making up “and “making off” people(Winters, 2014).

Some of the classical and modern definitions of diversity and diversity management are given
below to make it more elaborative and understandable for the readers. So that in next section reader can
easily understand the difference between diversity and the concept of inclusion or inclusive organization.

Table 1 Definition/ Conception of Diversity and Diversity Management

Author/ Year Conceptualization/Definitions
(Kreitz, 2008) Individuals can be distinguished from others on the basis of their
5
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personal characteristics such as race, age, religion, ethnics groups, and
gender. organizations can also distinguish the individuals on the basis of
their socio-economic conditions, social circle settings, their level of
education, and possibly on the basis of prior experience

(Janssens & Zanoni,
2005)

“Diversity is understood in relation to the way particular
socio-demographic differences affect the organization of service
delivery, and are therefore likely to contribute to or hamper the
attainment of organizational goals”

(Wah, 1999)

Diversity management is managing human resources, responsible for
representing an employee base of differences prevailing in the society.

(Litvin, 1997)

Diversity management is about dividing the individuals on the
basis of their diverse characteristics rather than using different
categories of people based on gender, race, ethnicity etc.

(McLeod, Lobel, &
Cox Jr, 1996)

Diversity Management is the ability of an organization to increase
productivity and enhance the morale of its employees.

(Kandola & Fullerton,
1998)

“The basic concept of managing diversity accepts that the workforce
consists of a diverse population of people. Diversity consists of visible
and non- visible differences which will include factors such as sex, age,
background, race, disability, personality and work style. It is founded on
the premise that harnessing these differences will create a productive
environment in which everyone feels valued, where their talents are
being fully utilized and in which organizational goals are met.”

(Arredondo, 1996)

““Diversity management refers to a strategic organizational approach to
workforce diversity development, organizational culture change, and
empowerment of the workforce. It represents a shift away from the
activities and assumptions defined by affirmative action to management
practices that are inclusive, reflecting the workforce diversity and its
potential. Ideally it is a pragmatic approach, in which participants
anticipate and plan for change, do not fear human differences or perceive
them as a threat, and view the workplace as a forum for individual’s
growth and change in skills and performance with direct cost benefits to

the organization.”

Inclusive Organization

The concept of inclusive organization is very difficult to define, as it still an ambiguous concept
because it includes public, scientific and everyday discussions. Inclusion is usually referred in studies as
inequality, and diversity in organizations while there are very few studies where it is explicitly described.
Dobusch, Kreissl, and Siri (2013) put forward the twofold concept of inclusion: at first how people
understand inclusion where inclusion is taken as a goal, it includes the access of people to the areas within

6
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organizations where they were excluded previously, while exclusion is suppressed. Secondly there must
be some criteria for measurement of inclusion and exclusion to get an empirically grounded
theory(Janssens & Zanoni, 2008). Here inclusion and exclusion are considered as closely related which
means inclusion leads to exclusion and exclusion leads to inclusion. This is termed as analytic perspective
and it is truly opposite to normative one which put forward the drawbacks of using measures about
inclusions only. Inclusive organizations are rooted in inequalities, very sensitive to power relations and
include efforts to make the change happen(Zanoni & Janssens, 2008).

Dobusch et al. (2013)emphasis on four thematic discourses of inclusive organization named as
social order, social exclusion, inclusion and exclusion as a relation and inclusive organization and
differentiated the concept of inclusive organizations and put forward that the definition of inclusive
organization varies depending on context and background and more attention should be paid to the
excluding effects of including measures and resulting changes in power relations. Ortlieb and Sieben
(2013)based their study on Giddens’ theory of structuration, and investigated that how organizations
become inclusive and what ambivalences are associated with corresponding organizational practices.
Concept of inclusion and inclusive organizations is relatively new and still emerging. Different scholars
have different views about inclusion. Some of the definitions are given below.

Table 1 Definitions / Conception of Inclusion / Inclusive Organization

Author/ Year Concept

(A. Geiger &
Jordan, 2014)

The relationship between employees and organizations is termed as
inclusion when employees are privileged being considered as actors while
organizations as recipients.

(Prasad, 2001)

Inclusion is considered in terms of workplace perspective within an
organization.

(Ferdman, 2013)

Inclusion refers to protecting individual uniqueness, grouping leaders and
members together, creating a sense of belongingness among individuals,
protecting identities and differences among members of the organizations
and using their uniqueness in protecting their rights and achieving
organization goals.

(Michal E Mor
Barak et al., 1998)

Inclusion refers to the a phenomenon in which employees within an
organization are considered as a part of organization in terms of,
participation in decision making, they access to all the necessary
information, and employees are allowed to socialize.

(Giovannini, 2004)

Individuals from different social and cultural groups have their unique
characteristics. Inclusion stands for using these unique characteristics or
differences to enhance individual and organizational performance.

(Lirio, Lee,
Williams, Haugen,
& Kossek, 2008)

The belief of employees according to which they are considered valuable
by an organization and the mission and operations of organizations based
on the talent of an individual.

(Wasserman,

The organizations where people (regardless of their identity) are treated

7
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Gallegos, & equally and considered as valuable contributors of the organization.
Ferdman, 2008) Regardless of the race, color, origin, and ethnicity they are respected and
considered valuable for core activities of an organization.

(Roberson, 2006) | Inclusion is removing hindrances and providing employees with
opportunities to participate in achieving organizational goals.

(Nembhard & Providing the necessary resources and appreciating employee contribution.
Edmondson, 2006)

Inclusion can be measured with relevance to different diversity issues within an organization.
Meaning of inclusive organizations depends on underlying theoretical concept, whether inclusion is taken
as analytical term (regarding distinction of inclusion/exclusion at work) or as normative concept under
diversity management studies, where inclusion refers to as purposive and strategic dimensions of power at
work and its strategic dimensions. Following diagram clearly depicts that inclusion / inclusive
organization has a clear focus on valuing the differences among employees and using those differences.

Focus towards
Achieving
Organisational
Goals

Managing Reducing
through Hinderences
Cultural and providing
Change Resources

Individuals
Valued and
Treated
Equally

Utilzing
Individual
Differences

Figure 2 Dimensions of Inclusion / Inclusive Organization

Culture of Inclusive Organizations

Inclusive organizations have an in-built learning culture; practices are periodically reviewed and
updated with the passage of time and learning system flows with its own pace. External and sudden
interventions are difficult to adopt. However it takes time for organizations to become inclusive and it is
difficult as compared to other elements of any changing organization. When organizations are going to
take inclusiveness initiative, they need to make strategies in order to change the culture. Changing culture

8
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is a step by step approach, it is first started at very basic level as respecting everybody’s culture,
languages, values and beliefs and greetings all the minorities on their cultural and religious
events(Yarhouse, 2015). In second step cultural change can be implemented combined with other changes
and thirdly it needs to be included in the leadership philosophy. Organization can also use coaching and
training to understand the existing culture and implement inclusive culture.

Companies are introducing cultural inclusiveness in order to introduce not only inclusive and
welcoming culture but also eliminating discrimination by managing both policy and practice. It is
necessary to change the old system to introduce new working patterns. Weiss and Buchanan
(2011)addressed transformative change. This is not a process itself, it is a tool which is flows in many
steps within an organizational settings. It included people’s ethnicity, background, experience, color, race,
language, sex, health and disabilities, sexual direction, age and socio-economic condition, depending on
the similarities and differences based on demographics, ground realities and the key issues that need to be
addressed. Integration of diverse workforce within an organization can be carried out depending on issues
prevailing in a country including: labor market integration, low cost foreigner labor or eliminating youth
unemployment.

Inclusive Climate

A diverse and inclusive environment is flexible in nature and is a representative of a diverse
workforce (Roberson, Ryan, & Ragins, 2017). A diverse workforce consists of individuals who differ in
many aspects, while these differences can be visible or invisible (House, Brodbeck, & Chhokar, 2007). A
working environment which encourages the sense of uniqueness and belongings by respecting the
individual differences among employees is called inclusive climate (Shore et al., 2011). It has been
observed that individuals belonging to minority groups usually face discrimination (Goldman, Gutek,
Stein, & Lewis, 2006) and to deal with the problem organizations have started making strategies and
developed organizational practices to create inclusive environment . Organizational policies, procedures
and practices which work together in a broader organizational system are called as high performance
work systems (Shore et al., 2009).

In inclusive organizations systems are tailored in order to create an inclusive environment.
Organizations are trying to implement High Performance Work Systems (HPWS) to design inclusive
climate in which everyone will be rewarded according to their performance and ability instead of the
ethnic groups they belong. HPWS can influence diversity climate but limited work has been done on how
these systems can affect inclusive climate by developing a sense of belongingness in employees(Boehm,
Kunze, & Bruch, 2014; Boekhorst, 2015). HR function of an organization is linked with facilitating
inclusive environment and HPWS and inclusive climate are accepted as a consequence through a moral
view point(Harrison, Boekhorst, & Yu, 2018). HR systems are linked to firm’s performance and moral
legitimacy can lead to have synergies across different organizational levels.

Considerable time and efforts have been devoted to define and elaborate the concept of inclusive
climate. Inclusive climate mainly focus on fairness and inclusion. There are two mainly accepted
perspectives associated with inclusive climate literature(Dwertmann, Nishii, & Van Knippenberg, 2016).
First, Fairness and discrimination perspective is of the view that there will be equal and fair treatment for
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all employees without any discrimination, and all employees should get equal opportunities within an
organization. Second is the synergetic perspective that creates value for the organization. In the past most
of the studies have focused on fairness and discrimination perspective while recently, there has been a
moved towards inclusion and integration (Gotsis & Grimani, 2016).

Inclusive workplace leads employees to a sense of belonging and uniqueness. Nishii
(2013)Introduced the concept of Climate for Inclusion (CFI) in the diversity literature after which the
concept has moved from fairness to synergetic perspective.Nishii (2013) defined Climate for Inclusion
(CFI) as the working environment where all individuals are valued, treated equally, given equal
opportunities, have autonomy to accomplish their tasks and their input is valued in key decision making.
Only a niche area is covered by CFI in diversity climate studies which help researchers and practitioners
to comprehend the ways for establishing environment which supports both discrimination and synergetic
perspective. Work has been done on diversity climate however the antecedents of organization climate
that leverage the value in diverse workforce, has not been thoroughly addressed. Personnel policies and
procedures can be combined together to foster diversity management. Previously there are a few studies
in which the antecedents of diversity climate have been addressed (Herdman & McMillan-Capehart, 2010)
however, these studies are limited to the fairness and discrimination perspective only however, future
research can be conducted on inclusion and integration prospective.

Role of Leadership

Top management commitment is very important in order to create the culture of inclusion and
their commitment is required to carry on change management process in line with organizational vision.
Organizations need to be very much clear about what they mean from diversity and they need to
communicate it clearly across the hierarchy. They need to carefully craft their diversity strategy and it
needs be communicated clearly to employees. There should be a structure within an organization where
all the minority groups can represent their identity so that cultural bias can be addressed systematically
and minority cultures should be addressed in organizational values and norms(Cox & Blake, 1991).
Organizational systems needs to be reengineered in order to incorporate diversity and inclusion by
crafting strategies and procedures for education and training, career development, job descriptions,
performance appraisal and compensation management practices (Allen & Montgomery, 2001).
Inculcating the change is a thorough and time taking process and it needs to be implemented at all levels
of an organization(Rosenbach, 2018).

At first place leadership needs to perform a few simple functions to develop/transform an ordinary
organization into inclusive organization. First of all they need to include people from all diverse groups in
important meetings because they can come up with new and innovative ideas, seek their opinions and
suggestions and try to resolve their concerns. Secondly they should allow everyone to share their thoughts,
acknowledge innovative ideas and give credit to encourage inclusiveness, needs to be a role model in
terms of encouraging respectful behavior. As a second step to develop an inclusive organization Top level
management needs to take following small steps: first of all needs to define the problem, setting goals
along with expected outcomes, enlist objective expected from goals, divide objectives into tasks to
achieve the goals, assign duties to perform the tasks, set time frame for each task, and allocate necessary
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resources for each task. It is necessary that organizational leadership values the contributions from people
of different cultural backgrounds and they also needs to recognize the challenges and opportunities
presented by diversity(Kugelmass & Ainscow, 2004).

In Cooperative leadership style, two way communication between leadership and employees and
cross departmental integration gives a sense of belonging to the employees and creates a positive
environment for employee interaction and learning(Pless & Maak, 2004). There is certain kind of
information that is necessary to carry out a task, all individuals in an organization must have access to all
the necessary information that will help them to carry out their tasks and will leave a positive impact on
employee performance. Employees needs to have work autonomy to accomplish their tasks and
employees needs to be encouraged for their contribution, that will help the organization in creating
organization success by using individual employee potential by innovative and creative ideas. Employees
should be respected, treated fairly and recognized for their contribution to the organization. It will
enhance their positive feelings for the organization (Feldman, Arean, Marshall, Lovett, & O'Sullivan,
2010).

There is a broad range of elements that helps in inculcating a culture of diversity and inclusion.
(Wiandari & Darma, 2017) stated that inclusion does not need to start new activities but it can be
achieved by aligning different procedures of an organization. Leader characteristics and leadership
approaches can affect employee behavior. (Shore et al., 2011)gave their theoretical framework and
defined leadership characteristics as antecedents for inclusion. Leadership commitment is a crucial factor
for diversity management and inclusion. A few studies have explored the relationship between inclusion
and leadership characteristics. (Cottrill et al., 2014) explored that there is significant role of Authentic
Leadership (AL) on employees’ perception of inclusion. Findings of the study provide evidence for
Authentic Leadership (AL) theory which states that authentic leaders encourage self-awareness, protects
moral integrity and let their follower, encourage open communication and encourage employee leadership
qualities to promote inclusion(Avolio, Gardner, Walumbwa, Luthans, & May, 2004).

Theoretical Underpinnings

According to theory of reasoned action by (Fishbein & Ajzen, 1975)employees have a positive
intension to go above and beyond in an organization and it is followed by an attitude to go above and
beyond if employees are treated equitably and get positive feelings to be treated as an insider will lead to
citizenship behavior. Employees with a higher level of self-esteem are more friendly and helping towards
their colleagues and organization performance is enhanced when employees work collectively (Cottrill et
al., 2014).

Research on empowerment theory (Seibert, Wang, & Courtright, 2011), affiliation needs and
attachment theory (Mikulincer & Shaver, 2007), explores the importance of being valued. According to
Social identity theory (Tajfel, 1982) highlights the importance of having social identity in groups.
According to Optimal distinctiveness theory (Brewer, 1991) when people are accepted by social groups
their need for belongingness is fulfilled. Inclusion and exclusion within an organization are linked with
different psychological factors like, satisfaction, depression, anxiety and self esteem which ultimately
impacts worker’s motivation level and behavior (Travis, Gomez, & Barak, 2011).
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According to similarity attraction theory (Newcomb, 1961) and self-categorization(Turner, 1985)
diverse organizations face negative consequences as they have more financial cost, personal issues,
discrimination, greater turnover, it has lower commitment, inhibits change management and decision
making process. While on the other hand there is problem solving and information processing perspective
of diversity as divertive organizations promote creativity, and innovation, helps in hiring and retaining
competent employees and enhance corporate image and profitability (Jencks & Phillips, 2011).

Moral legitimacy theory is derived from institutional research (Suchman, 1995) that explains how
organizations evolve and change in a domestic and global context. Institutional theorists argue that
embedded schemas, rules, norms, and routines in organizational systems are to establish authority over
social behavior (Deephouse & Suchman, 2008). In other words, institutionalization occurs when
organizational practices gain acceptance or legitimacy from organizational members and thus these
practices represent the predominant way in which people conduct business. Tyler (1997)Defined
legitimacy as “the belief that authorities are entitled to be obeyed”. That said, legitimacy is obtained by
organizations that conform to these institutional practices, thereby demonstrating they have the right to
exist.

The world is changing every day, businesses are getting globalized and to meet these global
challenges firms needs to be changed in order to meet changing global trends. Moral Legitimacy theory is
originated from institution research. Businesses progress when different practices get accepted by their
members. In Institutional theory,(Meyer & Rowan, 1977) states that societal myths are a key for
organizational success. If organization accepts these myths and Organizational policies and procedures
are embedded in these myths organizations have more probability to succeed as compared to the case
when organizations disregard these myths (Meyer & Rowan, 1977).

Different policies, procedures and practices within an organization, allied with diversity are
regarded as myths, these myths are useful for creating legitimacy between employees(Tomlinson &
Schwabenland, 2010). Legitimacy is obtained when policies, procedures and practices within an
organization are according to social norms and they are accepted by its citizens (e.g., appealing to
stakeholders as morally acceptable). Structural Legitimacy relates to the moral and socially acceptable
features of structure of system. Procedural legitimacy is related to implementation of organizational
practices in a moral way. Consequential legitimacy is related to anticipate moral outcomes of system and
personal legitimacy is reached through representatives of accepted moral social structures exhibiting
influence. (Panicker, Agrawal, & Khandelwal, 2018) studied perceived moral legitimacy with relevance
to HPWPs. If Inclusion is linked with HR practices it contributes towards legitimacy and HR practices are
morally associated with employee welfare. However researchers have not explored moral expectation of
employees towards HR systems(Paauwe & Boselie, 2005).

Institutional theory states that, Institutes are supposed to be stable if formal structure of
organization is also the reflection of broader societal context that is also known as institutionalized myths.
According to societal myths the organization policies, rules, regulations and procedures are based on
public dialogue. The success of institutes based is on these myths because a wide range of community
admits and follow these myths(Meyer & Rowan, 1977)
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Research Methodology

This study is a historical discourse analysis using the content analysis method(Wodak & Meyer,
2009) to trace and summarize the development of diversity, diversity management, inclusion and a
comparative analysis between diversity management and inclusion /inclusive organizations in research
and practice. The paradigm shift from diversity to inclusion is analyzed by going through from some
dominant text, literature, and studies available on differences in approaches of inclusion and diversity and
diversity management. The history of events, thoughts, investigations, ideas, conceptual studies, empirical
studies, critical investigations, related to diversity, diversity management, inclusion, inclusive
organization, are identified, referred with their interpretations as past events and facts. The literature
included in this study consists of research articles, books and some dissertations.

Key Take Away

Researchers and practitioners are talking about diversity everywhere while another mechanism
that is doppelganger and leads organizations to success is often missed out in research is known as
inclusion. Workplace diversity and inclusion are separate concepts. A diverse workplace is where people
differ from each other in terms of gender (male or female) religious orientation (Islam, Christianity,
Jewish, Buddhism, Hinduism etc) age education and ethnicity etc. Diversity is based on social
categorizations of a society (Shenoy, Carson Jr, Lin, Harrington, & Indarapu, 2013) these categories vary
from culture to culture. On the other hand Inclusion referrers to removing the obstacles, treating
everybody equally and giving equitable treatment to all individuals in an organization towards success.
Unfortunately many organizations consider diversity as vital component but underestimate neglect the
importance of inclusion, which results in to undesirable consequences. It is very important for
organizations to understand and use synergic effects of diversity and inclusion.

The studies on diversity and diversity management have focused on “providing the solutions for
conflicts, issues related to minorities and group functioning”. While inclusion is “the degree to which an
employee is accepted and treated as an insider by others in a work system” is it is plausibly related to
positive outcomes. Very few researches are available about inclusion i.e. (Michal E Mor Barak, 2000;
Roberson, 2006)these studies are also focused on the development of the concept by formulating the
definitions, identifying indicators to measure it, and drawing some insights into inclusive practices.
Inclusion and inclusive organization is relatively new and emerging concept. Most of the times
practitioners and researchers take and use this term interchangeably with diversity management but this
research clearly highlights that these terms are altogether different and cannot be used interchangeably.

Below is the table that highlights the differences between these two concepts.

Table 3 Difference between Diversity Management and Inclusion

Basis for Diversity Management Inclusion
Comparison
Meaning “The practice of addressing and | Inclusion  means including

supporting multiple lifestyles and | everything at one place, while
personal characteristics within a | inclusion in organization context
defined group. Management | leads to considering and putting
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activities include educating the | people together for a common
group and providing support for the | strategic goal (Church, Rotolo,
acceptance of and respect for | Shull, & Tuller, 2014)

various racial, cultural, societal,
geographic, economic and political
backgrounds”(Haring-Smith, 2012)

Objective To gather and manage diverse To align diverse individuals
group of people at one together to attain organization
place(Roberson, 2006) goals and to enhance

organization performance, while
their individual identities and
differences(McLeod et al., 1996)

Evolution The concept of diversity was Inclusion is a Modern Concept
developed Earlier
How Organizations are focused in a Organizations are focused to
organizations are | strategic direction (Friday & achieving organization
involved? Friday, 2003) goals(Douglas, 2008)
Interrelationship | Diversity Management is Including | Individual’s involvement and
human differences in terms of employee empowerment and
apparently different characteristics | recognition while protecting
of individuals.(Woods, 2002) their identity. Giving Respect for

individual talents, values and
beliefs systems and lifestyle of
all individuals.(Woods, 2002)
Basic The phenomenon which answers | Inclusion answers how
Phenomenon who and what questions is referred | questions. Inclusion is basically
to as Diversity Management. Who | about how organizations
is and individual in terms of | embrace diversity and how to
gender, race, religion, ethnicity? | gather individual with
Who is being recruited and | differences and how to gather the
promoted, who is the part of a task | unique and distinct character tics
team, who is included in the | of people with differences as
decision-making body? What are | contributors towards
the individuals characteristics of an | organizational success?
individual which distinguish them | (Roberson, 2006)

from other people? (Prasad, 2001)

“making the Diversity Management usually Inclusion leads to combining
mix” referred to mixing of different kind | people from different people
And “Making the | of people in terms of ( abilities, with differences based on

14

ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

mix work” origin, gender, social status, (gender, race, ability, religion,
religion) under the umbrella of an etc) and providing them with a
organization and it is called as surrounding where they can

“making the mix”(Winters, 2014) interact and work together and
strive for common goals and
organizational success. Inclusion
is referred to as "making the mix
work." (Winters, 2014)

Strategic Diversity management is simply | Inclusion is linking different

Direction managing different people within | people together while protecting
an organization(Michal E Mor | their identities and respecting
Barak, 2000) their differences and leading

towards productivity and striving
towards achieving organization
goals (Michal E Mor Barak,

2000)
Employee Considering diversity at workplace | Diversity can be applied in the
Orientation organizations are reflecting their | real sense if it is combined with

potential  customers they are | inclusion. Diversity means you
expected to serve, the world is |are invited to a party while
becoming more diverse and | inclusion means you are asked to
organizations are becoming | dance. Once Diverse workforce
globalized to meet the global | is selected they need to be made
challenges it is necessary to have a | a part of important meetings and
diverse workforce(Muto & Mine, | decision making processes and

2019) provided with equal
opportunities.(Muto & Mine,
2019)
Individual Diversity management  utilizes | Respect individual differences,
Differences individual differences employees are valued more
Management Strategic organization Perspective | Focused on achieving
Approach organizational goals

Empowerment/ | Focus on employee empowerment | Oriented on allocation  of
Resource resources to achieve goals
Allocation
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Discussion

The concepts of diversity and inclusion are multifaceted and researchers have defined the concepts
in different ways. The concept has been defined differently depending mainly on context and the type of
organization. Cox and Blake (1991) using the concept of multicultural organizations, defined the
concept of inclusion as the implicit outcome of this kind of organization. Some other authors(Booysen &
Nkomo, 2010; Davidson & Ferdman, 2002b; Nkomo & Kriek, 2011; Pless & Maak, 2004; Roberson,
2006) in their research consider diversity and inclusion as a driver for explicit understanding of inclusion.

Diversity in emerging market context can be defined as the basic representation of apparent
differences that employees can exhibit among society, while inclusion referred as using of unique
individual characteristics of employees in an organizational setting in such a way that an individual’s
performance is subsequently enhanced (Giovannini, 2004). This definition creates the possibility to move
from exclusionary criteria for diversity management that was used in past in the organizations in
relevance to race gender and disability to some extent. This concept focuses on policies and procedures in
order to manage a diverse workplace, while the term “Diverse” is far from age, gender, race, disability,
ethnicity, education, sexual orientation, education, rank and class and referrers to an individual as a
unique characteristics and inclusion relates to granting respect to each individual . These distant
characteristics can not only be used to identify strengths and weaknesses of an organization but, can also
be used as a motive to create a culture where individuals are respected and valued for their unique
characteristics.

While diversity management has mainly focused on supporting minority individuals, inclusion
shifts attention to creating an organizational context in which everybody feels as an insider. Purpose of
inclusion is to maximize the benefits of diversity and to attain power and authority within an organization
through social identity. Diversity studies have focused on diversity as demographic factors among
members (Chowdhury, 2005), identity differences and difference in perspectives (Cox & Blake, 1991),
organizational approaches (Tomlinson & Schwabenland, 2010), different work groups and their
interaction patterns (Jackson et al., 1995), climate of diversity (Michal E Mor Barak, Cherin, & Berkman,
1998) and foundation of workplace inclusion. However more conceptual work is needed to be done
regarding the construct of inclusion and practical work on practices of inclusive organizations also needs
to be done (Roberson et al., 2017).

Earlier definition of inclusion was “the degree to which an employee is accepted and treated as an
insider by others in a work system” (Pelled, Eisenhardt, & Xin, 1999). The practices of an organization
for considering people from diverse background with a focus on their unique background and focusing on
a mutual benefits with efforts to attain common goals (Michal E Mor Barak et al., 1998; Shore et al., 2009;
Shore et al., 2011). Very little research has been done on the role of people having societal privilege (in
terms of unique characteristics) with respect to inclusion. Exploration of workplace relationship
especially cross race relationships is very much important for studying inclusive behavior.

Diversity and inclusion are different but interrelated concepts. Diversity is about having people of
different ethnic group in an organization and their demographics while inclusion is about integration and
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implementation of diversity into daily work life. Diversity and inclusion both have their roots in to social
justice where, all people have equal opportunities and they have right to participate equally within an
organization (Stevens, Plaut, & Sanchez-Burks, 2008). Thomas and Ely (1996)Describe diversity as “the
varied perspectives and approaches to work the members of different identity groups bring”.

There are different implications of diversity on different organizational levels; these implications can be
positive or negative depending on different viewpoints. (Cottrill et al., 2014) conducted their study on
individual level perceived inclusion based on (Michal E Mor Barak, 2000)definition of inclusion “the
degree to which individuals feel a part of the critical organizational processes, such as access to
information, connectedness to co-workers and ability to participate in and influence the decision-making
processes”. Importance of inclusion cannot be denied because it is critical for psychological wellbeing at
work, to become a part of a larger group.

Research Significance and Contribution

Academic researchers have generally focused on employment equity while research on diversity
and inclusion is lacking in organization studies. It is very important to go through the detailed definitions
of inclusion and diversity as the ways in which a researcher defines a concept affects its overall research
approach and the components through which an inclusive and diverse organization can be managed are
also important. Inclusion and diversity have become a critical issue in research these days in relation to
organizational practices. Researchers are concerned about how organizational practices and strategies
may promote diversity and inclusion. Considering different issues related to diversity critics are more
concerned about power and context in diversity management. This research tries to establish a clear
difference between two overlapping concepts Diversity and Inclusion.

Researchers have also brought forward the importance of leadership in inclusion and diversity
studies. Leaders of diverse organizations need to formulate rules for creating opportunities to encourage
authenticity in its people and model comfort with diversity to achieve inclusiveness. Very few studies
have been conducted on leadership traits and inclusion with regards to psychological behaviors of
employees. Authentic leaders have positive psychological abilities(perspective taking, self-awareness and
open genuine communication) which align positively with multicultural organizations
Conclusion

For two decades diversity management has been losing its true meaning and is turning up as
inclusion to implement diversity concept. Literature has moved from diversity to inclusion(Roberson,
2006). Diversity has been defined by organizational behavior scientists in many ways focusing on work
group in which different factors differentiate individuals, where each and every individual has his own
identity(Kreitz, 2008) in terms of different observable and non-observable characteristics(Mikulincer &
Shaver, 2007). Diversity has different implication on individual, group and organization level. Diversity
has different positive and negative implications as well. Self-categorization(Turner, 1985) and similarity
attraction theory (Newcomb, 1961) highlight negative implications of diverse organizations by
highlighting issues like: financial cost, harassment, discrimination, lack of commitment and high turnover
(Stevens et al., 2008).

On the other hand, there are many positive aspects as well including; adaptability, creativity,
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innovation, problem solving, recruitment and retention of employees and better cooperate image. In
diversity literature, focus has been shifted from diversity to inclusion over time. Focusing on composition
of work groups, diversity has been defined in many ways based on different observable (age, gender,
ethnicity and race) and non-observable (education, status) factors. These characters distinguish
individuals.

Organization need to put all the diverse elements together to build a win-win situation. Diversity
along with inclusion must be used together to gain sustainable results for an organization. Diversity and
inclusion needs to be included as part of long term strategic plans of a firm, it should help the
organization to achieve its goals. It is needed to develop accountability for the firm in order to measure its
performance in terms of achieving the goals. In business what get measured is managed and what get
managed is achieved. Diversity and inclusion needs to be included in basic curriculum of the firm and
needs basic training for all employees on it. People are incentive oriented so it is basic management
principal if you want people to adapt something, initiate incentive for it. Firms not only need to develop a
good plan, successful implementation and evaluation is equally important. Only with organizational
commitment and a long-term perspective organizations will succeed in an effort to build a diverse and
inclusive organizational culture (Budhwar & Debrah, 2009; Miller & Katz, 2002).

Transparency is also an important component, with any culture change effort that includes sharing
a clear organizational vision for diversity and inclusion, implementing actions that will help to achieve
that vision, and having the courage and commitment to stick with that vision and the actions that will
eventually bring it to reality. Leaders need to assure that they are going step by step on every initiative
and they need the courage to involve people at all levels of an organization in cultural change, diversity
and inclusion efforts(Magoshi & Chang, 2009; Miller & Katz, 2002).

Limitation and Future Research

Previously there are a few studies in which the antecedents of diversity climate have been
addressed (Herdman & McMillan-Capehart, 2010) however, these studies are limited to the fairness and
discrimination perspective only however, future research can be conducted on inclusion and integration
prospective. However, to date, no study has empirically researched what precisely makes an organization
inclusive. Inclusion and diversity management studies are mostly being conducted in developed
countries like USA. Canada, Australia and other developed countries whose results may not be applicable
in developing or under developed countries. Especially, when it comes to Asian counties context, culture
and ground realities are quite different. Asian countries have their unique customs, numerous cultures,
different traditions, multiple languages and hence it will be interesting and valuable results and practical
implications can be gained by exploring and investigating diversity and inclusion. In future diversity and
inclusion can be empirically studied in Asian context especially, in countries like China and Pakistan for a
number of reasons. First Asian Cultures are different in their culture, beliefs and social systems from west
so the western studies cannot be applied in Asian context. Since china has started to get globalized there is
diverse workforce in almost all the fields, where diversity and inclusion research is inevitable. Second
China is developing at a very rapid pace due to industrial and technological development and a large
number of foreign experts have started working, so there is need of diversity management. Third Pakistan
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is a developing country with a diverse culture, different traditions, multiple languages and different values
and belief systems is different and different territories differ from each other.
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Abstract

Employee job performance indicates the effectiveness of employee’s specific actions that contribute to
attain organizational goals. This study examines the moderating effects of employee loyalty on the
relationship between low power distance and job performance. Based on a literature review 56 articles
were analyzed using five databases which comprise journals and conference proceedings. The result
consists of an analytical framework based on three dimensions to evaluate the level of power distance
supported by the basic type of job performance. This study demonstrates, that power distance is a crucial
factor in the acceptance of duties and responsibilities from the supervisors. Also, it reveals, that there is
minimal evidence to ascertain how individual within either, a low power or high-power organizations
operate to end up having high or low loyalty to their bosses and ultimately influence their task performance.
This analysis inspires to improve their capabilities to work and to maintain a balance relationship on

supervisor -subordinate.

Key Words: Employee loyalty, Power Distance, Job performance, Moderating effect, Employee
relationship
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Introduction

In recent past, studies on the effect of supervisor-subordinate relationships on their work outcomes has
dominated cross-cultural studies within psychology and organizational behavior(Hofstede, 2001, 2011;
Kuo, Wu, & Lin, 2018; Mackey, Frieder, Brees, & Martinko, 2017). Profound influence in the field has
been caused by the 1980, Hofstede's Culture's Consequences (revised and expanded in 2001)
publication.(Hofstade, 2001), identified five cultural dimensions: individualism versus collectivism, high
versus low power distance, masculinity versus femininity, strong versus weak uncertainty avoidance, and
long-term versus short-term orientation. Power distance in organizational studies is the extent to which
one accepts that power within organizations is unequally distributed and that this unequal distribution has
various effects on employee job behaviors (Hofstede, 2011; Kirkman, Chen, Farh, Chen, & Lowe, 2009).
Various studies have shown that organizations with high power distance culture have low level of
performance because their employees do not have the power of making decisions and are not allowed to
participate in their organizational affaires(Habib Gula, December 2017; Shalini Sarin Jaina, 2018; Stewart,
Astrove, Reeves, Crawford, & Solimeo, 2017). In organizations, power distance can either be high or low,
and according to Schwartz (1992),high power distance is ‘hierarchy’ and low power distance is
“egalitarianism”. Since power distance can differ from country to country or from organization to
organization, we use the term the term power distance orientation to indicate an individual-level construct
denoting the individuals’ beliefs about status, authority, and power in organizations. The researchers
further suggest that in high power distance organizations, employee commitment and job satisfaction are
likely to be low due to high power distance culture. Thus, Francesco and Chen (2000), found positive
relationship between power distance and employee commitment, job satisfaction and organizational
performance. Though Gomez, Kirkman, and Shapiro (1999), concluded that power distance acts as a
moderator in a relationship between participation and employee job performance. In conclusion therefore,
studies done in this area have documented that organizational variables are affected by power distance. The
current research challenges this assumption conceptually and empirically and tests a relation between

power distance and job performance. Therefore, goal of this study was to establish the influence of
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employee loyalty on the effect of superior power distance on employee job performance. It is on the
same vein that this study sought to investigate how low or high-power distance influences employee

performance in situations of sound employee loyalty to the supervisor among the employees.

The Theory of power distance

There are many theoretical perspectives that shapes the effect of power distance on employee job
behaviors. The Power Distance Theory (PDT) asserts that ‘the smaller the distance from the more
powerful person, the stronger the tendency to reduce it’ and as per the PDT theory this can be done
through cognition and manifestation of new employee behaviors(Gomez et al., 1999; Hofstede, 2001). On
the cognitive level it refers to: (1) identification with a more powerful other; (2) sympathy for a more
powerful other; (3) the idea that one is very well able to do the more powerful person’s job Mulder
(1977) ,and (4) a smaller difference in perceived abilities between self and the more powerful other. On a
behavioral level, the PDT alludes of the possibility of actual take-over of the position of a person having
more power Mulder (1977). Based on this, many studies that have attempted unfold the effect of power
distance on the superior-subordinate dyadic relationship and employee job outcomes have pointed on an
existence of a complex web of relationship among various power related constructs(Lee & Antonakis,
2014; Linz, Good, & Busch, 2015; Stoner, Gallagher, & Stoner, 2011; Wu & Chaturvedi, 2009).Studies
that have attempted to address this complex dyadic supervisor-subordinate relationship have alluded that
relationship employee power distance and employee job outcomes can be influenced by factors which
increase mutual reciprocity between the supervisor and their subordinates(Erdogan & Bauer, 2014; Kuo et

al., 2018; Maslyn & Uhl-Bien, 2001; Pearce & Gregersen, 1991).

The Bureaucratic Theory is related to the structure and administrative process of the organization and is
given by Max Weber, who is regarded as the father of bureaucracy. According to Weber (1978), the
bureaucratic organization is the most rational means to exercise a vital control over the individual workers.
A bureaucratic organization is one that has a hierarchy of authority, specialized work force, standardized

principles, rules and regulations, trained administrative personnel, etc. The Weber’s bureaucratic theory
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differs from the traditional managerial organization in the sense; it is impersonal, and the performance of an
individual is judged through rule-based activity and the promotions are decided based on one’s merits and
performance. Also, there is a hierarchy in the organization, which represents the clear lines of authority that
enable an individual to know his immediate supervisor to whom he is directly accountable. This shows that
bureaucracy has many implications in varied fields of organization theory. Weber posits that officials in a
bureaucracy have a property right to their office and attempts at exploitation by a superior means the
abandonment of bureaucratic principles. He articulates that providing a status incentive to inferior officers
helps them to maintain self-respect and fully participate in hierarchical frameworks. (Friedberg & Crozier,
1980)reexamined Weber's theory in 1964 and determined that bureaucracy is flawed because hierarchy
causes officers to engage in selfish power struggles that damage the efficiency of the organization. Thus,
Weber’s bureaucratic theory contributes significantly to the classical organizational theory which explains
that precise organization structure along with the definite lines of authority is required in an organization to

have an effective workplace.

Power distance and job performance

Khatri (2009), in his studies entitled: that lower power distance between supervisors and surbodinates
increases employee participation and subsquently increased in job perfomance. Brockner et al. (2001) and
Gomez et al. (1999), show that employees with high power distance values prefer lower level of
participation as compared to those with low power distance values and this lower level of participation
exacerbate their job performance. Earlier studies by Hofstede (2011) alluded that low power distance
cultures are more decentralized and that relatively little emphasis is placed on strict obedience of
subordinates to their superiors, whereas in a high-power distance culture there is a strong expectation for
obedience. A recent study by Lee and Antonakis (2014) alludes that organizations with low power
distance cultures are less hierarchical, centralized, and their employees have high autonomy with free
choice over job related decisions. Lee and Antonakis (2014), further found out that in cultures with low

power distances, employee needs, and work-related preferences are met which increases their job
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participation, engagement, and citizenship behavior. Conversely, employees in organizations
characterized by high power distant cultures are “context-sensitive”, and hence more obedient and royal
to authority(Kirkman et al., 2009). Evidence has shown that in such situations, employees are more
concerned with the nature of the supervisor-subordinate dyadic relationship than job engagement and
performance(Juan M Elegido, 2013; Johari & Yahya, 2016; Kirkman et al., 2009)

One of the key factors that determine the work performance of the employee is the objective intended to be
achieved. Goal setting is an important determinant that influences employee job performance in any given
entity. It is one factor that drives employees to achieve their targets (Munir, Yusoff, Azam, Khan, &
Thukiman, 2011). Wat and Shaffer (2005), defines trust as a psychological state comprising the intention to
accept vulnerability based upon positive expectations of the intentions or behavior of the supervisor. When
trust in supervisor is very low, subordinates may disregard directives from their supervisor out of fear that
the information given to them is unreliable (Rhoades & Eisenberger, 2002). Thus, it is very important for
supervisors in an organization to gain complete trust of their employees. employees are likely to see it as a
sign of appreciation and trust in their performance, which translates to a boost in self-esteem and motivation
to perform as elaborated by (Gémez & Rosen, 2001).

Jain and Jain (2018), argues that in such cultures, respect for the order is considered an important virtue,
and delegation of authority is often problematic and therefore not pursued actively. Incidentally,
employees in organizations with high power distance cultures implicitly or explicitly tend to get
acquainted with the nature and structure of superior-subordinate relationships and hence subordinates
adjust their work attitudes and expectations to the nature of the culture which leaves them somehow
satisfied with a directive style of management from their superiors(Khatri, 2009; Lee & Antonakis, 2014).
However, the extent the employees in such power cultures will tend to remain productive in their job roles

iS a subject worth exploring.

Loyalty to supervisor

loyalty in modern corporations is kept being deliberated. Though, no clear assumption seems from the

recent studies on loyalty(Carbone, 1997; Hajdin, 2005). According to Juan M. Elegido (2013) main
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elements of this definition describes “loyalty as a deliberate commitment”. Thus, he has considered
about the emotion of the loyalty .According to Berntson et al. (2010) “Loyalty, referring to an
employee’s level of attachment to the organization” .basically means that a dissatisfied employee, instead
of dynamically showing this, specifies to be loyal with management. Nevertheless the effect of power
distance on employee work behaviors may also be influenced by the level of loyalty of employees
(Silvestro & Cross, 2000). Loyal workers actively engage in their organization’s objectives, act in
accordance with their organization’s long-term well-being, and do not question or insubordinate the
organization hierarchy and authority(lbrahim & Al Falasi, 2014, Jain & Jain, 2018). By borrowing from
social impact theory, loyal employees experience minimal social distance between them and the
subordinates. This minimal social distance maybe accrue from the quality of the leader member exchange
(LMX) between the supervisor and the subordinates(Erdogan & Bauer, 2014), or the nature of the
organizational power distance culture(Jain & Jain, 2018). Studies on the effect of power distance on
employee job outcomes alludes that both low and high-power distance influence the quality of
supervisor-subordinate relationship. However, findings from employee loyalty studies indicate that loyal
employees enjoy a mutual relationship with their superiors whose premise is on mutual reciprocity and
trust among them and the superiors irrespective of the nature of the power distance culture of the
organization (Gémez & Rosen, 2016). Therefore, this study identified the need to explore how power
distance in organizations influence job behaviors of employees with diverse loyalty.

Existing measures of loyalty to supervisor were derived from the concept of organizational commitment.
The original definition of ‘organizational commitment’ presented by Mowday, Porter, and Steers (1982)
included three components: acceptance of organizational goals and values, extra effort on behalf of the
organization, and desire to remain with the employer. They (Jain & Jain, 2018), proposed a 15-item
measure (i.e. Organizational Commitment Questionnaire, or OCQ) that includes all three components.
Some studies have alluded that low power distance tend to be bureaucratic, authoritarian, and with
controlling type of leadership which attenuates employee sense of empowerment and job

participation(Khatri, 2009). Since the supervisor-subordinate dyad is complex(Maslyn & Uhl-Bien, 2001),
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its pertinent to establish how power distance influences job performance amongst loyal employees
embroiled in an organization teams. From a theoretical perspective, employee loyalty can be a relevant
moderator of validity and that the relationship between power distance and job performance is often

assumed to be negative.

Methodology

The research was conducted using five databases, namely Web of science, Google scholar, Emerald,
Springer and Science direct. They contain journals that publish research, combining, educational and
largest digital libraries for conference proceedings. The search was done with three iterations. First
iteration was to examine the abstract of the paper and searching key words were Employee Loyalty on the
Relationship between Supervisor Low Power Distance and Subordinate Job Performance. (Table 1)

Table 01 — Number of articles resulted in key words search

Key Words (KW) Web of Google Emerald Springer Science
Science Scholar direct
Supervisor Relationship 32 38 35
35 25
Employee Behavior 22 36 32 23
25
Power distance 36 26 23
31 27
Loyalty to supervisor 27 25 26 20 37
Job Performance 25 28 22 26 32

We identified 714 papers for further analysis. We also focused conference article and theoretical base
papers. This process was purely based on their research topics with admiration to using the key words.
Supervisor relationship power distance, job performance, supervisor behavior and employee loyalty were

mentioned to narrow down the article.
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Figure 01 — Methodology visualization according to PRISMA

Thus 225 articles were removed by based on the key words and 332 full-text articles were assessed for
further eligibility to identification. In the last step of the analysis 84 articles defined to conduct the

research the power distance has been analyzed according to the job performance. that focus on the what
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were the boundary condition over goals, reflection and monitoring. At the end of this step, these types

were refined and became the employee loyalty on the relationship between power distance and job

performance (see Appendix).

we looked in the studies for indications that explain the signs of base on

the topic. At the end 56 articles were considered for deep analyzing of the review and articles have been

analyzed according to Prisma frame work (Figure 01).
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The conceptual frame work demonstrated in Figure 02 has been developed to imagine the key
components answerable for the analysis of this review. Based on this frame work it focusses the following
dimensions

e There is a negative relationship between low power distance and job performance

« Employee Loyalty is positively associated with job performance.

e moderation effect of subordinate loyalty to the supervisor is positive effect on the relationship

between power distance and their job performance.

Most of the article were taken from Research Gate and significant number of articles were published on
Journal of Management and Journal of Applied Psychology. Regardless, each study was highly focused on
the collaboration among the power distance environment. Vital observations were made throughout the
analysis that, all the studies straightly emphasized on the usability aspects with job performance.
Supervisor relationship was discussed by 15 (27%) articles and 12 articles (21%) were discussed about
power distance usability. Employee behavior was discussed by 08 (14%) articles and 10 articles (18%)
were discussed about employee loyalty and 11(20%) cluster of articles were discussed on job

performance.
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Figure 03 — Percentage of articles by key words

Figure 04 of this article demonstrates the number of articles with respect to each dimension of the

conceptual framework.
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Figure 04 — Number of articles as per the research dimensions

Supervisor -subordinator relationship and power distance have done same component and were discussed
27 articles. Employee behavior was conducted with employee loyalty same component composed 18
articles. Job performance was discussed 11 articles. There are not so many practical

strategies for practitioners to enact the right balance between power distance and job performance

When analyzing the papers filtered by the bottomless review of this research, it was intended to identify
which literature discuss about the effect of usability on the subordinate loyalty to the supervisor is
positively effect on the relationship between power distance and their job performance. 27 (48%) of
articles were discussed about the power distance and most of them has exposed to influence of job
performance. At the same time 18 (32%) of articles emphasize about employee loyalty, some of them
indirectly discuss about the job performance. This process has clustered 11(20%) articles which
interchange influence on the relationship between power distance and job performance. Thus, this review

provided an approach to identify overall level of power distance support for given type of job
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The analysis of 48% articles resulted, the extent to which an employee believes that employer/supervisor
cares and appreciate their contribution to the organization (Rhoades & Eisenberger, 2002; Weng, 2013).
Employees tend to gauge their interaction with their supervisors as either negative or positive, and creating
a global power distance which will in turn affect their job performance. In any organization, supervisors are
perceived as the face of the organization hence giving employees feedback. According to Vidyarthi,
Anand, and Liden (2014) prior studies have demonstrated that power orientation impacts the interpersonal
interactions of supervisors and employees. They have alluded that supervisors in high a power distance
environment are less likely to be receptive to the emotions of employees subordinates and that employees’
subordinates’ power distance preferences can enhance or diminish the influence of supervisors (Lian,
Ferris, & Brown, 2012; Ramaswami, Huang, & Dreher, 2014; Raub & Robert, 2010).
26% articles confirmed, that high power distance is established when an employee feels that he/she has

more compliments with their supervisors than complaints (Rhoades & Eisenberger, 2002).

Other circumstances may exist in a workplace environment where both the supervisor and the subordinate
are unsure or differ in their power distance preferences. This is where both parties are uncertain about their
roles and expectations. For instance, for employees/subordinates dealing with supervisors with
incompatible power distance preferences, they are likely to feel frustrated by the uncertainty of the role of
relationships (Grant, Gino, & Hofmann, 2011; Tiedens, Unzueta, & Young, 2007). Therefore, the decrease
in quality of interpersonal interactions, challenges to self-definitions, and perceptions of role uncertainty
manifest in the relational disharmony depicted at the work place (Ren et al., 2012). These relational
difficulties can also be expressed as employee-supervisor relationship conflict, defined as “awareness of
interpersonal incompatibilities, feelings of tension and friction between the two parties which may involve

personal issues like annoyance, frustration, dislike and irritation”(Grant et al., 2011).

Increasing power distance is achieved through better treatment of employees in areas like fairness, good
rewards, favorable job conditions and the general employee welfare is embraced more by employees hence

high job performance. Therefore, this means that whether the organization has a hierarchy, team
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management, positive reinforcement or negative reinforcement method of management, employees view
equity as a sign of Power distance. The theoretical and empirical review has successfully attempted to build
an argument on how power distance influences employee task performance. One of the Key arguments
(15% percentage) build is that for employees to perform, they must be fully engaged into their tasks.
Incidentally for high cases of task engagement, employees-subordinate relationship must be cordial and
mutually beneficial. For this relationship to be mutual, superiors and subordinates must engage each other
well ending up with high quality Leader-Member-Exchange. The review has shown that if the power
distance between the superior and the employees is big, the quality of LMX will also be minimal and vice

versa.

As per the frame work, employee loyalty is the most influential moderator for the relationship between
power distance on the job performance (Guillon, Flory, Eduard Bonet, & Cezanne, 2014). However,13%
percentage explored if the level of loyalty to the supervisor is high, then the effect of power distance on
employee outcomes will be negligible(Zhen Xiong Chenl*, 2002). Since Power distance is related to social
acceptance of unequal distribution of power. Internalization, on the other hand, occurs when the
subordinate adopts the attitudes and behaviors of the supervisor because the supervisor’s attitudes and
behaviors are congruent with the subordinate’s value systems. In other words, the values of the subordinate
and his or her supervisor are similar. By this happening, the subordinates will be so much absorbed into
their tasks, which will ultimately influence their task performance. Based on the above review, we propose
to broaden the construct of loyalty to supervisor to include both the relative strength of a subordinate’s

identification with the supervisor and his or her attachment and dedication to the supervisor.

Discussion

Practical implication

“The consequences of power distance orientation in organizations’, alludes that power distance is an
important cultural dimension, for several organizational behavior issues, such as employee participation,

job descriptions, organizational communication, decision-making, management control, ethical behavior,
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and organizational structuring and adaptation(Gu, Wang, Liu, Song, & He, 2018). In an organization
power distance is considered as important factor of internal social conditions for shopping practices of
management and amongst the most appropriate values for observing employment relationship role (Aryee,
Chen, Sun, & Debrah, 2007). For this study the relationship of power distance to employee performance
was studied. Power distance is the degree of power where managers impose upon their subordinates
(Hofstede, 2001). When there is small degree of power used it is known as low power distance orientation.
Countries having high power distance in their organization, employees prefer closer attention, are more task
oriented, superior — subordinates relationship and work hard as compared to less power distance countries
(Hobman, Bordia, & Gallois, 2003). Bureaucratic theory is suitable to this study, since in a perfect public
Institution, bureaucracy is well established with each office headed by a superior with authority whose
subordinates must recognize and pledge allegiance to. To maintain this authority, the supervisor may allow
a big or small power distance between them and the subordinates and the effects of this will be so diverse.
However, power distance effects will greatly influence the perceptions that employees will have towards
their role in the achievement of tasks in groups. For example, employees in high power distance cultures
will tend to get used to the hierarchical nature of authority and subordination tendencies in such
organizations. Studies have shown that perception of supervisors has an impact on many employee
outcomes related to job performance. Employees are allowed to take on responsibilities that are important
to the company and acquire roles within the social framework of the organization, but they are expected to
always act with the best interests of the company at all times. The supervisor is responsible for insuring that
work performed by subordinates effectively adds to the productivity of the company, so if the employee
fails in his/her duties, so does the supervisor. As trust in an employee increases, supervisors tend to respond
by providing the employee with job enlargement, the intentional increase in the duties and responsibilities
of the employee. For instance, those employees who feel inequality in power distribution of their
organization, are more likely to lose their commitment to work and consequently their job satisfaction will
be decreased, and subsequent job performance affected negatively. Various studies have investigated the

relationship between power distance and various organizational variables including job performance.
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The effect of supervisors on subordinate work outcomes is dominating the various discourse in
organization studies. In this era of accountability where managers are accountable to the efficiency and
productivity of organizations, studies that unmask the variables that interplay within this dyadic
relationship will go a long way in improving supervisor subordinate relationship and job-related outcomes.
employee loyalty is the extent to which the personnel are faithful to the organization, having feelings of
bonding, inclusion, care, responsibility and devotion towards it(Yee, Yeung, & Edwin Cheng, 2010). In
this study, it can also be described as the extent to which there is a general willingness among employees
to make an investment or personal sacrifice for the good of the organization(Chen, Tsui, & Farh, 2002). In
order to increase organizational productivity, it is common for most managers to implement a system in
which employees receive more rewards for a corresponding increase in job performance; however, this
system is only effective under certain circumstances, usually dictated by the psychological state of the
employee. This tends to be where firm’s /organizational practices are preferred over typical managerial
methods because of their effectiveness in accounting for psychological factors. The aim of the supervisor is
to keep the employees’ interest in remaining to be part of the organization, and the aim of an employee is
to gain more power within the system which can only be bestowed by the supervisor (Henderson, Wayne,
Shore, Bommer, & Tetrick, 2008). The level of power distance describes “how the culture tolerates and
fosters pecking orders and how actively members try to reduce them”. Society members with high power
distance culture agree that power should be unequally shared and those in high social position get numerous
privileges which are considered as something natural. On the other hand, people in low power distance
culture, regard more value for independency, and inequality is less tolerated among them. Therefore, in
both high and low power, the organizations with high power distance culture has low level of performance
because their employees do not have the power of making decisions and are not allowed to participate in
their organizational affaires. There are several limitations related to this study. limitation comes from
several articles analyzed, which was not comprehensive. For example, in our exploration we excepted the
supervisor -subordinate relationship which was merged with power distance. Including this term in our

research might be bring about in a more all-inclusive list of analyzed work. Additionally, the employee
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behavior has not been taken into consideration. Nevertheless, these limitations do not cause to change in

main out comes of the study.
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ABSTRACT

Training and Development has a greater impact on the activities of the public sector organizations. Some
organizations fail to execute Training and Development fully in their operations without proper
engagement of specialized trainers or insufficient resources to train their staff or employees more often.
The study examines the impact of Training and Development in the public Sector, in the Wa Municipality,
particularly the Ghana Education Service (GES). The study analyzed the demographics of respondents,
important factors in solving performance problems, other management activities that affect employee’s
productivity aside Training and Development, and recommendations on how Training and Development
can be implemented in the GES. The researchers used questionnaires as the instrument to obtain data
from respondents. However, the study noticed a gap that, employees are not well abreast with the
information regarding a well-defined training policy which makes it difficult for GES to conduct Training
and Development effectively and efficiently. The study therefore recommends that management of GES
as well as employees should have a well defined training policy. Management should strengthen their
communication channels to the teachers to make sure they are abreast with the issues in training policies
and training needs assessment. Enough funding should be provided by the Government for GES to
effectively implement Training and Development programs to ensure a better quality of service in the Wa
municipality and the country at large.

1. INTRODUCTION

Training has diverse ways in which it can be defined. It is termed as “an organized development of the
skills, knowledge and behavior required by employees to do effectively on confirmed task” as defined by
Shaheen, Naqvi &Khan (2013) or “basically learning that is provided in order to improve performance on
the current job” as defined by Amin et al (2013).

Elnaga and Imran (2013), also define training as “programs that offer workers with new information,
skills, or professional development opportunities”. Training can take several forms, on-the-job training or
off-the-job training; within the organizational setting or outside the organization. Apart from the
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observation, training brings about getting innovative knowledge to help handle future and current
situations. Throughout the world, training and development has gone through some advancement. The
historical aspect of training and development shows how it has evolved.

Vestibule training evolved out of training and development throughout the industrial revolution where
serious training became a need for employees who were operating in factories. In the 1930’s, Role
playing emerged as the latest method of training and development, where workers were placed in the type
of circumstances they could meet in the worksite but in restricted environment. The next stage in the
evolution of training and development was job instruction training; it was popularized in the 1940’s
during the years of World War Il. The advent of information technology in the 1980’s revolutionized the
training and development landscape with the introduction of computer based training.

Even as the methods in embarking on training and development have immeasurably progressed, its
techniques discussed here can be used by organizations all over the public sector especially the Ghana
Education Service. The effect of training and development on organizational and employee productivity
may be both direct and not direct.

As paraphrased by Sahinidis and Bouris (2008), the purpose of training programs is seen as a determinant
for developing organizational capabilities and employee capabilities. That is, when organizations invest in
advancing the skills and knowledge of its employees, it is returned in the form of further productive and
successful workers. Ultimately they emphasize this role that organizations train their workers to allow
them solve both future and current problems. Through out the world, some organizations direct a major
part of their resources on training and development of employees and anticipates advanced productivity,
whiles other organizations have verified their readiness to invest in employee development (Patterson et
al, 1997).

Over dependence of training and development programs as a determinant to impede performance hole is a
common phenomenom in many organizations in the world. Determining the effect of training and
development on both organizational and employee performance is a bit complicated when it is concerned
with a service organisation like Ghana Education Service where productivity is calculated in requisites of
quality, quick service and client contentment, compared to a manufacturing organization. Managers of
organizations need to understand the scope of training and development programs that can have an impact
on desired expectations of their workers.

According to Gordon (1992), training is seen as “the planned and systematic modification of behavior
through learning events, activities, and programs which result in the participants achieving the levels of
knowledge, skills, competencies and abilities to carry out their work effectively”. The core idea behind
training and development is to obtain an advanced knowledge, skills and attitude towards work associated
responsibilities. Training is an important motivator since it can bring about long term and short term
profit for individuals as well as organizations. Cole (2001) summarizes that, training and development
eradicates uncertainties because trained personnel are able to make improved and efficient use of
resources thereby avoiding ravage. Training and development enables safety at the worksite which
reduces labor turn over and employee absenteeism. It helps to direct change by increasing the acceptance
and contribution of workers in the change practice and again provides the abilities and skills that are
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required to regulate new circumstance.
Despite the benefits derived from periodic and properly planned training and development programs,
some organizations in the public sector hardly give considerations to regular training and development
programs. This results in the employees still applying outdated skills and methods, and also lacking the
required competencies to perform efficiently and effectively, thereby leading to the organization’s poor
growth. The absence of effective training and development programs in some public sector organizations
has therefore provided the need for a detailed research in its field. Hence, this has necessitated the
purpose of the research: “The impact of training and development on employee productivity in the public
sector”. The study therefore seeks to judge the impact of training and development on employee
productivity in the public sector.
The major objective is to enquire whether training and development programs have an effect on employee
productivity. It further seeks;

1. To find out important factors in solving performance problems.

2. To find out extra management actions that affect employee productivity aside training and

development.

3. To make suitable recommendations on how training and development can be implemented.
The questions this study seek to address are; what effect does training and development programs have on
the performance of employees? What extra factors are important in solving performance problems? What
management actions have an impact on employees’ performance aside training and development? What
appropriate recommendations can be used to implement training and development?
This research is vital because it will increase knowledge and understanding on the topic of training and
development. It will serve as a guide for management to solve performance problems. It will be useful for
employees, other stakeholders, government agencies and managers of the public sector organizations to
make vital decisions on training and development. The study also intends to provide information for
students studying in a related field to gain access for reference purposes. It also provides future
researchers a better understanding on

2. LITERATURE REVIEW

In improving productivity levels, many organizations embark on training and development programs.
Many researchers have conducted studies in areas relating to the effect of training and development on
employee productivity. The literature review is observed under diverse captions such as; what training
and development refers to, importance of training and development, role and impact of training and
development, important factors used in solving performance problems, management actions that affect
employee performance aside training and development, how development and training can be
implemented and the methods of training and development.

2.1 Training and development Concepts

2.1.1 Training and development history
There are diverse ways of defining training. According to Shaheen, Naqvi& Khan (2013), “training is a
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systematic development of the knowledge, behavior and skills required by employees to do adequately on
confirmed task”.

Paraphrased by Elnaga and Imran (2013) employees training are programs that feed employees with
current skills, information, or advanced professional opportunities. Training occurs in several forms,
on-the-job training or off-the-job training; in or out the workplace. In spite of the view, training brings
about obtaining latest knowledge to manage future and current situations.

The earliest form of training and development is Apprenticeship which arose during the middle ages when
craftsmanship became the most prevalent form of employment. Vestibule training evolved out of training
and development throughout the industrial revolution where serious training became a need for
employees who were operating in factories. In the 1930’s, Role playing emerged as the latest method of
training and development, where workers were placed circumstances where they could meet in the
worksite but in restricted environment. The next stage in the evolution of training and development was
job instruction training; it was popularized in the 1940’s during the years of World War Il. The advent of
information technology in the 1980’s revolutionized the training and development landscape with the
introduction of computer based training.
Even as the methods in embarking on training and development have immeasurably progressed, its
methods discussed here can be used by institutions all over the public sector, especially the Ghana
Education Service. The effect of training and development on organizational as well as employee
productivity may be both direct and indirect.
As paraphrased by Sahinidis and Bouris (2008), the contribution of training programs is seen as a
determinant of strengthening organizational and employee abilities. That is when employees are
productive and successful when organizations invest in their skills and knowledge. Ultimately, they
emphasize this role as organizations training their workers to prepare them in solving future and current
problems. Training can ensure higher inspiration as well as assurance by the workers, which is revealed in
their hard work and satisfaction of being part of such an institution.
Through out the world, some organizations direct most of their funds to training and developing
employees and anticipate an advanced productivity, whiles other organizations have verified their
readiness to invest in employee development (Patterson et al 1997).

2.1.2 Definition of training development

According to Harrison (2005), “Training and development in the area of human resource management
deals with organizational actions aimed at enhancing the performance of individual workers and groups in
a work setting. It is also identified by numerous names, including human resource development, learning
and development, and employee development.”

According to Robbins and DeCenzo (1998), training is known as “the process by which individuals
change their attitudes, knowledge, skills, and behavior”. In this view, training consists of sustaining and
designing learning activities that affect performance. On the contrary, development is an enduring
learning and growth, focusing on what an employee may be required of in the future. Whilst training
highly focus on recent work responsibilities or tasks, development focuses on potential roles of a job.
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Nevertheless, at times training and development is represented by the term performance consulting, which
emphasizes on how personnel perform as a result of learning (Robinson & Robinson, 1995).

Training refers to a process of education. Individuals learn innovative information and improve upon
existing knowledge and skills, which has a significant effect on their value and performance at work.

A well-planned training can be presented as development of skills for individual workers and groups.
Generally, training relates to learning and presentation of satisfaction as a way for improving the
development of skills and good behaviors at the workplace. On the other hand, development refers to “a
process that strives to build the capacity to achieve and sustain a new desired state that benefits the
organization or community and the world around them” (Garavan, Costine & Heraty, 1995).

Development studies the present state and helps workers in a unit to find valuable ways for enhancing
productivity. In some circumstances, nothing might be “wrong” currently; workers easily look for
methods to enhance and develop accessible interactions on job performance. In other circumstances, there
might be known problems that require being attended to. The aim of the development process is to
discover thoughts as well as answers which can successfully bring the group to a state of soaring
performance. “Development means creating and sustaining change” (Marmer, 1999).
Training and development explains the recognized and continuous efforts that are enforced inside the
work place to enhance self-achievement and performance of their workers through a selection of learning
techniques and programs. These exertions have a large array of applications from teaching in highly
specialized job skills to long-term professional growth in the modern work setting. Training and
development have grown to be a recognized corporate role, a significant element of policy, and
unaccepted profession with distinctive theories and methodologies in recent years. Many organizations
have acknowledged "continual learning” and other methods of training and development as a medium of
enhancing employee improvement as well as attaining an improved human resource. The worth of
workers and their frequent productivity and skills development during training are now broadly accepted
as important issues in making sure that, the vision and productivity of businesses establish a business
culture that aids repetitive learning (Marmer, 1999).
Training is directly related to development. Training is used as a proactive way for increasing knowledge
and skills to avoid menace and relatively be a proactive instrument in responding to any performance and
skill gap amongst workers within the organization. Development on the other hand can be adapted to
generate answers to workplace problems, before they are seen as a matter of interest or after they become
specialized problem (Kim, 1997)."Training" and "development" can together be used to explain the
education and development of a worker in an organization. Nonetheless, whilst directly linked, there are
vital variations between training and development which concentrates on how they are applied. Generally,
training programs focus on activities like working on particular machinery or accepting a specific process.
Whereas developmental programs focuses on expanded skills that are relevant to a larger range of
circumstances, including goal setting, leadership skills and decision making (Jacob and Ronald L, 2003).
2.1.3 Importance of training and development
When an organization looks to improve and promote workers, training is one element that can be

considered. Training and development does not only seek to advance knowledge, it gives an additional
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benefit of networking and depiction from other people’s capabilities. Thus it is not unusual to hear
excuses regarding why someone has not gotten training (Choo and Bowley, 2007).
Primarily, there are two types of training in a work setting; external and internal training sessions.
“Internal training happens when training is prepared in-house by the organization’s human resources
department or training department by means of either a senior staff or any brilliant staff in the exact
department as a resource person” (Choo and Bowley, 2007). External training on the contrary is usually
set outside the organization and is usually planned by training consultants and centers. Training is very
necessary for every worker and aids in creating career positioning improving employees for greater
challenges.
As the applications of training and development are important as the skills and functions necessary to
organizations, common training applications can be notable, involving clerical training, computer training,
sales training, communications training, supervisory development, organizational development, career
development and management development (Mondy et al,1990).
According to Adeniyi (1995), for every worker to be more productive, constant training and development
is a need. The correct education, training and development offer large settlements for the worker in
improved loyalty, knowledge, performance, and contribution to broaden the growth of the organization.
The reasons for employee training and development cannot be weakened. It can therefore be deduced that,
there are some motives behind organization’s engagement in training and developing their workers.

2.1.4 Effects of training and development on productivity

The observation that, training is not basically linked with general low unemployment rates; can
undoubtedly be linked with a lower individual likelihood of unemployment which suggests that some
displacement may be at work. Possible displacement impacts can control the risk as well as the degree to
which advances appreciated by individuals promote their skills as well as the employment forecasts of
other individuals who do not engage in training.

Consequently, if lifelong learning policies are well embattled for precise groups, it can be operative in
enhancing the performance of these groups on the labor market, as well as create an integral part of an
overall tactic to decrease the unemployment gaps.

Training prior to job loss reduces the rate of unemployment and escalates the chance of re-employment.
The likelihood of attaining a different job is elevated when the training offers convenient competencies.
Employees with training or education within a year before losing their jobs often gain re-employment
within two years later than their colleagues without training or education. The effect is worse in the
situation of employees with substandard educational attainment.

According to Joy Emery (2000), Positive training coupled with development is the outlines for aiding
employees develop their individual and organizational knowledge, skills and abilities. The center of all
characteristics of Human Resource Development is to improve on the most advanced staff for the
organization and the workers to attain their work objectives in order to satisfy their customers.

Relating to Daft (1983), all employees yearn to remain competitive and valuable in the labor market at all
times. Prior to this, employee training and development needs to be implemented. Employees always
desire to broaden their career-enhancing skills, and this will contribute massively to employee motivation
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and maintenance. For a staff to be an important asset to the organization there should be the need for
adequate training and development and this will enhance the worker’s probability of his or her efficiency
in embarking on his or her duties (Daft 1983).

2.1.5 Effect on wages

Increment of Wage as an outcome of training is only obvious among highly educated employees. Male
workers seem to have a higher growth in income due to training as compared to female workers. An
important question pertaining to the possibility for salary increment is to ascertain if skills gained through
training are convenient across jobs and workers. Some researchers have endorsed that, it is possible for
wages to increase after a change in job as a result of training.

2.1.6 Effect on employment security

Research shows that, job security can constructively be impacted with training, thus training from an
earlier work also has a bigger influence on alleged job security, and the effect of training is mostly
important in view of both older and low-educated employees.

Workers who have received education or training have the chance of leaving their work for better
alternatives. Skilled employees have higher likelihoods of discovering a stable job. According to Laird
1985, the importance of training for employees with less than upper secondary education cannot be
exaggerated. Generally, few women undergo training as compared to the men.

2.1.7 Work experience

Work experience provides employers with knowledge into the workplace in which they are situated. Work
experience provides employees with the important chances to develop employable skills, explore likely
career options, understand employer potential, and raise their self-understanding, independence, maturity
and self-confidence. Employees will witness diverse phases of work within their selected industry and
may help with jobs assigned by their supervisor in the work experience, which will help them meet
innovative challenges in new work setting.

Work experience is unlike organized workplace learning, which provide employees with the chance to put
together practical on-the-job experience and learning in the industry.

According to the Department of Education and Training, State of Victoria (2016), work experience is
useful to employees as it gives them an enhanced understanding of changing work setting and aids them
develop a positive bond at the workplace, local community and industry. The benefits employers gain
from this is the chance to make a tremendous input to the education and development of employees,
opportunity to put in to the development of employees’ workplace skills and opportunity to help young
employees in their career decision-making.

2.2 Important factors in solving performance problems
If a worker’s intolerable performance does not change, even after constant feedback, it causes problems
for the worker, his work group and the organization. Solving performance problems requires special skills;
skills that positively influence future behavior and avoid assigning punishment or causing blame.

The goal of solving a performance problem is to get an individual’s performance back on track while
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building motivation for continued improvement. Conducting a study about performance problems can be
a challenging task. The situation can become less threatening and more productive when you follow these
five key actions.

Collect background information: The aim of the discussion is to assist the person identify the need to
change an attitude and get a commitment to enhancing performance. The meeting is an important moment.
Employees need to collect background information on the problem to support your discussion points to be
successful.
Describe the performance problem: It is very necessary to start the discussion by explicitly describing
the issue and why it is creating a problem. You help the discussion be productive by focusing on the issue
from the start.
Mutually assess the situation: The reason for this key act is to give the person a chance to express his or
her indulgent of the problem. In some situations, the person may give new information that causes a
change in your perception of the circumstances. You help foster a cooperative atmosphere and minimize
defensiveness by listening to the person’s side of the story.
Agree on an action plan: The goal in this case is to reach a conclusion on a plan that targets the next
steps and motivates the person to accept ownership. This involves helping the person discover possible
actions to improve the circumstances, as well as agreeing on a date for follow-up.
Offer support: The employee may feel anxious about his or her skills and abilities after the discussion.
This step allows the employee to know you are accessible to help. It is necessary to leave the person
feeling encouraged to change and positive in his or her abilities.

2.2.1 Kinds of training
The kind of training conducted will affect employee productivity. The success of the training depends on
how effective the methods are employed. Training may take several forms which includes; on the job, off
the job, in service trainings, mentoring and coaching.
According to Graham and Bennett (1992), on the job training is given in the normal work circumstance,
the employee using the actual equipment, materials, documents or tools that he or she will use when
finally trained.
Off the job training is organized outside the normal work setting where the employee is trained to affect
skills through simulations and classroom in imparting skills.
From the Collins English dictionary, in service training is a training given to employees during the course
of employment. It is a professional or staff development. Spence (1996), defines training as a
“professional support, activities aimed at developing on the job experience and performance.”
Also called in service education and training (INSET), is a professional training which involves the
improvement of skills and knowledge which are of direct application to everyday work.
Mentoring is an on the job development tool for career success for aspiring managerial and professional
roles. Mentors are seen as role models of voluntary traits and attitudes needed for career success.
According to Graham and Bennet (1992), coaching involves demonstration followed by the trainee
imitating the instructor’s actions.
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2.2.2 Performance
Performance can be termed as the outcome of work performed. According to DeCenzo et al (2002), it is
the efficient and effective work performed which considers personnel information and includes measure
of turnovers, absence, delay and accident. According to Campbell (1990), performance is seen as
behavior. He explained that performance is not always directly observable actions of an individual; it
involves mental productions such as decisions or answers and should be under the individual’s control.
Employee performance is measured in terms of input-output relationship.
2.2.3 Methods in solving performance problems
Every worker experiences problems from time to time. Experiencing problems with the responsibilities
with co-workers, the place of work presents ongoing difficulty on a daily basis. Employers want
workers who can work in the course of problems on their own and as effective team members.
Employees do not seem to understand directions or job requirements (unclear job description, unclear
instructions and feedback, inadequate training and job fit) which will make them unable to perform tasks.
A situation where the employees do not do or complete work as a problem of them not getting sufficient
information on the job content and design, will hinder productivity. The Ministry of Business, Innovation
and Employment, New Zealand, outlines certain methods in solving performance problems or issues
which includes the following;
Conduct informal performance discussions to know what is happening and put in place mechanisms for
consistent feedback.
Concentrate on work tasks and how they may be enhanced.
Look at probable alternatives for training and development if skill gap is identified.
Search for opportunities in other aspects of the organization.
Give employees role models or mentors so that they have people close to check in with. Mentors should
include people who follow policies and processes properly.
Recognize training and development opportunities as an element of performance improvement plan.
2.2.4 Performance evaluation
Performance evaluation is the process of assessing the past and current performance of employees to
determine whether desired outcome has been attained. Measuring performance in organizations has
become a continual basis of wonder and analysis (Scherbaum et al, 2006). Information of previous
performance may have unfair grading of worker performance and productivity. The most applied method
of evaluating the impact on employee performance depends on self-reports of dedication to the goals of
the organization, perceived effectiveness and satisfaction.
However, intellectuals such as Crampton and Wagner (1994), argue that, not all studies discriminate
self-report whiles some other scholars propose that self-report is still reliable for use.
Several pragmatic studies prove that a strong optimistic relationship is shown between organizational
performance and employee satisfaction through self-reports of employees to assess the effects of behavior.
The performance measurement’s quality is vital to decisive results with regards to the relevance of
employee training.
2.3 Management actions that affect employee training and development aside training and
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development

Motivation is one of management’s actions that have an impact on employee productivity.
Motivation: This is the systematic way of inspiring people’s actions to achieve set objectives. It is an
essential role of management to establish enthusiasm within the workers to execute their tasks effectively.
Hence, the function of a leader is to stimulate workers’ interest in their jobs. Motivation includes a
necessity, an incentive to satisfy a need to the achievement of goals.

2.3.1 Performance interventions
The switch from training to performance demands a resolution that organizations constantly check. The
usual supposition is that one way or the other these will result in competent performance. Proposing a
general view of performance and presenting a range of interventions to achieve desired results may be
significant.

Harold D. Stolovitch & Associates Limited defines interventions as “a solution specifically designed to
bridge the gap between actual and desired state.” They further argue that, the specialist can visualize the
intervention which is presently absent and its involvement can bring about improvement in performance.
Interventions include training (on the job training), learning and non-learning.

According to Stolovitch and Yapi (1997), learning is defined as “a change in cognitive structures that
results in the potential for behavioral change within the individual”. Learning interventions include
natural experience, role play, simulation, experiential learning and self-study.
However, non-learning solutions are planned activities to transform situations which help achieve
anticipated performance which includes, job aids, environmental, incentive or motivation.

2.4 Implementing training and development
According to Andrew Mayo (1998), the mid 1990’s was a time organizations began to see the importance
of their human capital. The growth, change and success of organizations relied on the activities of the
human capital. In a competitive environment, failure to unearth human potential can be very expensive.
Training and development is a shared responsibility of the organization and its workers. Training and
development demands an input by management and employees. This input (investment) can be measured
financially and within time constraints. Training and development should be in line with the corporate
objectives of the organization as well as individual workers.

2.4.1 Methods of training and development
According to Nadler (1984), all human resource actions are to either increase productivity on the
individual’s current job, train the individual worker for new skills or new positions, and future growth for
the organization as well as the individuals to achieve the organization’s mission and vision. There are
several methods of training and development. These methods are broadly grouped into on-the-job and
off-the-job trainings. Armstrong (1995), defines on-the-job training as “a teaching or coaching by more
experienced people”. Organizations make use of different training methods when they realize their goals,
the availability of resources, and the group to receive training. On-the-job training is given to an
employee whilst executing his or her usual tasks at the working environment which includes job rotations
and job transfers.
Off-the-job training includes sending employees outside their regular work setting and concentrating on
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the training which includes conferences and role playing.

2.4.2 Training and development policy
According to Armstrong and Stephens (2005), policies are formulated to guide actions ad decision
making. This should be done in certain circumstances and must deal with particular issues. The policies
are implemented in marketing, finance, operations and human resource functions. The human resource
can have working guidelines on recruitment, selection, reward and compensation which must be
expressed explicitly in the organization’s manual. This will help managers and trade union leaders to have
relevant information concerning the policies and its interpretation. Top management must communicate
policies to employees.
Due to employees’ turnover, management and trade unions also undergo changes which will require the
need for a policy to do away with any misapprehension. A policy should state the objectives of
management to establish empathy among employees for their effective corporation.

2.4.3 Training needs analysis

According to Monappa and Saiyadain (2008), there are many methods for training needs analysis which
include the concerns of the line manager, performance evaluation, organizational development plans,
concerns of the training manger and the job analysis and description. Training needs are assessed against
the organizations goals and objectives. This helps to utilize the right resources in training and
development to prevent wastage. Dessler (2008) identifies training needs and analysis as a competency
model which includes knowledge, skills and behaviors which help employees to execute their tasks
effectively.

Ivancevich (2010), adds certain measures to undertake training needs. This includes job interviews,
surveys, observation, discussions with top management and reviews.

2.5 Gaps in literature
The study strengthens the importance of training and development in the public sector and how training
and development can be implemented. The research also highlights the impact of other management
activities other than training and development.

However, previous studies have not clearly stated the modern approaches in carrying out training and
development in the public sector.

3. METHODOLOGY

3.1 Research Design
This encompassed planning the overall design or strategy of the study. This study used survey research
design to investigate the public sector organizations’ actions toward training and development and the
feasible factors that limit them from engaging this service. The study allowed investigation of possible
relationships between training and development and employee productivity, determining the roles of
management training in the public sector and how these roles affect employee productivity. The
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population comprised of public sector organizations, GES to be precise, and its staff within the Wa
municipality.
3.2 Sampling Size and Sampling Technique

A fair size of twenty-five (25) was determined as the sample size by using both the probability and
non-probability sampling method. The choice of an optimum sample size of twenty-five (25) is supported
by Tayie (2005) who demonstrates that the research designed as investigation to search for preliminary
indications generally does not require a large sample. He further says that, samples of 25-50 are
commonly used for studies conducted for heuristic value; relating to general methods for solving
problems.

The study employed systematic probability sampling technique to select six (6) institutions which
comprised of, three (3) junior high schools, (2) primary schools and one (1) public institution (GES) out
of a total of fifty-nine (59) most accessible in the Wa municipality. Systematic sampling method was used
because the selection will be easy and the result will give a representative sample of the entire population
without being bias. The categories of respondents were; twenty-four (24) staffs from the sample schools,
and one (1) respondent from the Human Resource Management of GES, Wa municipality. The
convenience and purposive sampling techniques were used to obtain responses within the sample frame
from respondents who were willing to give out information and also their availability for the study. The
data was collected from primary and secondary sources. The primary data was taken directly from staff of
sampled institutions by the use of questionnaires to find answers to our research questions. The purpose
was to enable us to collect first-hand and reliable information from the sampled respondents. Secondary
data was also generated from Human Resource Management journals and the internet. The study
employed two (2) data collection methods. These included questionnaires and semi-structured interviews
where respondents were required to make choices and give more information without restricting them to
options. Both closed and open ended questions were employed. Also where further explanations were
needed per the answers given by the respondents, semi-structured interviews was used. The study made
optimum use of questionnaires as the main tool for data collection.

4. DATA ANALYSIS
4.1 Demographic characteristics
Demographic information was gathered during the study and this includes sex, age, and educational level,
years in service and the department of work of the sampled respondents.
4.1.1 Sex
From the data collected, 19 respondents were males which are represented by 79.2 % of the respondents
whiles 5 respondents were females represented by 20.8 %. This is shown in table 4.1;
Table 4.1 Sex of respondents

Sex Frequency Percentage (%)

Male 19 79.2
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Female 5 20.8

Total 24 } 100.0
From table 4.1, it can be said that majority of the respondents are males. This however shows male
teachers are dominant in GES than female teachers.

4.1.2 Age of respondents
From the data collected, 4 respondents are within the ages of 21 to 30 years which are represented by
16.7%, whiles 14 respondents fall within the ages of 31 to 40 years which are represented by 58.3%,
followed by five respondents within the ages of 41 to 50 years represented by 20.8%, and then one (1)
respondent within the ages of 51 to 60 years represented by 4.2%. All sampled respondents (24) are
within the ages of 21 to 60 years representing 100% of the total sample. This is presented in table 4.2;
Table 4.2 Age of respondents

Age Frequency Percentage (%)
21-30 4 16.7
31-40 14 58.3
41-50 5 20.8
51-60 1 4.2
Total 24 100.0

From the study, it can be said that majority of the respondents fall within the ages of 31 to 40 years. The
records reveal that all employees of the study area in the public sector fall within economically active
population. The Ghana Statistical Service first to third cycle report 2012 identified that, the active labor
force age ranges from 15 to 60 years. This result is in conformity with the report.  This implies that the
sector is made up of a vibrant and active labor force that can play an important role in economic
development.
4.1.3 Level of education

From the data collected, 10 respondents representing 41.7% had diploma certificates, 13 respondents
representing 54.2% had first degree certificate, and 1 respondent had a master’s degree certificate. This is
presented in figure 4.1;
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Figure 4.1 Level of education

2 3

It can be inferred from figure 4.1 that, majority of the respondents within the study area are first degree
holders.

4.1.4 Number of years in service
The length of service of respondents was grouped into four (4) categories; 1 to 3 years, 4 to 6 years, 6 to
10 years and 11 to 20 years. From the data collected, one respondent falls within 1 to 3 years represented
by 4.2%, five respondents fall within 4 to 6 years represented by 20.8%, eight respondents fall within 6 to
10 years represented by 33.3% and ten respondents fall within 11 to 20 years represented by 41.7%. This
is presented in table 4.3;

Table 4.3 Work experience

Years Frequency Percentage%
1-3 1 4.2
4-6 5 20.8
6-10 8 33.3
11-20 10 41.7
Total 24 100.0

From the study, 41.7% of the total respondents have the highest number of work experience. This will
contribute to the development of the public sector and particularly the study area. These is in conformity
with the study conducted by the Department of Education and Training, State of Victoria (2012) which
shows that work experience is beneficial for teachers as it will improve their knowledge and

55
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

understanding of changing work environment and help them develop a positive relationship between the
school, local community and industry.
4.1.5 Department of respondents

Department of respondents was grouped into six categories; English, Mathematics, Science, Social
Studies, 1.C.T and B.D.T. From the data collected, 5 respondents worked in the English department
represented by 20.8%, 6 respondents worked in the Mathematics department representing by 25.0%, 5
respondents worked in the Science department represented by 20.8%, 3 respondents worked in the Social
studies department represented by 12.5%, 4 respondents worked in the I.C.T department represented by
16.7% and 1 respondent worked in the B.D.T department represented by 4.2%. This is presented in table
4.4;

Table 4.4 Department of respondents

Department Frequency Percent
English 5 20.8
Mathematics 6 25.0
Science 5 20.8
Social studies 3 12.5
I.C.T 4 16.7
BDT 1 4.2
Total 24 100.0

As per the statistics in table 4.4, mathematics departments is ranked first with 25.0%, this implies that a
higher percentage of the respondents worked in the Mathematics department.
4.2 Factors used in solving performance problems

4.2.1 Magnitude of Respondents training
The results of training of respondents covered the following; whether the respondents have been trained,
the kind of training, how often are training programs conducted and how training contributed to
improvement of respondent’s work, whether respondents’ views are considered when training and
development programs are drafted.
From the data collected, 21 respondents representing 87.5% said yes to the question “Have you
undergone any training since you started working?” whiles 3 respondents representing 12.5% indicated
that, they have not gone through any training. This is presented in table 4.5;
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Table 4.5 Trained and untrained respondents

Response Frequency | Percentage%
Yes 21 87.5
No 3 12.5
Total 24 100

It can be inferred from table 4.5 that majority of the respondents have undergone training since they
started working, this will have a positive impact on productivity, since they will be exposed to new or
modern methods of teaching and learning. However, a few of the respondents have not been trained,;
hence will resort to the old or archaic methods of teaching and learning.
4.2.1 Kind of training

Out of the 21 respondents who indicated that they have been trained, 4 responded that they have
undergone on the job training representing 17%, 16 respondents also responded that they have undergone
in- service training representing 67%, only 1 of the respondents has undergone off the job training
representing 4%, and the 3 respondents out of the total 24 had not undergo any training representing 12%
of the total percentage. This is indicated in table 4.6;

Table 4.6 kind of training

Kind of training Frequency [ Percent (%)
On the job training 4 17
In service training 16 67
Off the job training 1 4
Others 3 12
Total 24 100

As per the answers of the respondents in table 4.5 and 4.6 regarding the impact of training and
development on employee productivity in the public sector; in service training is ranked highest with 67%,
on the job training is ranked second with 17%, whiles off the job training is ranked third with 4%. The
analysis implies that training and development programs usually takes several forms including on the job
training, in service training, and off the job training.
4.2.2 Frequency of training programs

From figure 4.2, Frequency of training programs was grouped into 4 categories; monthly, quarterly,
semi-annually and annually. From the data collected, 2 respondents indicated that they are trained
quarterly representing 8%, 14 respondents indicated that, they are trained annually representing 59%. No
respondent indicated that he or she undergoes training monthly and semi-annually representing 0% and 8
of the respondents did not respond to the question “How often do you participate in training and
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development programs?” representing 33%.

Figure 4.2 Frequency of training programs

4 5 3 #

The study reveals the number of times training programs are conducted by the circuit supervisors for
teachers. It can be inferred from figure 4.2 that training programs are mostly conducted annually though it
is sometimes conducted quarterly.
4.3 Performance evaluation and measurement
The performance evaluation system covers the following; performance improvement indicators, methods
for evaluation, fairness of the performance evaluation system, and performance against set objectives.
4.3.1 Performance improvement indicators
Performance indicators was grouped into 4 categories; reflection in performance appraisal, award upon
recommendation, supervisor’s feedback and others. From the data collected, 17 respondents representing
70.8% indicated that, their performance have improved which reflected in their performance appraisal, 2
respondents representing 8.3% indicated that, they received a feedback from their supervisors as a
measure of their performance, 2 respondents representing 8.3% had other views on their performance, 3
respondents representing 12.5% did not respond. This is indicated in Table 4.7;
Table 4.7 Performance indicators

Indicators Frequency Percent
It reflected in my performance
! 17 70.8
appraisal
My supervisor gave me feedback 2 8.3
Others 2 8.3
No responds 3 12.5
Total 24 100.0
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Table 4.7 shows the performance improvement indicators. Majority of the respondents indicated that their
performance have improved which reflected in their performance appraisal. This shows that the highest
indicator to show whether the performance of the teachers have improved as a result of training programs
conducted is through performance appraisal. This is in line with the study conducted by Kurt (2004); in
order to achieve goals management must be able to determine and assess performance levels of both
organization and its individuals.

Table 4.8 Consideration of views during training

Response Frequency | Percentage %

Sometimes 13 54.2
Never 11 45.8
Total 24 100.0

Table 4.8 shows that, 13 respondents representing 54.2% responded that, their views are sometimes
considered during training, while 11 respondents representing 45.8% responded that, their views are never
considered during training programs.
4.3.2 Methods of performance evaluation
As shown in table 4.9, 20 respondents constituting 83.3% indicated that their performance is evaluated
using performance appraisal, 1 respondent representing 4.2% indicated that, his performance is evaluated
through special report format and 3 respondents constituting 12.5% responded to other methods
(interviews and supervision by superior). This is shown in table 4.9;
Table 4.9 Performance evaluation methods

Evaluation methods Percent %
Through performance appraisal 83.3
Special report format 4.2
Others 12.5
Total 100

The study conducted reveals how the performance of the respondents is evaluated. It can be inferred from
table 4.9 that performance appraisal happens to be the highest measure to evaluate performance.

4.3.3 Fairness of the performance evaluation process
Employees cooperate with management and dedicate themselves to performance management systems in
the organization if they consider their performance evaluation process to be fair. From the data collected,
20 respondents representing 83.3% indicated that, the performance evaluation process was fair, whiles 4
respondents representing 16.7% disagreed. This is shown in figure 4.3;
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Figure 4.3 Fairness of performance evaluation process

4.3.4 Performance against set objectives
From the data collected, 11 respondents representing 45.8% responded that, their performances are
evaluated against set objectives when appraising their performances, whiles 13 respondents representing
54.2% do not have their performances evaluated against set objectives. This is indicated in figure 4.4;
Figure 4.4 Performance against set objectives

2 3

From figure 4.4, 45.8% of the respondents said their performances are evaluated against set objectives
whiles 54.2% said otherwise.

60
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

4.4 Other management activities that has impact on employee performance other than training and
development
4.4.1 Performance problem solving besides training and development
From the data collected, two respondents representing 8.3% said they have undergone other performance
interventions whiles 22 respondents representing 91.7% have not undergone any other performance
interventions. This is presented in table 4.10;

Table 4.10 Performance interventions beside training and development

Responses Frequency Percentage
(%)

Yes 2 8.3

No 22 91.7

Total 24 100

4.4.2 Effectiveness of the other interventions

From the data collected, 4 respondents representing 16.7% indicated that, the interventions are effective
as training and development, 6 respondents representing 25% disagreed and 14 respondents representing
58.3% did not respond to the question on effectiveness of other interventions. This is presented in table
4.11,

Table 4.11 Effectiveness of interventions

Response Frequency Percentage%o
Yes 4 16.7

No 6 25

No response 14 58.3

Total 24 100

4.4.3 Number of times these interventions are implemented.

From the survey, the respondents who had undergone other interventions aside training and developments
were asked whether the interventions were carried out either monthly, quarterly or annually. It was
revealed that, 1 respondent representing 4.2% said these other interventions were embarked on monthly,
another respondent representing 4.2% said the interventions were carried out quarterly, 6 respondents
representing 25% said these interventions were embarked on annually, 2 respondents representing 8.3%
responded to the others option of the question and the remaining 14 representing 58.3 % did not respond
to any option. This is indicated in table 4.12;
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Table 4.12 Intervals within which interventions are implemented

Intervals Frequency Percentage%o
Monthly 1 4.2

Quarterly 1 4.2

Annually 6 25

Others 2 8.3

No response 14 58.3

Total 24 100

ELITE HALL PUBLISHING HOUSE

4.4.4 Limitations encountered during implementation of other interventions
The sampled respondents indicated whether they faced limitations with the other interventions. Five (5)
respondents representing 20.8% said they encountered limitations, 16 respondents representing 66.7%
said they did encounter any limitations and 3 respondents representing 12.5% did not respond. This is

presented in figure 4.5;

Figure4.5 Limitations of the other interventions

4.4.5 Factors essential for high productivity
Factors were grouped into 5 (training to develop skills, pay increase for staff, employee inclusion in
decision making and others). Out of the total 24 respondents, 10 representing 41.7% picked training to
develop skills, 7 representing 29.2% picked pay increase for staff, 6 representing 25% and only 1
responded to the others option to the question. This is shown in table 4.13;
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Table 4.13 Factors essential for high productivity

Factors Frequency | Percentage%o
Training to develop skills 10 41.7
Pay increase for staff 7 29.2
Employee inclusion in
- . 6 25.0
decision making
Others 1 4.2
Total 24 100.0

4.5 Appropriate recommendations on how training and development can be implemented.
4.5.1 Performance problems
From the field survey, performance problems covered the following; absenteeism, poor parenting skills,
inadequate teaching and learning materials, poverty, poorly developed skilled persons, pupils unable to
read, write, and attend school regularly. From the data collected, 7 respondents representing 29.2%
indicated that there was performance problems, 16 respondents representing 66.7% disagreed whiles 1
respondent representing 4.2% did not respond to the question. This is presented in figure 4.6;
Figure 4.6 Performance problems

4.5.2 Training policy
Some respondents indicated that there is a training policy (I.C.T training, in-service training, and
transforming teacher education and learning). Out of the total 24 respondents, 6 representing 25% agreed
that there is a training policy, 17 representing 70.8% disagreed, whiles 1 respondent representing 4.2%
did not respond to the question. This is presented in figure 4.7;
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Figure 4.7 Training policy

2 3 3 #

The analysis in figure 4.7 implies that training policy at GES is not mostly known to employees which
sometimes hinder training and development programs.

4.5.3 Training needs analysis
The sampled respondents were asked whether they have undergone any training needs analysis. From the
data collected, 5 respondents representing 20.8% indicated that they have undergone training needs
analysis whiles 19 respondents representing 79.2% said no to the question. This is presented in figure 4.8;

Figure 4.8 Training needs analysis
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4.6 Institutional survey
Out of the three (3) institutional questionnaires issued to GES directorates in the study area (Upper West
Regional Directorate and Wa Municipal Directorate), only one questionnaire was received due to time
constraints of the respondents. However, this analysis is based on one (1) questionnaire received from the
PRO of GES, Upper West Regional Directorate. The analysis is arranged in the following order; first, the
personal information of the respondent will be analyzed followed by the presentation and analysis of the
findings from the questionnaires. The institutional questionnaires were structured to conform to that of the
household questionnaires to enable comparison of responses.

4.6.1 Personal information

The respondent is a male who holds a master’s degree and is the PRO for GES Upper West Regional
Directorate. He has been in service between 11-20 years. His number of years in service shows that he is
richly experienced in the activities of GES.

4.6.2 Training programs
In an attempt to find out important factors used in solving performance problems by the use of
questionnaire, the PRO indicated that GES conducts training and development programs for teachers and
the kind of training mostly executed is in-service training which is conducted quarterly. He also indicated
that the training program conducted by GES contributes to the overall improvement of the performance of
teachers, which is confirmed as it reflects in teachers’ performance appraisal. He further indicated that the
views of teachers are considered all the time when training and development programs are designed. He
stated “one-on-one discussion” as a method in solving performance problems.
However, out of the 24 respondents to the household questionnaires who were teachers, 21 of them
representing 87.5% indicated that they have undergone training whiles 3 of them representing 12.5% have
not undergone any training. Since majority of the teachers have undergone training, it can be deduced that
their responses is in variance with that of GES. With the kind of training, 67% of the 24 respondents
indicated that they have gone through In-service training which is in variance with the response of GES.
Also 70.8% of the respondents indicated that improvement in their overall performance is reflected in
their performance appraisal; this conforms to the response of GES. No respondent indicated that his or her
views are considered all the time during the designing of training programs but GES responded otherwise.
With frequency of executing training programs, GES stated that programs are conducted quarterly whiles
59% of the respondents indicated that they are trained annually, these responses contradict.

4.6.3 Performance evaluation and measurement
The PRO accepted that job performance is evaluated through performance appraisal which he believes is
fair and the performance is evaluated against set objectives. This assertion shows a similar feature with
the findings to this study by the household respondents out of which 83% agreed on performance
appraisal as the evaluation method in measuring their performance. However, with performance against
set objectives, 54.2% of the respondents do not agree with the response of GES. Whiles GES indicated
that employee inclusion in decision making is the most essential factor for high productivity among
teachers, 41.7% which is the majority indicated that training to develop skills is the most essential factor,
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these responses contradict.
4.6.4 Training policies

The study also sorts to find out the availability of training policies. The PRO revealed that there are
training policies which teachers are aware of; the major one being undergoing In-service Educational
Training (INSET) to equip the teachers for promotion and effective performance. He considers the policy
to be fair because it keeps staffs on their toes and takes the concern of staff in decision making. He also
stated that, GES undergoes training needs analysis for staff and also conducts evaluation of training
programs by doing impact assessment through monitoring and evaluating performance. Even though few
respondents representing 25% agreed to his assertion, 70.8% did not. With training needs analysis,
majority of the respondents representing 79.2% indicated that they have not undergone any training needs
analysis.

5. SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary of Major Findings
The study sought to find out the factors used to solve performance problems, to find out other
management activities that have an impact on employee performance other than training and development
and finally make appropriate recommendations on how training and development can be implemented.
To achieve these objectives the group sampled twenty-four (24) teachers from five basic schools and one
(1) senior staff member of GES to administer questionnaires. The study revealed the following findings;
The statistics from the data collected showed that all respondents sampled from the study area were
within the age range of 21-60 years (economically active population). Majority were males with the
highest educational qualification to be master’s degree and the lowest being diploma.
The study revealed that majority of teachers in GES had been trained. This is due to the fact that
management of GES believes training and development can positively impact employee productivity. The
kind of training mostly executed is in-service training. Improvement in the overall performance of
employees in GES is reflected in their performance appraisal which is confirmed by the PRO of GES-
Upper West Directorate.
The study further revealed that job performance in GES is evaluated through performance appraisal
which is believed to be fair. Performance is not usually evaluated against set objectives as revealed by the
study. The findings of the study also revealed that there are training policies; the major one which is
undergoing in-service educational training to equip the teachers for promotions and effective performance.
Even though the study discovered that some teachers were not aware of these training policies, the PRO
of GES indicated its availability. It is also discovered from the study that G.E.S undergoes training needs
analysis for staff and also conducts evaluation of training programs.

5.2 Conclusions

Generally, the study sought to investigate the impact of training and development on employee
productivity in the public sector, using G.E.S as a case study for the findings. The findings of this study
indicate that the training undergone in G.E.S has an impact on employee productivity. The attention by
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the organization coupled with increased expectation can lead to an enhanced output by the employee. It is
shown that, employees that receive or participate in training and development programs have a higher
likelihood of good productivity.
In trying to find out the factors in solving performance problems, it was seen that based on the
information given by the respondents, there are methods which includes performance appraisal, special
report format, provision of enough resources, providing motivational packages, organizing training and
skill development programs of which performance appraisal is mainly used.
The research conducted revealed that, there are other management activities that have an impact on
employee performance other than training and development. These activities include; pay increase,
employee involvement in decision making and a conducive work environment. However, judging from
the information collected from the respondents, it can be concluded that, training and development
happened to be the only management activity that affects employee performance.
The study indicated that, in order to implement training and development programs, management as well
as employees should have a well-defined training policy stated in the organizations manual. Based on the
information received from the respondents, the management of G.E.S has a training policy but employees
are not abreast with information regarding the policy which makes it difficult for G.E.S to effectively
conduct training and development.

5.3 Recommendation
Based on the findings of this study and for the purpose of accomplishing the stated objectives, the
following recommendations were made to improve employees’ productivity in the public sector
particularly G.E.S.
Recommendations for management;

1. The management of G.E.S must come up with effective training and development policies and
practices for the organization. The management serves as a strategic link between what the
organization wants to achieve in future (vision) and its day to day operations (mission). A well
written training policies and procedures will help employees to understand their training and
development roles and responsibilities. The policies and procedures will allow management to
guide its operations.

2. Management of G.E.S should strengthen their communication channels with teachers to ensure
that, teachers are abreast with issues on training policies and training needs assessment. Judging
from the fact that, majority of respondents (teachers) to this study had no idea of any training
policy and training needs assessment, which is contradictory to the response of G.E.S.

Recommendation for employees;

3. Since the study has revealed that training positively affects employee productivity by having a
positive influence on employee engagement at G.E.S, employees’ engagement and effort in
frequent training programs will help them have the necessary information to change processes,
innovation for an improved performance and job zeal to enhance organizational effectiveness.

Recommendation for future researchers;
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4. The study only focused on G.E.S, Wa but did not include all G.E.S branches nationwide. A
similar research can be conducted in other branches so as to have an overall picture on the impact
of training and development on employee productivity in the public sector. Other studies on
different populations and at different time zones would be necessary to ensure strong pragmatic
conclusions on how training affects employee productivity.

Recommendations for policy makers;

5. The government should provide enough resources or funding for G.E.S to help them duly and
effectively implement training and development programs to ensure a better quality of service for
staff or employees.

6. Since training and development can be seen as a major player in productivity, government should
mandate every sector under its jurisdiction to conduct a well planned training and development
programs.
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Abstract:

This study aims to identify the motivators and barriers of GB, and to evaluate the degree of their
importance from the perspective of engineers in different construction company types (private, public and
both). A well-designed questionnaire was distributed to a random sample of 120 engineers who work in
large construction companies in Bahrain. The results showed that the most important motivator of GB
implementation in Bahrain according to engineers is “GB improves the quality of life for individuals”,
with agreement from all company types to rank this motivator as one of the top three. While the main
barrier hindering GB implementation is “The cost of green technologies and materials are too high”. With
agreement from (private and both) companies to rank “There is no certification system such as LEED,
BREEAM for Bahrain” the first. This study provides a detailed investigation of barriers and motivators of
GBs from engineers' perspective in different construction company types, that can help decision-makers
to develop strategies based on comprehensive understanding of GBs. Small sample size and
non-homogeneous sample were considered the main limitations of this study. This study provides a valid
and reliable instrument to investigate the barriers and motivators of GBs implementation, and it came to
fill a gap in the GB literature by examining the awareness level of engineers in the construction industry
through evaluation of how the characteristics of respondents' (private, public and both construction
companies) affect the perspectives toward motivators, and barriers of GB.

Keywords: Green buildings, Sustainability, Construction, Parallel analysis, Monte Carlo, Private, Public,
Engineers, Bahrain.
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1. Background:

Construction is the main industry in the world which contributes in a sizeable proportion of gross
domestic product (GDP) of most countries (Chan et al., 2009). Nonetheless, construction industry fails to
eliminate its negative impact on the environment (Daoud et al., 2018).

Buildings consume around 40% of natural resources in industrialized countries (Pulselli et al, .2007),
exhaust of nearly 70% of electricity and 12% of potable water (Wang et al., 2005), and generate between
45% and 65% of the waste (Yudelson, 2008).

Moreover, construction operations are responsible for enormous amount of harmful emissions which
represents more than 30% of greenhouse gases, and an additional 18% rise indirectly by material
utilization and transportation (Venkataraman et al., 2003). Also, the bad quality of indoor environments
may cause health problems for residents in buildings; therefore, productivity is decreased (Ries et al.,
2006) (Khlaifat et.al, 2019).

Thereby, construction industry has a responsibility to reduce negative environmental and social impacts
and maximize positive assistance to environment and economy. It is potentially the main single sector
contributing to achieving sustainable development (Abuamer and Boolaky, 2015).

In recent years, Sustainable Building (SB) or Green Building (GB) trend has been focusing on reducing
the negative effect of buildings on energy, environment, and human health (Heerwagen, 2000).

Per Yoon and Lee (2003), GB, a new building technology and philosophy term has emerged as the
flagship of sustainable development that serves to mitigate the negative impact of buildings along their
life cycle on the environment, achieving the balancing long-term economic, environmental and social
health (Jandil et.al 2018).

Despite GB benefits, GBs are not yet realized as attractive projects due to the features requiring expensive
technologies, thus, adding cost (Matthiessen and Morris, 2008). Having higher initial design and
construction costs than conventional building (Sherwin, 2006).

In fact, the successful implementation of GBs relies on the level of awareness and practical knowledge of
all stakeholders in the industry. Government must be committed to raising awareness, setting long term
strategy, and establishing regulation for GBs development (Saied Al Surf et al., 2013).

Bahrain is a developing country suffering from the global problems of energy and the pollution,
especially with scarce resources of water and other material. However, in Bahrain many buildings are
built without any consideration for sustainability from all stakeholders (Alnaser et al., 2009). Statistics
showed that 60% to 70% of the total energy exhaustion in Bahrain is for buildings and constructions
(Coleman 2004), producing around 55% of the Bahrain’s CO2 emissions (EI Montasser et al., 2018).
Furthermore, people in Bahrain spend more than 90% of their time indoors (Alnaser et al., 2009).
Evidently, there is a need to develop a plan in Bahrain to improve the quality of life for the residents and
enhance construction share of the GDP. This plan should be presented by applying a clear regulation and
standards that; improve building design, compatible with GB international standards; and meet the
requirements of the present without compromising the ability of future generation to meet their own needs
through creating a sophisticated linkage of environment, economy, and social status of the society or a
country (Alnaser et al., 2009).
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Based on the provided information, there is a persistent need to find out the main factors that motivate GB
movement in Bahrain and to understand how decision makers can tackle the challenges and barriers that
GB implementation faces in Bahrain.

In the literature arena, few studies have focused on the awareness level of engineers toward the
implementation of GB in Bahrain. Accordingly, to fill this gap of knowledge, this study came to examine
the awareness level of the engineers of construction industry in Bahrain through identification of the
motivators and barriers of GB together with an evaluation of how the characteristics of respondents'
(private, public and both construction companies) affect the perspectives toward motivators, and barriers
of GB.

To achieve the objectives of this study the following questions are developed:
What are the main motivators of GBs implementation in Bahrain?
What are the main barriers facing GBs implementation in Bahrain?
To what extent, (private, public and both) construction companies, are aware of the importance of
implementing GBs in Bahrain?
2. Literature review:

2.1 Concept of Sustainability and GB

SB is defined in short term as the contribution of construction to sustainable development (Pitt et al.,
2009). SB is an effective operation where policies provided by the government support SB and
construction practices, and where investors, insurance firms, ownership developers and contractors of
buildings are aware of the importance of sustainability. Also, they actively encourage SB and construction
practice (Hékkinen and Belloni, 2011).

The SB process is the overall quality of the procedure that authorizes the delivery of SBs including three
main prerequisites for SB which are: the availability of technologies, the availability of procedure for
sustainable target goals, design, procurement, monitoring and management of buildings, the development
of SB processes and the adoption of the new technologies and working models (ISO 21929-1, 2011)
Whilst green energy is a concept that developed dramatically in last decade for researchers, stakeholders
and especially for consumers. One of the most significant applications of green energy is “GBs”. There
are many synonymous terms of GB such as “high-performance building”, “environmentally friendly
building”, “SB” and “energy-efficient building” (Kim, 1998). Actually, all these terms express the same
purpose and definition. In 1987, the term “sustainability” came into the picture due to the recognition of
“global warming” and was defined by The World Commission on Environment and Development as
“meeting the needs of the present without compromising the ability of future generations to meet their
own needs” (Borowy, 2014).

GBs can be simply defined as the buildings that employ primary resources, including: water, materials,
land and energy in more effective and efficient way than traditional buildings (Khan et al., 2018).

There is no standard definition of GBs (Palliyaguru et al. 2018). Most GB definitions focus on several
issues, site selection and building trend, energy consumption, materials selection, indoor environmental
quality, water consumption, and life-cycle cost.
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Generally, there is consensus that GB is a kind of development that endeavors to enhance the
sustainability and efficiency of buildings and to minimize the negative effects of construction on human
health (Retzlaff, 2009).

It is noticed that although the definition of green has still been developing, the environment is always its
core. Whereas, Sustainability could be considered as a non-stop development concept depending on the
SB practices (Doan et al., 2017).

Many studies sought to define the motivators that drive GB process or the barriers that stand behind not
adopting such project, while others focused on increasing the awareness of GB through investigating the
advantages driven from it. The next, is a discussion of the advantages, motivators and barriers of GB
adoption.

2.2 The advantages of GB

GB has many advantages that represent the economic benefit side such as reducing the operating cost
(Kim et al., 2014), increasing the productivity of the employees by 25% (Ries et al., 2006), decreasing
energy consumption (Ries et al., 2006), and having higher returns on investment and building value
(Chan et al.. 2009). Furthermore, GBs implementation helps to reduce maintenance cost (Banting et al.,
2005); to decline design and waste cost (Kats et al., 2003).

The environmental advantages of GBs are represented by reduction of air pollution and air environmental
problems (Clark et al., 2008), improving healthier air space and higher productivity of occupants
(Heerwagen, 2000), and reducing the impacts of climate change (Metz et al., 2007). In addition, GBs help
to reduce construction waste and increase resource efficiency through recycling (Jaillon et al., 2009).

In general, the most powerful benefit of GBs is that it achieves customers’ needs represented by the
quality of indoor air and natural light distribution (Haddock-Fraser and Tourelle, 2010).

Williams and Dair (2007) mentioned that environmental sustainability, economic sustainability and social
sustainability are affected by GB. Environmental sustainability has the following aims: to reduce the use
of resources; to reduce pollution; and to preserve biodiversity and the natural environment. However,
economic sustainability objectives represented by: to encourage firms to be effective and competitive; to
brace local economic diversity; and to provide employment opportunities. Social sustainability objectives
are: to abide to ethical criterion during the development process; to provide sufficient services and
facilities to avail the development; and to provide high quality, livable developments (Sweis and Alawneh,
2018).

2.3 Motivator of GB

Wilson and Tagaza (2006) investigated case study to define the drivers of GB in Australia. They found
that the main motivators are: reinforcing the green brand of an organization, satisfying government
Ecological Sustainable Design (ESD) standards for the building leased and occupied by government,
improving staff health and staff satisfaction and productivity levels though superior indoor environmental
quality and avoiding building obsolescence by embodying ESD principles in the building design.
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In 2008, Ambec and Lanoie (2008) determined 7 motivators related to environment, economic and
educational factors which are: accessibility to certain markets, differentiating products, selling
pollution-control technologies, enhancing risk management and relations with external stakeholders,
decreasing of material and energy expenditures, reducing cost of operation and attracting young, and
well-educated workers.

A year later, Chan et al. (2009) emphasized the financial role in developing GB by conducting a survey
which revealed that lower lifetime cost and government regulation/building code are the most important
motivators of GB implementation.

Azizi et al. (2010) found that the drivers for GB growing in Bahrain and UAE are; first: the enforcement
of new government regulations that encourage eco-friendly features, second: Stakeholders' awareness of
GB benefits, specially that GB will increase profit in return and enhance their reputation.

While Hékkinen and Belloni (2011) conducted interviews and case study analysis, argued that the
development of the awareness of clients about the benefits, the development and adoption of methods for
GB requirement management, the development of designers’ competence and team work, and the
development of new concepts and services play an essential role in developing GB.

Furthermore, Zhang et al. (2011) stated that green brand reputation and favorable land price gains are the
main motivators of engine GB development.

The study of Omar et al. (2016) which was conducted to examine the level of awareness of GB in
Jordanian construction companies found that lower operational and maintenance costs have been
mentioned as motivators of GB implementation in Jordan.

Zuo, et al. (2017) mentioned that cost reduction, risk reduction, positive environmental impact and
increasing reliability of GB tool will motivate stakeholder to implement GB project instead of traditional
one. These results emphasized by Sabar et al. (2018) who found that there is positive relationship between
awareness level and the efficiency of GB practice. Therefore, the motivation and government support are
crucial to increase the awareness level of the importance of GB development.

On the other hand, Komolafe et al. (2018) found that most of the users perceive GB as more of an
environmental concept costing more to build and operate. The study concluded that there is a need for
more sensitivity on GB. Also, a balance information spread, especially on the social and economic
benefits of GB is important for successful implementation of GB in the study area.

2.4 Barriers of GB

Richardson and Lynes (2007) conducted a comprehensive study based on semi-structured analysis,
in-depth interviews and documenting and analyzing the GB building process. The results revealed that a
lack of internal leadership amongst stakeholders with decision-making power, a lack of quantifiable
sustainability targets and a lack of communication between professional designers, facilities management
and faculty are the main reasons of GB failure.

While Williams and Dair (2007) found that awareness of stakeholders and their desire, whether or not to
implement GB does not play any role in developing GB, and should not be considered as barriers or
motivators. They argued that high cost of GB implementation and site conditions such as using
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inadequate, untested or unreliable sustainable materials, products or systems are the main barriers of GB
development.
According to Chan et al. (2009), the most important challenge that faces construction sector to implement
GB is a lack of education and awareness.
Pitt et al. (2009) defined 6 barriers preventing the success of GB as follows: building regulations, a lack
of client awareness, a lack of business case understanding, a lack of client demand, deficiency of proven
alternative technologies, absence of one measurement standard, and planning policy.
Azizi et al. (2010) who were interested in GB risks in Bahrain and Gulf region, found that financial risk,
regulatory risk, standard of care/legal risk, inexperienced consultants and contractors, availability of green
materials and performance of the GBs are the main risks that hinder GB movement but they did not
concentrate on the awareness level.
On the other hand, Winston (2010) clarified that challenges facing GB are a combination of financial,
organizational, social and educational obstacles. Winston determined that a set of barriers in achieving
GB includes the following aspects: a lack of an existing vision for GB, unstable building polices and
noncompliance with existing regulations, a lack of knowledge and expertise in GB technology,
misunderstanding of higher density housing, poor quality designs, negative behavior to social mix, a
failure to realize the demand for social renewal, and limited resources.
Hékkinen and Belloni (2011) outlined that the main barriers of GB implementation are: steering
mechanisms, economics, a lack of customer understanding, process (procurement and tendering, timing,
cooperation and networking), and underpinning knowledge (knowledge and common language, the
availability of methods, and tools of innovation). According to them, GB struggles with organizational
and procedural challenges required by the adoption of new process. They found that new technologies are
resisted due to the demand methods changes, required risks, and unforeseen costs.
According to Omar et al. (2016) and Sweis et.al (2018) the main barriers of successful completion of
green projects in Jordan are: lack of green expertise, the perception of extra incurred costs and time, and
lack of government support.
Whereas, Zhang et al. (2011) mentioned that financial and regulation are the main barriers of GB
development as in many projects (Hatamleh et al, 2018).
This study is going to investigate the awareness level of engineers working in (private public, and both)
construction companies in Bahrain using five motivators; Economic, Social, Environmental,
Organizational, and Market Motivators. And four barriers; Economic, Awareness / Education, Market, and
Organizational Barriers.

3. Methodology:

3.1. Process of data collection

The questionnaire survey was conducted to identify motivators and barriers that affect GB movement in
Bahrain. Close-ended questions were designed to structure multiple choice questions. A set of standards
has been followed in order to construct an effective questionnaire, such as using simple and obvious
words, avoiding asking sensitive questions, depending on logical flow of questions, so that the former
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questions do not influence the answers of the latter questions, and selecting questions related to the topic.

The final questionnaire consists of three sections:

« General information: this section is the first part of the questionnaire and consists of questions related to
personal information of stakeholders and their organizations, such as: company type, current position, working
experience, etc.

« Motivators of GB: this section measures the participant’s perception of main factors considered as motivators
of GB implementation by using a five-point Likert scale. This section is divided into five dimensions which are:
Economic, Social, Environmental, Organizational, and Market Motivators.

< Barriers faced by GB: this section measures the participant’s perception of main factors identified as barriers
facing GB implementation by using a five-point Likert scale. This section is divided into four dimensions which
are: Economic, Awareness / Education, Market, and Organizational Barriers.

The questionnaire was adopted from the following references as shown in Table I. The questionnaire was

examined by a group of professors, both in the University of Jordan and University of Bahrain, who are

interested in subjects similar to the one of this study. Apart from this, the survey content was reviewed by
experienced engineers working in the construction sector in Bahrain. This process aimed to assess and
improve the questionnaire in terms of its Language clarity, design and content. The draft questionnaire
was revised to include all suggestions of the professors.

Table 1. The questionnaire references adopted.

Factors dimension References
Motivators
) Ambec and Lanoie (2008), Pitt et al. (2009), Azizi et al. (2010), and
Economic ) ]
Hékkinen and Belloni (2011).
Social Wilson and Tagaza (2006).
Environmental Richardson and Lynes (2007), Pitt et al. (2009), and Azizi et al. (2010).
Organizational Richardson and Lynes (2007), and Zhang, et al. (2011).
Market Ambec and Lanoie (2008).
Barriers
) Wilson and Tagaza (2006), Pitt et al. (2009), and Hé&kkinen and Belloni
Economic
(2011).
Awareness / Education Wood et al. (2007), Pitt et al. (2009), and Azizi et al. (2010).
Market Williams and Dair (2007), and Chan et al. (2009).
Organizational Chan et al. (2009), and Hakkinen and Belloni (2011).

3.2. Population and sample

For this study, the target population is the engineers who work in the large consultant and construction
companies in Bahrain, particularly the companies which are expected to implement rigorous management
systems in their projects.

According to The Council for Regulating the Practice of Engineering Professions statistics in (2017),
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there are (96) consultant and construction leader companies of (A) category in the construction industry in
the Kingdom of Bahrain in addition to the design departments of projects in Ministry of Defense
(Directorate of Military Works), Ministry of Housing , Ministry of Electricity and Water Affairs
(Electricity and Water Authority), and Ministry of Works, Municipalities, Affairs and Urban planning
were included. With these 4 government public organizations added to the previous (96) private
organizations and (5) from both (public and private) organizations, the total has become of (105)
organizations.

The relevant required sample size was calculated based on the Cochran’s equations (1963):

Where,

n': Sample size from an infinite population, calculated via the equation (2).

n: Sample size from a finite population

N: Target population (403) see Table Il

p: Expected prevalence, the most appropriate p value is 0.5 (50%)

q=1-p

e: Acceptable margin of error, which is the acceptable error of the estimate for the proportion being
estimated (e.g., =5, e = 0.05).

Z: Z value, which is a statistic for confidence level. Z = 1.96 according to 95% confidence level.

! ! ! "HE % &' % &' O*
&'&"
! ! ! L+ #
o~ ’
*&(

The target population and selected sample, determined as the required standards. The total number of
distributed questionnaires was 403, and the returned was 120 (30 %). Out of indicated number, 52 were
from the public organizations, 43 from private organizations, and 25 from both (organizations conducting
public and private projects).
In this study, the population 403 would be covered using simple random sampling through the
questionnaire distribution method because of the small calculated sample 197 due to the limited number
of consultants and construction organization in Bahrain.
It should be noted that 283 questionnaires were not returned, and this might be because these respondents
either were not interested, or did not have any knowledge about sustainability and GB. Accordingly, it
was assumed that around 70% of the sample (distributed questionnaires) was not aware of GB at all
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initially.

3.3. Statistical methods used in the analysis

IBM Statistical Package for Social Science (SPSS) software version 22 was used to analyze the data as
well as to test the reliability and validity of the instruments.

First,

Secondly, Mean (i), Standard Deviation (SD), Relative Importance Index (RIl) and Coefficient of
Variation (COV) were calculated to describe respondent's attitude toward the variables, and to ranking the
factors.

Furthermore, mean and standard deviation were used to rank factors based on different perspective of
various types of companies that were involved in this study, determining the degree of agreement among

them.
To calculate RI1I the following equation was used (Hosseinian et al., 2013):
/0 - *
- oy ogg2 21 Cs o 882 (
1 3 4 5 6

Where:
. is the weigh which respondents give to each attribute and ranges from ‘1=lowest level of effect’ to
‘5=highest level of effect’.
A: is the highest weight (which is 5 in this study)
N: is the total number of respondents.
RII was classified to reflect the respondents rating as illustrated in the Table I11.
Table I11. Key interpretations of the Results of (RII)*.

RII O<RIl 20% 20<RIIl 40% 40<RIl 60% 60<RIl 80% 80<RIl 100%
) ) Very little Somewhat )
Interpretation Not important ) ) Important Very important
important important

* Source: (Hosseinian et al., 2013)

While COV was computed by using the following equation (@rsted et al., 2017):

789 —% &&2 *
Where S is the standard deviation and  is the mean.
Exploratory Factor Analysis (EFA), Principal Component Analysis (PCA) and Parallel Analysis (PA) are
the statistical techniques that were followed in order to test the validity of study instrument and rearrange
factors into new dimensions.
EFA and PCA are statistical methods that are used in social and behavioral sciences. These techniques
were used to determine the number of factors to hold, which is the most important decision to make after

factor extraction (Ledesma and Valero-Mora, 2007). These methods are used to determine a model for a
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set of factors, which best reproduce the dimensions under a specific condition (Henson and Roberts,
2006).

While Parallel analysis that was suggested by Horn (1965), is based on a simulation technique called
Monte Carlo to generate random data simulation. It mechanism based on the comparison of the
eigenvalues of the factors in the actual data set and the eigenvalues of the factors in the randomly
simulated data set. The number of factors is decided based on the point where the eigenvalue in the
simulative data set is higher than that of the actual data set (Ledesma and Valero-Mora, 2007).

3.4. EFA, CFA and PA

In this study, EFA, CFA and PA were applied to determine the number of factors for both motivators and
barriers.

To this end, Bartlett’s Test of Sphericity and Kaiser-Meyer-Olkin (KMO) tests were examined to test the
eligibility of the data for factor analysis. KMO is a measure of sampling sufficiency for each variable in
the instrument. The sampling is considered adequate if KMO values range between 0.5 and 1 (Kaiser,
1974). For motivators, the value of KMO test is equal to (KMO = 0.851), and Bartlett’s Test of Sphericity
is equal to ( 2= 1619.937, p =0.00). Whereas, for Barriers, the value of KMO test is equal to (KMO =
0.851), and Bartlett’s Test of Sphericity is equal to ( 2= 1619.937, p =0.00). Which means that the factor
analysis is relevant for these variables.

Using a syntax written in SPSS, a random simulative data set is generated besides the actual, with a
sample size of 120 and 27 items for Motivators and 21 items for Barriers. The process was arranged with
the (100) replications.

As mentioned above, parallel analysis is used to decide the number of factors more easily. As shown in
Table 1V, the motivators eigenvalues of the first factor, second factor and third factor in the actual data are
greater than eigenvalues in the simulative data set (9.061 > 1.995), (2.572 > 1.841) and (1.912 > 1.721),
respectively. While when we move from the third factor to the fourth, the case is different, the eigenvalue
of the actual data set is less than eigenvalue of the simulative data set (1.367 < 1.609). Thus, the number
of the factors for motivators is identified to be three not five. Similar comparison was carried out for
barrier factors and the results showed greater eigenvalue of the simulative data set than actual data set in
the fourth factor, which implies that 3 factors should only be retained for Barriers. Subsequently, the
number of factors for Barriers is identified to be three not four.

Accordingly, the data is arranged in three dimensions for each variable. The total variance explained by
the three retained dimensions of motivators is 50.169%. Fulfilling the assumptions of the factor loading
for each factor should be equal to or greater than 0.35 comparative with the sample size to consider it a
non-cross loading variable (Field, 2009).

The results of the pattern matrix table show how the factors are rearranged within fixed three dimensions
and which factor caused a cross loading problem. As shown in Table IV, items that load on the first
dimension suggest that they represent “Organizational and Market Motivators” where items that load on
the second dimension suggest that they represent “Business Management Motivators” and item loading
on the third dimension suggest that they represent “Socio - Environment Motivators”

While, for barriers, items that load on the first dimension suggest that they represent “Business
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Management Barriers”, where items that load on the second dimension suggest that they represent
“Knowledge and Experience Barriers” and items that load on the third dimension suggest that they
represent “Market Barriers.”

Table IV. Motivators’ EFA, Monte Carlo analysis and pattern matrix.

Eigen values of Eigen values of Component

Items the actual data the simulative data 1 2
M1 9.061 1.995 0.866
M2 2.572 1.841 0.859
M3 1.912 1.721 0.704
M5 1.268 1.5213 0.660
M6 1.103 1.4377 0.645
M7 1.046 1.3623 0.609
M8 0.884 1.2893 0.590
M9 0.830 1.2248 0.587
M10 0.750 1.1593 0.514
M11 0.620 1.1020 0.831
M12 0.580 1.0491 0.804
M13 0.550 0.9914 0.654
M14 0.523 0.9346 0.642
M15 0.487 0.8870 0.589
M16 0.450 0.8335 0.573
M17 0.406 0.7798 0.562
M18 0.384 0.7327 0.560
M19 0.375 0.6852 0.402
M20 0.341 0.6388 0.369
M21 0.310 0.5921 0.826
M22 0.250 0.5490 0.772
M23 0.220 0.5072 0.676
M24 0.215 0.4596 0.647
M25 0.189 0.4146 0.569
M26 0.164 0.3686 0.553
M27 0.143 0.3154 0.459

3.5. Reliability test

Based on the validity test results, the factors were rearranged into new dimensions and then the
Cronbach’s alpha values were calculated to determine the internal reliability of the study instrument.
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Cronbach’s alpha coefficient ( ) is the most popular method for testing internal consistency in behavioral
sciences (Drost, 2011). In order to determine how reliable, the measures used in a study are, Hair et al.
(2010) suggested that the minimum acceptable level of Cronbach’s alpha for considering a study
instrument as reliable should be 0.60. The results presented in Table V showed that Cronbach-alpha
reliability coefficient for the whole scale is (= 0.905), while it ranged from (= 0.771) for socio -
environment motivators, to (= 0.888) for organizational and market motivators, form which indicate
that study instrument is reliable and consistent.

Table V. Reliability statistics of motivators and barriers dimensions.

Dimension Cronbach's alpha N of Items
Organizational and Market Motivators 0.880 10
Business Management Motivators 0.845 10

Socio - Environment Motivators 0.771 7

Business Management Barriers 0.853 10
Knowledge and Experience Barriers 0.808 6

Market Barriers 0.794 5

All Items 0.905

3.6. Descriptive analysis of motivator and barrier factors

The goal behind conducting u, SD, COV and RII is to define the respondent’s perspective toward the
motivators that drive company to implement GB, and the barriers that hinder GB implementation, and to
rank these motivators and barriers by showing the most important factors. The 27 motivators and the 21
barriers were ranked according to RII results, and only the three highest motivators and barriers among
each dimension, were presented in this study.

The SD and COV results in Table VI indicate that the variation of respondents’ viewpoints is low, the SD
values range between (SD= 0.92) to (SD= 0.99), and COV values range between (COV= 26%) to (COV=
29%) for all motivator dimensions. Whereas, the SD values range between (SD= 0.87) to (SD= 0.91), and
COV values equal (25 %) for all barrier dimensions. This result indicates that there is an agreement
among respondents towards barriers and motivators of GB implementation, and all dimensions mean
values are close.

Furthermore, the Table VI shows that the RII values range between (64% to 73%) for motivators and
range ranged between (69% to 72%) for barriers. These values mean that all motivators and barriers are
considered as an important from the respondent’s perspective.

In addition, Table VI shows that the most important motivator is “GB improves the quality of life for
individuals”. This result was supported by Wilson and Tagaza (2006) who found that GB enhances
resident’s health. In fact, this motivator is one of GB aims, showing that environment has a direct effect
on the quality of resident’s life, and this effect will be positive if building is green. On the other hand, this
result indicates that participants are aware of essential role that GB plays in improving quality of
individual's life.
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Whereas, “GB ameliorates comfort, satisfaction and well-being of building occupants” was ranked as the
second important motivator. This result is compatible with Wilson and Tagaza (2006) results, indicating
that GB enhances the satisfaction and improves the productivity of construction occupant. This motivator
is linked directly with the first motivator where any improvement of individual quality life will enhance
their satisfaction which is again the driving force for implementing GB.
This is followed by “GB leads to decrease in use of natural resources, and thus protects ecosystem”,
which was ranked as the third motivator. This result reinforces Ambec and Lanoie's (2008) result. This
point clearly shows that client becomes aware of the leading role that GB plays in maintaining natural
resource, and its significant effect on the environment.
It is an interesting result that top three motivators belong to Socio-Environment Motivators. This outcome
was expected as the definition of GB is linked to its ability to improve the environmental situation and
improve the quality of human life. This is precisely the main reason that encouraged governments and
organizations around the world to have adopted GB standards and policies.
On the other hand, it is worth noting that there is no motivator from Organizational and Market
Motivators ranked as one of top five motivators. This is due to the fact that the demand for GB in and
around the Bahraini market is still unclear, and that competition for the implementation of GB concepts is
still below the required level, which is needed to lead companies to adopt GB standards.
Also, Table VII shows that the top barrier is “Cost of green technologies and materials are too high”. This
result was expected, since the Middle East is still considered as consumer of green technology, and there
is a shortage of its raw materials. While the factor “There is no certification system such as LEED,
BREEAM for Bahrain” was ranked as the second important barrier. This result was supported by Pittet al.
(2009) who mentioned that it is difficult to get a certificate related to GB, and high cost of such
certificates is considered as one of the main barriers. This barrier indicates that there is also a lack of
regulatory organization, raising awareness and knowledge in Bahrain through holding training courses.
The third barrier is “What green means is not widely understood due to complexity issues and uncertainty
about this area”. This result is compatible with the ones of Issa et al. (2010) highlighting the idea that
understanding of GB concept is not easy, and its standards are complex. This barrier is linked directly to
the first one of the top barriers where the organization is less concerned due to a lack of perception of the
GB concept and its benefits.
The results revealed that the top barrier belongs to market barriers, the second barrier belongs to
knowledge and experience barriers, and the third barrier belongs to business management barriers. These
results are compatible with literature where the financial factors, educational and knowledge factors are
the main barriers of GB implementation. This result indicates that there is a lack of understanding of GB
concept and lack of organization that is concerned with GB in Bahrain.

Table V1. Descriptive analysis of motivators.

Interpretation
Factor M SD | COV | RIl | Rank
(RIT)
Organizational and market motivators 319 |092|29% | 64% Important
Companies have better-improved public image by | 3.33 095 |28% |67% |16 Important
83
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Table VI. Descriptive analysis of motivators.

Interpretation
Factor M SD | COV | RIl | Rank
(RIT)

the help of the GBs
GB provide construction companies to take new
projects by creating value within the compatible 337 | 096|29% |67% |15 Important
market
There is code changes and environmental policies

3.22 0.91 | 28% 64% | 18 Important
that lead to GB construction
Business management motivators 352 |099|28% | 71% Important
Annual water cost savings of GB are higher 380 |108|28% |76% |5 Important
Waste disposal cost of GB are lower 3.74 | 098 |26% |75% |6 Important
Environmental and emissions costs are lower 3.79 104 | 28% | 76% | 4 Important
Socio- environment motivators 3.63 95| 26% | 73% Important
GB improve comfort, satisfaction and well-being

o 382 |080|21% | 76% |2 Important

of building occupants
GB improve the quality of life for individuals 3.96 105(26% |79% |1 Important
GB lead to decrease use of natural resources and so

3.82 1.00 | 26% 76% | 3 Important
protects ecosystem

Table VII. Descriptive analysis of barriers.

Interpretation
Factor M SD | COV | RIl | Rank
(RIT)

Business management barriers 345 | 0.87 | 25% | 69% Important
Initial construction costs of GB are very high 3.61 | 091 | 25% | 72% 4 Important
Customers are unwilling to pay for the GB projects | 3.58 | 0.93 | 26% | 72% 6 Important

What green means is not widely understood due to
o ] ) 3.74 | 0.87 | 23% | 75% 3 Important

complexity issues and uncertainty about this area
Knowledge and experience barriers 357 | 091 | 25% | 72% Important

There is a shortage of professionals and workers
. ) ) 358 | 084 | 23% | 72% 5 Important

with suitable experience

There are not sufficient consultant and education

352 | 086 | 24% | 70% 7 Important
program about GB concept
There is no certification system such as LEED,
3.99 | 118 | 29% | 80% 2 Important
BREEAM for Bahrain

Market barriers 351 | 088 | 25% | 70% Important

Companies in construction sector do not support
. . 3.50 | 0.88 | 25% | 70% 8 Important

each other in order to improve GB movement
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Table VII. Descriptive analysis of barriers.

Interpretation
Factor V! SD | COV | RIl | Rank
(RIT)
There are barriers for system and product
innovation due to regulations and existing 343 | 0.84 | 24% | 69% 13 Important
standards
Cost of green technologies and materials are too
hih 401 | 087 | 22% | 80% 1 Important
19

3.7. Descriptive analysis based on company type

To investigate the degree of agreement among different company types, 4 and SD were calculated for
each factor and then motivators and barriers were ranked based on their importance from respondent’s
perspective. Only the first three motivators and barriers were presented here.

Table VIII shows that the top three motivators for respondents who work on both company type are: “GB
improves the quality of life for individuals”, “Waste disposal costs of GB are lower”, and “GB increases
the occupant safety and security”, with (u = 4.24, SD= 0.97), (4 = 4.08, SD= 1.08) and (u = 4.00, SD=
1.00), respectively. While, the top three barriers are: “There is no certification system such as LEED,
BREEAM for Bahrain”, “What green means is not widely understood due to complexity issues and
uncertainty about this area”, and “Cost of green technologies and materials are too high”, with (u = 4.08,
SD=1.26), (1 = 4.00, SD=0.87) and (1 = 3.96, SD= 0.84), respectively.

For respondents who work on private company, the top motivators are: “Waste disposal costs of GB are
lower”, “Environmental and emissions costs are lower”, and “GB improves the quality of life for
individuals”, with (u = 3.86, SD= 1.01), (u = 3.86, SD= 1.06) and (i1 = 3.81, SD= 1.03), respectively.
Whereas, the top three barriers are: “There is no certification system such as LEED, BREEAM for
Bahrain”, “Cost of green technologies and materials are too high”, and “What green means is not widely
understood due to complexity issues and uncertainty about this area”, with (u = 4.19, SD= 1.20), (4 =
4.12, SD=0.70) and (u = 3.79, SD= 0.71), respectively.

Finally, the top three motivators for those who work on public company are: “GB improves the quality
of life for individuals”, “GB leads to decrease in use of natural resources and so protects ecosystem”, and
“GB improves comfort, satisfaction and well-being of building occupants”, with (4 = 3.94, SD= 1.09), (1
= 3.94, SD=0.96) and (u = 3.94, SD= 0.75), respectively. While the top three barriers are: “Cost of green
technologies and materials are too high”, “There is no certification system such as LEED, BREEAM for
Bahrain” and “There is a shortage of professionals and workers with suitable experience”, with (u = 3.94,
SD=0.96), (1 = 3.79, SD=1.11) and (n = 3.73, SD= 0.79), respectively.

The results revealed that there is a high degree of agreement among respondents that “GB improve the
quality of life for individuals” is ranked as one of top three motivator’s regardless different company type.
In addition, the other motivators (in top three) have the similar characteristics concerning of environment
and customer satisfaction. Likewise, these results are compatible with overall ranking to some extent,
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particularly regarding the important role that GB plays in improving human quality life, enhancing
environmental condition, and increasing resident satisfaction.
Also, the results revealed that there is a high degree of agreement among respondents as they ranked the
factor “There is no certification system such as LEED, BREEAM for Bahrain” as the most important
barriers in both and private companies. On the other hand, these results are compatible with overall
ranking to some extent, particularly regarding the high cost of technology and lack of organization’s

concern of GB.

Table VI1I1. Descriptive analysis of motivators-based company type.

Both Private Public
Mean SD Rank from(1-3) Mean SD  Rank from(1-3) | Mean SD  Rank from(1-3)
Motivators
GB improve the Waste disposal GB improve the
424  0.97 quality of life for | 3.86 1.01 cost of GB are | 3.94 1.09 quality of life for
individuals lower individuals
GB lead to
) Environmental decrease use of
Waste disposal cost
408 1.08 3.86 1.06 and emissions | 3.94  0.96 natural resources
of GB are lower
costs are lower and so protects
ecosystem
GB improve
comfort,
GB increase the GB improve the ) )
) ) satisfaction and
400 1.00 occupant safety and | 3.81 1.03 quality of life ] 3.94 0.75 )
) o well-being  of
security for individuals o
building
occupants
Barriers
) There is no
There is no o
o certification Cost of green
certification system )
system such as technologies and
408 126 such as LEED, ]4.19 1.20 394 096
LEED, materials are too
BREEAM for )
) BREEAM  for high
Bahrain )
Bahrain
What green means There is no
is not  widely Cost of green certification
understood due to technologies system such as
400 0.87 ) ) 4.12 0.79 ) 379 111
complexity issues and  materials LEED,
and uncertainty are too high BREEAM  for
about this area Bahrain
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Table VI1I1. Descriptive analysis of motivators-based company type.

Both Private Public
Mean SD Rank from(1-3) Mean SD  Rank from(1-3) | Mean SD  Rank from(1-3)
What green
means is not There is a
Cost of green widely shortage of
396 084 technologies  and 379 071 understood due 373 079 professionals
materials are too to  complexity and workers
high issues and with suitable
uncertainty experience
about this area

4. Conclusion and Recommendations:

The services’ quality at hospitals whether private or public, is affected by the level of emotional
intelligence of their managers. This literature review investigated and explored several articles related to
emotional intelligence in health sector, the results of those study showed how does EI affects the services’
quality at hospitals.

The aim of this study was to evaluate the GB awareness level in the construction sector in Bahrain

through identifying the motivators and barriers of GB implementation. To achieve this goal, data was

collected from 120 engineers working in (public, private or both) construction companies in Bahrain
using questionnaire survey. These data were analyzed and the following conclusions were drawn:

1. The most important motivators that enforce organization to implement GB are the following: it
improves the quality life of individuals and maintaining resources as well as it raises occupant's safety
and resident satisfaction.

2. The most important barriers which prevent the successful implementation of GB are the financial
barriers such as high cost of technology and material need for GB, and low demand of GB in Bahrain
market. In addition, there are educational barriers such as lack of experience and lack of understanding
of the meaning of GB.

Based on the previously mentioned information, there are many studies exploring GB movement
and how stakeholder, government and society can generate the development of this trend. However, this
area is still new and there are many contradictory perspectives about its implementation, needs,
motivators, and barriers, especially in developing countries such as Bahrain. Add to this, the global
pressure to implement this new trend motivate government to develop a high standard in order to enhance
sustainability movement which aims to reduce environmental impact and achieve development needs
(Yang and Lim, 2008). This means that there is a need of global solution for this issue and more flexible
regulation can support this type of project. Hence, there is a necessity to investigate GB motivators and
barriers as well as to identify the awareness level of stakeholders in Bahrain to enhance GB movement,
and provide a clear recommendation on how decision making can improve this development.
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Through the results obtained from the study and through the results obtained from the analysis of
the data, the following recommendations are being proposed:

1. GB needs a support from government through forming regulation and policies that enforce Bahrain
market to implement GB. It is the responsibility of the Bahraini government to raise awareness of the
importance of GB through the issuance of statistical reports showing the usefulness of this type of
projects in the long term. In addition, the role of the government in encouraging construction
companies to implement the standards of GB can be executed through the reduction of taxes, and
facilitating the access to approvals for the development of this type of projects.

2. In Bahrain there is a need to establish an organization to be as an umbrella for raising awareness of the
concept of GBs, clarifying their standards and benefits. Also, these organizations should be able to
hold and provide courses and workshops that contribute to raising the awareness of workers in the
construction sector, as well as in the consumer society.

3. Intensive works can be done to find common solutions with neighboring countries to develop building
technology, reduce its cost, and find alternative sources of raw materials, in addition to identifying the
most feasible ways to get rid of harmful building products.

Small sample size and non-homogeneous sample were considered the main limitations of this study. So,

there is a necessity to concentrate more on public organizations that implement both private and public

projects in GB. Also, this study follows a quantitative approach to collect the data by using questionnaires.

Hence, the study recommends using case studies and interview approach to collect data, and to investigate

the impact of motivator and barriers on the project performance.
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ABSTRACT

This study examined the appraisal of After Sales service Dimensions on Customer Satisfaction of LG
Electronics, Lagos. It investigates the relationship between After Sales service dimensions such as
Product Delivery, Installation, Warranty, Customer Complaints and Customer Satisfaction. The survey
research design was adopted and questionnaire used as an instrument of data collection. Convenience
sampling technique was used to select 100 customers for the study. The primary data collected were
analysed using descriptive statistics methods of frequency and simple percentages while Partial Least
Square Structural Equation Modelling (PLS-SEM) was used to test the hypotheses formulated whether
significant relationship exist between After sales dimensions and customer satisfaction. Result of the
findings revealed that product delivery has positive and significant relationship with customer satisfaction
( =0.399; p< 0.01), installation has positive and insignificant relationship with customer satisfaction (

= 0.075; p> 0.05) , warranty has positive and insignificant relationship with customer satisfaction ( =
0.169; p> 0.05), while customer complaint has positive and significant relationship with customer
satisfaction (= 0.316; p< 0.01). Thus the management of LG Electronics should improve on their
product delivery process by ensuring that products are delivered on time, ensures that well experienced
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engineers handle all installations and also educate customers on how to handle technical products, the
company should abide by the terms of condition on the warranty and customer complaints promptly
treated.

Keywords: After Sales service, Product Delivery, Installation, Warranty, Customer Complaints

1.0 INTRODUCTION

Ruben, (2012) asserted that after sales service significantly enhance the value of the product to its users. It
may also influence the decisions customers make in order to purchase a product based upon service and
after market considerations. Similarly, Gaiardelli,P.,Saccani,L.(2007) posited that after sales service is
essential to streamline service management, meet customer expectation that leads to customer delight,
cost saving and generates profit for the organization.

After-sales service refers to the services that customers are provided with after the product is sold and
delivered to them. (Egonsson, E., Bayarsaikhan, K.and Ly, T., 2013.) . Cavalieri,S.,Gaiardellip.,and
Lerace, S. (2007).viewed after sale service as those activities occurring after the purchase of the product
and devoted to supporting the customer in the usage and disposal of the goods. Goffin (2001) discovered
that after-sale services maximize the value extracted by customers over the entire product life cycle.
According to Saccani,N.,Johansson ,P and Perona, M.(2007), After sale service is no longer treated as a
cost center, but instead has become a major profit source with profitability ranging up to 45% of corporate
revenues for many business environments. After sale service involves a continuous interaction between
the service provider and the customer throughout the post-purchase product life cycle. At the time the
product is sold to the customer, this interaction is formalized by a mutually agreed warranty or service
contract, the characteristics of the customer base and the nature of the sold product influence the after
sales service strategy of the service (Cohen M ,Agrawal, N and Agrawal, V. 2006; Oliva and
Kallenberg, 2003). Service must be designed in a manner that it is convenient for the customers to
experience it. The purpose of every business is to satisfy its existing customers and to attract new
customers. Therefore, accepting the claim that returning customers are the most profitable ones, as they
require less marketing effort and relationship building, after-sales service acquires a critical role as a
means to achieve customer satisfaction and retention (Alexander et al., 2002). Furthermore, according to
Posselt and Eitan (2005), improved customer satisfaction will lead to improved customer loyalty, which
will eventually improve profit. Therefore in order to satisfy our customers, we have to focus on effective
customer services to meet their needs because when customers are satisfied about the product they
purchased or service rendered to them, it leads to high customer satisfaction.

1.2 STATEMENT OF THE PROBLEM
Chien, (2005) posited that free basic after-sales service plays an important role in attracting more
customer attention in a market with severe brand competition. In addition Potluri and Hawariat (2010)
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asserted that the offerings in product design, technology and price are becoming increasingly difficult to
differentiate products as a result, companies have to provide after sale service for their customers.
Furthermore, Kotler (2002) stated that, it is no longer enough to deliver goods and services to the
customer, the company should also ensure customer satisfaction and repeat business through proper
installation and service quality.

1.3 OBJECTIVE OF THE STUDY
The board objective of this study is to examine the appraisal of after sale service dimensions on customer
satisfaction. However, the specific objectives are
1. To investigate the relationship between after sale services dimensions and customer satisfaction
of LG Electronics.
2. To determine which after sale services dimension has greater significant relationship on
customer satisfaction of LG Electronics.

1.4 RESEARCH QUESTIONS
1. What is the relationship between after sale service dimensions and customer satisfaction of LG
Electronics?
2. Which after sale services dimension has greater significant relationship on customer
satisfaction of LG  Electronics?

1.5 RESEARCH HYPOTHESES

Ho; Product delivery process has no significant relationship with customer satisfaction.
Ho, Installation has no significant relationship with customer satisfaction.

Hos  Warranty has no significant relationship with customer satisfaction.

Ho, Customer complaints has no significant relationship with customer satisfaction.

2.0 LITERATURE REVIEW AND THEORETICAL FRAMEWORK

After-sales service refers to the services that customers are provided with after the product is sold and
delivered to them. These are services that ensure a continuous and trouble-free use of a product over its
life span for the customer (Egonsson et al. 2013).

According to Ruben, (2012) after sale services is the sum of activities taking place after the purchase of a
product. Cavalieri,S.,Gaiardellip.,and Lerace, S.(2007).viewed after sale service as those activities
occurring after the purchase of the product and devoted to supporting the customer in the usage and
disposal of the goods. Similarly, Saccani,N.,Johansson ,P and Perona, M.(2007) define after sale service
for manufactured goods as the set of activities taking place after the purchase of the product , devoted to
supporting customers in the usage and disposal of goods.
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After sale service plays an important role in customer satisfaction. After sale service is important
because it helps to ensure that customer are satisfied with their purchases and in case of any difficulty in
installing or setting up equipment, they can receive help (Mishra,2014). After sales services can create
sustainable relationships with customers and contribute significantly to customer satisfaction (Kurata and
Nam, 2010). By offering different after sales services during the various stages of primary product life
cycle, the provider can ensure product functionality and thereby customer satisfaction. This may lead to a
fruitful relationship between the provider and the customer over time, allowing for more transactions
(Ahn and Sohn , 2009).

Meanwhile, according to Philip Kotler (2002) after sale service has several elements, which includes the
following:

(i) Warranty

A Warranty assures the buyer that product of a kind specified (meet specification) and is free of
encumbrances (workmanship defect or material).A guarantee that assures a product performance will
comply with the warranty. Simply stated if the product does not meet the term of the warranty listed, it
will be repaired or replaced at the option of seller.”Warranty is shown to convince customers that the
product is in good condition or free of damage. Four fundamental justifications with respect to the
economic part of warranty have been proposed by Emons, W. (1989) i.e product failures protection
(insurance role), procurement of item quality data to purchasers (signaling role), an instrument to separate
buyer hazard inclination if client heterogeneity is not completely detectable by the dealer(sorting role),
and to incentivize the vendor to enhance item quality (incentives role). According to Thomas,M. (2006) ,
warranty give customers some security against poor item quality and are frequently utilized by makers as
a value added peculiarity to advance their items. A warranty is assumed an obligation for seller; it is
responsibility for seller and a satisfaction for the buyer that the product will run in long term (Udell and
Anderson, 1968). The main purpose of offering warranty is to show that the product will function and last
for a longer time compare to competing product.

(ii) Installation

Installation is to fix product, installation is the first component of after sale or delivery of the product and
is considered to generate more profitability sale. The basic reason for offering installation to customer
after sale service is to take competitive advantage and customer demand (Olive and Kallenbery,
2003).Such activities and behaviors include proper information and flexibility regarding the meeting date
and time, time span between the buying of the good and the date of installation as well as accuracy.
Besides, during the installation process dimension like attention, correctness, politeness, good knowledge
of the technical requirements, in other words elements that enhance the reliability, and friendliness by the
company as well as its representatives. When installation goes wrong then it may cost more to the
organization as the customer may go for a case in order to seek redress in which the organization may
have to pay high amount to the customer or spent a lot on the case (Wetmore, 2004).
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(iii) Delivery

Delivery is the setting up, by the service provider, of all the components required for the operation and
maintenance of the product or service as defined in the product specification and to be used by the
customers. Many organization provide delivery services to its customers at their doorsteps. They note the
address and deliver the product to customer’s destination. Many researcher and authors discuss delivery
as characterized by two dimensions i.e. speed and reliability (Michael, 2001) and ensuing that the right
source is used to deliver the product to the right person at right price.

(iv) Customer Complaints

Customers tend to complain when they do not maximize utility from the product or service consumed. A
company may have one of the finest product or services in the market but if customers cannot get value
for their money, they complain about the poor service rendered which put the survival of the company at
stake.

Therefore, Companies should therefore constantly find way of improving product services to ensure
maximum utility for Customers. One way of doing this is by constantly asking the customers how the
organization is doing (Dei-Tumi, 2005).

Furthermore, customer will always complain if it takes more time than necessary for products or services
to reach them. Companies should be advised to design scale for delivering products or rendering service
and if a particular product or service acquires different timing standards, it is necessary to communicate
this timings to customers. (Dei-Tumi, 2005).

(v). Customer satisfaction

According to Rigopoulou D., loannis E.Chaniotakiccs.(2008) customer satisfaction is the state of mind
that customers have about a company when their expectations have been met or exceeded over the
lifetime of the product or service. In the same vein, Anon, (2007) defines customer satisfaction as the
attitude resulting from what customers think should happen (expectations) interacting with what
customers think did happen (performance perceptions).According to Kotler (1996)  customer
satisfaction is “the level of a person’s felt state resulting from comparing a product’s perceived
performance or outcome in violation to his/her own expectations”.
Customer satisfaction is related with loyalty of the customer and financially stable performance of the
firm (Loveman, 1998). Customer satisfaction must be the primary objective of the organization for its
success and growth (Pertson and Willson, 1992).1n a competitive market place where businesses compete
for customers, customer satisfaction is seen as a key differentiator and increasingly has become a key
element of business strategy.

It is well established that satisfied customers are key to long-term business success (Kristensen,
Dahlgaard, and Kanji, 1992). Summarily, satisfaction is a person’s feelings of pleasure or disappointment
resulting from comparing a product’s performance in relation to its expectations (Philip, et al 2003).
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2.1 THEORETICAL FRAMEWORK

i. The Disconfirmation of Expectations Theory

The disconfirmation or expectations theory holds that satisfaction/dissatisfaction responses arise from a
cognitive evaluation process in which pre-purchase "expectations™ or prior beliefs about the likelihood of
product-related experiences or outcomes are retrieved from memory and compared to cognitions about
the product-related experiences or outcomes actually realized in the consumption of the product. The
result of this comparison is expectancy disconfirmation, which ranges from negative (expectations exceed
realized outcomes) through zero (expectations just equal realized outcomes) to positive (realized
outcomes exceed expectations).

ii. The Value-Percept Disparity Theory

This theory asserts that satisfaction/dissatisfaction is an emotional response triggered by a
cognitive-evaluative process in which the perceptions of (or beliefs about) an object, action, or condition
are compared to one's values (or needs, wants, desires). Since it is the attainment of values that consumers
seek, rather than the confirmation of their expectations, it is posited that perceptions of products,
institutions, or marketplace actions are simply tested against the extent to which they meet the consumer's
values. While products may provide more of an attribute or outcome than what is desired, this has no
impact on satisfaction unless this aspect causes a blockage in the attainment of another value.

2.2. Customer Satisfaction Models

. KANO MODEL

According to Lin (2009) Kano model is a theory of product development and customer satisfaction
developed in the 1980s by Dr. Noriyaki Kano, a Japanese professor and international consultant who
received an individual Deming prize in 1997. According to Mamunur (2010), Kano analysis can be
termed as a tool to measure quality, which is used to determine the importance of each requirement of a
customer. The Kano model categorizes product development in five categories:

i. Attractive Quality: Attractive quality attributes are the attributes that are not necessarily expressed. It is
an attractive quality that makes the product more attractive, however it was not asked for.

ii. One- Dimensional Quality; unlike the previous point, one- dimensional quality attributes usually
satisfy the customer when they present, and are a source of dissatisfaction when absent.

iii. Most —Be Quality : Must-Be quality attributes may not result in greater customer satisfaction, when
fulfilled, however if left unfulfilled they could be cause for customer dissatisfaction.

iv. Indifferent Quality: The underlying assumption behind kano’s method is that the customer satisfaction
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is not always proportional to how fully functional the product or service is or in other words, higher
quality does not necessarily lead to higher satisfaction for all product attributes or services or service
requirement.

v. Reverse Quality: This refers to attributes that are of superior quality but end up resulting dissatisfaction
or vice versa. For instance, some people may prefer to purchase products which are advance and high tech,
whereas others may find it easier when using product consists of a number of additional features. The
underlying assumption behind Kano’s method is that the customer satisfaction is not always proportional
to how fully functional the product or service is or in other words, higher quality does not necessarily lead
to higher satisfaction for all product attributes or services requirements. In his model, Kano (Kano, 1984)
distinguishes between three types of basic requirements, which influence customer satisfaction. They are:
(i) Must be requirements----Which means if these requirements are not fulfilled, the customer will be
extremely dissatisfied. On the other hand, as the customer takes these requirements for granted, their
fulfilment will not increase his satisfaction;(ii) One-dimensional Requirement — One dimensional
requirements are usually explicitly demanded by the customer — the higher the level of fulfilment, the
higher the customer’s satisfaction and vice versa. (iii) Attractive Requirement — These requirements are
the product/service criteria which have the greatest influence on how satisfied a customer will be with a
given product.

The model offers some insight into the product attributes which are perceived to be important to
customers. It focuses on differentiating product features, as opposed to focusing initially on customer
needs.

i. Satisfiers: These are characteristics which customers say they want in the product, and their presence
lead to satisfaction.

ii. Dissatisfaction: It is the expected characteristics in a product whose presence leads to customer
dissatisfaction. They are the properties that would not be frequently mentioned by customers when asked
about what they are looking for in a product, because they are assumed to be present.

iii. Delighters or Exciters: Here, innovation or new product is undisputedly the catalyst in delivering these
attributes to customers. According to Kano model, delighters are the most powerful and have the potential
to lead to gross profit margins. Excitement attributes are for the most part unforeseen by the client but
may Yyield paramount satisfaction. The beauty behind an excitement attribute is to spur a potential
consumers’ imagination, these attributes are used to help the customer discover needs that they have
never thought about before.

I1. SERVQUAL

The SERVQUAL model developed was by Parasuraman Berry and Zeithaml (1985;1988). It is also
known as Gap model.The model was originally developed for application within the financial service
sector but it has been developed to measure those components of service that generate satisfaction in
other sector such as the telecommunications, healthcare and hospitality (Yang e tal, 2003). Servqual
therefore assumes that service quality is critically determined by the disparity between the expectations
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and perceptions of the customer, and service quality actually delivered (Yang e tal 2003).
The servqual instrument has been widely applied in a variety of service industries, include tourism and
hospitality .

According to the servqual model, service quality can be measured be identifying the gap between
customers expectation of the service to be rendered and their perception of performance of service.
SERVQUAL is based on five dimensions of service:

i. Tangibility: Tangibility relates to the physical aspects or evidence of a service. Physical aspects of
retailer include appearance of equipment and fixtures, physical facilities, materials associated with the
service, appearance of personnel and communication materials, Convenience of physical facilities and
layouts.

ii. Reliability: It represents the service provider’s ability to perform the promised service dependably and
accurately. This is achieved through keeping promises to do something, providing right service,
consistency of performance and dependability, service is performed right at the first time, the company
keeps its promises in accuracy in billing and keeping records correctly ,available merchandise and
error-free sales transactions and records.

iii. Responsiveness: It is the firm ‘willingness to assist its customers by providing fast and efficient
service performance; the willingness that employees exhibit to promptly and efficiently solve customers’
requests and problems.

iv. Assurance: It consists of competence (possession of the required skills and knowledge to perform the
service), courtesy (consideration for the customer's property, clean and neat appearance of public contact
personnel), credibility and security of the employees and their ability to inspire trust and confidence.

v. Empathy: Empathy is the caring and personalized attention the organization provides its customers. It is
reflected in the service provider’s provision of access, communication and understanding the customer.
Individual attention, convenient operating hours, understanding of the staff when a problem occurs and
the knowledge the employees have of the customers’ needs were the primary elements included in the
evaluation of empathy.
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After sales
Dimensions Fig. 1

Installation

After sale Cusitomer
Warranty satisfaction

product delivery

Customer
complaints

Conceptual Model of After Sale Service (Adapted from Isaac, Adeyemo, and Ogunleye (2013)

3.0 METHODOLOGY

The survey research design method was used in this study. It involves using a self-design questionnaire in
collecting data from the respondents. The population of this study comprises of customers that purchase
LG Electronics at Lagos, Nigeria. This study adopts convenience sampling techniques in selecting 100
respondents which was adequate as a sample size. (Anderson, Hair, Tatham, and Black. 1998)

3.1 Method of Data Analysis

The study analyzed the theorized model using partial least squares (PLS) rather than regression to test the
model because of the fact that the study adopts the use of constructs (unobserved variables) to measure
after-sales service and customer satisfaction with LG Electronics. In addition, the sample size used in the
study was (100 respondents) which PLS is suitable for achieving high level of statistical power with small
sample sizes (Hair, Hult, Ringle and Sarstedt, 2014).

3.2 Validity and Reliability of Instrument

To establish factorial validity and reliability for the measurement model, the study followed the PLS
validation procedures outlined by Gefen and Straub (2005). To test convergent validity, a bootstrap with
1,000 resamples is performed and then examined the t-values of the outer model loading. Convergent
validity is demonstrated when all indicators load significantly on their respective latent construct. In this
study, all indicators exhibit loading that were significant at the 0.001 level (Table 4.6), denoting strong
convergent validity however, four items (install 1, install 3, install 5 and pd 5) are dropped from the
model due to their poor loading.
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Table I: Descriptive Statistics and Analysis of Construct Validity (N = 91).

ELITE HALL PUBLISHING HOUSE

Construct Indicator | Mean | Std. dev. | Loading | t-statistic | p-value
Installation (install)

install2 3.02 |0.803779 | 0.7779 12.392 <0.001

install4 3.03 | 0.809726 | 0.7979 12.873 <0.001

install6 3.08 | 0.883976 | 0.8447 21.869 <0.001
Product Delivery (pd)

pdl 3.45 | 0.998737 | 0.7804 18.839 <0.001

pd2 3.5 0.822659 | 0.8047 23.393 <0.001

pd3 3.27 | 0.983243 | 0.7323 13.291 <0.001

pd4 3.35 | 1.028631 | 0.767 22.733 <0.001

pd6 3.18 | 0.903193 | 0.7381 14.937 <0.001

pd7 3.00 |0.9101 0.7182 12.366 <0.001
Warranty (war)

warrl 3.28 | 1.02573 | 0.9156 53.445 <0.001

warr2 3.14 | 1.005239 | 0.8878 35.030 <0.001
Customer Complaint (cc)

ccl 2.94 | 1.071391 | 0.8806 27.848 <0.001

cc2 3.02 |1.109919 | 0.8771 28.280 <0.001
Customer Satisfaction (cs)

csl 3.48 | 1.058682 | 0.8989 48.804 <0.001

cs2 3.37 | 1.079235 | 0.7742 12.907 <0.001

cs3 3.23 | 1.196417 | 0.8847 38.193 <0.001

An additional test of convergent validity put forward by Fornell and Larcker (1981) is that the Average
Variance Extracted (AVE), a measure of variance explained by a latent construct for the variance observed
in its measurement items, should be at least 0.50 or higher. The AVE values are shown in Table Il. Both
tests indicate a high degree of convergent validity.

AVE Scores
Constructs Average Variance Extracted (AVE)
Installation (install) 0.65
Product Delivery (pd) 0.57
Warranty (war) 0.81
Customer complaint (cc) 0.77
Customer satisfaction (cs) 0.73
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To evaluate discriminate validity, two tests are performed. First, the cross-loadings of measurement items
on latent constructs are examined. In this test, discriminate validity is demonstrated when an item loads
more highly on its intended construct than on any other construct. Following Gefen and Straub, this
difference in loadings should be at least 0.10. In this test, all items showed excellent discriminate validity
(Table I11). Therefore, the model demonstrates high discriminant validity.

Table I11: Cross-Loadings of Measurement Items to Latent Constructs

Scale Items Install Pd War Cc Cs

install2 0.7779 0.4615 0.3616 0.4283 0.4417
install4 0.7979 0.4148 0.464 0.4292 0.4222
install6 0.8447 0.545 0.4858 0.4072 0.5015
pdl 0.4716 0.7804 0.5553 0.5805 0.6338
pd2 0.5049 0.8047 0.4757 0.4542 0.6201
pd3 0.3748 0.7323 0.6363 0.4946 0.5527
pd4 0.4557 0.767 0.5289 0.4433 0.6192
pd6 0.3892 0.7381 0.4601 0.4124 0.4818
pd7 0.4795 0.7182 0.5218 0.4187 0.5063
warrl 0.5429 0.6325 0.9156 0.6493 0.6905
warr2 0.4292 0.629 0.8878 0.6723 0.6033
ccl 0.4663 0.5772 0.6432 0.8806 0.6424
cc2 0.4483 0.5126 0.642 0.8771 0.6338
csl 0.5856 0.7277 0.6874 0.6811 0.8989
cs2 0.3324 0.5918 0.5878 0.5549 0.7742
cs3 0.5102 0.6104 0.5616 0.6162 0.8847

A second test of discriminant validity is to compare the AVE score for each construct. In the AVE test of
discriminant validity, the square root of a given construct’s AVE should be larger than any correlation of
the given construct with any other construct in the model (Chin 1998).

Table I1V: Correlation of the Latent Variable Scores with the Square Root of AVE in the diagonal

Customer Product Customer
Construct Complaint Delivery Installation | Warranty | Satisfaction
Customer
Complaint 0.7723
Product
Delivery 0.3847 0.5736
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Installation 0.2709 0.3490 0.6518

Warranty 0.5347 0.4885 0.2945 0.8132

Customer

Satisfaction 0.5274 0.5736 0.3215 0.5180 0.7300

To test the reliability of measurement items, Cronbach’s < as well as a composite reliability scores was
used. Both scores are reported in Table V. All constructs exhibited a reliability score well over the 0.70

threshold.

Table V : Reliability Scores

3.3

Composite

Construct Reliability Cronbach<
Installation 0.85 0.73
Product delivery 0.89 0.85
Warranty 0.90 0.77
Customer

complaint 0.87 0.70
Customer

satisfaction 0.89 0.81

Model Specification

This study involves the formulating of multiple regression models below in an attempt to predict
customer satisfaction using after sales indices which are Installation, warranty, product delivery and

customer complaint.

(1.) Customer satisfaction (Dependent variable)

(2.) After

sales Service Dimensions:

complaint(Independent Variables)
CS= F(INS, WRT, PDR,CMP).
CS= 0+ 1INS+ 2WRT+ 3PDR+ 4COM+e

Where:

CS= Customer satisfaction

INS=Installation
WRT=Warranty

PDR=Product Delivery

Installation,
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COM=Customer Complaint

0=Slope or intercept

0, 1, 2, 3,and 4= co-efficients of the equation
e= error term.

40 RESULTSAND DISCUSSION

The Socio-demographic characteristic of respondents revealed that 63 percent of them were male while
37 percent were female. Of the sampled respondents, 41 percent of them were between the ages of 20 and
30 years, 24 percent were between the ages 31 and 40 years, 18 percent were between the ages 41 and 50
years while 17 percent were above 50 years. In addition, 38 percent of them belongs to the upper class, 45
percent belongs to the middle class while 17 percent belongs to the lower class. Two of the independents
variables (product delivery warranty and customer complaints) were positively related and significant to
customer satisfaction, while the remaining two independents variables namely warranty and installation
were positively related but insignificant to customer satisfaction. This implies that all the after sales
service dimensions are positively related to customer satisfaction.

Moreover, product delivery warranty has highest significant value (0.399) on Customer satisfaction
followed by customer complaints (0.316) warranty (0.169) and installation (0.075) respectively. The
findings does not agree with the research of Zeinab, Hormoz, Fereydon (2014) and Isaac, Adeyemao,
Ogunleye (2013) who asserted that there is  positive significant correlation between after-sales service
dimensions and customer satisfaction. However this findings conforms with previous research of (Ahn
and Sohn , 2009) that by offering different after sales services during the various stages of primary
product life cycle, the provider can ensure product functionality and thereby customer satisfaction which
may lead to a fruitful relationship between the provider and the customer over time, allowing for more
transactions (Ahn and Sohn , 2009).

Summary of Hypotheses testing

HYPOTHESIS DECISION
HO1 Rejected
HO02 Accept
HO3 Accept
HO04 Rejected
104

ISSN 2076-9202



International Journal of Information, Business and Management, Vol. 12, No.1, 2020

0.780

012

0.767
078

f

— ]
0.316*
Figure 1.0: Path Diagram Showing Results of PLS Analysis
PLS-SEM Analysis
Entire
sample Mean of | Standard
estimate | subsamples error T-Statistic
Product delivery->Customer
satisfaction 0.399*** | 0.4034 0.1109 3.5973
Installation-> Customer
satisfaction 0.075** | 0.0951 0.0617 1.1828
Warranty-> Customer
satisfaction 0.169** | 0.1709 0.0873 1.9463
Customer complaint->
Customer satisfaction 0.316** | 0.3122 0.1179 2.6808
Note: *** p<0.01., ** p<0.05
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Table 4.11 shows the findings of PLS-SEM analysis. The models above show the contributions of
independent latent variables on the dependent latent variable. In particular, results show that product
delivery has positive and significant relationship with customer satisfaction ( = 0.399; p< 0.01) rejecting
hypothesis one (Hoa). Installation has positive and insignificant relationship with customer satisfaction (
= 0.075; p> 0.05) supporting hypothesis two (Hoz). Warranty has positive and insignificant relationship
with customer satisfaction (= 0.169; p> 0.05) supporting hypothesis three (Hos). Lastly, customer
complaint has positive and significant relationship with customer satisfaction ( = 0.316; p< 0.01)
rejecting hypothesis four (Hos). The R? is approximately 0.696 indicating that after-sale service
dimensions explain approximately 70 percent variance in customer satisfaction.

In summary, the PLS-SEM analysis that explains the significant relationship between customer
satisfaction and product delivery, Installation, warranty, and customer complaint can be presented as
below:

CS =0.399*** pd + 0.075ins**+ 0.169 warr** + -0.316* cc

Std. Error (0.1109) (0.0617) (0.0873) (0.1179)

5.0 CONCLUSIONAND RECOMMENDATIONS

This study examined the effect of after sales service dimensions on customer satisfaction with special
reference to LG Electronics in Lagos, Nigeria. The study discovered that product delivery has positive
and significant relationship with customer satisfaction ( = 0.399; p< 0.01) , installation has positive and
insignificant relationship with customer satisfaction ( = 0.075; p> 0.05) , warranty has positive and
insignificant relationship with customer satisfaction ( = 0.169; p> 0.05), while customer complaint has
positive and significant relationship with customer satisfaction ( = 0.316; p< 0.01). Thus the
management of LG Electronics, Lagos in Nigeria should improve on their product delivery process by
ensuring that products are delivered on time, ensures that well experienced engineers handle all
installations and also educate customers on how to handle technical products, the company should abide
by the terms of condition on the warranty and customer complaints promptly treated.
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Abstract

The aim of this study is to assess the academic performance of 1SO: 9001 certified private schools in
Jordan. Accordingly, a theoretical framework illustrating the hypothesized relationships between total
quality management practices and academic performance has been developed, and hypotheses have been
tested using a survey dataset of 335 questionnaires from all six ISO: 9001 certified private schools. The
SPSS program has been used to analyse the collected data. The results showed that there is a statistically
significant effect of TQM practices (teacher commitment, training and education, teamwork, and
continuous improvement) on academic performance of private schools. More specifically, the total
quality management dimension of continuos improvement has the strongest effect on academic
performance, followed by training & education, and teamwork with the same strength of the effect and
finally the teacher commitment.

This study is considered one of the very few empirical studies that examine the effect of TQM on
academic performance within Jordanian schools. As it analysed administration quality factors in private
schools, extra examinations should be attempted to improve and enhance the learning and education
methodology.

Key words: TQM, ISO: 9001, academic performance, private schools, Jordan
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1. Introduction

All through the world, organizations are confronting an international challenge certainly from swift
variations in a novel knowledge economy. Within the educational context, the existing situation is a
knowledge-driven organization, which be determined by the knowledge value in reaching the established
purposes of the educational organizations (Zwain et al., 2017). Providing that the requirement for quality
training and education cannot be overemphasized, there is a necessity to guarantee that students can
properly fit into the dynamic worldwide economy (Ayodele et al., 2016). Accordingly, educational
organizations strongly need to improve and measure academic performance based on specific and
advanced indicators (Asif and Searcy, 2014; Zwain et al., 2012). It is trusted that knowing such indicators
of performance will empower the educational organization to accomplish an adequate level of academic
performance (Zwain et al., 2017).

The importance of Academic performance stems from its impact on the future career of students where
well-educated employees have greater rates of activity and face a minor unemployment challenge
(Gautier, 2002). In the same context, the TQM program as a knowledge-driven method will enable
educational organizations to develop their academic performance (Zwain et al., 2014). In doing this, it is,
then, crucial to highlight the effect of TQM, on AP.

As the world now faces a noticeable change and while education is considered the dominant competitive
change tool, so TQM could be a feasible approach for developing education. From this perspective, TQM
asserts on continuous improvement, customers’ need, increasing worker’s participation, team working,
training, and management commitment (Agus, 2003; Hassan, 2012)

Although TQM was firstly designed for industry and was not suitable for education, many
educators maintained that TQM could also be used in the education system (Dheeraj, 2004). Al-Jammal
and Ghamrawi (2013) identified that the implementation of TQM principles in education could affect the
improvement in quality, help in reducing waste and increasing productivity, thus keeping costs low and
meeting student’s satisfaction TQM has become an important approach to reinforce organizational
performance and competitive advantages (Ooi et al., 2011, Hatamleh et al, 2018, Saleh and Sweis, 2017).

Therefore, the purpose of this study is to determine the effect of TQM practices on the academic
performance of Jordanian private schools that are 1SO: 9001 certified However, research efforts related
to this field are scarce. As a result, this study seeks to investigate the relationship between TQM practices
and the academic performance of private schools in Amman, Jordan. Therefore, understanding this
relationship will provide a deeper sympathetic of the dynamic role of TQM practices, as well, this would
help schools’ managers pay attention to the practices that have a direct impact on the academic
performance to devote efforts and allocate resources to get the best long-term outcomes

To achieve the objectives, the current paper is constructed as follow: The next section provides the
literature review and set out the study’s hypotheses. The theoretical framework and the methodology the
researchers used is then introduced. The next section offerings the main findings followed by conclusion,
research limitation and managerial implications.

114
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

2. Literature Review and Hypotheses Development

2.1 Total Quality Management (TQM)

The most commonly used method by experts to research on the quality management principles of an
organization is TQM constructs (Prajogo and McDermott, 2005). TQM defined as “a management
approach for improving organizational performance that encompasses a variety of both technical and
behavioural topics” (Rahman and Bullock, 2005). On the other hand, (Kanji, 1990; Ahire et al., 1996)
defined it as ‘a continual method as well as techniques of sustaining the continuous improvement and
satisfying the customers’ demand’.

Organisational performance has a positive relationship with TQM practices (Kaplan and Norton,
2003). In addition, in a study conducted in the service sector in Jordan by Sweis et al. (2016), the
analysis showed that TQM practices correlated positively with organisational performance. Therefore, to
improve organisational performance, one needs to evaluate the range of TQM implementation and
measure its action and effectiveness on business performance (Madu et al., 1996; Gadenne and Sharma,
2002, Abu-hussein et al, 2016, Khlaifat et al, 2019).

As TQM is recognized as a management philosophy, numerous studies have investigated the effect
of TQM elements and academic performance (e.g., Kanji and Tambi, 1999; Lim et al., 2004; Sakthivel et
al., 2005). All these researches have concluded that there is a positive significant effect of the main
components of TQM and AP. Furthermore, earlier empirical researches (such as Lim et al. (2004) and
Zwain et al. 2011) examined the effect of TQM on AP through linking every dimension of TQM into a
single construct. Consequently, this study resulted in that there is a positive relationship between TQM
main dimensions and academic performance.

Ho:: There is no significant effect of TQM practices on academic performance of Jordanian private
schools.

2.1.1 TOM Practices

Throughout the years, TQM dimensions have been widely used by many well-known experts such as
Flynn er al. (1994), Samson and Terziovski (1999), and Prajogo and McDermott (2005). Meanwhile,
Zehir et al. (2012) defined eight dimensions of TQM, namely: leadership management, employee
management, customer focus, factual approach to decision-making, supplier management, continual
improvement, system approach to management, and process management. These dimensions have a
significant relationship with firm performance, which are measured by innovation and quality
performance. While Sweis et al. (2013) in their study defined only five TQM practices that include top
management commitment, training, teamwork, customer satisfaction, and continuous improvement.
However, Sadikoglu and Olcay (2014) found that leadership, knowledge, process management, training,
supplier quality management, customer focus, and strategic quality planning are the best practices which
are positively related to the organisational performance in terms of operational performance, inventory
management performance, performance of the employees, innovation performance, customer satisfaction,
social responsibility, and financial performance.

As there are diverse TQM practices and dimensions, each company relies on a series of practices
depending on the nature of that company (Bon and Mustafa, 2013, Saleh et al, 2017). According to Tuomi
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et al. (2013), top management commitment, employee participation and empowerment, customer focus,
continuous improvement, and training are essential for successful TQM implementation in public service
organisations. Meanwhile, Al-Hawary and Abu-Laimon (2013) defined these dimensions as customer
focus, leadership, information and analysis, continuous improvement, and supplier quality management.
After the investigation of 1SO: 9001 Certified Private Schools nature (Bon and Mustafa,
2013) that consider public service organizations the TQM dimension that will be considered in this
study , are top management commitment, training and education, teamwork, and continuous improvement
(Tuomi et al.,2013, Sweis et al, 2019).
2.1.1.1 Top management commitment. Commitment is defined as ‘a force that links an individual to a
course of action of relevance to one or more targets’ (Meyer and Herscovitch, 2001). Furthermore,
Ghemawat (1991) described commitment as the persistence of strategies. Meyer and Allen (1997)
suggested that commitment is a psychological state that characterises the individual’s relationship with an
organisation, and has implications for the decision to continue membership in a company.

Achieving the top management commitment will leads to the acceptance of quality responsibility,
makes vigorous strategies, and maintains persistence for quality assurance and quality improvement by
focusing on market demands, consumer needs, organisational performance, profitability, and productivity
(Sila and Ebrahimpour, 2005). Hence, top managers should focus on developing employees’ capacity and
skills by involving employees in different training programs, which provide the organisation with a skilful
team. In addition, it plays a fundamental role in building trust with staff. Managers and companies have
improved and innovative quality efforts at various implementations, planning and monitoring stages, to
meet the stakeholder expectations and customer satisfaction (Jones and Grimshaw, 2012; Pencarelli et al.,
2013). Therefore, top management must be on track for the organisation’s success in all its ramifications
(Abolarin et al., 2013).

High top management commitment propels TQM by creating values, goals, and systems that lead
to satisfy customers and improve the organisational performance (Senge, 1990). Consequently, workers
who feel that the organisation is committed to them are likely to have a positive perception of human
resource management (HRM) practices, and hence they will be committed to the organization
(Eisenberger et al., 1990; Sweis, 2009; Meyer and Smith, 2000).

Ho1.1: There is no significant effect of teacher’s commitment on academic performance of Jordanian
private schools.

2.1.1.2 Training and education. Better performance is often due to superior employees. Thus, companies
must educate their workers by training and implementing knowledge and skills, to innovate more
effective and efficient workplace (Cervend, 2011). Training is defined as the effort made by an
organization to allow its employees to develop essential competencies such as knowledge, skills, and
behaviours that are critical for effective job performance (Cervend, 2011). While Snape er al. (1995)
considered that training and education are important elements for TQM implementation, on the other
hand; Aguinis and Kraiger (2009) concluded that training and education have a positive impact on
organisational performance, employee attitude, and empowerment. Additionally, Gadenne and Sharma
(2002) argued that customer involvement and employee training contribute to customer satisfaction.
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Ho12: There is no significant effect of training and education on academic performance of Jordanian
private schools.

2.1.1.3 Team work. Terms such as ‘teams’, ‘teamwork’, and ‘team working’ have gathered significant
research over the past decades (Proctor and Mueller, 2000). The team is a group of employees who are
authorised to implement several tasks (Delarue et al., 2006). Lloyd and Newell (2000) found that if
evaluation against the standard list of practices and objectives described in the literature, teamwork for
this group of workers increased neither flexibility nor commitment. There was also some evidence that it
increased internal discipline or performance levels. According to Ramesh and Ravi (2013), organisations
that obtained team-working culture have very strong training systems, motivational methods, and good
working atmosphere.

In other words, teamwork and cooperation are primary components in educational administration.
Teamwork in quality improvement is a continuous improvement and employee participation strategy in
TQM (Wiengarten et al., 2013; Hietschold er al., 2014, Sweis et al, 2014).

Ho13: There is no significant effect of teamwork on academic performance of Jordanian private
schools.
2.1.1.4 Continuous Improvement (Cl). TQM insists on CI considering customers’ need, reducing
rework, increasing workers’ involvement, team working, team-based problem solving, and relative
relationship with suppliers (Agus 2003 and Hassan, 2012; Jandali and Sweis 2019). Thus, the TQM
concept is firstly concerned with CI in all fields of business, from the level of strategic planning and
decision-making, to detailed implementation of work elements.

Gertsen (2001) defined CI as an improvement process that is applied in small increments, and
depends on employee involvement. On the other hand, CI is also defined as the interaction between
innovation, learning, and operations that aims to achieve administrative effectiveness, organisational cost,
flexibility, and efficiency (Davison and Hyland, 2006).

Qualified education requires CI process through systematic and collective evaluation of the system
(De Jager and Nieuwenhuis, 2005). Per Pourrajab er al., (2011), CI approach requires teachers to fight for
zero defects and efficiency in all education methods. Therefore, CI activities requiring improvement in a
proactive way (Taggar and Ellis, 2007).

Consequently, researchers view Cl as an active process that focus on improvement programs,
materials, services and their association with an organisation’s customers, competitors, suppliers, and
capital markets (Singh and Singh, 2013).

Ho1.4: There is no significant effect of continuous improvement on academic performance of

Jordanian private schools.
2.2 Academic Performance
Performance is ‘the document of results of the relationship between what organisations do in terms of
quality management practices and the results they achieve in various types of outcomes’ (NIST, 2010).
Therefore, most of the existing performance measurement literature focused on the organisational
success, and performance is defined in relation to organisational objectives (Sink, 1983; Williams, 1991;
Thorpe and Beasley, 2004; Tangen, 2005; Sweis et al, 2016).
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Barry (2005) analysed the effect of factors such as peer influence, school, and family on students’
academic performance. Barry’s findings showed that socioeconomic status is one of the strongest
predictors of students’ academic performance. Hermino (2005) examined the factors influencing
academic performance of first year accounting students in private and public universities in Puerto Rico.
The findings revealed that internal classroom factors play a major role in positively enhancing academic
performance of students in both private and public universities.

Noble er al. (2006) investigated the factors influencing students’ performance on the American
College Test. Noble et al. (2006) noted that students’ scores were directly affected by their past academic
records at high school. However, family income, parents’ educational level and negative situations at
home influenced students’ scores indirectly. Additionally, Kyoshabas (2009) examined the factors
affecting undergraduate students’ academic performance at Uganda Christian University. Kyoshabas’
findings showed a significant relationship between students’ academic performance and A-level and
Diploma admission points, former school background and parents’ socioeconomic conditions. Yet, there
was no relationship between students’ age and academic performance.

Student performance has a long history with researchers investigating on topics ranging from
intellect, family background, and socioeconomic background to the levels of funding; with each study, the
academic world is getting closer to understanding what drives an academic achievement. Some argued
that the academic performance is more closely linked with how schools are run than with how much
money is spent on schools (Jensen et al., 2011).

Diagne (2006) considered that the proportion of teachers with high qualifications increases
efficiency. However, the proportion of teachers with indefinite duration contracts is associated with lower
efficiency. In other study, Olivares and Schenker-Wicki (2012) showed that improvements in technical
efficiency are the most important source of change in productivity over time. Analysing a sample of
schools, Meunier (2008) showed that the more the size of the schools increases; the greater is the
proportion of efficient schools.

While the role of education as a driver of economic welfare is undisputed, the actual input factors
that contribute to school’s performance are less clear-cut (Barry, 2005), as mentioned above academic
performance could be related to family and school aspects (Noble et al., 2006) for the purpose of this
study the researchers have categorized the key input dimensions examined in the literature into the
following four groups to measure the academic performance from the perspective of schools only
( Tangen, 2005).

(1) Funding provided for education (Jensen et al., 2011).

(2) Classroom size (Finn et al., 2005; Jepsen and Rivkin, 2009).

(3) Teacher qualifications (Croninger et al., 2007).

(4) Improving mentoring options for new teachers (Rivkin ez al., 2005).

3. Research methodology
3.1 Theoretical Framework
The theoretical model for this study consists of two variables, TQM dimensions as independent variable
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and academic performance as dependent variable (Figure 1).

Dependent vanable

BN

2. Clesswoom gize
3. Teacher qualifications

. Improving m
L new achers

sedoring oplions for

Figure (1) : the theoritical framework

3.2 Research Population, Sample, and Data Collection Method

The records of the Ministry of Education Annual Report (2014/2015) show that the total number of
teachers in I1SO: 9001 certified private schools in Amman, Jordan is 410 teachers. 1SO 9001 is applicable
in the service area because of its influence on performance (Psomas, 2013) especially the academic one.
ISO 9001’s association with TQM, justifies it as a foundation stone to the implementation of TQM
(Babatunde and Sui Pheng, 2015). Therefore, the sample of the study includes all teachers working in
those schools. While the schools that comprising the population were six schools, which are Alradwan
School, Dar Alargam School, Alomareye School, Oxford school, International Mayar School, and Islamic
Education College.

To avoid any misunderstanding a questionnaire was originally designed in English and then
translated into Arabic. Hence, the researchers distributed 410 questionnaires to respondents and the
number of returned questionnaires was 322, which represent 78.5% of the whole population. Twenty-six
questions were included in the questionnaire based on five-point rating scale. Consulting on (Gloria, 2005;
Sweis, 2013; Mwanza, 2015), fifteen items have been developed in order to measure total quality
management practices where each dimension (teacher commitment, training and education, teamwork)
was measured by (four items), and continuous improvement was measured by (three items). Furthermore,
eleven items have been developed in order to measure academic performance, Consulting on (Keller,
2006; source:Jensen et al., 2011) two items was used to measure funding provided
for education, Classroom size is measured by (four items) adapted from (Hoxby, 2000; Finn et al., 2005;
Jepsen and Rivkin, 2009), teacher qualifications was measured by (three items) adapted from (Croninger
et al., 2007) and improving mentoring options for new teachers was measured by (two items) adapted
from (Rivkin et al., 2005).

4. Data Analysis
4.1 Descriptive Analysis for Demographic Factors
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Table (1): Characteristics of the Research Sample

Variables Categories Frequency | Percent
Gender Male 44 13.7%
Female 278 86.3%
Age 2025 AR 14 204
26-30 101 31.4%
31-35 100 31.1%
More than 35 75 23.3%
Educational Level | BSc 253 78.6%
Master's 63 19.6%
PhD 6 1.9%
Work Experience | Less than a year 42 13.0%
1to less than 5 years | 122 37.9%
More than 5 vears 158 49.1%

Table (1) presents descriptive analysis of the study sample based on the personal and functional variables.
For Gender variable, the highest category was (female) with percentage of (86.3%), and the lowest
category was (male) by percentage of (13.7%). For Age variable, the highest category (26-30 years old)
with percentage of (31.4%), then category (31-35 years old) with percentage of (31.1%), followed by
(More than 35) category with percentage of (23.3%), and then the lowest category (20-25 years old) with
percentage of (14.3%).

On the other hand, for educational qualification variable, the highest category was Bachelor’s
Degree with percentage of (78.6%), then Master’s Degree category with percentage of (19.6%), and the
lowest category was PHD Degree) with percentage of (1.9%). Based on years of experience in current
school, the highest category was more than 5 years with percentage of (49.1%), then (1 to less than 5
years) category with percentage of (37.9%), followed by the lowest category (Less than a year) with
percentage of (13%).

4.2 Validity and Reliability Tests

4.2.1 Validity

To ensure that the developed measuring instrument is measuring the concept that it was set out to measure,
several validity tests have been undertaken. It can be argued that the measuring instrument developed in
this research is adequate since the measures of every variable was taken from a reliable and valid scale
that had been designed and tested by researchers.

A simplistic form of content validity that was also utilized in this research is face validity, where
the questionnaire - in the design phase - was presented to several educational experts in the field of
business. Their feedback and recommendations were considered before completing the questionnaire
design. Another important validity type ought to be mentioned is construct validity. To test for construct
validity, factor analysis has been conducted. Therefore, the researchers ensured that all items loaded onto
one factor with factor loading higher than 0.40 and Eigenvalues > 1. Consequently, the remaining number
of items is (15 out of 26) as shown in (table 2).
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Table (2): Factor Analysis

Variable 1 2 3 4
TMC.1 0.735
TMC.2 0.813
TMC.3 0.779
TMC.4 0.729
TE.1 0.73

TE.2 0.82

TE.3 0.716
TE.4 0.745
TW.1 0.756
TW.2 0.768
TW.3 0.815
TW.A4 0.691
Cl.1 0.839
Cl.2 0.842
ClL.3 0.537

4.2.2 Reliability test

To test the stability of the measurement tool, Cronbach's Alpha was used according to the answers of the
study sample totalling (322) respondents, and table (3) shows Cronbach alpha of the instrument as a
whole (0.91), and it’s ranged between (0.72-0.91) which is considered acceptable research and studies in
the humanities (Zikmund et al, 2010).

Table (3): Cronbach’'s Alpha test

Variables # of auestions Alpha
teacher commitment 4 0.82
Training and Education 4 0.83
Teamwork 4 0.85
Continuous Improvement 3 0.73
Funding provided for education 2 0.72
Classroom size 3 0.84
Teacher qualifications 4 0.74
Improving mentoring options for new 2 0.87
teachers

4.3 Normality
The researchers tested the normality by two methods, which are Kolmogorov-Smirnov (K-S) and
skewness and kurtosis indices.

4.3.1 Kolmogorov-Smirnov (K-S) Tests
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Kolmogorov-Smirnov (K-S) tests the normal distribution of the data, which means that collected data
come from a normally distributed population (Ghasemi and Zahedias, 2012). Therefore, if the significant
level is more than 0.05 the researcher should accept the assumption of normality for the distribution.
Analysis revealed a KMO index of 0.868, which is considered a high KMO value indicating that the data
has passed the KMO index and is thus adequate. In addition, the Bartlett's Test of Sphericity was
significant (Sig. =0.00).

4.3.2 Skewness and Kurtosis Test
Table (4): Skewness and Kurtosis

Skewness Kurtosis

Statistic | Std. Error | Statistic | Std. Error
Teacher Commitment -0.786 0.136 0.644 0.271
Training & Education -0.686 0.136 0.269 0.271
Teamwork -0.715 0.136 0.720 0.271
Continuous Improvement -0.877 0.136 0.779 0.271
School Performance -0.226 0.136 -0.702 0.271
Quality Performance -1.015 0.136 1.035 0.271
Performance -1.058 0.136 1.860 0.271

The results presented in table (4) showed that skewness ranged between (—0.226) and (-1.058)
(acceptable range is between -2.0 and +2.0). The values of kurtosis ranged between (-0.702) and (1.86)
(acceptable range is between —5.0 and +5.0). As a result, the skewness and kurtosis values indicate almost
normally distribution.

4.4 Descriptive Statistics

Descriptive statistics was conducted to describe the independent and dependent variables from statistical
point of view including means, standard deviations, importance and ranking. The importance has been
divided into three categories based on range, which calculated as follows: 5-1/3 = 1.33.

1- Low importance: between 1 and 2.33 (1 + 1.33 = 2.33).

2- Medium importance: between 2.34 and 3.66 (2.34+ 1.33 = 2.34-3.67).

3- High importance: between: 3.68 up to 5.

Table (5): Sample's Responses Regarding the Teacher commitment

No. | Question Mean | S.D importance | Rank

1 Top management is committed to applying the | 3.95 1.01 High 2

2 M;anaig(.amenrt i.s ;ctively involved in|3.99 |0.92 High 1

3 Managen.wer;'-[ is“in rloutilr;e c:o.ntactr with I.i.ts 391 |0.97 High 3

4 The teachers identifies and analyses customers | 3.88 1.05 High 4
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Grand Mean

3.93

0.76

High -

Table (5) shows that means of subjects' responses regarding the statements that measure teacher
commitment is ranging from (3.88-3.99). The grand mean was (3.93) with standard deviation (0.76),
which is considered as high. Statement “Management is actively involved in communicating the school’s
vision for quality performance" is ranked as the first important statement with mean (3.99) and standard
deviation (0.92). However, statement "The teacher identifies and analyses customers need and meets their
expectations, desires and complains" is ranked as the last important statement with a mean (3.88) and
standard deviation (1.05).

As noticed from table (6) that means of subjects' responses regarding the statements that measure
Training and Education ranging from (3.54-3.82). The grand mean was (3.71) with standard deviation
(0.82), which is considered as high. Statement "There is a plan programmed in the school to train new
teachers and teachers in service to focus on quality in the work performance™ is ranked as the first
important statement with mean (3.82) and standard deviation (1.06). However, statement "Training
programmed at your school is designed to meet the academic needs of the school” is ranked as the last
important statement with a mean (3.52) and standard deviation (1.12).

Table (6): Sample's Responses Regarding the Training and Education

No. | Question Mean | S. Importance | Rank
Deviation
1 There is a plan programmed in the school to | 3.82 | 1.06 High 1
train new teachers and teachers in service to
focus on quality in the work performance.
2 There are external training courses for|3.72 | 1.12 High 3
teachers from time to time in TQM and their
impact on educational issues.
3 Note that educational and training programs | 3.78 | 1.00 High 2
have improved teacher and student
performance.
4 Training programmed at your school is|3.52 |1.12 High 4
designed to meet the academic needs of the
school
Grand Mean 3.71 |0.82 High
Table (7): Sample's Responses Regarding the Teamwork
No. | Question Mean | S.D Importance | Rank
1 | work with other teachers together closely as | 3.98 1.02 | High 2
a team.
2 there is Support for teamwork to coordination | 3.90 | 0.95 | High 3
and improve quality
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3 My work in the team increases my abilities, | 4.00 1.01 | High 1
my energy, and leads to better services for
customers

4 Working in teamwork reduce the work | 3.86 1.05 | High 4
turnover rates

Grand Mean 3.94 | 0.77 | High

Referring to table (7), the means of subjects' responses regarding the statements that measure
Teamwork ranging from (3.86-4.00). The grand mean was (3.94) with standard deviation (0.77), which is
considered as high. Statement "My work in the team increases my abilities, my energy, and leads to better
services for customers" is ranked as the first important statement with mean (4.00) and standard deviation
(1.01). However, statement "Working in groups reduces the work turnover rates" is ranked as the last
important statement with a mean (3.86) and standard deviation (1.05).

Table (8): Sample's Responses Regarding the Continuous Improvement

No. | Question Mean | S.D Importance | Rank

1 | carry out monthly tests and end of term|4.26 | 0.93 High 1
examinations

2 I Use an advance methods and measurements | 4.01 | 0.87 High 2

for continuous improvement of processes
3 Educational facilities are provided adequately | 3.65 1.12 Medium 3
for student

Grand Mean 397 |0.75 High

The results in table (8), shows that means of subjects' responses regarding the statements that
measure Continuous Improvement ranging from (3.65-4.26). The grand mean was (3.97) with standard
deviation (0.75), which is considered as high. Statement "I carry out monthly tests and end of term
examinations" is ranked as the first important statement with mean (4.26) and standard deviation (0.93).
However, statement "Educational facilities are provided adequately for student" is ranked as the last
important statement with a mean (3.65) and standard deviation (1.12).

Table (9) shows that means of subjects' responses regarding the statements that measure Funding
provided for education ranging from (3.01-3.48). The grand mean was (3.24) with standard deviation
(1.01), which is considered as medium. Statement "There are financial allocations to support and develop
the teaching methods periodically” is ranked as the first important statement with mean (3.48) and
standard deviation (1.15). However, statement "1’m satisfied of my salary” is ranked as the last important
statement with a mean (3.01) and standard deviation (1.20).

Table (9): Sample's Responses Regarding Funding provided for education

No | Question Mean | S.D Importanc | Ran
e k
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1 | There are financial allocations to support and | 3.48 1.15 Medium 1
develop the teaching methods periodically
2 | I’'m satisfied of my salary 3.01 1.20 Medium 2
Grand Mean 324 |101 Medium

important statement with a mean (4.10) and standard deviation (1.00).

Table (10): Sample's Responses Regarding the Classroom size

ELITE HALL PUBLISHING HOUSE

No | Question Mean | S.D Importanc | Ran
e
Larger classes have more discipline problems. 4.16 1.03 High
Smaller classrooms with smaller number of 419 |0.93 High
student allow more time for teachers to spend
on many skills, which can increase student
achievement.
3 | The Small class sizes lead to substantially faster | 4.10 1.00 High 3
gains by increase the individualized instruction.
Grand Mean 415 |0.79 High

Referring to table (10), the means of subjects' responses regarding the statements that measure
Classroom size ranging from (4.10-4.19). The grand mean was (4.15) with standard deviation (0.79),
which is considered as high. Statement "Smaller classrooms with smaller number of student allow more
time for teachers to spend on many skills which can increase student achievement™ is ranked as the first
important statement with mean (4.19) and standard deviation (0.93). However, statement "The Small class
sizes lead to substantially faster gains by increase the individualized instruction™ is ranked as the last

Table (11): Sample's Responses Regarding the Teacher qualifications

No. | Question Mean | S.D Importance | Rank

1 I Think that I have sufficient qualificationsto | 4.11 | 0.93 High 4
increase the efficiency of education

2 I am certain | am making a difference in the 423 |0.86 High 2
level of the students | teach.

3 I can deal with most questions asked by 416 |0.85 High 3
students at any level.

4 I enjoy being challenged by students asking 426 |0.85 High 1
difficult questions about other areas than the
current topic.

Grand Mean 419 |0.67 High

Based on table (11), the means of subjects' responses regarding the statements that measure
Teacher qualifications ranging from (4.11-4.26). The grand mean was (4.19) with standard deviation
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(0.67), which is considered as high. Statement "I enjoy being challenged by students asking difficult
questions about other areas than the current topic" is ranked as the first important statement with mean
(4.26) and standard deviation (0.85). However, statement "I Think that | have sufficient qualifications to
increase the efficiency of education™ is ranked as the last important statement with a mean (4.11) and
standard deviation (0.93).

While table (12) shows that means of subjects' responses regarding the statements that measure
Improving mentoring options for new teachers ranging from (3.81-3.88). The grand mean was (3.84) with
standard deviation (0.84), which is considered as medium. Statement "there is a periodic supervisor
visiting my class to mentor and evaluate the teaching method" is ranked as the first important statement
with mean (3.88) and standard deviation (1.02). However, statement "The Teacher Mentoring provides a
framework with usable information as | serve as a Mentor for a new teacher" is ranked as the last
important statement with a mean (3.81) and standard deviation (0.98).

Table (12): Sample's Responses Regarding Improving mentoring options for new teachers

No. | Question Mean | S.D Importance | Rank
1 The Teacher Mentoring provides a framework | 3.81 | 0.98 High 2
with usable information as | serve as a Mentor
for a new teacher.

2 there is a periodic supervisor visiting my class | 3.88 1.02 High 1
to mentor and evaluate the teaching method
Grand Mean 3.84 |0.84 High

4.5 Hypotheses Testing
Before testing the hypotheses of the study, researchers conduct some important tests to ensure the
adequacy of the data. Therefore, variables were tested for Multi-collinearity. The results confirm that
there are no high correlations between the independent variables using the Variance Inflation Factor (VIF),
and tolerance test for each variable to ensure the independence of errors. Considering the Variance
Inflation Factor not to exceed the allowable value (10), Tolerance value greater than (0.05).

Table (13) shows that VIF values for each dimension of the independent variables are less than 10,
with tolerance (0.623-0.730). This indicates that there is no Collinearity diagnostics problem in the
regression model.

Table (13): Tolerance and VIF values

Collinearity Statistics
Variables Tolerance VIF
Top Management commitment | 0.624 1.602
Trainina and Education 0.668 1.498
Teamwork 0.623 1.605
Continuous Improvement 0.730 1.369
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4.5.1 Testing the Main Hypothesis

To test this hypothesis, multiple regression was applied. Academic performance of Jordanian schools was
entered as the dependent variable and TQM practices (Top management commitment, Training and
Education, Teamwork, and Continuous Improvement) was entered as the independent variables to obtain
the results of the regression analysis from SPSS.

Table (14): Model

Mode | R R Adjusted R Square | Std. Error of the Estimate
I Square
1 0.701 0.491 0.484 0.39766

Summary

The model summary table (14) indicates that R-values = (0.701) which refers to the correlations of
the independent variables (Top management commitment, Training and Education, Teamwork, and
Continuous Improvement) and the dependent variable (academic performance). The results indicate that
the relationship between these two variables is significantly positive. In addition, the adjusted R Square's
value of (0.491) indicates the proportion of the variance in the criterion variable, shows that about 49.1% of
the variance in academic performance has been significantly explained by TQM practices.

Table (15): ANOVA?

Model Sum of Squares df | Mean F Sig.
Square

Regressio | 48.309 4 12.077 76.37 | 0.000
n 2 b
Residual 50.129 31 |0.158

7
Total 98.438 32

1

The ANOVA table (15) shows that F= 76.37 and p-value = 0.000. Since the p-value is smaller than
the level of significance (0.05), the null hypothesis is rejected at p  0.05 significance level. Hence, there is
a statistically significant effect of TQM practices (Top management commitment, Training and Education,
Teamwork, and Continuous Improvement) on school performance.

Table (16): Coefficients

Model Unstandardized Standardized Coefficients | t Sig.
Coefficients
B Std. Error Beta
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(Constant) 1.422 .148 9.610 | .000
TQM practices | 0.161 0.0355 0.223 4.588 | 0.00
2

While, Table (16) indicates the slope value of 0.161 for the regression line. Which in turn means
that the independent variable (TQM practices) can predict a 0.161 increase in the dependent variable
(academic performance). The increase is due to the positive relationship between the two variables.
Additionally, the second part of the table (16) demonstrates (t) and (sig.) values, which give a rough
indication of the impact of each predictor variable.

4.5.2 Testing the first sub hypothesis

To test this hypothesis, multiple regression was used. Academic performance was entered as the
dependent variable and teacher commitment as the independent variables to obtain the results of the
regression analysis from SPSS.

The model summary table (17) indicates that R-values = (0.536) which refers to the correlations
of the independent variables teacher commitment and the dependent variable (school performance). The
table indicates that the relationship between these two variables is significantly positive. Additionally, the
adjusted R Square's value of (0.287) indicates the proportion of the variance in the criterion variable,
which shows that about 28.7% of the variance in the academic performance has been significantly
explained by teacher commitment of TQM practices. The ANOVA table (18) shows that F= 31.86 and
p-value = 0.000. Since the p-value is smaller than the level of significance (0.05), the null hypothesis is
rejected at p  0.05 significance level. Hence, there is a statistically significant effect of teacher
commitment on academic performance.

Table (17): Model Summary

Mode | R R Adjusted R Square | Std. Error of the Estimate
I Square
1 0.536 0.287 0.278 0.862

Table (18): ANOVA

Model Sum of Squares | df Mean F Sig.
Square

Regressio | 94.805 4 23.701 31.864 | 0.000°

n

Residual 235.792 317 | 0.744

Total 330.597 321

Table (19) indicates the slope value of 0.099 for the regression line. This indicates that the
independent variable (teacher commitment) can predict a 0.099 increase in the dependent variable
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(academic performance). The increase is due to the positive relationship between the two variables.
Table (19): Coefficients

Model Unstandardized Standardized Coefficients | T Sig.
Coefficients
B Std. Error Beta
(Constant) 0.02 0.32 0.06 |0.9
5
teacher .099 .037 135 2.666 | .00
commitment 8

4.5.3 Testing the Second Sub Hypothesis

Table (20): Model Summary

Mode | R R Adjusted R Square | Std. Error of the Estimate
I Square
1 0.467 0.218 0.208 0.70385

Referring to the model summary table (20), it indicates that R-values = (0.467) which refers to the
correlations of the independent variables (training and education) and the dependent variable (academic
performance). The table indicates that the relationship between these two variables is significantly positive.
In addition to, the adjusted R Square's value of (0.208) indicates the proportion of the variance in the
criterion variable, which means that about 20.8% of the variance in academic performance has been
significantly explained by training and education of TQM practices.

Table (21): ANOVA

Model Sum of Df Mean F Sig.
Squares Square
Regression | 43.799 4 10.950 22.10 | 0.000
2 b
Residual 157.045 317 0.495
Total 200.845 321
Table (22): Coefficients
Model Unstandardized Standardized T Sig
Coefficients Coefficients
B Std. Error Beta
(Constant) 1.90 0.26 7.24 1 0.0
0
Training and Education | .113 .033 .168 343 | .11
0 0
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The ANOVA table (21) shows that F=22.10 and p-value = 0.000. Since the p-value is smaller than
the level of significance (0.05), the null hypothesis is rejected at p  0.05 significance level. Hence, there is
a statistically significant effect of training and education on academic performance. While table (22)
indicates the slope value of 0.113 for the regression line. This indicates that the independent variable
(training and education) can predict a 0.133 increase in the dependent variable (acdemic performance). The
increase is due to the positive relationship between the two variables.

4.5.4 Testing the Third Sub Hypothesis

The model summary table (23) indicates that R-values = (0.582) which refers to the correlations of the
independent variables (teamwork) and the dependent variable (academic performance). The table indicates
that the relationship between these two variables is significantly positive. In addition to, the adjusted R
Square's value of (0.331) indicates the proportion of the variance in the criterion variable, which means that
about 33.1% of the variance in teacher qualifications has been significantly explained by TQM practices.

Table (23): Model Summary

Mode | R R Adjusted R Square | Std. Error of the Estimate
I Square
1 0.582 0.339 0.331 0.5499

Table (24): ANOVA

Model Sum of Squares df Mean F Sig.
Square

Regressio | 49.229 4 12.307 40.69 | 0.000°

n 4

Residual | 95.872 317 0.302

Total 145.101 321

The ANOVA table (24) shows that F= 40.69 and p-value = 0.000. Since the p-value is smaller than
the level of significance (0.05), the null hypothesis is rejected at p  0.05 significance level. Hence, there is
a statistically significant effect of teamwork on academic performance. Table (25) indicates the slope value
of 0.121 for the regression line. This indicates that the Independent Variable (teamwork) can predicta 0.121
increase in the dependent variable (academic performance). The increase is due to the positive relationship
between the two variables. —

Table (25): Coefficients

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 1.83 0.20 8.97 |0.00
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Teamwork 121 .037 .168 3.300 | .001

4.5.4 Testing the Fourth Hypothesis

Based on the results of the model summary table (26) indicates that R-values = (0.491) which refers to the
correlations of the independent variables (continuous improvement) and the dependent variable (academic
performance). Which indicates that the relationship between these two variables is significantly positive. In
addition, the adjusted R Square's value of (0.231) indicates the proportion of the variance in the criterion
variable, which shows that about 23.1% of the variance in academic performance has been significantly
explained by continuous improvement of TQM practices.

Table (26): Model Summary

Mode | R R Adjusted R Square | Std. Error of the Estimate
I Square
1 0.491 0.241 0.231 0.7378

Table (27): ANOVA

Model Sum of Squares | df Mean F Sig.
Square

Regressio | 54.771 4 13.693 25.154 | 0.000

n b

Residual | 172.559 317 | .544

Total 227.330 321

The ANOVA table (27) shows that F= 25.15 and p-value = 0.000. Since the p-value is smaller than
the level of significance (0.05), the null hypothesis is rejected at p  0.05 significance level. Hence, there is
a statistically significant effect of continuous improvement on academic performance. Additionally, table
(28) indicates the slope value of 0.311 for the regression line. This indicates that the Independent Variable
(Continuous Improvement) can predict a 0.311 increase in the dependent variable (academic performance).
The increase is due to the positive relationship between the two variables.

Table (28): Coefficients

Model Unstandardized Coefficients Standardized T Sig.
Coefficients
B Std. Error Beta
(Constant) 1.29 0.27 4.69 | 0.0
0
Cl 311 .035 420 8.95 | .00
6 0
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4.6. Discussion:
As revealed in this study, TQM practices have been implemented by several ISO: 9001 Certified Private
Schools in Jordan. This outcome is comparable with numerous earlier studies conducted in the developing
countries, such as in Malaysia (Lim et al., 2004), India (Sakthivel et al., 2005) and Iraq (Zwain et al.,
2017).
In this paper, a model was developed and empirically tested to examine AP from “TQM practices”-based
view. The effects of four key TQM Practices: teacher commitment, training and education, teamwork, and
continuous improvement on Academic performance were hypothesized and
examined.
The findings emerging from the hypotheses testing proved that there is a statistically significant and
positive relationship between the two constructs. This finding is consistent with previous related studies
(Kanji and Tambi, 1999; Lim et al., 2004; Sakthivel et al., 2005; Zwain et al. 2011; 2017). The TQM
practice dimension of continuous improvement has the strongest effect on academic performance,
followed by training & education, and teamwork with the same strength of the effect and finally the
teacher commitment. The importance of continuous improvement is in line with (Singh and Singh, 2013)
who concluded that continuous improvement is an active process that focuses on improvement programs,
materials, services and their association with an organization.
However, this study’ findings somewhat differ from previous empirical studies in terms of the strength of
TQM that affects academic performance. This can be attributed to the fact that this study investigated the
effect of the TQM set (teacher commitment, training and education, teamwork, and continuous
improvement) most previous studies have considered different practices of TQM (Sakthivel et al., 2005)
or investigated the TQM-AP association by combining each component of TQM into one construct ( Lim
et al., 2004; Zwain et al. 2011; 2017).

In a few words, the current research provides an applied viewpoint for educational organizations,
especially of 1ISO: 9001 Certified Private Schools in Jordan to recognize and support a high level of AP
that can be obtained if implemented TQM practices effectively.

5. Research Conclusions, Contributions, and Implications

Based on the results discussed above, the most important conclusion is the fact that TQM has an
important effect on the academic performance in private schools in Amman, Jordan. Particularly those
schools that have obtained the 1SO certification. Understanding the role of TQM practices and their effect
on academic performance has helped shed some light on this relationship. All the suggested hypotheses
were supported. It is concluded that schools should include the development agenda to train their
managers and teachers for TQM enhancement at all levels, age groups, and educational background. The
results also indicate the need for the development of team working tasks and use the best methods to raise
the level of performance, while enhance the qualification of teachers in schools through the new education
method, training, creativity, and making the resources available for use. The continuous improvement (CI)
has a clear effect on teacher qualification variable and on classroom size variable. The top management
must always consider searching for the best and newest in the education sector in developing the learning
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system. Moreover, their participation should be in a teamwork to solve the problems and ensure that the
team has clear goals to do their best and to meet their customer needs and satisfaction.

The current research contributes to the science of modern management that may benefit others who
devote their attentions to further develop this science. The research has also helped to demonstrate the
details of the subject through the collection of previous literature on TQM practices and academic
performance of schools, and thus facilitate interested readers to obtain references. Therefore, this study
contributes by enabling researchers and education agencies to understand the relationship between TQM
and Jordanian private education schools, especially those that have obtained the 1SO certification.

In view of this empirical research on private schools and since all hypotheses were supported in
favour of TQM application to private schools in Amman. More attention should be paid to develop and
enhance TQM as a culture in private schools. Moreover, further research is encouraged to explore TQM
practices and their effect on performance of private school outside the Amman Governorate. In addition,
in view of the results of this research, further research should be carried out to explore the effect of TQM
on the public schools’ sector in Jordan.

6. Research Limitations

All studies in different fields, regardless of how well they are managing; encounter some limitations
during the study period. There was a problem of accessing information from teachers and restricted
distribution of the questionnaire by the school administration for fear of access to the schools’ own
information. There was also a lack of cooperation, seriousness and the importance of scientific research
while filling the questionnaires.
7. Recommendations
This study investigated the effect of TQM on academic performance. However, the possibility of
generalizing the results to other countries with various characteristics needs to be confirmed by
conducting similar research. Therefore, future studies should conduct further research in other Arabian
countries. The researcher recommends researchers from outside to apply and study the same variables in
their environment to find out the extent to which the outcomes match with other environments and the
ability of comparison between them. Additionally, other independent variables can be used to help
understand the variance in TQM. The researcher also proposes using larger number of questionnaires and
contents that are more detailed to obtain more accurate and detailed data. Furthermore, it is recommended
to use methods other than questionnaires to collect information, or study real and actual data to increase
the accuracy of the results.
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THE IMPACT OF AGRICULTURAL AND MANUFACTURAL RAW

MATERIAL IMPORTS ON THE GOVERNMENT EXPENDITURE: A

CASE STUDY OF ZIMBABWE ECONOMY

Shame Mukoka
Zimbabwe Open University, Harare, Zimbabwe

ABSTRACT

Zimbabwe over the past several decades has been concerned about fiscal deficit. The reason behind the
large increase in fiscal imbalance, was rapid expansion in government expenditure and low revenue
collection. Importation of agricultural and manufacturing raw materials are other activities the
government of Zimbabwe undertook. The focus of this paper is to determine the influence of agricultural
and manufacturing raw material imports on government expenditure. Secondary annual time series data
for the period 1984-2016 were used. A multiple variables regression ordinary least squares (OLS) model
was used. The findings reveal that the two variables are statistically insignificant when analysed against
government expenditure. There is, therefore, need for the Zimbabwe government to spend more funds on
the development of manufacturing and agricultural sectors through importation of the much needed
resources. This would to a certain extent alleviate the problems of inflation and unemployment in the
country.

BACKGROUND TO THE PROBLEM OF THE STUDY
Fei-Ranis (1961) as cited in Kuznets (1961) model, demonstrates that development of the economy is
through both the industrial sector as well as the agricultural sector. This, therefore, calls for any economy
to encourage the growing of both the manufacturing and agricultural sector. The growth of these sectors
requires increased raw materials to enhance production. The government of Zimbabwe responded to this
need through importation of the much needed raw material. However, despite the thin fiscal space the
country is facing, there is evidence that most of the government expenditure is channelled towards the

manufacturing and agriculture sectors of the economy.

The figure 1 below shows how the economy of Zimbabwe fared in the two sectors.

YEAR GDP  GROWTH | AGRIC-GROWTH MANUFAC-GROWTH
RATE RATE RATE
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1980 10.6 19.5 14.7
1982 2.6 14.9 7.7
1984 -1.9 9.2 4.5
1986 2.1 -8.2 3.1
1988 7.6 3.2 5.3
1990 7.0 12.1 5.9
1992 -9.0 -23.2 8.5
1994 6.8 7.3 10.0
1996 7.3 21.4 4.0
1998 -0.9 2.3 3.4
2000 -6.4 3.2 2.5
2002 -4.8 -22.7 1.2
2004 -2.5 7.0 -9.5

Figure 1: GDP, Agriculture and Manufacturing Growth Rates of Zimbabwe: Adapted from CSO
Statistical (Various) Yearbooks, MCF (2005).

The figure 1 above exhibits a decline in economic performance in Zimbabwe especially after the turn of
the new millennium. Interesting to note is the abrupt decline in GDP growth rate in 2000. From the year,
2000, unemployment rate increased, production capacities decreased. The contribution of agriculture to
gross domestic product (GDP) fluctuated between eight and twenty-three percent during the period 1980
and 2005. These fluctuations, firstly, are a reflection of changes in government policies and activities,
coupled with rainfall variations. Secondly, adverse movements in world commaodity prices, especially
agricultural and mining produce, have negatively impacted on the sector’s contribution to the national
output. Figure 2 below depicts the weight which the government is putting on spending on manufacturing

and agricultural raw material imports.
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Figure 2: Zimbabwe Spending on Agriculture and Manufacturing Raw Material Importation: Adapted
from Global Economy Database, 2017.

Figure 2 above reveal that capital expenditure on manufacturing raw materials imports trend from 1984 to
2016 exhibited a random walk. However, expenditure on agriculture followed a stead trajectory. This
suggests that the Zimbabwean government is channelling more funds towards the importation of
manufacturing raw materials as compared to agricultural raw materials. The government priority is on the
growing the industries which would in turn alleviate the unemployment problems in the country. However,
there is also evidence of spending on the agricultural raw inputs, though on minimal scale. This could be
that during the period analysed there was no proper model to govern the agriculture sector. Considering
that Zimbabwe is now operating under the model ‘Command Agriculture’, the spending under this sector
is projected to rise.

RESEARCH OBJECTIVES AND HYPOTHESIS

The objective of this study is to determine the impact of agricultural (AGRICULT) and manufactural
(MANUFACT) raw material imports on government expenditure (GVTEXP) in Zimbabwe. It also seeks
to make recommendations that would assist policy makers in enhancing the soundness of the two sectors
in Zimbabwe. The hypothesis that pinned this study is that AGRICULT and MANUFACT are positively
related to GVTEXP.

REVIEW OF RELATED LITERATURE
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Hayami and Ruttan (1985) compares estimated Cobb-Douglas coefficients from studies that estimated
separate equations for developed countries and developing countries. They investigated effects of
investments in agriculture to agricultural productivity and economic growth. They split their sample of
forty-three countries into twenty-one developed countries and twenty-two less developed countries. They
found all the convectional variables as well as technical education to be important in explaining output
levels for the developed countries. For the less developed countries, land and fertiliser were not found to
be significant explanatory variables, but livestock was more important when compared to the developed

countries.

Fan (2000) using state level data for 1970-1993, developed a simultaneous equation model to estimate the
direct and indirect effects of different types of government expenditure on rural poverty and growth in
India. Agriculture growth and food price changes were identified as important contributing factors to the
decline in rural poverty in the areas around Saith, Ahluwalia, Srinivasan, Ghose, Gaiha, Bell and Rich.
The primary purpose of the study was to investigate the causes of the decline rural poverty in India and
particularly to determine the role that government investment have played, using a pooled time-series,

cross state data set.

Gunning (1997)’s empirical results of econometric investigation of five Sub-Saharan African countries
showed that there is statistical evidence of a long-term relationship between agriculture expenditure and
economic growth. Gunning concluded that agriculture expenditure has a positive impact on economic
growth and emphasised that for developing countries to develop and foster economic growth, there is
need for increasing agriculture expenditure which facilitates investments on agriculture technology which

would increase agricultural productivity thus output and help boost economic growth and development.

Ajao (2000) of the Agriculture Economics and Extension Department in Nigeria carried out a study
examining effects of agricultural productivity, due to increased agriculture expenditure, on economic
growth for Sub-Saharan African countries in the context of diverse institutional arrangements using data
envelopment analysis method. Time series data for a thirty-year period (1970-1999) which consisted of
information on agriculture production and means of production such as records of agriculture production,
rural population and number of tractors in use, fertiliser use, agricultural areas as well as gross domestic
product was used. A decomposition of total factor productivity measure revealed that agriculture
expenditure facilitates technological change and have got a positive impact on economic growth and
development which leads to reduction of poverty in Sub-Saharan African countries.

There have been numerous studies on the effect of government expenditure in the long-term economic
growth. But, there is no consistent evidence for a significant relationship between government spending
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and through manufacturing sector output, both in positive or negative direction.

Samson (2013) used vector error correction model and granger causality model to investigate the
relationship between government expenditure and economic growth through industrial sector in Nigeria.
The study observed that there is significant negative relationship between government spending and
industrial sector of the economy. The finding suggests that there should be effective channelling of public
funds to productive sectors in Nigeria. Employing three-stage-least square (3SLS) technique and
macro-econometric model of simultaneous equations, Onakoya and Somoye (2013) examined the impact
of public capital expenditure on economic growth in Nigeria. The study revealed that public capital
expenditure contributes positively to economic growth in Nigeria as it promotes the output of oil and
infrastructural sectors but it is directly deleterious to the output of manufacturing and agricultural sector.

Melissa and Dean (2013) examined the effect of public expenditure productivity on manufacturing sector
in USA cities using simple Cobb-Douglas production function model. It was discovered that there is
strong positive and statistically significant relationship between private capital and labour productivity.
Using ordinary least square (OLS) method, Loto (2012 investigated the determinants of output expansion
in the Nigerian manufacturing industries between 1980 to 2010. It was found that inflation rate plays the
highest significant role in explaining manufacturing sector output expansion in Nigeria.

Using multivariate model of simultaneous equations and three-stages of least squares method (LSM),
Onakoye, Tella and Osoba (2012) examined the relationship between investment in telecommunication
infrastructure and economic growth in Nigeria. The study found that telecommunication infrastructural
investment has a significant impact on output of the economy directly through its industrial output and
indirectly through the output of other sectors such as agriculture, manufacturing, oil and other services. In
line with the above- gap as identified in the literature, the study employed all the tools needed to
investigate the impact of government capital expenditure on manufacturing sector output in Nigeria and
as well identify all factor that affect manufacturing sector in Nigeria.

MATERIALS AND METHODS

This section explores econometric methodology applied in the study to establish the impact of
AGRICULT and MANUFACT on GVTEXP in Zimbabwe. The study employs secondary annual time
series data set from 1984 to 2016. Ordinary least squares (OLS) was used to estimate the equation. The
estimation of the equation was such that unit root test were undertaken to determine the order of
integration of the variables and that was done using the Augmented Dickey Fuller (ADF) test. Some other
statistical tests which includes that of Cointegration of variables were done. Lastly, diagnostic tests were
done to determine if the chosen model is well specified.

The theoretical basis of the model is a linear relationship between the dependent variable, government
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expenditure (GVTEXP) and the explanatory variables, manufactural raw material imports (MANUFACT)

and agricultural raw material imports (AGRICULT).

GVTEXP=F (AGRICULT, MANUFACT)

Where,
GVTEXP
AGRICULT
MANUFACT

Logarithms of
non-stationary.

GVTEXP(t)= 0+ IAGRICULT()+ 2MANUFACT(t) + U(t)

=is Government Expenditure

=is Agricultural Raw Material Imports

=is Manufacturing Raw Material Imports

the variables is then undertaken because most of the economic time series data are

The expected signs from the regression equation to be estimated are as follows:

0>0; 1>0; 1>0

DATAANALYSIS AND INTERPRETATION OF RESULTS

Preliminary Statistics

Table 1: Descriptive Statistics

GVTEXP MANUFACT AGRICULT
Mean 18.26970 64.57576 1.816667
Median 18.35000 64.30000 1.900000
Maximum 27.47000 79.10000 4.300000
Minimum 2.050000 3.240000 0.400000
Std. Dev 5.913691 10.95765 1.103593
Skewness -1.180258 -0.759482 0.419065
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Kurtosis 4.315906 3.312412 2.660681
Jacque-Bera 10.04252 3.306675 1.124196
Probability 0.006596 0.191410 0.570012
Observations 33 33 33

Table 1, shows descriptive statistics of the dependant and explanatory variables used in the study for the
period 1984 to 2016. Maximum and minimum statistics rule out the possibility of outliers in the data used.
Classical linear regression requires that the residuals be normally distributed and judging by the
probability values of the Jarque-Bera, two variables except for GVTEXP residuals follow a normal
distributed therefore, the test for correlation among the variables can be conducted.

Correlation Test

Table 2: Correlation Matrix

GVTEXP MANUFACT AGRICULT
GVTEXP 1.00000000 0.13119172 0.22505631
MANUFACT 0.13119172 1.00000000 0.43307960
AGRICULT 0.22505631 0.43307960 1.00000000

In this study there is weak multi-collinearity among variables as reflected by the coefficient of less than
0.8. The correlation tests show a positive relationship between three variables under study namely
government expenditure (GVTEXP), raw material imports (MANUFACT) and
agricultural raw material imports (AGRICULT).

manufacturing

Stationarity Tests
The stationarity or unit root test of the data used in this study were conducted using Augmented Dickey
Fuller Test and the results are shown below.

Table 3: Augmented Dickey Fuller (ADF) Test Results after differencing

Variables | t-ADF statistic | Critical 1% | Critical 5% Critical 10% Conclusion
Gvtexp -5.640481 -3.661661 -2.960411 -2.619160** I(1)
Manufact -9.705940 -3.661661 -2.960411 -2.619160** 1(1)
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Agricult

-5.365868 -3

.689194

-2.971853

-2.625171**

1(1)

*, ** indicate significance at 1% and 10% respectively
The results from the ADF test became stationary after differencing. All the variables became stationary
after first differencing. The study undertakes cointegration test to determine is the variables have long run
relationship.  The results are presented in Table 4 below.

Cointegration Test
Table 4: Johansen Technique Results (Trace)

Hypothesize No. of | Eigenvalue Trace Statistic | 5% Critical Prob.**
CEs Value

None 0.431314 22.83021 29.79707 0.2545
At most 1 0.149287 5.332968 15.49471 0.7725
At most 2 0.010297 0.320877 3.841466 0.5711

*Denotes rejection of the hypothesis at the 5% significance level.

Using the Johansen cointegration, there is no evidence of cointegration amongst the variables. With these
results, the study proceeded to estimate the OLS equation. The results are shown in table 5 below.

Ordinary Least Squares Estimation

Table 5: Ordinary Least Squares (OLS) Results

Dependent Variable: Gvtexp

Variable Coefficient Std. Error t-Statistic Prob
Manufact 0.022402 0.106433 0.210483 0.8347
Agricult 1.109651 1.056783 1.050027 0.3021
C 6.369189 2.324815 0.0270
14.80718

R-Squared =0.052050

Adjusted R-Squared =-0.011146

F-Statistic =3.823623
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Durbin Watson Statistic = 0.528940

Table 5 shows the estimated results exhibiting the coefficient values of the explanatory variables as well
as indicating through the probability value whether each respective variable is significant. According to
the estimated model above, the two explanatory variables are statistically insignificant on government
expenditure as shown by the p-values of 0.8347 and 0.3021. The value of the adjusted R-squared is 5%,
suggesting that only 5% variation in government expenditure is explained by the variation in the
independent variables. The Durbin Watson of 0.53 means that there is no serial correlation in the variables.
Before giving conclusion and recommendation of the study, the statistical properties of the model were
assessed. Diagnostic tests were carried out to test for serial-correlation, heteroscedasticity, normality and
specification. The results are presented in Table 6 below:

Table 6: Diagnostic Test Results

F. Statistic Probability
Specification Error: 1.270195 0.303001
Ramsey Reset Test
Serial Correlation: 17.07386 0.0002
Breusch-Godfrey Serial Correlation
LM Test
AR Conditional Heteroscedasticity | 0.1355911 0.0002
(ARCH):
Breusch -Pagan- Godfrey
Normality:
Jacque-Bera 4.413535 0.110056

As shown in Table 6 above, the diagnostic tests carried out show that the model is not well specified and
that the residuals are homoscedastic and serially correlated. The variables in the model used are however,
normally distributed. These results suggest that there could be other model suitable for the tests.

CONCLUSION AND POLICY RECOMMENDATIONS
This study found out that agricultural raw material imports and manufacturing raw material imports are
statistically insignificant when analysed in relation to government expenditure. These results suggest that
the government of Zimbabwe is not spending much on the development of the two sectors of the economy;,
namely, agriculture and manufacturing. There is therefore need to spend more on these two areas
considering that most of the industries in the country are ailing due to pitiable resources. Now that the
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country is under the Command Agriculture Model, there is need to ensure that more resources are directed
towards the agricultural sector. This will go a long way in addressing unemployment challenges
bedevilling the country.
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ABSTRACT

This study examined the impact of Capital Adequacy Ratio on Non-Performing Loans amongst the
Commercial Banks in Zimbabwe during the dollarisation era. The data covered period 2009-2015. In this
study, we used the Ordinary Least Squares to estimate the regression equation. After all necessary
statistical tests were undertaken, diagnostic tests were done to determine if the model is reasonably well
specified. The estimation results revealed that there is a significant inverse relationship between Capital
Adequacy Ratio and Non-Performing Loans.

Keywords: non-performing loans, capital adequacy ratio, basel capital accords, minimum capital

requirements,

INTRODUCTION
A banking industry that is sound, is essential to the growth of any economy, with the soundness measured
in terms of Capital Adequacy Ratio (CAR). It is, the pursuit of every country, to ensure that its banking
industry is financially sound all the time. Countries, therefore, promulgate regulation to govern how
banks should effectively and efficiently perform. However, despite the well thought enacted laws
governing banks, there has been an upsurge of non-performing loans across the commercial banks of
Zimbabwe. These non-performing loans (NPL) are being characterised of impacting negatively on the
soundness of banks. This study, therefore, determines the relationship between non-performing loans
(NPL) and Capital Adequacy Ratio (CAR) among Commercial banks in Zimbabwe for the

post-dollarisation epoch.

BACKGROUND TO THE PROBLEM OF THE STUDY

Capital requirements play a key role in the supervision and regulation of banks. Policy makers have put in

151
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

considerable effort to design bank capital regulation as a way of safeguarding overall financial stability. In
Zimbabwe, the Basel Capital Accord was issued in 1988 and market risk was dealt with in 1996 and the
Basel 11 Accord was issued in 2004. Accompanying the policy effort has been the adoption of the Basel
capital standards. The main objectives of the Basel Committee on Banking Supervision (BCBS) were to
encourage international banks to boost capital positions and to reduce competitive inequalities. According
to the BCBS, banks were required to maintain a capital adequacy ratio of 8% measured as net capital
divided by total risk weighted assets. In line with this, the Reserve Bank of Zimbabwe (RBZ) adopted
formalised capital requirements for banking institutions in 1996. The Reserve Bank of Zimbabwe pegged
the minimum capital adequacy ratio at 10%. In addition to the BCBS capital requirements, banking
institutions were also required to maintain a minimum level of core capital in accordance with the
requirements of the Zimbabwean Banking Act (Chapter 20:24). The Reserve Bank of Zimbabwe has been
constantly changing the minimum capital requirements for banks with the last review being United States
dollar linked capital requirements. A number of developing countries have adopted the Basel Capital
Standards with direct consequences on the banks behaviour and the macro-economy. However, there are
concerns that this unduly increases volatility in the banks’ capital. Many authors have tried to assess
empirically the impact of capital requirements on banks’ behaviour. Most studies concentrate on
developed countries and empirical evidence has remained scarce on developing countries and Zimbabwe
in particular. It is against this background that this paper provides empirical evidence on the impact of
capital adequacy ratio (CAR) on non-performing loans (NPLs) in Zimbabwe from 2009 to 2015.
Zimbabwe adopted a multiple currency regime in 2009 (Reserve Bank of Zimbabwe, 2010). A multiple
currency system allowed trade to be conducted using major trading currencies, for example, the United
States Dollar (USD), British Pound (GBP), South African Rand (ZAR), and the Botswana Pula (BWP).
After the adoption of the multiple currency system, the banking sector experienced marked improvements
in the intermediary role which resulted in improved financial support to the key productive sectors of the
economy (Reserve Bank of Zimbabwe, 2010). A research conducted by the International Monetary Fund
in 2010, indicated that the profitability of banks had improved following a more favourable economic
environment during the new regime. While officially reported, aggregate banking soundness indicators do
not raise major red flags, they mask vulnerabilities specific to a fully dollarized banking system
experiencing rapid credit growth, as well as a significant variation in prudential indicators across
individual banks. The Reserve Bank of Zimbabwe (2016) also noted that there has been gradual
deterioration in asset quality as reflected by the level of non-performing loans (NPLS) trending towards
the watch list category. The implication being that borrowers are struggling to repay loans leading to the
problem of banks sitting on NPLs (see figure 1 below).
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Rather, NPLs in the financial sector are viewed as an obverse mirror image of an ailing unprofitable
enterprise (Chikoko, Mutambanadzo, Vhimisai, 2012). From this point of view, the eradication of
non-performing loans is a necessary condition to improve the economic status of the financial institution.
Continuously rolling over NPLs locks up resources that could otherwise be invested to profitable sectors
of the economy. Intuitively, this hinders economic growth and impairs economic efficiency. In fact, a
competent and developed banking industry is very fundamental to the growth of any economy. The
determinants for loan default vary in different countries and have a multidimensional feature both at
matured and emerging economies. In Zimbabwe NPLs can be best explained by high lending rates, poor
corporate governance, approval of loans based on balance sheet strength, insider and related-party lending
practice, information asymmetry, and excessive growth of the credit book as well as weak supervision by
the Reserve Bank of Zimbabwe (Hamandishe and Vhimisai, 2013). The concept of NPLs has been
defined in different literatures, (Chikoko, Mutambanadzo, Vhimisai, 2012; Kavwanyiri, Mutua and
Abraham, 2017). According to the International Monetary Fund IMF (2010) non-performing loan is any
credit in which interest and principal operating expense are more than 90 days long-ago. Non-performing
loans are therefore, loans that are ninety or more days’ delinquent in payments of interest and/or principal

(Bexley and Nenninger, 2012).

The following figure depicts the trajectory followed by the two variables CAR and NPLs.
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Figure. 1: Capital Adequacy Ratio (CAR) and Non-performing loans (NPLS): Adapted from Reserve
Bank of Zimbabwe (2016).

The two variables depicted in figure 1 above, seem to be exhibiting a stochastic and positive relationship.
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This study, seeks to determine the impact of CAR on NPLs during the dollarised era among the
Commercial Banks in Zimbabwe. The ultimate objective is to draw lessons from commercial banks’
lending in Zimbabwe during the dollarised period. The paper is organised as follows. In the second
section, we present the research objectives and hypothesis of the study. In the third section we present the
review of related literature, followed by materials and methods, that is, the research methodology; in the
fourth section. In the fourth section, a discussion of the findings is undertaken and finally, conclusions

and recommendations are presented.

RESEARCH OBJECTIVES AND HYPOTHESIS
The objective of this study is to determine the impact of Capital Adequacy Ratio (CAR) on
Non-performing loans (NPLs) in Zimbabwe. It also seeks to make recommendations that would assist
policy makers in enhancing the soundness of financial institutions in Zimbabwe. The hypothesis that
pinned this study is that high Capital Adequacy Ratio (CAR) is negatively related to Non-performing
loans (NPLs).

REVIEW OF RELATED LITERATURE
Capital is defined as the cushion that protects banks and their customers and shareholders against loss
resulting from the assumption of risk as shown by Basel Committee on Banking Supervision (2008).
Adequate capital supports future growth, fosters public confidence in the bank’s condition, provides the
capacity under the bank’s legal lending limit to serve customers’ needs, and protects the bank from
unexpected losses (Furlong, 2008). The primary aim of Capital Adequacy requirements is therefore to
limit risk-taking by banking institutions (Chikoko and Pierre Le Roux, 2013). Furthermore, the capital
adequacy ratio can also assist regulators to define the threshold at which to intervene in the management
of the failing bank. Since shareholders’ payoff function is convex with respect to the bank’s net worth,
their incentive to take risks increases as its net worth declines. Although this would hurt the interests of
the bank’s depositors, they may fail to intervene if they are too small and uninformed about the bank’s
management. In view of this, capital adequacy regulation is necessary to protect the depositors against

shareholder moral hazard.

It is optimal to transfer the bank’s control rights from its shareholders to the regulator who represent the
interests of the bank’s depositors, before its capital is depleted (Danielson, Embrechts, Goodhart, Keeting,
Muennich, Renault and Shin, 2001). There is a general agreement that statutory capital requirements are
necessary to reduce moral hazard. The question has been how much bank capital is needed. Despite the

debate, capital adequacy is evaluated in relation to supervisory guidelines; overall financial condition; the
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nature, trend, and volume of marginal and sub-quality assets; intangibles; off-balance sheet activities, and
earnings; balance sheet composition, interest rate risk, concentration risk, and non-traditional activity risk,
growth trends and prospects; and the strength of management. The macroeconomic concerns surrounding

Basel Capital Accords can be divided into two specific categories.

The first issue is whether Basel Capital Accords lead to reduced loan supply to certain sectors of the
economy. The second concern is whether it impacts the cyclical behaviour of bank lending and affects
macroeconomic dynamics. The first concern raised about capital adequacy requirements is that they may
cause a credit crunch affecting the macro-economy (Choi, 2008). According to Basel Committee on
Banking Supervision (2008), the broad nature of risk classes gives considerable scope for substitution
between more and less risky assets. If a bank’s capital adequacy ratio becomes very low, a banking
institution can raise more capital; curtail its lending; and or shift its portfolio towards assets with lower
risk-weights. Borio, Furfine and Lowe (2001) point out, that banks are likely to choose the most
cost-effective way of meeting the capital adequacy requirement. Given that the cost of raising new capital
is usually very high for financially weak institutions, banks are likely to reduce their lending in order to
fulfil the regulatory requirement. If many banks behave in this fashion at the same time, it would lead to a
reduction in the aggregate loan supply to the economy. Several empirical analyses (Chami, and
Cosimano, 2001; Borio, Furfine and Lowe, 2001; Griffith-Jones, Segoviano, and St. Spratt, 2002; Choi,
2008; Furlong, 2008), support that banks subjected to strict capital adequacy requirements curtail their
lending in response to a negative shock to their regulatory capital. Such a reduction in bank loans would

not affect the real output, as long as firms can quickly find alternative sources of finance.

However, given the presence of asymmetric information in the Zimbabwean financial market and a
shallow capital market, this may not be feasible for some borrowers, who are forced to curtail their
investment. A fall in loan supply is therefore likely to affect the smaller to medium enterprises as they
tend to have little access to the stock exchange through listing and private placements. In this regard, a
fall in bank capital or an increase in capital adequacy requirement leads to a reduction in aggregate loan
supply and output for bank dependant firms. Capital adequacy requirements may also affect the monetary
transmission mechanism. If some firms are bank dependent, the responsiveness of loan supply to changes
in monetary policy determines the strength of the transmission mechanism. In the presence of capital
adequacy requirements, the strength of the monetary transmission mechanism may depend upon how well

banks are capitalized.

In a simple static model, Brunner, Allan and Kamin (1998), shows that if the capital adequacy
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requirement is binding, bank loans may not respond at all to a monetary expansion. The monetary
transmission mechanism is weakened if banks are poorly capitalized, or the capital adequacy requirement
is very stringent (Altman and Saunders (2008). In a consultative paper published in 2001, the Basel
Committee proposed that credit exposures to unrated firms receive a minimum of 100 percent risk-weight
under Basel Il. This has raised concerns that Basel 11 may cause a credit crunch affecting unrated firms,
most of which are small- and medium -sized enterprises (SMEs). According to the study by Baltagi,
(2008), Basel Il on average lead to a 1 percentage point reduction and a 1.5 percentage point increase in
the required capital for lending to an OECD corporation and a corporation in the poorer countries,
respectively.  Another major concern surrounding Basel Il is that it may increase the cyclical volatility of
bank loans and output. Given that credit risk tends to fall during booms and rise during recessions, the
risk-weights on assets under Basel Il are likely to undergo countercyclical fluctuations, so that banks
become more capital-constrained during recessions and less so during booms. Raising new capital, on the
other hand, tends to be less costly during booms and more expensive during recessions. In view the
foregoing, banks operating under Basel Il have stronger incentives to expand their lending aggressively
during economic upswings and cut it sharply during downturns. Such lending behaviour may in turn
exacerbate the cyclical volatility of output. Basel 1l may also weaken the short-run effect of a monetary
expansion during economic downturns as banks may not be able to expand their loan supply no response

to an increase in money supply.

It is, possible that a monetary expansion relaxes banks’ capital constraints after a time lag and stimulates
the economy, which in turn may improve borrowers’ balance sheet conditions and their credit quality. If
so, the dynamic response of bank loans to a monetary stimulus would be stronger under Basel Il, even
though this might come with some delay. On the other hand, it is also possible that the initial failure of
the monetary expansion to stimulate banks’ loan supply forces some firms to reduce their investments,
which could lower firms’ net worth and reduce their credit quality next period. This in turn could
discourage banks from lending to these firms, so that it is also possible that a monetary expansion fails to

stimulate the economy for a sustained period under Basel I1.

On the other hand, a non-performing loan is an advance by a financial institution that is not earning
income and full payment of principal. As such interest is no longer anticipated (Van Greuning and
Bratavonic, 2003). There is no global standard to define non-performing loans at the practical level.
Variations exist in terms of the classification system, the scope, and contents. This pitfall potentially adds
to disorder and uncertainty in the non-performing loans subject. For instance, as described by Park (2003),

during the 1990s, there were three different methods of defining non-performing loans: the 1993 method
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based on banking laws; the ‘Bank’s Self-Valuation’ in March 1996; and the ‘Financial Revival
Laws-Based Debt Disclosure’ in 1999. These measurements have gradually broadened the scope and

scale of the risk management method in the banking industry.

The literature that examines non-performing loans has increased as more researchers attempt to
understand the major factors that cause financial instability. This trend has arisen due to the role played by
impaired assets in financial instability as evidenced by the strong association between non-performing
loans and banking crises. In most of the economies that collapsed, credit risk preceded financial crises.
Khemraj (2005) revealed that the banking crises in East Asia and Sub-Saharan African countries were
preceded by high non-performing loans. This stimulated research in trying to establish the causes of
non-performing loans in banks. Caprio (1998) had earlier presented stylised evidence and found that
inadequate regulation and lack of supervision at the time of the liberalisation could play a key role in
explaining why deregulation and banking crises were so closely entwined. The analysis of Kaminsky and
Reinhart (1999) provides interesting insights on the links between financial crises with financial
liberalisation. The study found that the proxy variable for financial liberalisation which was the growth in

domestic credit as a ratio of output, accelerated greatly as the crises emerged.

Earliest studies to examine the causes of loan losses were by Keeton and Morris (1987). The study
showed that local economic conditions along with the poor performance of certain sectors explain the
variation in loan losses recorded by the banks. The study also reports that commercial banks with greater
risk appetite tend to record higher losses. Garey (1991), also concur with the early studies of Keeton and
Morris. Garey (1991) found that loan loss experience of large commercial banks in the US was influenced
by both internal and external factors. This study found a significant positive relationship between the
loan-loss rate and internal factors such as high interest rates, excessive lending, and volatile funds.
Non-performing loans were influenced by gross domestic product growth, high real interest rates, lenient
credit terms and excessive lending by commercial banks (Goacher, 2002; Howells and Bain, 2002;
Heffernan, 2005; Freixas, 2007 and Machiranju 2008). In Zimbabwe, Chikoko et al., (2012) their research
findings show that some banks were sitting on NPLs due to poor credit analysis processes; wrong
products offered to the clients; lending based on balance sheet strength instead of cash flow based lending;
banks taking too much comfort in security; information asymmetry leading to moral hazard; economic
environment and political influence. Their key recommendations included that of an urgent setting up of a
credit bureau; and also that banks should not adjust clients request. Their study emphasised the need for

banks to consider the economic environment and adjust their credit culture.
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The research of Boudriga, Taktak and Jellouli (2009) illustrates that Capital to risk weighted asset ratio
reduce the level of problem loans which means higher Capital leads to less credit risk. However, Rime
(2001) findings indicated a positive relationship in his research between bank risk and capital ratio of
Swiss banks. Goddard et al. (2004) study the significant factors of productivity of banks in Europe. They
found a positive relationship between the bank capital and treasury to loans (The World Bank, 2014).
Samy and Magda (2009) explore the effects of capital regulations on the performance of banks in Egypt.
The research provides a comprehensive framework to measure the impact of capital on two indicators of
bank performance: cost of intermediation and profitability. The result of the research indicates that higher
capital to risk weighted ratio “...increase the interest of shareholders in managing bank’s portfolio’, which

generates *...higher cost of intermediation and profitability’ (Samy and Magda, 2009).

Total capital is a measure of bank’s financial strength since it shows the ability to withstand tolerate with
operational and abnormal losses. It also represents the ability to undertake additional business (Habtamu,
2012). As noted by Makri et al. (2014) Capital Adequacy ratio determines risk behaviour of banks. It is a
measure of banks solvency and ability to absorb risk. Thus, this ratio is used to protect depositors and
promote stability and efficiency of financial systems. Despite the abundant literature on NPLs, to the
researchers’ knowledge, no study has been done on the impact of capital adequacy ratio (CAR) on
non-performing loans (NPLs) on Zimbabwean commercial banks after dollarisation in 2009. Therefore,
this study determines the impact of CAR on NPLs amongst Commercial Banks in Zimbabwe

post-dollarisation era.

MATERIALS AND METHODS
This section explores econometric methodology applied in the study to establish the impact of CAR on
NPLs in Zimbabwe. The study employs secondary annual time series data set from 2009 to 2015.
Ordinary least squares (OLS) was used to estimate the equation. The estimation of the equation was such
that unit root test were undertaken to determine the order of integration of the variables and that was done
using the Augmented Dickey Fuller (ADF) test. Some other statistical tests were done. Lastly, diagnostic

tests were done to determine if the chosen model is well specified.

The theoretical basis of the model is a linear relationship between the dependent variable, non-performing

loans (NPLs) and the explanatory variable, Capital Adequacy Ratio (CAR).
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Dependent Variable Independent Variable
Non-performing Banking laws (BLS)
Loans (NPLs) — -Capital Adequacy
-Non-performing Ratio

loans/total loan

NPLSTF (CAR) ottt it et et e e e e e e e e e et e e (1)
Where,

NPLs -is Non-performing loans

CAR -is Capital Adequacy Ratio

Logarithms of the variables is then undertaken because most of the economic time series data are

non-stationary.

NPLS(E) = 0+ LCARM) + U(D)reeeereeeeereeeeeeeeeeeeee e oot @)

The expected signs from the regression equation to be estimated are as follows:

0>0; 1<0

DATA ANALYSIS AND INTERPRETATION OF RESULTS

NPLs CAR
Mean 5.45714300 3.20000000
Median 25.7728571 11.3100000
Maximum 60.0000000 18.4900000
Minimum 13.0700000 1.80000000
Std. Dev 19.6386707 6.12463332
Skewness 1.03445445 -0.49583100
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Kurtosis 2.22941868 1.84065385

Jarque-Bera Probability 1.42163573 0.67884756
0.49124226 0.71218057

Observations 7 7

Table 1 shows descriptive statistics of the dependant and explanatory variables used in the study for the
period 2009 to 2015. Classical linear regression requires that the residuals be normally distributed and
judging by the probability values of the Jarque-Bera, the two variables residuals follow a normal

distributed, therefore, the test for correlation among the variables can be conducted.

Correlation Test

The correlation results are presented below are presented in Table 2 below,

Table 2: Correlation Test Results

CAR NPLS
CAR 1.000000 -0.8469191
NPLS -0.8469191 1.000000

In this study there is multi-collinearity between the two variables as reflected by the coefficient of
-0.8469191. The correlation tests show a negative relationship between the two macro-economic
variables under study. Having done the correlation test, stationary test is conducted and results are

depicted in Table 3 below.

Stationarity Test Results
The stationarity tests of the data used in this study were conducted using Augmented Dickey-Fuller test

and the results are shown below:

Table 3: Unit Root Test

Conclusion

Critical

Critical

Critical

Variable t-ADF
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Statistic 1% 5% 10%
CAR -21.67319 -5.604618 -3.694851 -2.982813** | 1(0)
NPLs -18.91758 -5.119808 -3.519595 -2.898418** | 1(0)

*, ** indicate significance at 1% and 10% respectively

The results from the ADF test became stationary at level. The next stage involves estimating the equation

using testing. Table 4 below presents the OLS test results.

Table 4: Ordinary Least Squares (OLS) Results

Dependent Variable: NPLs

Variable Coefficient Std. Error t-Statistic Prob
CAR -0.264125 0.074160 -3.561580 0.0162
C 18.11726 2.339051 7.745560 0.0006

R-Squared =0.717272

Adjusted R-Squared =0.660727

F-Statistic =12.68485

Durbin Watson Statistic (DW) = 2.092737

Table 4 shows the estimated results exhibiting the coefficient value of the explanatory variable as well as

indicating through the probability value whether explanatory variable is significant. According to the

estimated model above, the relationship between Non-Performing Loans and Capital Adequacy Ratio

exhibits a negative co-efficient of -0.264125 against a statistically significant P-value of 0.0162. This

suggests that a unit increase in Capital Adequacy Ratio would result in 26% decrease in non-performing

loans. The value of the adjusted R-squared is 72%, suggesting that 72% variation in non-performing loans
is explained by the CAR. The Durbin Watson Statistic of 2.092737 means that there is no serial

correlation in the variables.

After conducting OLS test, the statistical properties of the model were then assessed. Diagnostic tests

were carried out to test for serial-correlation, heteroscedasticity, normality and specification. The results

are presented in Table 5 below:

Diagnostic Tests

Table 5: Diagnostic Test Results

F. Statistic Probability
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Specification Error: 6.125172 0.050589

Ramsey Reset Test

Serial Correlation: 0.274505 0.8718
Breusch-Godfrey  Serial
Correlation LM Test

AR Conditional | 2.191982 0.1387
Heteroscedasticity

(ARCH):

Breusch -Pagan- Godfrey

Normality: 0.588113 0.745234

Jacque-Bera

As shown in table 4 above, the diagnostic tests carried out show that the model is reasonably well
specified and that the residuals are homoscedastic and serially uncorrelated. The following section

presents the conclusion and recommendations.

CONCLUSION AND POLICY RECOMMENDATIONS
This study found out that the two variables analysed have an inverse relationship, whereby one-unit
increase in Capital Adequacy Ratio (CAR) results in the decrease of non-performing loans (NPLs) by
26%. These results have important policy implications. The results suggest that increased capital
adequacy lead to a decline in non-performing loans. There is, therefore, need for the introduction of
higher minimum bank capital requirements which may well induce slowdown or contraction of bank
lending in Zimbabwe. The enforcement of capital adequacy requirements would significantly curtail
credit supply. Opening up to foreign investors may be an effective way to partly shield the banking sector
from negative shocks arising from non-performing loans. There is also need to monitor the financial
conditions of the banking sector continuously if monetary policy is to become an effective tool to counter
the pro-cyclicality problem inherent in the banking sector. The Reserve of Zimbabwe should give the
financial regulators some discretion over the regulatory penalty imposed on banks that violate the capital
adequacy requirement. Over and above the given recommendations, there is need to urgently establish a
credit bureau that will facilitate the dissemination of credit information. Furthermore, credit analysts
should be trained in credit intelligence to equip themselves with adequate and efficient skills in loan
management. This is in light of data for non-performing loans shown Figure 1, where non-performing

loans for period 2012 to 2015 were more than the capital adequacy. Commercial banks need to come up
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with workout strategies that clearly define how different types of loans at different stages are to be dealt
with. Supervisors should come up with devices that would enforce commercial banks to adhere to

banking prudential guidelines.
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Introduction
The brand is a strategic requirement that helps organizations in order to create more value for customers
and also to create sustainable competitive advantages (Keller, 2008). Brand is a means to detect and
identify the product that is a factor in new product offering (Ahmet, 2010: 120). Successful brands caused
to increase confidence in the intangible products and services and customers are able to visualize and
identify better their services. Key management and brand development is understanding and recognition
of the fact that customers are looking for what the advantages.
Since today's customers are demanding more then before, they are not just looking for functional benefits
but also are looking for tangible benefits such as prestige, status, personality, lifestyle, and other factors
that could establish a solid relationship with them as well. So what customers are looking for is a list of
features that goes beyond the physical and tangible dimensions of the product .The added value or
increasing usefulness of the product that comes with brand, is said to be called brand equity. Brand equity
is taken into consideration as one of the most important and sensitive issues which should be discussed
and identified in marketing, (Azizi and Azhini, 2012).
Studies have been conducted on the brand issue indicate that indicators such as brand awareness, brand
loyalty and perceived quality (as factors influencing brand equity,) are directly related to the operational
and financial indicators such as profitability and performance of Brand in market. To create value for
customer is caused to achieve financial benefits further for the organization (Nopasand, 2012).
The insurance industry as an important economic infrastructure is effective in many economic and social
relations in country; this effect shows itself sometimes openly and sometimes hidden. (Central Insurance
of Iran, 2015)

But currently the outstanding features of insurance industry in Iran include cases such as a competitive
market, and insurance policies with reduction the increasingly final benefit and pricing with no tariff
(Hassanzadeh, 1998). However, one of the biggest problems that insurance companies confront with that
in creating brand equity is subjective presupposition about financial services companies. Most consumers
do not distinct properly between different sectors of financial services.

According to what was said earlier, we discussed at the research about this issue that:

How is the impact of Interest to the brand and customer experience on brand equity in the Iran insurance
and if the variable of customer satisfaction has the role of mediator in this relationship?

1. Research Generalities
1-1.The importance of necessity of research

Many scholars marketing world believe that the most valuable intangible assets of the organization is
brand equity (Schlager et al., 2011) which adds to other features and values of the product and is caused
to choose the product by the consumer (Khalili, 2011: 22). In the meantime, customer Interest to the
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brand will be a decisive factor in the success of the organization and to achieve a capable competitive
lever (Abouei, 2013: 9)

Also within the today business, achieving the customer satisfaction have been mentioned as the most
important tasks and priorities management of companies and have been taken into account constant and
stable requirement of commitment of the senior managers to attract the customer satisfaction as a main
precondition for success. The awareness of organization subjective image for customers has been taken
into account as precondition for success (Dilkort, 2012: 11).

In a competitive, complex and dynamic environment also the insurance industry, the slightest difference
in providing services is led to huge transfers in the industry. In our country the insurance industry is one
of the largest service sectors that have considerable influences on macroeconomic and trade environment.
Insurances are rapidly changing due to the increasing demands of customers and competitive insurance
markets. Insurance can create a unique identity and relationships, simplify the choice, reduce searching
activities and reduce the risks of purchase through effective brand. Therefore, more and more accurate
understanding of concepts such as brand equity and structures that are formed it knowledge of authorities
has deepened this area and provide the better design and planning in the field of activities related to
marketing communications and branding in the insurance industry.

2. Theoretical Foundations
2-1. Background of research
2-1-1. internal background of research

1. Ahmadi et al (2014) conducted the research entitled by glance at the brand identity and its impact on
brand loyalty and brand equity. Based on the findings of research, the impact of brand identity was
confirmed on both the concept of brand loyalty and brand equity in foodstuff industry.

2. The research of Dehdashti Shahrookh et al (2012) conducted with the title of factors influencing on
brand equity of the insurance companies from the view of clients. The results show that perceived quality,
brand loyalty and evokers affect directly brand equity of insurance companies and brand awareness is
not directly effective on brand equity .

2-1-2. External Background of the research

1. Kristalis and Chery Secho (2014) have conducted a research entitled effects of brand dimensions of
services on brand loyalty. The results of research showed that brand evidences have a significant impact
on consumer satisfaction, attitude, and behavior loyalty toward services brand .Components of controlled
communications services (i.e. advertisements and promotions) have no effect on customer satisfaction of
service brand

2. Rambkas et al (2014) in their research entitled creating brand equity in the banking inTrinidad and
Tobago concluded that customer satisfaction has mediating role in brand equity. The results show the
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fundamental role of Interest to the brand, customer satisfaction and customer experience in creating brand
equity.

2-2.Theoretical definitions of research
Perceive the brand equity

The brand equity in this study includes concepts such as insurance attractiveness for customer, respect for
the customer, customer commitment to the insurance and having positive feelings toward insurance.

Customer satisfaction

The definition of customer satisfaction that is accepted by many experts is as: customer satisfaction is a
result that is obtained by comparing before purchasing the customer of expected performance with actual
perceived performance and paid cost.

Customer Experience

In this research, our meaning of this variable are concepts such as insurance modern design of the
opinion of customer, providing insurance quick service , cooperation of insurance staff, being superior the
services to other insurances.

Interest to the brand

Interest to the brand includes concepts such as customer emotional relationship with insurance, being
interested the customer to the insurance, being unique the insurance of the vision of customer, Insurance
fit with the character of the customer in this the research.

2-3.Conceptual Model of research

The research model is derived from the model Rambkas and colleagues in 2014 that in this research by
using the variables of this model was studied the effect of customer experience and Interest to the brand
on value brand equity with the role of mediator of customer satisfaction.
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Customer Experience \

Hypothesis 1:
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Figure 1: Conceptual model of the research derived from Rambkas and colleagues (2014)

2-4.Research hypothesis
1. The customer experience has a positive effect on the brand equity of insurance
2. Interest to the brand of Iran Insurance has positive impact on its brand equity
3. Customer satisfaction of Iran Insurance has a positive impact on its brand equity
. Customer satisfaction as a mediator variable has a positive impact on customer experience and brand
equity of Iran Insurance.
4. Customer satisfaction as a mediator variable has a positive impact on the Interest to the brand of Iran
Insurance and brand equity.

3. Research method

Research method can be set of rules and tools and systematic and reliable ways for checking the realities,
discover unknowns and achieve a solution for problems. In human sciences has been done different
classifications of research method (Khaki, 2007: 142).This present research is applied in terms of purpose
and in terms of data collection method of research is descriptive and correlational. At this stage,
researcher for achieving secondary data has examined the books, journals, articles and other documents
existing at the specific libraries and the World Wide Internet. For achieving the initial data for the analysis
was used a questionnaire the research questionnaire of Rambkas ,et al (2014) to collect customer opinions
of Tehran Province branches of Iran Insurance. This questionnaire was investigated after translation and
original writing, by supervisors and advisors (face validity of the questionnaire) and after fixing bugs and
reform of writing, validity of the questionnaire was confirmed by the research professors. In order to
evaluate the reliability of assessment tools, mentioned questionnaire was distributed among 28 studied
people to estimate Cronbach's alpha coefficient .Cronbach's alpha coefficient was estimated more than 7/0
about studied variables, so reliability of questionnaire was confirmed hereby. Standardized questionnaire
by described method, were distributed to collect the data between studied people.

4. Data analysis
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4-1. Descriptive statistical analysis

Summary of descriptive statistics of research data is as follows:

Gender: Frequency in men is more than women.

Age: Most of the studied people were between the ages of 20 to 50 years (83.6 percent of the people) and
were male.

Education: And about 50 percent of those surveyed people have a diploma and an associate degree level.
Sex: The More of surveyed people were married (65.9 percent)

Occupation: Results of table indicate the fact that more studied people were self-employed (42.2percent)

in the first grade and employee (34.3 percent) in the second grade.
Insurance: in this study the majority of studied people had car insurance (71.7% of the people).

Table 1: Frequency distribution in terms of gender, age, education, marital status, occupation and

Insurance
Frequency Percentage
Male 282 76.8
Gender Female 85 932
total 367 1000
20 years> 16 44
20-35 years 188 519
Age 36-50 years 119 324
> 50 years 44 12.0
total 367 100.0
Under Diploma 64 17.4
Diploma and
Associate Degree 183 49.9
education BS 94 25.6
MSc o4 6.5
P.H.D 5 5
total 367 1000
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Single 125 34.1
Married Married 242 65.9
total 367 100.0
Employee 126 34.3
Free 155 42.2
Jobless 42 11.4
Job X

Retirement 26 7.1

Other 18 4.9
total 367 100.0
Machine 263 71.7

Treatment 3 .8

Fires 6 1.6

Responsibility and

Engineering 1 3

Life and events 1 3

Freight 21 5.7

Car and treatment 5 1.4

Insurance .
Car and fire 9 2.5
Car and liability
and Engineering 9 25
Car and life and

events 1 3

Car and freight 34 0.3

Cars and other * 14 3.8
total 367 100.0
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4-2. inferential statistics

4-2-1 the research population normality test

ELITE HALL PUBLISHING HOUSE

Kolmogorov-Smirnov test was used for this purpose; the results of this test have been shown in the table:
HO: population distribution is not normal
H1: Distribution of population is normal

Table 2: Results of Kolmogorov-Smirnov test

D
TQ customer Q RQ customer i
) Interest to . . AQ brand equity
experience satisfaction
the brand
Number 390 390 390 390
Mean 22.3000 22.09 29.7 15.30
Standard
Absolute 0.106 0.120 0.110 153
Most standard .
o Positive 0.057 0.066 067 118
deviation

Negative -0.106 -0.120 -0.110 -.153

Z statistic value 2.086 2.37 2.176 3.021

Sig value .000 .000 .000 .000

As the results show sig amount is less than 0.05 in all the variables so cannot be confirmed H1
assumption in terms of normality the society. Due to the not being normality the society in continue each
hypotheses of research is by using the significant test of paths through the procedure of making

autonomous or Bootstrap by using the SmartPLS software.

4-2-2.Research hypotheses test

At this stage of research has been investigated the effects of customer experience and Interest to the brand
on brand equity and also mediating role of customer satisfaction with the help of structural equation
method based on the model of partial least squares and SmartPLS software in both states of significant
numbers (for investigating the hypotheses) and standard estimation (to determine the intense impact of

variables on each other) that the results of that can be seen in the table.
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Table 18: The results of structural equation model with partial least squares approach

Hypothesis test Path Significant
result coefficient numbers Structural Path

Acceptance of

hypothesis direct impact
Acceptance of

: %

hypothesis 0.18 321 Customer experience, — 3  brand equity
Acceptance of

hypothesis 0.15 2.66 Interest to the brand, ——————5 brand equity
Acceptance of

hypothesis 033 9.60 Customer satisfaction, ______, brand equity
Acceptance of

hypothesis Indirect effect
Acceptance of

hypothesis 028 30.7 Customer experience — 3 Customer satisfaction,

brand equity

Acceptance of

hypothesis 02 60.3 Interest to the brand, —— customer satisfaction,

brand equity
Hypothesis test result Effect of independent variables
Rash used across

hypothesis 0.46 339 Customer experience ———5 , brand equity
Acceptance of

hypothesis 035 629 Interest to the brand, ———— brand equity

The results of above table indicate that the 5 studied hypotheses be statistically significant in this research.
(Two hypotheses about the effects of whole independent variables have been examined in the other 5
hypotheses) the effect of independent variables on the dependent variable (main and intermediate) is
positive. The greatest impact on brand equity variable (dependent variable) has the variable of customer
satisfaction as a mediator variable (0.53) and in the second rank the customer experience (0.46) has the
greatest influence on brand equity while the Interest to the brand has the least effect (0.35). Another point
that should be noted is that the indirect effect of the independent variables of customer experience and
Interest to the brand is more than their direct impact on dependent variable of brand equity. This indicates
this fact that customer satisfaction is an important mediating variable that more effect of customer
experience and Interest to the brand on the brand equity is through this variable.

5. Conclusion

Overall, it can be concluded that the three variables of Interest to the brand, customer experience in the
use of ran insurance services and customer satisfaction on brand equity of Iran insurance are effective.
And among them the role of customer satisfaction is more. So Iran Insurance in order to be able to
increase its brand value, it is necessary to pay more attention to the components of these variables
(especially on components of customer satisfaction) so that in its short-term and long-term programs
emphasizes on customer satisfaction.
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Also provide the context so that the personnel can obtain necessary training in the field of human
communication to transfer the sense of trust and Interest to customers. This leads to optimal customer
experience of relation with Iran Insurance. Increasing the Interest to the brand of Iran Insurance, good
customer experience and their satisfaction of Iran Insurance cause that Iran Insurance can maintain amd
keep its customers in long-term that this is the same increasing brand equity of Iran Insurance.

5-1.Suggestions

Brand equity is marginal utility or added values that the product (good) or services provided by the brand.
Brand equity is considered as an asset for the company that increses business cash flow . Brand equity is a
multidimensional concept that it can be increased by strengthening its dimensions.

For this purpose in this research is considered three dimensions of Interest to the brand , customer
experience and customer satisfaction on brand equity of Iran Insurance. That these factors had a
significant and positive effect on the brand equity of Iran Insurance.Customer satisfaction with its direct
effect, is effective as an intermediate variable of brand equity. Therefore,in addition to these results, this
insurance is suggested to managers and policy makers of Iran Insurance in order to increase brand

equity:
5-1-1.Suggestions based on the results of hypothesis test

By considering this that customer experience has effect on brand equity, Iran Insurance Company
management must act the necessary measures in this regard besides to pay attention to this issue. In
competitive conditions of the existing markets obtaining proper position in order to keep customers in
long term is depend on the customer experience of answering of service providers. Modern design of
insurance branches , speed and response timely, and spending enough time the staff for referring clients
to insurance branches, better services of Iran insurance than other insurance companies and the
confidence of customers to this insurance of the factors that are effective on customers' experience and
mind .Therefore, adequate attention of managers is proposed at different levels to these cases to
promote brand equity. With regard to the Interest to the brand that has a significant and positive effect on
the brand equity of Iran Insurance. Therefore, it is necessary to pay attention the management of the
Iran Insurance Company to this issue and to take act appropriate measures in this field that are caused to
increase Interest to it. These measures should focus on cases such as feelings, emotions, feelings and
personality of its customers and to provide unique services with regards to tastes of its diverse customers
so that customers have sense of friendship with this insurance.

Customer satisfaction is another important variable that was shown in this study that have a positive
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impact on brand equity and on the other hand as a mediator variable acts on influence between customer
experience and Interest to the brand with brand equity .Therefore, its role in increasing brand equity is
highlighted. Therefore, it is suggested that managers and policy makers of Iran Insurance have deserving
attention to the customer satisfaction. It is necessary that managers to increase customer satisfaction pay
attention to expectations, needs, interests and being satisfied and happy of customers at time of  receive
services. until can satisfy the customers to improve its brand equity with regards to that customer
satisfaction has very important effect on brand equity of Iran Insurance. Therefore it is important that Iran
Insurance organization considers this important slogan "the right is with customer"as its priorities and
remind this slogan periodically to its staff and install signs with this content at the place of agencies.

5-1-2.Practical suggestions

With regards to that Iran Insurance Company is the provider of a service company and behavioral and
communication variable (Factors affecting the customer experience, Interest to the brand and
customer satisfaction) have a significant effect on brand equity. so it is suggested to improve the
personnel relationships with customers, are used measures such as collecting training manuals to train
effective communications, holding conferences and lectures about strengthening the capabilities of
personnel in the use of correct and logical ways of dealing with customers and respectful solve the
problems and issues in the field of relationship with the customer.

As at part of the open question of the questionnaire was observed, a number of customers of car insurance
complained of the way of payment the compensation and its slow process so it is suggested that
managers to improve the payment of compensation utilize more mobile staff and with regards to most
referring to this organization is for the insurance of the car, so the organization pay more attention to
demands of these customers because these people play a important role in valuation the brand of Iran
Insurance.
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Abstract

It is no longer strange for individuals and organisations alike to appreciate that only organisations that are
innovative will survive in very turbulent economic landscape. It is also a fact that innovations can only be
achieved when an organisation continuously learns and becomes a learning organisation. A learning
organisation is characterized by the stock of both tacit and explicit knowledge which it has acquired over
time and how the stock of knowledge is utilized. The stock of knowledge becomes useful only when it is
shared and utilized for the overall improvement in all organisational processes and human capital
enhancement.

This conceptual paper suggests that as important as the concept of knowledge management is, rather than
treating it as a different management concept, it ought to be treated as a major component of
organisational learning process. In fact, knowledge management is and should be an extension of
organisational learning because when there is no learning; there will not be any knowledge to manage.
This paper also revealed that lack of interpersonal relationship, lack of organisational trust, skills, and time
inadequacy are the major factors that hinder organisational members from sharing knowledge.

Keywords: Information; knowledge; organisational resources; competitive advantage; innovativeness

Introduction

The management of our stock of knowledge resources or intellectual assets has become a topic that is
universally popular to both academicians and practitioners (Koohang, Paliszkiewicz, & Gotuchowski,
2017). Little wonder, most contemporary organisations have realized the importance of utilizing
knowledge resources, in order to enhance their competitiveness and innovativeness, and have therefore
shifted their emphasis to knowledge based systems (Mills, & Smith, 2011). In fact, our dynamic
environment, as a prerequisite, requires an increase in corporate capabilities so as to create sustainable
competitiveness in organisational processes and performance (Rehman, Asghar, & Ahmad, 2015).

No wonder, Omotayo (2015) has indicated that knowledge management (KM) remains a key to the door of
competitive advantage among firms in the same industry because it broadens acquired knowledge by
increasing the ability of organizations to be creative, thereby putting them at an advantageous position in
relation to their competitors. Therefore, the only firms that will remain competitive in their dynamic
environments are those ones that are outstanding in terms of innovativeness and creativity (Desouza, &
Paquette, 2011).
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That is why some authors argue that a lot of studies is now carried out with a view to identifying why
knowledge acquisition, sharing, and application in organizational settings has rapidly increased from the
1990’s, and has remained so (Serenko, Bontis, Booker, Sadeddin, & Hardie, 2010).

To some authors, the term knowledge management is a phenomenon that became popular for a very short
while and it is not practically attainable (Wilson, 2002).

Wilson went further to state that he could not formulate a coherent definition of knowledge management,
which to him, is quite different from information management. The reason could be that the concept has
so many perspectives and no definition can fit into all of these perspectives.

The growth and development of knowledge management as a concept is understandable, considering the
history of the concept, which, to me ought to be treated as an offshoot or extension of organisational
learning. According to Gurdal and Kumkale (2014), the need for knowledge management is to provide
some benefits to the organisation (as cited in Paliszkiewicz, Svanadze, & Jikia, 2017).

Although it is relatively recent, its historical development and popularity has helped to throw weight on the
importance of intellectual activities over traditional form of resources like land and capital (Spender, 2014).
It is no longer strange that knowledge management has now been known to be a source of an organisational
competitive advantage, just like the concept of organisational learning. Knowledge management is an
extension of organisational learning because an organisation that does not learn can never have any
knowledge to store, to share and to use. Knowledge has come to be regarded as an organisational resource
that must be managed effectively if an organisation is desirous of standing the pace of competition and
environmental dynamism. According to Dalkir (2005) knowledge is now regarded as a commodity or an
intellectual asset, but possesses significantly distinct features different from normal commodities, for
instance, when individual shares knowledge with another person, his stock of knowledge does not deplete,
rather, his knowledge base expands.

A very good understanding and appreciation of the fact that information in particular, and knowledge in
general has become recognized as veritable organisation assets, has made it imperative for organisations to
put a lot of energy in its management. This therefore involves the application of different strategies, policies
and tools in the effective management of knowledge as an organisation asset (Barclay, & Murray, 2000).
This paper will first of all, establish the meaning of data, information, knowledge and wisdom. Thereafter,
we will discuss the relationship between organisational learning and knowledge management. We will also
identify some of the reasons why knowledge sharing is not well accepted by some organisational members.

The link between data, information, knowledge and wisdom was developed in 1989, by Russel Ackoff
(Bernstein, 2009). Through knowledge management system, data can be transformed to information and
to knowledge and to wisdom that could help organisations make better decision which will enhance the
achievement of their goals. According to Ackoff (1989) “on the average about forty percent of the human
mind comprise of data, thirty percent comprise of information, twenty percent consist of knowledge, ten
percent consist of understanding, and almost zero consist of wisdom” (as cited in Bernstein, 2009, p. 68).

Data is a simple or mechanical measurement of values, such as age, height, weight etc taken at a
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particular period of time (Warier, 2003). He further posits that “data is often stored in a database and it is
not important to any other person except the person for whom it is meant” (Warier, 2003, p. 3). In order to
analyze and process data, meanings must be attached to those discrete values. Data is raw, unprocessed
facts that are obtained through the use of measuring instrument. Data may be classified as unprocessed
information, no wonder; Ackoff (1989) defines data as figures and facts that are not in any way structured
that make no sense on its face value. Some data are structured but they are personalized to the specific
needs for which they are collected. That is why it becomes difficult to really distinguish it in very clear
terms, from information.

Information means data that have been processed and structured to make it more meaningful and useful to
the person that will need it. It is about adding context to discrete data. Information tends to be more
refined than data. In other words, what constitutes information to one person may not be information to
another person. Information consists of data that have been processed and has become useful to a user
(Warier, 2003). It is therefore, a matter of relevance and meaningfulness. “Information provide answers
to questions that begin with such words as who, what, where, when, and how many" (Ackoff 1999, p.
129). The physical conversion of data into information can only be accomplished by humans with the
application of information technology apparatus, especially when large amount of data is involved.
Knowledge is the ability to use information in a way that it will enable you to achieve your objectives.
According to Kakabadse, Kakabadse and Kouzmin (2003), knowledge and “information” may be
assumed to be synonyms; however, it is imperative to distinguish them. In other words, “information is
imbedded in the form of theories, processes, or systems” (Omotayo, 2015, p. 3). Epetimehin and
Ekundayo (2011) state that knowledge is a non-visible or physical asset, whose acquisition occurs
through a convoluted intellectual process of perception, learning, communication, association and
reasoning. Knowledge is classified into two: tacit and explicit (Noneka, 1994; Noneka, & Takeuchi,
1995).

Wisdom is the ability to select objectives that are consistent with and supportive of a particular set of
values. Wisdom is the application of knowledge for the purpose of achieving a particular objective.
Wisdom refers to the capacity to improve effectiveness through the application of mental effort often
referred to as judgment. It has the attribute of being personal in nature and it is domiciled in the actor
(Rowley, & Richard, 2006).

Tacit and Explicit Knowledge

According to Baloh, Desouza and Paquette (2011) tacit knowledge is rooted firmly in action, procedures
and processes, commitments and values and can only be indirectly accessed.

Explicit knowledge is formalised and systematic. It is codified, collected, stored and easily transmitted
from person to person. It is not personally bound and it possesses the qualities of data (Omotayo, 2015).
Explicit knowledge is mostly easily handled in knowledge management software which is effective in
handling and facilitating storage, retrieval and modification of documents and texts (Wellman, 2009).
Tacit knowledge has to do with intuition and reside in the knower and it is largely experienced based
(Nonaka, 1994). According to him, tacit knowledge is action based, very hard to disseminate, and it is
highly contextual and personalized. It is also considered the most valuable form of knowledge which
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most of the time, leads to innovations and breakthroughs (Wellman, 2009). It is embodied in the hearts of
the individuals and comprises mental models, values and norms of behaviour.

Knowledge is therefore activated and gained when information is utilized for a new understanding or an
insight into the application of new information. KM is “the process of acquiring, sharing, using and
managing the knowledge and information of an organisation” (Girard, & Girard, 2015, p. 1). In other
words, it has to do with making the optimum application of our intellectual resources in the achievement
of group objectives using a multidisciplinary approach. We can therefore define knowledge management
as a conscious effort of sourcing for the right knowledge and making it readily available to the right
people and helping to distribute and making information actionable in ways that improve organisation
capabilities.

When we deliberately study the concept of organizational learning and innovative capability, we discover
that it inevitably enhances an organisation’s competitive advantage and its innovative strength. It tells us
to focus on improving our learning capabilities both at individual, groups and organisational level, in
order to achieve desired level of organizational outcomes, which can be performance enhancement or
increase in profitability. (Garcia-Morales, Llorens-Montes, & Verdu-Jover, 2006).

Organizations should endeavour to encourage timely and accurate documentation of our learning and
experience and make it accessible for others so that everyone within the organisation will stand to benefit
from such experiences. It is only by so doing that the benefit of organisational learning will remain
continuous and fruitful (Chawla & Joshi, 2010).

According to Watanabe and Senoo (2010) organizational characteristics and national culture have
considerable influence on the practice of knowledge management. Organizational features, such as
organisation structure employees’ management relationship and such other characteristics of the
organisation influences on the knowledge capabilities of an organisation, which is one of the components
of knowledge management.

Information Technology and Knowledge management

Information technology is an essential aid and should never be discarded when we are discussing
knowledge management. That is why Ahmad and Schroeder (2011) suggest that the establishment of
strategies relating to information technology that are on knowledge-based which will provides employee’s
friendly environment that will encourage the refinement of information and transfer of both tacit and
explicit knowledge for the benefit of the whole organisation.

Organisational Learning and Knowledge Management

According to Singh and Sharma (2011) knowledge management and organisational learning has a positive
relationship and by extension, with employee’s performance. In order to improve the employee’s
performance, knowledge management systems must be enhanced and organizations must have to adopt
different policies to enhance its learning capabilities.

KM has grown to be an important concept that is why the concept has gained considerable attention from
scholars, practitioners, and policy-makers (Spender, 1996; Nissen, 1998; Pirro, Mastroianni, & Talia,
2010). It is on that basis that organisations are now paying special attention to their stock of both tacit
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and explicit knowledge. Knowledge is no longer regarded as a freelance source of organisational
competence.

Factors that influence knowledge management

The three most important factors that influence the management of knowledge are knowledge distribution,
organizational change and organizational learning (Danish, Nawaz, & Munir, (2012).

Knowledge sharing is an integral part or stage in the KM process. When intellectual assets are stored in
archives via documents, procedural manuals, work processes and so on, without sharing, it is of no value.
It is only when we share valuable information to those that need them, that we can be said to have
engaged in meaningful knowledge management process. It does not end there too, because knowledge
that is shared without the practical application or utilization by the receiver is of no benefit to anyone.
Organisations do not change for nothing. There are indeed a lot of reasons why organisations change. It
could be a planned or anticipated change, arising from executive or managerial game plan to restrategise
in order to capture a new market opportunity. Or it could be caused by a reaction by a competitor’s
action. In other words, an organization may be acting in such a way to counter a competitive maneuver.
Whichever one it is, it is very important for organisations to be current in terms of knowledge creation,
storing, sharing and utilization in order to cope with any of such challenges (Danish, Nawaz, & Munir,
(2012).

The major components on interest in organisational learning are knowledge acquisition, knowledge
sharing and knowledge utilization (Warier, 2003). Interestingly, this corresponds also to most definitions
of knowledge management given by acclaimed scholars and practitioners. When an organisation learns
and keeps stock of what it has learned through individual, groups and organisational level interactions, it
is said to be a learning organisation (Watanabe, & Senoo, 2010). Learning organisations keep stock of
knowledge and use old knowledge as a basis of acquiring new insight in knowledge creation. They
discard outdated knowledge and ensure that knowledge is given to every member of the organisation that
requires it. In other words, learning organisations are those organisations that are visibly able to manage
the knowledge that they have acquired over time.

Knowledge management focuses on gathering, organising and analyzing the knowledge base of
individuals and groups across the organisation in a way that an organisation can benefit through enhanced
organisational performance (Wellman, 2009). Many organizations devote a lot of attention to the
system of transferring best practices, experiences and knowledge as well as increasing the knowledge
base of their organisations.

Knowledge management is the product of tacit knowledge or what may be called undocumented ideas or
experience and explicit knowledge that are captured in documents as information. It is from the
knowledge management information base that knowledge that is stored, is shared between individuals,
teams as well as the whole organisation.

Knowledge management is not limited to information creation and storage, because information that is
stored needs to undergo certain processes before they can be shared or utilized. According to Ries and
Trout, (1986), the processes include:

181
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

Assimilation: This is the process of converting stored data into scientific knowledge through validation
and analysis.

Data Compaction: This is the process of refinement whereby information that appears irrelevant is
discarded.

Data Substitution: This allows information users to systematically access large arrays of information
through the logical representation of developed formats that stands for the original documents.
Repackaging: This is the actual development of the material required for public utilization.

These processes are all embedded in knowledge management perspectives as postulated by Ries and
Trout, (1986).

Knowledge Re-use

According to Marcus (2001) there are three roles in the reuse of knowledge.

Firstly, the originator of the knowledge, secondly, knowledge intermediate, that is the person that
packages the information for storage, sharing and into its usable form. It has to do with indexing,
publishing, mapping and standardization, and finally, the consumer of the knowledge, that is the person or
persons that will use the knowledge in question.

Demian and Fruchter (2000) identified two types of knowledge re-use, namely internal and external.
Internal has to do with a producer or originator of the message using his own knowledge at some future
time. External has to do with when the knowledge consumer uses someone else’s knowledge.

Barriers to Knowledge Management

Technological barrier: There is often unavailability of software and hardware, coupled with inadequate IT
manpower to handle the software, even when it is available. Furthermore, a firm can be caught up in a
technological trap caught up by the difference between the time a technology is acquired and the time it is
utilized (Herrmann, 2011).

In Africa, for instance many people are comfortable working with mobile phones compared to laptop
computers. According to Kelly (2011) most Africans regard mobile phones as their personal computers.
Content barrier: A lot of innate skills and creativity is required to be able to transform tacit knowledge
into explicit knowledge. Some ICT apparatus and processes are not easy to explain. This therefore acts as
an impediment to knowledge sharing. Example could include unauthorized exchange of information
through software within the organisation (Herrmann, 2011)

Barriers in Routines and Procedures: Some processes and procedures are not practically applicable in all
situations, for instance regular sectional review. Furthermore, most other procedures, like HR manuals are
not rigidly followed because they are cumbersome and mostly prepared by external consultants. Some
routines like every midday joint coffee breaks among staff may not be recognized or strictly followed by all
employees, which makes them unreliable.

Barriers in Organisation: An organisation executive may create an organisational structure that is
favourable to him alone and which coincidentally facilitate the sharing of knowledge without having the
interest of the organisation at heart. This may hinder knowledge management because other employees
are not carried along in the design of such an organisational structure, but even at that, “structures are
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multi-layered, polyvalent, and often contradictory and maybe invisible even to those who inhabit them”
(Ferguson, 1990, p. 17).

Barriers in Personnel: Individual behaviour characteristics account for most of the challenges encountered
in the course of managing human resources as a major organisational asset. For example, for effective
management of organisational intellectual resource, individuals in the organisation must view knowledge
as crucial capability of their organisation; otherwise it will be extremely difficult for organisation to
develop the intellectual competencies of the workers. Secondly, if the structure of the organisation is not
innovation friendly, knowledge management is bound to fail (Dalkir, 2005).

Inadequate skills in the use technology can be corrected through effective training and the provision of
useable technology. Furthermore, there should be all round discussions on the subject matter of
knowledge management in order to create awareness among organisational members. Also, organisational
members must be encouraged to share information with other organisational members especially in areas
of their core competencies by creating personnel incentives.

Spiela, and Kovac (2017) investigated the factors that promote organisational knowledge sharing and
their findings show that personal inclinations, technology and organizational variables are factors that help
in predicting an organisation’s knowledge sharing orientations. It is very important to note that it is not the
quantum of intellectual assets that an organization has that matters, but what is paramount is how the
knowledge is shared to bring about optimum utilization of the knowledge (Argote & Ingram, 2000).

The process of knowledge sharing is very important when one considers the fact that knowledge sharing
among employees in the same department makes it possible for organisational members to meet their
individual goals and objectives faster and also make it easy for them to come up with innovative solutions
to their problems (Demartini, & Paoloni, 2013).

In fact, a renowned author asserts that knowledge sharing is very important to organisations because of the
following reasons: reduction in cost of operation, speed in meeting production targets, increase in
efficiency and effectiveness, increase in innovation, and increase in organisational bottom-line (Hansen,
2002).

However, even with all the supports and encomiums given to knowledge management as a discipline,
Barson, Foster, Struck, Ratchev, Pawar, Weber, and Wunram, (2000) argues that knowledge sharing has its
own weakness, because according to them, some organizations do not have a culture that permits the
distribution of knowledge. For example, Hendriks (1999) note that most knowledge are designed
specifically for a particular organisational setting which make such knowledge valueless for other
organisations, even when it is made available to them.

There are several other individual factors, for example, lack of interpersonal relationship, lack of
organisational trust, skills, and time inadequacy as well as organisational level factors that might hinder
organisational members from distributing or sharing knowledge (Lee, & Al-Hawamdeh, 2002).

More importantly, research has also shown that the type of leadership an organisation has, interpersonal
helping, and own self-efficacy increases the desire and/or intention to share knowledge (Lin, 2008). The
correlation between organisational culture and knowledge sharing is indeed an obvious one because an
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encouraging environment with shared core norms and value orientation might be positively related to
increased knowledge sharing among employees in the sense that knowledge distribution practices more
often than not, underlie an organisation’s cultural expectations ( Zheng, & Fai, 2013).

Another very important factor to consider in discussing organisation knowledge sharing is the concept of
organisational trust. Organisational trust represents more specific factor that explains the extent to which an
individual believes that sharing knowledge among his or her co-workers will be to the best interest of the
organization (Ismail & Yusof, 2008).

Summary and Conclusion

Knowledge management has gained popularity as a management concept with a lot to benefit by
organisations that share and utilize knowledge as an intellectual resource. However, knowledge
management ought to be treated as the last component of organisational learning, since the goal of the
two concepts are technically and fundamentally the same.

The relationship among data, information, wisdom and knowledge was highlighted, with wisdom being at
the topmost of the pyramidal shaped interrelationship.

The four components of knowledge management: knowledge acquisition, knowledge storing, knowledge
sharing and knowledge utilization was discussed. The problems of sharing knowledge were also reviewed.
Knowledge is of two types: tacit and explicit knowledge. Tacit knowledge is embodied in the minds of the
individuals and it comprises beliefs, mental models, values and norms of behaviour. Explicit knowledge is
codified in the form of document, processes, procedure and manual and is very easy to share.

Lack of interpersonal relationship, lack of organisational trust, skills, and time inadequacy as well as
organisational level are the factors that might hinder organisational members from distributing or sharing
knowledge.

However, knowledge sharing has its own weakness, because some organizations do not have a culture that
permits the distribution of knowledge and even the ones that have the sharing culture do not know how to
share knowledge in an effective manner.
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ABSTRACT

The study examines the relationship between work-life balance, job satisfaction and organizational
commitment on employee performance among administrative staff in Northern region universities in
Malaysia. The study adopts quantitative research method of primary source was utilized to collect the
data from two hundred and seventy-one administrative staff respondents by using probability sampling
technique and data collected and analysed by using Statistical Package for Social Science (SPSS). The
data were analysed using different statistical techniques such as reliability survey, descriptive of variable
analysis, correlation analysis (Pearson Correlation Analysis) and regression analysis (Multiple Regression
Analysis). The regression results indicate that all independent variables which are work-life balance, job
satisfaction and organizational commitment are positively correlated with the dependent variable which is
employee performance. However, the study concludes that for effective employee performance to be
enhanced, the level of motivation needs to be improved. This would determine the sustainability or
otherwise of organizational goals either private or public sectors.

Keywords: Work-life Balance, Job Satisfaction, Organizational Commitment, Employee Performance.

INTRODUCTION

Employee job performance has continuously been a major challenge in organizational administration. It
embraces compelling ways to persuade workers to accomplish and provide higher job performance.
Employees are the basic source of benefits and competitive advantage in any organization. In other words,
the viability and efficiency of an organization is credited to the viability and productivity of employee’s
performance. Moreover, employee performance is instrumental to organizational development and
productivity (Inuwa 2016). Therefore, the issue of employee performance is key to the understanding of
organization. Though it can be determined by many factors, the level of effectiveness and efficiency can
be measured in a given organization via employees’ performance. This is applicable to many
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organizational structures which is the universities sectors cannot be undermined. Within the Malaysian
context, administrative staff in Northern region universities in Malaysia concern employee job
performance and step by step turning into a typical talk particularly for administrative staff.

On the other hand, work-life balance has suggestion on labourer behaviours, demeanours’, prosperity as
well as organizational adequacy. Moreover, work-life balance defined as the equilibrium point between
amount time and effort spend by a person in their work and personal life (Clarke, Koch & Hil, 2004).
According to Greenhaus, Collins and Shaw (2003), work life balance can be categorized into three
aspects in order to measure it, the firstly, is balancing of the time, which is regarding the quantity of time
that set to complete the work and other activates, Secondly is participation balance, whereas it includes
the combination of psychological and commitment to work and as well as other activities roles.

Meanwhile, according to Bird (2006) work-life balance is considered most important topic in most of the
boardrooms and also in government hall nowadays. As for that, in the coming decade, it is predicted that
it will become as one of the most important issues to manage by the human resource professionals. As
reported by Kehl (2012) in industry Week Magazine, work life balance is rank as number one while
compensation falls into rank two. Some more, an employee who feel have a good work life balance is
considered to work or put effort 21% more harder compared to employees who are doing more work
without any balanced. According to Patton research (Noe, 2013) which conducted among employees at
United States, it is clearly stated which 75% of employees is believed not have enough time to spend with
their children while 61% in considered not having time for their spouse.

Moreover, job satisfaction defined as a compensation that employees targeted as an outcome of efficient
movement separately from employees profits Mustapha (2013). Employee’s satisfaction closer to
administrative guidelines leads to greater managerial productiveness due to employee overall
performance. Similarly, rewards can also enhance the level of and employee’s work fulfilment. Shagufta
Sarwar (2013) company’s benefit will be high productive when employees happy with the company’s
regulations.

Meanwhile, to be commitment in the organization there are there important estimations first full of
feeling, continuation, and regulating commitment and final one is full of feeling commitment decides
worker’s point to go absent or remain interior the company. Studies effects established a few component
which includes gender, attainment, job satisfaction and work ethics have an effect on the worker
organizational commitment (Wang & Hsieh 2013). Without doubt when employees satisfy for their job it
leads high performance also employee commitment has a huge impact for employee performance.

Finally, this is study investigates the impact of work-life balance, job satisfaction and organizational
commitment on employee performance among administrative staff in Northern region universities in
Malaysia.
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However, the present study research objectives are:

1.To explore the impact of work life balance on employee performance among administrative staff in
Northern region universities in Malaysia.

2. To identify the effect of job satisfaction on employee performance among administrative staff in
Northern region universities in Malaysia.

3.To determine the impact of organisational commitment on employee performance among administrative
in Northern region universities in Malaysia.

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

Employee Performance

Employee performance is a totally crucial in the organization. Because, it helps the organization rise and
develop the capability of the company’s employees. Also it explains into organization a great facility and
interaction in which affects each space of the company. To understand company needs to create policies
that will increase employee effectiveness. An employee’s job performance depends on or could be a
consequence of some combination of ability, effort, and chance. But, the measurements may be drained
terms of outcomes or results produced (Ferris et al., 1998). Performance is outlined as the record of
outcomes created on a specified job function or activity during specified time period (Russell, &
Bernardin, 1998).

Base on this meaning performance is set of results made throughout a definite period of time. Therefore,
the researchers have established the operating meaning of performance of employees for study purpose is
that, “achievement of targets of the tasks assigned to employees within particular period of time”. llgen &
Schneider (1991) Performance is not only related to the action but also includes judgment and analysis
method. According to Viswesvaran and Ones (2000), employee performance refers to the behavior,
accessible actions and results that workers engage in or bring almost which are contribute and connected
to organizational objectives.

Work-life Balance

Many of studies shown that work-life balance started in the Nineteen Seventies as considerations
produced over quality childcare programs and increments of worker offer assistance programs that were
made to create specialists with focal points for stretch, discouragement, afflictions and those moo
efficiency levels (Harrington, 2007). Presenting laborer offer assistance programs are vital to people who
are feeling family problem. Lockwood (2003) defined work life balance as a technique of handling
individual and work duties.

The idea of work-life balance deals with result the methods of balance that an individual makes between
competing requests of home and work. In other word, it reflects how people do or ought to satisfy their
business related and individual obligations in such a technique that an overlapping circumstance is not
made (Konrad & Mangel, 2000). Work-life balance is essential particularly when institutes have to
manage extraordinarily technical professional because their high loyalty and commitment is required
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forth achievement of the institute. In line it can be enterprise for fulfilment of the workers (Eshetu, 2016).

Furthermore, according to Clark (2000) balancing work and life is development of hanging a perfect
balance among the vocation of a private besides their personal life with all of their several associations.
Felicity (2013), expressed as imperative in upgrading representative execution at work and private.
Moreover, Sex qualification exists in work life adjust wants as a result of work and other activities
obligations are completely distinctive for man and women.

Many of the studies have found that a positive relationship existed between work-life balance and
employee performance. The relationship between work-life balance and employee performance is not
new in the current literature and it was investigated extensively a long time ago. According to Anitha,
(2014) they cited that there is a significant relationship between work-life balance and employee
performance. For that perspective they clarified that when employees able to balance between their work
and other activities they can put big contribution to their organizations so, that influences to their job
performance. Hence based on above points, the first hypothesis proposed in this study are as follow:

H1: There is a positive relationship between work-life balance and employee performance.

Job Satisfaction

In order to know the concept of job satisfaction is firstly there are numerous different concepts of job
satisfaction developed by different scholars. These diverse approaches existences because of each
employee has a distinctive feeling and response to his or her organization. To measure and define job
satisfaction can be challenging because it’ influenced through the employee’s attitude as well as ability to
settle the required task, the communication in the organization and how the management treats their
employees. The most commonly job satisfaction definition cited are analyzed in the following lines.

According to Varoom, (1964) job satisfaction emphases on the role of the worker with in the workplace.
Therefore, job satisfaction as affective orientations on the part of individuals toward work roles that they
are presently occupying. Hoppock defined job satisfaction as any arrangement of physiological,
psychological and environmental circumstances that effect an individual truthfully to say | am satisfied
with my job (Hoppock, 1935). Concurring to this approach in spite of the fact that work fulfilment is
underneath the impact of different external components, it remains something inside that must do with the
way how the representative feels that's work fulfilment presents a collection of things that cause a sense
of fulfilment.

Furthermore, job satisfaction clarified in what way satisfied a person by his/her work. It’s expected that
employees would be more fulfilled with their job if they were found to be satisfied and enjoyable in doing
their job (Noah & Steve, 2012). Essentially, Robbins and Judge (2013) also explained that job satisfaction
depicts a positive perception towards a particular job, resulting by assessment of its characteristic. In
other words, workers who sustain extraordinary level of job satisfaction hold positive discernment
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towards his/her work. On the opposite, employees with low satisfaction tend to consume bad perception
toward their job.

According to Pugno and Depedri (2009), the relationship between job satisfaction and employee
performance is clear. Their research shows that job satisfaction found to be positively correlated with
employee performance. Moreover as discussed by Coomber and Bamball (2007) employees with high job
satisfaction will work in healthier mood and they are ready to learn more skills which can lead to
promotion in their job performance. This view is supported by Leroy, Anseel, Gardner and Sels (2015)
that also clarified the positive toward their job and higher motivation, the higher performance will have.
Therefore, based on above discussion, the second hypothesis proposed in this study are as follow:

H2: There is a positive relationship between job satisfaction and employee performance.

Organizational Commitment

Last three or four decades organizational commitment has come on of the most fashionable elements.
Like each other psychological construct it is very tough to have a universally acknowledged definition. In
any case, it has been characterized and measured in numerous distinctive design. Many definitions and
measures have the common point that organizational commitment is considered to be a sure or a linkage
of the person to the organization (Mathieu & Zajac, 1990).

Organizational commitment can be defined as relative power of an individual’s identification with and
association in every specific organization. It can be characterized by 3 factors: 1) a powerful belief in and
acceptance of organization’s objectives and values; 2) a willingness to exert considerable effort on the
behalf of the organization; and 3) a powerful need to take care membership within the organization (Abou
Hashish, 2017). A lot of the interest concerning organizational commitment is the belief that extremely
organizationally committed employers are theorized to interact in more citizenship activities, display
higher job performance etc (Jaros, 1997) and other comparable desirable behaviors. According to
Wombacher & Felfe (2017), organizational commitment is a basic component in analyzing and clarifying
the employee’s behaviors in their organization. Besides, organizational commitment is a sense of
dedication, willingness to put efforts and intention to keep employed in a particular company for an
extended period of time (Das, Byadwal & Singh, 2017).

Another viewpoint is that “exchanged-based definition” or "side-bet" theory (Becker, 1960; Aluto,
Hrebiniak & Alonso, 1973). This theory holds that people are committed to the association as far as they
hold their positions, irrespective of the stressful conditions they experience. However, should they be
given elective benefits, they will be willing to leave the organization. Moreover, organizational
commitment described as the psychological likings and devotion that employees have to their
organization Farahani et al. (2011). Analysts contend that organizational commitment could be considered
a bond or link between an employee and organization, as both employees and organizations advantage
from employees’ organizational commitment (Fulford & Rothman, 2007; Mathieu & Zajac, 1990). In
addition, Qureshi.et al. (2011) define organizational commitment as the feeling of duty that an employee
has towards the mission of the organization.
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Certainly, workers’ organizational commitment is among attitudes that might result to high worker
employee performance who are committed to their organization are more likely to be predominant
entertainers than the less committed workers as they apply extra exertion on sake of the organization
towards its victory and endeavor to achieve its destinations and missions (Jafri & Lhamo, 2013). Workers
with higher a few commitment are anticipated to be more spurred and performing at most elevated levels
of execution (Berberoglu & Secim, 2015).

According to Sutanto (1999), he mentioned that there is a significant and strong relationship between
organizational commitment and employee performance. In this context, he explained that committed
employees give a big contribution goals. Additionally, Sutanto (1999) also emphasize that organizational
commitment is a key factor and equally important because it can have powerful effects on employee
performance. Thus, third hypotheses proposed in this study are as follow:

H3: There is a positive relationship between organizational commitmentand  employee performance.

METHODOLOGY

The number of administrative staff

University Total number of administrative staff Resource

UuM 1,767 UUM, Registrar Department,
2017

UniMAP 1,580 Chief Assistant Registrar at
UniMap, 2017

UiTM Arau, Perlis 535 UiTM Perlis Official Website,
2017

USM 1,868 USM Official Website, 2017

Total 5,750

The population of the study is composed of 5,750 administrative staff in Northern region universities in
Malaysia which is Universiti Utara Malaysia (UUM) and Universiti Malaysia Perlis (UniMAP),
Universiti Teknologi Mara (UiTM), Arau, Perlis and Universiti Sains Malaysia (USM). Therefore, based
on the study Krejcie and Morgan, (1970), the sample size should be 357 respondents and the researcher
used probability sampling designs.
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RESULTS

Outcome of multiple regression (Employee performance)

Coefficients
Standar dized

Unstandardized Coeffici ents
Coefficients
Model B Std. Error Beta t Sig.
1  (Constant) 0.822 0.181 4.552 0.000
Work-life balance 0.170 0.047 0.183 3.604 0.000
Job satisfaction 0.142 0.046 0.174 3.105 0.002
Organizational 0.509 0.060 0.487 8.533 0.000

commitment

a. Dependent Variable: Employee performance

The above table was illustrated on multiple regression results and presents the influence of work-life
balance, job satisfaction and organizational commitment on employee performance. As depicted in this
Table 4.8 the three variables examined in this study: work-life balance ( =0.183t= 3.604sig= 0.000), job
satisfaction ( =0.174= 3.105 = 0.000), and organizational commitment ( =0.487 = 8.533= 0.000) were
found to be significant in predicting employee performance.

Discussions

Three hypothesis were developed for this study in which is work-life balance, job satisfaction and
organizational commitment comprises of the independent variables while employee performance is the
dependent variable.

The first outcome of hypothesis explains that work-life balance takes a significant and positive
relationship with employee performance, it obviously indicates that and improve in standard of work-life
balance of administrative staff in Northern region universities in Malaysia (UUM, UniMAP, UITM, Arau,
Perlis and USM) also lead to increase and higher performance. In other ways, the results from this study
generalized into situation and context which administrative staff actually feel the importance of work-life
balance which significantly will give influence for their job performance.

Other than that, this study become another additional source of information for previous studies that of
Johari, Tan, and Zulkarnain (2017) so, they also suggest work-life balance has a significant
relationship with employee performance that support the work-life balance impacting efficiency and
affectively on employee performance in administrative staff in Northern region universities in Malaysia.

To sum up, it can be conclude that this result answered the first research question and objective that have
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been built for this study. It statistically proved that, work-life balance truly impact employee performance.
The result of the second hypothesis clarified and signifies that job satisfaction is positively related to
employee performance. It explains signifies that and increase in standard of job satisfaction of
administrative staff in Northern region universities also, increased higher performance.

Job satisfaction of intrinsic and extrinsic element in line with that, when administrative staff have high
level of job satisfaction it can be elevated to them work harder so that can give positive impact to their job
performance. Furthermore, intrinsic factors for job satisfaction play its role. When administrative staff
get appreciation from the management, they tend to become motivated. As a consequence, they will
transfer their motivation energy to work more hard that significantly will give positive impact to their job
performance.

Therefore, it shows the higher job satisfaction improves deeply the performance of administrative
staff in Northern region universities in Malaysia (UUM, UniMAP, UiTM, Arau, Perlis and USM) which
will help each university achieves the target of their mission and vision as well as objectives.
Consequently, the hypothesis is accepted.

The final result of the hypothesis which is organizational commitment also shows that positively related
to employee performance. The result explains that administrative staff in Northern region universities
possess a positive and good commitment which can lead to higher performance and enhancement of the
administrative staff.

Furthermore, administrative staff are expecting to have higher levels of organizational commitment when
there a solid coordinate between their individual values and goals. An employee who accepts in
acknowledges and supports the organization objectives is more likely to be given to their organization and
have the inclination to advance their level of job performance. The employees of administrative staff
demonstrated that they would be cheerful to work until resign and they are eager to acknowledge nearly
any kind of errands in arrange to keep utilized in their organization.

The result of this hypothesis is in link with previous researches that of (Setyaningrum, Setiawan &
Surachman 2017) who also recommend organizational commitment have a significant and direct
relationship to employee performance. Hence, the hypothesis is accepted. So, the result shows the higher
organizational commitment improves the performance of administrative staff in Northern region
universities in Malaysia (UUM, UniMAP, UiTM, Arau, Perlis and USM).

Conclusion

As conclusion, three main objectives in this study have been accomplished and achieved via different
analysis as discussed earlier. Therefore, there was clear indication that all independent variables were
positively related with dependent variable. Over all means, this suggest that work-life balance, job
satisfaction and organizational commitment have a significant relationship with employee performance.

195
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

References

Abou Hashish, E. A. (2017). Relationship between ethical work climate and nurses’ perception of organizational support,
commitment, job satisfaction and turnover intent. Nursing ethics, 24(2), 151-166.
Alutto, J. A., Hrebiniak, L. G., & Alonso, R. C. (1973). On operationalizing the concept of commitment. Social Forces, 51(4),
448-454., Approach).
Anitha, J. (2014). Determinants of employee engagement and their impact on employee performance. International journal of
productivity and performance management, 63(3), 308.
Becker, H. S. (1960). Notes on the concept of commitment. American journal of Sociology, 66(1), 32-40.
Berberoglu, A., & Secim, H. (2015). Organizational commitment and perceived organizational performance among health care
professionals: Empirical evidence from a private hospital in northern Cyprus. Journal of Economics and Behavioral Studies,
7(1), 64.
Bird, J. (2006). Work-life balance: Doing it right and avoiding the pitfalls. Employment  Relations Today, 33(3), 21-30.
Clark, S. C. (2000). Work/family border theory: A new theory of work/family balance. Human relations, 53(6), 747-770.
Clarke, M. C., Koch, L. C., & Hill, E. J. (2004). The Work-Family Interface: Differentiating Balance and
Fit. Family and Consumer Sciences Research ~ Journal, 33(2), 121- 140.
Coomber, B., & Barriball, K. L. (2007). Impact of job satisfaction components on intent to leave and turnover for
hospital-based nurses: a review of the research literature. International journal of nursing studies, 44(2), 297-314.
Das, P., Byadwal, V., & Singh, T. (2017). Employee Engagement, Cognitive Flexibility and Pay Satisfaction as Potential
Determinants of Employees' Turnover Intentions: An Overview. Indian Journal of Human Relations, 51(1), 147-157.
Eshetu, G. (2016). Practices and Challenges of Human Resource Management in Major General Muluget Buli Technical
College.
Farahani, M., Taghadosi, M., & Behboudi, M. (2011). An exploration of the relationship between transformational leadership
and organizational commitment: The moderating effect of emotional intelligence: Case study in Iran. International Business
Research, 4(4), 211.
Felicity,l. D.-M. (2013). Work-life balance as a tool for stress management in selected banking institutions in Ghana. Global
advanced research journal of management and business studies, 1-21
Fulford, M. D., & Rothman, R. (2007). Effective HR strategies for enhancing the organizational commitment of HIV-positive
employees. Journal of Organizational Culture, Communications and Conflict, 11(1), 91.
Greenhaus, J. H., Collins, K. M., & Shaw, J. D. (2003). The relation between work—family balance and quality of life. Journal
of vocational behaviour, 63(3), 510-531.
Harrington, B. (2007). The work-life evolution study. Chestnut Hill, MA: Boston

Hellriegel, D. (1999). Susan E. Jackson in John W. Slocum.

Hoppock, R. (1935). Job Satisfaction, Harper and Brothers, New York, p. 47
llgen, D. R., & Schneider, J. (1991). Performance measurement: A multi-discipline view. International review of industrial and
organizational psychology, 6, 71-108. Information Review, Vol. 22, pp. 53-59.
Interdisciplinary Journal of realizing the outcomes for organizations, New Zealand Journal of Psychology, 35(2), 69-76.
Inuwa, M. (2016). Job Satisfaction and Employee Performance: An Empirical Approach. The Millennium University Journal,
1(2), 90.
Jafri, M. H., & Lhamo, T. (2013). Organizational Commitment and Work Performance in Regular and Contract Faculties of

196
ISSN 2076-9202



International Journal of Information, Business and Management, Vol. 12, No.1, 2020 m——
Royal University of Bhutan. Journal of Contemporary Research in Management, 8(2), 47.
Jaros, S. J. (1997). An assessment of Meyer and Allen's (1991) three-component model of organizational commitment and
turnover intentions. Journal of vocational behavior, 51(3), 319-337.
Johari, J., Tan, F. Y., & Tjik@ Zulkarnain, Z. 1. (2017). Autonomy, workload, work life balance and job performance
teachers. International Journal of Educational Management, (just-accepted), 00-00.
Kehl, T, (2012). 12 Key strategies to achieving a work-life balance. Idustry Week, Magazine. 12 Key strategies to achieving a
work-life balance.
Konrad, A. M., & Mangel, R. (2000). The impact of work-life programs on firm productivity. Strategic Management Journal,
1225-1237.
Krejcie, R. V., & Morgan, D. W. (1970). Determining sample size for research activities. Educational and psychological
measurement, 30(3), 607-610. Limited.
Leroy, H., Anseel, F., Gardner, W. L., & Sels, L. (2015). Authentic leadership, authentic followership, basic need satisfaction,
and work role performance: A cross-level study. Journal of Management, 41(6), 1677-1697.
Lockwood, N. R. (2003). Work/life balance: Challenges and solutions. HR Magazine, 48(6), 1-1.
Mathieu, J. E., & Zajac, D. M. (1990). A review and meta-analysis of the antecedents, correlates, and consequences of
organizational commitment. Psychological bulletin, 108(2), 171.
Mathieu, J. E., & Zajac, D. M. (1990). A review and meta-analysis of the antecedents, correlates, and consequences of
organizational commitment. Psychological bulletin, 108(2), 171
Mustapha, N. (2013). The influence of financial reward on job satisfaction among academic staffs at public universities in
Kelantan, Malaysia. International Journal of Business and Social Science, 4(3).
Noah, Y., & Steve, M. (2012). Work environment and job attitude among employees in a Nigerian work organization. Journal
of Sustainable Society, 1(2), 36-43.

Noe, R. (2013). Employee training and Development 6th edition. Singapore. McGraw  Hill.
Porter, L. W., Steers, R. M., Mowday, R. T., & Boulian, P. V. (1974). Organizational commitment, job satisfaction, and
turnover among psychiatric technicians. Journal of applied psychology, 59(5), 603.
Pugno, M., & Depedri, S. (2010). Job performance and job satisfaction: an integrated  survey. Economia politica, 27(1),
175-210.
Qureshi, J.A., Hayat, K., Ali, M., Sarwat, N. (2011), Impact of job satisfaction and organizational commitment on employee
performance, evidence from Pakistan.
Robbins, S., & Judge, T. (2013). Organizational Behaviour. England : Pearson Education
Russell, A. J., & Bernardin, H. J. (1998). Human Resource Management (An Experiential
Sekaran, U. (2013). Research Methods for Business: A Skill Building Approach. (4 ed.). New Delhi: Sharda Ofsett Press.
Sekaran, U., & Bougie, R. (2010). Research methods for business: A skill building approach. Wiley.
Sekaran, U., & Bougie, R. (2016). Research methods for business: A skill building approach. John Wiley & Sons.s fdg
Setyaningrum, R. P., Setiawan, M., & Surachman, S. (2017). ORGANIZATIONAL COMMITMENTS ARE MEDIATION OF
RELATIONSHIPS BETWEEN SERVANT LEADERSHIP AND EMPLOYEE PERFORMANCE. Jurnal Aplikasi
Manajemen, 15(4), 693-701.
Shagufta Sarwar, J. A. (2013). The Influence of Rewards and Job Satisfaction on Employees in the Service Industry. The

Business & Management Review, 1-11.

197
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

Sustano, E. M. (1999). The relationship between employee commitment and job performance. Journal of Management and
Entrepren eurship, 1, 47-55.

Viswesvaran, C., & Ones, D. S. (2000). Perspectives on models of job performance. International Journal of Selection and
Assessment, 8(4), 216-226.

Vroom, V. (1964). Work and Motivation (John Wilely and Sons, New York).

Wang, X. (2008). Analyzing work attitudes of Chinese employees: A comparison between state-owned and privately-owned
enterprises in China. Chinese Management Studies, 2(3), 215-228.

Wang, Y. D., & Hsieh, H. H. (2013). Organizational ethical climate, perceived organizational support, and employee silence: A
cross-level investigation. Human Relations, 66(6), 783-802.

Wombacher, J. C., & Felfe, J. (2017). Dual commitment in the organization: Effects of the interplay of team and organizational
commitment on employee citizenship behavior, efficacy beliefs, and turnover intentions. Journal of Vocational Behavior, 102,

1-14.

198
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

CORPORATE REFOCUSING AND FINANCIAL PERFORMANCE

Dr: fellague Mohamed

mohamed.fellag@gmail.com

Dr: kherchi ishak

k.ishak@univhb-chlef.dz

Dr: Haddou Samira Ahlem

ahlamhaddou@gmail.com

University of Hassiba ben Bouali of Chlef, ALGERIA

Abstract:

This paper aims to clarify the corporate refocusing from a strategic and financial approach; we analysed
most of the literature available in the subject. We provide the strategic approach of corporate refocusing;
the Antecedents and outcomes of corporate refocusing and corporate refocusing options, we also provide
the financial approach by analysing the impact of corporate refocusing on financial performance. The
results show that low financial performance is the most causes of corporate refocusing; in addition to that
corporate refocusing has five strategic options. The results also show that corporate refocusing has
positive impact on 15 indicators of financial performance.

Key words: Corporate refocusing, corporate refocusing options, financial performance, non-financial
performance.

JEL Classification: G34

1. Introduction:

Most corporations trying to change corporate strategy when corporate underperformance occurs,
corporate underperformance  requires strategic decision to make a strategic change, managers consider
the refocusing decision as part of corporate growth.

Researchers have paid attention to corporate refocusing and well investigated it from financial
approaches.Fewer researchers have investigated on corporate refocusing from a strategic and financial
approach, There is a lack of clarify about this concept in corporate strategic financial Management.
Researchers in strategic financial management need more evidence about the effect of refocusing on
financial performance, managers need more information and clarifications about strategic options to
refocus corporate activities and make it more competitive. The literature is almost silent on the strategic
financial Management; we have an incomplete picture for the effect of corporate refocusing on corporate
financial performance.

Against this background the purpose of this research is to answer the research questions: why it is
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important? Why firms engaged in? What are the options? What is the impact on the financial
performance?

The authors review the literature differentiating in 3 sections: 1: which called Literature Review; 2
Theoretical background (definition, history, causes and types of corporate refocusing, definition, types
and indicators of financial performance and financial performance indicators for refocusing operations).3,
which notes 20 studies on the relationship of refocusing and financial performance, to finish with
conclusions and suggestions.

2. Literature Review:

According to (Bhagat, S, Shleifer, A. and Vishny, R 1990. Hoskisson and Turk 1990; Shleifer and
Vishny 1990 and Markides, 1995) corporate refocusing may be referred to as an attempt by firms to
reverse their excessive levels of diversification, most of which occurred in the 1960s and 1970s. As can
be seen corporate refocusing is considering as a historical event.

Ravenscraft and Scherer(1991) found that managers cite poor performance as a major motivation
for sell-offs,similarly Smart and Hitt (1996) found that the corporate over diversification is followed by a
corporate refocusing, but both studies did not show the effect of refocusing on corporate financial
performance.

Duhaime and Grant (1984) provide evidence that poor performance is very strong cause for
corporate refocusing especially when the firms gain a low level of ROE. By selling, outsourcing or
closing some activities firm can reduce costs and provide more synergy to its activities; however they did
not provide the effect of these operations (selling, outsourcing or closing on corporate financial
performance.

Johnson (1996) provided three rationales for corporate refocusing involve firm governance, strategy
and performance. Weak governance allow managers to use free cash flows and invest in non-core
business to maximize their own interests, this behavior causes the over diversification which leads to a
poor performance.

Recent study by Mak (2014) investigates market reaction to firms' refocusing announcements from
the perspective of investors' predicted probability. The results found that the market reaction is
significantly positive if managers announce the refocusing in the month when investors' predicted
probability is high. As can be seen most of the studies that mentioned earlier didn't show the history and
types of corporate refocusing, and the effect of refocusing operations on financial performance indicators.

3. Theoretical Background
3.1 corporate refocusing
3.1.1. Definitions:

According to Decker .C (2008) Refocusing means that a firm aims to eliminate peripheral activities,
especially businesses that are unrelated to a firm’s core are abandoned. Hence, a firm’s current core is to
be strengthened.

Corporate refocusing is defined as the voluntary reduction in the scope of activities by a firm in an
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attempt to concentrate on the core business, primarily, though not necessarily, achieved through major
divestments. This reduction in diversification has also been referred to in the business press as
‘dediversification’, 'de-conglomeration' or more colorfully, as 'sticking to the knitting' (peters and
Waterman, 1982).

Furthermore corporate refocusing means that a firm aims to cut activities with low performance and
have not related with firm core business hence, a firm can focus on its core business. The basic idea
behind corporate refocusing is to simplify the firm activities by focusing on core business activities that
have a high level of profitability.

According to Woo Carolyn Y. Willard,G and Daellenbach.S (1992) corporate refocusing is
conceptualized as a collective term for asset disposal mechanisms such as sell-offs, spin-offs and
leveraged buyouts. It is defined as the disposal of one or more of the corporation’s strategic business units
to existing share-holders, a third party existing management or a combination of existing management
and third parties, either by means of proportional share redistribution, on outright sale, or the sub-stitution
of a debt for equity (Ferreira.MA 1997).

3.1.2. History of corporate refocusing:

The prevalent explanation for refocusing (for example, Bhagat er al., 1990; Shleifer and Vishny,
1991; Markides 1995), is that firms are attempting to reverse their excessive levels of diversification,
most of which occurred in the late 1960s and early 1970s.

This explanation implies two things: first, that there exists some optimal limit to the extent to
which a firm may diversify without adversely affecting its performance; and second, that if refocusing
became a widespread phenomenon from the 1980s, as Bhagat ez al. (1990), Markides (1995) etc. suggest
for the US and is argued here for the UK, then a large number of firms must have found themselves to
have been in breach of this optimum, during the period in question. As a result, the profitability and
market value of over diversified firms will suffer and the issue of externalizing transactions by divestment
to form an independent entity (e.g. a management buy-out) or to another organization becomes
worthwhile (Wright & Thompson, 1987).

Williams et al., (1988) report that during the 1980s many large diversified firms have been reducing
their complexity primarily through unrelated divestitures and related acquisitions. Davis. G. F, Deikman.
K. A, and Catherine .T.H (1994) found not only a one-third drop in the level of total diversification
among Fortune 500 firms between 1980 and 1990, but also a more than 40 per cent show that this
conglomerate was brought about by two processes: firms with high diversity were taken over at an
increased rate and subsequently unbundled, while less diversified firms started to reject conglomerate
growth strategies. Similarly, Markids (1993) reports that between 20 and 50 per cent of fortune 500 firms
refocused in the period 1981 to 1987 as opposed to negligible proportions in the 1960s.

Empirical evidence seems to lend support to the claim of increased corporate refocusing since the
1980s. Data presented by Singh (1993) show that while 1960s could be characterized as a period
diversification mainly through acquisitions, the 1980s have been marked by high level of refocusing and
leveraged buyouts in addition to acquisitions.
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3.1.3. Causes of corporate refocusing:

Firms engage in a strategic refocusing for several reasons. Refocusing during the 1980s may have
reversed prior acquisition. Diversification and expansion decisions carried out by non-value-maximizing
managers (to reduce agency costs) ( Jensen 1986, 1990).

Decker .C (2008) provided four clusters for corporate refocusing; performance, strategy, corporate
governance, and environment.Stein.G. J, Gautam, K and Boeker. W (1994) shows that corporate
refocusing occurs to reduce misevaluation

Refocusing may have been intended to reduce information asymmetries between shareholders and
managers by simplifying the valuation problems of complex diversified firms and allowing hidden asset
values to be realized (Stein.G et al., 1994).

Firms also engage in a strategic refocusing to shed unwanted or under-valued assets. In fact, Kaplan
and Weisbach (1992) and Williams et al., (1988) provide evidence that the majority of corporate
refocusing in the early 1980s were units unrelated to the parent’s core business.

From strategic financial management approach, Firm characteristics such as financial performance
and corporate strategy are frequently cited antecedents of corporate refocusing; especially performance
problems and the diversification level prior to refocusing have been attracting the researchers’ attention
for many years (Deckerb and Mellewigt 2007).

Ravenscraft and Scherer (1987) find that downturn in the unit’s profitability is the most significant
contributor to the probability of the unit being refocused. These findings indicate that poor performance is
one of the most common factors motivating a corporate to refocus a business unit. Other findings suggest
that it is not only the performance of the refocused business unit, but the overall performance of the
company that are a motivating factor for the refocusing.

Montgomery and Thomas (1988) found that refocusing is primarily undertaken by companies that
performing less well than their industry, they further finds that the refocusing tends to improve the
situation though it does not eliminate the differences to the non refocusing peer group.

Furthermore Brown, James and Mooradian (1994) found that corporate refocusing improve
performance and provide cash flows. According to Hamilton and Chow’s (1993) corporate refocusing
occurs when firm need cash to strengthen their balance sheet.

Johnson (1996) shows that corporate refocusing occurs when firm over diversified and has poor
performance, in summary, underperformance in business unit is positively associated with corporate
refocusing.Hamilton and Chow (1993) provided a postal questionnaire to the CEOs of the 98 largest New
Zealand-owned companies listed on the New Zealand Stock Exchange on 31 March 1991; 36 firms
reported at least one refocusing operation in the 1985- 1990 period (all in all 208 refocusing were made in
the form of a sell-off, spin-off, management buyout, or liquidation);The results shows that The most
important factor that leads to corporate refocusing is the low return achieved in the refocusing units,
closely followed by their poor growth prospects.

In another study by Alexander, Benson and Kampmeyer (1984) results suggest that voluntary
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sell-offs generally occur after a period of abnormally negative returns. Brown et al., (1994) 62 asset sales
by firms between 1979 and 1988 to remedy a pre-existing or anticipated default, avoid bankruptcy, or
facilitate debt restructuring. Corporate engaging in refocusing do so to improve performance and to
generate funds for the cash constrained firm.

3.1.4. Strategic options for corporate refocusing:

3.1.4.1. Asset sale/Sell-off: An asset sale is defined as the sale of a division, subsidiary, product line or
other assets directly from one firm to another firm. An asset sale involves three parties the acquirer, the
refocused corporate (vendor) and the subsidiary or division being sold off (target) (Weston. J.F, Mitchell.
M.L. and Mulherin. J.H. 2004).

3.1.4.2. Spin-off: this is a distribution by one corporation of the stock of its subsidiary corporation to the
parent’s shareholders, much like a stock dividend. The subsidiary may already be in existence or may be
newly formed to accommodate the transaction (Brown.R.L 2007).

3.1.4.3. Split-off: this is the same as the spin-off, except that the shareholders of the parent corporation
give up some of their stock in the parent corporation in exchange for stock of the subsidiary, much like a
stock redemption or partial liquidation of the parent (Brown.R.L 2007).

3.1.4.4. Split-up: here the parent corporation distributes the stock of two or more of its subsidiaries,
whether newly formed or preexisting, in complete liquidation of the parent corporation (Brown.R.L
2007).

3.1.4.5. Equity carve-out: An equity carve-out is defined as the offering of a full or partial interest in a
subsidiary to the investment public (Weston et al., 2004). This form of refocusing is often used in
situations where the parent company does not want to give up full control over a business unit or
subsidiary in those cases the refocusing is referred to as a minority carve-out (Koller. T, Goedhart, M. and
Wessels.D 2005).

3.1.5. Choosing among corporate refocusing options:

The choice among refocusing options has been researched linked to antecedents and/or outcomes of
refocusing in principle, the decision to choose a specific mode of refocusing is based on three groups
of factors: the characteristics of the parent , characteristics of the business unit, and characteristics of the
environment. (Sewing.J.H, 2010).

According to Alexandros, P. Prezas and Karen Simonyan (2012) The choice among forms of corporate
refocusing; sell-off, carve-out, spin-off, split-off, split-up, or Management Buyout are based on the
characteristics of refocusing firms, by the characteristics of the assets being refocused, and by the
prevailing market conditions at the time of refocusing.

3.2 financial performances:
Corporate financial performance is of vital importance for investors, stakeholders and economy at
large, for investors the return on their investments is highly valuable, and a well performing business can

bring high and long-term returns for their investors.
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Furthermore, financial profitability of a firm will boost the income of its employees, bring better quality
products for its customers, and have better environment friendly production units. Also, more profits will
mean more future investments, which will generate employment opportunities and enhance the income of
people (Mirza.S.A, Javed.A.T, 2013).

Many studies have been conducted to determine various financial and non-financial factors that can
boost or have an adverse effect on the performance of firm, but still no single effective model has been

established which captures maximum variation. (Mirza.S.A, Javed.A. T, 2013).

3.2.1. Definitions and types of corporate financial performances:
3.2.1. 1.Definitions of financial performances:

According to Iswatia.S and Anshori.M (2007) Performance is the function of the ability of an
organization to gain and manage the resources in several different ways to develop competitive advantage.
Corporate performance means  the measurement for what had been achieved by company which shows
good condition for certain period of timeAlmajali.A.Y & Alamro.S.A 2012).

Financial performance refers to the degree to which financial objectives being or has been
accomplished. It is the process of measuring the results of a firm's policies and operations in monetary
terms (Buvaneswar.R & Venkatesh.M 2013).

3.2.1.2. Types of corporate financial performances:

Almajali.A.Y and Alamro.S.A (2012) distinguishes between two types of corporate performance,
financial performance and innovative performance; Financial or economic performance is often expressed
in terms of growth of sales, turnover, employment, or stock prices, whereas innovative performance is
generally expressed in terms of expenditures, patents, percentage of innovative sales, or self-reported
(results of) innovations (Almajali.A.Y, Alamro.S.A 2012).

Valentin (2012) distinguishes between two types of financial performance indicators; classic and
modern indicators, Classic indicators such as return on assets, return on equity, return on investment,
(ROA, ROE, ROI), acid test ratio, debt ratio, net profit margin, gross profit margin, whereas Modern
indicators are related to the concept of creating value and for this reason are regarded as more relevant
than classical indicators.

3.2.2. Financial performance indicators:

According to Capon.N, Farley.J and Hoenig.C (1996) the financial performance measures are
highly varied Whereas the most frequently used performance measures compare profits to capital,
equity or assets employed (i.e., ROC, ROE, ROA), many other measures are also used. These include
such profitability-related measures as absolute profits and variability in profits, but also measures less
directly related to profitability, such as market share, employee satisfaction and size (e.g., employees,
assets, sales), In addition, various measures related to stock market performance have been employed
(e.g., market value, Tobin's Q),(Capon et al., 1996).

There are several dimensions for financial performance measurement involved. Measures (e.g.,
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sales, profits, market value of the firm) or return-based (profit/sales, profit/capital, cash flow/net assets),
Measures may be internal (e.g., sales, profit/sales) or external (e.g., market value of the firm, stock price),
Measures may be annual, a mean over some longer time period, or a growth rate,(Capon et al., 1996).

Variability in performance can also be used and may be measured about the mean or about trend for
a number of time periods. In addition, choice of beginning-of-period (BOP) versus end-of-period (EOP)
assets, capital, equity and so forth for calculating return measures may be an important issue (Capon et al.,
1996).

Wintner .S.L (2006) provided 10 indicators for financial performance to properly manage a
firm’s finances: Utilization rate, Overhead rate, Break-even rate, Net multiplier, Aged accounts
receivable, Profit-to-earnings ratio, Net revenue per employee, Cash flow, Proposals pending, Backlog

volume.

The advantages of financial measures are the easiness of calculation and that definitions are
agreed worldwide. Traditionally, the success of a manufacturing system or company has been evaluated

by the use of financial measures (Tangen, 2003).

3.2.3. Financial performance indicators for refocusing operations:

To identify the sources of financial performance improvements in refocused corporations, Zu.L
(2009) used seven indicators; change in return on assets (ROA), change in return on equity (ROE),
change in return on sales (ROS), change in sales efficiency (sales per employee), change in net income
efficiency, change in leverage, and change in employment respectively.

Decker .C (2008) used Four performance measures: return on assets (ROA), market to book ratio,
the alpha coefficient from the Capital Asset Pricing Model for the 3-yearperiod following the spin-off,
and inflation-adjusted sales growth.

Sewing,J.H (2010) Measured the Financial performance of refocused corporations using return on
equity relative to industry average, market measures (such as Jensen’s Alpha), Debt Level on a
business unit performance.

According to Sewing,J.H (2010).refocusing success is usually analyzed using a combination of
accounting (ROA, ROS) and market measures (such as Jensen’s Alpha, Treynor or Sharpe Ratio).

Hite and Owers (1983), Alexander et al.,( 1984) Jain (1985), Hite, Owers and Rogers (1987) used
the abnormal returns as an indicator to measured the impact of corporate refocusing on financial
performance, Hearth and Zaima (1984) measured the financial status, Donaldson (1990), Byerly,
Lamont and Keasler (2003) used market response ,Sicherman and Pettway (1992) used returns to
shareholders, Markides (1992a) measured the value creation, Cusatis, Miles and Woolridge ( 1993)
measured the market reactions, John.K and Ofek.E (1995) used the operating performance, Markides
(1 1995) used (ROA & ROE). Mulherin and Boone (2000) measured net-of-market return for spin-offs,
equity carve-outs and asset sales.

We have 15 indicators (concluded from earlier studies) that used to be used in corporate refocusing
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studies to show improvement in corporate financial performance; however we still have no evidence
about the effect of refocusing on the improvement of these indicators.

4. Studies on corporate refocusing and financial performance:

we focus onthis study on financial performance, so we only mention studies that show the effect of
corporate refocusing on these 15 indicators of financial performance. Table 1 presents Collection of
studies to show the impact of corporate refocusing on financial performance, each study lists the author
and year, type of data used, and the study’s findings.

As we can see from tablel, most of the studies are not very current, that’s refers to the nature of corporate

refocusing operations which happened in the 1970s and 1980s, it appears like a historical event.

Table 1. Studies on corporate refocusing and financial performance
Study Data Findings or implications
Hite and Owers | 123 spin-offs made by | Results found positive abnormal returns
(1983) 116 firms between 1963 | and also an increase in Shareholder wealth.
and 1981
Alexander, Sample of 39 single | Results indicate that corporate refocusing
Benson and | refocusing corporations | provides positive abnormal returns.
Kampmeyer between 1964-1973
(1984)
Hearth and Zaima | Sample of 58 | Results indicate that sellers earn an average
(1984) refocusing  operations | 3.55% CAR over the 9 days preceding the
announced between | refocusing announcement. Results also
1979-1981. indicate an improvement in financial status
and returns.
Jain (1985) Sample of over 1000 | Results found that sell-offs provide a

voluntary sell-offs | significant positive excess returns.
between 1976 and
1978.
Hite, Owers and | Sample of 106 | Results indicate that corporate refocusing

refocusing firms.

Rogers (1987) voluntary refocusing. provide a positive abnormal returns
Montgomery and | sample of 68 voluntary | The study found that Firms which refocused
Thomas (1988) refocusing made by | tend to be weak performers when compared
Fortune 500 firms and | with their industry counterparts. Voluntary
announced in the Wall | refocusing improves corporate performance.
Street Journal from
1976 to 1979
Donaldson The corporate | Results indicate an excess return of 12.85%.
(1990) refocusing of General | ROE increased from 16.7% in 1985 to 56.6%
Mills during the 1980s. | at the end of the restructuring in 1989.
Sicherman  and | Based on 278 matched | Results found that voluntary sell-offs improve
Pettway (1992) pairs of sellers and | a firm returns.
buyers of voluntary
sell-offs between 198I-
1987.
Markides (1992b) | Sample of 45 | Results  found  that  reductions in

diversification are associated with value
creation. There seems to be a limit to how
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much a firm can diversify. If a firm goes
beyond this limit, its market value will
decrease. Refocusing can thus be an
instrument that brings over diversified firms
closer to their optimal limits and improves
their efficiency

Woo Carolyn .

Sample of 5 1 spin-offs
between 1975 and
1986.

Results found a relationship  between
refocusing and corporate performance, they
suggest that the performance of spin-off units
will improve after refocusing due to decreased
agency costs and higher flexibility with
regulators.

Willard,G and
Daellenbach.S
(1992)

Cusatis, Miles
and  Woolridge
(1993)

Sample consists of 815
spin-offs between 1965
and 1988 from 27
industries. 146 events
were pure spin-offs.

The study examined market reactions to
spin-off announcements and the performance
of the parent. Results indicate that both the
parent and the spun-off unit provide positive
abnormal returns

Kose and Ofek Sample of 321 | The results found that because of the assets
(1995) refocusing reported in | sale, firm become more focused which lead to
Mergerstat Review | an improvement in performance.
worth at least $100
million
between1986-1988.
Markides (1995) | sample of 200 firms | Results found that corporate refocusing has a

period: 1987-1994.

selected from  the | positive impact on corporate performance
Fortune  500.between | (ROA & ROE).
1981-1987.
Bergh (1998) Panel of 168 Fortune | Results indicate that refocusing positive effect
500 firms between | on  performance (ROA) takes 2 years to be
1985-1990. realized.
Mulherin and | sample  of 370 | Results found that corporate refocusing
Boone (2000) refocusing show that, | create value in terms of the average
between 1990-1999. | net-of-market return (3.04%). In this study the
mean abnormal return is 4.51% for spin-offs,
2.27% for equity carve-outs, and 2.60 % for
asset sales.
Stienemann simple of 199 voluntary | The study found that corporate refocusing
(2003) refocusing between | leads to positive abnormal rents.
1989 and 2002 by
German firms that are
listed on the German
stock exchange.
Byerly, Lamont, | Sample of 90 refocusers | Result found that corporate refocusing
and Keasler | and 41 repositioners | improve performance and also have a positive
(2003): multiple industries time | market response. Corporate repositioning also

improves the corporate performance.
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Chen and Guo
(2005)

sample of 2674
refocusing transactions
time period: 1985-1998,
19 industry  groups
(financial and utility
sectors excluded)

Study finds that under-performing firms are
refocusing units to gain operating; they are
selling off assets to relax credit constraints.
Refocusing parents having high revenue
growth, high book-to market Ratio.

Bartsch and

Borner (2007)

an event study on 140
refocusing. (118
sell-offs, 19 sarve-outs,
3 spin-offs); 45
strategic and 95
non-strategic

refocusing, time period:

January 1997-April
2003, event  study
databases: Zephyr,

M&A-database
(Bloomberg)

Results find that Strategic refocusing induces
higher abnormal rents than non-strategic ones.
Strategic Refocusing of businesses that are
related to a firm's core business lead to
positive Valuation effects.

Shijuan.C, Jun.L,
Qing.W,
Li.S.(2012):

sample of 403 eligible
companies who listed
on A - shares in
Shanghai and Shenzhen
between 2004 to 2008

The study aims to analyze the impact of
refocusing on corporate performance. The
findings indicate that: first, the
implementation of refocusing can improve
corporate performance; second, higher the

diversified level is, the better the refocusing
performance is; third, in general, “chain”
refocusing has more positive impact on
corporate  performance  than  “point”
refocusing; last, corporate governance and
diversified level influence the result of
refocusing.

Tablel- Authors (2017)

An overwhelming number of corporate refocusing studies used a combination of these 15 indicators
to show the effect of corporate refocusing on financial performance, each study used different indicators
but all the studies used only one or two indicators measurement for the impact of corporate refocusing on
financial performance.

Alexander, Benson and Kampmeyer (1984), Jain (1985),Hite, Owers and Rogers (1987),Sicherman
and Pettway (1992),Cusatis, Miles and Woolridge (1993),Stienemann (2003),Shiju an.C, Jun.L, Qing.W,
Li.S.( 2012) used only one indicator, they found that corporate refocusing provide a positive abnormal
returns.

In the same context Montgomery and Thomas (1988) found that strategic refocusing improves
corporate performance,Markides (1992b) found that strategic refocusing improve corporate efficiency,
Kose and Ofek (1995) found that because of the assets sale, firm become more focused which lead to an
improvement in performance, Bergh (1998) found that strategic refocusing have a positive effect on
return on investment.

Others used tow indicators, Hite and Owers (1983) found that corporate refocusing have a
Positive abnormal returns  and also an increase in Shareholder wealth, Hearth and Zaima (1984)

found an increase in Capital Adequacy Ratio(CAR), Results also indicate an improvement in
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financial status and returns, Donaldson (1990) found that corporate refocusing increase Return on equity
and lead to an excess return, Woo Carolyn Y. Willard, G and Daellenbach.S (1992) found that corporate
refocusing improve the performance and the corporate flexibility.

Markides (1995) also found that corporate refocusing has a positive impact on return on
investment and return on equity, Mulherin and Boone (2000) found that corporate refocusing  create
value in terms of the average net-of-market return and abnormal return, Byerly, Lamont, and Keasler
(2003) found that corporate refocusing improve performance and also have a positive market response,
Chen and Guo (2005) found that Refocusing parents having high revenue growth, high book-to market
Ratio, Bartsch and Borner (2007) found that Strategic refocusing induces higher abnormal rents and lead
to positive Valuation effects.

4. Conclusion and Suggestions:

In this paper we provided more contribution to the theoretical understanding of corporate
refocusing by identifying the causes and types of corporate refocusing and financial performance
indicators from a strategic and financial approach. We provided more evidence about the impact of
refocusing on corporate financial performance.

The paper concludes that poor Performance represents one of the most causes of corporate
refocusing. Most studies on corporate refocusing have found that poor performance is a major factor
preceding the refocusing decision. Poor performance represents a strong motive for corporate refocusing,
so firms can divest strategic business unit which experiencing a poor performance and keep the strategic
business units with high performance, refocusing is a strategic solution when performance is poor.
Corporations could refocus its businesses by Sell-off, Spin-off  Split-off, Split-up, Equity carve-out.

Corporate financial performance is measured by a variety of factors, but in corporate refocusing
we can take into account only indicators that used to be used in corporate refocusing and financial
performance studies, we provided 20 studies on corporate refocusing that showed improvements in 15
financial indicators; abnormal returns, Shareholder wealth, financial status, excess returns, The market
response, return on assets (ROE), returns to shareholders, value creation, agency costs, improvement in
the operating performance, return on assets and return on equity (ROA & ROE), net-of-market return,
book-to market Ratio, revenue growth, Valuation effects.

The results of this study support empirical studies conducted in the past. Thus, corporate refocusing
positively affects financial performance, which proves to be a direct link between corporate refocusing
and financial performance improvement. Future research should focus more on corporate refocusing and
non-financial performance, and corporate refocusing programme.
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Abstract

This study intends to establish relationship of effect of ICT adoption MFIs operational performance
and access of financial services in Tanzania. Questionnaires used to collect data from 322 MFI’s
clients. Factor analysis employed to reduce variables to a manageable size and five factors generated.
The descriptive analysis used to analyze respondents’ characteristics. In addition, structured equation
modelling employed to determine multiple relationships among the variables. The study found
significant relationships of effect of ICT adoption on MFIs operational performance and availability;
relationship of effect of ICT adoption on MFIs operational performance and convenience; and
relationship of effect of ICT adoption on MFIs operational performance and affordability. This
implies investment on basic ICT platforms improve communication, reduce costs, and enhance
business processes and supply financial provision through electronic delivery channels. Further
studies are recommended on adoption of advanced information technologies in MFIs on operational
performance and access to financial services.

Keywords: ICT Adoption, Operational Performance, Access to financial services.

1. Introduction
Today the world has recognized access to financial services is crucial for social and economic
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development (Robinson., 2003; FDST, 2013). Thus, inability to access financial services prevents
income generation and investments for the poor people (Pande, Cole, Sivasankaran, Bastian, &
Durlacher, 2012). One of the sources of access to financial services is Microfinance institutions (MFIs)
(Tadele & Rao, 2014; Parameswaran & Raper, 2003). MFIs target constrained people who are unable
to surrender collateral, valid identification documents and minimum banking requirements (Chidzero,
Ellis, & Kumar, 2006; Salia & Mbwambo, 2014; Grandolini, 2015; Bada, 2012). Despite, abundance
growth and focus of MFIs in developing countries, still poor people have limited access to formal
financial services (Marwa & Aziakpono, 2014; Parameswaran & Raper, 2003; Grandolin, 2015).
Studies revealed that poor people cannot obtain the financial services conveniently and at affordable
price (Ssewanyana, 2009; Fraser & Kazi, 2004). For instance, about two billion world population do
not have access to formal financial services (Hossain & Sarker, 2015; WB, 2017). Again, in Tanzania
only 83.3 per cent of adult population do not have bank accounts (FSDT, 2017). This insufficiency
may be caused by number of challenges including poor information and technology systems, lack of
innovative financial products and limited capital and loanable funds (Chijoriga, 2011). Another
challenge is some MFIs are still using traditional methods on processing financial transactions that
may lead to high operation costs, inefficient communications and difficulties on services delivery
(Akanji, 2006; Akintoye & Oladejo, 2008; Mas, 2011; Moro visconti, 2016).

To address these challenges that hinder access to financial services, some financial institutions have
invested and adopted ICT on business process (Claessens, 2006). The ICT is essential on facilitating
communication, data capturing, processing and transmission of information through the use of
desktop computers, laptops, mobile phones, radios, televisions, internet, ICT application and networks
(Ashrafi & Murtaza, 2008; Adeosun, Adeosun, & Adetunde, 2009). ICT is dynamic and bring changes
on doing business at institutional and individuals levels (Oladejo & Yinus, 2014). The positive effects
of ICT need to be cascaded down from national level to institutional and individual levels (Bada, 2012;
Kipesha, 2013). In addition, ICT can promote online services through internet and mobile technology
(Shih & Fang, 2004). Financial institutions use mobile technology on provision mobile money
services (Guvheya & Léautier, 2011; Koblanck, 2013). Rate of mobile money subscribers have
increased up to 300 million worldwide (GSMA, 2014). In Tanzania, mobile money subscribers grew
up to 20.2 million by 2017 (TCRA, 2017).

Furthermore, ICT plays key roles of reaching new clients (Kumar & Rao, 2012; Ssewanyana, 2009),
increase business efficiency (Kauffman & Riggins, 2010). It also reduces operational costs (Eid,
Trueman, & Ahmed, 2006; Musa & Khan; Oladejo & Akanbi, 2012), increase staff productivity
(Apulu & Latham, 2011; Brynjolfsson & Hitt, 2000; Harindranath, Dyerson, & Barnes, 2008) and
enhances financial service delivery (Kipesha, 2013). Evidence from previous studies reveals that, ICT
adoption in banking institutions has positive and significant relationship to operational performance
(Kairu & Rugami, 2017; Omanyo, 2014). ICT platform, especially mobile phones, website and
internet help clients to transfer money, pay bills and receive loans and repay loans (Jenkins, 2008;
Bangenss & Soderberg, 2008; Voorrips, Breul, & Coupienne, 2012). Clients can use ICT to manage
banking accounts such transfer money, withdraw, deposit and payments of insurance premium (Bada,
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2012; Omwono, John, & Kevin, 2016). Therefore, technological innovation plays a transformative
role in making financial services available, affordable and convenient for the unbanked population
(Masawe, Nyella, Kessy, Hotay, & Mbowe, 2015).
Although previous studies revealed a positive relationship of ICT adoption on operational
performance, still availability, convenience and affordability of financial services are questionable in
developing countries (Cho-Beroff, Cao, Vndenbroucke, Musinga, Tiaro, & Mutesasira, 2000; Hossain
& Sarker, 2015; IFC, 2013). For instance, high retail prices on financial products are outcome of high
ICT investment costs in banking industry (Munsaka, 2009; Aliyu & Tasmin, 2012). Similarly, Luka
and Frank, (2012) found that customers are not comfortable with bank charges imposed on services
received from financial institutions. In another study of White and Nteli (2004) found customer are
concerned with security and safety aspects on using internet over financial transactions. Maiyaki and
Mokhtar(2010) found that availability of electronic facilities such as ATMs, online and mobile
banking have no significant influence on customer choice of financial institutions. In addition, many
citizens are not opted for electronic payments and deposits (Khanna & Gupta, 2015) due to logon
complications, little experience of online activities and delays of responses (Nancy, Lockett,
Winklhofer, & Christine, 2001; Jun & Cai, 2001). This means previous studies focused on
contribution of ICT adoption on operational performance (Thulani, Tofara, & Langton, 2009; Oladejo.
& Adereti, 2010; Fenuga & Oladejo, 2010), did not consider effect of ICT beyond operational
performance on access to financial services in Tanzania. Therefore, this study tries to establish
relationship between effect of ICT on MFIs operational performance and access of financial services,
particularly on availability, accessibility and affordability in the country.

2. Literature Review

2.1. Theoretical Framework
Two theories guided this study on determining relationship between effect of ICT on MFIs
operational performance and access to financial services through actual usage of electronic delivery
channels. The theory is Technology Acceptance Model (TAM) (Davis, 1989), which is adopted to
bring out the relevance of accepting new technology in MFIs and its usefulness in operational
performance. The theory focused on understanding the causal relationship between the use of
external variables and perceived ease of use and perceived usefulness in the actual use of the system.
‘Perceived usefulness’ refers to the degree to which an individual believes that using a particular
application system will enhance his or her job performance and ‘perceived ease-of-use’ is expressed
as the degree to which an individual person believes that using a particular system will be free from
effort (Davis, 1989). TAM has proved to be useful and is employed in different disciplines such as
health care, including telemedicine (Holden & Karsh, 2010; Hu, Chau, Sheng, & Tam, 1999), ICT
such as mobile phones, the internet, websites, e-learning (Bacha, 5eljob, & Zoroja, 2016; Kwon &
Chidambaram, 2000; Venkateswara & Hanumantha, 2012), e-government (Chan, Thong, Venkatesh,
Brown, Hu, & Tam, 2010) and agriculture (Amin & Li, 2014).
Another theory is Diffusion of Innovation Theory (DOI) (Rogers, 2003) which tries to explain that
technology permeates on organisations and individuals’ lifestyles and its effects on the overall
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2.2.

performance and access to services. Individuals or organisations perceive technology is new in which
they may refer innovation regardless of the time of invention within or outside their communities.
Thus, innovation is defined as an idea, practice or object, while diffusion is the process by which
innovation or perceived new technology is communicated through certain channels over time among
members of a social system (Rogers, 2003). DOI has five distinct features. First, relative advantage
refers to the degree to which innovation is considered to have more benefits. This means that clients
perceive usefulness of the latest technology over a traditional one (Roberts & Amit, 2003). Second,
compatibility refers to the degree to which a service is perceived as consistent with users’ existing
values, beliefs, habits and present and previous experiences (Chen, Gillenson, & Sherrell, 2004).
Third, observability of innovation describes the extent to which innovation is visible to members of a
social system and benefits can be easily observed and communicated (Rogers, 2003). Fourth,
trialability is defined as the capacity to experiment new technology before adoption (Al-Jabri &
Sohail, 2012). Fifth, observability is defined as the degree to which results of innovation are visible
to others (Rogers, 2003). These features has been employed extensively in different studies,
including ICT (Echchabi & Aziz, 2012), banking (Al-Jabri & Sohail, 2012; Yahaya, Yusoff, Idris, &
Haji-Othman, 2014) and health (Cain & Mittman, 2002).

In this study, presented theories provide in-depth understanding of the subject matter. The review
indicates that ICT adoption is beneficial to MFIs’ operations and individuals’ access to financial
services. In addition, the theories indicate that technology is more likely to be adopted if it has
positive effects on MFIs business process and clients consumption of financial services. Intensity of
adopting ICT differs among MFIs and individuals based on budget requirements on ICT investments.
Empirical framework

Operational performance in any organization can be generated from appropriate use of ICT platforms,
including ICT applications, hardware, computer networks, mobile phones, the internet and websites
(Ssewanyana., 2008; Enu & Gberbi, 2015). Over the last decades ICT adoption proved to have strong
and positive correlation with operational performance in the banking industry (Kairu & Rugami,
2017; Omanyo, 2014; Agbolade, 2011). Studies by Jawadi and others (2010), Kombe and Wafula
(2015), and Wasilwa and Omwenga (2016) revealed that ICT adoption contributed on expansion of
financial services and enhanced performance in the financial institutions. Sonja (2010) urged that IT
adoption significantly increased efficiency on determining loan overdue and calculation of charges
and penalties automatically. A study by Musa and Khan (2010) found that adoption of point of sale
(POS) technology in MFIs operation enhanced implementation strategy and increased outreach
through increased staff productivity. ICT adoption is considered as a catalyst and enabler for the
MFIs to compete at a global scale due to improved efficiency, effectiveness, service delivery and
enhanced customer and supplier relationship (Alam & Noor, 2009; Dangolan, 2011). Electronic
banking shifts banking from traditional banking and forces banks to embrace internet technology to
enhance effective and extensive delivery of a wide range of value added products and services
(Oyewole, El-maude, Gambo, & Abam, 2013). Well-established technological infrastructure and
devices in MFIs facilitates automation of loan application, approval, funds disbursement and tracking
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loan repayment (Singh & Padhi, 2015; Turaga, 2004; Silva, 2002; Sravani, 2013). Another study of
Ivatury and Pasricha (2005) found that ICT reduce loan origination costs by 10 per cent through
streamlining its loan approval process with a scorecard to predict client repayment behaviour. Studies
by Ssewanyana (2009) and Oladejo and Adereti (2010) found that ICT usage in the microfinance
industry improved services delivery, lowered transaction costs, improved market performance and
increased savings.

However, there is no evidence, whether effect of ICT on operational performance contributes to
access to financial services in the unbanked population. Some studies show that access to financial
services is affected by high costs of hardware, software and the internet, unstable network, financial
literacy and security of information and fraud (Busler & Ssewanyana, 2007; Kevin, Bernard, &
Ronald, 2013; Attom, 2013). For instance, clients spend much on services consumed because MFIs
lease technology from mobile service providers to facilitate deposit accumulation, loan disbursement
and loan repayment, as clients pay for services (Riggins & Weber, 2013). Further findings by Ray
and MacMiillan (2005) found that there were no direct effects of different ICT resources employed on
the performance of customer service delivery. Therefore this study intends to fill a knowledge gap of
the relationship between effect of ICT on MFIs operational performance and access to financial
services in Tanzania. Based on literature review this study tested following hypotheses to establish
that relationship.

H1: There is a relationship between effect of ICT on MFIs operational
performance and availability of financial services

H2: There is a relationship between effect of ICT on MFIs operational
performance and convenience financial services

H3: There is a relationship between effect of ICT on MFIs operational
performance and affordability of financial services

3. Methods

3.1. Study Area

The study was carried out in two regions which has highest formal financial inclusion in Tanzania (FSDT,
2017). The regions are Kilimanjaro and Dar es Salaam regions which have 90 per cent and 91 per cent
respectively. Kilimanjaro region has 1.7 million people while Dar es Salaam has 5.4 million populations
(URT, 2017).

3.2. Sample Size Calculation

A sample size was calculated based on the standard formula detailed by Naing and others (Naing, Winn,
& Rusli, 2006) with 95 per cent confidence interval (CI), which gives the confidence level value of 1.96
from the normal distribution table. Marginal error of 5 per cent with 0.3 estimated value for the
proportion of sample, which gives the minimum sample size in absence of known population. Kline (2011)
recommend that it was important to determine the minimum sample size that met the desired satatistical
power as per model requirements before data collection. This study used sample size of 322 clients from
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MFIs. This sample size was within the range of 30 and 500 unit (Sekaran, 2000). A total of 77 MFIs
selected from Dar es Salaam and Kilimanjaro regions, which provided financial services during the
survey, were included. Each selected selected MFIs was visited and inofrmation was collected from
clients. All clients, who attended MFIs for financial services on the days of the survey, were eligible and
interviewed.

3.3. Study Design and Data Collection

A cross sectional study design was deployed to MFIs to examine a relationship between effect of ICT on
operational performance and access to financial services for it suited the purpose. A structured
questionnaire was developed as the main survey instrument to gather data from selected MFIs. The
questionnaire consisted of a five-point Likert scale and respondents were asked to indicate the extent to
which they agreed/disagreed with various statements. In addition, the questionnaire consisted of closed
and open ended questions for gathering respondents’ characteristics.

Field enumerators were trained on survey procedures and questions on the questionnaire for face to face
was also administered. A random sampling technique was applied to select MFIs from the list given by
respective districts. On the day of data collection, the first four clients, who visited the MFIs’ office, were
requested to be interviewed by researcher assistants with supervision from the researcher. The latter
quested and they recorded responses in the questionnaire. This method reduced missing values and also
improved the validity and reliability of data.

The questionnaire was designed in a manner that the respondents did not reveal their names and the name
of the respective of MFIs for commercial confidentiality and sensitivity of financial information.
Operational variables in the questionnaire were collected in a standard procedure to achieve the results
and test the hypotheses of the study. A total of 303 questionnaires out of 322 were completed during the
survey. Data was collected for 12 weeks.

3.4. Data Management and Analysis

Data were entered in the Statistical Package for Social Sciences (SPSS) version 20, a computer software
programme. Data cleaning and analysis was performed using SPSS. The study applied a deductive
approach to test hypotheses by either approving or disapproving, then the theory was confirmed, modified
or abandoned. A descriptive analysis was carried out to obtain frequencies, mean and standard deviations
of various variables using SPSS. The results were presented in form of tables and graphs for easy
interpretation of the findings. Furthermore, descriptive statistics were also used to obtain data patterns and
check for outliers and missing values. An exploratory factor analysis (EFA) was employed to reduce
variables to a manageable size into five factors, while retaining as much original information as possible.
The study used Structural Equation Modelling (SEM) with the help of Analysis of Moment Structures
(AMOS) version 21. SEM was employed to determine multiple relationships of independent and
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dependent variables simultaneously. After sampled data fitted the model well, hypotheses were tested and
interpreted for examining a relationship between ICT adoption and access to financial services. A
significance test of individual path parameters was tested by z-statistics=1.96, which is referred to as
Critical Ratio (C.R.). The C.R greater than 1.96 was considered significant.

4. Results

4.1. Respondents’ Characteristic

Table 1 presents respondents characteristics from two regions.  The results show that 67.3 per cent of the
respondents were recruited from Dar es Salaam and remained were recruited from Kilimanjaro. This
result is corresponds to the population disparities, whereby Dar es Salaam has higher population than in
Kilimanjaro region. Another result shows 54.1 per cent of the respondents were male while female were
45.9 per cent. This implies that more males get financial services from MFIs because they own property,
engaged on formal employment and have high income compared to females. Furthermore, result shows
that 47.2 per cent of the respondents had 20-40 years old. These respondents were relatively young people
whom their level of ICT adoption is higher than other groups. The result shows respondents’ income was
generally low, which is less than 10 per cent of the respondents are receiving Sh1, 000,000 and above per
month. This level of income fulfils purposes of MFIs of supplying financial services to low income
earners or poor people.

Table 2: Respondents’ Characteristics

Item Frequency Percent
Region Dar es Salaam 204 67.3
Kilimanjaro 99 32.7
Sex Male 164 54.1
Female 139 45.9
Age (Years) 20-30 143 47.2
31-40 119 39.3
41-50 29 9.6
6 60 12 4.0
Income < 500,000 155 51.2
500,000-1,000,000 128 42.2
> 1,000,000 20 6.6

4.2. Exploratory Factor Analysis
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This study performed exploratory factor analysis to understand the structure of the variables in the
constructs and how the items fit the constructs. In determining constructs or factors, previous studies have
given different cut off values varying from 0.35 to 0.50 for the retention of items based on the value of
factor loadings (Hair Jr, Black, Babbin, & Anderson, 2010). Therefore, this study applied cut-off point
value of 0.50 and above. Table 2 presents results of the exploratory factor analysis whereby five factors
were generated with 29 remained variables. First, factor is availability with six variables; second factor is
affordability with six variables; third factor is ICT adoption with six variables; fourth factor is
convenience with four variables; and fifth factor is operational performance with seven variables.

Table 3: Exploratory Factor Analysis

Constructs Factor Loadings

1 2 3 4 5

Receive alert on financial transaction update .801

Check balance of loan repayment 773

Check balance of savings .759

Repayment of loans .739

Deposit money .648

Enquire about financial services offered .568

Low service charges .900

Saving more money .826

Increase in dividends .805

Obtain more than one loan 774

Get micro insurance claim on time .665

Low maintenance charges .564

Mobile technology .894

Internet or website .829

Voice call .796

Local area network 173
SMS .768

Email or electronic data .675

Borrow money through download or online 919

Easy process of borrowing money .890

Open account through download or online .841

Easy process in acquiring micro-insurance 741

Increased understanding of financial services .650

Reduced transaction costs .615

Expanded coverage of services 592

Improved speed of business operations 571
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Simplified consumption of financial services 567
Reduced number of visits to MFIs 547
Improved service delivery 545

The Bartlett Test of Sphericity and Kaiser-Meyer-Olkin (KMO) used in this study to measure of sampling
adequacy in validating use of factor analysis. Table 3 shows that the value of KMO is meritorious, fall
between 0.80 and 0.89 and Bartlett's Test of Sphericity is significant (P<0.05) suggesting that factor
analysis can be conducted (Kaiser, 1970).

Table 4: KMO and Bartlett Test Sphericity

Kaiser-Meyer-Olkin Measure of Sampling .860

Adequacy.

Bartlett's Test of Sphericity Approx. 6555.578
Chi-Square
df 595
Sig. .000

4.3. Cronbanch’s Coefficient of Reliability, Mean and Standard Deviation of Constructs

The five constructs or factors of the study were tested for reliability by using Cronbanch’s alpha. Table 4
shows Cronbanch’s alpha coefficients of the constructs are above 0.6. The Cronbanch’s alpha coefficients
of 0.6 and above are considered more acceptable (Kline, 2011; Hair et al., 2010). This indicates that all
items in factorial groups in this study are sufficient reliable measures.

Table 4 shows the computed mean and standard deviation value of the items in each construct-based on
the five Likert scale. Results in Table 4 indicate that the overall mean value score of ICT adoption,
availability and convenience are below 3. This implies that respondents were satisfied on the contribution
of ICT on MFIs business. While the mean value of affordability construct was above 3, it implies that the
respondents were not satisfied that ICT contributed on affordability of financial services. However, the
computed standard deviation values of all constructs were less than 3.This implies that the variability of
the responses is small from the respondents.

Table 5: Mean, Standard Deviation and Cronbanch’s alpha

Construct No. of Mean Standard | Cronbanch’s
Items Deviation alpha
ICT Adoption (ADO) 6 2.66 1.048 0.887
Availability (AVA) 6 2.32 713 0.783
Convenience (CON) 4 2.40 .823 0.879
222
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Affordability (AFO) 7 3.16 1.006 0.875
Operational Performance (OPP) 7 1.99 .690 0.830
Notes: Mean scores based on a five-point scale, where 1= Strongly Agree and 5= Strongly Disagree.
4.4. Model Fit Measurement

The model fit comprises a measurement model and a structure model. The measurement model uses a
confirmatory factor analysis (CFA) to validate sampled data if fits a hypothesised model of related
constructs. The constructs of the hypothesised model were correlated by using two headed arrows in
AMOS version 21 with a degree of freedom (df)) of 550. The AMOS version 21 generated fit statistics as
follows: Chi-square = 1994.727; RMSEA= 0.093; GFI=0.739; CFI=0.769; TLI=0.750; NFI=0.708;
Chi-square/df = 3.627. All generated fit indices do not fall within acceptable criteria. Hence, the model
is rejected and subjected to modification, then the study should consider an alternative model that fits data
is necessary (Lei & Wu, 2007).

Modification of the model went through deleting weak factor loadings one after another. Thereafter,
redundant items were paired or deleted one of the items preferable with a lower factor loading. Remaining
factor loadings reported in the CFA output were above 0.69. New fit statistics generated from AMOS
version 21 with degree of freedom (df) of 94 are: Chi-square=185.226; RMSEA = 0.065; GFI = 0.940;
CFI =0.969; TLI = 0.960; NFI = 0.940; Chi-square/df = 1.970. The results fall within acceptable limits as
suggested in previous research using AMOS (Kline, 2011; Hair et al., 2010). Hence, the model fit the data
well.

The overall hypothesised model was tested with the sample data and converted and executed into AMOS
version 21. The results of fit statistics output met minimum requirements with degree of freedom of 97 as
follows: Chi-square=193.004; RMSEA=0.057, GFI=0.927, CFI=0.967, TLI=0.960, NFI=0.937,
Chi-square/df = 1.990.Thus, the model fits the data well and was subjected for hypotheses testing.

4.5. Hypotheses Testing

Subsequent to the model fits the data well, interpretation and examination for statistical significance of
the parameter estimate (path coefficients and standard error) is proper. The significance test of individual
parameters is tested by z-statistics, which is referred to as Critical Ratio (C.R.) obtained, when estimate
divided by Standard Error (S.E) (Ullman, 2006). As a rough reference, the absolute value of this ratio
greater than 1.96 may be considered statistically significant at the 0.05 level, otherwise the hypothesis can
be rejected (Kline, 2011).

Table 5 shows standardised regression coefficients, standard errors, probability and a critical ratio of three
relationships of operational performance on availability, operational performance on convenience,
operational performance on affordability, which test three hypotheses of the study. The table shows
positive standardised regression coefficient of 0.585 in the path leading from operational performance to
availability associated with a critical ratio (C.R) value, which is more than z-statistics value of 1.96 (p <
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0.005). Statistical results mean rejecting the null hypothesis (H1a0). This implies that data is sufficiently
persuasive for the researcher to prefer an alternative hypothesis to the null hypothesis. Thus, hypothesis
H1la is supported. In addition, the positive standardised regression coefficient indicates that the effects of
ICT on MFIs’ performance increase the availability of financial services.
H1l,:  There is no relationship between effect of ICT on MFs operational
performance and availability of financial services
H1la:  There is a relationship between effect of ICT on MFIs operational
performance and availability of financial services

Another finding in the table shows a positive standardised regression coefficient of 0.337 in the path
leading from operational performance to convenience associated with a critical ratio (C.R) value, which is
more than z-statistics value of 1.96 (p < 0.005). The null hypothesis (H2o) is rejected. This implies that
data is sufficiently persuasive for the researcher to prefer an alternative hypothesis to the null hypothesis.
Thus, hypothesis H2 is supported. In addition, a positive standardised regression coefficient indicates that
the effects of ICT on MFIs and operational performance can increase convenience of financial services.

H2,: There is no relationship between effect of ICT on MFs operational
performance and convenience financial services
H2a: There is a relationship between effect ICT on MFIs operational performance

and convenience financial services

A positive standardised regression coefficient of 0.322 in the path leading from operational performance
to affordability associated with a critical ratio (C.R) value, which is more than the z-statistics value of
1.96 (p < 0.005) as presented in Table 4.9. Thus, the null hypothesis (H3y) is rejected. This implies there
is sufficiently persuasive data for the researcher to prefer an alternative hypothesis to the null hypothesis.
Thus, hypothesis H3 is supported. In addition, a positive standardised regression coefficient indicates that
the effects of ICT on MFIs’ operational performance can increase affordability of financial services.

H3,: There is no relationship between effect ICT on MFs operational performance
and affordability of financial services
H3a: There is a relationship between effect ICT on MFIs operational performance

and affordability of financial services

Table 6: Unstandardised and Standardised Regression Weights of the Relationship between ICT Adoption
and Access to Financial Services

Unstandardised | S.E. C.R. P Standardised
Regression Regression
Weight Weight
OPP | <--- | ADO | 0.308 0.057 |5.394 | *** 0.348
CON | <--- | OPP | 0.505 0.102 |4.96 falaed 0.337
AFO | <--- | OPP | 0.470 0.1 4.685 | *** 0.322
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AVA | <--- | OPP | 0.596 0.074 |8.104 | *** 0.585

5. Discussion

This study examined a relationship between effect of ICT on MFIs operational performance and access to
financial services in Tanzania. Three hypotheses were tested and found statistically significant and had
positive standardized regression coefficients. This implies MFIs investment on ICT systems and
infrastructure can improve communication, reduce costs and enhance business processes of delivery of
financial services through electronic delivery channels. These positive effects of ICT on MFIs
performance can lead to financial products innovation, easy access, remove barriers and reduce retail
price. The findings of this study supported previous studies of Ssewanyana (2009) and Oladejo and
Adereti (2010) who found that ICT usage in financial institutions can enhance delivery, reduce transaction
costs, improved market performance and increased savings. The study also coincides to Ali (2013) who
found that significant and positive effects of ICT on perceived usefulness on use of mobile application on
money disbursements. The result agrees with findings of Binky & Aregbeshola (2014) on contribution of
ICT application toward improvement of financial transactions and customer convenience. Singh & Padhi
(2015) and Sravani (2013) found that a well-established technological infrastructure and facilities in MFls
facilitates on automation of loan application, approval, funds disbursement and tracking loan repayment.
However, this study contradicts other previous studies of Malhotra and Singh (2009) and Arnaboldi and
Claeys (2010) who found that profitability was not associated with offering internet banking. Negative
findings of e-banking on bank performance were similar to the findings of (Delgado, Hernando, & Nieto,
2007; Siam, 2006; Oyewole, El-maude, Gambo, & Abam, 2013). Kipesha (2013) found that no statistical
evidence on whether an increase in ICT usage resulted in increased efficiency and financial performance
in Tanzania. The previous studies do not support the findings of the current study because they focused on
banking, whose operation costs and transaction costs might be higher and complicated compared to MFls.

5.1. Limitations and Recommendation for Future Studies

This study has several limitations. The study intends to examine a relationship between effect of ICT on
MFIs operational performance and access to financial services in Tanzania. Specifically, it targets MFls,
which offer at least two services to individuals. During the survey, it was realised mostly all SACCOs
were eligible and used basic ICT in business. That compulsory exclusion other types of MFIs such as
NGO-MFI and large micro-credit facilities which have advanced ICT in business might affect study
results. Therefore, study does not include new emerging or sophisticated ICT platforms, which are
commonly used by people or large organisations. Hence, further studies are recommended to include new
emerged technology such as automatic teller machines, management information systems, points of sale
and social media to produce innovative products and become competitive in the provision of financial
services.

5.2. Conclusion
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Most of the MFIs employ ICT platforms such as computers, the internet, websites, LAN, mobile and
fixed phones to perform daily operations and enhance access to financial services to clients. The realized
effects of ICT on MFIs operational performance such as increased productivity, enhanced communication,
increased coverage and improved service delivery contributes considerably to access to financial services.
The positive effect can make services available, convenient and affordable to every member of the
unbanked communities. For instance, significant outputs of ICT on MFIs business process can contribute
to increased savings, increased number of borrowers, lowering interest rates and bank charges and also
clients can get financial services in 24 hours in seven days a week non-stop.
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Abstract: The Zimbabwe government has been spending significant amount of funds to the various sectors
of economy in order to achieve economic development. The education, health, infrastructure and
agriculture sectors have been receiving the largest amount of funds. Despite the increased government
spending, there are conflicting results on the effects of government spending on these sectors of the
economy on economic growth. This paper, presented a critical analysis on the impact of government
expenditure in terms of services and manufacturing sectors on economic growth in Zimbabwe. The study,
adopted an OLS approach and used secondary annual time series data from the World Bank and IMF, with
the data straddling from 1980 to 2016. The data was subjected to stationarity test, with cointegration
adopted using the Johansen cointegration test. The OLS results revealed that manufacturing service
expenditure (MSE) was statistically and positively related to economic growth (GD), whilst services sector
expenditure (SSE) was statistically insignificant and negatively related to economic growth (GDP) for
Zimbabwe economy. Government of Zimbabwe should, therefore, channel much of its expenditure
towards the manufacturing sector of the economy and also growing the agricultural sector, which has
great potentials of increasing the supply of farm products and other basic necessities of life. The increased
supply will reduce prices and increase in employment generation. This would, also make the country’s
exports prices competitive. Furthermore, the government should reduce the Wage Bill by reviewing
allowances and benefits and evaluating the size of the civil service with a view to eliminate non-essential
posts. Therefore, voluntary retirement and closing technically insolvent parastatals, or recommending
privatisation should be recommended.

Keywords: service sector, economic growth and manufacturing sector.

1. Introduction

Using public spending to stimulate economic activity has been a key option for successive governments
since the 1930s when British economist, John Maynard, argued that public spending should be increased
when private spending and investment were inadequate. Indeed, it is the case of Zimbabwe economy where
much of the government expenditure is directed towards most productive sectors of the economy. This
study, determines the relationship between current spending on economic growth in Zimbabwe. Two
variables have been analysed namely service sector spending (SSE), used as a proxy for wages expenditure
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and manufacturing sector spending (MSE), used as a proxy for raw materials expenditure. The results seek
to reveal to policymakers as well as those representing different sectors of the economy, the implications of

their decision on government expenditure on economic growth (GDP).

2. Background to the Problem of the Study

Zimbabwe has very little fiscal space to stimulate the economy amid slowing growth, despite the
government’s high effectiveness in raising taxes and revenues. Occupying about half of the economy,
Zimbabwe’s state has become so unwieldly that it may impede rather than support households, families,
communities, and firms to improve social welfare. Employment costs for public servants, who represent
some two percent of the population, consume more than 20 percent of Gross Domestic Product (GDP),
while the state’s high domestic borrowing crowds out credit to the private sector, including large and
small businesses [1]. Overall public debt, including international arrears, represents 79 percent of gross
domestic product [2]. Meanwhile, State-Owned Enterprises (SOEs) and local governments generated
contingent liabilities for the sovereign [3].

In fact, Zimbabwe’s fiscus has limited flexibility to respond to economic and social challenges. Public
wages represent 87 percent of the central government revenue, and 40 percent of local government
expenditures and over 20 percent of total SOEs expenditure, leaving little for operations and maintenance
and capital investments [4]. The state faces difficulties redirecting public expenditure from government
consumption to investments. Each new hire creates a long-term liability, including pensions for
government workers, yet Ministries, Departments, and Agencies (MDAs) continue to demand more
personnel without effective hiring and HR planning systems. Despite limited flexibility, pressing concerns
remain.

Again, the Zimbabwe government have been overstretched through its direct interventions and is no
longer supporting private sector development. Zimbabwe’s public sector has a long tradition of directly
participating in the market economy to support industrial development, as embodied in the long list of
Zimbabwean SEPs. Yet some functions of SEPs have not evolved, despite large structural changes in the
economy, [1]. Many SEPs are now a drag on the fiscus, even as the private sector has filled gaps that
SEPs left in the market. In other cases, the government’s investment, tariff and subsidy policies are not
sufficiently coordinated to achieve desired impacts, while protecting state revenues, [4]. Nevertheless, the
Zimbabwe government can leverage its strengths and emerging opportunities to recover a healthy fiscus
that can support growth and ensure the public good. Theory has it that amongst the sectors of the
economy, there are some which when funded fully, have a positive contribution to economic growth, with
others stifling growth, [4]. This paper, therefore, seeks to determine the impact of current expenditure on
economic growth in the Zimbabwe context. The results would assist policymakers to come up with
informed policies regarding government expenditure.

3. Statement of the Problem

Zimbabwe has fiscal challenges. Its relative economic boom from 2009 to 2012 has been trailed by falling
growth, high debt, and cash and credit shortages [2]. The Government is taking steps to address these
challenges, including making arrangements to clear its foreign arrears and address its high debt overhang.
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In 2015, the government submitted a proposal to clear its arrears to the World Bank, the International
Monetary Fund (IMF), and the African Development Bank (AfDB), and to reschedule bilateral debts to
Paris Club members. Indeed, the government cleared the IMF arrears in October 2016. The settlement
process is expected to expand Zimbabwe’s access to international resources, including funding from the
World Bank and the AfDB.

The new political dispensation headed by the President of Zimbabwe Cde Emmerson Dambudzo
Mnangagwa, is examining scope for reforming fiscal policies and better managing revenues and
expenditures to turn the tide on key challenges. Given Zimbabwe’s dollarized economy and weak financial
sector, the government has limited options for using fiscal policy and stimulus to jumpstart growth or
increase investments in the social programs. Furthermore, fiscal policy was not countercyclical during the
post-dollarization boom of 2009-2012. In this context, key overarching issues that the government of
Zimbabwe faces are:

» A large public sector, with a large share funded above general government revenues, which raises
concerns about the sustainability of public finances;

* High recurrent expenditures on the public sector wage bill, which makes the budget less flexible in
responding to shocks, and crowds out expenditures for development;

* Asignificant public debt burden, coupled with an absence of a debt management policy; and

4. Research Objectives and Hypothesis

The objective of this study is to determine the impact of Services and Manufacturing Sectors’
expenditure (SSE and MSE) on Economic Growth in Zimbabwe. The results would assist policy makers in
coming up with informed robust polices premised on government expenditure. The hypothesis that pinned
this study is that both Services and Manufacturing Sectors’ expenditure are positively related to Economic
Growth.

5. Review of Related literature

Devaraja [5] used functional categories of public expenditure in their economic growth regressions.
The study established that public expenditure had a negative impact in developing countries but had a
positive impact in developed countries.

Albala and Mamatzak [6] used time series data covering 1960-1995 to estimate a Cobb-Douglas
production function that includes public infrastructure for Chile, found a positive and significant
correlation between public infrastructure and economic growth. The study reported that public investment
crowds out private investment.

Were [7] found out that current investment in human capital development to be growth supporting. But
lagged public investment in human capital was found to adversely affect growth.

Dar and Amirkhalkali [8] set out to determine how government size affected the economic growth by

looking at OECD countries in the period 1970-1999. The study alluded to the fact that the government
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size had a negative and statistically significant impact on economic growth.

Chih Hung Liu, et al. [9] studied the causal relationship between GDP and public expenditures for US
federal government covering the time series data 1974-2002, they found in this study that total
expenditures do cause the growth of GDP, which is consistent with the Keynesian theory.

While majority of the studies made use of regression analysis, unfortunately diagnostic tests,
stationarity test, and cointegration which are very crucial in modeling were glaringly missing. This could
put to question reliability of the models so developed. This study employed stationarity test to ensure that
the relationship established from the regression analysis were not spurious. In addition, co- integration
test was done to verify if the relationship holds in the long run. Various diagnostic tests namely
autocorrelation, heteroscedasticity, and multicollinearity were done to ensure that the model conforms to
the rules of regression analysis.

From the various studies that have been conducted, there are conflicting results on the impacts of
government expenditure on GDP growth, in some studies it has prompted the increase in GDP while in
other studies there has been a negative relationship. Most interestingly, this study could not locate
previous studies which were carried out to determine the impact of service and manufacturing
expenditure on economic growth. Therefore, this study fills the gap by determining the relationship
between these three variables in the Zimbabwe economy context.

6. Materials and Method

This section explores the econometric methodology applied in the study to determine the relationship
between services and manufacturing sectors’ expenditure on economic growth in Zimbabwe. The study
uses secondary yearly data for three variables, namely, Sector Services Expenditure (SSE), Manufacturing
Service Expenditure (MSE) and economic growth (GDP). Thirty-Six observations were considered since
the period under study covers from 1980 to 2016. The data was collected from International Monetary
Fund (IMF) and World Bank Data Base. In analysing the data, Ordinary least squares (OLS) were used
since the data were static after conducting the stationarity tests. Furthermore, OLS was found to be
effective in determining the long-run relationship between the variables. Also, this is model is the most
appropriate technique in view of the test for fitness and simplicity in understanding.

The test of the explanatory parameters was carried out using the t-test, which determines the strength of
the relationship between the independent variables in the model. It ascertains if each estimated parameters
is individually significantly different from zero. The co-efficient of determination (R-squared) was
computed. R-squared is used to measure the goodness of fit. It is used to reinforce F-statistic which takes
into account, the degree of freedom and tests the significance of the explained variation in the regressend
by the regressor. The Durbin-Watson (DW) value was also computed and used to determine the presence
or absence of auto-correlation in the data collected.

Based on the theoretical framework, the model used on this study could be represented mathematically
as:

GDP= f (SSE, MSE) ...uvveeeeeee e 1)
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Where:
GDP = Economic Growth, SSE = Services Sector Expenditure and MSE = Manufacturing Sector
Expenditure. The linear relationship of equation (1) could be stated as:

GDPt= 0 + 1SSEt + 2MSEt + Ut...............cceee (2)

Where, 1 and 2 are the relevant elasticity, 0 is the regression constant and Ut is the error term
subject to the usual stochastic consumptions.

7. Data Analysis and Interpretation of Results

This section focuses on the empirical estimation, presentation and economic interpretation of the
regression results carried out using the methodology highlighted in the previous section.

Preliminary Tests

Table 1, shows descriptive statistics of the dependent and explanatory variables used in the study for
the period 1980 to 2016. Maximum and minimum statistics rule out the possibility of outliers in the data
used as the data were transformed logarithms to reduce its variability and enable direct estimation of the
parameters. Classical linear regression requires that the residuals be normally distributed and judging by
the probability values of the Jarque-Bera, the three variables follows a normal distributed therefore, unit
root tests can be conducted.

Tablel.Descriptive Statistics.

GDP SSE MSE

Mean 2.322514 54.70378 18.12703
Median 2.100000 54.00000 16.89000
Maximum 15.45000 66.26000 29.54000
Minimum -17.67000 45.33000 9.550000
Std. Dev 7.939108 5.127838 5.272551
Skewness -0.531337 0.420993 0.210123
Kurtosis 3.2900030 2.490803 2.244100
Jarque-Bera 1.870648 1.492677 1.153154
Probability 0.00713 0.03895 0.02761
Observations 37 37 37

Stationarity Test Results
The stationarity and unit root tests of the data used in this study were conducted using Augmented
Dickey-Fuller test and the results are shown below:

Table 2. Unit Root Test.

Variable t-ADF Statistic Critical1% Critical5% Critical10% Conclusion
GDP -3.759902 -3.626784 -2.945842 -2.611531 1(0)
SSE -6.126139 -3.632900 -2.948404 -2.612874 1(0)
MSE -3.595165 -3.711457 -2.981038 -2.629906 1(0)

*, ** indicate significance at 1% and 10% respectively
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The results from the ADF test became stationary at levels. The next stage involves testing the existence
of the cointegration relationship among the variable using Johansen Cointegration Test (Eigen Value
Technique). Table 3 below presents the cointegration test results.

Table 3. Cointegration Test Results.

Hypothesised No. of CE (s) Eigen Value 5% Critical Value Prob.**
None* 0.420972 29.79707 0.0043
At most 1 0.219832 15.42471 0.3582
At most 2 0.011084 3.841466 0.5322

*Denotes rejection of the hypothesis at the 5% (1%) significance level.

The hypothesis of no cointegration is rejected suggesting that there exists a long-run relationship
amongst SSE, MSE and GDP. This is because the statistical values of those tests were greater than their
critical values. When the cointegration exists, it means the variables share a common trend. There being
evidence of cointegration amongst the three variables, and that the data for the variables are static as
proved by the stationarity results, the following Table 4 exhibits results for estimated Ordinary Least
Squares (OLS).

Table 4. Ordinary Least Squares.
Dependent Variable: (GDP)

Variable Coefficient Std. Error t-Statistic P. Value
SSE 0.009347 0.314861 2.316407 0.1098
MSE 0.412755 0.306219 1.641811 0.0267
C -46.68897 21.16515 -2.205937 0.0342

R Squared = 0.517750

Adjusted R Squared = 0.087029

F. Statistic =2.715858 0.038194
Log Likelihood = - 125.9086

Durbin Watson Stat = 1.703091

The result shows that Services Sector Expenditure (SSE) in Zimbabwe is statistically insignificant,
with the Manufacturing Sector Expenditure (MSE) being statistically significant. The results show that
one-unit increase in MSE results 41% increase in GDP. Therefore, Ordinary Least Squares (OLS) results
shows that GDP and MSE variables, have a predictable positive relationship. The implications of these
results could be that Zimbabwe is a mineral endowed country, hence exports of minerals are significantly
contributing to the growth of the economy. Also, the effect of the countries ballooning wage bill could be
the reason which caused the SSE variable to become statistically insignificant.

After conducting OLS test, the statistical properties of the model were then assessed to determine if they
are well specified. Diagnostic tests were carried out to test for serial-correlation, heteroscedasticity,

normality and specification. The results are presented in Table 5 below:
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Diagnostic Tests

Table 5: Diagnostic Test Results

F. Probability
Statistic
Specification Error: 6.123752 | 0.050397
Ramsey Reset Test
Serial Correlation: 0.371987 | 0.346476

Breusch-Godfrey Serial
Correlation LM Test

AR Conditional 1.191982 | 0.1683
Heteroscedasticity (ARCH):
Breusch -Pagan- Godfrey
Normality:

Jacque-Bera 0.588113 | 0.853231

As shown in table 4 above, the diagnostic tests carried out show that the model is reasonably well
specified and that the residuals are homoscedastic and serially uncorrelated. The following section

presents the conclusion and recommendations.

8. Conclusion and Policy Recommendations

Basing on the findings of this study, there is need for constructive and well-specified policy
recommendations that will help to ameliorate the country’s spending. The following policy
recommendations have potential of growing the economy of Zimbabwe.

(i) Government of Zimbabwe should strive to channel much of its expenditure towards the
manufacturing sector of the economy, that is, by developing the agricultural sector, which has great
potentials to increase the supply of farm products and other basic necessities of life. The increased
supply will reduce prices and increase employment generation. This would also make the country’s
exports prices competitive. To achieve this, various specific agricultural policy measures should be
promoted and pursued vigorously. Thumbs up for the Command Agricultural model which the
country is currently undertaking.

(if) Massive investments should be carried out in the real sector of the economy, through establishment
of job-creating industries. This can be in form of subsidy for promising industries. Whilst this study
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appreciates that the country gets much of its income from taxing, there is need to revisit the taxes
levied on companies. Since the country is on the drive mantra, ‘Zimbabwe is Open Business’,
temporary reduction on company tax can attract the much needed foreign direct investment (FDI).
Thereafter, when economy gets back on the growth trajectory, the tax rate is then set, even at par
with some of our model African countries such as Rwanda.

(i) 1t is, also recommended strongly that special attention regarding the cutting of wage bill be given
due consideration. Salary Bargaining Board, especially for civil servants should comprise of people
who are objective, and not representatives of pressure groups. Bargainers must be politicians who
have the country at heart, with an economic understanding background. This is so because every
bid made should first consider economic implications that are likely to follow. To quote the
president of Zimbabwe Cde Emmerson Dambudzo Mnangagwa’s statement that “...Politics without
Economics is as good as dead’, is a clear indication that some of the decisions arrived at by our
policymakers cost the economy so dearly.

(iv) In addition, government should reduce the Wage Bill by reviewing allowances and benefits and
evaluating the size of the civil service with a view to eliminate non-essential posts. Therefore,
voluntary retirement and closing technically insolvent parastatals, or recommending privatisation
must be considered.
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Abstract

Reform of economic activities over the past three decades has made significant changes in
socio-economic status and institutional environment and affected to change people’s attitudes towards
risk and insurance. This study explores the impact of the institutional environment on the willingness of
individuals to enter into a life insurance contract using a sample of 18 Asian countries for the period of
1996 to 2017. We performed fixed, and random effect panel regression estimations controlling the
socioeconomic variables that were analyzed in previous studies. The empirical results show that
institutional drivers, particularly government effectiveness, the rule of law, and control of corruption, play
a positive and significant role in driving life insurance consumption in Asia. The result suggests that the
role of institutions on activities in the life insurance market decreases with the evolvement of economic
development. Moreover, findings show that income, urbanization, education, and average life expectancy
positively and significantly influence on life insurance consumption while dependency ratio negatively
impacts on the life insurance market. The study results provide a basis for improving governance policies
in order to create an institutional environment of the right incentives for sustainable development of the
life insurance market in developing countries.

Keywords: Institutional factors, Asian Countries, Life Insurance Consumption, Socioeconomic Factors,
Life Insurance Demand

JEL Classification: G22, C23, E02

1. Introduction

Theory suggests that financial institutions, instruments, and markets arise to mitigate the effect of
information and transaction costs (Levine, 1999). The role of insurance in the financial services and its
importance for the economic well-being of societies is well recognized. Insurance holds a key position
among other financial institutions due to stability and indemnification features of the insurance contract.
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Distribution of Insurance penetration shows that the contribution of insurance to GDP in developed
countries is 8.61 percent and 3.3 percent in emerging economies (Swiss-Re, 2018). Also, emerging
markets represent approximately 21.8 percent of the global insurance market, compared to the 78.1
percent signified by advanced markets (Swiss-Re, 2018). Much of the existing literature has examined the
determinants of life insurance consumption, mainly focusing on individual welfare. There are significant
differences among the countries in the development of the life insurance sector and the relationship
between insurance, and economic development which depend on country-specific demographic and
institutional factors (B. Elango, 2003; Maurice & Ofoghi, 2005; Ul Din, Abu-Bakar, Regupathi, &
McMillan, 2017; Vladimir & Stoji7, 2010). Though the determinants of life insurance demand are a
research topic receiving considerable attention in the existing literature, only a few studies have extended
cross-disciplinary assessment, investigating the influence of institutional variables on different financial
services.

Our study contributes to the literature by examining the influence of institutional factors on life insurance
consumption, which, until now, has not been adequately addressed due to the lack of data with relation to
institutional environments. Further, previous studies have paid significant attention to developed countries
and were not interested in Asia countries, whose legal environments are less solid. In this context, our
study attempts to fill this gap and contributes to the literature by identifying the significant institutional
governance indicators for the development of life insurance consumption. Therefore, this paper aims to
examine the status of the impact of the institutional environment on the willingness of individuals to enter
into life insurance contracts. To our understanding, this is the first study that employs random and fixed
effects for estimating institutional drivers of life insurance subscription in Asian countries. We employ life
insurance density to measure development in insurance and assess the association between life insurance
development and institutional drivers while controlling the other potential factors influencing life
insurance consumption.

The rest of the paper is arranged as follows; Section - 2 provides a review of previous empirical studies
concerning the institutional governance indicators and socio-economic variables on life insurance
consumption. Section 3 focuses on the empirical model employed in the study; Section 4 presents the data
and methodology of our study; Section 5 presents our results and discussion, and section 6 concludes the
study and make policy recommendations.

2. Literature Review

2.1.Socio-economic variables.

According to the existing literature, the insurance plays a crucial role as an instrument of risk transferring,
indemnification and intermediation (Lester, 2009; Outreville & Frangois, 2013; J. F. Outreville, xe, & ois,
1996). From a broader perspective functions of insurance can be summarized, first, to protect the income
of the dependents in case of death of income earners (term life), second, to protect from longevity risk in
case of lower earning after retirement ( annuities, pensions) and finally, to save money ( Investment) in
line with the above functions, Beenstock, Dickinson, and Ki-la.luria (1986), defined the three functions of
life insurance as life protection, income protection, and pure saving, respectively. According to Beenstock
et al. (1986) and Millo and Carmeci (2015), the premium income for life protection is a function of
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income, social security, female participation to workforce and dependency ratio. Also, they consider the
premium income for pension plans as a function of income, social security expenditure, and dependency
ratio, while the savings depend on the bank deposit per capita.

The literature is well-off with empirical studies on factors affecting the demand for life insurance in
developed and developing countries. F. Outreville (1996) employed cross-sectional data on 45 developing
countries to analyze the effect of higher education, health condition, market competition, agricultural
status, and financial development on life insurance consumption. They found that personal income,
development of the financial market, and market competition significantly improve the life insurance
consumption. Enz (2000) also analyzed emerging and developing countries to identify the changing
relationship between income and insurance consumption. This study revealed that the so-called S-curve
relationship between per-capita income and insurance penetration where the income elasticity of
insurance demand for developed countries is lower than that of emerging countries. Donghui Li (2007)
also undertook a comprehensive study examining the determinants of life insurance consumption in 30
OECD countries.

Similarly, B. J. Elango, J. J Serv Sci Res (2011) examined the determinants of life insurance demand on
emerging economies from 1998 to 2008. The findings conclude that demographic factors explain a
higher variance relative to economic and institutional factors while economic factors explain the highest
among of variance in terms of insurance growth rates. Kjosevski (2012) also used fixed effect panned
model for 14 Central and South-Eastern Europe (CSEE) countries to identify the factors causing the
variance in life insurance consumption between different countries. The results confirm that higher,
GDP per capita, inflation, health expenditure, level of education, and the rule of law as the most
significant predictors of life insurance consumption. Using a sample of 17 emerging economies in Asia
and Europe for a ten(10) years period, Dragos (2014) examined the effect of urbanization, income and
their distribution, and level of education on demand for insurance. The study results found that
urbanization and income as significant influencers while the level of education as a non-significant
influencer on life insurance consumption.

When considering the income, the existing empirical studies highlight a significant and positive
association between the level of income and life insurance consumption (Browne & Kim, 1993; Donghui
Li, 2007; Mouna Zerriaa & Noubbigh, 2016). They argue for a positive relationship in two ways. First,
life insurance becomes more affordable when income increases. Second, a higher level of income may
cause more willingness to protect the living standards of their dependents in the case of insured premature
death. However, the income elasticity of demand varies across countries depending on the level of income
where higher elasticity for emerging economies compared with the developed market (Enz, 2000).
Similarly, Beck et al. (2003) argue that the interaction between income inequality and income levels
create the relationship more ambiguous. Previous studies use GDP per capita expressed in US dollars to
measure the income level of the countries (Donghui Li, 2007; Kim, 1993; Mouna. Zerriaa, Amiri,
Noubbigh, & .Naoui, 2017).

Urbanization is an indicator of a gradual transformation from an agricultural base to an industrialized
economy with the argument that higher level of urbanization improves the development of insurance
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market (Neumann, 1969; F. Outreville, 1996). This argument is supported by Beck et al. (2003),
claiming that a higher share of the urban population generally associated with less reliance on informal
insurance agreements, which may lead to higher demand for formal insurance.

In the case of education, a higher level of education stimulates a stronger desire to protect dependents and
safeguard their standard of living (Dale B. Truett & Truett, 1990). Also, the level of education determines
an individual's ability to understand the benefits of risk management and savings, which may lead to
higher demand for life insurance. According to Browne and Kim (1993) and Hwang and Gao (2003), a
higher level of education increases a person's degree of risk aversion and awareness of the importance of
insurance. Whereas, the demand for insurance is generally found to increase with risk aversion (Bommier
& Le Grand, 2014).

Considering the dependency, traditionally it is assumed that it has a positive effect on life insurance
demand, on the basis that income earners buy life insurance primarily to protect their dependents against
premature death. According to Beck et al. (2003), the relationship between life insurance demand and
dependency ration is somewhat ambiguous, because dependency ration can have different effects across
different business lines ( mortality risk, investment, and annuities). The mixed results reflect that
relationship is not consistent across both develop and developing countries and different compositions of
the business lines of the insurance business (Beck et al., 2003).

2.2.Institutional Drivers

While economics and socio-demographic drivers are the primary determinants of life insurance
consumption, the literature has also analyzed the quality of the institutional environment. Life insurance
is a long-term contract between insured and insurer which constitutes one of the primary financial sources
for investment in the capital market, so the quality of the institutional environment is a vital determinant
of driving the life insurance activates (Guerineau & Sawadogo, 2015).

According to Zingales (2003), studies in life insurance identified a wide range of development indicators
which have high values in developed countries; such as independent and efficient juridical system, a
higher level of trust, low corruption, more developed financial market. However, developing countries are
mainly based on agriculture and industrial sectors and characterized by high inflation, low level of
education, high corruption, low political stability, and low, competitive insurance market.

The rule of law is the mechanism that supports the equality of all citizens before the law. This implies the
creation and enforcement of laws, and the relationship among legal directions are themselves legally
regulated so that no one is above the law. According to Dragos, Mare, and Dragos (2019), the rule of law
measures the degree to which people in a country trust the legal system to settle disputes and enforce
contracts. Ward and Zurbruegg (2002) and Dragos et al. (2019) find a positive effect of the rule of law on
the life insurance consumption in a study of Asia, OECD, and European countries. However, Beck et al.
(2003) verify that the impossibility of appealing the breach of a life insurance contract by insurers may
reduce the value of insurance contracts and may discourage the consumers from purchasing life insurance
products.

Moreover, Guerineau and Sawadogo (2015) show that the lack of property rights and contract
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enforcement adversely influence life insurer’s capacity to invest efficiently and control the price of their
products. Knack and Keefer (1995) show that strengthening of property rights encourage to subscribe to
life insurance. This view justified on the basis that effective enforcement of legal rules involving property
rights supports to protect the benefits of a life insurance policy. Similarly, Esho, Kirievsky, Ward, and
Zurbruegg (2004) and Arena (2008) also find that a satisfactory legal environment and protection of
property rights benefit the financial intermediaries and life insurance market by reducing the transaction
cost of risk transfer. However, Millo and Carmeci (2015) found that the rule of law and property rights is
not an essential determinant of life insurance purchase decision in an advanced democratic society.

Lack of Political stability discourages the economic prospect for potential purchase and suppliers of life
insurance products and thus may adversely affect the development of the life insurance market (Beck et
al., 2003). Lee, Chiu, and Chang (2013) support the above view and prove that when political stability is
low, the income elasticity of insurance demand decreases in high-income countries. Similarly, Ward and
Zurbruegg (2002) and Dragos et al. (2019) also have shown that political stability has a positive effect on
life insurance business in developed and developing countries. Moreover, Beck et al. (2003) found that
corruptions like fraudulent claims negatively impact the pricing of life insurance and its affordability
decrease.

Governance: Chang and Lee (2012) analyzed the role of institutional factors on the economic
development and life insurance development in a dynamic panel threshold effect, and conclude that legal
and political indicators have a positive effect on life insurance consumption in low-income countries, but
the effect is marginal in high-income countries. Also, Outreville and Francois (2013) show that developed
countries are seen as having sound governance. According to Lee et al. (2013), effective governance
making efforts to reduce the country risks in political, financial and economic aspects, hence under such a
background income elasticity of life insurance demand decreases. Further, Levine (1999) finds that
financial intermediaries are well developed in countries with legal and regulatory systems that provide
priority for effective enforcement of legal contracts.

Government efficiency: using a panel of developed and developing countries Feyen, Lester, and Rocha
(2011) found that government efficiency in the regulatory process positively and significantly influences
the life insurance demand in a country. Further, they conclude that the availability of a well established
social security system could reduce the incentives and the need for buying retirement plans from the life
insurance industry. This view was earlier discussed by Kim (1993), Beck et al. (2003) who considered
that social security system replaces private insurance, providing income replacement against old age.
Millo and Carmeci (2015) also validate this idea using an empirical study of the Italian insurance market
that social security schemes, as part of government services, negatively affect the life insurance demand.

2.3.Empirical Model

We constructed the following panel data models to empirically study the effects of institutional
governance and socio-economic variables on life insurance consumption in Asia. The literature evidence
that most common specification in the studies of the determinants of life insurance demand is the
log-linear form used by F. Outreville (1996), Ward and Zurbruegg (2002), Browne and Kim (1993), and
Alhassan and Biekpe (2016). Log-linear form creates the linearity in the data and provides estimations of
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the coefficients of the independent variables that can be interpreted as elasticity. Also, the use of
logarithmic transformation has the advantage of allowing us to estimate the elasticities of life insurance
demand. Furthermore, logarithmic transformation mitigates skewness and makes variances more stable
and may help to correct normality and heteroscedasticity and tends to give accurate estimations.

In this study, we employ logarithmic transformation only for variables of level value and variables
expressed on rate are not transformed since they are already in a preferred form as a measure of change.
Hence, the variables life insurance density, income, and life expectancy were transformed into their
natural logarithm values.

We first assessed the regression models between the life insurance density and each of WGI scores
while controlling the socio-economic variables. The equation-I shows the empirical model employed in
the analysis.

INDEN = const. + 1InINCj; + ,DEPy+ 3LEXj+ 4EDUj+ sURBj+ ==>?@ABC B  tjj+ 8t v
Equation (01)

Where In denotes the natural logarithm, the subscript t refers to the years, DEN denotes life
insurance density, INC is income per capita measured in US dollar, DEP is a dependency, LEX
average life expectancy at birth, EDU tertiary education level, WGI is World Governance Index,
and 8;; isan error term.

Significant Institutional governance indicators in eq. (1) were then kept and performed principal
component analysis to estimate prediction for institutional governance, and employed it in equation (2)
for the composite effect of socio-economic aspects they account for.

INDEN = const. + 1InINC;; + ,DEP;ji+ 3LEXj+ 4EDUji+ sURB;i+ =6lQij+ 8it - Equation (02)

Where, In denotes the natural logarithm, the subscript t refers to the years, DEN denotes life
insurance density, INC is income per capita measured in US dollar, DEP is dependency, LEX
average life expectancy at birth, EDU tertiary education level, 1Q is prediction of institutional
Quality Index, and 8 iserror term.

3. Data and Methodology

We analyze the influence of institutional environment employing six(6) World Governance Indicators
(WGI) on the development of the life insurance market in Asia. We used Kaufmann, Kraay, and Mastruzzi
(2010) governance indicators, because individuals base their decisions on the perceptions concerning the
healthiness of the institutional environment in a country and WGI indicators are a reliable measure for
those perceptions. WGI organizes and summarizes a large and disparate set of individual perceptions-
based indicators of governance which permit meaningful cross-country and over-time comparisons. The
WGI consists of six composite indicators of broad dimensions of governance covering over 200 countries
since 1996: Voice and Accountability, Political Stability and Absence of Violence/Terrorism, Government
Effectiveness, Regulatory Quality, Rule of Law, and Control of Corruption(Kaufmann et al., 2010). The
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robustness of the results was examined controlling the selected socio-economic variables used in the
previous empirical studies.
We study a sample of 18 Asian countries over the period from 1996 to 2017. This period was chosen
based on the data availability of the main variables and analyzed with STATA 14. Table 1 explains the
definitions and data source of variables used in the model.

Table 01 : Data definition and data sources

Variable Definition / Description Source
Dependent Variable
Insurance Density| Per capita spending on life insurance expressed in real | SRSP
international dollars. It defined as the ratio of life insurance
premium volume to the country’s total population.

Independent Variables : Institutional Variables WGI component

\oice and Capturing perceptions of the extent to which a country's citizens | WGI
Accountability can participate in selecting their government, as well as freedom

(VA) of expression, freedom of association, and free media.

Political Capturing perceptions of the likelihood that the government will | WGI
Stability and be destabilized or overthrown by unconstitutional or violent
Absence of means, including politically-motivated violence and terrorism.

Violence /

Terrorism  (PV)

Government Capturing perceptions of the quality of public services, the quality | WGI
Effectiveness of the civil service and the degree of its independence from

(GE) political pressures, the quality of policy formulation and

implementation, and the credibility of the government's
commitment to such policies.

Regulatory Capturing perceptions of the ability of the government to | WGI
Quality (RQ) formulate and implement sound policies and regulations that
permit and promote private sector development.

Rule of Law | Capturing perceptions of the extent to which agents have | WGI
(RL) confidence in and abide by the rules of society, and in particular
the quality of contract enforcement, property rights, the police, and
the courts, as well as the likelihood of crime and violence.

Control of Capturing perceptions of the extent to which public power is | WGI
Corruption (CC) | exercised for private gain, including both petty and grand forms of
corruption, as well as "capture™ of the state by elites and private
interests.

Socio-economics Variables
Income Real GDP Per Capita in US Dollar (Data are in constant 2010 | WB
US$)
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Urbanization Percentage of Urban Population WB

Tertiary Percentage of the tertiary education from the gross enrolment WB

Education

Dependency The ratio of dependents (younger than 15 or older than 64) to the | WB
working-age population (ages 15-64).

Life Expectancy | average life expectancy at birth WB

Note: SRSP = Swiss-Re Sigma Publications, WB = World Bank, WGI = World Governance Indicator

4. Results and Discussion

Table 2 presents the descriptive statistics for the considered variables and as it can be seen the average
values for the governance indicators are quite low, because our sample includes eight (8) developed and
ten (10) emerging Asian economies.

Table 2: Descriptive statistics

Mean Std Dev. | Minimum | Maximum | Observations

Life Insurance Density 686.2018 1181.33 0.2 7065.6 396
Life Insurance 3.08 3.67 0 17.89 396
Penetration

Per Capita real Income 11,387.34 | 14,518.31 | 0.8667 55,235.51 396
Dependency 51.81 12.83 30.32 86.81 396
Urbanization 59.76 26.47 18.19 100 396
Education 36.24 23.16 2.34 98.04 396
Life Expectancy 73.50 6.05 60.3 85.3 396
\Woice of Accountancy -0.2254 0.8030 -1.7489 1.1096 396
Political Stability -0.2736 0.9789 -2.8100 1.5855 396
Government 0.3789 0.8528 0.9584 2.4369 396
Effectiveness

Regulatory Quality 0.2370 0.9334 -1.7201 2.2605 396
Rule of Law 0.2011 0.8347 -1.1865 1.8607 396
Control of Corruption 0.0961 0.9371 -1.4965 2.3255 396

As shown in table 2, life insurance consumption in Asian countries remains at 3.08 percent of gross
domestic product with a minimum of 0 to 17.89 percent maximum value. Similarly, the average per capita
insurance consumption of the selected countries is US$ 686.20, with a minimum of US$0.2 and a
maximum of US$7065.6. Large values for standard deviation and range of insurance densities indicate
the differences of countries in terms of demand for insurance. Therefore, in regression, we apply
transformations over initial variables (natural logarithm). The average income per capita is US$ 11,387.34,
while maximum and minimum record 52,235.51 and 0.8667, respectively. A standard deviation of
14,518.31 indicates a higher variation, which suggests wide income disparity in Asian countries. Also,
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average value of per capita life insurance consumption (DEN) and per capita income (INC) reflects that
life insurance consumption has a little fraction (6.03%) of average income (686.20/11,387). The variable
dependency ratio averaged 51.81 percent while urban population, education, and average life expectancy
averaged 59.76, %, 36.24%, and 73.50% respectively. Table 02 also specifies a large dispersion of the
variables Urbanization, Education, and Dependency.

Table 3: Panel Regression results with Institutional Drivers taken individually

Voice of Accountancy Political Stability Government Effectiveness Regulatory Quality Rule of Law Control of Corruption
Fined Random Fixad Random Fiwed Random Fived Random Fined Rapdom Fiued Bandnn

A | 04560 asAE oI BATAT
s 00815 (o889 0948
-4 i’Z’:‘ ‘?”"

Treowe

f? x}‘},. £

Diapendency IR
Ubuniztion

Bdneation

Life Bupoctascy a1 . ;

{1.2436) {i a&%i} {1&66?) {1.2235) {1.2248) ¥ .24
Voice of Acnouniency 82005 Q2G5 - - - - -
(ay  {oa0ss

Political Stability - - 0.0613°* 0.0735
(0.0648) (0.0626)
Government Effectiv - - - - 0.8956** 0.9360"**
0.1401)  (0.1347)
Regulatory Quality - - - - - - 0.0503 0.1586
0.1454)  (0.1372)
Rule of Law -
Ooatod of Cooaption - - - - - - -
Comstant SATHE  SRESEET SAGEIT SASSTFT | 4GNS RSIE) S43EE  SASGETTY -SHTRINTS BT <
(5.1389)  (BAaEh | S.1408 % 100) (so014) (50888 | {52007) 2 (S.0061y | (508855 2 {58454 L nm}
Waled ok {Povalve) G827 14848 THBES 113855 3155 esay A0 12746 ferasEo) 124520 1XFLI6
8.050 Q000 4900 $0509 8000 (G060 £0.006) Q00 (8.005) s oo
Hausman test - 35.95 - 9.64 - 3533 - 23.51 - 29.46 18.28
(p-value) (0.000) (0.1405) (0.000) (0.0006) (0.000) (0.0056)
Breusch and Pagan - - - 3161.00 - - - - - - 2397.09
fomt {p-valoe) {0.000) (0500}
Pasevan OO (prenle) 889, = 3531 2704 - ~B448 - -i484 - 0564
(3748} fe5e57) {0.005% (065413 (£.3010) (0.5728)
Chservations 396 398 388 396 396 398 398 386 386 395 398 388

The symbols (2}, (2%}, and (%9} indicele siatistical signilficance ot the 10, 5, snd 1 powvent lovel, rospectively. This toble presenls foced sad rendom
effecis sogression esthnsies taking institnBional drivers sadividually.

Institutional governance variables indicate the individual perceptions of six overall dimensions of
governance and estimate range from approximately -2.5 (weak) to 2.5 (stable) governance performance.
Table 2 shows a higher standard deviation of governance estimates, which indicates a higher variation and
suggests broad disparity of the institutional environment of Asian countries.

Table 3 indicates the panel regression analysis with institutional drivers’ from an individual perspective.
The results show that only three (3) Worldwide Governance Indicators significantly influenced the
development of the life insurance market in Asia. They are government effectiveness, the rule of law, and
control of corruption.

We executed the fixed effect, and random effect regression models to estimate the impact of
socio-economic and institutional drivers on life insurance consumption. The Hausman test (Hausman,
1978) was used to determine the most suitable model among Fixed and Random models. If the results of
the Huseman test indicate a p-value of less than 0.05, we will use the fixed-effect model. Moreover, the
Breusch-Pagan Lagrange multiplier (LM) test was used to decide between a random effect and simple
OLS regression. According to LM test, the null hypothesis is that variances across entities are zero and if
failing to reject the null, concludes that random effects are not appropriate. To check the robustness of the

254
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

results, we have also applied Feasible Generalized Least Method (FGLS) to address any sensitivity
relating to problems of autocorrelation, heteroscedasticity. Furthermore, according to Baltagi (2013),
cross-sectional dependence is a problem in a macro panel with long-term data serious (over 20-30 years)
hence, we also check cross-sectional dependence using Breusch-Pagan LM test of independence and
Pasaran CD test (Hoechle, 2007)., The results of both tests accept the null hypothesis and confirm
residuals are not correlated. Finally, we checked for autocorrelation using the Wooldridge test
(Wooldridge, 2002), and the test results show the presence of first-order autocorrelations.

Regression results with Institutional Drivers taken individually show that only government effectiveness,
the rule of law, and control of corruption are significantly influencing the life insurance consumption in
Asia. Then, we executed principle component analysis using significant variables and developed the
prediction for institutional governance index.

Table 4 presents the estimation results of the selected socio-economic variables and significant
governance prediction. The Ward statistics and their associated p-values indicate the overall significance
of the regression models.

We find that income is significantly and positively influence life insurance density. The results are
consistent with the findings of Beck et al. (2003), F. Outreville (1996), Donghui Li (2007) and Mouna.
Zerriaa et al. (2017). This result indicates that, when income increases, life insurance becomes more
affordable. Also, the income elasticity coefficient of 0.50823 says that life insurance demand in Asia is
income inelastic. More specifically, as aggregate per capita income increases by 1 percent, life insurance
demand rises 0.50 percent. The finding is supported with the previous cross country studies on the
determinants of life insurance demand. For example, Dale B. Truett and Truett (1990) found that income
elasticity is between 0.77 and 3.87 for the United State and Mexico. Kjosevski (2012) found an income
elasticity 11.56 for Central and South- Eastern Europe (CSEE). Mouna Zerriaa and Noubbigh (2016)
found that income elasticity is 0.6207 in the Middle East and North Africa (MENA) region, and Donghui
Li (2007) for a sample of 30 OECD countries range between 0.63 and 1.28.

In line with expectations, dependency shows a significant and negative influence on life insurance
consumption, implying that an increase in dependency ratio leads to lower life insurance consumption.
The results consistent with the findings of Ward and Zurbruegg (2002) in Asia and validates the life cycle
hypothesis. Moreover, the result of our study is contrary to the findings that life insurance demand
increases with the increase of the number of dependents (Browne & Kim, 1993; Millo & Carmeci, 2015;
F. Outreville, 1996; Mouna Zerriaa & Noubbigh, 2016).
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Table 04: Results of fixed effects, random effects, and FGLS regression techniques
Dependent Variable : Life Insurance Density

Fixed-effects Random-effects FGLS
Income 0.50823*** 0.24753*** 0.10602***
(0.09229) (0.07379) (0.02479)
Dependency -0.02633*** -0.02767*** -0.03109***
(0.00457) (0.00461) (0.00492)
Urbanization 0.02885*** 0.02335*** 0.00258
(0.00745) (0.00626) (0.00320)
Education 0.00471 0.00730*** 0.01561***
(0.00319) (0.00313) (0.00353)
Life Expectancy 11.41802*** 12.673*** 8.12529***
(1.22404) (1.20167) (1.20158)
Institutional Drivers 0.54201*** 0.54451*** 1.53452%**
(0.10029) (0.09503) (0.08477)
Constant -49.65049*** -52.61606*** -29..09741***
(5.04028) (5.04779) (5.21036)
R within 0.7675 0.7620
Between 0.6598 0.7710
Overall 0.6646 0.7697
F-testchi2 (P-value) F(6,372) = 204.66
(0.000)
(17, 372) = 108.05
(0.000)
Wald test (P-value) 2736.41 (0.0000) 1245.21 (0.0000) 3118.06 (0.000)

Hausman test (P-value)
Pasaran CD test -1.034, P=0.3010
Observations 396

29.46 (0.000)

396

396

The symbols (*), (**), and (***) indicate statistical significance at the 10, 5, and 1 percent level,

respectively. This table presents fixed effects, random effects, and FGLS estimates.
As we expected, urbanization also significantly and positively influence the life insurance consumption
measured by density in Asia. The positive relationship also suggests that urbanization stimulates life
insurance consumption in Asia. The findings are supported with prior empirical studies and justify
claiming that a higher share of the urban population is generally associated with less reliance on informal
insurance agreements, which may lead to higher demand for formal insurance. Society of Asian countries
is characterized by mutual support in the form of moral or social obligations, which reassure individuals
regarding their financial security in the case of premature death or inability. The transition in the
socio-economic and demographic patterns of Asian society indicates that tradition and convention are
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loosening, which is likely to have both a direct and an indirect impact on people's attitude towards risk
and insurance

Education also shows a significant and positive influence on life insurance demand, which is measured by
density in Asia. Specifically, a 1 percent increase in territory education level leads to an increase of 0.471
percent of life insurance density. Our finding is consistent with the hypothesis that a higher level of
education leads to a greater degree of risk aversion and more awareness of the benefits of life insurance.
Also, the variable education, captured by tertiary enrolment rate considered as a proxy for the financial
literacy of the people (Alhassan & Biekpe, 2016). Our results are in line with the permanent income
hypothesis and with the findings of Mouna Zerriaa and Noubbigh (2016), Dale B. Truett and Truett
(1990), Donghui Li (2007), F. Outreville (1996) and Browne and Kim (1993).

In line with expectations, average life expectancy at birth has a positive and significant effect on the
demand for life insurance density. The positive relationship indicates that improving life expectancy
(reducing mortality rate) leads to an increase in life insurance consumption in Asia. Our results are in line
with the findings of Donghui Li (2007), F. Outreville (1996), and Beck et al. (2003). Moreover, the result
confirmed the life cycle theory and justified on the argument that longer life expectancy leads to increase
longevity risk. The demand for life insurance increases as it can be used as a retirement provision to enjoy
longer life spans.

The predictors of the institutional governance show a positive and significant impact on life insurance
consumption in Asia. More specifically, government effectiveness, the rule of law, and control of
corruption play a significant role in determining the life insurance demand together with socio-economic
determinants of Asia. When considering the methodology of Kaufmann et al. (2010) in developing
government effectiveness indicators, the results of our study proved that life insurance well developed in
countries with quality public services and credible and stable legal and government policies independent
from public pressure, and corruption free society. Further, administrative quality and satisfaction with
infrastructure are also positively influencing life insurance demand because they are a part of this measure.
Therefore in emerging economies where those aspects are still underdeveloped, cause a lower level of life
insurance contribution.

Since Asia is mixed concerning institutional governance, we have considered institutional governance
index along with economic and social development variables, to account for the specific conditions of the
countries and the way they may influence the development of life insurance market. In all estimated
models, estimation of institutional factors positively and significantly influence the development of the
life insurance market.

Conclusion and Policy Implication

Motivating from the heterogeneous development of the life insurance market in Asia, this paper examines
the drivers of life insurance consumption from a sample of 18 Asian countries for the period of 1996 to
2017. In Asia, the reform of economic activities over the past three decades has made significant changes
in socio-economic status and institutional environment. Higher economic growth has led to reasonable
increases in personal income, and living standards of people (Perera, Siriwardana, & Mounter, 2017) and
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such changes affect people’s attitudes towards risk and insurance (Sen, 2008). In this study, we focused
on investigating the role of institutional variables on life insurance consumption controlling the different
socio-economic and demographic variables analyzed in previous studies. We used fixed effect and
random effect panel regression estimations, and Feasible Generalized Least Square (FGLS) to check the
robustness of the study estimations. The empirical results of the study show that institutional drivers,
particularly government effectiveness, the rule of law, and control of corruption play a critical role in
driving life insurance consumption of Asia.

Moreover, study findings show that income, urbanization, education, and average life expectancy
positively and significantly influence on life insurance consumption while dependency ratio negatively
impacts on the life insurance market. The six governance indicators have been analyzed successively
while controlling the socio-economic variables and found that only three institutional drivers are
significantly influencing on life insurance consumption. They are government effectiveness, the rule of
law, and control of corruption. Then, we performed principal component analysis using significant
variables and developed a prediction for institutional governance estimation and performed the final
estimations.

The governance indicator developed by Kaufmann et al. (2010) measure the various aspects concerning
the quality of public and civil services in a country. Apart from those aspects, most susceptible to
influence life insurance market are policy instability, quality of public administration, governments’
failures to guarantee law and order, and satisfaction with public welfare services like education and health.
Because of non-availability of data on those aspects, we were unable to analyze the influence of those
concepts.

The findings of the study are succeeding in economic reasoning. Our sample consists of Muslim and
non-Muslim countries, economically developed and emerging countries. Hence the perception of people’s
over the degree of independence of the economic environment from political and religious influences
decisively the development of different components of the financial system such as capital market, the
banking system, and insurance.

The findings of this empirical study have broad implications for the development of the life insurance
market in developing countries. The study Results emphasize the necessity of taking considerable effort
for a better governance level, particularly the measures protecting the insured’s rights, may have a
positive impact on life and non-life insurance consumption of the people. Moreover, a favorable legal
environment and protection of property rights may reduce transaction costs and supporting the
development of the life insurance market.

Further research of this study could be improved in the following ways. First, from the methodological
perspective, a future study could also examine the impact of alternative measures of the institutional
environment such as the International Country Risk Guide (prsgroup, 2019) on the consumption of life
insurance. Also, non-linear econometric modeling could be used to examine the likely non-linear effect of
an institutional environment. Furthermore, this analysis could also be replicated for the whole developed
and emerging countries.
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Abstract

Traditionally data modeling is done from the perspective of business applications as part of requirement
specification. However, as business operations are reflected through business processes and business rules,
utilizing business process models for enterprise data modeling instead of business applications is a more
holistic and integrated path. This paper presents in an extremely straightforward form a tutorial to develop a
conceptual entity relationship (ER) model through two hypothetical business process models. Upon
completion of this tutorial any professional or student will be able to perform data modeling from a new
perspective.

Keywords: Data Model, Database, Business Process, Business Rules, Tutorial

Introduction

Data modeling is an iterative approach to model data utilized within an organization. Traditionally such
modeling is done from the perspective of business applications as part of requirement specification
(Mannino, 2019; Rob & Coronel, 2012). It generally requires an understanding of business operations
from the perspective of (i) how the application will perform the operational task, and (ii) what guidelines
exist for completing such tasks.

However, as business operations are reflected through business processes and business rules (Amghar
et.al, 2002; Kaula, 2016; Lam, 2006) utilizing business process models for enterprise data modeling
instead of business applications provides a more holistic and integrated path. As an organization is a
collection of business processes (Magal & Word, 2009) wherein one or more business application may be
needed to automate it, details of each operational task that are represented through business process
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models generate a better set of essential information necessary to understand business operations.
Technically a business process is a sequence of structured activities that a business undertakes to
accomplish a business task such as processing a customer’s order. It is often visualized through a diagram
referred as a business process model (Aguilar, 2004; Allweyer, 2016; Magal & Word, 2009; Magal &
Word, 2012; Polyvyanyy et.al, 2015; Weske, 2012; Weske, 2012; Zairi, 1997). In essence a business
process transforms a set of inputs into a set of outputs in the form of some product or service for another
organizational unit or person or business process that can also span functional areas and cross
organizations. But, as business processes are based on how work is done in an organization, they enable a
better understanding of how data impacts business activities and operations.

Business rules by definition are guidelines that are an abstraction of the policies and practices of business
activities (Date, 2000; Date & Darwen, 2000; Halle, 2002; Ram & Khatri, 2005; Ross, 1997). Business
process activities details can be formulated through business rules associated with operational tasks. Such
rules reflect the decision needed to accomplish business policy and objectives of an organization, and can
apply to people, processes, corporate behavior, computing systems and so on. Business rules specification
enables an organization to better understand its operating environment, along with the ability to assert
business structure, control and influence over organizational tasks (Ram & Khatri, 2005).

The objective of this paper is to provide a tutorial that utilizes business process models along with
business rules to develop a conceptual entity relationship (ER) model. A short overview of business rules
concepts that facilitate database design is provided next. This is followed by a tutorial on ER data
modeling utilizing two business process models with sample business rules.

Business Rules Guidelines for Data Modeling

A business rule is a statement that defines or constrains some aspect of a business (Hay, April 2002; Hay,
January 2002; Hay, April 2002; Hay, January 2004; Ross, 1997; Ross, 2004). It pertains to the facts that
are recorded as data and provides the constraints that govern the values of those facts. Business rules of
any business process define characteristics of data that will apply to business process operations. These
guidelines can be utilized to gain insight into identification and structure of entity types, existence of
database relationships, and specifications of data model linked business logic. Business rules can be
documented for the entire business process or documented for each activity within a business process to
fine tune the alignment of business rules with the entire business process.

There are four categories of business rules guidelines with respect to data modeling. It is possible for
more than one guideline to apply as they collectively facilitate development of the conceptual data model
like ER model with respect to business process operations.

1. Definitions of business terms

This category emphasizes the utilization of relevant business terms as a way to identify entity type or
its structure and database relationships in a conceptual data model. The reference to a term is itself a
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business rule as it describes how people think and talk about it. Sometimes these terms may be fairly

obvious through business rules that emerge from observation or documentation. Other times these

terms may emerge during the modeling process when reference to some attribute in an entity type

may suggest another entity type with database relationship. The following examples of business rules

facilitate entity type identification.

$ A business rule like “terms tenant and rental relevant for apartment complex business.” Such
statements imply that the business needs to record details on tenant and rental. The level of details
that needs to be recorded as attributes in tenant entity type can be something that is put in rental
agreement like tenant social security number, name, phone, email, and so on. Similarly, details to be
recorded as attributes for rental entity type can be information in the rental agreement like rental
number, rental date, type of rental, and so on. As a rental is always associated with a tenant, such
association may suggest a database relationship between rental and tenant entity types.

$ Another way to identify terms and entity types relevant to a business can be detected for instance
through the apartment number attribute in the rental entity type. Even though a rental is tied to an
apartment number, the attribute apartment number is itself associated with other details of an
apartment that are relevant to the business. These details together logically constitute another entity
type that can be called apartment. So, in this case the earlier inclusion of apartment number as rental
entity type attribute can be replaced with a database relationship between apartment and rental
entity types.

2. Facts relating terms to each other

This category emphasizes business rules that describe the nature of operating policies of a business

process in terms of the facts that relate business terms to each other. For example, customers can place

sales order is a fact. Such business rules are represented as relationships, cardinalities, attributes, and

generalization structures in a conceptual data model. The following example of business rules

facilitate database relationship identification.

$  Abusiness rule like “only one tenant must sign a rental agreement to complete the rental process.”
This business rule represents the minimum and maximum cardinality of one pertaining to the
database relationship between tenant and rental entity types. As only one tenant will be tied to a
rental and vice-versa, the minimum and maximum cardinality of one will be both ways.

3. Constraints

This category emphasizes how guidelines in the form of business rules that specify constraints on
business process behavior in some way can lead to specification of constraints on the data pertaining
to the behavior within the entity types of a conceptual data model. A constraint is a condition that
determines what values an attribute or relationship can or must have. Constraints category can be
expressed either through attribute constraints, cardinality constraints, or some process business logic.
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The following examples of business rules facilitate constraints specification.

$ A business rule like “every tenant automobile license plate number must be registered in the rental
agreement.” This business rule represents a value constraint on the license attribute in the tenant
entity type that emphasizes that there will not be a blank value for tenants who park automobiles.

$ A business rule like “a rental agreement must have only one staff associated with it.” This business
rule represents cardinality constraints pertaining to the relationship between staff and rental entity
types. Now since staff is a term that is relevant to business process operations, so as per category
one guideline it can be an entity type itself. Details on staff as recorded in the apartment complex
business employment records like staff name, address, and so on can become the attributes of the
entity type.

4. Derivations

This category emphasizes how a fact in one form that is transformed into some other knowledge or

derived fact to support business process operations can affect entity types in a conceptual model. Such

derivations can be based on arithmetic expression or some aspect of process business logic. The

following example of a business rule indicates a process business logic requirement.

$ A business rule like “no apartment should be rented if there are complaints pending on the
apartment.” This business rule illustrates how the status of apartment complaints effects the
completion of the business process. It involves data recorded in two entity types - rental and
complaints. The rental entity type is associated with the recording of new rental, while the
complaints entity type is associated with the recording of complaints pertaining to the apartments.
The business rule binds the recording of new rental to complaints entity type such that the complaint
entity type should not have any form of complaints pending with respect to an apartment before a
rental can be assigned to an it. Such business rules implementation goes beyond traditional data
modeling as it is associated with business logic. However, inclusion of business logic is essential for
the integrity of the data model. Such business logic involves programmatic support. The optimum
approach in this case is to utilize database program units as they can be often linked with entity
types in the database.

The above categories of business rules provide a mechanism to identify the structure of the data model
and associated business logic. They assist in identifying relevant data modeling information pertaining to
business operations. In nutshell, a business process model defines the scope of the data model and its
business rules provide the guideline to extract the information. This combination leads to a conceptual
data model that is more aligned with business operations.

Tutorial to Transform Business Process Derived Business Rules into Data Model

The key to business process driven data modeling is to first determine the relevant business rules
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affecting business process operations. Thereafter, such business rules are utilized for developing data
models that supports operational tasks and associated business logic. However, since a business process
model dovetails the business logic of business process activities, it is also possible to include or reference
such logic as it impacts the data reflected in the data model.

Two business process scenarios titled Create Rental and Handle Rent of a hypothetical apartment
complex business are now explained along with associated business rules having BR prefix. This is
followed by their transformations into ER model. The diagrams follow the BPMN 2.0 notations
(http://www.bpmn.org/). The tutorial illustrates how an entity in the ER model of one business process
can serve also another business process in the form of database relationship, value constraint, or its
expansion with the inclusion of additional details. Conceptually, data modeling of all business processes
at the end will reflect a comprehensive enterprise data model for all business operations.

Create Rental Business Process

This operational task deals with the sequence of activities involved in completing a rental agreement. The
associated business process model is shown in Figure 1. Some of the business rules associated with the
business process are listed in Table 1 below the business process diagram.

Create Rentil:

A 4 A 4 Y
BEOYIds Generate
Rental Verify Rental .
Receipt
Agreement

Figure 1: Create Rental Business Process Model

Leasing
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Table 1: Create Rental Business Process Business Rules

Business Business Rules Description

Rules ID

BR-1 Terms tenant, rental relevant for business process.

BR-2 Only one tenant must sign a rental agreement to complete the rental
process.

BR-3 Rental lease type can be monthly or yearly.

BR-4 A monthly rental lease is 10% more than the regular yearly apartment
rent.

BR-5 Rental agreement payment will include the apartment deposit amount

and first month rent.

BR-6 A rental agreement must have only one staff associated with it.

BR-7 Besides regular staff, even part-time staff can facilitate rental
agreements.

BR-8 Every tenant automobile license plate number must be registered in the

rental agreement.

These business rules gradually enable the creation of the conceptual ER model. Some of the finer details
on attributes and relationships not referred in a business rule can also be completed through documents
and observations. The transformation of individual business rules to ER model is explained below.

BR-1:

Business rule statement “terms tenant and rental relevant for business process” pertains to category 1
guideline and implies that the business needs to record details on tenant and rental. The level of details
that needs to be represented as attributes in tenant entity type can be something that is put in rental
agreement like tenant social security number, name, phone, email, and so on. Similarly, details on rental
entity type that can be represented as attributes can be information in the rental agreement like rental
number, rental date, type of rental, and so on. As a rental is always associated with a tenant, it suggests a
database relationship between rental and tenant entity types. So the initial diagram will be as shown in
Figure 2.
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Tenant Rental
PK | Tenant_SS PK | Rental_No
Tenant_Name Rental_Date
3 - y E%%’ﬁﬁ? Wfﬁ%ﬁ%’f

g

Figure 2: BR-1 associated initial ER model

The second aspect of identifying terms and entity types relevant to a business process can be discerned
through the apartment number (Apt_No) attribute in the rental entity type. Even though a rental is tied to
an apartment number, the attribute apartment number is itself associated with other details of an
apartment that are relevant to the business. These details together logically constitute another entity type
that can be called apartment. Details on the apartment entity type like apartment number, apartment type,
rental status, and so on can be represented as attributes in the entity type. Now the earlier inclusion of
apartment number as rental entity type attribute as shown in Figure 2 can be replaced with a database
relationship between apartment and rental entity types. Through observation of the rental agreement it
may be obvious that only one apartment is referred in the rental agreement. This suggests that the
minimum and maximum cardinality of apartment with rental is one. Also it is possible that an apartment
may be vacant sometimes, even though the goal is to keep it rented with some rental always. This
suggests that the minimum cardinality of rental with apartment is optional while the maximum cardinality
is one. So, the initial diagram of Figure 2 can be extended as Figure 3.

Gender Staff_No Apt_Deposit_Amt

Email Apt_Rent_ Amt

Figure 3: BR-1 associated refined ER model
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BR-2:

Business rule statement “only one tenant must sign a rental agreement to complete the rental process”
pertains to category 2 guideline that is completed during the Complete Rental activity and then enforced
during the Verify Rental activity. It represents the minimum and maximum cardinality of one pertaining to
the database relationship between tenant and rental entity types. As only one tenant will be tied to a rental
and vice-versa, the minimum and maximum cardinality of one will be both ways. Such rules also
reconfirm the earlier database relationship between tenant and rental entity types as shown in Figure 2
and Figure 3. Inclusion of these details now extends the previous version of the data model with
cardinalities as shown in Figure 4.

Tenant Rental Apartment

PK | Tenant_SS PK | Rental_No PK | Apt_No

Figure 4: BR-2 associated ER model

BR-3:

Business rule statement “rental lease type can be monthly or yearly” pertains to category 3 guideline that
implies that the values taken by lease type attribute in rental entity type should either be monthly or
yearly. This rule can be included during the transformation of the entity type into relations as a value
constraint.

BR-4:

Business rule statement “a monthly rental lease is 10% more than the regular yearly apartment rent”
pertains to category 3 guideline that is explained during Provide Rental Agreement activity and then
checked through the business logic of \erify Rental activity.

BR-5:

Business rule statement “Rental agreement payment will include the apartment deposit amount and first
month rent” pertains to category 2 guideline that is explained during the Provide Rental Agreement
activity and then checked through the business logic of \erify Rental activity.

BR-6:

Business rule statement “A rental agreement must have only one staff associated with it” pertains to
category 1 and 2 guidelines that are followed during the Provide Rental Agreement activity and then
checked through the business logic of Verify Rental activity. Now since the term staff is itself associated
with other details that could be relevant to the business process, these details together logically constitute
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another entity type that can be called staff. Details on the staff entity type like staff number, name,
position, and so on can be represented as attributes in the entity type. Since a staff is facilitating rental
agreement it implies that staff and rental entity type have database relationship. As per the business rule if
only one staff assists in the handling of rental agreement, it is possible that the same staff can also assist
in other rental agreements. This means that the relationship is 1:N. The minimum cardinality of staff with
respect to rental will be mandatory. Similarly, the minimum cardinality of rental with staff will also be
mandatory. Inclusion of these details now extends the previous version of the ER model with cardinalities
as shown in Figure 5.

Tenant Rental Apartment Staff

PK | Tenant_SS PK ‘ Rental_No PK | Apt_No PK | Staff_No
TR f A
§ L | —— i . —— L) p——
Marital Lease_Type — Apt_Utility Position
Work_Phone Lease_Start Flooring Status

Sender

Figure 5: BR-6 associated ER model

BR-7:

Business rule statement “besides regular staff, even part-time staff can facilitate rental agreements”
pertains to category 2 guideline that is followed during the Provide Rental Agreement activity and then
checked through the business logic of Verify Rental activity.

BR-8:

Business rule statement “every tenant automobile license plate number must be registered in the rental
agreement” pertains to category 3 guideline and represents a value constraint on the license attribute in
the tenant entity type that emphasizes that there will not be a blank value for each tenant. As there was no
license_no attribute in the tenant entity type, this rule now forces inclusion of this attribute. The rule is
specified would be specified in the rental agreement. It is followed during the Complete Rental activity
and then enforced through the business logic of Verify Rental activity. This rule will extend previous
model with the inclusion of additional attribute in tenant entity type as shown in Figure 6.
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Fawbed

License_No

Figure 6: BR-8 associated ER model

Handle Rent Business Process
This operational task deals with the sequence of activities involved in handling apartment rent. The
associated business process model is shown in Figure 7. Some of the business rules associated with the
business process are listed in Table 2 below the business process diagram. The utilization of the business
rules extends the ER model of the Create Rental business process.

2 Notice Sent Receipt Sent
© Submit O O
c
w
B @ A A
1=
& =
w No Late Rent
2 - Notice
© +~
| c
>
]
8 Generate
= Check Rent N .
Receipt
Rent Paid
Figure 7: Handle Rent Business Process model
Table 2: Create Rental Business Process Business Rules
Business Business Rules Description
Rules ID
BR-9 Monthly rent receipts are sent electronically after invoice are paid.
BR-10 Rental payments can be cash, check, or credit card.
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BR-9:

Business rule statement “Monthly rent receipts are sent electronically after invoice are paid” pertains to
category 1 and 4 guidelines. As per the category 1 guideline the term invoice will have details that the
business needs to record and so it has relevance to business. Consequently, an entity type rental_invoice
with appropriate attributes is created. From a modeling perspective, a rental entity type instance will be
associated with one or more rental_invoice instances, while a rental_invoice entity type instance will be
associated with only one rental instance. Inclusion of these details now extends the previous version of
the model as shown in Figure 8. From category 4 guideline perspective, the business rule essentially
refers to the business logic of Generate Receipt activity. Such business rules implementation go beyond
traditional data modeling as it is associated with activity business logic.

Tenant

PK | Tenant_SS

Tenant_Name

Tenant_DOB

Marital

Work_Phone

Hems: Bhooe | Staff.
| e o g
[Pl |
ol Hawon

| oot i :

Payment_Type

CC_No

CC_Type

CC_Exp_Date

Figure 8: BR-9 associated ER model

BR-10:

Business rule statement “rental payments can be cash, check, or credit card” pertains to category 3
guideline that implies that the values taken by payment_type attribute in rental_invoice entity type should
either be cash, check, or credit card. This rule can be included during the transformation of the entity type
into relations as a value constraint.

Conclusions

Data model represents a data repository of all data utilized for business operations. Similar to the concept of
general ledger in accounting, an enterprise data model should be treated like a general ledger of data. This
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paper tutorial explains how to create such enterprise data models from business process models and
business rules.

Even though IT works through software applications, but how quickly these applications are developed is
critical to business flexibility and agility. Since business processes primarily interact with data to enforce
business logic and business rules, a properly setup enterprise data model enables faster development of
business software applications irrespective of the format of access, which results in quicker adaptation of
business to emerging market conditions.

In this context it is important to have the enterprise data model based on business processes and business
rules rather than an integration of individual applications data requirements. Good enterprise data
repository can not only facilitate quick business applications but also better data analytics.
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Abstract

This research investigates the effect of political regime and other macroeconomic factors on FDI inflows
in Pakistan. The data has been collected from world bank (WBI database) for the period of 1972-2016.
ARDL bound testing procedure has been applied to determine long-term relation between FDI and
political regime along with other important determinants of FDI such as economic growth, exchange rate,
trade openness, gross fixed capital formulation and financial development in Pakistan. Error correction
model provides short-run shocks in these variables and establish long-run equilibrium relation. Political
regime has negative effect on FDI; foreign investors are more attracted by military/authoritarian regime.
FDI inflows are more positively influenced by exchange rate, trade openness and gross fixed capital
formation. The current study has implications for policy makers and academicians to visualize the
importance of political system along with long-term investors® friendly policies to attract more FDI
inflows in the country. The additional robustness tests using DOLS also confirms that political regime,
trade liberalization, real GDP and domestic investment are significant determinants of FDI in Pakistan.
Keywords: political regime; FDI; domestic investment; trade liberalization; financial development;
exchange rate and economic growth

JEL Classification: E22, F21, F13, F31, G14, P16

1. Introduction

Foreign direct investment plays an important part role in the economic development of a country through
knowledge transfer, management abilities and technological innovation (Hansen and Rand 2006).
However, the global trends of FDI inflows have not been encouraging and requires further investigation
of important drivers of FDI over the globe. According to Global Investment Competitiveness Report 2017,
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the global FDI inflows decreased substantially by 23 percent in 2017 to 1.43 trillion dollars. The
substantial decrease in FDI flows poses challenges for the host governments to devise appropriate
investment and industrial policies to attract foreign investors because experts attribute such major decline
in global FDI inflows to policy-related variables (OECD Report 2018; UNCTAD Report 2018). The FDI
inflows have further declined by 19 percent to 1.2 trillion dollars; such fall majorly occurred in developed
nations while FDI inflows remained stable in developing countries and China was the largest recipient of
FDI inflows due to its market liberalization policies and favorable investment climate (UNCTAD Report
2019). However, Devising appropriate policies such as contractual and property rights for foreign
investors also depend upon the type of political regime and its institutional quality (Clague 1996; Duanmu
2014; Harms and Ursprung  2002).

The political system of a country has a significant influence upon FDI inflows in the host country as it

greatly affects the political risk attached with foreign investments (Jensen 2003). Normally, democratic
governments are perceived to have lower political risk due to better provision of property and contractual
rights (Vadlamannati 2012). On the other hand, authoritarian regimes may lead to violation of such rights
(Vadlamannati, Janz and Berntsen 2018). However, Bastiaens (2016) is of the view that even autocratic
regimes can enhance FDI inflows by devising effect investment policies for MNCS. The political regime
may also influence the quality of institutions resulting in more FDI inflows for its economy (Aleksynska
and Havrylchyk 2013). Several studies have been made to investigate the effect of political regime on
inward FDI, but empirical results are quite contradictory. Some researchers have documented the positive
effect of democracies on FDI inflows in the host country (Jakobsen and de Soysa 2006; Madani and
Nobakht 2014; Wisniewski and Pathan 2014; Nieman and Thies 2018). However, autocratic governments
with longer tenure, long-term planning horizons friendly investment policies and political constraints can
also attract FDI in their country (Bastiaen 2016; Clauge 1996; Li 2009).
Such controversial evidence requires further research especially in developing countries which are faced
with immature democratic and fragile political system. Several studies have been conducted on
macroeconomic determinants of FDI in Pakistan (Ageel and Nishat 2004; Khan and Hye 2014; Rani and
Batool 2016; Danish and Akram 2016). However, a few recent studies have been found on the effect of
political regime on FDI inflows in Pakistan. For example, Mir and Hussain (2018) investigated the effect
of military government on FDI inflows in Pakistan and found insignificant effect. However, his studies
carry only one Marital law period of General Pervaiz Musharraf which does not warrant the appropriate
comparison of democratic and authoritarian regimes. Moreover, Uddin, Chowdhury, Zafar, Shafique, and
Liu (2018) in their recent study have also found positive but insignificant effect of military government
on FDI inflows in Pakistan using multiple regression analysis. Another possible flaw with such studies is
that time series data involves trend and applying OLS technique may generate spurious and biased results.
The current study has the objective to check the effect of political regime on FDI along with other
macroeconomic factors as previous studies are inconclusive and requires further investigation using latest
and more sophisticated modelling techniques such as ARDL bounds testing procedure and Dynamic OLS
to account for any autocorrelation or endogeneity concerns in the data. Our research has implications for
policy makers to improve the quality of political institutions and the democratic system in Pakistan.
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Figure 1. Yearly trend of inward FDI in Pakistan-millions of dollars

Our results indicate that military government has been better able to attract FDI in Pakistan as compared
to democratic governments. For example, the Figure 1 indicates captures the enormous growth of FDI
inflows in Pakistan in military government of General Pervaiz Musharaf. Moreover, real GDP, exchange
rate, financial development, domestic investment and trade liberalization are important determinants of
FDI in Pakistan

The rest of the paper is organized as follows. Section Il provides a critical review of literature about
political regime, macroeconomic factors and FDI. The detailed methodology is explained in Section Il
about sample selection, variables description and ARDL bounds testing procedure and Section 1V
describes the results and findings of the paper. The last section gives concluding remarks and policy
implications for stakeholders.

2. Literature Review

Several studies have investigated the effect of political regime upon FDI over the globe. The political
regime has been classified as either authoritarian or democratic regime in most of the studies. We have
divided the literature review into two sections. Firstly, the studies relating to the political regime and FDI
have been critically evaluated. Secondly, other macroeconomic factors have also been identified which
could possibly moderate the relation between political regime and FDI.

2.1 Political Regime and FDI

It is common perception that democratic governments cause more FDI inflows than autocratic
governments do. The prior literature provides the mixed evidence of political regime on FDI. Oneal (1994)
found the mixed evidence of political regime on FDI. He reported overall positive effect of developed
democracies on FDI. However, the periphery returns of MNCS were higher in authoritarian regime.
Luo (2004) emphasized that the nature and type of relation of MNCS with host government plays an
important role in addition to type of political regime. The host government needs to understand the two
distinct yet correlated dimensions of cooperation and competition in the local industry caused by FDI to
establish inclusive partnership with MNCS.
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Jakobsen and de Soysa (2006) found the positive effect of democracies on FDI and conclude that
leftist governments attract more FDI than their counterparts i.e. centrist and rightist. On the other hand,
Yang (2007) conducted the empirical analysis of 134 developing countries and found insignificant effect
of political regime on FDI. He concluded that democracy does not help in attracting FDI in developing
countries both at level FDI and FDI ratio as of GDP. Madani and Nobakht (2014) reported the positive
effect of democracy on FDI inflows in Upper-Middle-Income (UMC) countries. Wisniewski and Pathan
(2014) identified the positive effect of new dimensions of political environment such as presidential
system, complete control of executive government and long-standing history of political parties on FDI in
OECD countries. Dang (2015) provided empirical evidence that political similarities between countries
matter more for attracting FDI than democracy itself. They also concluded that MNCs do not invest in
those countries where host governments spend excessive money on government spending especially
military expenditures. Nieman and Thies (2018) emphasized the role of democratic institutions in
fostering property rights and attracting FDI in both developing and developed countries.

The positive effect of autocratic and democratic government on FDI is contingent upon adequate
provision of property and contractual rights. Clague (1996) evidenced that long-term democracies provide
better protection of such rights than autocratic governments. However, autocratic governments who are in
power for longer term and have long-term planning horizons also provide adequate provision of property
and other legal rights to foreign investors. Therefore, both autocratic and democratic governments can
attract FDI depending upon their appropriate investment policies. Harms and Ursprung (2002)
documented the positive effect of democratic values on FDI. They evidenced that MNCS like to invest in
those countries where civil and political rights are more protected. The authoritarian regimes also carry
a certain level of expropriation risk. Li (2009) investigated the effect of political regime on expropriation
of FDI by host government in developing countries. He argues that democracies are less likely to be
engaged in expropriation behavior when there are long-term democracies and constraints on political
leaders in the host country. Moreover, autocrat governments are least likely to expropriate foreign
investors when such governments have long tenure and political constraints. However, Duanmu (2014)
argue that state-controlled MNCS use the influence of home country to make investments in host country
and affect the expropriation risk in the host country. However, the level of such expropriation risk
depends upon the economic dependence of host country on home country.

Normally lower political risk is also attached with democratic countries. Kassicieh and Nassar (1982)
tested the effect of political risk attached with authoritarian regime upon FDI and found that investments
by multinational corporations MNCS are not influenced much by political risk because of secured nature
of sales and contracts; the investments in Gulf countries depend more upon oil market situation in the
world. Jensen (2003) evidenced the positive effect of democracies on FDI. He argues that democracies
are usually attached with lower political risk resulting in lower debt risk for both lenders and MNCS; such
lower political risk may attract the higher level of FDI. He found that democratic regimes may attract
70% more FDI (as a ratio of GDP) that autocratic regimes. Vadlamannati (2012) made the firm-level
study and he found that USA firms increase their investment in those countries with lower level of
political risk and higher level of democracy. Bastiaens (2016) investigated the positive effect of
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international investment contracts and role of public deliberations in policy making in authoritarian
regimes for attracting FDI. He argued that though democracies are normally perceived to having lower
political risk, yet authoritarian countries can substantially attract FDI by devising investors’ friendly
policies. However, abusive or authoritarian regimes are associated with human right violations and may
deter FDI inflows (Vadlamannati, Janz, and Berntsen 2018).

The level of corruption is also significantly attached to the political regime. The higher level of
corruption negatively affect FDI inflows in the country. Cuervo-Cazurra (2006) empirically checked the
effect of corruption on FDI in developing countries and found that corruption discourages FDI in host
country. On the other hand, Egger and Winner (2005) empirically investigated the positive effect of
corruption on FDI; they argue that corruption may be motivating factor for MNCS to invest in give bribes
and financial incentives to host country for favorable entry. Ledyaeva, Karhunen, and Kosonen (2013)
found the new evidence on corruption and they argue that less democratic and more corrupt regimes tend
to invest in similar type of host countries such as Russia; while countries with more democratic values
and lesser level of corruption are likely to invest in more transparent democratic countries. Better
institutional quality and availability of natural resources are additional factors for attracting FDI in host
country(Aleksynska and Havrylchyk 2013; Asiedu and Lien 2010 ). Asiedu and Lien (2010) documented
the moderating role of nature resources on the relation between political regime and FDI. They argue that
democracy has significant positive effect on FDI only if the value of natural resources is lower than a
critical threshold; the value of natural resources above this critical threshold may lead to decrease in FDI
in host countries.

H;: Political regime (authoritarian or democratic regime) has significant effect on FDI inflows in the
host country

2.2 Trade Liberalization and FDI

Trade liberalization encourages foreign investors to invest in the host country by removing trade
restrictions and import duties and quotas. Aizenman and Noy (2006) found the two-way relation
between trade openness and FDI. Vijayakumar, Sridharan and Rao (2010) found insignificant effect of
trade openness on FDI inflows in BRICS countries. Liargovas and Skandalis (2012) utilized the eight
measures of trade openness and found positive effect of trade openness in attracting FDI in the
developing economies. Belloumi (2014) also established the long-term relation between trade openness
and FDI in Tunisia. Khan and Hye (2014) argue that trade liberalization implies the lower level of tariffs
and trade restrictions for foreign investors who seek cost efficiency. Shah and Samdani (2015)
documented the positive effect of trade liberalization on FDI inflows in D-8 countries. Zaman, Donghui,
Yasin, Zaman, and Imran (2018) also found positive effect of trade openness on FDI inflows along with
other determinants such as exchange rate, GDP per capita and inflation. Nieman and Thies (2018) and
Camarero, Gomez-Herrera and Tamarit (2018) evidenced the complementary relation between FDI and
trade openness in EU countries. Sahin (2018) evidenced the long-term bi-directional causal relationship
between international trade and FDI in BRICS countries.

H,: Trade Liberalization has positive effect on FDI inflows in the host country

2.3 Domestic Investment and FDI
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Gross fixed capital formation represents the level of physical capital in the county and is also proxied for
domestic investment and it has favorable effect on FDI in the host country (R. E. A. Khan and Hye, 2014).
The higher level of domestic investment also represents the real growth of a country and it attracts the
foreign investors. Therefore, the several studies have documented the positive effect of domestic
investment on FDI inflows (Apergis, Katrakilidis and Tabakis 2006; Vijayakumar et al. 2010).
Ndikumana and Verick (2008) argue that domestic investment foster FDI by improving the local
investment climate. Apergis et al. (2006) established bidirectional relationship between FDI and domestic
investment. Sridharan and Rao (2010) showed that domestic investment positively influences FDI inflows.
Danish and Akram (2014) documented the positive effect of gross fixed capital formation, proxied for
domestic investment on FDI in Pakistan.

Hs: Domestic investment may have positive effect on FDI inflows in the host country

2.4 Exchange Rate Policy and FDI

Exchange rate is one of the important factors affecting FDI inflows in the host country (Choi and Jeon,
2007). However, the effect of exchange rate on FDI could be either positive or depending upon FDI
theory and motives of MNCs. The currency depreciation could have positive effect on FDI inflows if the
objective of MNCs to lower the production cost by obtaining finance at lower cost of capital in
international financial market due to good reputation ( Lily, Kogid, Mulok, Sang and Asi 2014; Moosa
2002). However, Moosa (2002) argue that the effect of exchange rate on FDI could be uncertain as it
depends upon the destination of goods produced by MNCS in the host country. If FDI and trade are
substitute goods, then currency depreciation has negative effect on FDI inflows (Caves 1988). On the
other hand, if both trade and FDI are complementary goods and MNCS resell those goods in foreign
markets, then currency depreciation has positive effect on FDI.

The empirical evidence on exchange rate effect on FDI inflows is mixed. Froot and Stein (1991)
documented the positive effect of currency depreciation on FDI inflows; he used the logic of imperfect
market notion when the value of domestic value is lowered through currency depreciation to attract
foreign investors to make acquisitions of domestic assets in the host country. On the other hand, Ageel
and Nishat (2004) and Lily et al. (2014) showed the negative effect of currency depreciation on FDI
inflows; in this case currency appreciation increase the expected returns on FDI for foreign investors. Ain
and Naseem (2017) documented the positive effect of currency devaluation on FDI because it provides
foreign investors to increase their wealth by transferring investments to host country like Pakistan. Since
our capital market is inefficient and contain information asymmetry, so we assume that MNCs have better
incentives to obtain funds at lower cost in international capital market and invest in Pakistan to increase
their wealth by acquiring domestic assets at cheaper prices and maximize their profits. Thus, we
hypothesize a significant positive effect of currency depreciation on FDI inflows in Pakistan
H,: Exchange rate has positive effect on FDI inflows in the host country.

2.5 Economic Growth and FDI

Economic growth of a country may have positive influence on FDI because it represents the future
economic growth and investment opportunities for foreign investors (lamsiraroj and Doucouliagos 2015;
Khan and Hye 2014). Similarly, Rani and Batool also found positive effect of FDI on economic growth in
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Pakistan. Moreover, Chowdhury and Mavrotas (2006) identified the bidirectional causal relation between
economic growth and FDI. On the other hand, Hansen and Rand (2006) made an empirical investigation of
31 developing countries and they found that economic growth does not lead to higher FDI inflows in the
host country; it is rather FDI that stimulates economic growth through technology transfer and knowledge
transmission to the host economy. Khan and Hye (2014) found insignificant effect of economic growth on
FDI inflows in Pakistan. Similarly, Belloumi (2014) found inconclusive results of economic growth on
FDI.

Hs: Economic growth has positive effect on FDI inflows in the host country.

2.6 Financial Development and FDI

Financial development of markets and institutions plays an integral role for efficient allocation of funds in
the economy. It also stimulates FDI in the country. Several studies have investigated the positive effect of
financial development on FDI inflows in the host country. Varnamkhasti and Mehregan (2014) took the
several dimensions of financial development and found positive effect of financial development on FDI
inflows in developing economies. Fauzel (2016) showed the bi-directional casual relation between
financial development and FDI in small island countries using Panel Var approach. Nwosa and
Emma-Ebere (2017) confirmed the positive effect of financial development on inward FDI in Nigera in
the short-run.  Moreover, Bayar and Gavriletea (2018) evidenced the short-run unidirectional
relationship between financial market development and FDI inflows in Eastern and Central EU Countries.
However, some studies have also revealed the insignificant effect of financial development and FDI. For
example, Nasir, Rehman and Ali (2017) argue that financial markets of Suadi Arabia are not fully
developed and they found inconclusive results.

He: Financial development has positive effect on FDI inflows

3. Methodology

3.1 Data Collection

Pakistan has seen both democratic and autocratic regimes in terms of three military coups since 1947. The
data about foreign direction investment, economic growth, exchange rate, trade openness, gross fixed
capital formation and financial development have been taken from World Development Indicators, World
Bank from 1972 to 2016. The afore-mentioned period has been chosen because consistent data for all
variables is available only for such period to capture the effect of political regime upon FDI. The detailed
information about variables and their measurement is given in Table 1.

3.2  Description and Measurement of Variables

The study documents the effect of political regime upon FDI. FDI is the dependent variable in our
model, while political regime, economic growth, exchange rate, trade openness, gross fixed capital
formation and financial development are independent variables. Table 1 provides the description of
variables, their respective coding and proxy used for their measurement. Political regime is the main
variable of our interest while other variables are mostly commonly used as determinants of FDI.
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Table 1. Measurement of Variables

Variable

Variable Name Code Proxy/Formula
Foreign Direct Investment  FDI FDI inflows as percentage of GDP

It is a dummy variable; 1 represents democratic
Political Regime PR regime

and 0 indicates military regime in Pakistan

Growth rate of GDP as measure of economic
Economic Growth GDPG growth
Exchange Rate EXR Nominal exchange rate
Trade Openness TOP Ratio of Export and Imports to GDP
Gross Fixed Capital
Formation GFCF Gross fixed capital as percentage of GDP
Financial Development FDV Broad Money supply as percentage of GDP

Data Source: World Bank Indicators, World Bank

3.3  Checking Data Stationarity and Lag Length

Before applying co-integration test, it is inevitable to check the co-integration order, that is, whether
individual time series are stationary at level or first difference. For this purpose, Augmented
Dickey-Fuller and Philip-Perron tests have been applied for checking data stationarity (Chakraborty 2016;
Dickey and Fuller 1981; Khan, Illyas and Hashmi 2018). The unit-root equation can be stated as
follows: -

p

A, =a,+3Y,+  dY, +e (1)
j=1

Here AY, represents change in individual time series Y over time t. Y. is lag value of variable Y at
time t-1, @, and d,depicts the estimated coefficients of estimations, and & is residual or error term, p
indicates maximum lag length of individual variable. While checking data stationarity, the null hypothesis
assumes that data is non-stationary or there exists trend in time series data. The null hypothesis is rejected
when t-statistic of unit root test either ADF or PP is greater than tabulated value; it implies data is stationary
at level or first difference. Table 2 reports ADF and PP in two separate columns showing t-statistic at both
level and first difference. The critical values are also displayed at the left bottom of the table for
comparative purpose.
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Table 2. Checking Data Stationarity-Unit Root Test

ADF TEST PP Test

Variable Name Level First Difference Level First Difference  Conclusion
FDI -2.820 -11.825 -2.681 -11.164 1(1)
PR -2.049 -6.403 -2.174 -6.403 (1)
GDPG -5.027 -11.750 -5.172 -18.261 1(0)
GFCG -5.244 -9.574 -5.244 -14.081 1(0)
TOP -2.363 -6.802 -2.479 -7.018 1(1)
FDV -6.022 -10.096 -6.086 -31.952 1(0)
EXR -.128 -4.826 -.202 -4.876 1(1)
Critical Values 1% level -3.593

5% level -2.931

10% level -2.604

The results depict that not all variables are stationary at level. foreign direct investment (FDI), political
regime, trade openness and exchange rate are integrated at order 1, while economic growth (GDPG), gross
fixed capital formation growth (GFCF) and financial development (FDV) are stationary at level. After
checking the unit root of individual time series, the next step is to determine the appropriate lag length of
variables using Schwarz (SBC) and Akaike Information Criteria (AlIC).
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Table 3. Lag Length Determination

Variable Name Lag 1 Lag 2
FDI 1.446*

PR 0.588*

GDPG 4.301*

GFCG 4.063*

TOP -2.232*

FDV 1.331*
EXR -2.796*

Note: Lags are determined using SBC and AIC values

Table 3 shows that FDI, PR, GDPG. GFCF, TOP have appropriate lag 1 while FDV and EXR have lag 2
based upon SBC and AIC values. However, for the sake of simplicity, only SBC values have been
reported in the table.

3.4  ARDL Bounds Test for Cointegration

Cointegration establishes the long-term relationship among time series variables (Engle and Granger
2015). The results of unit root in Table 2 imply that variables have mixed co-integration order. Therefore,
co-integration tests such as Johnson and Juselius (JJ) approach cannot be applied in this case because all
variables are not integrated at the same level. Therefore, Autoregressive Distributive Lag (ARDL)
approach is the most appropriate when time series are combination of 1(0) and I1(1). ARDL produces
consistent long-run estimates and is particularly used in case of small samples (Pesaran and Shin 1998).
Pesaran, Shin and Smith (2001) has further developed the bounds testing procedure for establishing
long-term relationship among variables.

The time-series econometric model can be stated as follows: -

InFDI, = ay +aPR + a,InGDPG, + a,InEXR. + a, INTOP. + o, InGFCF, + a,InFDV, +¢,  (2)

All the variables have been converted into natural log series for smoothening and normalization
purpose in equation 2. The coding of variables has been provided in table 4.
However, the specific form of ARDL equation can be written as follows:-

P )4 P P
AINFDI =B, + BAINFDI_ .+ B,APR .+ BAINGDPG,_,+ [BAINEXR_.
i=1 i=1 i=1 i=1
P P p
+ BAINTOP_ + BAINGFCF_ + BAINFDV,_, +AINFDI_ + ALPR,_, (3)

i=1 i=1 i=1

+A4,INGDPG,_, + A,INEXR _. + A INTOP_, + A, INGFCF_, + A,InFDV _ + ¢,

284
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

Here FDI represents foreign direct investment, while PR, GDPG, EXR, TOP, GFCF and FDV
indicates political regime, economic growth, , exchange rate, trade openness, gross fixed capital
formation and financial development respectively. The variables with sigma sign indicate short-run
relationship while variables without sigma connote long-run relationship.

After investigating and confirming long-run relationship, Error-Correction model (ECM) is applied to
check the short-term fluctuations in variables and restoration of short-term shocks to long-run equilibrium.
The coefficient of ECT, 9 represents the speed of adjustment by which the short-term fluctuations in
variables move towards long-run equilibrium; its value should range from 0 to 1 and must be statistically
negatively significant. The equation of ECM can be stated as follows: -

4. Results

The following section gives the detailed results of descriptive statistics, ARDL model selection and
diagnostic results, long-run and short-run effects between inward FDI, political regime and other
macroeconomic results. At the end, results of Dynamic OLS used as robustness purpose have also been
reported. The Table 4 reports the descriptive statistics of foreign direct investment, political regime,
economic growth, real GDP, exchange rate, domestic investment, trade liberalization and financial
development. The mean, standard deviation, minimum and maximum values shows the patterns of our
data.

Table 4. Descriptive Statistics (Without Log Transformation)

Variables Mean SD Min Max
Foreign Direct Investment 0.786 0.811 -0.063 3.668
Political Regime 0.511 0.506 0.000 1.000
Economic Growth 4.823 2.121 0.813 10.216
Real GDP 25.192 0.626 24.050 26.152
Domestic Investment 3.744 6.301 -7.706 19.901
Trade Liberalization 3.498 0.098 3.231 3.661
Financial Development 3.132 0.172 2.728 3.394
Exchange Rate 41.271 31.368 8.681 104.769

Source: Authors' Calculation

Pakistan has seen both democratic and authoritarian regimes (military governments) since its
independence. The democratic governments have not been stable in terms of tenure and consistency of
policies. Soon after getting independence in 1974, democratic system faced political uncertainty and first
martial law was imposed in 1958. Pakistan has faced fluctuations from democracy to military coups on
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periodic basis due to political uncertainty, corruption and lack of mature political system.  Since the
data of FDI was available from 1970 on World Bank website, therefore political regime effect has been
measured since 1972 where the democratic government achieved exceptional FDI growth of 273.1 %.
However, the growth rate declined when second martial law was imposed in 1977 by General Zia-ul-Haq
and FDI grew at an average rate 36.1% till 1988.

Table 5. Average FDI growth (millions of dollars) over Different Political Regime

Regime Period Average Growth in FDI inflows
Democracy (1972-1976) 273.1%
Second Martial Law (1977-1988) 36.4%
Democracy (1989-1998) 12.0%
Third Martial Law (1999-2008) 48.9%
Democracy (2009-2017) 18.9%

Source: Authors' calculation based on World Bank Date of FDI inflows

Democratic government again came into power in 1988 and growth rate substantially declined to 12%.
However, in 1999, General Pervaiz Musharaf imposed third martial law in Pakistan. This regime period
increased the FDI inflows in Pakistan due to liberal economic policies of the authoritarian government
and FDI growth rate jumped up to 48.9%. However, in the recent democratic government under the
leadership of Mr. Nawaz Sharif, average growth rate of FDI inflows have declined to 18.9%. These
different growth patterns are also presented in the Figure 3 to provide a quick look at political regime and
respective growth in FDI inflows

b,
- R - =y
’ 7 4 7 8 4 7

%1 WIS 0 * %I$SP %I++ %1+1 %11+ 0 * %It + ro%$

Figure 2. Average growth in FDI inflows during different regime periods in Pakistan
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4.1 Results of ARDL Model Selection and Diagnostic Tests
The major focus of the current research is to empirically investigate the effect of political regime upon
FDI inflows in Pakistan. Table 6 reports ARDL results and respective diagnostic tests such as
multicollinearity, autocorrelation, normality, heteroscedasticity and specification tests. ARDL model
has been run in EVIEWS 9 for determining long-term and short-run relationship between political regime
and FDI along with other control variables. The selected model has maximum lag of 2 for selected
variables.

The third column of Table 6 reports results of multicollinearity in terms of Variance Inflation
Factor (VIF). Since calculated values of VIF for all variables are less than 5 (the threshold value), there
exists no such problem of multicollinearity. There is no autocorrelation issue in the data since the
coefficient value (1.822) of LM serial correlation test is insignificant (p>0.05). Next in diagnostic section
we have also reported BPG heteroscedasticity test. Since the coefficient value (0.438) of BPG test is
insignificant, therefore null hypothesis of no heteroscedasticity cannot be rejected. The Ramsey RESET
test also reports insignificant coefficient value of 0.005; it implies there is no model specification problem
in our ARDL model. At the end, JB normality test also indicates date the date is normal as the coefficient
value (1.426) is insignificant.
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Table 6. Selected Model: ARDL (1,1,1,0,0, 2, 2)

ELITE HALL PUBLISHING HOUSE

Variable Coefficient/SE VIF

FDI (-1) 0.325%** 3.637
(0.109)

Political Regime -0.509** 3.932
(0.226)

Political Regime (-1) 0.372 4.349
(0.237)

Economic Growth 0.049 1.760
(0.038)

Economic Growth (-1) 0.058 2.470
(0.043)

Exchange Rate 0.912%** 4.174
(0.141)

Trade Liberalization 3.222%** 1.953
(0.840)

Domestic Investment -0.015 1.954
(0.012)

Domestic Investment (-1) 0.016 1.687
(0.012)

Domestic Investment (-2) 0.049*** 1.384
(0.012)

Financial Development 0.412%** 1.545
(0.121)

Financial Development (-1) -0.405*** 1.641
(0.120)
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Financial Development (-2) 0.142 1.958
(0.120)

Constant -15.869***
(3.071)

Model Summary
Adjusted R-squared 0.853

F-statistic 19.696***

Diagnostic Statistics

LM Serial Correlation Test 1.882 (0.172)
BPG Heteroscedasticity Test 0.438 (0.941)
Ramsey RESET Test 0.005 (0.944)
Jerque Berra Normality Test 1.426 (0.490)

Note: * p< 0.10; **p<0.05; *** p<0.001. The standard errors are shown in parenthesis while probability
values are shown in parenthesis in case of diagnostic tests. The null hypothesis of LM serial correlation
test states that there is no autocorrelation in the data. Similarly BPG heteroscedasticity test has null
hypothesis that data is homoscedastic. The null hypothesis of Ramsey RESET test is there is no model
specification problem in the data. Lastly, JB normality test assumes that data is normal.

The results of diagnostic tests imply that our model is free from econometric problems such as
autocorrelation, multicollinearity, and heteroscedasticity and model misspecification and model
stability. The section of model summary in Table 6 depicts the pivotal values of adjusted R”and F-statistic.
The adjusted R? has value of 85.3% which connotes that 85.3 percent variation in our dependent variable
FDI is being explained by political regime, economic growth, exchange rate, trade openness, gross fixed
capital formation and financial development. The model has very strong explanatory power. The F-value
of ARDL model (19.696) is also significant which indicates that model has overall significant results and
it is a good fit.

Political regime has negative significant effect upon FDI and it implies that FDI inflows increase
more in military governments than in democratic governments because democratic system has been week
in Pakistan and major period belongs to martial law administration. These results will be further
explained in Table 6 and 7 for establishing long-term and short-term relationship between FDI and
Political Regime along with other explanatory variables.

4.2 Short-run Relation and ECM
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Table 7 reports short-run relation between FDI and explanatory variables, namely, political regime,
economic growth, exchange rate, trade openness, gross fixed capital formation and financial development.
There is a significant negative effect of political regime on FDI; it implies that in the short run,
authoritarian military government leads to more FDI inflows in Pakistan as compared to democratic
system. On the other hand, exchange rate has positive significant effect on FDI. The positive significant
coefficient (0.912; p<0.01) of exchange rate means 100% increase in currency exchange rate of Pak
Rupees leads to 91.2% increase in FDI in the short-run. Similarly, trade openness has also positive
significant effect ( =3.222; p<0.01) on FDI; it indicates that 100% increase in trade openness brings
322% increase in FDI. Trade openness in Pakistan encourages foreign investors to make more investment
due to favorable business and trade environment. Moreover, financial development also plays a pivotal
role in attracting FDI in Pakistan in the short-run. The coefficient of financial development ( =0.412) is
negatively significant is negatively significant implying that 1 percent increase in financial development
leads to 0.412 percent rise in FDI. However, gross fixed capital formation has negative significant effect
( =-0.049; p<0.01) on FDI. However, the short-run effect of gross fixed capital formation is slower and
operational at lag 1. One percent increase in GFCF leads to approximately 0.05 percent decrease in FDI in
the short-run. It can be argued that gross fixed capital formation is an indication of domestic investment
crowding out foreign investment in Pakistan.

ECM term at the end of Table 7 shows how short-term shocks or fluctuations in variables are restored
to long-run equilibrium. The value of ECM coefficient should be negatively significant (-0.675, p<0.01);
it indicates the speed of adjustment by which short-term shocks tends towards long-run equilibrium. Here
in this model, ECM coefficient implies that model corrects 67.5% disequilibrium in previous period and
tends towards long-run equilibrium at the speed of 67.5% in current period.
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Table 7. Short-run relations and ECM

Variable Coefficient
= (Political Regime) -0.509**
(0.226)
- (Economic Growth) 0.049
(0.038)
- (Exchange Rate) 0.912%**
(0.141)
= (Trade Liberalization) 3.222%**
(0.840)
- (Domestic Investment) -0.015
(0.012)
- (Domestic Investment (-1)) -0.049***
(0.012)
= (Financial Development) 0.412%**
(0.121)
- (Financial Development (-1)) -0.142
(0.120)
CointEq (-1) -0.675%**
(0.110)

Cointeq = LNFDI - (-0.204*PR + 0.159*GDPG + 1.351*EXR + 4.774

*TOP + 0.075*GFCF + 0.222*FDV -23.515)

4.3.Long-run Equilibrium Relation and ARDL Bound Testing Results

Table 8 reports long-run relationship between variables. Exchange rate, trade openness and gross fixed
capital formation have long-term relation with FDI inflows in Pakistan. Exchange rate has positive
significant effect ( =1.351, p<0.01) on FDI; it implies that depreciation in Pak rupees has attracted the
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foreign investors to achieve profit due to currency differentials. In the long-run, trade openness has also
positive significant ( =4.774, p<0.01) on FDI. It implies that 1 percent increase in trade openness results

in 4.774 percent increase in FDI.
Table 8. Long Run Relationships

Variable Name

Coefficient

Political Regime

Economic Growth

Exchange Rate

Trade Liberalization

Domestic Investment

Financial Development

Constant

-0.204
(0.227)
0.159
(0.094)
1.351%**
(0.165)
4,774
(1.087)
0.075%*
(0.030)
0.222
(0.342)
-23.515%**

(3.845)

Moreover, gross fixed capital formation positively affects FDI inflows in Pakistan and it has
coefficient of 0.075; it means that 1 percent increase in gross fixed capital formation leads to 0.075
percent improvement in FDI.The stability of model is crucial for ARDL model. Table 9 reports bound test
results for our ARDL model. Since F-statistic (6.348) is greater than upper bound value, (1) ,at all critical
levels (1%, 5% and 10%), the model has no stability and consistency issue and it can be used for
estimating long-run relation between FDI and political regime. If the critical value lies between lower and
upper bound, the results of ARDL model would be inconsistent. However, in our case, we reject null
hypothesis and conclude that there is long-term association between FDI and its determinants.
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Table 9. Bound Testing for ARDL model

Test Statistic Value k

F-statistic 6.384 6

Critical Value Bounds

Significance 1(0) Bound I(1) Bound
10% 2.12 3.23
5% 2.45 3.61

2.50% 2.75 3.99
1% 3.15 4.43

4.4  Alternative Specifications for Robustness Analysis using DOLS

We have also applied the Dynamic OLS suggested by Stock and Watson which is powerful modelling
and econometric technique for estimate long-term effects even in case of small sample and variables have
higher order cointegrating relation (Masih and Masih 1996). The other potential benefit of this
single-equation model is that it can be applied to the variables having mixed order of integration; it also
addresses the possible problem of endogeneity or simultaneity bias ((Nazir, Nazir, Hashmi, and Ali 2018).
The results of DOLS in Table 10 predicts the same sign as given by ARDL model. The political regime
has negative significant effect on FDI which implies that authoritarian government attracts more FDI in
the long run. Like ARDL findings, trade liberalization and domestic investment also stimulate FDI
inflows in Pakistan. We have also used real GDP and real exchange rate and the expected signs of
political regime; trade liberalization and domestic investment remain same except real GDP which has
significant positive effect on FDI; it implies that real GDP serve to be better proxy for predicting FDI
inflows in the long run than GDP growth which has insignificant effect in case of ARDL modelling.
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Table 10. Robustness Analysis using Dynamic Least Squares (DOLS)

Variable Model 1 Model 2

Political Regime -1.092**  -1.148***
(0.423) 0.256
Economic Growth (RGDP in Model 2) -0.476 1.097***
(0.238) 0.349
Exchange Rate (Real Exchange Rate in Model 2) 0.549 -4.321
(0.262) 2.697
Trade Liberalization 6.929*%*  7.704***
(3.267) 1.953
Domestic Investment 0.132**  0.105***
(0.061) 0.029
Financial Development 0.103 -0.012
(0.571) 0.455
constant -22.766*  -48.744***
(10.670)  10.931
R-Square 0.878 0.931

Adj. R Square 0.705 0.833

Note: * p< 0.10; **p<0.05; *** p<0.001.; standard errors are reported in parentheses

4.5 Discussion of Results

The empirical findings of Pakistan show that political regime has significant effect on FDI in Pakistan. In
the short-run, military regime in Pakistan has been able to attract more FDI in Pakistan. The Dynamic
OLS results also support the results of ARD and imply the long-term effect of military government on
inward FDI in Pakistan. The results are aligned with the findings of previous studies For, example, Uddin
et al. (2018) argue that institutional quality has been improved in case of military regime because military
governments brought stability especially during the war against terrorism especially under the regime of
General Pervaiz Musharaf. The strong military government brought trust and leadership  when
democratic system temporarily failed due to possibly higher level of corruption, lack of trust,
malfunctioning of legal system, no protection of civil rights creating anarchy and room for terrorist
activities in the country ( Hayat at al. 2016; Shah and Ahmed 2003; Uddin at al. 2018).
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Trade liberalization has both short-term and long-term positive effect on FDI inflows in Pakistan. It
implies that liberal and flexible trade policies for foreign investors has really attracted inward FDI
especially after 90s. The results are aligned with the studies of Belloumi (2014) and Zaman et al. (2018).
Khan and Hye (2014) also found positive effect of trade liberalization on inward FDI in Pakistan and they
argue that foreign investors look for cost efficiency due to reduced level of tariff and import duties.
Though domestic investment crowds out FDI inflows in the short run in Pakistan, yet it plays an
important part in stimulating FDI inflows in the long run. Domestic investment signals a healthy
investment climate and real growth of opportunities in Pakistan (Khan and Hye 2014; Ndikumana and
Verick 2008). Our results confirm to those of Danish and Akram (2014) who found positive effect of
domestic investment on inward FDI in Pakistan.

The short-run error correction model of ARDL shows the positive effect of financial development in
the short-run. It implies that strong financial system is important for foreign investors in Pakistan.
However, we could not capture the long-term effect of financial development. The findings of our
research are supported by Nwosa and Emma-Ebere (2017) and Bayar and Gavriletea (2018). The
exchange rate has also positive effect on inward FDI in Pakistan both in the short and long run. The
foreign investors take the currency depreciation of Pak Rupees as an opportunity to obtain funds at lower
cost in the international market to acquire domestic assets at cheaper prices to lower their production cost
and increase their wealth (Ain and Naseem 2017; Moosa 2002). The economic growth has been found
to have insignificant effect on FDI both in the short-run and long-run. The results are aligned with
previous studies that found inconclusive results (Belloumi 2014; Hansen and Rand 2006). Khan and Hye
(2014) also found insignificant results for Pakistan. However, foreign investors in Pakistan consider real
GDP for making investment decisions because real GDP represents the real economic activity and it is
free for superficial growth caused by excessive inflation

5. Conclusion

The current study has investigated the effect of political regime along with other important
macroeconomic determinants upon inward FDI using ARDL bound testing procedure and DOLS Though
ARDL model meets all the diagnostic tests and there is no issue of long-run stability, the long-run
estimates do not show the long-run relation between political regime and FDI. On the other hand, our
DOLS models address the issues of any possible endogeneity issues and measure the long-term
elasticities of our independent variables. In this case, political regime tends to have long-term effect on
inward FDI.  The long-run relation between FDI, trade liberalization, domestic investment and exchange
rate was established, and these variables also have short-run relation with FDI inflows.

We conclude that foreign investors in Pakistan consider political regime, trade liberalization, domestic
investment, financial development, real GDP and exchange rate while making investment decision. The
policy makers should not only improve the macroeconomic policy of the country but also strength the
democratic process. The military government has played enough role in stabilizing and improving the
institutional quality in the country (Uddin et a. 2018), eradicating the wave of terrorism and duly
replacing the gap of leadership caused by immature democratic system. It is quite optimistic that
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democratic process may improve in Pakistan because military coup has not been attempted during last
decade even during the critical period of war against terrorism (Zarb-ul-Azab) to strength the democratic
system in Pakistan.

The current study has limitation as we have not included the data of institutional quality because it is
only available from 1984. The future research can investigate the moderating effect of institutional quality
on the relation between political regime and FDI inflows along with other macroeconomic factors by
taking data from other sources before 1972 so that first Martial Law Regime could also be included to
draw clearer picture about the underlying phenomenon. The sectoral analysis could also be made to
identify the industries receiving inward FDI which were more affected by political uncertainty during
regime change.

References
Ageel, A., Nishat, M., and Bilquees, F. 2004. “The Determinants of Foreign Direct Investment in Pakistan” . The Pakistan
Development Review 651-664.

Aizenman, J., and Noy, . 2006. "FDI and Trade-Two-way Linkages?" Quarterly Review of Economics and Finance 46(3):317—
337.

Aleksynska, M., and Havrylchyk, O. 2013. "FDI from the South: The Role of Institutional Distance and Natural Resources".
European Journal of Political Economy 29:38-53.

Apergis, N., Katrakilidis, C. P., and Tabakis, N. M. 2006. "Dynamic Linkages between FDI Inflows and Domestic Investment:
A Panel Cointegration Approach". Atlantic Economic Journal 34(4):385-394.

Asiedu, E., and Lien, D. 2010. "Democracy, Foreign Direct Investment and Natural resources". Journal of International
Economics 84(1):99-111.

Bastiaens, 1. 2016. "The Politics of Foreign Direct Investment in Authoritarian Regimes". International Interactions
42(1):140-171.

Bayar, Y., and Gavriletea, M. D. 2018. "Foreign Direct Investment Inflows and Financial Development in Central and Eastern

European Union Countries;: A Panel Cointegration and Causality”. International Journal of Financial Studies 6(2):1-13.

Belloumi, M. 2014. "The Relationship between Trade, FDI and Economic Growth in Tunisia: An Application of the
Autoregressive Distributed Lag Model". Economic Systems 38(2):269-287.

Camarero, M., Gomez-Herrera, E., and Tamarit, C. 2018. "New Evidence on Trade and FDI: how Large is the Euro Effect?"
Open Economies Review 29(2):451-467.

Chowdhury, A., and Mavrotas, G. 2006. "FDI and Growth: What Causes What?" World economy 29(1):9-19.
Clague, C. 1996. "Property and Contract Rights in Autocracies and Democracies" Journal of Economic Growth 2(1):243-276.
Cuervo-Cazurra, A. 2006. "Who cares about corruption?” Journal of International Business Studies 37(6):807-822.

296
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

Dang, T. A. 2015. "Similarities Attract: Political Regimes and Foreign Direct Investments". Journal of Political Sciences and
Public Affairs 3(2):1-7

Danish, R. Q., and Akram, A. 2014. "Determinants of FDI in Pakistan: An Empirical Analysis". Journal of International
Business and Economics 2(2):61-70.

Duanmu, J. L. 2014. "State-owned MNCs and Host Country Expropriation Risk: The Role of Home State Soft Power and

Economic Gunboat Diplomacy". Journal of International Business Studies 45(8):1044-1060.

Egger, P., and Winner, H. 2005. "Evidence on Corruption as an Incentive for Foreign Direct Investment." European Journal of

Political Economy 21(4):932-952.

Fauzel, S. 2016. "Modeling the Relationship between FDI and Financial Development in Small Island Economies;: A PVAR
Approach". Theoretical Economics Letters 6(3):367-375.

Froot, K. A., and Stein, J. C. 1991. "Exchange Rates and Foreign Direct Investment: An Imperfect Capital Markets Approach."
The Quarterly Journal of Economics 106(4):1191-1217.

Hansen, H., and Rand, J. 2006. On the Casual Links between FDI and Growth in Developing Countries (Foreign Direct
Investment)." World Economy, 29(1), 21-41.

Harms, P., and Ursprung, H. W. 2002. "Do Civil and Political Repression really Boost Foreign Direct Investments?" Economic

Inquiry 40(4):651-663.

Jakobsen, J., and de Soysa, |. 2006. "Do foreign Investors Punish Democracy? Theory and Empirics, 1984-2001." Kyklos
59(3):383-410.

Jensen, N. M. 2003. "Democratic Governance and Multinational Corporations: Political Regimes and Inflows of Foreign

Direct Investment." International Organization 57(03):587-616.

Kassicieh, S. K., and Nassar, J. R. 1982. "Political Risk and the Multinational Corporation: A Study of the Impact of the

Iranian Revolution on Saudi Arabia, Kuwait and the United Arab Emirates." Management International Review 22(3):22-32

Khan, M. A, llyas, R.M.A., and Hashmi, S. H. 2018. "Cointegration between Institutional Quality and Stock Market

Development." International Journal of Business and Manaement 13(2):90-103.

Khan, R. E. A., and Hye, Q. M. A. 2014. "Foreign Direct Investment and Liberalization Policies in Pakistan: An Eempirical
Analysis." Cogent Economics and Finance 2(1):1-12.

Ledyaeva, S., Karhunen, P., and Kosonen, R. 2013. "Birds of a Feather: Evidence on Commonality of Corruption and
Democracy in the Origin and Location of Foreign Investment in Russian Regions." European Journal of Political Economy
32:1-25.

Li, Q. 2009. "Democracy, Autocracy, and Expropriation of Foreign Direct Investment." Comparative Political Studies
42(8):1098-1127.

Liargovas, P. G., and Skandalis, K. S. 2012. "Foreign Direct Investment and Trade Openness: The Case of Developing

297
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020
Economies." Social Indicators Research 106(2):323-331.

Lily, J., Kogid, M., Mulok, D., Thien Sang, L., and Asid, R. 2014. "Exchange Rate Movement and Foreign Direct Investment

in Asean Economies." Economics Research International 1-10.

Luo, Y. 2004. "A Coopetition Perspective of MNC-host Government Relations." Journal of International Management
10(4):431-451.

Madani, S., and Nobakht, M. 2014. "Political Regimes and FDI Inflows: Empirical Evidence from Upper Middle Income

Countries." Journal of Finance and Economics 2(3):75-82.

Masih, R., and Masih, A. M. M. 1996. "Stock-Watson Dynamic OLS (DOLS) and Error-correction Modelling Approaches to
Estimating Long- and Short-run Elasticities in a Demand Function: New Evidence and Methodological Implications from an
Application to the Demand for Coal in Mainland China." Energy Economics 18(4):315-334.

Mir, G. M., and Hussain, M. 2018. "Does Involvement of Military Government Affects FDI Inflow in Pakistan?" SEISENSE
Journal of Management 1(2):61-69.

Nasir, N. M., Rehman, M. Z., and Ali, N. 2017. "Foreign Direct Investment , Financial Development and Economic Growth

Evidence from Saudi Arabia" International Journal of Financial Research 8(4):1-12.

Nauman Hayat, M., Fatima, K., Mukhtar, U., and Bano, S. 2016. "Economic Performance of Pakistan Under Democracy and

Military Regimes."  Journal of Economics, Business and Management 4(12):690-694.

Nazir, M. 1., Nazir, M. R., Hashmi, S. H., and Ali, Z. 2018. "Environmental Kuznets Curve Hypothesis for Pakistan: Empirical
Evidence form ARDL Bound Testing and Causality Approach." International Journal of Green Energy 15(14-15): 947-957.

Ndikumana, L., and Verick, S. 2008. "The Linkages Between FDI and Domestic Investment: Unravelling the Developmental

Impact of Foreign Investment in Sub-Saharan Africa.” Development Policy Review 26(6): 713-726.

Nieman, M. D., and Thies, C. G. 2018. "Property Rights Regimes, Technological Innovation, and Foreign Direct Investment."

Political Science Research and Methods 12(1):1-19.
OECD. 2018. FDI in Figures. Retreived from http://www.oecd.org/investment/FDI-in-Figures-October-2018.pdf

Oneal, J. R. 1994. "The Affinity of Foreign Investors for Authoritarian Regimes.” Political Research Quarterly
47(3):565-588.

Shah, M. H., and Samdani, S. 2015. "Impact of Trade Liberalization on FDI Inflows to D-8 Countries." Global Management
Journal for Academic and Corporate Studies (GMJACS) 5(1):30-37.

Shah, Z., and Ahmed, Q. M. 2003. "The Determinants of Foreign Direct Investment in Pakistan: an Empirical Investigation."
The Pakistan Development Review 42(4):111-121

Uddin, M., Chowdhury, A., Zafar, S., Shafique, S., and Liu, J. 2018. "Institutional determinants of inward FDI: Evidence from

Pakistan." International Business Review 1-15.

298
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business and Management, Vol. 12, No.1, 2020

World Bank. 2017. Global Investment Competitiveness Report 2017/2018 : Foreign Investor Perspectives and Policy
Implications. Retrieved from https://openknowledge.worldbank.org/handle/10986/28493

UNCTAD. 2018. World Investment Report 2018: Investment and New Industrial Policies. United Nations Publications:
Retrieved from USA. https://unctad.org/en/PublicationsLibrary/wir2018_en.pdf

UNCTAD.  2019. Investment  Trend  Monitor. United Nations Publications: USA. Retrieved from

https://unctad.org/en/pages/publications/Global-Investment-Trends-Monitor-(Series).aspx

Vadlamannati, K. C. 2012. "Impact of Political Risk on FDI Revisited-An Aggregate Firm-Level Analysis." International
Interactions 38(1):111-139.

Vadlamannati, K. C., Janz, N., and Berntsen, @. I. 2018. "Human Rights Shaming and FDI: Effects of the UN Human Rights
Commission and Council." World Development 104:222-237.

Varnamkhasti, J. G., and Mehregan, N. 2014. "Financial Development as a Key Determinant of FDI Inflow to Developing

Countries." The International Journal of Humanities 22(3):1-28.

Wisniewski, T. P., and Pathan, S. K. 2014. "Political Environment and Foreign Direct linvestment: Evidence from OECD

Countries." European Journal of Political Economy 36:13-23.
World Bank. 2019. World Bank Indicators. Retrieved from https://data.worldbank.org/indicator.

Yang, B. 2007. "Autocracy, Democracy, and FDI Inflows to the Developing Countries." International Economic Journal

21(3):419-439.

Zaman, Q., Donghui, Z., Yasin, G., Zaman, S., and Imran, M. 2018. "Trade Openness and FDI Inflows;: A Comparative Study

of Asian Countries." European Online Journal of Natural and Social Sciences 7(2):386—396.

Nwosa, P. I., and Emma-Ebere, O. O. 2017. “The Impact of Financial Development on Foreign Direct Investment in Nigeria.”

Journal of Management and Social Sciences 6(1):1-17.

299
ISSN 2076-9202



ELITE AL PUBLISHING NOUSE

International Journal of Information, Business and Management
http://ijibm.elitehall.com/



